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Introduction

This paper presents an overview of the policy and planning issues raised by increasing demands on the New England electric grid – historically referred to as electric grid expansion planning.  It focuses on the larger picture of system needs for which demand response is but one solution. It begins with a proposed Strategy for System Expansion Planning for review by the New England Demand Response Initiative. This is followed by a discussion of the major issues raised, and the reasons for the recommended approach.


DR Strategy: New England Grid Expansion Process

A. The ISO New England Grid Planning Process

The ISO is engaged in a continuous planning process with a one year cycle. 


1. Forward-looking needs assessment: It starts in July with the release of a seven year horizon assessment of reliability and congestion in the region.  The assessment would be based on load flows and load forecasts, including moderate and reasonable economic assumptions, including sensitivities evaluated with probabilistic methods and taking into consideration any specific local information passed to it from utilities and state energy forecasters.

The outcomes are a range of concerns from indications of emergent problems to more immediate concerns. The purposes of this forward-looking assessment are to launch a search for solutions to immediate needs, and to provide “advance notice” to market participants of growing needs that may be put out to bid a year or two in the future.

An immediate concern may be a continuing development of an indication discovered in prior years. In this case there is a discussion already underway on how to address it, perhaps with some options already deployed, and perhaps more resources are needed. If the concern flowers suddenly into a serious problem, there is likely to be a discrete cause: a new generator, a generator retiring, sudden growth or depression. It is likely in this latter scenario that some cost causation exists and that mitigation costs can be assigned to a specific sub-group within the region, and not uplifted.

How to grade the concerns? There are deterministic criteria that transmission planners use to identify unstable grid conditions.  At varying load levels, with significant grid contingencies, what happens? The deterministic analyses form the foundation for grading the concerns.  These should be complemented with probabilistic methods that consider various contingencies (load hitting certain levels within a relevant area, for example, or a specific mitigation measure being completed by a specific time, or successfully delivering a specific benefit), applying some intelligence, adding some realistic bias to forecasted results. The ISOs should consult with states on these probabilistic assessments to assure that they are consistent with government outlooks. Many scenarios can be examined. The grading system should be simple, but not so simple that it can be misused (green, yellow, red) – most likely a phrase or sentence that describes the degree of concern.


2. Developing transmission solutions: The concerns arising from the study would then go to ISO system planners and the local utilities to assess the most appropriate transmission facility solutions.  This effort would be completed for all concerns within three months. The process should be transparent so that there is opportunity to influence the proposals and so there is knowledge about why the proposals are the way they are, and it is also important that regulators support the reasonable costs of this process regardless of whether the transmission solution is used.

By October, there would be array of concerns, graded according severity with some time dimension (how soon until it’s really bad, based on forecasted load), and for each there would be a possible (not proposed) fix.

B. Grid Expansion Open Season: 
Request for Solutions and the Bidding Process:  

1.  Creating Requests for Solutions: The ISO would take this information and build Requests for Solutions around each one. The RFS would describe the problem, and the stock solution. It would say that this much money is available for other solutions, which are hereby requested. 


2. Who can respond? States could require local utilities to engage in these RFSs with demand options if their areas are affected, or states can stay silent – it is up to the state. Private sector bidders would presumably fill the gap, and their behavior could be evaluated over time to see if the utilities under direction from regulators have an essential role in proposing solutions. Utilities could propose to target local resources, and they could propose a rate design that provides incentives for the deployment of these reliability enhancing or congestion reducing resources (incentives would have to be cost-effective compared with benefits).

Other providers of services (ESCOs, aggregators, demand response aggregators) would have the ability to bid in separately or as a group (groupings might be preferred since it would help the evaluators deal with combination effects, but lone responders should be allowed because who knows what good idea will come in and from where?).

Solution proposals would be due by December.

