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Customer and Stakeholder Update
Dear customers and parties interested in high water management:

Thanks to your participation, BPA is making progress to address the periodic oversupply of generation in the Northwest power system. We appreciate your interest in this issue and look forward to working with you as we move forward. This letter outlines the steps BPA is taking to address overgeneration and how you can continue to contribute. 

More than 60 people attended our second workshop on the subject in December 2010.  We discussed BPA’s responses to potential overgeneration solutions presented at the October workshop.  BPA expects to implement protocols for as many adopted actions as possible no later than April 1, 2011, in time to use them during this year’s spring runoff should unavoidable over-supplies of generation occur. We will also keep working on additional potential solutions that will take longer to implement. Notes from the workshop are enclosed with this update.  The details BPA presented describing its approach on each suggestion are at slides 4 - 20:  workshop presentations. 
During the December workshop, BPA also described proposals for its approach to environmental redispatch, a last-resort protocol to assure compliance with environmental law and how that might relate to negative pricing in power markets. BPA established internal and external work groups to develop an environmental redispatch protocol to be used after all other reasonable actions have been taken during an overgeneration event. BPA introduced a draft policy at the workshop and hosted an open discussion of the environmental redispatch approach. 
Here’s what we are working on now.

Overgeneration management actions under development
With stakeholders’ active participation, BPA developed a comprehensive list of possible actions the agency could take in an overgeneration event.  The suggestions range from power operations and power marketing to transmission operations and transmission marketing tools. BPA has reviewed these suggestions, is continuing to evaluate many of them and has already determined it will implement a number of them.  Several ideas hold promise for reducing excess spill.  BPA will keep you informed as we decide how to proceed.  The attached notes provide more information about the suggested actions. 
Peer-reviewed impact analysis in progress

BPA has analyzed the scope of the potential financial impact of environmental redispatch on wind project owners. BPA is now seeking peer review from analysts with national energy laboratories. Peer review is expected to be complete by mid-February. At that time, we will share the preliminary analysis and request your review and additional suggestions.

Draft policy nears completion

After all reasonable actions to avoid excess spill during an overgeneration event have been exhausted, BPA proposes to employ an environmental redispatch protocol as a last resort to comply with the Endangered Species and Clean Water Acts. BPA expects to release the draft record of decision on environmental redispatch in early February.  In environmental redispatch, BPA would fill power deliveries with excess federal hydropower at no cost. It would not pay negative prices to power sources when BPA must maximize hydro generation to comply with the ESA and CWA.

BPA will hold a public comment period and a public workshop on the draft ROD upon its release. We will respond to comments in a final ROD and plan to announce that decision no later than April 1, 2011.  

Contract amendments and business practice in draft
Concurrent with the Draft ROD, BPA is drafting proposed contract modifications and an Environmental Redispatch Business Practice. The intent is to have the mechanisms to implement environmental redispatch ready immediately if the final ROD decision is to adopt an environmental redispatch protocol. Specifically:
BPA proposes to unilaterally amend Appendix C of Large Generator Interconnection Agreements, Attachment 5 of Small Generator Interconnection Agreements, and related provisions of other interconnection agreements to provide for environmental redispatch. BPA will prepare the draft modifications and post them for comment at http://transmission.bpa.gov/business/Business_Practices/. 
BPA expects to post a draft Environmental Redispatch Business Practice in mid to late February and will hold a minimum two-week public comment period.  We will respond to comments concurrent with the issuance of the final ROD.      
For more information

If you have general questions about this effort, contact the Overgeneration Management Coordinator Nic Lane at dplane@bpa.gov or 503-230-3648. You may also visit the high water management website for information.  
If you would like to be added to a mailing list to receive meeting notices and information on our overgeneration management effort, please write that request in an e-mail to Kurt Lynam, public involvement specialist, at kolynam@bpa.gov.  

Thank you again for your interest in this important matter.

Sincerely,

/s/ Elliot Mainzer

Elliot Mainzer

Executive Vice President,

Corporate Strategy

Enclosures: 

1. Notes from the December 3, 2010, public workshop

Public Workshop Meeting Notes:  “Balancing an Over-Supply of Generation”

December 3, 2010

A. INTRODUCTION AND MEETING PURPOSE
This is the second public workshop in a series hosted by BPA.  The first took place on Oct. 12.  The Dec. 3 workshop was facilitated by Elliot Mainzer, BPA’s executive vice president for Corporate Strategy.  More than 40 stakeholders attended in person, with about 25 additional participants attending by phone.  

