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1. Introduction

The Market Surveillance Panel (MSP) issued its report entitled Constrained Off Payments and other Issues in the Management of Congestion on July 3, 2003.  One of the issues addressed in the MSP’s report was transmission planning for market efficiency and competition.  The Panel indicated that constraints on the transmission system were resulting in significant congestion payments, were hindering market efficiency and were limiting competition. The MSP concluded that the amount of congestion payments associated with transmission constraints left room for considerable efficiency gains.

The MSP pointed out that there was a lack of information necessary to trigger new transmission investment.  The planning process and the role of the major players also required clarification.  The accountability for assessing and comparing costs and benefits of new transmission projects geared to reducing congestion needed to be determined.

The MSP recommended that the Independent Electricity Market Operator (IMO), Hydro One, other interested transmitters and the Ontario Energy Board (OEB) form a working group to address the transmission planning issues identified in its report.
   The working group was to develop a Memorandum of Understanding (MoU) that set out appropriate roles and responsibilities for the IMO, transmitters, and the OEB in facilitating transmission planning and the approval of projects aimed at enhancing efficiency in the context of a competitive marketplace.  The MoU was also to identify any necessary changes to market rules, statutory authorities and resources required to ensure that appropriate planning processes are in place.

A working group consisting of senior staff from the IMO, Hydro One, Great Lakes Power and the OEB (the Working Group) was formed in September 2003.  Terms of Reference were developed and a work plan put in place to address the transmission planning and approval issues raised in the MSP report.  These have resulted in the Working Group’s Report and Recommendations which has been developed for stakeholder review and comment.  Following this review the Working Group will consider any suggested changes proposed by stakeholders and make the necessary amendments before it is brought forward for adoption by the respective Boards of the Working Group participants.  

2. Scope

Transmission can provide or enable a wide range of public interest benefits including:

· Increased reliability of delivery

· Improved market efficiency through relieving congestion and potentially reducing market power  

· Improved security of supply

· Better assurance of adequacy of supply

· Emergency support and sharing of reserves/ancillaries

· Improved diversity of supply

· Access to cleaner power

This study is focused on the processes and accountabilities for:

· Ensuring that the public interest benefits of market efficiency improvements associated with potential new transmission facilities are effectively considered in determining whether such projects go forward 

· identifying, assessing and deciding on a reasonable expected value for the market efficiency improvements resulting from transmission enhancements

In most cases, market efficiency improvements will be only one component of the overall sources of value.  Others, such as those listed above will need to be considered in determining whether a particular project results in sufficient benefits to warrant approval.

The Working Group recognizes the importance of outage planning as part of the efforts to improve transmission efficiency within the Province.  Outage planning has not been addressed as part of this report however as the issues involve a broader range of  stakeholders that must be directly involved in efforts relating to outage planning.   The Market Operations Stakeholder Committee is making progress on this issue and should be encouraged to conclude their work and report on progress. 
3. Current Roles and Responsibilities in the Transmission Planning and Approval Process
The Independent Market Operator 

The objects of the IMO, as set forth in the Electricity Competition Act, include the following requirements: 

· to direct the operations and maintain the reliability of the IMO-controlled grid; 

· to collect and provide to the public information relating to the current and future electricity needs of Ontario and the capacity of the integrated power system to meet those needs.

The IMO has the authority to establish policies, standards, criteria and guidelines for reliability purposes.   The IMO also has the responsibility for inter-regional co-ordination of planning studies and participates on various task forces involving other jurisdictions.

Consistent with these requirements, the IMO forecasts the demand for electricity in the province and carries out assessments to determine whether the existing and proposed generation and transmission facilities are adequate to meet Ontario's needs. The results of these assessments are published in an annual 10-Year Outlook and a quarterly 18-Month Outlook. 

The 10-Year Outlook identifies where additional generation, transmission, or demand management resources are required to maintain the reliability of the system. It also identifies opportunities for the expansion of the transmission system that will allow resources connected to the transmission system to be used more effectively.

Anyone planning to construct a new or modified connection to the IMO-controlled grid must apply to the IMO for inclusion in the Connection Assessment and Approval (CAA) process. The CAA process allows the IMO to assess the impact of new or modified connections on the reliability of the integrated power system.  If system upgrades are required, the IMO ensures those upgrades are completed before a party can participate in the IMO-administered markets.

