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Executive Summary

The WestConnect Pricing Work Group is proposing consideration of a Regional Transmission Pricing Experiment (Experiment).  The Experiment is proposed as a 2-year pilot, subject to FERC approval, that would eliminate transmission rate pancaking for transactions using the systems of two or more of the Transmission Owner participants.

The Experiment would utilize the existing wesTTrans OASIS platform to allow transmission customers to use the service.  Administrative costs incurred by a third-party vendor would be recovered through an administrative adder assessed on each transaction.

This Business Case also makes an examination of alternatives to the undertaking the Experiment (Alternative 1), which include:  Status Quo (Alternative 0); development of a permanent regional pricing tariff in which load pays all transaction costs (Alternative 2); development of a comprehensive, permanent regional tariff much like the MAPP or MCSG described in Appendix 2 (Alternative 3); and pursuit of systematic discounting of transmission pricing by individual Transmission Owners (Alternative 4).

The Status Quo Alternative 0 avoids any increase in costs to the Transmission Owners, but it also fails to garner any of the qualitative benefits associated with investigation and implementation of wholesale market enhancements.

The Load Pays and Permanent Regional Pricing Tariff (Alternatives 2 and 3) proposals each require a time consuming and costly regional stakeholder collaborative process to develop equitable solutions.  There is no guarantee that the process would not result in some cost shifts or revenue depletions.

The discounting Alternative 4 relies on the utilization of existing discount rules under the OATT and reciprocity tariffs, but the process has sufficient antitrust implications to warrant its dismissal.

The Experiment involves some direct costs.  The cost of administering the Experiment by a third-party will be recovered through an administrative adder charged to transmission customers for each transaction.  The costs of developing and filing the Experiment with FERC should be relatively low.  Additional filing related costs in the form of outside counsel activity in the face of active interventions and protests can be managed through a “fail-safe” withdrawal mechanism.  If excessive costs or revenue impacts are discovered during the Experiment term, individual participants will be able to withdraw after the first year of the Experiment.

A recent regional tariff instituted by the Mid-Continent Area Power Pool and another proposed by the Mid-Continent System Group provide insight into alternative approaches to establishing regional pricing.  The more dated Southwest Bulk Market Experiment is an indication of the acceptability of implementing a temporary methodology as proposed in the Experiment.

Pursuing the Experiment will provide significant qualitative benefits, primarily in the form of positive recognition for developing a regional pricing mechanism without creating an RTO.  WestConnect will also continue to be viewed as a proactive force in increasing the efficient use of transmission facilities for general commerce and the delivery of renewable resources.

Background

WestConnect is a group of transmission owners in the Western Interconnection developing wholesale market enhancements.  Market enhancements, including this proposal for regional transmission pricing, may be implemented by some or all of the WestConnect Participants
.  The WestConnect Transmission Providers charge individual transmission rates to recover their costs associated with transmission investment.  Because of the use of individual rates on each system, when a Transmission Customer sends power over multiple systems it pays each transmission provider for use of its system.  This is known as rate pancaking, i.e. the stacking of one rate onto another.  

Numerous comments in response to FERC Orders 888 and 2000 asserted that pancaked transmission access charges prevent efficient access to regional markets and distort the generation market.  Further, the Secretary of Energy’s Advisory Board Task Force on Electric System Reliability published its final report stating “The Task Force concluded that a large ISO would:  …and “(4) eliminate "pancaking" of transmission rates, thus allowing a greater range of economic energy trades across the network.”  

Others believe that with the elimination of pancaking, the use of the transmission in the WestConnect footprint would increase enough to not only offset any lost opportunity for revenues due to the reduced rates, but would also result in an overall increase to the revenues to the transmission providers. There is also a belief that the elimination of rate pancaking would: (1) increase the utilization of existing transmission infrastructure; (2) increase the utilization of lower-cost generating resources resulting in additional cost savings to load-serving entities; and (3) facilitate cost-effective access to renewable resources, particularly wind.  In addition, pancaking is perceived as a significant component of seams issues.  This proposed Experiment would test these positions and hopefully will provide answers and means for solutions.  It would also demonstrate to stakeholders that the transmission providers are willing to work to enhance the markets so long as their efforts are cost effective.

Project Description

Project Description

General Description

The WestConnect Regional Transmission Service Experiment (Experiment) is a 2-year offering of short term firm and non-firm regional transmission service at non-pancaked rates (Regional Rate). A Regional Transmission Participant (“RP”) in the experiment may elect to terminate its participation at the completion of the first year of the operation of the Experiment.   The purpose of the Experiment is to determine if the Regional Rate will be accepted and used by market participants, if the implementation of a Regional Rate will result in cost or revenue shifts among the transmission providers and the magnitude of such shifts. 

The transmission service offered in the Experiment will only be daily or hourly Firm and Non-Firm Regional Transmission Service (Service).  Hourly firm service will only be offered by an RP if such service is offered under the RP’s individual tariff.  Daily service exceeding 7 consecutive days will be priced at the daily rate, and can be bumped by Weekly or longer term Point-to-Point Transmission Service obtained pursuant to from the individual RP’s OATT.  Firm and Non-Firm Regional Transmission Service are similar to the existing pro forma Firm and Non-Firm Point-to-Point Transmission Service.

During the Experiment the regional transmission service will be priced at a Regional Rate, which will equal the higher of the following: the average rate of the jurisdictional participating Transmission Owners (the “Average Rate”); .or the highest rate posted on OASIS by a RP for a segment of any available path for a specific transaction (the “Path Rate”).  The Customer will specify the specific Regional Point of Receipt and Regional Point of Delivery and will choose the specific contract path for the Regional Transaction.

Charges

The customer will be charged the applicable Regional Rate plus an administrative adder and applicable ancillary services and losses:  

 (Regional PORs and Regional PODs are similar to PORs and PODs for Point-to-Point Service).

· The administrative adder is the cost recovery mechanism used to recover the additional cost for OASIS modifications, billing required to conduct the Experiment and to provide an economic assessment of the Experiment results.  Billing will be performed by a single entity that is contracting with the RPs to perform this service.  The economic analysis will be performed by an entity that is yet to be determined.