C. Selecting Winning Proposals

Following the schedule set out here, by January of each year, the ISO will have an array of proposals addressing the concerns identified in the prior year’s needs assessment.  By March, it must choose. The Efficient Reliability Test is applied.
 I propose a “shared savings” approach. Selected projects would receive their bid cost plus a significant fraction(perhaps 50%) of the difference between the bid cost and the cost of the straw proposal. This would serve to equalize the profile of regulated and non-regulated proposers. Some method of commitment must follow to enable the selected proposals to count on a cash stream

By April, the ISO will have commitments for things to happen. Some of these will require permits, some will not.  Some will be more uncertain than others, these uncertainties having been included in the evaluation.  For those measures that require permits or other regulatory action, states may decide to weigh an ISO recommendation explicitly and favorably in its decision-making process, or not. As the ISO heads toward the end of the cycle, it models the system again, taking into account the probability that measures already committed (in this and prior cycles) will actually deliver as advertised.  The result will be done by the end of June.

The cycle repeats. Over time, the focus on solving grid concerns will become paramount, and all stakeholders will be able to see and evaluate the effort to address them. In this way, performance of the ISO and, if present, any partnering government entities, can be most effectively measured.

D. Variations to Consider That Recognize Value of Some Regional Governance

1. As the ISO is developing its assessment of system concerns for release in July, the state and the public can have a significant role.  The ISO can have public hearings with the objective of collecting insight into the future changes to the electric grid.  The states in the ISO can be meeting with the ISO to insert its insights and any of its modeling results into the process.

2. After the ISO develops its array of concerns, a group of states acting together in a formal way. For the purpose of giving this idea, call it the New England Power Coordinating Council. The NEPCC would take over and initiate and manage the process of soliciting and selecting mitigating measures.  The NEPCC would need a staff to perform this function. The cost of the NEPCC, as a structural part of wholesale markets and grid planning and expansion, would be paid for by ISO revenues. The ISO would accept the ratemaking outcomes of these selections. Since the group has no permitting power and could be constituted based on agreements with governors or PUCs, this would not require any change in state jurisdiction.

3. After the solutions are identified, an entity of states with some authority to bind the states (an inter-state compact, for example) rules on the solutions and commits utilities and others to executing them.  While somewhat satisfying in that it creates a hardwire authority to getting measures approved, it is just this scope of authority that makes this approach unlikely to gain the necessary legislative authorizations from all the states.

Discussion

Electric grid expansion is needed because the electric grid is always changing and the industry must maintain reliable service.  (We are not addressing investment that just replaces equipment at the end of its life.) 

The system operator is responsible for maintaining reliable bulk power service. Changes come from customers as they shift, increase or decrease their electric use.  Economic conditions can cause customers to appear or disappear completely. New generation and transmission facilities are commissioned each year.  New methods and new technologies can change the way some decisions are reached and render some options obsolete. New federal policy facilitates wholesale market competition. The resulting increase in power transactions demonstrate that new uses of the grid can create new demands on it, in this case, to support commerce.

Most change is not random.  Forecasts with due respect for margins of error, can capture likely outcomes. These forecasts provide a basis for judging that grid investment is not too little, at a cost of reliability, or too much, at a cost of dollars. Forecasts should also be able to focus as much on localized transmission-level needs as on system-wide or market-wide needs.

Some solutions to grid problems can be implemented quickly (peaking generation).  Others need a long lead time, either due to permitting (some transmission lines), or due to the slow acquisition rate inherent in the solution (energy efficiency). With a sufficient planning horizon, all possible mitigating solutions are available.  The solution menu is well known: “utility-side” measures include generation, transmission and other grid facilities; “demand-side” measures include energy efficiency, customer generation, demand responsiveness, and rate design. Some of these solutions can be precluded by the process that is used to evaluate them.

Who should be responsible for this process? Since the power grids and the markets they support are regional, it makes sense to look to actors with regional scope.  Just because the grid system operator may fill this bill does not make it inevitable that the ISO or RTO will have all of the responsibility. Perhaps government can and should take some responsibility to insert public policy preferences. Matching the skills and perspectives needed with the resources available should follow the adage, “form follows function.”

What should the process be like?  An important element is likely to be “transparency,” where the rationale for decisions is clear, and interested voices can be heard and considered before decisions are made. It is unlikely that a traditional “central planning” process will be right, but it is just as unlikely that a process without this perspective will be worthwhile.