Where voluntary solutions are forthcoming to meet the needs identified in the 10-Year Outlook, the IMO assesses them through the CAA process.  If voluntary solutions are not forthcoming, the IMO can direct the relevant transmitter to prepare a detailed proposal for the required transmission system enhancement for submission to the OEB and other governmental agencies having authority to approve the proposal.

The existing Market Rules contain a provision that allows the IMO to identify an adverse condition on the IMO-controlled grid that does not require action within the current annual planning period.  Where the IMO determines that a transmission system investment could be made to reduce or eliminate the adverse condition at a cost lower than the costs associated or expected to be associated with the adverse condition, the IMO shall notify the OEB of its determination, including its assessment of the options that may be available for market participants to remove or alleviate the adverse condition. 

The Transmitter

Transmitters are responsible for undertaking comprehensive planning for expansion, reinforcement and maintenance of their transmission network to meet the needs identified by the IMO, the requirements of the Transmission System Code and the public interest in general.  This is accomplished by developing coordinated transmission system plans and by identifying specific projects which best satisfy market and reliability needs in a cost-effective manner.  Transmitters identify the new transmission facilities that are required to provide the best transmission solution in serving customers, ensuring reliability and improving market efficiency.
The transmitters are required to carry out a Customer Impact Assessment (CIA) review, which is run concurrently with the IMO’s CAA process.  The outcome of the transmitters’ CIA process is an assessment of the potential impacts on transmission customers of a new generation and/or load connection to the transmitter’s transmission system. 

A transmitter is responsible for obtaining all necessary approvals required to construct new facilities.  They are the applicant for any regulatory approvals required before the OEB including leave to construct and rate approvals.  The transmitter also secures all environmental, land and permit requirements prior to construction.

The Ontario Energy Board

The OEB regulates transmitters operating in the Province through its approval processes for leave to construct, the setting of rates and licensing.  There are two objectives in the OEB Act which relate to transmission facilities developed for market efficiency purposes.  These objectives are:

i. To promote economic efficiency in the generation, transmission and distribution of electricity.


ii.
To protect the interests of consumers with respect to prices and the reliability and quality of electricity service.

Proposed transmission lines over 50 kilovolts and greater than 2 kilometers in length require approval under the OEB’s leave to construct requirements.  The OEB’s filing requirements for leave to construct describes the information that is to be included in a transmitter application to the Board.  It is expected that the applicant will file evidence on: the need for new facilities; the impact of those facilities on the price, availability and quality of service; as well as right-of-way matters.  The Board also expects that all environmental assessment requirements and the IMO’s CAA process are completed before consideration be given to the leave to construct application.

The OEB examines the need and the economic impacts of any new transmission facilities that requires approval.  In considering the need the Board relies on a review of market demand conditions, the impacts on reliability of the system, security of supply issues as well as any safety requirements which may support the need for a project.  Examination of the economic impacts would include a cost/benefit analysis
, the rate impacts on customers and potential impacts on commodity prices.

The OEB approves transmission rates for all transmitters operating in the Province. The transmission rates are used to charge for the delivery of bulk electricity to the LDCs and directly connected industrial customers.  The rate review process includes consideration of the transmitter’s assets to be included in rate base on which the transmitters earn an allowed return.  The transmitter would be expected to file evidence on their capital expenditures in rate cases including budgeted amounts for expansion, reinforcement and replacements of facilities.   The frequency of rate reviews depends on the rate setting methodology and/or need for reviews.

Leave to construct applications and rate applications require a public hearing before the OEB.  Interested parties have the right to seek information from an applicant and to make submissions before the Board.   The review of rate applications and the review of leave to construct applications for new transmission facilities are not coincident.  Board approval for leave to construct projects does not automatically mean the inclusion of the project costs in the transmitters’ rate base.
The OEB licenses all market participants in the electricity sector, including transmitters and the IMO.  Licenced transmitters are required to comply with all applicable Market Rules set by the IMO.  The Board may also require the transmitter to expand or reinforce its transmission system if the Board is aware of a situation in which there is a threat to security, reliability or integrity of the system.

4. Planning and Approval Principles

The Working Group determined that a set of planning principles was necessary to help in developing recommendations on changes to the transmission planning and approval process.  Three principles were identified as having significance in directing the Group’s efforts; the availability of information; coordinated transmission planning; and regulatory certainty.   Each of these principles are described below: 

i. 
Availability of Information

Principle:
Information that allows identification and assessment  of potential market efficiency benefits, of  transmission projects and other possible solutions, must be made available to market participants on a transparent and timely basis.

