Midwest Electric Consumers Association Annual Meeting

December 11, 2002

Denver, CO
Remarks by Michael S. Hacskaylo

Administrator, Western Area Power Administration

Navigating Whitewater: Western’s Operating Environment

Thank you for your kind introduction.  The theme of your 45th Annual Meeting is “Navigating the New Congress and the New Economy.”  My goal this morning is to focus on a handful of the operating challenges we face at the Western Area Power Administration.  I want to tell you how we plan to navigate past these challenges while maintaining reliable service and controlling our costs.
One of my staff suggested that the environment in which we work today is like being in constant whitewater.  There are no calm pools, gentle eddies or slow-going processes any more.  Every business transaction, it seems, is conducted in a tumultuous, fast, furious environment that threatens to capsize the organization if we don’t navigate precisely through the best channel.
I know it’s the same for each of you in this room, and not only in your roles as board members, directors and managers of the utilities that make up the Midwest Electric Consumers Association.  As farmers, ranchers, small business owners, entrepreneurs, employees and managers of organizations across the Great Plains, I know you face many of the same challenges in these unstable economic times.
Each of us, as managers and leaders, must chart a course to steer clear of both the rocks that will surely smash our vessels, wreaking destruction, as well as the sandbars that will mire us down, leaving us stranded and unable to make progress.
At Western, our challenges include:

· continuing financial uncertainty and inability to secure adequate and timely appropriations to carry out our mission,
· continuing challenges from competing river uses where the  power we market is generated,
· continuing turmoil in the electric utility industry surrounding the marketplace and its future structure,
· continuing pressure on our physical assets and critical infrastructure, and 

· an aging workforce.

Financial uncertainty
The Executive Branch of our Federal Government faces a significant financial and operating challenge because most Federal agencies have not received permanent operating funding for this fiscal year.  Without a regular operating budget, it is not “business as usual.”  The language in each of the five short-term continuing resolutions passed since the beginning of the fiscal year on October 1 provided for funding at FY 02 levels.  But the continuing resolutions  also ban agencies from starting new projects. 

This means that agencies, including Western, can continue to meet payroll for employees and continue work on projects and programs already in progress.  It also means we get our appropriations in small amounts, only for the term of each continuing resolution.  This is challenging for the financial staff who must allocate the funding to various program areas.  It’s also challenging for the managers who must figure out how to parcel out the partial funding when they have no way of knowing what their final full-year budget will be.
While we’re certain that we won’t be forced into declaring bankruptcy like some of our utility brethren, we’re closely watching cash flow to ensure there’s enough available to meet expenses.  The “no new starts” rule also is causing us significant challenges.  This rule means that unless a construction project is fully funded by others, and funded up front, we can’t begin any work on it until we get full annual appropriations in place.
Not only does this rule delay much needed infrastructure work, it compresses the time we have available to mobilize and get specific projects off the ground.  
Through your support of the Western States Power Corporation, you have provided us with upfront financing for some of our annual expenses.  Through individual customer contracts for bill crediting and net billing, you have provided us with ways to cover purchase power and wheeling expenses.  Other customers throughout our 15-state service territory, in northern California and in the Desert Southwest, have done the same.  Your cooperative efforts have prevented us from being bashed against the jagged rocks of financial ruin time and again.
Thank you for your continued partnership with us to find creative, innovative ways to fund our program, so that we can keep the lights on and operate a stable power delivery system.

Diminishing resources
But the Federal resources from which we market power also face a series of continuing challenges.  Across much of the West, we are in our third year of a significant drought. Drought just adds more pressure to the competing uses for river water.
And as you well know, lack of water stresses the entire environment.  Not only is there less water to produce hydropower, there’s less water available for navigation, irrigation, recreation and for municipal and industrial use.  When the upfront requirements for specific flows to protect endangered species are factored in, there’s often not enough water to go around.

Not enough water supply results in a ripple effect across the economy.  For example, if there’s not enough water to generate low-cost hydropower, electricity bills go up as utilities buy more expensive replacement power. 


When there’s not enough water to irrigate the fields, farmers plant lower yield crops, leave fields fallow or can’t economically harvest what they planted in the spring.  Farmers earn less income.  Some default on crop loans, put off equipment purchases or sell off a section of land.  Fewer barges run the river, carrying fewer loads of grain downstream to market.  The grain elevator operator, the barge owner and other middlemen see their incomes drop.
As reservoir levels drop, boat docks, camp grounds and other recreational facilities get less use.  Some marinas close because they can’t do enough business to meet their operating costs, let alone make a profit to tide them through the slow season.  Unemployment increases, putting additional pressure on the local community’s support systems.