During this event BPA responded to creative solutions presented by participants at the Oct. 12 overgeneration workshop, and described the parameters of its current thinking on environmental redispatch (ER) and negative pricing. 

After the first workshop, BPA established internal and external work groups to develop an ER protocol and legislative solutions.  At the Dec. 3 meeting, BPA presented its analysis of the suggestions made by participants at the Oct. 12 workshop for power operations, power marketing, transmission operations, and transmission marketing ideas being considered. Each presentation was followed by an open dialogue period, including questions and comments from stakeholders. 

After examining numerous potential solutions, BPA introduced a proposal for its draft policy on ER, then hosted an open discussion of this approach. The meeting closed with presentations on the how specific ER mechanisms might work, as well as contractual and legislative solutions being explored.

These notes provide a record of the stakeholder comments and BPA’s responses.  BPA posted the PowerPoint slides, referred to below in the overview of each segment of the workshop, on its external web site several days before the workshop.   

B. PRESENTATION #1. BPA RESPONSE TO OVERGENERATION MANAGEMENT IDEAS (slides 4-8)
This presentation covered the suggested power operations, power marketing, transmissions operations and transmission marketing actions BPA is reviewing, considering or already doing to manage overgeneration. It also listed the actions BPA is not doing or considering at this time, along with the reasons for not doing them or deferring them for possible long-term development. For actions BPA is pursuing now, the presentation noted how each suggestion is being handled, with cross-references to subsequent presentations. Steve Oliver, BPA, led this discussion. Questions and comments are noted below:

Steve Larson, NW Energy Coalition: We don’t know the size of this problem, and it’s important to define the scope now in terms of duration of the event, and the megawatts and dollars involved. One of the biggest issues is cost-shifting among customer classes, and it won’t be possible to evaluate that or talk about solutions without knowing the extent of the problem and its impacts.

BPA response: This is a legitimate question which several stakeholders have raised. It’s difficult to answer because the shape of future high runoff events is, at present, unknown. Temperatures, loads and wind generation are also variable. BPA currently believes there’s a 30 percent chance of flows similar to June 2010 occurring during 2011 fish spill season. BPA believes that displacement potential exists over periods of 6 to 10 weeks, and that the cost will be in the tens of millions of dollars as Northwest wind generation capacity grows to 6,000 megawatts from the current capacity of 3,250 megawatts. 

BPA has to prepare now for what will happen next spring if wind and hydro generation levels are high, with little market load available to offset the Clean Water Act limits. Whether the problem costs $2 million or $20 million a year to solve, the policy aspects need to be addressed now. BPA acknowledged the validity of the scope concerns and will discuss them internally. 

Dan Bedbury, EWEB: Money is one issue, and there’s also the political risk of violating the BiOp in a “perfect storm” situation. We have to consider what the political ramifications and costs to the region of that would be.

Rachel Shimshak, RNP: Because the overgeneration problem is relatively new, there’s a lack of data for educational purposes. Now that the region is in the process of creating a cost curve, it’s important to develop the low-cost solutions first. Has BPA initiated any conversations with wind generators not subject to the PTC?

BPA response: It’s been proposed that BPA look first at the ITC before the PTC. This topic will be covered further in today’s presentation on ER (see presentation #6 below). There have been similar questions regarding the magnitude of spill that might be involved. A table depicting market spill at Grand Coulee and Chief Joseph dams shows it was the highest in June 2010 since 1996. That information serves as an example.

C. PRESENTATION #2. FCRPS OPERATIONS FOLLOW UP ON OVERGENERATION SUGGESTIONS (slides 10-13)
Steve Kerns, BPA, led this discussion of operational or marketing suggestions for minimizing total dissolved gasses (TDG). Two suggestions (“additional or time-shifted irrigation pump load,” and “increased diversion to replenish irrigation aquifers”) show special promise. Implementing the irrigation load shift involves many small utilities and farmers, so this solution is likely to start small; maybe 50 MW additional load could be realized this year. Data from irrigation pumps on the Columbia above McNary Dam indicate that, during high flows, about 50 percent of peak pumping load is available in summer. BPA is following up on this, discussing with Bureau of Reclamation and Idaho a suggestion regarding irrigation aquifers. There may be 5 kcfs and associated pumping load – a small contribution in comparison to the 300 kcfs flows of last June. An important aspect of implementing this suggestion will be ensuring that any flow changes translate into less flow in the Hells Canyon complex. 