Further, information related to the assessment of efficiency benefits of various transmission projects and other solutions must be in the public domain in order to allow for  the advancement of the widest possible range of alternative solutions to an identified efficiency issue.

When this principle conflicts with confidentiality provisions of the market rules, either the market rule provisions must be amended, or the information must be developed in such as way that efficiency issues can be analysed while preserving market participant confidentiality.

ii.
Coordinated Transmission Planning   

Principle: Cooperation is required among the transmitters and the IMO who between them have the responsibility, the information and the capability necessary to ensure that potential transmission solutions to market efficiency issues are identified and assessed, and implemented where appropriate. 

iii. 
Regulatory Certainty

Principle: An effective and efficient regulatory review and approval process must be in place for transmission expenditures geared to market efficiency solutions.

5. Proposed Changes to the Transmission Planning and Approval Process

The Working Group’s proposals with respect to the transmission planning and approval process are addressed in three distinct parts; 

1. providing market information

2. transmission planning and

3. regulatory approvals 

Market Information

Current and potential congestion costs related to specific interfaces are key elements of the information required to undertake transmission planning geared to enhancing market efficiency.  This information would include:

· the timing and amount of congestion (identified by the constrained interface suitably aggregated for confidentiality purposes)

· the cost of congestion

The IMO should play a key role in developing information on congestion which is reasonable given future uncertainties and acceptable to market participants, and which results in information the OEB can rely on as evidence in reviewing transmission projects with market efficiency benefits.  Actions which should be considered include:

· the IMO making available relevant information on congestion from several sources such as Congestion Management Settlement Credits (CMSC) payments, shadow prices, and simulation modelling.

· The IMO refining its current congestion costing methodology to improve the quality and/or relevance of information related to market efficiency (for example in the case of CMSC data).
· Licensed transmitters making available study results subject to regulatory and market information requirements.

In regard to all of the above, the IMO should establish a forum for stakeholder input (similar to the IMO’s Forecast and Assessment Subcommittee)
 oriented to helping determine how current and future costs of congestion are to be determined.

The market information must be publicly available in order to provide transparency for all market participants to use to facilitate solutions in order to reduce congestion.

Transmission Planning 

Transmission represents essential public infrastructure.  A key priority for the Province is to ensure that its transmission system supports reliable, efficient, safe, and environmentally responsible electricity supply. 
The IMO will be accountable for producing an overall resource plan annually for the next ten years. This plan will identify the need for generation, transmission or demand management resources that are required to maintain the reliability of the IMO-controlled grid. It will also identify opportunities for the expansion of the transmission system that will allow resources connected to the transmission system to be used more effectively.

Transmitters will be accountable for planning, developing, maintaining and operating their transmission systems to meet the Province’s needs, including addressing opportunities for improvements in market efficiency.  This accountability will include, but not be limited to, ensuring that Transmitters’ plans are consistent with the resource plan produced by the IMO.  
Licensed transmitters shall produce a 10 year Transmission Expansion Plan which will address all potentially beneficial transmission enhancements to their systems.  Transmitters should work together with the IMO to coordinate their plans into an overall 10 year plan for the province’s integrated grid.  This will include those projects which help ensure competitive electricity prices by relieving constraints and congestion, reducing losses, and providing economic new generation (including imports) with open and non-discriminatory access to the market.
As part of this responsibility, Hydro One and other transmitters will respond to any situations where the IMO identifies the potential for market efficiency benefits.

Information on the timing, amount and cost of congestion is required to allow evaluation of the potential benefits associated with transmission solutions.   The data will help determine the scope of transmission solutions as well as contribute to choosing the best alternative given the overall public interest benefits.  
Transmission planning should be supported by continuing working relationships and information transfer between the IMO, transmitters and market participants on the economic impacts related to congestion. 

Regulatory Approvals

The transmitter is responsible for obtaining all regulatory approvals required to construct any proposed facilities.  This would include Environmental Assessment Act approvals, leave to construct from the OEB, system impact assessment from the IMO and any other permits related to the construction and operation of a new facility.

Only those projects which require leave to construct would be filed for individual approval by the OEB.  Such applications will include the transmitter’s evaluation of the market efficiency benefits of the project, as well as a review of that evaluation prepared by the IMO.