How will preferred plans be implemented? How will the “right” investments occur? Without the vertically integrated utilities of the past, at least in parts of the country, and with the drive to independent system operators everywhere, the path to implementing any comprehensive plan is unclear. Possible approaches encounter barriers of coordination as well as the question of whether this sort of planning is consistent with a competitive wholesale market for power. Again, government has a role, at least in permitting needed facilities and in approving rates to fund those facilities, and perhaps other activities.

How will the preferred investments be paid for? Today, some solutions are routinely rolled into regulated wholesale rates, while others appear in regulated retail rates, and still others are borne by “at-risk” market participants. Because at least some of these investments will be paid for all consumers, the challenge is to devise a system that recognizes the hybrid nature of the solution set and assures that solutions borne by captive consumers are appropriate and not unnecessarily expensive or intrusive on the environment. Placing grid investment costs on the causers of the cost to promote least cost behavior has always been sound regulatory policy where it can be implemented successfully.

In sum, planning and implementing grid expansion for reliability should be efficient in process and in economic results, and it should not have the effect of biasing information on appropriate investments.  Rather, it should reveal to regulators and the market the sound course of action. Regulators, state and federal, will be asked to approve important elements of grid solutions in the form of tariffs and certificates.  The overall effects of the process should be to assure consumers that regulators are making sound decisions on “need,” and on what costs to include in rates. To be successful the process should become very stable and predictable.

The path forward does not start with a blank slate, so some effort will be necessary to determine how any significant improvements can be implemented without undue volatility or hardship.

This rest of this discussion expands on these discussion points.

Forecasting Need

System operators are operating the grid as it is right now. For most contingencies that may arise, operators know what to do to maintain reliable service to the distribution systems. 

Changes in the electric grid prompt a need to forecast how the grid will respond to these changes.  As changes accumulate, operators change their mitigating tactics.  If the grid changes enough, no tactics will be sufficient without additional investment to give the grid operator the safety margin they need.
 Clearly, the reliability objective means to maintain an appropriate safety margin at all times.

Changes to the grid can also create congestion that has no foreseeable reliability implication, but does have economic consequences. Forecasting penalties from congestion is also a valuable planning function.

Distinct changes in energy use arise, for example, from new construction, specific economic growth and decline in particular places, trends in the deployment of electric devices as their numbers and efficiency evolve. Grid changes also include new generators and new transmission facilities are added or subtracted from the grid. The grid operator applies standards for reliability performance consistent with the North American Electric Reliability Council that indicate situations where a deficiency exists or may exist. States, such as New York, may have distinct views on the standards for reliability, and have distinct forecasts, so their input would enrich the process.

The Solutions Menu

There are many resources that can be brought to bear on an electric grid concern.  For ease of discussion, they are divided here between ones deployed on the utility side of the meter, and ones deployed on the customer side.  The following is a basic list:

Customer Side
Energy Efficiency

Demand Response

Other Rate Design 

Generation

Storage (thermal, batteries)

Utility Side
New and up-rated Generation

Transmission Lines

Other Grid electronics (i.e. FACTS,                  Caps, PAR,…)

Storage (i.e. hydro, SMES)

Each of these resources has characteristics that make it suitable to address some grid concerns better than others. In addition, scalability, time to mobilize, probability of delay, influence on other grid facilities, compatibility with other resource options, cost, resource diversity, dependability when needed and persistence are all factors that affect the suitability of a resource to address a particular grid concern. In some states, statutes may indicate some preferences among options based on social priorities.

For these solutions to be deployed most efficiently, there should be no bias in the process of screening them, selecting them, or paying for them should be removed. Rather, there should be parity among them.

Responsibilities

The possible solutions to grid concerns are what they are, and their effects can be assessed with appropriate ranges to reflect professional differences of opinion.  The rest of this paper focuses on options for which some value judgments are required.  

The process of assigning the various responsibilities to steer investments to the most societally beneficial is burdened by two things, at least. Years of experience with monopoly industry planning have led to conflicting views of the merits of this planning.  This concern is heightened for advocates of competition, who are concerned about unduly influencing market participant decisions.  

The second burden relates to skill sets and perspectives.  The grid solution set reviewed previously requires a broad range of skills and perspectives to evaluate and compare these.  In an industry increasingly moving to corporate specialization, finding or assembling these skills in one place is not easy. ISOs do not proclaim to have these skills.
 Sharing and coordinating responsibilities among multiple parties is the most sensible outcome.  In this discussion, the functions of the work will drive the form to administer it.

