How Operation of Transmission Systems is Changing

Moving electricity from generation centers to homes and businesses is an essential part of the electric power business. Further, the ability to transmit power efficiently and cost-effectively is critical to a functioning society and vibrant economy. Now, in response to recent federal policy initiatives, the way in which transmission systems are operated is poised to change. 

Currently, the transmission systems that comprise the “electricity highway” in the United States are owned and operated by multiple entities. In many cases, a utility that owns a power plant also owns the transmission wires that connect this plant with buyers or local distribution companies. In other cases, the physical location of a power plant may be so far away from buyers that the power is delivered across several transmission systems. For example, power moving from a coal plant in the Rocky Mountains to homes in southern Oregon crosses three separately owned transmission systems. 

Under the existing arrangement, transmission customers schedule reservations in advance with the owners of these multiple systems in order to move power. Customers also must pay a fee every time electricity moves over independently owned transmission systems. While somewhat complex and not ideal in terms of efficiency, this patchwork ownership and operating system has worked for decades. However, the status quo is no longer viable for two reasons. 

First, just as more cars slow down traffic on a highway, increases in demand for electricity (due to population growth and industry demand) have strained the limits of the existing electricity highway. More than ever, increased regional load combined with aging equipment require new investments to maintain and upgrade grid reliability. Without new investments, the strain on the transmission grid will become problematic.

Second, the desire to foster a healthy, competitive electricity market has led the federal government to adopt the position that a utility or similar entity should not own generation assets while simultaneously controlling transmission access. This is because it’s perceived to be an unfair advantage to own both the electricity and the wires that transport it. The possible consequences are analogous to what might happen in the agricultural sector if a single farmer owned the only road to the produce market. The farmer might be inclined to charge a toll to other farmers or prevent rival growers from using his road, at least until after he has sold all of his own apples.

In response to these emerging concerns, the Federal Energy Regulatory Commission (FERC) is requesting utilities with transmission assets to align themselves into regional transmission organizations (RTOs). 

An RTO is an independent group structured to provide transmission services on a fair and non-discriminatory basis at a single rate over a wide geographic area. RTOs are an outgrowth of the 1992 Energy Policy Act, which deregulated the wholesale electricity industry. Later, as part of Order 2000, the FERC refined this policy as it relates to transmission, calling for the voluntary formation of RTOs nationwide. 

The FERC provides wide latitude and flexibility regarding the structure these RTOs can assume.  However, the federal agency defined four minimum requirements to foster a competitive market for buying and selling electricity, an RTO must: 

1) be independent from marketing participants; 

2) have an appropriate scope and geographic configuration; 

3) possess operational authority for all transmission facilities under its control; and

4) have exclusive authority to maintain short-term reliability.

Early last year, new commissioners on the FERC encouraged the formation of a single RTO that would encompass all western states, including California. However, a closer look at the unique western power markets appears to have led the FERC to change this view and accept multiple RTOs in the western states provided they are structured to lead to a seamless west-wide market.

Recognizing the differences among regions is critical because, in sharp contrast to other parts of the nation, a significant percentage of the generation in the RTO West area is hydroelectric. The region currently has a long-term and decentralized bi-lateral market that works to integrate the operation of hydroelectric and base load thermal generators and is the basis for RTO West.  Additionally, the participation of a federal agency, the region’s major transmission owner Bonneville Power Administration (BPA), is unique to the Northwest.

How the Northwest Has Responded

The recognition of these particular market aspects, combined with the motivation to maximize benefits to regional electricity consumers, led a group of transmission owners, commonly referred to as the “Filing Utilities,” to form a non-profit corporation to fund and develop a regional transmission organization known as RTO West. 

The Filing Utilities, owners of transmission facilities in eight western states and British Columbia, include Avista Corporation, Bonneville Power Administration, British Columbia Hydro and Power Authority, Idaho Power Company, NorthWestern Energy (formerly The Montana Power Company), Nevada Power Company, PacifiCorp, Portland General Electric Company, Puget Sound Energy, Inc. and Sierra Pacific Power Company.

Together these utilities cover an area of more than 910,000 square miles and control more than 64,000 miles of transmission lines.

RTO West will be governed by a non-profit corporation with no ties to energy buyers or sellers. Once formed, it will manage all transmission necessary as the result of purchase and sale of energy between generators and distributors of electric power.  RTO West will consolidate regional operations into a single control area, providing “one-stop shopping” access to the transmission facilities under its auspices. 

Joining RTO West will not require any of the Filing Utilities to sell transmission assets. Rather, each will transfer operation of their assets to RTO West for control and pricing. In this way, an integrated transmission grid will emerge with benefits to electricity consumers, generators and transmission owners. 

For example, as a single control area operator, RTO West has the potential to address reliability concerns because it will have a comprehensive understanding of system needs. RTO West will also provide a safety net for consumers by identifying areas with inadequate transmission and by establishing stable, known market rules to encourage investments in new transmission. 

RTO West will protect historic fees paid by utility customers and their customers. To avoid cost shifting among utilities, RTO West will have a Company Rate structure for the first eight years of operation in which the utility customer pays a single access fee based on the cost of the facilities of the transmission owner. This will prevent long-time customers of a low-cost transmission operator from experiencing a sudden rate increase or cost shift. 

