Comments on Henwood’s Study of Costs, Benefits and Alternatives to Grid West
1. The process used by Snohomish and its study participants was flawed

Creating an obvious double-standard, Snohomish and the Henwood study participants embarked on an analysis that was not guided by principles that the same participants had insisted on in 2001 when the earlier RTO West Benefit/Cost Study
 (TCA Study) was prepared. Their failure to use a facilitated, open, process for developing the foundation of the Study of Cost, Benefits and Alternatives to Grid West (Henwood Study) casts a dark shadow over the underpinnings of the Henwood Study. While Henwood can allege flaws in the earlier TCA Study, their own veiled analysis was directed by a small group with clear bias against Grid West, and contains no substantive supporting documentation to support its findings.
During the period when the Tabors Caramanis study was being scoped and performed, organizations included in the Snohomish study developed a “framework” for conducting the cost-benefit analysis for RTO West.
 Among other demands, the authors of this framework stipulated that the following conditions were necessary for the study to have credibility:
1.
“The study should rely on a steering committee comprised of Filing Utilities (FUs) and regional stakeholders.” The document stressed that the committee should include a balance of stakeholder interests comparable to the RTO West RRG and decisions by the committee should be made on a consensus basis.
2.
“All data, models, assumptions, inputs, algorithms, and other analytical tools used by consultant should be made available to all interested parties, to the greatest extent possible given the existence of proprietary information.”
The “steering committee” identified in item 1 was assigned a broad range of tasks that affected the scope of the study, selection of a consultant, methods of analysis, constraints on data and assumptions, and interpretation of results.

Snohomish and the Henwood study participants paid no heed to these principles when they embarked on their own study. As a result, the Henwood study contains a blackbox of assumptions, data and analytical methods fabricated by a private group of individuals in total opposition to the framework that they imposed upon the earlier effort.
2. Henwood’s analysis is based on an incomplete understanding of the regional proposal and market design

Henwood appears to assume that Grid West is proposing to form a FERC approved RTO.
 From a distance, this is a simplistic, but inaccurate, assumption for Henwood to make. Clearly they have not followed the bylaws development activities which, in contrast to the RTOs that they claim familiarity with, provide significant member input and direct decisional authority on many Grid West decisions, including bylaws amendments, functional scope, and cost control. Henwood has no evidence that Grid West is proposing to file for RTO status under FERC Order 2000. Due to their shallow knowledge of the Grid West proposal they simply assume this to be the case.
Henwood completely fails to recognize and compare the mechanisms for stakeholder input that exist today with those mechanisms that stakeholders have carefully negotiated into the Grid West governance structure. Henwood’s analysis is based on the vast generalizations proffered by opponents of Grid West who seek to sow seeds of fear rather than to engage in a substantive debate on what Grid West is actually proposing. Readers are advised to study the findings of the National Academy of Public Administration for facts about Grid West governance, rather than to rely on the shallow rancor of Henwood, Snohomish and their political allies.

3. Cost Estimates

A. Cost Evaluation (pgs 5-1 through 5-7)

1. Cost Estimation Lacks Consideration of Cost Drivers

Data compiled by the Public Power Council (PPC) was adapted by Henwood to estimate the capital and operating costs of Grid West. Henwood used cost data from other RTOs (e.g. PJM, MISO, Cal ISO) to develop a “weighted average unit operating cost” that was multiplied by Grid West’s projected “demand” [sic] to estimate the annual Grid West cost of $200 million ($122 million net cost).
 Typically this approach is referred to as a “top-down” estimate and is similar to methods used by real estate appraisers to determine market value of properties.
Estimating Grid West costs using this approach is not appropriate. The principal cost drivers in RTOs are software development, market design revisions, and support for retail access market features. In section 5.1 the Henwood Study describes specific reasons for cost escalation in RTOs, including responding to “FERC initiatives” and “conforming” to SMD. The Grid West RRG has intentionally limited the functions that Grid West will perform to minimize costs. Additional functionality will only be implemented after consideration of costs and benefits. Comparing Grid West costs to the cost history of RTOs with substantially more complex, and hence expensive, market structures is simply inappropriate.