Communities drawing drinking water from the river and reservoirs have to make system improvements to protect a clean drinking water supply.  These costs are passed on to rate payers.  Some towns put water restrictions into place, limit outdoor water use, impose fines for violations and increase their efforts to promote water conservation.  Water bills go up to pay for these activities, too.
In the Missouri River Basin earlier this year, we saw upstream and downstream river interests battling each other in court to provide enough water to save fish.  The only dilemma was that saving fish in one part of the river resulted in less water for fish in another part.  

In Albuquerque this fall, the mayor signed an agreement to ration river water to prevent more serious restrictions required to save water for an endangered minnow.
Flow restrictions on the Colorado River have limited out ability to maximize the benefits of the hydropower resource for nearly 10 years, and we’re facing another low flow testing regime this winter.  
And I’m sure you all read about or saw national television news reports of the massive salmon kill-off in the Klamath River basin this summer.  While official reports have yet to be released, the likely root cause was low flows combined with a seasonal outbreak of a parasite that preys on fish. 


And the longterm outlook isn’t too rosy these days, either.  One recently released study on water in the West concludes that hydropower resources will decrease by as much as 
40 percent in the Colorado River by the year 2050.  This submerged boulder may become exposed and its dangers made much clearer in the next few years.

Industry turmoil
Some say it all began with the Energy Policy Act of 1992.  Some say it started with industry restructuring in the mid-90s.  Everyone agrees that by the time the Federal Energy Regulatory Commission issued Order No. 2000 in calendar year 2000, turmoil in the electric utility industry was in full swing.
With the meltdown of California’s restructuring experiment in late 2000 and early 2001, many took a second look at the course they were steering and decided it was necessary to make a course correction.  Both wholesale and retail efforts to change the electricity market slowed.  The ensuing Enron catastrophe and significant fallout across the merchant power sector are causing many to wonder whether restructuring can provide the benefits its proponents claim.  Can there be lower electric prices and a competitive market without sacrificing reliability and environmental responsibility? 

Aiming for an open and transparent market, FERC steamed ahead this year.  Commission chair Pat Wood called for four regional transmission organizations by the middle of this decade and issued proposed rules on standard market design this summer.
But this time, the cry for caution and slow-going was sounded far and wide.  Governors, state utility commissions, and many within the industry balked at running this segment of white water without a thorough scouting of the conditions.  The Commissioners, despite their view that the route may be bumpy but can be navigated without danger, are now in the midst of a series of technical conferences.  The conferences will explore several of the significant challenges if FERC imposes a standard market design on the entire interconnected grid.  Many of the utilities represented in this room, including Western, are deeply involved with this rulemaking process, providing comments on what does, and what doesn’t, work in the real world.
Western fully supports industry restructuring efforts that result in lower costs to the ultimate consumer.  We continue to work with a variety of entities and developing regional transmission organizations.  The challenge we see is that some projections estimate RTO startup and annual costs will add millions of dollars in additional charges without any additional benefits to the consumer.  We will work to avoid unsupported cost shifts.  We will join an RTO when it makes good business sense for us and for our customers—and after we have completed the necessary public processes required because we are a Federal agency.
While the various sides battle the relative merits of restructuring, the market is trapped in a patchwork of wholly restructured, partially restructured, still regulated, and unregulated utilities.  I suspect that it would be nearly impossible to travel backward.  So we must somehow navigate these reefs and shoals if we have any hope of surviving the journey.
Transmission system stress
Another challenge uncovered by industry changes involves the physical facilities and critical infrastructure elements of the interconnected power grid itself.  The grid, as it exists today, was pieced together into a patchwork quilt from individual systems designed and built to serve the needs of local utilities.  Today’s business practices of long-range bulk power sales have stressed the grid.  Some might even say our interconnected transmission system is a bit worn and threadbare in places.

Numerous transmission grid studies have highlighted transmission bottlenecks throughout the country that are preventing Americans from fully taking advantage of lower-cost electric generation.  These studies came to the same conclusion—we’re going to need additional investments in our transmission infrastructure if we’re going to meet the growing demand for the electricity that powers our economy.  With support from Senator Dorgan to secure non-reimbursable Congressional funding, Western also recently completed a more localized study looking at what would be needed to move power from additional generation in Montana and the Dakotas to Midwestern markets.