In response to suggestions regarding Canadian storage and incremental and decremental reserves, BPA plans to reduce incremental  and decremental  reserves as needed, as well as continuing to spill to market up to 120 percent TDG and selling power at zero cost. As regards provisional hydro drafts ahead of high-water events, Kerns reminded everyone that the BiOp, CWA and flood control take precedence over power production. Reservoir operations in springtime are carefully coordinated with numerous regional stakeholders and are not at BPA’s discretion. Questions and comments are noted below:

Rod Noteboom, Grant PUD: One way to reduce the risk of a provisional draft would be creating an agreement in advance by the Pacific Northwest Coordination Agreement  parties that if the flows don’t materialize, BPA is not also at risk to replace energy to parties that chose not to participate in the provisional draft. Advance notice would eliminate risk due to adverse refill.

BPA response: While it’s probably true this would reduce some of the risk in terms of managing energy, the ultimate goal is to meet BiOp flow objectives at McNary for this time of year. The main concern is not about managing energy but meeting BiOp spring flow objectives.

Randy Hardy, Hardy Energy: The irrigation pumping pilot is an ambitious plan, since up to 150 irrigators will need to participate. However, this suggestion has potential beyond the raw number of megawatts involved. There’s potential for distribution pump storage, or storage associated with individual irrigators that would supply not only megawatts but next-hour dispatchability. Hopefully irrigators will come forward with suggestions for fiscal incentives related to aquifers. Substantial potential exists for 2012. Irrigators have software for management purposes but will also need soil moisture monitoring equipment. Idaho’s irrigation pumping load consists of about 25-30 individual irrigators. 

BPA response: The idea of farmers having moisture content software is central to implementing this suggestion.  This kind of software, however, has shown promising results in the western US.

Unidentified woman: Regarding the standard actions taken by BPA, COE and Bureau of Reclamation to minimize system TDG as listed in slide 12, which of these does BPA consider as standard actions? Causing a thermal plant to cycle last June does not represent optimal operating parameters.

BPA response:  Currently BPA cycles the nuclear plant in a range from 85 percent to 60 percent and this is the typical plan for the coming year. In June the Columbia Generating Station nuclear plant output was further reduced to 55 percent for maintenance, then taken down to the 20-25 percent range to reduce overgeneration. The unit will be out of service at some time in 2011 for a condenser replacement.

Dan Bedbury, EWEB: Would it be possible to go back to a schedule in which the plant is offline from May 16-June 10 every year?

BPA response: We’d have to look at the cost of that.

Unidentified man: If the economy returns to normal, with stronger loads, would that put a meaningful dent in this problem?

BPA response: Any load in spring will help with environmental displacement. The Council’s 6th Power Plan focuses heavily on system conservation.  While that’s the right action for power planning and BPA supports it, conservation will make the issue potentially tighter to manage than it would be otherwise. 

Dan Bedbury, EWEB: Last spring, EWEB spilled 50-60 megawatts in the zero to $2 range. A cogeneration plant was involved in this spill and retail load was lost. Maybe there should be in the margin a dollar figure for what it takes to spill at projects that can’t spill. Then BPA could work with customers on funding another 50-100 megawatts in the energy supply as part of the solution.

BPA response: If energy is available at zero cost to a few dollars, is it possible for utilities to decide right now that they won’t replace cogeneration in their service territories and will work to dispel hydro further? Such energy is available to all utilities in BPA’s BA. (Bedbury said he will think about this.)

Unidentified man: How close to full were the interties last June?

Rachel Shimshak, RNP: Was the Bonneville section fully loaded, or the whole line? When BPA finishes upgrading its transmission resources, how will that weigh in?

BPA response: The intertie was fully loaded in June 2010. Runoff was high in California. There are still commercial barriers to greater use of this solution. The 4,800 megawatt rating on the COI is misleading; typical capacity is around 4,200 megawatts. Work on the COI won’t increase its rating above 4,800 megawatts, but the upgrades will raise typical capacity closer to 4,800 megawatts. These improvements are currently underway and are due for completion in fall 2011, but will probably be completed in spring 2011 ahead of schedule. The increased capacity will provide a relief valve, perhaps several hundred MW of opportunity. (For further details see the discussion below of presentation #4, transmission solutions).

D. PRESENTATION #3, POWER MARKETING SOLUTIONS (slide 15)
Steve Oliver, BPA, gave this presentation and led the discussion. Comments and questions are noted below:

David Arthur, MSR: Last spring MSR power contracts were interrupted as the result of a transmission problem. How will the power marketing part of this be managed? Will there be an opportunity to explore contract arrangements that address these issues and provide some flexibility? MSR members have over 600 MW of transmission over the California border.