2. Use of existing facilities by Grid West not considered by Henwood
Grid West is further distinguished from the RTOs in other regions by the design of its communications and control facilities. As shown by the work of the Transmission Services Liaison Group, the existing control centers would continue to perform most of the operating functions that they do today. It will be possible, and likely most economical, for Grid West to perform its functions at an existing Northwest utility’s control center. Such a “brownfield control center” concept is substantially different from the new control center envisioned during RTO West development. The result will be to reduce Grid West costs. Nearly all other RTOs have built new “Greenfield” control centers, and even the recent FERC report on RTO costs assumes a greenfield control center in its baseline cost estimates. Henwood’s lack of knowledge about the Grid West proposal has lead them to erroneous cost estimates.

B. Because the Northwest region is different, benchmark data from other regions are not suitable metrics for cost estimation in Grid West

Parties in the Northwest have successfully pointed out the regional characteristics that differentiate the coordinated hydro-thermal system operation from other regions and countries.
 The Grid West proposal is based on an analysis of regional problems and opportunities, and takes into consideration the unique needs of the Northwest region. The result is a unique combination of governance provisions, market and service structures, and functions designed by regional stakeholders. Using the weighted average costs of these other regions to estimate Grid West costs is no more appropriate than is the assumption that a standard market design structure should be imposed on the Northwest region. Comparing the Northwest region to other dissimilar regions using such top-down perspectives does not recognize the regional differences that exist and ignores the work done to structure grid management functions that are compatible with regional resources and consumer interests.

C. Henwood's cost estimate does not consider savings to transmission owners (i.e. costs "move" from owners to Grid West).

D. Henwood's unsupported assertion that Grid West would not have incentives to control cost is contrary to controls included in the Grid West proposal.

4. Benefit Estimates

A. Quantification of benefits is incomplete

The Henwood study only quantifies a fraction of the benefits that Grid West would provide. There are significant potential Grid West benefits that have not been measured in Henwood’s modeling efforts. These include:

· Benefits associated with moving away from contract path limitations – benefits such as more efficient use of the existing grid, delaying the need for new construction. 

· Reliability benefits 

· Planning benefits

· Long term benefits associated with more rational price signals and associated efficiencies in generation and transmission siting and development.

B. The Henwood study ignores the future effects of Grid West.

Henwood’s study appears to analyze system use in its Base and Grid West Cases using a year 2006 simulation.  This ignores the future effects Grid West might have on new resource and transmission development.  The region’s transmission system was originally built to accommodate large, seasonal production and disposition of hydroelectricity. The design provided substantial reserve capacity and operating flexibility.  Use of contract path scheduling methods were acceptable and congestion was virtually non existent.  Consistent with current operating experience, curtailments and congestion are minimal, and dispatch efficiency is close to optimal.  But as the system usage increases and dispatch patterns change, it is unlikely that this outcome will continue unless we make some very large new infrastructure investments and risk becoming overbuilt.  Failure to simulate longer-term future conditions (which Grid West is mainly aimed at) compromises the usefulness of the Henwood study for analysis of the Grid West proposal.

C. Reliability Impacts (pgs. 6-1 and 6-2)

1. Henwood claims that an RTO may contribute to or do little to mitigate failures.

Henwood characterizes MISO as having contributed to the August 2003 Blackout. The findings of the US – Canada Task Force on August 14th, 2003, outage do not support this assertion. In fact, MISO was not authorized to operate or direct operation of the First Energy system (on whose system the outage began), and did not have the grid visibility needed to prevent the outage. If MISO had greater system visibility, the outage may well have been prevented. Grid West would provide such visibility and thereby improve reliability over current conditions.

Examples of situations where MISO has improved reliability are often overlooked.

2. Henwood speculates that reliability could be reduced by formation of an RTO.

Henwood observes that current multiple control area operation of the grid enhances reliability by having more than one set of eyes ready to detect problems. It then asserts that Grid West would reduce the monitoring function to one single control area thereby harming reliability.

Response: Henwood makes this assertion by relying on an incorrect assumption about Grid West—that only a single control area operator would be monitoring system conditions. Inside the Grid West consolidated control area, transmission and generation owners would continue to have operating roles with respect to their own facilities, including monitoring system status. Non-consolidated control areas that participate in Grid West markets would also continue their role of monitoring system conditions within their control areas. Over the entire NWPP region, the PNSC would continue to have responsibility for monitoring grid security. The Henwood assertion that there would be a single point of failure in monitoring grid security indicates a lack of familiarity with the current Grid West proposal.