A benefit to generators and utility customers is the elimination of  “pancaked” rates, where customers pay an additional transmission fee every time electricity moves across independently owned transmission systems. 

For transmission owners, the structure of RTO West will ensure that they receive the full revenue requirement for their transmission systems. BPA owns 40 percent of the aggregate transmission assets, BC Hydro 23 percent, PacifiCorp 17 percent and Idaho Power 3 percent (based on net investment, not line miles). The remaining utilities together own 17 percent of the assets that will be operated by RTO West. Believing they can function more effectively as a single entity, these smaller transmission owners have opted to merge into one new company called TransConnect. 

The Status of RTO West Today

On March 29, 2002, the coalition of Filing Utilities submitted a comprehensive filing for formation of RTO West to the FERC. This was the second part of the filing process. 

Previously, the Filing Utilities outlined general foundational concepts for RTO West and identified the major issues that needed to be resolved in order to move forward. 

The first stage of the filing, submitted on Oct. 23, 2000, included the structure bylaws and articles of incorporation for RTO West governance and a description of the geographic scope and configuration of RTO West.

After its review, the FERC held that the RTO West governance structure satisfied Order 2000's independence requirement and satisfied the scope and regional configuration characteristic of a regional transmission organization."

The Filing Utilities then submitted these documents:

Revised Transmission Operating Agreement - this agreement generally defines the manner in which the Regional Transmission Organization (RTO) will operate and resolve disputes;

Pricing  - describes how companies will recover current transmission revenue requirements;

Congestion Management - describes how the RTO will balance the goal of protecting existing contract rights and load service obligations with the need for a new more liquid market structure; and

Planning - defines how the RTO will manage transmission expansion requirements.

RTO West will be filing additional materials with the FERC as the process moves forward:

· a tariff listing the terms and conditions, including a schedule of prices, under which RTO services will be provided;

· generation and load integration agreements describing rights and obligations with respect to connecting generation and load to the transmission system;

· a scheduling Coordination Agreement describing the rights and obligations of scheduling coordinators;

· an allocation of firm transmission rights for users of the system;

· a paying Agent Agreement ensuring that participating transmission owners have first call on revenues derived through use of their facilities; and

· a proposal for how the RTO will monitor and evaluate transmission and related markets.

The March 2002 filing asks the FERC to declare that RTO West satisfies the requirements of Order 2000, thereby allowing RTO West to begin steps toward implementation. The Filing Utilities have requested that the FERC make a decision in three months, although this may take longer. Thirty to ninety days after receiving a FERC order approving RTO West, some of the investor-owned utilities will file for approval in their respective states.  Depending on the pace of the approval process, RTO West anticipates becoming operational late in 2005.
SIDEBAR

Independent Benefit-Cost Analysis of RTO West

To fully understand the economic impact of RTO West on the region, the Filing Utilities asked Tabors Caramanis & Associates (TCA) to undertake an independent detailed economic analysis. The RTO West Benefit/Cost Study modeled potential outcomes both with and without RTO West and then compared the results. A committee of the Filing Utilities and the Regional Representatives Group determined the assumptions and selected the consultant to conduct the analysis.

Broadly, the study results indicate that important net economic benefits will accrue to both power producers and consumers from “regionalizing the operation of the electric power market.” In general, these benefits significantly outweigh any negative impacts, however, the study identified some issues that may warrant additional study or careful monitoring as energy markets respond to the proposed transmission changes. 

Many of the benefits stem from ending the accumulation of charges – called pancaked rates – across multiple transmission systems.. Both producers and consumers will gain due to increases in economic efficiency resulting from changes in the dispatch of generation resources. For example, during peak hours, high-price areas may now have better, less costly access to available steam gas-fired generation in another area and, thus, be able to avoid starting up (or building) a peak generation facility.  In response, the overall cost of producing electricity is expected to eventually decline compared to not having an RTO.

The study identified net economic benefits that could be realized by pooling reserve resources across the wide geographic area of RTO West. For example, lower reserves will be required because of the load and generation diversity across RTO West, and, in turn, the system peak will be reduced. Plus, pooling reserve resources also will allow the region’s reserves to be managed more efficiently. As an illustration, large hydroelectric generation resources are able to carry spinning reserves at a much lower cost than thermal units. These economic benefits can be spread more broadly across RTO West in comparison to the status quo.

Other economic benefits include the ability of RTO West to coordinate maintenance, provide easier access for small players, better manage congestion, lower overall transaction costs from efficiencies achieved with “one-stop” shopping and coordinate system expansion and planning. Overall, this will improve regional reliability. 

While the study results identified net economic benefits, they also identified potential issues that warrant further analysis. For example, the analysis indicated that the allocation of the net economic benefits remains unresolved. The formation of RTO West will lead to a transfer of wealth from producer to consumer in some regions, and in the opposite direction in other areas. Benefits could also indirectly accrue to those outside the RTO region. Ensuring that these effects do not become negative for RTO West consumers may bear closer scrutiny over time. 

For a copy of the study:  See www.rtowest.org
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