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Introduction

The RTO West Filing Utilities appreciate this opportunity to provide written comments and to submit answers to questions posed by the Northwest Energy Caucus members and staff in preparation for the hearing on October 3.  In response to FERC Order No. 2000, the RTO West Filing Utilities are participating in a comprehensive collaborative process in the Northwest to design a Regional Transmission Organization that meets the requirements of the Order.  The Filing Utilities recognize that in the aftermath of the tragic terrorist attacks on September 11, there is a heightened sense of concern about the security of our power system and the transmission grid.  To the extent that RTO West can continue to plan and coordinate security of the transmission system on a regional basis, the RTO West proposal can support national security activities.  

FERC Order No. 2000--which is binding on the investor-owned utilities—was the impetus for RTO West.  The investor-owned utilities must also fulfill the requirements of their respective state regulatory commissions. 

In the Background section, below, the Filing Utilities provide a short report to the Caucus on the timing for submitting the RTO West Stage 2 filing to FERC, the continuing collaborative process in the region, and the RTO West Western Market Vision.

Background

Timing for Submitting Stage 2 Filing to FERC Extended to March 1, 2002  

The Filing Utilities would like Caucus members and staff to know that their concerns about taking additional time for public review and thorough discussion of the RTO West Stage 2 filing proposal have been recently addressed. In direct response to these concerns, the chief executive officers of the Filing Utilities met recently and determined that more time should be taken to complete the Stage 2 filing.  The Filing Utilities have extended the date for submitting a final Stage 2 filing to FERC from December 1, 2001 to March 1, 2002, which is a firm date.  The Stage 2 filing will address all of the remaining issues required by Order No. 2000 and pave the way for RTO West to become operational.     

On December 1, 2001, the Filing Utilities will submit a status report to FERC that will address no fewer than the following three issues:  RTO West’s progress towards resolving business and technical issues related to seams, Canadian participation in RTO West and a framework and timetable for achieving a seamless west-wide market (discussed below).  

Northwest Regional Collaborative Process
The additional time for submitting the Stage 2 filing will also provide more opportunity for the collaborative process to achieve consensus on the many issues that are currently unresolved.  Because numerous conflicts and differences of opinion are aired in the RTO West work groups and the Regional Representatives Group, the Filing Utilities remain convinced that the collaborative process is the best mechanism for identifying the viable alternatives, seeking consensus on proposed solutions, or at least narrowing and clarifying the differences between interested parties.  To the extent that issues are resolved and consensus is reached in the region, prospects for FERC acceptance of these outcomes are improved and the likelihood of a FERC-imposed solution is reduced.

RTO West’s Western Market Vision

RTO West has proposed a Western Market Vision to its stakeholders, to the California Independent System Operator (Cal ISO), and to representatives developing the Desert STAR RTO (DSTAR).  This vision emphasizes the importance of one seamless, west-wide market with common business practices, no trade barriers, and minimum transaction costs.   To achieve this seamless market, establishing three Regional Transmission Organizations in the West is seen as a necessary first step.  The primary reasons for three RTOs are: (1) the complexity and size of the Western Interconnection and (2) the need to retain regional knowledge and accountability regarding capital expenditures, reliability and planning.  The Western Interconnection is complex and extends over a huge geographical area.  It favors three RTOs to assure reliable, manageable operations and security coordination.  Although separate organizations, the three RTOs will be able to share services and capture symbiotic benefits.  While there is potential for fewer RTOs in the future, the consensus among the RTO West Filing Utilities and the apparent preference of a majority of RTO West stakeholders is to begin with three RTOs in the West.  RTO West representatives continue to discuss with Cal ISO and DSTAR representatives the specific elements of the Vision that will be submitted to FERC by December 1. 

Answers to Questions
The answers set out below attempt to reflect consensus views of the Filing Utilities as a group.
  

The primary task for RTO West is to fulfill the vision of federal regulation for a competitive market with transparent rules in which an incumbent transmission owner cannot favor its own generation.  This vision requires a seamless market with minimal administrative burdens and consistent rules.  It should also be noted that some of the issues we deal with today are a result of uncertainty and are not necessarily inherent problems with either current or recently proposed models.  Until final decisions are made on restructuring the electric power industry, transmission investment will likely continue to be deferred and lag behind generation additions.  