BPA response: As slide 15 states, the BPA power services trading floor is actively contacting parties throughout WECC. Last June the vast majority of thermal plants were displaced, but some thermal plants were operating. While the details of these conversations are proprietary, BPA is observing limitations on transmission capacity to access the thermal generators. This creates inflexible thermal maintenance schedules. These plants may be taken offline for scheduled maintenance and also to maintain reliability in various balancing authorities. 

There are also concerns about cold start and being able to meet heavy load hours the following day. The BPA power marketing team is working around these limitations and reports positive communications. BPA is pursuing this effort to expand its marketing range as agreements are signed or pursued into spring. With regard to contractual arrangements, Mr. Arthur was encouraged to contact Alex Spain, BPA’s trading floor manager.

Steve Larson, NW Energy Coalition: Reducing incremental  and decremental  reserves would help. More generation is needed at night. Maybe a push toward shorter scheduling periods of 15 minutes or even half an hour would help reduce the amount of scheduling reserves BPA needs to carry.

BPA response: Anything BPA can do to manage the overgeneration event and mitigate the impact of the high streamflow, before invoking ER, it will do. If it’s necessary to use the ER tool, our intent is to use it as little as possible, for the shortest period of time possible.  The progress of 15-minute scheduling, “FERC/no FERC”, and market design will keep evolving as part of the solution.

E. PRESENTATION #4. TRANSMISSION SOLUTIONS (slides 17-20)
Mark Jackson, BPA transmission marketing, and Rich Ellison, BPA transmission dispatch, led the discussion of this presentation.  A transmission utilization group (TUG) plans to release its report on optimal intertie use in a month, per suggestion #4 on slide 17. As discussed earlier today regarding power marketing suggestions, the interties were highly loaded during the June runoff event. 

Ellison emphasized that overgeneration can come on the system quickly, and responses involve the entire Federal Columbia River Transmission System (FCRTS). Transmission reliability concerns weren’t apparent last June. There may be bottlenecks outside the BPA transmission system that BPA could work to alleviate. The Northwest Power Pool is not set up to be of great assistance in solving this problem. BPA looks forward to developing better coordination with wind IPPs and hydro scheduling during oversupply events. Questions and comments were as follows:

David Arthur, MSR – One situation that seems to happen often is our clients get a transmission scheduling cut from the BPA balancing authority area (BAA), which means MSR can’t send power south of the California border. We call this a double cut because the lack of replacement transmission means corresponding losses to the south. It happened during June 2010 and led to underutilization of the intertie from John Day Dam to California. Another issue occurs when a day-ahead schedule is adjusted to better reflect wind conditions and goes to an hour-ahead schedule. That poses a risk of not getting transmission due to unregulated flows. The COI for California has equal cuts on all three lines, but only two lines are in the ISO.

BPA response: The double-cuts need to be addressed by the BPA transmission scheduling group. There can be another round of cuts following a cut due to system operating limits; Dispatch isn’t sure why this is happening. As far as scheduling procedures, BPA and California work together to balance flows in real time. Together, they identify intertie capacity, and the ISO determines which loads get cut. BPA will look at procedural changes that could be made in this scenario.

Unidentified man: Were there any issues carrying contingency reserves during this period? When the hydrosystem is experiencing high flows, it can be hard to get the load out.

BPA response: BPA didn’t have to bring on any additional generation so there were no issues in June.

Mike Raschio, no affiliation listed: Does fully loaded mean the intertie was up to its full rating? 

BPA: No, up to its scheduled limit. The maximum load of the intertie was around 3,000 MW during heavy load hours (the actual number is available on BPA’s website).

Mike Raschio: Will the transmission improvements made this year and next help get the COI to a higher operating limit? If there are 800 megawatts of transmission capacity BPA can’t use because of operating conditions, it seems like there’s room for improvement there. Is BPA looking beyond this current upgrade to see if other things can be done to improve intertie capacity?

BPA: Additional capacity after the transmission system improvements will be made available on an hourly basis to those who own scheduling capacity. Nonfirm power sales will be allowed during these periods, but nonfirm will be curtailed before the operating hour. During the June event, people fully exercised their rights on the intertie. The maximum load during these heavy load hours was around 3,000 megawatts. BPA agrees there’s room for improvement there, and the transmission rebuild will hopefully move the intertie capacity closer to its 4,800 megawatt rating. 

How to take maximum advantage of the full 4,800 megawatts is a big part of the internal discussion. This could include increased use or additional reinforcements or both. This is a longer term solution that probably won’t be in place by spring 2011. In addition to the TUG, another new work group called the BOG is working on intertie capacity. 