The actors that have skills and resources valuable to this effort include:

The ISO – The primary skills for forecasting grid needs in New England are housed within ISO-New England. Information on new transmission and generation funnels through the ISO. In addition, the NEPOOL committee structure enables stakeholders to participate in ISO planning and decision-making activities. While the ISO has the regional perspective vital to successfully assessing regional grid concerns, the ISO staff has been assembled with a somewhat more narrow mission

Transmission utilities – This group has more detail on the interaction between the transmission system and the distribution system. They might be more sensitive to emerging local problems than the regional system operator. They would be valuable contributors to a process, but are unlikely candidates to have a leadership role due to their lack of regional scope and, perhaps, their proprietary business interests.

Distribution utilities – This group includes the transmission owning companies, plus many others. This group also lacks regional scope. They are a very good source of information about changes on the customer side of the meter.

State government – State governments are responsible for energy siting decisions now. Perhaps these public entities can do more. State governments are not all the same.  They are organized differently, and choose different priorities for their resources.  Given these differences, there are useful similarities that suggest a coordinated effort is possible.  What would they do? Officials of several states are considering this question now.  The Western Governors’ Association is considering creating an association among its member states through memoranda of understanding.  Under the WGA plan, the states would provide resources to assess the need for regional projects.  These findings would then be used by the individual states in their siting proceedings. A National Governors’ Association Task Force of state officials has also recommended an association among states, which they label, a “Multi-State Entity.” The MSE would maintain some planning capacity for its region, and would form regional teams to assess the need of a regional project. The Task Force also envisions memoranda of understanding, but is also investigating compacts, which could pre-empt some state functions. A key role of government involvement is to address for the industry and the system operator the public value judgments that are often integral to addressing grid needs.

There is no one entity in a position to take on the grid planning function.  The most likely workable structure places the ISO in the primary role.  The ISO process could be augmented, as discussed in the variations to the strategy (pg. 4).  Also, it could operate with states in an equally primary role.  The next section considers what a process might be, helping to sort out the roles of the ISO and government.

FERC’s role

FERC has been providing impetus to the evolution of wholesale markets toward competition.  What role does FERC have in regional planning and expansion?

FERC is articulating expectations for the system operators.  FERC has been consistent and increasingly clear through Order 888, Order 2000, and its current standard market design proposal. Planning and expansion are tasks that FERC has assigned to the system operator. FERC is also being increasingly clear that they expect demand side resources to be part of the solution set to grid problems.

The response of some system operators is that the comprehensive task of planning and expansion goes beyond the operating role they feel comfortable with.

The system operators will be making proposals to FERC in as they seek approval as an Regional Transmission Organization, consistent with the criteria laid out in FERC Order 2000. FERC will have to consider whether the processes put in place by the system operators for planning and expansion are in line with FERC expectations.

FERC approves wholesale rates for system operator and transmission company tariffs. FERC should assure that assets flowing into these rates have been procured in a manner consistent with the process discussed in this paper.

The Planning Process

ISO-NE operates its Regional Transmission Expansion Planning process (RTEP).  The RTEP is “intended to elicit from the marketplace solutions to the identified problems, which solutions may include generation plants and demand-side management, as well as elective and merchant transmission projects.”
 The RTEP process has been open to participation from market participants, government and the public. Though the process can be burdensome, participation must become part of doing business for key stakeholders.

The RTEP process represents significant progress in the way regional grid concerns are assessed. At this point, it appears that demand side resources that cannot be controlled by the system operator are not fully considered, though investments of this kind do avoid grid problems.  It is appropriate to think of the discussion prompted by this report as constructive input to the ISO concerning the RTEP process, as well as a vehicle to think about other ways of going about regional grid planning.

The process and the entity in charge of it should have a market-wide scope.

The process through its structure should assure parity among the resources that can solve grid problems.

The horizon of the planning process should identify indications of needs before they become urgent, and enable all resources, including those that may have long lead times (transmission lines) or slow deployment rates (energy efficiency) to be effective in addressing the need. The horizon should be consistent with the capabilities of forecasting. Seven years is a reasonable horizon.