Western is involved in several efforts to make improvements to our portion of the power grid. These projects range from building a new 84-mile, 500-kV line in central California to relieve a notorious bottleneck called Path 15, to a field test of a one-mile segment of a new composite conductor just outside Fargo, North Dakota. 

It’s easy to understand why Western is building the line in California but our involvement in what looks like a research and development effort may leave you a bit stymied. By the way, the Secretary of Energy told us to fix the problem in California. He also told us to find a way to do it without using Federal funding. 
Using the model developed 20 years ago to build the California-Oregon Transmission Project, Western sought and found non-Federal partners willing to provide the financial capital to fund the project. We plan to break ground this summer and bring the project on line in late 2004. Our partners on this project are Pacific Gas and Electric Company, the California utility, and Trans-Elect, the nation’s largest independent transmission company.

The North Dakota field test will help us understand how the composite conductor’s mechanical properties stand up to harsh weather. 3M approached Western with a request to place about one mile of the new conductor on a high-voltage line segment. The company way looking for flat terrain, in a location that could be easily monitored, with harsh weather conditions. We identified a suitable spot on our Fargo-to-Jamestown No. 1 230-kV transmission line. DOE is funding Western’s participation. So, while customers may eventually benefit from this work, you are not funding this project in the rates you pay for Federal power.

3M’s composite conductor may offer benefits to the transmission grid of tomorrow. It may allow utilities to increase the transmission capacities of their systems by replacing existing conductors with next generation composite conductors. This option to upgrade a line’s power carrying capacity could have several benefits, including speeding construction and reducing the need for additional right-of-way.
You know that the Upper Great Plains produces some of our nation’s lowest cost electricity and that a significant portion of this power is shipped to out-of-state load centers. But the power grid can only physically move so much electricity without improvements to the transmission grid infrastructure. Transmission system improvements such as new conductors, new grid operating protocols and other enhancements to improve the stability of the interconnected grid, such as static var converters, could be a boon to future economic development in California and the Upper Midwest. 

Other recent time-sensitive and challenging transmission projects include supporting wind development requests for transmission and interconnections such as the Edgeley Substation 115-kV wind-farm terminal bay; transmission planning to meet load growth; providing new delivery points in response to load growth such as Virgil Fodness and Aurora substations, both in South Dakota; and supporting transmission service and interconnection requests for a new 230-kV terminal bay at New Underwood Substation. This last project is associated with the Basin Electric’s Rapid City back-to-back DC Tie.

And much work still needs to be done to sort out who should pay for transmission grid improvements. The general rule of thumb is that those who will benefit from system improvements should pay for them. In general, new interconnections must pay up front for the facilities to complete the interconnection request and system enhancements required to provide network stability.

Difficulties arise when a system enhancement is required by the new generation and that enhancement will also provide general network benefit. The generator doesn’t want to pay for something that others will benefit from, and network users don’t want to pay for something that will benefit a single new user.
We look forward to more opportunities to form partnerships with industry and other government agencies to find new and innovative ways to keep the lights on in communities across the West.

Aging workforce
The topics I’ve touched on so far this morning could be likened to the rocks and boulders in a river that create the bumpy whitewater rides through rapids. My last topic however, is more akin to a sandbar. It’s hidden, soft and, if not carefully navigated around, can leave your vessel high and dry until the water rises, or some other traveler pulls you safely back out into the channel of deep water. This challenge is Western’s aging workforce. 

Right now, our average employee is 47 years old. More than half of the employees in our five critical occupations will be eligible to retire between now and 2010. These five occupations—line crews, power dispatchers, public utility specialists, computer specialists and engineers—make up half of our work force.
So while we’re not facing an immediate crisis, we must make significant efforts to manage this challenge. To do that, we’ve developed a Human Capital Management plan that outlines the strategies we will use to recruit, train and develop Western’s workforce of the future.
Gary Williamson, general manager at Central Power Electric Cooperative, in a congratulatory note to me, on the occasion of our 25th anniversary, spoke highly of Western’s people. It is my intention that we live up to Gary’s praise during our next 25 years.

Finally, before I take any questions you might have, I’d like to thank every one of you for your continuing support of Western. On behalf of our entire organization, I’d also like to invite you to join us tomorrow afternoon at our Corporate Services Office in Lakewood for an open house and reception celebrating Western’s 25th anniversary. Without your unwavering dedication to ensuring the success of the Federal power marketing program, we would not have reached this milestone. Please accept my most heartfelt gratitude.
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