Mike Raschio: Are they looking to add reinforcements or utilization?

BPA: Those solutions are being talked about and it will be a long term dialogue.
Ken Dragoon, NPCC:  Are direct means of controlling TDG such as “flip lips” on spillways and temperature control by selective withdrawal from reservoirs being done and thought about?

Action Agency response: That is part of the normal assessment the COE does to minimize TDG. The river system is continually monitored and tweaked to keep TDG levels under 120 percent throughout spill season. Steve Barton, COE, explained that flow deflectors have been installed on all the lower Snake and Columbia projects as well as at Chief Joseph Dam. All the reservoirs that have been identified as benefiting from selective withdrawal already have it. The majority of available infrastructure remedies are in place, but the COE is continually looking at other ways to minimize TDG. Additional abatement measures being considered include a bar scale cap structure and alternatives to spill during fish outmigration. There are also mixing-type structures being tested.

Link Woberton, no affiliation given: What is the transmission impact, particularly on the COI rating, when cogeneration facilities shut down?

BPA:  Most of the COI rating depends on factors that occur closer to the head of the COI. While there is a west side loading component to this, it doesn’t have as big an impact as west side generation does.

F. PRESENTATION # 5. BPA STATEMENT ON ENVIRONMENTAL REDISPATCH AND NEGATIVE PRICING  

After reviewing potential remedies that would be taken before ER, BPA released to the public today a document explaining its policy leanings on ER and negative pricing. Elliott Mainzer led this discussion. The agency gives highest priority to its statutory obligations and equitable treatment of customers and is not prepared to pay negative prices when up against CWA limits. 

The proposed policy released during today’s workshop has two components: 

(1) BPA will not pay entities to take Federal  power when BPA must minimize spill to comply with Endangered Species Act (ESA) and Clean Water Act (CWA) requirements;

(2) When all other available operational measures to manage and mitigate the overgeneration event have been exhausted, BPA will dispatch Federal  hydro generation to displace other generation sources in BPA’s BAA without compensation. BPA plans to issue a record of decision (ROD) on this course of action by April 1, 2011, concurrent with associated contract modifications (see presentation #7). Comments and questions are noted below:

Steve Larson, Northwest Energy Coalition: The environmental community believes in free market operations. Nothing should be off the table in terms of new ideas and solutions until we know the size of this problem. Some of the solutions could cost money, but if all the risk is shifted to wind, there’s no incentive for creative solutions. This will send a negative price signal to the market. The environmental community needs a commitment from BPA that having this policy in place won’t prevent BPA from spending money on solutions. An example of a good idea that might cost money is giving irrigators an incentive of a few mils or so to shift their pumping load.

BPA response: Added nuances will be developed, such as irrigation pump storage and transmission improvements. BPA wants to hear more about the irrigation incentive idea. Regulatory incentives for some generators have led BPA to consider negative pricing, a market signal that wouldn’t have occurred normally without these incentives. 

With this new policy, BPA takes the penalty of free energy without doing a cost shift onto its ratepayers. BPA supports wind incentives but didn’t anticipate they would come into conflict with ESA and CWA limits on the hydrosystem. 

Why should the price of energy have to be negative, as opposed to free, to get buyers interested? End users will need to get their utilities interested in the pump storage idea. That will require close communication, so if utilities aren’t involved, it probably won’t work.

David Arthur, MSR: BPA needs to find a way to displace additional generation so it doesn’t violate the BiOps. The core problem is that BPA hasn’t contracted for loads during high runoff periods. Instead, BPA’s solution is to displace other parties that have contracted for load.

John Saven, Northwest Requirements Utilities, Inc: So far the argument against ER isn’t compelling. To the extent that BPA is giving away power, it has a strong economic impact on utility customers, which includes Northwest irrigation utilities. Solutions are needed that are valuable to irrigators and load following customers. 

Ken Dragoon, NPCC: There’s a difference between saying BPA isn’t going to spend money on this problem and not paying negative pricing. Everything on the list of remedies will cost something to implement. A statement that money won’t be spent on the problem sends a self-contradictory message, i.e. this is an important problem on which BPA is not willing to invest anything.

BPA response: BPA is working to expand transmission capability and other solutions, but the criteria have been consistently that BPA won’t do these things at a cost that could not be recovered at a net benefit of zero. BPA will cover administrative costs such as holding today’s workshop as part of its job to manage the system. BPA is likely to change some of its marketing strategy, potentially entering into agreements that will deepen the displacement market, which BPA might not have otherwise signed. That won’t be cost-free. But the idea of BPA paying entities to take federal hydro power, at rates potentially as high as the cost of PTCs is problematic. BPA will consider these comments regarding zero cost. The logic behind zero-cost pricing is meeting mandatory environmental standards and is not intended to be arbitrary. The point about disincentives and market signals is a factor BPA will consider.