· Customer will be charged Ancillary Service 1 for each transaction.  The Ancillary Service 1 charge for each transaction will equal the total scheduled megawatts times the sum of the posted Ancillary Service 1 per megawatt-hour rates for each RPs in the transaction path.  For RPs that charge a per-transaction based Ancillary Service 1 charge, the customer will also pay the per-transaction based charge if that RP is in the transaction path.  These charges will continue to be pancaked.  

· Customer will be charged Ancillary Service 2 for each transaction.  The Ancillary Service 2 charge for each transaction will equal the total scheduled megawatt-hours time the per megawatt-hour rate for Reactive Supply and Voltage Control specified in the tariff of the last RP in the transaction path.  This charge will not be pancaked.  

· The customer will be charged losses for each transaction.  The losses will be monetized based on the applicable Palo Verde index price.  The total losses will equal the total scheduled megawatt-hours to be transmitted times a loss factor equal to the sum of the posted OATT loss rates for the RPs in the transaction path.  This charge will continue to be pancaked.    

Revenue Treatment

Revenues from each transaction using regional transmission service will be distributed based on the RP’s transmission line miles reported to WECC.  One hundred percent (100%) of revenues (excluding the administrative adder) will be distributed to RPs participating in a particular transaction: 

· Transmission service revenues will be distributed proportionally based on the RP’s reported miles of line.  

· Schedule 1 service revenues will be distributed to the RPs identified in the tag submitted for the Service.  Each RP will receive revenues equal to its applicable Schedule 1 OATT charge.  

· Schedule 2 service revenues will be distributed to the final RP in the transaction path.  

· Loss revenues will be distributed to the RPs identified in the tag submitted for the Service.  Each RP will receive revenues equal to its applicable loss charge.

Miscellaneous Provisions

· Customer will need to have an umbrella service agreement in place with each Transmission Provider whose facilities will be used by the Customer for a regional transaction.  

· A transmission customer will have to meet the creditworthiness requirements of each Transmission Provider over whose system the customer’s transaction will touch.

· A Transmission Customer will not be allowed to redirect, resell, rollover or convert Service obtained under this Experiment.  Regional Service transactions can only be annulled if all Regional TOs in the transaction path agree to annul the transaction.

· Current bumping rules applicable to Point-to-Point Transmission Service will also extent to Regional Service.

· Existing transmission service contracts cannot be converted to Service under the Experiment (retroactive rate changes are not allowable).

· For the Experiment, customers will not be allowed a roll-over right associated with Regional Service.

· All current tagging requirements will be followed.

The time line for the Experiment is shown in the following table.  (Historic milestone dates are captured in Appendix 1.) 

Future Milestones

	Outcome/Deliverable
	Estimated Completion

	
	

	Develop other legal cost pertaining to compliance and filing
	3Q 2007

	Present draft business case to steering committee
	3Q 2007

	Present final business cast to steering  committee 
	4Q 2007

	Meet with FERC Staff  
	3Q & 4Q 2007

	Final approval for going forward with Experiment by the Steering Committee
	1Q 2008

	Meet with wesTTrans Users Group
	1Q 2008

	Customer Stakeholder Meeting
	1Q 2008

	Sign Participation Agreement with Cost Allocation
	1Q 2008

	File with FERC and seek other necessary approvals
	1Q 2008

	FERC Approval 
	2Q 2008

	OATI to begin enhancements (following FERC Order)
	2Q 2008

	Stakeholder Meeting (Training prior to rollout)
	3Q 2008

	Experiment Begins
	3Q 2008

	Monthly Monitoring begins
	4Q 2008

	Quarterly Reports begins
	4Q 2008/1Q 2009

	Year one termination
	3Q 2009

	Year one evaluation 
	4Q 2009

	End of Experiment 
	3Q 2010

	Final Report on Experiment
	4Q 2010


	Stakeholders:
	Overview of Business Requirements

	Primary – Internal
	Business Requirements

	Transmission Provider Services Trading  
	1. No real reduction in administrative burden.  Even though the energy will only be charged one rate and the transaction will be initiated through wesTTrans, the transmission provider will still require tags for each transaction. 

2. Ongoing analysis to determine transmission revenue impacts. 

	Transmission Providers Sourcing Entity (Merchant Function)
	1. Tracks transmission service and energy cost savings from use of service to meet native load.

2. Will require access to the wesTTrans OASIS site.

3. Will require an umbrella agreement with each RP involved in a transaction.

	Energy Accounting and System Reporting 
	1. This group will need transaction data for verification and reporting.

2. Ongoing analysis to determine transmission revenue impacts.

	
	1. 

	Primary – External
	Business Requirements

	  Generators/Merchants
	1. Will require access to the wesTTrans OASIS site.

2. Will require an umbrella agreement with each RP involved in a transaction.

	External Network Services Customers
	1. Ongoing analysis to determine economic benefits.

	Secondary – Internal
	Business Requirements

	Regulatory/Pricing
	1. Documentation to justify continuation or cessation of service at the end of the Experiment.

	Legal 
	1. Documentation to justify continuation or cessation of service at the end of the Experiment.

	
	

	Secondary – External
	Business Requirements

	OATI
	1. Definition of Experiment specifications.

2. Close collaboration with RPs.

	  Federal Regulators  
	1. Sufficient information to support initial approval of Experiment, in part to avoid jurisdiction of traditionally non-jurisdictional entities.

2. Analysis of impacts at conclusion of Experiment.

	Local Regulators  
	1. Ongoing analysis to determine economic impacts to retail customers.


Stakeholders

Strategic Alignment

WestConnect exists as a group of transmission owners in the Western Interconnection acting in concert under a Memorandum of Understanding (MOU) to develop wholesale market enhancements.  The transmission owners’ commitment is to identify and investigate market enhancements
.  Implementation of market enhancements will be undertaken by transmission owners seeing a benefit from the market enhancement.  The WestConnect MOU does not require unanimous participation in any specific market enhancement.