1. What problems can you identify with the existing transmission infrastructure and rules in the Northwest and would an RTO be better than the status quo?

Problems in the RTO West Geographical Area That an RTO is Intended to Solve

In the RTO West Geographical Area, the most notable problems with the existing transmission infrastructure and rules that can be addressed by RTO formation are:  potential inefficient dispatch of generation resources due to rate “pancaking”; transactional burdens associated with multi-system transfers; inequities and inefficiencies resulting from parallel path flows; lagging investment in needed transmission infrastructure; and concerns about adequate generation development.

Rate “Pancaking” 
Rate “pancaking” occurs when energy must move through multiple, separately priced systems to travel from its point of production (the generator) to its ultimate point of delivery and consumption (the load).  In some cases this pricing approach might produce non-optimal dispatch of generation resources in that a lower cost resource might not operate to serve a certain utility system due to the fact that an additional transmission charge (or rate “pancake”) would have to be incurred in order to reach such system.  While we have multiple systems in the RTO West Geographical Area that charge separate transmission rates, such rate pancaking becomes a problem only to the extent that delivery costs for a particular unit raise its incremental cost above a less efficient unit.  To the extent an RTO can alleviate this effect on economic dispatch caused by rate pancaking, overall generation fuel costs will decrease as more efficient units will be operated.  For example, the output of a generator in Montana may cross the systems of Montana Power Company and Bonneville Power Administration before reaching PacifiCorp or Portland General Electric Company systems.

Transaction Burdens Associated with Multi-System Transfers

In addition to the cumulative financial burden of moving power across multiple systems, there is also an administrative burden.  A party that wants to move power through multiple systems must make transmission reservation and scheduling arrangements with the operators of each of those systems.  And because maintenance outages may not be well-coordinated among the multiple systems, the customer’s day-to-day use of those arrangements may be significantly affected by maintenance outages on any of the systems.  

Inequities and Inefficiencies Resulting from Parallel Path Flows
Another characteristic of multi-system operations is the adverse effect of parallel path flow.  When different owners operate facilities in parallel, power will flow over the facilities according to the laws of physics rather than according to ownership or contract rights.  This means that some of the capacity in an owner’s line may not always be available to that owner because it is being used by other users of the system without compensation.  This causes not only revenue losses but also more conservative scheduling of the system as a whole.  

Lagging Investment in Needed Transmission Infrastructure

The region’s safety and economy depend on the transmission system.  Yet transmission investment has not kept up with demand.  New investment is needed.  An RTO can help address the problem that the most economical and beneficial enhancements to the system-wide electric infrastructure may not always be on the facilities of the entity needing the enhancement or within a single political boundary.   

Adequacy of Generation Development 

As we have seen so dramatically in recent California events, having abundant generation available is critical to well functioning markets.  Yet needed generation cannot be placed simply anywhere on a transmission system with equally good results.  Building generation on a line that is already strained to serve existing resources can make a bad situation worse.  Ensuring that ample transmission facilities exist will facilitate development of new generation in a timely manner.  To maintain the reliability of the system, ample transmission facilities must be in place as new generation is added.

Conclusion

Under the RTO West umbrella, transmission the system can be managed by an independent entity on a regional basis.  The existing transmission system in the Northwest exhibits certain inefficiencies and faces increasing challenges in meeting the demand for transmission services.  

2. How do the structure and rules of RTO West that are being developed address or not address your concerns with the existing transmission system?

How an RTO Can Help Solve Existing Problems in the RTO West Geographical Area

Rate “Pancaking” 

An RTO by definition must eliminate rate “pancaking” in the area it encompasses.  RTO West will accomplish this through employing a “Company Rate” structure.  Under Company Rates, the access fee a transmission customer pays will be based on the cost of the facilities through which the relevant load is served.  A customer will pay a single Company Rate access fee to use the entire RTO West system regardless of where on the RTO West system the power used to serve the load is produced. 
 This pricing approach would mitigate the effects of rate pancaking on determining which generators are operated, leaving only transmission congestion as a factor in keeping a generator with a lower incremental operating cost from being dispatched.  RTO West’s pricing structure will provide overall generation cost savings, in the form of decreased fuel costs, by mitigating the effects of rate pancaking on generation dispatch operations.  