Joe Hoerner, Puget Sound Energy: So there’s no policy against buying at negative pricing?

BPA response: Nothing is formal at this point on the BPA trading floor. BPA has made it clear that during an overgeneration event it is willing to provide free energy to help serve load in another BA, provided that  help solve the overgeneration problem. While that’s not formally part of this policy, it’s something BPA is considering internally.

Unidentified man: WECC and NWPP standards are written around losing load, but are silent on what happens if too much power is available for customers. Does WECC have standards for an oversupply of power in BPA’s BAA? A standard is needed for what to do when the region has too much.

David Arthur: On Oct. 12, BPA said this isn’t a reliability issue. As this conversation has evolved and many of us have done more analysis, we are seeing some divergent interests emerge when it comes to the issue of ER.  I think there’s one thing, however, we should all be able to agree on.  Nobody in the region wants to see further restrictions on operation of the Columbia and Snake River power systems because of BiOp violations.
BPA response: A NERC generation task force is looking at standards for overgeneration conditions. There are, however, few precedents to define what happens when two pieces of environmental legislation conflict. (Texas and California may offer examples.) To date, BPA has not identified any system reliability issues associated with high runoff periods. 

BPA has set priorities in this order: reliability and system equity; honoring its statutory responsibility to preference customers; clean allocation of costs associated with another 2,000-3,000 megawatts of renewable resources developed for export out of the region. 

Unidentified man: What if the generator runs up an imbalance? What would become an unsustainable obligation for BPA? What will BPA do about RECs under its proposal to modify the generator interconnection agreements? 

Laura Beane, Iberdrola:  National consensus that renewable energy is good is the driving force behind the wind incentives. That includes the downside of occasional negative pricing. This proposed policy singles out wind to solve BPA’s problem. Where are the incentives to pursue all possible means before resorting to redispatch?

BPA: Our intent is that this policy would apply for all generation, not just wind. Up to this point, zero pricing for thermal was presumably getting the vast majority of thermal energy displacement. Operation of thermal plants is something that BPA will look at more closely, particularly where ER could apply to thermal generators that are not responding.  We don’t necessarily have complete visibility on why a thermal generator wouldn’t agree to have their output displaced during an overgeneration event, especially for those outside our BAA.  

Steve Larson: Wouldn’t BPA pay negative pricing if all wind production were off the system and there was still too much power? Will thermal generators be asked to take the same hit as wind, or will BPA buy thermal power because the plants can’t shut off?

BPA: When the hydrosystem goes above the state waiver for TDG during BiOp spill, a policy has been worked out with Salmon Managers and the region for spreading gas within the system. So if BPA were to displace all thermal and wind in the region and still needed to spill, there are BiOp protocols for spreading the gas. 

As far as plants that can’t shut off because of local reliability issues, BPA’s first order of business is maintaining reliability. This will require consideration in implementing the ER policy. BPA will take a closer look at conditions under which thermal plants could be environmentally redispatched. (More on this below under Presentation #6, ER protocol.)

Rachel Shimshak, RNP: We have figured out how to manage the system with variable renewable resources up until now. The priority needs to be on figuring out new ways to operate the system reliably with additional renewable resources beyond hydro. This is a system issue, not a wind issue and the region needs to work together to find solutions. Therefore the lines drawn in this document seem premature.

BPA: Hydro will basically compete with free variable energy resources in the market, with costs down to zero if needed. BPA will throw power away in the river if there’s no market – until an environmental limit is reached. Physics dictates that with 6,000 MW of load in any hour, if there are 6,000 MW of wind and 2,000 MW of hydro, and the interties are loaded, BPA has to turn something off. 

Wind producers aren’t being targeted, but wind has been given production tax credits. ER will be the method of last resort. The underlying goal of this proposed policy is to avoid cost-shifting to Northwest ratepayers costs that have already been borne by state or Federal  taxpayers.

Steve Hall, Stoel Rives LLP: Why can’t the cost shift be through rates and have BPA pursue an optimal solution?

BPA: This is being looked at, and there may be other ways of dealing with cost shift than ER. But a workable and well thought-out response to the problem is needed now. BPA has factored into its approach comments and feedback that it’s perilous to try and carve up state and Federal legislation as we consider implementing policy approaches to deal with future overgeneration events.