The Experiment will determine if pancaked transmission rates are impeding commerce in the West and the extent to which transmission can be more fully utilized.  The Experiment can therefore determine if development of a permanent pricing mechanism is warranted. 

	WestConnect Objectives
	Level of Impact of Pricing Experiment on WestConnect Objectives



	Identify, develop and test cost-effective wholesale market enhancements


	Medium/High
	The Experiment will provide concrete data whether non-pancaked rates within the WestConnect footprint can enhance commerce without degrading revenue for the transmission owners.  The level of impact of the Experiment on the mission of WestConnect is medium; the success of WestConnect does not rest on the implementation of any single market enhancement.  However, if the Experiment shows that revenue sufficiency can be maintained while eliminating rate pancakes, the permanent implementation of such rates would have a high impact on achieving the objectives of WestConnect.


Environment Analysis

Several past initiatives have relevance to the Experiment.  A statement of those efforts and possible lessons learned are summarized below and detailed in Appendix 2.

MidAmerica Power Pool (MAPP) MW-Mile Transmission Tariff

On June 21, 1999, in response to a FERC review that found that the MAPP was applying inconsistent transmission pricing, MAPP filed a regional open access transmission tariff, which provides regional, firm point-to-point transmission service without the 2-year duration limitation imposed by the previous MAPP Schedule F.  

It's relativity to the Experiment is that it was a collaborative effort that resulted in the mitigation of some, but not all, costs to the transmission customer.  The MW-Mile Transmission Tariff is in effect today and is deemed successful.  

Mid-Continent Systems Group (MCSG)

The MCSG is an ongoing effort, consisting of a group of utilities proposing to adopt an open access transmission tariff that will supplement the current transmission tariffs of its members and the Schedule F transmission tariff of MAPP.

It is similar to the Experiment in that only signatories to its enabling agreement that meet certain requirements can provide transmission service under the resulting tariff.  The draft tariff makes a number of provisions that are intended to preserve the non-jurisdictional status of the transmission providers who are not 'public utilities', as defined in the Federal Power Act.  Although the tariff has not yet been finalized or approved by FERC, the MCSG has reported that the dialogue with FERC is going well at this time.

Southwest Bulk Power Market Experiment

In late 1983 a group of southwest utilities made a filing with FERC for the approval of the Southwest Bulk Power Market Experiment. The utilities asked FERC to approve a one-year experiment for economy energy and block energy transactions in which the pricing for the transactions would be determined by the buyer and seller within a “zone of reasonableness” rather than the then-traditionally accepted “split savings” methodology.  The purpose was to determine whether the ability to allow market forces to determine pricing would increase the volume of transactions sufficiently to offset any loss of revenue that would otherwise be borne by company stockholders (or absorbed within the operations budgets of non- investor owned entities).  The experiment allowed participants to withdraw during the term of the experiment.

The Southwest Bulk Power Market Experiment’s relevance to WestConnect Regional Transmission Pricing Experiment is the experience that a program can be tested with FERC authorization prior to entities making a commitment to a permanent program.

Alternatives to Experiment

Several alternatives to the Experiment were evaluated.

The “do-nothing” alternative would perpetuate the status quo or Alternative 0.  Individual companies would continue to assess separate charges for any transaction using its wires.  This alternative does not address any of the reported negative impacts of rate pancaking, nor does it provide any means to quantify revenue impacts of alternative transmission rate pricing methods.  Further, pursuit of the status quo alternative contradicts the direction given by the WestConnect MOU to explore wholesale market enhancements and would not allow consideration of steps that could be taken to improve transmission utilization.

Alternative 2, development of a pricing mechanism in which energy provided to load pays transmission service costs, much like pricing mechanisms in most RTOs, was also examined.  One benefit of this alternative would be the ability to complete regional transactions with the only additional cost being any applicable ancillary services costs.  However, this would undoubtedly require a complete filing with FERC and ongoing regulatory oversight, including a potential renewed interest in eliminating vertical integration of RPs.  There is the additional likelihood of cost shifts among customers currently served by different RPs.  

Yet another Alternative 3 developed would open all transmission services to pancaked (e.g. highway-zonal rates) or non-pancaked rates on a regional basis, much like the MAPP regional tariff pricing approach described in Appendix 2.  As in the previous alternative, this alternative would require a more complete FERC filing and oversight.  The alternative would also expose customers to cost shifts.

The last alternative considered, Alternative 4, substituted discounting by each RP for the pricing mechanisms developed for the Experiment.  If discounting was pursued independently by each RP there would be no common basis to evaluate the effectiveness of eliminating rate pancaking.  In discounting was developed on a coordinated basis by RPs, it would likely result in antitrust exposure.

Business and Operational Impacts

Transmission Services Trading Entities

The purpose of the Experiment is to ultimately have a positive effect on business and operations of both TPs and marketers, by eliminating the pancaking of transmission rates on a limited number of transactions, thus both reducing the end cost to transmission customers and hopefully, resulting in the utilization of currently under-used transmission paths.  

The transmission services trading segment who would be participating in the Experiment would see minimal business and operational impacts, although there is the possibility an increased number of tags, corresponding with increased activity.  Subsequently, there could also be an increase in Scheduling, System Control, and Dispatch Service costs to the transmission customer; and an offsetting increase in revenues for the transmission providers, which will ultimately apply downward pressure on the transmission rates (in the case of the transactions being non firm).  

The transactions for the regional pricing experiment will be implemented through the wesTTrans OASIS platform.  

Merchant Entities

By utilizing the Experiment, merchant entities should realize savings in transmission costs.  As stated above, however, with an increased number of transactions and tags, their Scheduling, System Control, and Dispatch Service cost could increase.

In developing the Business Case, the Pricing Work Group asked each of the participating RPs to take a sample of 100 tags from 4 random weeks selected by the WestConnect Technical Committee.  Those weeks were April 3-9, 2005; July 24-30, 2005; October 9-15, 2005; and December 11-17, 2005.  Available Transmission Capacity (ATC) was also investigated for those same 4 weeks.  In the Pricing Work Group's study of these 4-weeks’ data, it found several situations where the MAPP south price was dramatically different (>$20) than higher priced energy in the southwest U.S.  Available Transmission Capacity identified in those 4 weeks was used to create hypothetical transactions that showed that a merchant could engage in some extremely favorable transactions, as regards energy trading.  Further enhancing this pricing differential is the possibility of a time zone shift, wherein California is in an on peak hour while the Midwest is in an off peak hour; e.g., ability to take advantage of favorable LMP values in the California market.