Transaction Burdens Associated with Multiple-System Transfers

RTOs reduce administrative burdens by providing “one-stop shopping” for transmission customers.  An RTO customer has to deal with only one party – the RTO  – to arrange all of its transmission services from one end of the RTO’s system to the other.  All of the information about prices and conditions and available capacity on the RTO system can also be found in one place:  the RTO ’s internet-based information system (the RTO OASIS).  RTO West’s structure will provide this “one-stop shopping” approach.
Inequities and Inefficiencies Resulting from Parallel Path Flows

Converting capacity rights in particular lines into flowpath rights pursuant to an RTO congestion management mechanism reduces the parallel path problems.  Rather than worrying over how a particular transaction affects other owners, more of the system’s capacity can be used without adversely affecting other owners while at the same time providing for recovery of each owner’s revenue requirements.  

Lagging Investment in Transmission Facilities

RTO West can stimulate lagging investment in new transmission facilities by administering an effective planning process.  RTO West can enhance existing transmission planning and expansion processes in the region in several ways.  Chief among these will be RTO West’s ability, through pricing treatment of congested paths, to provide market signals for needed transmission enhancements (or other means of relieving congestion, such as load reduction or strategic placement of generation resources).  RTO West will also have planning authority over all of the facilities it controls (as well as the ability to monitor on-going operations) so it will have a clear view of system needs.  Where the marketplace cannot or does not respond to price signals, RTO West will provide a safety net to address, on an integrated basis, any transmission adequacy problems and to allocate the costs to those who benefit.  RTO West will provide a means by which all interested parties can obtain and analyze a comprehensive, consistent, and detailed database of system-wide information about facilities usage, congested paths, and costs associated with congestion.  RTO West also can help provide price signals about where new generation facilities should be located, so that they mitigate, rather than add to, existing congestion or supply problems.  

3.
Many Members of the NW congressional delegation have concerns about RTO West’s planning and expansion authority (i.e. who is responsible for addressing congestion, when and why); congestion management policies (including the auctioning of firm transmission rights, FTRs), pricing plans, facilities inclusion, market oversight capabilities, and the cost/benefit of moving to RTO West.  What specific concerns do you have about the rules under discussion and how would you like to see them resolved?

As noted above, many of the subjects in this question are still being addressed in the RTO West collaborative process.  Until these efforts to reach consensus among regional stakeholders are completed, it is premature to advance final resolutions.  It will be helpful to receive guidance from House Caucus members on these subjects as the Stage 2 filing is developed.  Below is a status report on the significant issues and alternatives that are being considered.

Planning and Expansion Authority

RTO West planning and expansion principles are still under discussion, but there appears to be consensus around certain fundamental points.  RTO West will have ultimate planning authority with respect to the facilities it controls.  RTO West will have clear rights to assure that the transmission capacity that exists within its system at the beginning of operations is sustained, and that there will be sufficient transmission to reliably serve the load that depends on RTO West facilities for access to generation.

A key issue under planning and expansion is the degree to which the market or RTO West will be responsible for expansion of the transmission system.  The Stage 1 RTO West filing proposed reliance on market-driven expansion mechanisms to expand the system, as appropriate, in order to reduce congestion.  In the current Stage 2 development process, the planning work group recommended that RTO West also have limited authority to (1) to resolve congestion through cost-effective expansion, to the extent that the expansion would avoid residual congestion costs that would otherwise be paid for by all parties with RTO West schedules, and to (2) cause cost-effective planning to the extent it would avoid long-term system-wide operational costs.

Some Filing Utilities and participants voice strong concerns that the risk of market failure is too great and RTO West should have authority to relieve congestion.  Other Filing Utilities and participants are concerned that RTO authority to relieve congestion and assign costs will undermine the market-driven approach because project sponsors will not step forward and pay for a project that the RTO will eventually cause to be built and paid for by a number of entities.