The effectiveness of identifying and assessing transmission projects that benefit market efficiency can be improved by establishing, to the extent possible, an approved framework for the identification of benefits associated with transmission projects.  In particular, the OEB can as part of its Filing Requirements for Electricity Transmission Facilities Applications, include factors to be considered in evaluating the market efficiency benefits of new transmission projects.  

Projects requiring leave to construct could be accompanied by an application to include the project costs in the transmitter’s regulated rate base.  In such cases, a panel of the Board could approve both the leave to construct application and inclusion of the project costs in the rate base.
   For projects not requiring leave to construct, rate relief would have to be sought by the transmitter as part of its rate review application.

All station work and transmission lines under 2 km are exempt under the OEB Act.  The transmitter could proceed with these projects upon obtaining the necessary approvals from the other agencies. 

The OEB will take into account alternative solutions to reducing congestion that are credible and brought to the Board’s attention in a timely fashion.  Generation and demand reduction proposals would have to be at an advanced stage of development to be considered a viable alternative to transmission solutions.  The Board’s jurisdiction is limited to transmission approvals under Section 92 of the OEB Act.  Alternative solutions would be considered as part of the Board’s review of transmission projects.

The OEB can increase regulatory certainty by:

· providing assurance to transmission applicants that the economic benefits associated with market efficiency improvements are reasonable grounds to support the need for such expenditures;

· including in the Filing Requirements for Electricity Transmission Facilities Applications, factors to be considered in evaluating the market efficiency benefits of new transmission projects;
· ensuring that timely decisions are made on Leave to Construct applications; and  

· reviewing and providing assurance on the rate treatment of proposed expenditures on transmission projects with market efficiency benefits as part of the leave to construct approval process subject to a review of actual expenditures upon completion of the project.   

6.
Recommendations

Providing Market Information

1. The IMO will produce an overall resource plan annually for the next ten years. This plan will identify the need for generation, transmission or demand management resources that are required to maintain the reliability of the IMO-controlled grid. It will also identify opportunities for the expansion of the transmission system that will allow resources connected to the transmission system to be used more effectively. As part of this plan, the IMO will annually forecast the amount, timing and cost of congestion on all transmission interfaces with significant congestion for the next 10 years.   The forecasts will address the uncertainty in potential congestion costs and provide insight into the potential value of solutions which reduce or eliminate the congestion. The results of transmission congestion assessments will be published and market participants will be invited to propose solutions.

2. The IMO will annually provide data and assumptions for use by market participants in performing cost and benefit analyses of proposed projects. Data shall include nominal market price forecasts based on standardized assumptions, load forecast data, transmission and generation expansion scenarios, and other relevant information.

Transmission Planning

3. The transmitter shall review the IMO data on congestion as part of its ongoing planning function.

4. The transmitter may develop a range of transmission solutions that will address opportunities to improve market efficiency, including those identified through the IMO data and reports on congestion.  This accountability will include, but not be limited to, ensuring that Transmitters’ plans are consistent with the resource plan produced by the IMO.
5. Transmitters will perform cost/benefit analyses to determine if a transmission system investment could be made to reduce or eliminate transmission congestion at a cost lower than the costs associated, or expected to be associated with the congestion.
6. Transmitters will annually produce 10 year Transmission Expansion Plans for their systems, including projects that connect to the systems of other transmitters.  This accountability will include, but not be limited to, ensuring that Transmitters’ plans are consistent with the resource plan produced by the IMO.  Transmitters should work together with the IMO to coordinate their plans into an overall 10 year plan for the provinces grid. 
7. The IMO shall assess the solutions to transmission adequacy and congestion concerns proposed by market participants. This assessment shall include the effectiveness of the proposed solution in addressing the identified concern(s) and a validation of the market efficiency benefits presented by market participants in support of proposed projects.  For projects with market efficiency benefits, the IMO shall prepare a review of the transmitter’s evaluation of market efficiency benefits for use by the OEB in leave to construct and rate review proceedings.

8. The IMO shall annually publish its assessment of proposed projects.
9. The transmitters shall identify specific cost-effective transmission projects in response to the needs identified by the IMO, develop detailed evidence and obtain all necessary regulatory approvals. 