Public policy objectives should factor into the process, along with the grid needs. Matters such as fuel diversity, land use, and eliminating some technically feasible but socially unacceptable options are important to making the process efficient.
 The ISO should not take on itself the task of making fundamental public policy judgments (though they should be able to interpret judgments already made). The most obvious way for this to occur is for states to be active and structural participants in the regional planning process. There will be staffing and financial resource implications for states to participate as partners in a regional grid planning effort. The precise nature and effect of this participation would need to be resolved in discussions.

While final responsibility should remain with the ISO, a structural role for states in the planning process is recommended.

The process will identify grid congestion.  Only congestion with reliability implications should lead to the resource selection. The process will also identify sources of losses. To attract the most effective solutions, it is important that the definition of need be clear and precise.

Some congestion has purely commercial implications. A sub-region may have sufficient generation, but more economical generation may be inaccessible due to transmission congestion. In these cases, market participants may propose ways to mitigate the congestion that earn a competitive return.  Regulatory intervention may be required (perhaps through assignment of congestion rights by the system operator) only to assure that the benefits created by mitigating commercial congestion flow to the participants making the investment. In cases where congestion remedies cost too much in comparison with the benefit, there is no reason to encourage a remedial action.

Planners identify needs or indications of emerging needs, and they consider resources to address them. Planners need decision criteria, which are likely to be a mix of technical and social concerns. Ultimately, a plan that best solves the grid concerns can result.

The process should enable market solutions. All information about the process should be available to all market participants and regulators. This is more fully developed in the next section.

Because it is not realistic to expect those with the regional planning responsibility to know all that there is to know about all the possible grid solutions, it makes sense to engage the market to offer the best solutions.  After articulating the system need, the ISO or some other regional planner would organize an “open season” process to attract grid solutions. Winners would be eligible for compensation through wholesale rates, a very attractive incentive.
  

The criteria for judging these projects are important.  Among them would likely be: ability to address the need; cost; probability of implementation; security of funding sources; timing of implementation; affect on other market participants.

The process should be replicated annually or sufficiently often to identify changes and new needs and indications of needs of the grid. This annual approach can also reassess prior year decisions that are not fully implemented or committed.

As concerns are identified, communication with the public should produce awareness that something needs to be done in the public interest, and should invite the public to participate in the discussion on what will be done. If the public process follows the decision, it is just public relations.

An important reason for the process described here is to improve the effectiveness of transmission siting. It may or may not produce more transmission, but it should produce a higher percentage of timely certifications. The process should provide credible evidence to regulators and to the public supporting remedies selected. If the process can assure observers that all resources have been considered and, if appropriate, deployed, before a siting authority issues an order to permit a transmission line, the order will garner more acceptance by an often-skeptical public.

Is any planning process appropriate?

The competitive wholesale electric market is maturing in New England and elsewhere.

Some believe that there must be some way to manage the resource investment process in order to assure that consumers are getting the reliability they need for a reasonable cost. Others take the opposite view.  They believe that market participants and ISO market rules should produce market behavior that leads to efficient deployment of capital. From this perspective, any “selection” process unduly interferes with competitive behavior.

A system planning process in New England is already underway, the RTEP process.  Its purpose is generally accepted as valid. As has been discussed, however, demand side resources are not given the same attention as utility side resources in the RTEP.

Even with changes that would enable demand resources to be fully recognized in the process, some screen is required to determine what projects are rolled into the system-wide rates, and whether a project’s cost should be assigned to a sub-region, or left to earn competitive-based revenues (though even this category may receive some congestion rights from the system operator). Because of the vital nature of the grid, it is inescapable that some regulatory-oriented central planning decision-making will be a valid function.  It remains, then to sharpen the vision defining this function, and to develop the right form to house that function.

Implementation

How shall the best remedies for grid problems be selected? And once they are selected, how will these measures be implemented?

The RTEP, with modest improvements, should be excellent at identifying grid needs, and evaluating some remedies.  But given the operations focus of the ISO and with emerging resource markets, innovative solutions, rapidly changing costs of technologies, and complicated risk assessment, it is unlikely that the ISO itself will be good at choosing the soundest remedies.

