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What is an RTO and how does it differ from what we have today?

An RTO is a term used by the Federal Energy Regulatory Commission (FERC) to describe possible types of independent organizations that provide transmission products and services on a fair and non-discriminatory basis.  FERC’s goal is to consolidate regional transmission covering a wide geographic area to better facilitate competitive wholesale electricity markets and improve overall system reliability and operational efficiency.

RTOs are an outgrowth of wholesale electricity restructuring, which began with passage of the Energy Policy Act of 1992.  A key purpose of that act was to encourage competition and thereby lower the price of delivered power.  FERC determined that RTOs are necessary for competitive markets to succeed and issued Order 2000 in December 1999 calling for FERC-jurisdictional (primarily investor-owned) utilities to file RTO plans.  RTO development efforts are underway in every region of the United States.

By opening up the highways through which energy is bought and sold, an RTO should facilitate competition, increase efficiencies and reduce the cost of delivered power to consumers while enhancing reliability of the electrical grid.  An RTO will simplify the process by providing a single point of contact for transmission services across a broad region.  An RTO also will help manage transmission congestion, encourage investment in new facilities to reduce congestion and, through regional oversight of wholesale market activity, discourage market manipulation.

The RTO West proposal would serve eight western states.  The following is a few examples of what changes and what stays the same as proposed by RTO West:

	What Stays the Same
	What Changes

	· Transmission owners own and maintain transmission facilities

· Today’s existing transmission contracts are honored

· Transmission owners manage regulatory obligations and determine revenue requirements

· Customers that keep their current contracts will maintain their direct relationships with transmission providers

· For BPA, Public and Regional preference to power remain

· Transmission owners determine what facilities they will build or expand for their load service and contractual obligations


	· Customers influence RTO Board directly thru a stakeholder advisory process
· Consolidate control areas

· Consolidate fragmented operations of separate systems

· Remove transmission rate pancakes

· RTO rates/tariff process
· Regional system-wide planning by RTO

· Designed to improve system reliability:  more coordination and mitigation of outages, improved restoration, more efficient real-time operations

· New transmission arrangements through the RTO

· Transmission scheduled through a Scheduling Coordinator
· Single system congestion management



What’s wrong with keeping things the way they are in the Northwest?  The system is already low-cost and reliable?

Increased regional load, aging facilities and equipment, and the greater demands of markets in the midst of restructuring, require increased investments and upgrades to maintain grid reliability.  Continued operation of the present system will lead, inevitably, to higher transmission rates with or without an RTO.  In considering the benefits and costs of an RTO, it is important to bear in mind that, with increased Northwest load growth and continued transmission congestion, improving the system could result in cost-efficiency.  RTO West is not expected to result in lower transmission rates during the first years of operation, but an independent study indicates that the current proposal has the potential to reduce the overall cost of delivered power over time as a result of more efficient wholesale markets.

RTO West is designed to improve transmission grid reliability, by mitigating system-wide disturbances that can affect millions of customers and cost millions of dollars through control area consolidation and the use of a centralized planning process.  While the current planning and expansion paradigm is coordinated, it is neither collaborative nor centralized.

Won’t RTO West mean loss of regional accountability and local control?

An independent nine-person Board of Trustees responsible for all key business decisions will govern RTO West.  All members must be completely independent, having no affiliation with, or any financial interest in, any power or transmission entity affected by RTO West operations.
To ensure regional accountability, a Board Advisory Committee and a Trustee Selection Committee will balance the board of trustees.  The Board Advisory Committee will be open to all stakeholders from throughout the Northwest that wish to become members of RTO West.  The Trustee Selection Committee has balanced representation and will be elected by the various classes of stakeholder interests within the RTO West membership structure.

The Board Advisory Committee is intended to ensure that all stakeholders have input to the Board on decisions that affect them.  Further, because the Trustee Selection Committee is responsible for electing and removing Trustees, the Board members are ultimately accountable to stakeholders.

How did the Filing Utilities determine this governance proposal?

The governance proposal was selected as a result of extensive discussions and studies in the Northwest over the past seven years.  One of the lessons learned from the experience of the California ISO is that an independent board that focuses on making the RTO successful, but doesn’t favor any individual stakeholder group is necessary

Why not govern RTO West by elected or appointed public officials?

RTO West is an independent not-for-profit entity.  The role of the RTO West Board of Trustees is to ensure the RTO, as a business, is viable, as well as to facilitate a neutral role in policy-making (such as planning and expansion), that affects the Northwest.   A number of approaches to ensure the RTO West Board of Trustees also keeps a neutral, public-interest focus are being considered.  These approaches include establishment of performance standards for the Board and a periodic public review process.  One of the purposes of RTO West, stated in the Bylaws, is to provide sustainable customer benefits.

What role did public power and other stakeholders play in developing the RTO West proposal?

The RTO West proposal reflects an extensive public process.  From the beginning, this process was open to any interested party.  Many stakeholders, including a wide spectrum of representatives from the public power community, contributed to developing all aspects of the proposal.  The proposal includes many suggestions offered by these stakeholders.

Can RTO West ensure that market-manipulation won’t happen in the future?  

RTO West participants are looking at ways to design the market to prevent market manipulation and believe an RTO that’s designed correctly will help prevent market manipulation.

RTO West participants intend to fully test components of the RTO proposal.  They are considering options for stage testing to see how well the proposal is structured, and to find areas that need improvement to prevent adverse behavior.
RTO West will have a tariff compliance unit that is charged with ensuring that market participants abide by the tariff.  This unit will be able to apply FERC pre-approved sanctions to participants who choose to act outside the tariff.
Finally, a strong market monitoring unit looking for flaws in the way markets are set up and troublesome market behavior can help remedy problems.  The key will be ensuring that the market monitor can implement FERC pre-approved real-time remedies.