10. To the extent permitted by the Market Rules, if the IMO deems that voluntary solutions to significant transmission congestion concerns are not, or will not, be forthcoming in a timely manner, the IMO shall direct the relevant transmitter to prepare an assessment of the cost of potential upgrades.  If this assessment indicates that a transmission system investment could be made to reduce or eliminate transmission congestion at a cost lower than the costs associated or expected to be associated with the congestion, the transmitter shall prepare a detailed proposal for the required upgrades for submission to the OEB and other governmental agencies having authority to approve the proposal, in the form of an application for approval of the enhancement.
11. The Working Group recognizes the importance of outage planning as part of the efforts to improve transmission efficiency within the Province.  However, since the issues involve a broader range of stakeholders that must be directly involved in such planning efforts, the Working Group recommends that the Outage Planning Sub-Committee of the Market Operations Stakeholder Committee continue to address these issues.
Regulatory Approvals

12. The transmitter shall be the applicant for all necessary approvals required to construct new, or upgrade existing, transmission facilities.

13. The IMO shall participate in regulatory proceedings involving proposed changes to the transmission system or other transmission planning matters.

14. The OEB shall revise its Filing Requirements for Electricity Transmission Facilities Applications to include consideration of the economic benefits associated with improved market efficiency.  The Filing Requirements shall also list factors to be considered in evaluating those market efficiency benefits.

15. The OEB shall ensure that timely decisions are made on Leave to Construct applications.

16. Upon application, the OEB shall decide on the rate treatment of facilities expenditures as part of the leave to construct approval process subject to a review of actual expenditures upon completion of the project. 

17.   
The implementation of the recommendations put forward by the Working Group will trigger the need for additional resources in the development, publication and evaluation of data required to undertake market efficiency projects.  These resource requirements must be recognized and allocated in order to achieve the goal of enhancing market efficiency.


7.
Next Steps

1.
Provide the draft Report and Recommendations of the Working Group to each of the Board’s represented by the Working Group.

2. Publish the draft Report and Recommendations of the Working Group for comment by interested market participants.

3. Make the necessary changes to the draft Report and Recommendations based on the comments received from interested market participants.

4.
Seek adoption of the Recommendations by each of the respective Board’s represented by the Working Group.

Appendix I

Recommendation of the Market Surveillance Panel:

The MSP recommends that the IMO, Hydro One, other interested licensed transmitters and the OEB each assign a small number of knowledgeable staff who, working together under the leadership of the OEB, will develop a Memorandum of Understanding that sets out appropriate roles and accountabilities for the IMO, Hydro One and OEB in facilitating transmission planning and the approval of projects aimed at enhancing efficiency in the context of a competitive marketplace,  The MOU should also identify any changes to market rules, statutory authorities and resources necessary to allow appropriate planning processes to take place.  The participants should work to a timeframe that provides for a draft memorandum to be submitted to the Boards of the three organizations by end December 2003.  If the Boards concur, the MOU should then be published for comment by market participants before being formally adopted by the Boards.  If appropriate, the MOU can also consider outage planning and coordination, otherwise a related working group with different membership could be struck to review this issue.

Appendix II

Review of Transmission Planning in Other Jurisdictions 

Introduction
It is important to keep in mind when reviewing economic transmission planning proposals from the northeast Independent System Operators (ISOs) that they have been largely driven by the policy agenda set out by the Federal Energy Regulatory Commission (FERC) in its Order 2000 and its Notice of Proposed Rulemaking for Standard Market Design (the SMD NOPR).  These documents advance a vision of an electricity market that relies primarily on market forces to provide the investments needed to advance efficiency and reliability, and to compare transmission solutions with generation and demand side management alternatives.  Some of the features of the Standard Market Design - in particular locational marginal pricing and financial transmission rights as a means of rewarding merchant transmission investments - would be essential to the gearing of market forces to these tasks.

Consequently the northeast ISOs’ proposals attempt to leave as much scope as possible for privately advanced and funded solutions to transmission congestion issues.  In the New England case, all possible upgrade projects are classified into a variety of different groups some of which would be eligible for socialized funding via rates and others which must be financed by market participants privately.  This process has the virtue of up-front transparency in that a proponent could, by examining the criteria for the classifications, quickly estimate whether a project would be eligible or not.  The Pennsylvania New Jersey Maryland Interconnection Inc. (PJM) proposal operates as a survival test - only if a proposal pass through a lengthy sequence of tests will it be eligible for inclusion in the Regional Transmission Expansion Plan and be financed by rates.