A related issue the planning group is working to define is transmission adequacy and the planning backstop authority. The Stage 1 filing proposed that RTO West would have planning backstop authority (i.e., RTO West ensures fixes for reliability) only for those transmission facilities needed for operational purposes.  Lower voltage transmission and distribution facilities, which generally would not be under RTO West’s control, would not be part of RTO West’s planning backstop authority.  Some participants believe that RTO West should have authority for planning facilities turned over to RTO West and used for wholesale purposes regardless of voltage or whether RTO West has them under operational control. Others believe that this would be inconsistent with state regulatory authority over the quality of service across distribution facilities. 

Another issue the planning group is addressing is how RTO West should share planning authority with TransConnect, an independent transmission company whose transmission facilities RTO West will operate.  TransConnect intends to focus on the transmission business; its business plan includes strong planning and expansion functions.  

It is a major concern of the Filing Utilities’ that the right balance is struck between reliance upon the market and reliance upon RTO West for assuring that the right transmission improvements are made.

Congestion Management Policies

The congestion management model currently under development in RTO West is a system of physical rights to schedule on specified paths. Three types of rights are contemplated: Firm Transmission Rights (“FTRs”), Recallable Transmission Rights (“RTRs”), and “Non-Firm Transmission Rights” (“NTRs”).  An “FTR” is a right to schedule one megawatt of energy across a specified path (known as a “flowpath”) in a specified direction during a specified hour without paying additional congestion costs.

FTRs across RTO West flowpaths will be available to transmission customers through two primary channels: (1) allocations based on load service obligations and pre-existing long-term contract rights; and (2) market purchases of available transmission.  Those who do not have preexisting long-term contracts will be able to purchase FTRs either by private purchases from FTR holders (a “secondary market”), or through auctions when RTO West releases any FTRs available on the system.

The Congestion Management work group is currently working diligently to finalize details of the commercial model and to translate pre-existing contract rights and load service obligations into FTRs.  A majority of threshold issues in the commercial model have been explored, and many are resolved.  Liquidity remains a significant issue that will be addressed in the near term.

Near-term work on translating preexisting contracts and load service obligations involves defining flowpaths, refining translation rules, and defining an approach to over-allocation.  Long-term work, due before February 1, 2002, requires translating pre-existing contract rights and load service obligations to “comparable” rights (FTRs) under the new congestion management model.  The Regional Representatives Group recently helped developed a translation process that will be open to all stakeholders.  

Pricing Plans

The RTO West pricing approach is designed to eliminate rate pancaking for use of RTO West transmission facilities through a load-based access fee structure known as the “Company Rate” system.  Under Company Rates, the access fee a transmission customer pays will be based on the cost of the facilities through which the relevant load is served.  For example, a customer served from the Bonneville Power Administration’s facilities will pay the Bonneville Company Rate.  A customer’s total access fees will be the product of the applicable Company Rate times the amount of the load to be served.  With the Company Rate system, the customer will pay a single Company Rate access fee to use the entire RTO West system, no matter where on the RTO West system the power used to serve the load is produced (or imported).
  

The RTO West Company Rate proposal has been designed to preserve the allocation of system cost responsibility that exists under current transmission tariffs and agreements among the Filing Utilities.  By preserving current cost responsibility, the Company Rate structure helps prevent customers of one Filing Utility (with historically lower transmission rates) from experiencing a sudden rate increase or cost shift.   The company rate structure is proposed to be effective through 2011.

Two objectives of forming RTO West are to eliminate pancake rates and avoid cost shifts.  To accomplish these two objectives, the Company Rate proposal employs two important tools:  (1) a “license plate” access fees system and (2) transfer payments.

The term “license plate” likens transmission access fees to state-based automobile license fees.  With automobile licenses, a resident pays a single fee (to its home state) to obtain the right to drive the licensed car anywhere in the country.  Each state decides what it will charge its residents in exchange for issuing a license plate.  Similarly, under the RTO West “license plate” system, each load pays a single access fee for use of the entire RTO West system.  The fee a load in one location pays may be different from that of a load in another location (based on the historical costs of the transmission facilities from which the load is served).  The RTO West “license plate” pricing system will mitigate rate pancaking associated with using RTO West transmission facilities.