Source Providers

The Experiment should result in less expensive resources being made available, as described above.  It should also create diversity in the source providers’ generation portfolios, improving access for renewable resource integration.  

The source providers will also potentially achieve transmission cost savings.  

Energy Accounting/System Reporting and Settlements

There will be a moderate impact to this group, as although they will not be conducting the actual energy accounting and billing, they will be responsible for reviewing and ensuring the accuracy of the energy accounting and billing being done by OATI/vendor.  

There will be quite an investment of each participating RP in the start up of the Experiment, especially as involves collaboration/coordination with OATI/vendor to establish criteria for energy accounting and billing.

Generators

The impact on the business and operations of the generators should be favorable if the generator is moderately priced, as it will be in demand and potentially able to be moved across great distance at a single transmission rate.  

The implementation of the Experiment should result in reduced transmission cost, enabling stranded resources to reach previously unreachable markets.

Regulators

The impact to State and Federal regulators of the implementation of the Experiment will be an initial increase in workload, stemming from additional analysis and justification.  If the result of the Experiment was that a permanent regional tariff was adopted, the increase in workload could be permanent.  

Legal

The impact to the entities participating in the Experiment will be an increase in the legal burden to draft documents and work with FERC to resolve issues that may arise.

Selected Vendor

There will be an impact to the selected vendor who will be implementing the offerings, performing energy accounting, billing, and performing the revenue distribution.  The vendor is taking the initial risk, by asking for no up-front financing cost, and instead accepting an administrative adder for each MW transacted of $.10/MW the first year and $.08/MW the second year.  

Business and Operational Impacts Chart

	Impact & Description
	Regional Pricing Experiment

(Alternative 0)
	Alternative 1

Status Quo
	Alternative 2

Load Pays
	Alternative 3

Permanent Regional Rates
	Alternative 4

Individual TO Discounting

	Primary – Internal
	
	
	
	
	

	Transmission Services Trading
	Low
	None
	Medium
	High
	None

	Energy Accounting and System Reporting
	Low/Med
	None
	Medium
	Medium
	None

	Transmission Providers Sourcing Entity (Merchant Function)
	Low/Med
	None
	Low
	Low
	Med

	Primary – External
	
	
	
	
	

	Generators
	None
	None
	Low
	Low
	Medium

	Merchants
	Low/Med
	None
	Low
	Low
	Medium

	Secondary – Internal
	
	
	
	
	

	Regulatory/Pricing
	Med
	None
	High
	High
	Low

	Legal
	Med
	None
	High
	High
	High

	Secondary – External
	
	
	
	
	

	OATI
	Med
	None
	Low
	Low/None
	None

	Federal Regulators
	Low
	None
	High
	Low/Med
	None

	State Regulators
	None
	None
	High
	None
	None


	Table Evaluation Criteria

	“High” -
	indicates that the magnitude of impact is significant and stakeholder support and  preparation is critical to the alternative’s success

	“Medium” -
	indicates that there is a manageable impact to the stakeholder

	“Low” -
	indicates the alternative will have a minor impact to the stakeholder

	“None” -
	indicates that the stakeholder will not be impacted by the alternative


Risk of Project and Each Alternative

	Project Risk Assessment
	Alternative 0

Status Quo
	Alternative 1

Regional Pricing Experiment
	Alternative 2

Load Pays
	Alternative 3

Permanent Regional Rates
	Alternative 4

Individual TO Discounting

	Cost Shifts & Revenue Sufficiency
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact

	Cost shifting from inter-control area customers to the retail and network service customers.
	None
	None
	High
	Low
	High
	High
	High
	Med
	Low
	None

	Loss of annual transmission revenues 
	High *
	Low
	Low
	Low
	Med
	Med
	Med
	Med
	Med
	Low

	Strategy for Loss of transmission revenue  
	Implement the Experiment
	Increased volume of sales would offset any revenue insufficiency.
	Negotiate terms among the TOs to minimize losses and cost shifts
	Develop mechanisms to minimize shifts within the regional tariff.
	TOs will design and implement discounts to minimize loss of revenue.

	
	
	
	
	
	

	Jurisdictional Status
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact

	Participating in this project may expose the non-jurisdictional entities to FERC jurisdiction - City of Vernon case issue.
	None
	None
	Low
	Low
	Med
	High
	Med
	High
	Low
	None

	Strategy for change of jurisdictional status for the non-jurisdictional entities 
	None
	Experiment is designed to avoid FERD jurisdiction and contains a fail-safe withdrawal mechanism for TOs.
	Design agreements to minimize risk of change in jurisdictional status.  Seek FERC declaratory order.
	 Design Tariff to minimize risk of change in jurisdictional status.  Seek FERC declaratory order.
	None

	Regulatory Costs
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact

	Interventions at FERC could result in significant legal fees.


	None
	None
	Low
	Low
	Low
	Low
	Med
	Med
	None
	None

	Strategy for managing Regulatory Costs
	None
	Fail-safe withdrawal mechanism for TOs.
	Minimize regulatory impacts through stakeholder processes and agreements.
	Minimize regulatory impacts through stakeholder processes and design of Tariff(s).
	None

	
	
	
	
	
	

	Regulatory Risk
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact
	Probability
	Impact

	FERC action to expand regional pricing concepts to all transmission services.
	Low
	High
	Low
	High
	Low
	Med
	High
	Med
	None
	None

	FERC action to make the Experiment permanent.
	None
	None
	Low
	Low
	Low
	Med
	None
	None
	None
	None

	Strategy for addressing regulatory risk.
	