By contrast the effort made in this document to clarify the transmission planning process in Ontario and update it to better handle congestion issues has a much more limited scope.  Ontario does not have all of the ingredients of the Standard Market Design in place yet, nor is there any certainty that SMD will be implemented in Ontario in the foreseeable future.  In fact, there is substantial uncertainty about whether it will be implemented broadly in the United States and it is not being implemented in other Canadian provinces at this time.  Therefore, it would be premature to rely on market based transmission to address market efficiency opportunities in the Ontario context.

While this document in no way wishes to frustrate market driven solutions to transmission congestion issues, its operating assumption is that economic transmission upgrades with market efficiency benefits will be considered for rate relief given that improvements in market efficiency are in the public interest, and given that many projects providing such improvements will also have other public interest benefits. With these caveats in mind we can proceed to review other jurisdictions proposals in a little more detail.

ISO-NE Planning Policy
On July 31, 2003 the New England Power Pool (NEPOOL) and ISO-NE jointly filed a detailed proposal for transmission cost allocation in New England.  The proposal is the result of 3 years work by stakeholder working groups.  Early in the process stakeholders had agreed to six principles that would guide the development of a cost allocation methodology:

1) Consider the multiple benefits of the facility over its life

2) Encourage proper investment

3) Send appropriate price signals relative to FERC’s Standard Market Design (SMD) market

4) Be perceived as fair and equitable to transmission customers

5) Provide price certainty to investors and customers

6) Provide for ease of implementation

A range of possibilities was considered as to how to classify types of transmission upgrades and how to fund upgrades in each type.  Two funding options were settled on: “participant funding” (the beneficiary or cost causer pays); or “regional cost support” (the project is rolled up into rate base and is eligible to earn regulated rates).

NEPOOL and ISO-NE recommend participant funding for:

1) Elective Transmission Upgrades (ETU - outside of the Regional Transmission Expansion Plan)

2) Generator Interconnections (to be paid for by interconnecting generator - pursuant to existing NEPOOL Tariff)

3) Merchant Transmission Facilities (same treatment as generator interconnections)

4) Local Benefit Upgrades (“LBU” - a new definition added to NEPOOL Tariff).  LBUs are defined via a voltage test and a functionality test to determined if it will benefit only a sub-region and therefore not justify regional cost support.  The voltage test line is 115kV.  Below this level the upgrade may not provide sufficient network benefits across the New England transmission grid to warrant cost support.  The functionality test tries to determine if the upgrade is a looped facility that allows for free flow of power on the regional system.  Even an upgrade rated above 115kV may not pass this test if it is, say, a radial interconnection.

5) Localized Costs (a new definition - some projects that are eligible for regional cost support may have components that are not necessary to achieve regional benefits - eg. underground lines.  These costs would require participant funding)

NEPOOL and ISO-NE recommend regional cost support for:

1) Regional Transmission Expansion Plan 2002 (RTEP02) upgrades. These are upgrades that have been already approved in the regional planning process

2) Regional Benefits Upgrades (RBUs).  These upgrades include Reliability Upgrades and Economic Upgrades.  They each must provide regional system-wide benefits.  Reliability Upgrades are upgrades necessary to ensure the continued reliability of the NEPOOL system.  Economic Upgrades are designed to reduce the bulk power system costs to load system-wide where the net present value of the reduction in bulk power system costs exceeds the net present value of the cost of the upgrade.

The NEPOOL and ISO-NE filing states that these cost allocation rules must be viewed in the context of the RTEP process.  In this process ISO-NE identifies needs and  market participants can then propose alternative solutions including generation, demand side management as well as transmission.  If market-proposed solutions are insufficient then ISO-NE will identify Reliability or Economic Upgrades to address the needs identified. 

ISO-NE indicates that it will publish all background data to allow anyone to compute the costs and benefits of any proposal.  The Transmission Expansion Advisory Committee (check) may request proposals for alternative solutions.  ISO-NE and TEAC determine which projects are included in the expansion plan.  Any upgrade can be removed from the plan if the market proposes satisfactory options.  In other words, market generation and demand response solutions can bump utility transmission solutions.

PJM Planning Policy

PJM’s proposed policy for economic upgrades to the transmission grid consists of eight steps.  A potential economic upgrade would arise out of the early steps in this process, and would have to survive the remaining ones in order to find a place in PJM’s Regional Transmission Expansion Plan (RTEP).  The eight steps are:

1) The gross Congestion Threshold: PJM will track costs of congestion for all constraints and all hours.  If a given constraint exhibits gross congestion greater than an “Initial Threshold” PJM will begin to apply the remaining steps to it.