While the Company Rate is in effect, the Filing Utilities will also make transfer payments among themselves.  These transfer payments have the effect of “truing up” historical cash flows among the Filing Utilities so that they reflect the payment obligations that existed among the Filing Utilities before RTO West began operations.  They also avoid cost shifts.  At the same time, the rights of the Filing Utilities to use each others’ systems under their pre-RTO West contracts and tariffs will be translated into rights based on the RTO West congestion model (described above under “Congestion Management Policies”).

Under the RTO West pricing proposal, the Company Rate will be in effect through 2011 (known as the “Company Rate Period”).  After that, the Board of Directors of RTO West will have the power to modify the RTO West structure as it sees fit consistent with FERC’s policies on RTO pricing and so long as the transmission owners participating in RTO West still receive full cost recovery for their facilities within the RTO West system.

The RTO West pricing work group continues to refine data, to run different scenarios to test and clarify various aspects of the RTO West pricing approach, and to develop proposals for how to recover RTO West’s own start-up and operations costs.  

Because the RTO West pricing approach does not include an export fee, representatives working on interregional coordination and seams issues with the Cal ISO and DSTAR are developing price reciprocity options that would be in lieu of export fees.  Good progress is being made on this complex work. 

Facilities Inclusion

Both Filing Utilities and other stakeholders have worked hard to develop provisions concerning facilities inclusion that will give RTO West appropriate operational and planning capabilities for high-voltage bulk transfer transmission facilities.  There are many sources of complexity that affect this issue, however.  For those Filing Utilities that are subject to both state and FERC regulation, for example, there are particular challenges with respect to facilities that serve multiple functions (such as lines that are used primarily to serve local retail load but also carry some wholesale deliveries or provide independent generator access).  The current facilities approach is designed both to meet the requirements FERC has specified in Order No. 2000 and to provide flexibility for each Filing Utility to work with its regulators and customers to determine treatment of facilities that serve a mixture of wholesale and retail functions but do not affect bulk transfer capability of the RTO West system.  The overarching goal is to make participation in RTO West workable for the broadest range of transmission-owning entities as possible while fulfilling FERC requirements for RTO facilities inclusion.

Market Oversight Capabilities

The Stage 1 filing provides for the RTO West Market Monitoring Unit (“MMU”) to actively monitor the markets that are created or administered by RTO West.  If the MMU detects anomalous market performance, the MMU will determine what caused the performance and report its findings to the RTO West Board.  The Board will then determine what should be reported to FERC.  The MMU will also be responsible for evaluating the design of RTO West on an on-going basis, detecting design flaws, and recommending design changes.  

In light of recent market design and implementation problems in the West, some RTO West Filing Utilities and stakeholders are concerned that the Stage 1 proposal may not be sufficient, and have asked the market monitoring group to consider modifying the Stage 1 proposal.  Possible options include expanding the scope of markets to be actively monitored and a more proactive role for the MMU with respect to enforcement.

The Filing Utilities, through the Seams Steering Group–Western Interconnection (SSG-WI), have also tentatively explored the possibility of establishing a single west-wide market monitoring unit for RTO West, Cal ISO, and DSTAR.   SSG-WI has planned a market monitoring workshop for the three RTOs in November.  In the meantime, SSG-WI is establishing a market monitoring work group to discuss the possibility of a west-wide market monitoring unit.  Representatives from the RTO West market monitoring group (including stakeholder representatives) will participate in the SSG-WI.  
Benefit/Cost of Moving to RTO West

The RTO West Filing Utilities are aware of the high importance Caucus members and stakeholders have placed on preparing a benefit/cost study
 on RTO West.  To that end, the Filing Utilities--with participation from stakeholders--have selected a consulting firm, to perform an independent evaluation of the benefits and costs of the RTO West proposal. Preliminary results of the Benefit Cost study of RTO West are expected November 30, 2001.  Until the preliminary results are completed the Filing Utilities have not identified specific concerns. Recognizing that everyone is interested in how the results may inform the ultimate formation of RTO West, the Filing Utilities are concerned that the analyses are done carefully, thoroughly, and thoughtfully, and expect that any additional or incomplete work will be addressed after November 30, 2001 as the RTO West proposal is refined.    

The basic framework of the Study is a comparison of two future states-of-the-world: one state will reflect a future without RTO West, and the other will reflect a future with RTO West.  The Study will evaluate year 2004 because the Western Governors have highlighted that year in the region’s proposed expansion of its transmission system.