The ISO may take the process further than just identifying needs by designing a straw solution using generic utility side resources to bound the remedy costs. This is essentially happening today with the assistance of the Transmission Expansion Advisory Committee of ISO-New England. The challenge is to use this competent analysis of prospective transmission solutions as a way to stimulate a market-based solution to the problem.

A competitive process supervised by the ISO, or by a regional process including government,
 informed by the transparent planning process (and the straw solution, if available) and designed to attract the most effective remedies from among the full range of solutions is most likely to attract vital resources, especially if the process is implemented regularly.
 The competitive process may be thought of as an “open season” to all resource providers to make proposals, including costs, to meet the presently identified grid needs.
 The process should be as “open” as possible. In this way long term and short term actions can be evaluated in a consistent way and the ISO can select those that most efficiently remedy grid needs. All projects selected would be eligible for financial support, as discussed earlier.

Calling on the many resource of the market to provide solutions, the probability that the best solution is surfaced and chosen is maximized. The skills of the system operator staff are not stretched beyond their limits.

Any of the resources, demand and supply, could qualify for reliability-based socialization cost recovery.  For energy efficiency, this added revenue could be dedicated to more aggressive marketing of existing programs, or to the deployment of a broader range of programs, including programs that are cost-effective based on the higher locational marginal cost revealed by the planning process.

Opportunities to improve performance of power markets and reduce economic congestion may be identified in this process.  These would not lead to solicitations by the ISO. Market participants would have the opportunity to use the information to advance “at risk” or merchant projects on their own. Congestion rights may be appropriate to encourage economic solutions.

Paying For Needed Investments in the Grid

Transmission costs are a significant part of electric rates.
 These costs are imposed on all customers through regulation. It is important that least cost-principles apply as the grid accrues new transmission costs. One implication of such a policy is to encourage utilities and others with grid management responsibility to procure the low cost resources from among the full menu, as presented earlier.

To the degree the reliability burden or the cost of mitigable losses is a burden on the whole region, the cost of cost-effective solutions should be uplifted to be paid by all consumers in the region.

Otherwise, the cost of mitigating a grid problem should fall on the customers or market participants that cause the need in the first place, or who will most benefit from ameliorating the problem. This is consistent with locational-based marginal cost pricing.

When a reliability need is being addressed, the cost of selected remedies, whatever they are, should be recovered in the same way, whether by uplift for needs of a market-wide nature, or by congestion rents for distinctly localized needs.
 Asymmetric cost recovery risks will not promote parity among competitive resources. This feature should be included in ISO tariffs approved by the FERC.

Legacy and Transition Issues

Changing any system that is so important, that governs so much money, and that relies on so much embedded investment and investment capital is hard, and change is unlikely to happen quickly.  Yet the need to resolve uncertainties in how the grid will be improved to respond to increasing demands is becoming urgent.

In New England, the RTEP process has identified sub-regions where reliability margins are shrinking to levels of increasing concern. In a situation where transmission solutions are offered as a grid problem becomes significant, the process is biased.  It is difficult to avoid the transmission solution, since other, long-lead time or more creative solutions, are precluded by the urgency of the problem.

New England stakeholders may have to divide their attention in two ways.  On the one hand, make the best of solving today’s problems.  This may still allow for significant use of alternatives to transmission, and use of many of the ideas in this paper, but it may not allow a deliberate or precise consideration of them, nor might it be able to assure the public that everything that could have been done to avoid or defer the transmission solution was actually done. There may be compromises. Regulators should not hold the general population responsible for failures to address current problems. 

On the other hand, stakeholders can focus on a date three or five years in the future when the historic approach will be replaced by a new resource planning and acquisition process, one in which the state have had time to fully commit to participating to the degree that is most constructive and effective.

It is not the suggestion here that there be any change in the way existing facilities are compensated for their service to the grid. Upgrades to existing facilities (replacing or overbuilding 345 kV in a 115 kV right-of-way, for example), however, should be subject to the process suggestions here.

� This paper draws on work from NECPUC staff, Larry DeWitt, and Richard Cowart.  The presentation here, however, is the responsibility of the writer


� One the one hand, cost allocation can be an issue separate from this process.  This process just identifies grid concerns and decides the best things to do about them. On the other hand, unless there is knowledge about the cost allocation method, the process may lack wide-acceptance.  Cost allocation is likely to affect the outcomes selected.





