Talking Points
On the Henwood/Snohomish PUD

Cost Benefit Analysis of Grid West

Background

· On September 13, 2004 Henwood Energy Services (Henwood) issued its Executive Summary of its study of the costs and benefits of Grid West that it had undertaken under contract to Snohomish PUD (SnoPUD).  Not until October 15 did Henwood release the full report. 
· The study estimated gross annual benefits to the region of $78 million and assumed annual costs of $200 million for a net annual cost of $122 million.  By way of comparison, in its 2002 study of RTO West, Tabors Caramanis Associates (Tabors) calculated benefits of $410 million and costs of approximately $135 million for a net annual benefit of $275 million.
· Henwood adopted an earlier cost analysis performed by the Public Power Council (PPC) which compiled cost data from the currently operating RTOs and ISOs and extrapolated those, without adjustment, to Grid West on a dollar per megawatt-hour basis
Specific Points of Critique
1. Cost Estimate.  Henwood used the recent PPC Cost Comparison of existing RTO and ISOs to extrapolate an estimated annual revenue requirement of $184 million.  Their methodology is apparently to multiply the weighted average carrying costs ($ per MWH) of the existing RTOs times Grid West’s projected annual demand.  By any measure, this is a very “high-end” estimate that significantly overstates the expected costs of Grid West.   For example
· It ignores the much more limited scope of the Grid West proposal.  The national data include RTOs that are “full-service” and many that have undergone significant expansions (geographically and/or adding members), growth of functional capability (presumably desired by the market being served), and/or significant market re-design efforts.  
· The comparison with existing RTOs is wholly inappropriate and misleading.  Those organizations have been the market development pioneers and have incurred significant costs of customized systems development, market re-designs and geographic expansions that should be avoidable by Grid West. GW is not a pioneer and can benefit from the experience of other RTOs and from the availability of tested and proven “off the shelf” software and systems.
· The PPC work ignored the very thoughtful start on this cost estimate done for the TSLG by the Structure Group (TSG).   TSG thoughtfully identified many cost drivers that make GW different from other RTO/ISOs, all of which would tend to drive costs significantly below national averages.
· PPC has also ignored the stated intent of Grid West (and work already done) to minimize costs through rigorous cost control efforts, such as consideration of brownfield sites, leveraging off existing member systems, etc.
2. Reliability Benefits Ignored.  The substantial reliability benefits that have been cited in numerous studies and reports of RTO formation are basically dismissed.  For example, Henwood effectively blames the Midwest Independent System Operator (MISO) for the Northeast Blackout of 2003.  In fact, at the time of the blackout, MISO did not have reliability authority over First Energy which was operating as an autonomous control area nested in the MISO system.  Further, the events surrounding the Blackout point up the need for stronger regional operational coordination under a single authority responsible for reliability.  
3. Independent Review Impossible.  While recognizing that Henwood’s models and capabilities have wide acceptance within the industry, the Final Report does not provide sufficient detail to allow for independent review of the methodology, assumptions or data used in this study.  In fact, the Final Report provides very little beyond the Executive Summary that was released a month earlier.  Without such full transparency, the danger is that Henwood did not model the realities of the Grid West proposal. Further, because of choices made in modeling and assumptions, independent review is needed to ensure there is not a systematic bias to minimize benefits.   This fear is reinforced by a few hints of evidence found in the Final Report that some of the physical realities of the existing system were overlooked and/or mis-modeled.  For example:
Because of its focus on the BPA system footprint and tariff assumptions, it appears that the non-BPA portions of Grid West may be inappropriately grouped resulting in loss of important detail regarding line constraints and opportunities for commercial activity, with significant repercussions on the economic results, particularly in the area of shorter term wheeling. 

Henwood shows (in Figures C-11 and C-22) loadings on the Pacific DC intertie from 0 to 600 MW.  Actual loadings over the three years 2000 to 2003 actually range from -2000 to +2700.  That these flows amount to less than 15% of the actual range implies that the Henwood model is significantly understating the commercial use of one of the largest transmission paths in the Western Interconnection.
Taken together, these and other questionable statements, in combination with a lack of transparency on modeling and assumptions, are sufficient to call the study into question.