	Lack of jurisdiction over NJs limits FERC’s ability to expand the experiment.
	Condition filing request upon restriction of the scope of the service.
	None
	None


Table Evaluation Criteria:

	Probability of Risk

“High” indicates that the event is high likely to occur

“Medium” indicates that the event is likely to occur

“Low” indicates that the event is not likely to occur

“None” indicates that event cannot occur


	Impact of Risk

“High” indicates that the event has a significant impact to the project

“Medium” indicates that the event will impact the project

“Low” indicates that the impact is relatively minor to the project

“None” indicates that the risk will not impact the project




Cost/Benefit Analysis

Quantitative Analysis – Financial Cost & Benefit:

The regional pricing Experiment is a limited offering of non-pancaked transmission service, with the continued pancaking of both ancillary services and losses, available only for the sale of unused/unreserved transmission, involving two or more of the regional participants.  As such, any increase or decrease in revenues is limited both by available transmission and the duration of the experiment, currently set at 2 years.  

As described previously, the risk for participating in the project has been mitigated by the current proposed vendor, OATI, who will be collecting the cost for development/implementation of the reservation/tagging/billing/revenue distribution software/processes by adding an administrative cost to each MW involved in a transaction:  $0.10/MW the first year, and $0.08/MW the second year, to be renegotiated if the experiment is approved for longer than 2 years.  

In 2005 the Pricing Work Group asked each of the potentially participating 13 RPs to take a sample of 100 tags from 4 random weeks selected by the WestConnect Technical Committee.  Those weeks were April 3-9, 2005; July 24-30, 2005; October 9-15, 2005; and December 11-17, 2005.  Available Transmission Capacity (ATC) was also investigated for those same 4 weeks.  

This download of data provided a benchmark to measure success and/or failure of the Experiment in the event it is approved.  What was reflected from the analysis of that sample was that 55 percent of all tags sampled were one-transmission provider type tags; i.e., the only TP on the tag was the entity providing the random, sample tag.  These transactions would not be eligible for participation in the Experiment.    In the same analysis, 34 percent of the tags were two-TP type tags; 10 percent of the tags were three-TP type tags; and 1 percent of the tags were four-TP type tags.  The summary information is provided in the table below.  The entire table of tags is attached as Appendix 3.  Individual RPs should assess their own data to determine individual levels of risk in participating in the Experiment.

TRANSMISSION TAG HISTORY (April, July, October, and December 2005)

	Participant
	No. of 

1 provider per tag
	No. of 

2 provider per tag
	No. of 

3 provider per tag
	No. of 

4 provider per tag
	No. of 

5 provider per tag

	TOTAL
	706
	437
	125
	16
	0

	% of Total
	55%
	34%
	10%
	1%
	0%


This analysis serves as both a benchmark to measure the success/failure of the experiment, as well as a vehicle to provide insight into the individual risk taken by each participating RP.  

To determine the Experiment’s success or lack thereof, other 4-week samples (sampling the same 4 weeks in the first and second years of the Experiment) will be accomplished.  Success can potentially be measurable by the appearance of an increase in the tags that contain more than one TP, and a decrease in the one-provider tags.

Likewise, the historical CY 2005 4-week sample data can be utilized by the individual participating RPs to provide information as regards their potential risk.  For example, one entity with statistics of 88 percent one-TP type tags and 12 percent two-TP type tags, would hope to see a drop in the one-TP type tags, and begin to see more two-, three, and perhaps four-TP type tags, indicative of an increase in transmission sales through participation in the Experiment. (See Appendix 3.)  

The Pricing Work Group documented prices at major trading hubs in the Western Interconnection during the same time periods that tag information was collected (see Appendix 4).  The historic market prices collected indicate that a sufficient price spread existed in CY 2005 that would have allowed traders to profitably conduct business had the Experiment been in place during that period.  

Ironically, it does appear that there were instances where the price spreads could have led to profitable transaction even with full rate pancaking, but trades were not undertaken.  (See Appendix 4.)  A less certain objective of the Experiment may be a ‘widening’ of the network for traders, in that the knowledge of a lack of transmission rate pancaking may stimulate communication between traders.  

Costs

Direct Costs

As discussed previously, what should be showing up as a direct cost (the development/implementation) is being borne by the vendor/OATI.  There are no capital costs at this point in time, and none are projected.

Indirect Costs

Each of the potential RPs in the pricing experiment are experiencing on-going indirect costs in the form of staff time, use of equipment (computers, paper, phone lines), and travel to accomplish various meetings.  The Pricing Committee has made good use of conference calls and e-mail to mitigate too much travel in the accomplishment of its work.

Benefits:

Discussion of Determination of Elasticity of Demand

Demand elasticity is defined as change in demand of a product due to the changes in some of the variables that impact the demand of the product.  The Pricing Committee is exploring the demand elasticity for the regional pricing experiment rate to the various market parameters.  The Pricing Committee would like to measure this elasticity so that an analysis can be done during and at the end of the experiment that will either result in the continuation of the product offering, adjustment of the product offering, or non-adoption of the product offering, so that the regional implementation will provide the best solution for both TPs and marketers.

The blank table shown in Appendix 5 displays a selection of data that can be measured and then used to analyze Experiment results.  In this table, rows indicate the product characteristic for which elasticity is to be measured, and the columns indicate each of the variables for which elasticity is measured.  For example, the row for “Regional Transmission Revenue” will provide the change in total collected revenue by the Regional Rate as each of the column items such as change in combined transmission rate change during the experiment period.  The matrix could be completed to reflect the impact on the entire region or on any one of the potentially participating RPs.  

Qualitative Analysis – Non-Financial Benefits & Costs:

In addition to the quantitative aspects of the Experiment discussed above, there are a number of qualitative benefits to the experiment:

· Pursuing the Experiment will demonstrate to FERC, state regulators, and all stakeholders that the WestConnect Transmission Owners are committed to evaluating and implementing wholesale market enhancements.  

· In this case of a proposal to eliminate rate pancaking, there is also a tangential benefit of testing a potential method of eliminating obstacles to commerce identified by FERC in Order 888 and elsewhere without the creation of a central organization, i.e. an RTO.

· The Experiment will provide information as to the extent that multiple transmission tariffs impede commerce.

· The Experiment will demonstrate the ability of the WestConnect Transmission Owners to test market reactions and will test transmission customers’ appetite to use non-traditional products.