David Arthur: MSR has contracted through its members and BPA to send 350 MW to California. MSR has firm transmission so it has not exacerbated the load situation in the Northwest. Wind generators have a firm transmission path for their production, so it’s not fair to say that wind caused this issue. Three points: (1) there hasn’t been a contract for load in advance; (2) intertie availability is restrictive relative to its potential; and (3) we haven’t yet exhausted all the possible alternatives.

BPA: This question asks why BPA didn’t anticipate this situation and build 4,000-5,000 MW of intertie capability to deal with the surplus supplies in June. If one looks further back in history, the Federal  hydrosystem and the interties were built to provide access to low cost Federal  hydropower for markets outside of the region. The June oversupply was unplanned, and the intertie was initially built for a different purpose. BPA’s trading floor hedges its supply.

Ann Fisher, MSR: Wind is part of the system now, so this is a system problem, not a cost shift problem. How can BPA made the system most efficient and reliable for every single user of both transmission and power? 

BPA: Renewable portfolio standards and production tax credits play an important role in BPA’s policy design. There are a lot of efforts underway now, including WECC, the joint initiative, the Power Council, NERC and FERC, to figure out how to integrate the rapidly increasing amounts of wind generation. The only thing on the books to address how BPA should approach supporting all this renewable generation growth are the renewable portfolio standards. That’s the single biggest driver of renewable energy in the region. BPA’s bottom line is an obligation to protect its customer base from a cost shift.

Rachel Shimshak, RNP: All statutes, federal  and state, encourage development of renewable resources. Perhaps there are IOUs and PUDs in the region that haven’t invested in renewables as a least-cost resource. Many utilities have told their PUCs that it was an economic decision for them to invest in these resources. A BPA ruling against negative pricing sends a signal that BPA is more interested in keeping prices level for its customers than in having all possible solutions on the table. We could face an energy shortage in future like the one in 2000-01 when the economy recovers. BPA is encouraged to exhaust all possibilities and use ingenuity before resorting to ER.

Ken Dragoon, NPCC: This isn’t just a wind problem, because in a high water year with no wind there could still be dissolved gas problems. Developing dummy loads might cost money but be a reliable solution. While the Council doesn’t advocate dummy loads per se, BPA’s zero cost policy sends a bad message in terms of incentive to seek solutions. For example, BPA could come up with an option price to shut off non-PTC wind first and cover that in its wind integration costs without cost shifting to ratepayers. 

BPA: BPA will consider the suggestion to make payments to some portions of the wind fleet and include those costs in its wind integration rate. We have to be very careful here, because this approach could create cost equity issues in the Northwest. BPA understands the concern with incentives. Dummy loads would need to be close to the wind generators in order to be really cost-effective.

John Saven, NRU: It’s unfortunate that BPA didn’t address this issue years ago, but BPA is to be commended for doing so now. NRU load-following customers in BPA’s BAA don’t have any load growth, and are looking at conservation and smaller scale, behind-the-meter resources. BPA needs to address the issue of a large wind fleet for purposes of export outside the region head-on in time for next spill season. It’s good this issue is on the table for discussion.

G. PRESENTATION #6. ENVIRONMENTAL REDISPATCH PROTOCOL (slides 22-30)
This presentation explained how the ER mechanism will work. It covered the elements of spill, including how the COE sets variable spill caps and monitors water quality; ER-triggering events and actions, including proactive steps BPA will take before resorting to ER; duration of ER which would typically be more than one hour and possibly for several days; determination of ER amounts and quantities, including thermal resources and quantification of the hydro challenge; steps taken in the allocation of redispatch quantities, including all opportunities to load up federal  hydro turbines without overloading transmission lines; timing; and finally notifications and communications. 

Kieran Connolly, BPA, led this discussion. BPA’s current leaning is to start the ER process a day ahead, rather than on the same day displacement is needed. BPA would look first to displace thermal resources before wind, and is looking at displacing whole PTC plants at a time rather than cutting a percentage of output from all PTC plants. While the primary pathway for communications will ultimately be Generation Advisor, most ER communications in spring 2011 will probably be by phone. Stakeholders were invited to participate in the work group BPA is forming now to flesh out the ER implementation strategy. Comments and questions are noted below: 

Lynn Latendresse, Clark PUD: Will BPA consider other obligations that thermal plant owners face? There may be situations in which the River Road plant needs to run for a short time.

BPA: BPA will communicate with thermal plant owners regarding their obligations. If thermal plant owners have an obligation to an entity outside BPA’s BAA to maintain system reliability, BPA needs to know about that. BPA intends to avoid causing any reliability concerns outside the Northwest grid. 

