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The predominant model since the 1920s. 

The Regulated, Vertically- Integrated Utility 



Transmission utilities are monopolies –  
  businesses unlike many others. 
 



The Monopoly 
• A public utility is a corporation “affected with 

the public interest.” Rates must be “just and 
reasonable.” 

• Originally the power of the legislature to 
regulate rates, devolved to state Public Utility 
Commissions. 

• States regulate portion 
serving end-use 
customers, the central 
government regulates 
“interstate commerce” 
(i.e. transmission). 



 In a “competitive” market model, 
multiple upstream factories sell 
their products to a number of 
businesses. 

 Businesses sell their 
products to multiple 
customers. 



Competing Generator 

Incumbent Generator 

Without a government mandate, incumbent utilities 
could block competition from entering the market.  



 
Allegations of public utilities exercising 

“Transmission Dominance.”  
 
“These are examples of allegations that 
various public utilities have refused to provide 
comparable service, either through refusals to 
wheel, dilatory tactics that so protracted 
negotiations as to effectively deny wheeling, 
refusals to provide service priority equal to 
native load, or refusals to provide service 
flexibility equivalent to the utility's own use.” – 
FERC 
 
 
 



In most industries, regulation is an act of government that may 
limit competition or prevent market competition.  
 
But in industries where monopolies  use market power to stifle 
competition, regulation is intended to be a substitute for 
competition, albeit an imperfect one.  

 
How does the U.S. promote competition in 
the electric markets?  
 



Order 888, issued in 1996 by the U.S. Federal Energy 
Regulatory Commission 
 
Requires all public utilities that own, control or operate 
facilities used for transmitting electric energy in 
interstate commerce:  
 
 To have on file open access transmission tariffs 

(OATT) that contain minimum terms and conditions 
of non-discriminatory service, and  

 
“The Commission's goal is to remove impediments to 
competition in the wholesale bulk power marketplace 
and to bring more efficient, lower cost power to the 
Nation's electricity consumers.” - FERC 
 
 
 



FERC OATT schedules: 
 
Schedule 1: Scheduling, System Control and Dispatch 
Schedule 2: Reactive Supply and Voltage Control from 
Generation Sources  
Schedule 3: Regulation and Frequency Response 
Schedule 4: Energy Imbalance Service 
Schedule 5: Operating Reserve-Spinning Reserve 
Schedule 6: Operating Reserve-Supplemental Reserve 
Schedule 7: Long-Term Firm and Short-Term Firm 
Point-To-Point 
Schedule 8: Non-Firm Point-To-Point Transmission 
Schedule 9: Generator Imbalance 
Schedule 10: Variable Generator Imbalance 





Making “open access” meaningful  
Feed-in Tariff 
 
 A “feed-in tariff”:  

 Policy focused on supporting the development of new 
renewable energy projects by offering long-term purchase 
agreements for the sale of renewable electricity 

 Purchase agreements typically offered within contracts 
ranging from 10-25 years, for every kilowatt-hour of 
electricity produced  

 Payment levels offered for each kilowatt-hour can be 
differentiated by technology type, project size, resource 
quality, and project location to better reflect actual project 
costs.  

 Successful feed-in tariff policies typically include three key 
provisions: (1) guaranteed access to the grid; (2) stable, long-
term purchase agreements (typically, 15-20 years); and (3) 
payment levels based on the costs of RE generation  

 
 



 
 
 
 
 
 

 Instead of a subsidy, many states 
seek a neutral price point so that 
smaller generators, often 
renewables, can compete against 
larger generators.  
 
 
 
 
 

 “Avoided cost” ratemaking  
allows small generators to access retail customers otherwise 
help captive by the incumbent utility. Sales of energy and 
capacity are at “avoided cost” when those generators are paid 
what the utility otherwise would have had to pay to obtain 
other energy or capacity supply.  
 

 Some have advocated feed-in tariffs that pay a bonus or 
premium. This leads to higher rates, and an overcharge to 
consumers above what they would have paid but for the feed-in 
tariff.  

 



 In the United States, “avoided cost” ratemaking has its genesis 
in the Public Utilities Regulatory Policies Act of 1978. 
 

 Most states have proceedings to determine avoided cost. 
 

 Typically, a utility specifies a “marginal resource” that acts as 
the threshold for avoided cost.  



How are the two the same? How are they different?  
 

Natural gas generator Wind Farm 

In Montana, a natural gas generator is expected to cost about $200 million. It 
produces both energy but it also has capacity value; it can be turned off and on at 
will. Wind produces energy, but does not have capacity value.  
 
RATE for Qualifying Facility, QF, Power Purchases: 
Non-wind installations  Wind Installations 
Off-Peak Hours: – $46.97 vs. $46.97 
On-Peak Hours: – $86.56 vs. $52.33   
 
• QFs who are able to make their projects work at the avoided-cost rate are 

eligible for long-term power purchase agreements that the utility must sign 
and the government guarantees through the regulator. 
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