· The Experiment will demonstrate the effectiveness of voluntary regional collaboration to implement market enhancements.

Assumptions 

· The sample data collected in 2005 is reasonable.

· The Experiment can be implemented solely with FERC action.  No state approvals are required.

· Direct regulatory costs include FERC filing fees and associated legal fees for drafting.

· Legal costs associated with adverse regulatory proceedings (e.g. extensive comments requiring responses, protests, or litigation) can be managed by withdrawal of the filing.

· Software design & implementation and administrative costs are recoverable through transaction fees assessed to the transmission customer.

Conclusions and Recommendation

Conclusions

This Business Case analyzes the Experiment, three alternatives, and maintaining the status quo.

Experiment (Alternative 1):

Direct implementation costs for the Experiment will be recovered through an administrative adder paid by transmission customers.  There is no out-of-pocket cost to the Transmission Owners for that expense.  

The Transmission Owners, will, however, incur costs for developing and filing the Experiment with FERC.  Those costs will include any outside legal and regulatory assistance sought by the Transmission Owners, as well as FERC filing fees, which are expected to be less than $100,000.  The Transmission Owners’ ability to terminate the filing in the event of adverse stakeholder reaction leading to extensive interventions and protests helps mitigate cost exposure.  

One unmitigated cost exposure is the loss of transmission revenues on a per-transaction basis.  Recent transmission service discounting programs by WestConnect Transmission Owners indicate that an increased level of transmission usage may offset individual transaction revenue shortfalls with no loss of revenues on an annual basis.

The Experiment will provide an opportunity to assess stakeholder and transmission customer interest in using non-traditional products and should provide sufficient data to determine the amount of additional transmission service sold above a benchmarked historic time period.  The Experiment also furthers the WestConnect goals of implementing cost-effective wholesale market enhancements.  The Experiment proposal has been viewed favorably by FERC and local regulatory entities.

The Experiment could provide favorable “press” with regulatory agencies by providing the potential for reduced transaction costs for stakeholders, including utility business units associated with Transmission Owners.

Load Pays (Alternative 2):

This alternative develops a pricing methodology where load pays all energy and delivery costs and would entail a tremendous amount of time and effort devoted to a stakeholder process to establish the equitable treatment of all participants.  

In addition to this indirect investment of resources, any proposal under this Alternative would require a FERC filing, and it is likely that a proposal would receive intense industry scrutiny with a high level of potential for regulatory protests and related expense.

The alternative would have similar qualitative costs and benefits as the Experiment, but would have to result in a collaborative resolution of what has in the past been an almost intractable cost-shift issue.

Permanent Regional Rates (Alternative 3):

Permanent regional rates could be developed similar to the MAPP and MCSG tariffs described in Appendix 2.  As in Alternative 2, development of a comprehensive regional tariff would entail a tremendous amount of time and effort to shepherd a stakeholder process to a successful conclusion.  FERC filing costs could also be substantial.

This alternative would have similar qualitative costs and benefits as either the Experiment or Load Pays alternative, but could ultimately result in a permanent and supportable regional pricing scheme with full regulatory support.

Individual TO Discounting (Alternative 4):

Individual TO Discounting is a form of the Status Quo alternative, utilizing a pricing option available to all Transmission Owners under their current OATT and Reciprocity Tariffs.  A significant impediment to achieving comparable regional results for all stakeholders is the antitrust implications of any coordinated action.

Status Quo (Alternative 0):

The Status Quo alternative presents both the least cost and least risk.  Transmission Owners would continue business-as-usual and would be free to explore any discounting or other programs to suit their individual needs.

The Status Quo case does, however, incur some lost opportunity benefits.  By not pursuing an activity intended to assess the benefits of a regional pricing methodology, WestConnect loses a part of the industry recognition as a proactive element for wholesale commerce.  

The Status quo direction is also contrary to the MOU obligation to investigate wholesale market enhancements.

Conclusion

The final conclusion of the Pricing Work Group is that pursuing the Experiment, Alternative 1, is the preference.  Known cost risks are minimized, and any unexpected cost risks that occur during the Experiment can be mitigated by a participant’s ability to withdraw from the Experiment.

The Experiment provides significant qualitative benefits, primarily through regulatory recognition of the participants as proactive entities in the development of wholesale market enhancements.

Recommendation

The Pricing Work Group recommends the WestConnect Steering Committee approve moving forward with the Experiment and direct the Pricing Work Group and Legal Subcommittee to draft the appropriate FERC filing(s) to implement the Experiment.

Project Responsibility and Accountability 

The Experiment design, implementation, and monitoring will be the responsibility of the Steering/Management Committee established by the Experiment Participants.

Implementation Strategy

Once the Experiment is approved by the WestConnect Steering Committee as a WestConnect Market Enhancement, legal counsel for one of the WestConnect TOs will to develop the FERC filing based on the Project Description.  The filing document will be refined through consultation with the WestConnect Legal Subcommittee.  Once filed, any adverse stakeholder reaction will be monitored to assess whether there is a need to withdraw the filing to mitigate costs.

When the Experiment is approved by FERC, Pricing Work Group representatives and wesTTrans Technical Committee representatives will meet with OATI to develop technical specifications for changes to wesTTrans OASIS necessary to conduct transactions under the Experiment.  Changes will be tested prior to implementation.

The Pricing Work Group will need to periodically assess and document performance of the Experiment.  A fairly comprehensive assessment will be required near the end of the first year of the Experiment to allow a realistic opportunity for TOs to withdraw according to the terms of the Experiment.  A complete assessment and recommendation for further action must be completed at the end of the term of the Experiment.

Review Process

Further Review Process to be determined. 

Business Case Signoff 

The Transmission Providers (RPs) approve going forward with the Experiment and will execute a participation agreement detailing their rights and obligations, and will submit the appropriate filings to FERC.