2) The Hedgeability Test: The gross congestion costs identified above must be found to be “unhedgeable” in order to proceed to the next step. PJM defines “unhedgeable” congestion as “the cost of congestion that is attributable to the portion of load affected by a transmission constraint which cannot be hedged using available financial transmission rights and local generation.  Hedgeable congestion will not be dealt with via the RTEP process.

3) Recurring Causes: Once PJM determines that unhedgeable congestion exists some analysis will be done to determine whether its cause is recurring or not.  It is not clear how a finding that the cause is non-recurring will affect the remainder of the process.

4) Unhedgeable Congestion Threshold: If the monthly cumulative unhedgeable congestion exceeds the relevant “Market Threshold” the constraint in question will proceed to the next step.

5) One Year Market Window: PJM publicly posts notification that the Market Threshold has been exceeded.  This begins a one year time frame in which privately-funded merchant solutions can be proposed.  

6) Cost/Benefit Analysis: During the Market Window cost/benefit analysis will be carried out on possible regulatory solutions.

7) Stakeholder Process: Once an approach has passed the preceding steps (ie., no merchant proposal has emerged and the other tests are passed) it is sent through a stakeholder review process.

8) Cost Allocation: A proposed upgrade that has survived the previous steps will go through a cost allocation proceeding.

The PJM process has been criticized by some intervenors in the FERC proceedings as more of an obstacle to economic upgrades than a means of facilitating them.  Also, the rationale for the differing treatment of hedgeable and unhedgeable congestion has not been articulated in PJM’s filings.  In response, the FERC generally accepted PJM’s planning process but rejected PJM’s proposed approach to calculating unhedgeable congestion and directed PJM to revise – or provide additional support for – its proposed calculation. PJM’s proposed methodology would measure gross congestion costs as the market cost of the power that is actually transmitted over the constrained line.  However, FERC found that the value of a transmission expansion depends on the market value of the power that could be transmitted if the line were expanded.  In other words, PJM’s calculations measure only the congestion costs paid by parties using the congested path, and fail to take into account the cost of congestion to those parties who are unable to use the path at all.  

FERC also expressed concern that PJM’s facility-by-facility analysis may not permit an accurate assessment of which transmission enhancement alternative would provide the greatest reduction in overall congestion at the lowest cost.  Finally, the Commission agreed with National Grid that PJM’s process may underestimate total congestion by defining certain congestion as “non-recurring” and by requiring that both the Initial Threshold and Market Threshold be exceeded in the same month.  FERC determined that significant congestion may be missed which does not trigger the thresholds in a single month but reaches high levels over the course of a year or season.

FERC also directed PJM to complete its cost-benefit analysis of any proposed transmission upgrades before opening the one-year window for market solutions, and to issue, at the same time that it makes a finding of unhedgeable congestion, a preliminary finding regarding which entities are likely to bear the cost of a particular upgrade.
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Appendix III

Terms of Reference of the Working Group

The Working Group will:

• Identify the current jurisdictions and accountabilities of the IMO, Hydro One, and the OEB, within Ontario’s existing transmission planning regime.

• Derive a recommended process for identification, consideration, and evaluation of efficiency-enhancing transmission projects.  This process will identify the roles, responsibilities, authorities and accountabilities of all agencies represented on the working group. 

• Draft a report and recommendations, including appropriate changes to market rules, codes, licences, regulations, and legislation based on the conclusions reached by the working group on all issues outlined above.

• Identify changes to the transmission planning and approval process that would allow consideration of market efficiency in addition to reliability.

• Define key terms, data requirements and timelines for data procurement. 

• Submit this draft to the respective boards of the agencies by December 31, 2003.

• Once the report has been approved by the boards of the agencies submit this draft to a public consultation.

� The MSP Recommendation on transmission planning and approvals is included as Appendix I  


� 	 Review of the cost and feasibility of a project would apply only to utilities that intend to include the project costs in their regulated rate base.


� There are uncertainties related to forecasting the benefits of reduced congestion costs.  It is recognized that assumptions must be made with respect to such factors as the magnitude and timing of those benefits, commodity prices and potential impact of new generation and demand side influences.    


� The FASC is a stakeholder committee that advises the IMO on the format and production of the 10 year and 18 month Outlooks and provides ongoing input.  This document envisions a parallel stakeholder committee to advise the IMO on congestion related reports.


� Rate adjustments to reflect the inclusion of these projects would be made as part of the     transmitters rate review application.
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