D. Henwood's estimate of increased dispatch efficiencies is likely understated.

[looking at the path loading charts, it appears that the load and transfer model may be lighter than normal. Furthermore, Grid West will provide a higher level of benefits when the power system is stressed. Contract path congestion? Does the Henwood study consider that more efficient generating units may not run because of contract path oversubscription and the resulting inability to provide transmission for more efficient generating units?]
E. Application of contract path limits and physical path constraints are not clearly differentiated or analyzed

Henwood’s analysis assumes that the same path constraints would be binding for the Base Case and Grid West Case (Section 3-10). While the Grid West Case can be bound to the full path OTC limits, contract path scheduling should not be assumed to optimize use of existing paths. Significant evidence exists to demonstrate that the existing contract path scheduling results in under-utilized transmission capacity. Even Henwood points this out in Section 10-1.

If Henwood’s analysis assumed that current contract path scheduling could result in optimal dispatch with transmission path constrained only by their physical limit, their analysis ignored one of the most important objectives of Grid West. Today actual dispatch is limited to transmission reservations values on contract, not physical, paths and the ability of users to effectively schedule across these paths. Maintenance of transmission facilities, outages and other factors result in scheduling limits and curtailments of contract path rights.

F. Coordinated maintenance analysis is incomplete

While Henwood states that it quantified benefits of RTO coordinated maintenance, it only appears to have done so for generation maintenance. The report provides no discussion of the impacts of improving coordination of transmission system maintenance.

G. Henwood fails to recognize the transmission system expansion benefits of Grid West.

H. Henwood incorrectly compares Northwest region benefit with TCA benefit to entire Western Interconnection

On pages ES-5 and 4-2, figures ES-2 and 8-1 and Table 8-2, Henwood states that Tabors Caramanis Associates (TCA) calculated the benefits of RTO formation to be $410 million. In fact, TCA estimated the benefits to the RTO West region would be $305 million (TCA, March 2002, pages 9 and 29). The motive for overstating the TCA benefit may be to exaggerate the difference between the two studies.

5. Potential alternatives are presented without detail or quantification

While Section 10 of the report acknowledges most of the problems and opportunities identified by the Grid West RRG, it fails to quantify the economic cost of the problems or describe in sufficient detail how the “alternative” would be structured or what the costs of the “alternative” would be. 

The executive summary suggests that “the key players” could solve the problems. Henwood should identify who it believes “the key players” are. Are the “key players” different from the parties at the table in the RRG?

Section 11 suggests that additional analysis (presumably by Henwood) could be performed to evaluate the costs and benefits of the alternative solutions to four major problem areas. Furthermore, the report states that the analyses would likely be no more than a two month effort and all problems could be addressed concurrently. Considering the amount of thoughtful analysis, carefully crafted compromises, and good faith negotiation that has taken place in the Grid West forums to address these specific problems, it appears to be highly unrealistic to presume that these problems are soluble with so little effort. If it sounds to good to be true, it probably is.

Henwood seems to be under the impression that with a few adjustments to the status quo, the structural problems of wholesale power and transmission markets can be fixed forever. A dose of selective amnesia is the only excuse for such simplistic notions. 
6. The studies that Henwood recommends in Section 11 are unrealistic representations of the level of effort needed to justify an alternative.

Henwood’s proposed “two-month effort” approach will like result in deferring the curtailment, resale of rights and transmission access for new generator problems for the two-months that they noodle over the problem. The region needs long-term solutions that focus on structural fixes to markets and business practices, rather that short-term measures that are not sufficiently informed about the scope of the region’s needs.

7. Henwood fails to recognize the reasons why an independent party is needed to implement redispatch and run the system planning process.

� 	Prepared by Tabors Caramanis and Associates. March 11, 2002.


� 	See document titled “Notes on Cost-Benefit Analysis for RTO West”, submitted by PGP, NRU, PPC, PRM, ICNU, DSIs, WPAG, Snohomish PUD, PNGC.


� 	See Response to Grid West Proponents’ Critique at � HYPERLINK "http://www.snopud.com/?p=1875" ��http://www.snopud.com/?p=1875�. 


� 	Henwood actually used annual energy not “demand”.


� 	These differences are described by Snohomish, the Public Power Council and others in their comments to FERC in Dockets RM01-12 and their protests against the RTO West Stage 2 filing.


� 	Reference IEEE Power and Energy, July 2004. MISO directed grid operations during a flood in Michigan to prevent more extensive blackouts.