How do we know we’re not creating another California situation?

Those participating in the development of RTO West have taken the opportunity to learn a great deal from the California ISO.  As a result of lessons learned from that market, the RTO West proposal is different from the California ISO in a wide variety of ways.  Some examples include:

· Federal Columbia River Power System assets will still be the generation backbone for BPA customers.  These assets will not be sold, unlike in California where the legislature required utilities to sell off much of their generation.  And, unlike California, Northwest states currently do not require divestiture of investor-owned generation assets.
· RTO West has the opportunity to learn from some expensive lessons the California ISO experienced while acquiring hardware and software systems.  The California ISO staff has expressed a willingness to share those experiences.  In general, RTO West will benefit from the learning curve in California and elsewhere.

· Parties to the RTO West development process have committed to take the time to ensure that it is truly ready for start-up before opening RTO West for business.  The timeline for RTO West is not legislatively mandated.

· The Board of Trustees for RTO West will be independent.  There will be an advisory committee to formalize the role of stakeholders in providing information to the Board.  The California board originally was comprised of market participants.

· Unlike California, utilities in the RTO West region will be able to hedge against volatility through bilateral transactions.
Will the benefits of RTO West outweigh the costs?

An independent consultant, Tabors Caramanis and Associates (TCA), released a completed benefit-cost study report on RTO West in March 2002.  The purpose of the study was to respond to requests from various stakeholders, states and the Northwest Congressional Delegation for an assessment of the potential costs and benefits of RTO West.

Stakeholders, including public utilities, along with RTO West Filing Utilities, worked together as the “Benefit Cost Work Group” to shape the scope of the study and selected TCA to do the work.  TCA was chosen based on previous experience, ability to meet the desired schedule and the modeling method proposed.  TCA used GE MAPS used to model the production costs.

The quantitative results of the March study report are from analyzing the benefits and costs from base cases that modeled the region with and without RTO West in the year 2004.  Additional sensitivities such as effects of varying water conditions, gas prices, pricing schemes and system losses also were run and quantified.

The study also takes into account such qualitative factors as control area consolidation, centralized planning and outage coordination, centralized operations, and information coordination and exchange.

The study predicts the overall benefit for the RTO West region is $305 million and $410 million for the region represented by the entire Western Interconnection.  Annual costs, including debt service, are projected in the range of $125 to $145 million.

A few parties, who also participated in the Benefit Cost Work Group, challenged the results of the TCA study including the scope of the study and assumptions behind the results.  TCA’s response identified several major flaws in the critique and confirmed the results in their March study report.

Will it cost BPA $35 million to join RTO West?

BPA has received the results of the RTO West Benefit Cost sensitivities that it contracted with TCA to perform.

· TCA examined the RTO West impacts on BPA and BPA customers in aggregate based on sales and purchase contract data and load projections for 2004 and the assumption of an average water year.  This is the first study of the RTO West impact on a specific utility.

· The overall impact to BPA, as an RTO West participating transmission owner, showed a net negative impact of $35 million.  This is a result of lower overall wholesale energy prices with RTO West.  BPA’ s power rates (and expected Slice customer net revenues) are based on both the revenues from the sales of power when the system is long as well as the costs of purchasing power when it is short.  Since 2004 the augmented system is projected to be long (in an average water year) the net impact in this example is slightly negative.

· Separate sensitivity studies show that BPA’s participation in RTO West does benefit the region.
Did RTO West Filing Utilities forget to account for taxes an RTO might incur?

No.  RTO West has been structured to minimize potential state and local tax burdens.
Recently, Lane Powell Spears Lubersky LLP produced a memo to Eric Christensen, associate general counsel of Snohomish County Public Utility District, titled “Tax Implications of RTO West.”  The paper outlines a revised analysis of the Oregon and Washington tax implications of forming and operating RTO West.  It includes estimates of the tax impacts of RTO West based on the state-by-state book values of Bonneville Power Administration transmission assets.
RTO West Filing Utilities prepared a response to the paper addressing the issues at a general level.  Points from that memo include:

· Filing Utilities understand why people would be concerned with the kind of numbers contained in the Snohomish analysis and acknowledge that this would be a fairly unique legal relationship;

· Many filing utilities fundamentally disagree with the conclusions in the analysis;

· The analysis painted a worst case scenario of what the states of Washington and Oregon might do with their taxes;

· BPA doesn't believe that BPA would be transferring a taxable interest to RTO West in executing the TOA because (i) it would be merely agreeing to carry out operational directives of RTO West; (ii) Federal employees would continue to operate the system; (iii) Federal employees would continue to maintain the system; (iv) Federal ownership of the system would be maintained; (v) RTO West would have no right to the revenues created by providing transmission services over the Federal facilities; and (vi) RTO West puts no money down to purchase any interest.  There could be taxable transactions on the part of Scheduling Coordinators and RTO West’s grid management fee could be subject to taxation, but these would be amounts much smaller than those discussed in the Lane Powell Spears Lubersky LLP paper.
What is the purpose of the Detailed Implementation Plan filed with FERC in June, 2002?

It’s helpful to think of the Implementation Plan, filed in a supplemental filing with the Commission on June 28, as a “road map” to plan workloads and key activities.  The plan lays out the milestones and amount of effort to get to a timely operational start-up of RTO West, assuming approval from all the relevant regulatory authorities

However, filing the implementation plan does not constitute a final decision by the filing utilities to participate in RTO West.  Substantial development work and market testing must be completed.  And, satisfactory answers to questions regarding benefits and costs, revenue recovery, liability limitations, and other important matters must be provided before the filing utilities will be in a position to make the final commitment to RTO West.
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