Karen, Clark PUD: There has been a lot of focus on communications protocol for shutting plants down, but the ramp up is a major area of concern. To the extent that ER is short term, plants might have to stay down longer.

BPA: This issue will be discussed internally.

Steve Lincoln, Trans Alta: Is BPA working with a task force west of the Cascades on reported incidents of wind transmission preventing thermal generators who might have turned down their output from doing so?

BPA response: BPA has been working with a group west of the Cascades, but must also work around transmission limitations in that area. A NERC methodology will help solve issues west of the Cascades. 

H. PRESENTATION #7. HOW CONTRACT MODIFICATIONS MAY HELP (slide 32)
BPA plans to propose amendments to the LGIA, the SGIA, and related provisions of BAASAs and COMAs, as well as the Open Access Transmission Tariff, concurrent with development of the ROD on ER and negative pricing. This will follow the public process BPA typically uses for tariff modifications. 

Mark Jackson, BPA, led this  discussion. The plan for contract modifications concurrent with the ROD on ER is scheduled for completion by March 1, 2011. This will set business rules in place.  Comments and questions are noted below:

Laura Beene, Iberdrola: What are the legal implications of BPA saying it plans to make a “unilateral amendment” to a contract?

BPA: Appendix C of the LGIA can be modified without customer negotiations and agreement because it applies to BPA’s operational requirements. 

I. PRESENTATION #8 LEGISLATIVE APPROACHES (slides 34-37)

Doug Marker, BPA, led the closing discussion for today. BPA is looking more closely at displacing ITCs because PTCs will expire at the end of 2010 and ITCs don’t rely on plant output. With regard to state laws, BPA has already provided comments to the California PUC on its REC rules. BPA is sensitive to issues raised in a phone conference earlier this week regarding the unintended consequences of opening Federal  and state definitions of PTCs, ITCs and RECs. 

BPA envisions that the initial focus of any legislative approach would be on Federal  legislation. The agency would appreciate help in defining how much reliance there is on PTCs in the Northwest. The next step will probably be to document qualifying conditions that will apply to the federal  tax code and circulate that document for comments. BPA has been communicating with the Obama administration and the Northwest congressional delegation regarding this issue. Comments and questions are noted below: 
John Zoida, Southern California Edison: Has BPA heard any initial feedback from the California PUC on its willingness to consider emission-free hydro as counting toward the production PS requirement? Senate Bill 22 would limit output in California, which seems to be going in the opposite direction.

BPA: BPA is not considering this at present, but is reviewing the language in Senate Bill 22 to see whether it will address the situation in the Northwest.

Ken Dragoon, NPCC: Californians would probably be happy with negative pricing, which gives them less incentive to help solve the potential overgeneration problem in the Northwest.

Rachel Shimshak: In the 1980s, PTCs became popular because ITCs resulted in extra costs for renewable resources. We learned it’s less risky to pay for production than investment. So is BPA going to favor ITCs over PTCs despite this feedback? Opening up this legislation raises the same kind of concerns for wind generators that opening up the Power Act would for Northwest utilities. We need to be looking now at the range of opportunities for each potential solution. 

Steve Larson, NW Energy Coalition seconded the concern just stated about opening up a legislative “can of worms.”
BPA: A tight coalition will be needed to approach legislative issues. BPA does not intend to attempt a legislative solution to the overgeneration problem by itself.  We don’t believe that would be workable or sustainable.  We are looking for a durable solution to the problem and will communicate with stakeholders aggressively to accomplish that.

Tom O’Connor, Oregon Municipal Utilities Association: Artificial legislative constraints via incentives are what put the Northwest in its current situation. Municipal utility customers don’t want to subsidize wind for export. While it may be risky to open up legislative incentives, that approach needs to be on the table.

Henry Tillman, Tillman & Associates: There are some gaps in the new ER policy statement BPA released today. We need to look at both the short term and long term implications on the cost of complying with RPS. The short term impact would be the cost of RECs, while the long term impact would be on future development of renewable resources. Another issue is the pace and location of resource development in the Northwest. If wind generators on BPA’s system move outside of its BA, the opportunity to address the regional problem created by a combination of high loads and wind will be lost. Hopefully the ROD will cover both the short term and long term implications of ER and negative pricing.

BPA closing comments: BPA is looking for solutions that will work system wide. Two new work groups are starting up next week, one to focus on legislative solutions and the other on developing the ER mechanism. Stakeholders were encouraged to get involved in these groups and to “keep the good ideas coming.” 
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