� The Efficient Reliability Test is developed in Efficient Reliability: The Critical Role of Demand-Side Resources in Power Systems and Markets, Richard Cowart, June 2001. The efficient reliability test allows for socialization of grid expansion investments if all resources were considered in parity, and a transparent solicitation process was used to attract the prospective solutions.





� Improved control and communication methods may reduce the necessary margin for error.


� This paper does not focus on these solutions.  Other papers prepared in NEDRI have taken some of this responsibility.  The solutions are listed to show the range.


� This paper refers to the ISO.  Typically, this refers directly to ISO-New England.  The term RTO or ITP is not used for no other reason than consistency.


� Information on WGA and NGA proposals are on their respective web sites.


� The Efficient Reliability Standard is one prominent articulation of how to do this.


� ISO-New England 2001 Regional Transmission Plan – The plan covers a five year horizon.


� While not a substantive observation, the symbolic nature of the name, Regional Transmission Expansion Planning process suggests a point of view on the likely outcomes of the effort.


� The most recent plan, the ISO-New England 2002 Regional Transmission Plan, identifies an emergent concern in Northwest Vermont, “which faces reliability problems due to weak links with the main transmission system and the lack of power plants in the area. The condition is expected to worsen with continued load growth.” Yet Vermont planners have been aware of this emerging problem for several years, enabling broad discussion locally with stakeholders about what can be done. It is this sort of notice that the regional process should provide in all cases.


� Public policy judgments in some areas will be controversial. But there may be areas most stakeholders agree on, for example limiting new large inefficient combustion sources in non-attainment areas.


� It is also important to identify congestion produced by market trading behavior in the market monitoring process.


� It may be that the transmission proposals themselves may become sharper and more cost-effective if it becomes routine for them to be compared with other alternatives, as described here.


� The prospective merger between the ISOs in New York and New England creates the potential for planning synergies.


� The most recent idea along these lines is featured in a recent National Governors’ Association report, Interstate Strategies for Transmission Planning and Expansion, July 2002. This concept includes multi-state consideration of transmission siting proposals to improve inter-state cooperation for regional projects.


� Distribution companies would likely have promising grid options within their jurisdiction, especially on the consumer side of the meter, and could promote these options and seek to have these options selected.  These stakeholders may be reluctant to propose these options if regulatory incentives persist that link throughput with profits.


� This term is borrowed from natural gas pipeline siting regulation. It refers to the process of multiple commercial interests, having identified a market need, being told by the regulator, FERC in that case, to present comprehensive proposals to address the need. Based on the proposals and other evidence, FERC would decide which proposals should be permitted.


� A controversy is whether selected alternatives to the straw proposal should receive the amount bid, the cost of the straw proposal, or something in between. This is the sort of matter that is the subject of negotiation, but the writer’s view is that a shared savings approach promotes the most constructive market response.  Policymakers should also remember that the cost to develop the straw proposal, a very important activity to achieving the right result, should deemed be a legitimate and recoverable expense, subject to the normal rules of cost recovery.


� A further dividend of deploying non-transmission solutions is to delay what may be an inevitable transmission upgrade to a future time when technology may offer new options.  These options might be cheaper, more targeted at the problem, and perhaps less environmentally intrusive.


� Though not as overwhelming a fraction as generation, transmission costs represent 7-10% of total electric costs.


� Tight pools, like NEPOOL, have typically socialized transmission costs not associated with generator interconnection.  A current example in Vermont related to a system problem identified in the 2002 RTEP report demonstrates the limitations to this approach.  As roughly 5% of New England load, Vermont regulators have a powerful incentive to approve a transmission solution, the cost of which would be socialized across New England, with Vermont paying its 5% share, even if superior options of lower total cost are available, if the cost of these superior solutions would be paid for by Vermont only.


� Use of voltage criteria (for example, all 345 kV and above) to determine which facilities costs should be socialized is likely to violate these standards.


� This piece does not address the criteria to socialize grid reliability costs, as opposed to allocating costs to the grid users in an area found to be causing a reliability problem.
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