James Liles

Message to the Roundtable
(Note: Mr. Liles couldn’t make the Roundtable due to family emergency, but Dr. Raab started the panel by reading his thoughts to the Group.)

I. The electric power transmission system has received great attention from

FERC through its open access and Regional Transmission Organizations

rulemakings (Order Nos. 888 and 2000, respectively).  But no federal

legislation has been enacted and, until very recently, few new companies

have entered the power transmission business and little investment capital

has been attracted to transmission projects.  Remarkably, few persons have

viewed any of this as noteworthy.

2. Yet over the past decade, the telecommunications industry experienced a

radically different history.  Until the "dot.com crash" there was a frenzied

construction boom in fiber optic cables, both submarine and terrestrial.

There was a parallel boom in constructing "telco hotels" containing huge

numbers of routers and servers.  Wireless systems also experienced a

buildout costing scores of billions of dollars.  These markets were

generally viewed as competitive and contestable.

3.  Why the difference?  Government policy at both federal and state levels

has taken a totally different track for these two vital industries.  (The

landmark restructuring of AT&T was not founded on non-profit RTOs assuming

control over the nation's telecommunications networks.)  Is this different

treatment required by the physical principles underlying power transmission

and data transmission?  Or is it more a result of the history of these two

industries and how they have been regulated?

4.  The existing AC power network does not appear to lend itself to

competitive restructuring, but what about the recent proposals for new, DC

power lines?  These have been proposed on a merchant basis, in which the

sponsors would bear the financial risks of attracting customers and

maintaining throughput.  Is there something about DC technology that may

warrant a different view of the prevailing "natural monopoly" model of the

industry?

5.  The recent proposals for DC lines are not because DC is cheaper than AC,

it isn't.  What's the advantage from the developer's point of view?  One big

advantage is that firm capacity rights can be sold.  What you put in is what

you get out, net of resistive losses.  There's no loop flow.  No other party

is going to be able to buy a contract path around your line and let his

power flow over your line without compensation.  Customers seem to prefer

physically firm rights that can be bought and sold for a price that is known

in advance.  This is how fiber optic cables work.  Financing parties may be

expected to like this arrangement also.

6.  Physically firm transmission rights may be attractive to customers and

to Wall Street, but are there any other advantages to DC systems?

Advantages that may warrant government encouragement?

7.  An obvious advantage is that -- if developers are indeed willing to

build new transmission lines -- congestion on the existing AC system will be

relieved.  This will allow generation markets to expand geographically,

which should exert downward pressure on wholesale electricity prices.

8.  Another possible advantage -- which has received surprisingly little

attention -- is the possibility of competition in the power transmission

industry.  Competition can give customers greater choices and can reduce the

price of service.  This has been the experience in the telecommunications

industry and in the natural gas pipeline industry to a lesser extent.  Of

course, competition in power transmission will not happen overnight, and the

potential customer benefits will be realized only in the future.

9.  Yet even the possibility of competitive entry can have a profound effect

on the dominant service provider.  The entry of competing DC transmission

lines may be the best hope for re-engineering the existing AC grid with new

technology.  The technology has been developed to a remarkable extent:  it's

the business rationale for installing it in a regulated monopoly context

that is lacking.  Will non-profit RTO's install the new technology?  The

point is debatable.  However, the focus of these organizations to date has

been on "fairness" rather than innovation; congestion management rather than

congestion relief.  There's no reason to expect this to change.

10.  And there may be still other benefits to encouraging new DC

transmission lines.  The existing industry structure is composed of a

competitive generation sector and a monopolistic transmission sector.  But

the transmission sector cannot be operated by itself.  The transmission

system is controlled by means of inputs from the generation system.  And the

generation system is supposed to operate under market conditions.  There's a

major tension here:  markets are inherently messy, they fluctuate, there's

volatility and occasional price spikes.  Market participants do not always

perform to the letter of their contractual commitments.  And yet the

transmission system may fail if frequency and reactive power is not

maintained within narrow limits.  Competitive generation markets would be

much more robust if the generation and transmission systems could be

decoupled.  This can be done technologically, but it's not likely to occur

if transmission is not operated as a business.

11.  There are a number of steps that FERC could take.  Moving away from

case-by-case review of ratemaking issues for merchant transmission, in favor

of definitive rules would eliminate much uncertainty.  FERC might also

reconsider its current mandate to have all transmission placed under

operational control of large, disinterested parties.  Is FERC forcing a

monopoly model on a potentially contestable industry?

12.  There are steps that Congress could take.  This is the really

controversial stuff, but we should not be afraid to discuss it.  With the AC

system, it's not clear where federal and state rate jurisdiction meet

(there's a case pending before the Supreme Court on this issue right now).

With DC lines, the questions of what is interstate commerce and what is

distribution (rather than transmission) are more clearly resolvable.  The

eminent domain question is politically charged, but there's a reasonable

compromise that would give jurisdiction over DC lines -- crossing state

boundaries -- to the federal government.  There are other compromise

positions to either side of this:  e.g., FERC jurisdiction for underground

DC lines.  Who knows, even something as limited as this appears to be may

stimulate new technology.

For more detail, read the article published in Public Utilities Fortnightly

on September 15, 2001.
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