APPENDIX 1

REGIONAL PRICING EXPERIMENT HISTORY

	Outcome/Deliverable
	Date Completed

	Regional Pricing Experiment Concept Presentation to WestConnect Steering Committee
	February 2006

	Refine Regional Pricing Proposal and Draft Business Principles and Tariff
	1Q & 2Q 2006

	General Briefing to FERC Commissioners and Staff
	June 2006

	Begin Preparation of a White Paper on Jurisdictional Issues in conjunction with WestConnect Legal Subcommittee
	3Q 2006

	Initial specs for OATI developed by the Technical Committee (meeting with OATI) 
	Check Calendar

	OATI Cost Estimate and Cost Recovery Proposal
	November 2006

	White Paper Presentation to Steering Committee
	January 18, 2007

	Present draft business case to steering committee
	February 2007

	Steering Committee approval to move forward with the White Paper
	March 2007

	Deliver white paper to FERC
	March 2007

	Meet with FERC Staff  
	April 2007

	Development of Business Case
	1-3Q 2007


APPENDIX 2

REGIONAL PRICING EXPERIMENT HISTORY

MAPP MW-Mile Transmission Tariff

Through the 1990s, MAPP developed a revised power pooling agreement and pool-wide open access transmission tariff, which contained a charge based on a megawatt (MW)-mile methodology for short term transmission services.  In 1999 the FERC addressed MAPP's tariffs and found that MAPP improperly charged non-members two different system rates for moving power into and out of the MAPP region, i.e.:  (1) a contract path rate under the MAPP border member's individual open access tariff; and (2) a load flow rate under its third-party compensation charge which compensated other MAPP members for parallel flows on the other MAPP members' system.  The Commission determined that this created unacceptable mutually inconsistent pricing, and directed MAPP to eliminate charging both rates.  MAPP responded to the Commission’s order and developed a proposal to charge both members and non-members only the border member's individual tariff rate for exports and imports until September 1, 1999, and thereafter to charge only the MW-mile rate for all transactions.

The Commission accepted MAPP's proposal which eliminated MAPP's border system charge beginning on September 1, 1999, and provided that service would be available under its MW-mile pricing methodology throughout the MAPP region.  

On June 21, 1999, MAPP filed a proposed regional open access transmission tariff (Regional Tariff), which MAPP viewed as a significant step forward in the provision of transmission service in the MAPP region.  The Regional Tariff was a compromise between transmission- owning and transmission-using members (including marketers) in MAPP reached after two years of negotiation.  The Regional Tariff provides regional, firm point-to-point transmission service without the two-year duration limitation of the previous MAPP Schedule F.  The Regional Tariff supersedes MAPP Schedule F in its entirety (except for certain pre-existing transactions), as well as the point-to-point transmission service provisions in individual member transmission tariffs to the extent the service is provided under the Regional Tariff.  The Regional Tariff is modeled on and conforms closely to the then current pro forma tariff, and any changes to that tariff were required to reflect the regional nature of the service.

The Regional Tariff includes a rate structure that accomplishes a number of goals while satisfying the Commission's standards for transmission ratemaking.  One of the goals is limiting the number of transmission rates applicable to a transaction in the MAPP region while recognizing actual flows and limiting cost shifts associated with transmission rates.  Another goal realized is a congestion management scheme that promotes efficient markets by extending dispatch for reliability purposes to approved firm point-to-point transmission service, and relying on market mechanisms for congestion management to create ATC.

The Regional Tariff uses a zonal pricing approach under which flows and distance are recognized while limiting the number of charges to which any new service is subject to in the MAPP region.  The Regional Tariff provides for firm and non-firm point-to-point transmission service between zones and through, out of, or into the MAPP region.  The network service and point-to-point service within a Home Zone are not available under the Regional Tariff but will continue to be available under individual transmission provider tariffs.  However, the Contractor will request Home Zone service from the applicable transmission provider when requested by the customer.

Zones are not defined in terms of state or political subdivisions. Instead a transmission provider's regional transmission facilities that compose an integrated transmission system with load physically interconnected to it are considered to be an individual zone, if the Contractor determines that the integrated system has greater than 1 percent flow of any transaction or potential transaction within the MAPP region where:  (1) the owner of the system is not the buyer or seller in that transaction; and (2) neither the generation source nor the load associated with the transaction is in the integrated transmission system being evaluated.  This ensures that the zones are logically established consistent with electrical operations, and ensures that only systems that make at least a minimal contribution to the regional grid qualify as zones.  Twenty-five member systems initially satisfied these criteria.

Consistent with the pro forma tariff, transmission customers are required to obtain scheduling service and reactive power under the Regional Tariff, and to provide these services the Contractor entered into arrangements with the transmission providers under the transmission providers' individual tariffs.  This assures that comparability of service has been achieved including pricing, congestion management, and scheduling, by specifying comparable treatment for all service in the applicable Regional Tariff provisions. 

Mid-Continent System Group

The Mid-Continent System Group (MSCG) is a current and ongoing effort, consisting of a group of utilities proposing to adopt an open access transmission tariff that will supplement the currently-effective transmission tariffs of its members and the Schedule F transmission tariff of the Mid-Continent Area Power Pool (MAPP).  At present, the MCSG includes the following entities:  Basin Electric Power Cooperative, Corn Belt Electric Cooperative, Dairyland Power Cooperative, Lincoln Electric System, Heartland Consumers Power District, MidAmerican Energy Company, Minnkota Power Cooperative, Muscatine Power and Water, Nebraska Public Power District, Northwestern Energy, Omaha Public Power District, Rochester Public Utilities, and the Western Area Power Administration’s Upper Great Plains Regional Office.

Only signatories to the Enabling Agreement of the MCSG can provide transmission service under the MCSG tariff; those signatories must meet the following requirements:

1. Must be NERC-registered TOs and either TOs or TPs (entities that transfer their transmission facilities to the control an an RTO are not considered eligible TPs under the MCSG Tariff);

2. Must own a minimum of 200 miles of transmission facilities in MAPP that are interconnected with at least two other NERC-registered TPs; and

3. Must execute the Enabling Agreement after the effective date following a vote of the Executive Committee approving the entity as a participant.   