While it is expected that the development of RTO West is likely to lead to reduced production costs, improved power throughput, more efficient and less costly transmission system expansion, reserve power cost savings through control area consolidation and increased energy market competition, the Study will be used to test such expectations.  Three levels of analysis are being performed:  (1) modeling the impact on production costs; (2) evaluating other non-quantifiable elements; and (3) testing the sensitivity of certain elements.

4.
What will be the impact of RTO West on residential ratepayers?

The Filing Utilities understand the need to make a determination of the impact of RTO West on all ratepayers, especially residential ratepayers of the Pacific Northwest. To the extent RTO West is successful in resolving the problems posed in Questions 2 and 3, it is expected that the overall cost of power produced will decrease in the long term compared to power costs in the absence of an RTO.  The beneficiaries of these reduced power costs and the overall delivered cost of power will be addressed in the benefit-cost study.  Filing utilities recognize there are costs associated with RTO West’s startup and operations. Following the preparation of the benefit-cost study, individual Filing Utilities may perform additional analyses for their state public utility commissions to address the specific impact of RTO West on residential ratepayers. 

5.
What criteria should Members of the NW congressional delegation use when determining whether RTO West is something each Member can support (i.e., does it increase reliability? Lower costs? Increase access?)

In considering the merits of RTO West, a Member of Congress, or any other interested person, should compare the following:  (1) meeting the regional grid’s future needs with an RTO West model that is responsive to Order No. 2000 vs. alternative courses of action; and (2) addressing unique regional issues through RTO West vs. a FERC-imposed RTO.

Will electricity consumers in the region be better off if RTO West is formed?  

 As noted above, the benefit cost analysis and the individual analyses the investor-owned utilities may be doing for their respective state commissions may provide important information relative to this fundamentally important question. As discussed in response to the previous questions, the region's transmission grid under its current ownership and operational structure faces a number of challenges that must be addressed soon to continue good reliability, relieve congestion, and permit economically efficient transactions.    Any examination of RTO West must compare how well the grid in the future will be planned, built and operated with RTO West against likely outcomes if RTO West was not formed.  Another way of looking at it is: “Will RTO West deliver needed operational improvements and infrastructure investments more efficiently, reliably, and effectively than either the current utility-by-utility approach or other alternatives?”  

Is RTO West better for the region than what FERC might develop on its own initiative?  

The Federal Energy Regulatory Commission (FERC) has established a firm national policy in favor of RTO development.  Recent Commission orders addressing other regions suggest that FERC may establish RTOs if transmission-owning utilities don't do it themselves.   If the RTO West proposal is not filed and approved there is a very real chance that FERC may order formation of a different RTO, one that does not meet the unique needs of the region.

Finally, in terms of criteria that Members of Congress might use to determine whether to support RTO West, the Filing Utilities developed a set of governing principles (which will follow under separate cover) to guide development and to establish the goals that RTO West must achieve.  Members of Congress might adopt these principles and use them to determine whether they can support RTO West.

� RTO West Filing Utilities include PacifiCorp, Puget Sound Energy, Portland General Electric Company, Montana Power Company, Avista, Idaho Power Company, Sierra Pacific, Bonneville Power Administration and British Columbia Hydro and Power Authority. 


� As discussed later, in order to reduce cost shifting, transfer payments will continue to be made during the Company Rate Period to Participating Transmission Owners by entities which convert to RTO West service.  These payments in effect temporarily maintain the revenues received from pancaked rates.  


�  Although transmission customers using the RTO West system to serve load will bear a single load-based access fee for the right to schedule energy deliveries to a given load, if the energy is scheduled across any congested paths, then the transmission customer will need to have pre-existing contract rights to use those paths or will have to buy the necessary rights.  Thus, under congested conditions, a transmission customer may end up paying costs for transmission rights in addition to the applicable Company Rate charge.  Transmission customers will also bear a share of RTO West’s own costs of start-up and operation (in addition to cost recovery for use of transmission facilities).





� A public Benefit Cost workgroup is the forum where interested parties participate in providing input regarding Study assumptions and Study results.
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