The Tariff, as drafted, contains a number of provisions that are intended to preserve the non-jurisdictional status of the TPs who are not “public utilities” as defined in the Federal Power Act.  The provisions are drawn from language that the FERC has approved in connection with TransLink and the Midwest ISO; however, there is some concern that FERC may have asserted broader jurisdiction over entities that provide service jointly with “public utilities” than was the case when it reviewed the TransLink filings.  

Point-to-Point Transmission Service

The maximum price for service is an MCSG-wide price that reflects the average cost of service on the systems of all MCSG members; e.g., a postage-stamp rate.  Consequently, point-to-point transmission service is available on the MCSG system at non-pancaked rates.  

Network Contract Demand Transmission Service Description

The rates for network contract demand transmission service are non-pancaked, postage-stamp rates that are based on the average cost of the service of the MCSG members except for the cost of service of the member where the load is located.

Formula Rates

The cost of service of each member of the MCSG will be developed using one of the formula rate templates in Attachment M of the Tariff.  The templates were based on the formula rate templates that the Midwest ISO has adopted in its Tariff.  The Tariff also contains in Attachment N, a formula rate for the development of postage-stamp rates for service that are based on the costs of service and loads of the MCSG members.  Updates to the rates will be posted annually on the MCSG OASIS site and filed with the FERC as informational filings.  Changed rates will take effect each June 1st, and will be based on costs and loads of the MCSG members for the previous calendar year.  

Ancillary Services

The MCSG tariff provides for all ancillary services that are required by FERC Order No. 890.  The rates for Scheduling, System Control and Dispatch Service (Schedule 1) and Reactive Supply and Voltage Control from Generation or Other Sources Service (Schedule 2) are developed on a postage-stamp basis in the same way as the rates for point-to-point and network contract demand transmission service are developed.

Southwest Bulk Power Market Experiment

In late 1983 a group of southwest utilities made a filing with FERC for the approval of the Southwest Bulk Power Market Experiment.  The participating utilities were:

Arizona Public Service Company

City of Farmington

El Paso Electric Company

Public Service Company of New Mexico

Salt River Project

Southwest Public Service Company

Texas-New Mexico Power Company

The utilities asked FERC to approve a one-year experiment for economy energy and block energy transactions in which the pricing for the transactions would be determined by the buyer and seller within a “zone of reasonableness” rather than the then-traditionally accepted “split savings” methodology.  The purpose was to determine whether the ability to allow market forces to determine pricing would increase the volume of transactions sufficiently to offset any loss of revenue that would otherwise be borne by company stockholders (or absorbed within the operations budgets of non- investor owned entities).  The experiment allowed participants to withdraw during the term of the experiment.

Following the completion of the one-year experiment, an economic analysis showed an increase in revenues for the participants.  The participants then undertook the development of a permanent system of allowing flexibility in energy pricing, resulting in the creation of the Western Systems Power Pool which still functions and has expanded participation into the Eastern Interconnection and ERCOT. 

Relevance to WestConnect Experiment

The MAPP and Southwest Bulk Power Market Experiment were both initiated prior to when City of Vernon issue arose.  With regard to the Southwest Bulk Power Market Experiment, it is not clear whether the City of Vernon issue would have affected participation.  Revenues were paid to a generator for energy at a price less than a regional cap approved by FERC.

With regard to MAPP and MCSG, the City of Vernon issue will not apply.  In each case, regional rates, or rate formulas, were submitted to and approved by FERC.  An individual TO’s rates are used only for service over its individual system.

MAPP started as a regional coordination project that utilized individual company tariffs as well as an umbrella regional transmission tariff.  The service has evolved into a more formal regional pricing procedure.

APPENDIX 3

TRANSMISSION TAG HISTORY (April, July, October, and December 2005)

	Participant
	No. of 

1 provider per tag
	No. of 

2 provider per tag
	No. of 

3 provider per tag
	No. of 

4 provider per tag
	No. of 

5 provider per tag

	AZPS
	55
	40
	5
	0
	0

	CRCM
	28
	35
	25
	9
	0

	EPE
	35
	41
	24
	0
	0

	IID
	44
	47
	9
	0
	0

	INT
	27
	43
	15
	4
	0

	LAPT
	91
	4
	3
	0
	0

	NEVP
	32
	51
	15
	2
	0

	PNM
	44
	41
	14
	1
	0

	PSCO
	88
	12
	0
	0
	0

	SRP
	70
	25
	5
	0
	0

	SWTC
	1
	89
	10
	0
	0

	TEP
	94
	6
	0
	0
	0

	TSGT
	97
	3
	0
	0
	0

	TOTAL
	706
	437
	125
	16
	0

	Average %
	55%
	34%
	10%
	1%
	0%


APPENDIX 5

PROPOSED TABLE TO ANALYZE PRICE ELASTICITY

	SAMPLE TABLE TO BE COMPLETED WITH DATA CAPTURED DURING THE EXPERIMENT

	
	On-Peak/Off-Peak period sensitivity
	East to West power transfer
	West to East power Transfer
	Number of TPs involved in a trans
	Capacity release for next day
	Number of TPs participating 
	Ease of system use ( Number of steps to follow)
	Combined Transmission Rate

	Number of requests
	
	
	
	
	
	
	
	

	Regional Transmission Revenue
	
	
	
	
	
	
	
	

	MWHs reserved
	
	
	
	
	
	
	
	

	MWHs Scheduled
	
	
	
	
	
	
	
	

	Total Transmission Revenue
	
	
	
	
	
	
	
	


�   The WestConnect Participants are:  Arizona Public Service Company, El Paso Electric Company, Imperial Irrigation District, Nevada Power Company, Public Service Company of Colorado, Public Service Company of New Mexico, Sacramento Municipal Utility District, Salt River Project, Sierra Pacific Power Company, Southwest Transmission Cooperative, Tri-State Generation and Transmission Association, Tucson Electric Power Company, and Western Area Power Administration.


� Current market enhancement activities include regional planning, TTC/ATC standardization, virtual control area investigations, transmission products development and flow based investigations in addition to the pricing proposal which is the subject of this business case.  WestConnect was also instrumental in the development of the wesTTrans OASIS being proposed for the implementation of the regional pricing experiment.
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