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Letter to the Wall Street Journal

Sept. 4, 2003

I must take exception to several comments made by Holman Jenkins in his delightfully convoluted article on the electric power industry (“Ahem, Before We Spend $100 billion on the Power Grid…,” editorial page, Aug. 27).  

In the last 30 years, the vertically integrated utilities have had many disincentives to build transmission. Many of these disincentives are very real and legitimate, reflecting the characteristics of regulated business in times of change. Other disincentives, presumably related to protection from competition, are much less legitimate, but real nonetheless. If proof were needed, consider that we have the lowest rate of investment in transmission since the Great Depression – which should tell us that something’s wrong.  

Whatever the reason, the fact is that in recent memory little transmission has been built, and that in many parts of the country the transmission system is inadequate to meet the needs of consumers. We don’t yet know the cause of the blackout of 2003, so blaming inadequacies in the transmission system would be premature. However, we do know the consequences of inadequate transmission in the daily operation of the electric system; and those consequences are not pretty. Transmission is the means of transportation in the electric market and, like any other market, this one does not work well if the mode of transportation is inadequate.  

This country’s transmission network was designed and built to support the operations of integrated transmission companies with minimal inter-company trading, and it did that very well. However, since the electric network was opened to all in 1996, it has been used to support a very large and active regional market. No wonder the network is often found to be inadequate, raising economic and reliability concerns! 

We have to build at least enough new transmission to fill the numerous gaps that impair the regional markets – to connect new loads and generators and to rebuild old and inefficient equipment. No one really knows the cost, but it will be billions of dollars. Mr. Jenkins suggests that $100 billion (or $50 billion, for that matter) is an inordinate amount to invest in new transmission. I challenge his conclusion. The size of the needed transmission investment should be put in the context of the existing investment in electric infrastructure and of the total annual electric bill.  

Our country spends roughly $250 billion a year on electricity. Nationally, transmission represents less that 10 percent of the cost of delivered energy. Generation, distribution and, of course, fuel are the bulk of the bill. Yet the lack of adequate transmission impairs the rest of the investment. 

Mr. Jenkins makes two predictions: first, that there will be more power plants built closer to customers. While it is desirable to locate power plants close to demand, this idea meets a very real obstacle – people don’t want power plants (even small or green ones) next to homes, schools or soccer fields. 

Distributed small generation sources have a place in the generation mix, but this cannot be the sole source of electricity supply. Further, the reality is that in many parts of the country – such as in Wisconsin – you simply cannot connect generation to the grid without substantial system upgrades. Let’s get away from the notion that you can drop in a power plant anywhere you want and all your reliability woes will disappear

Mr. Jenkins’ second prediction is that the vertical integrated utility will make a comeback. But listen to the news: the vertical integrated utility never left. It is still the predominant business model for the industry. And like it or not, it will probably be around for a very long time.

That being said, there are new business models such as the stand-alone transmission companies (like the American Transmission Company) that are proving their worth.  These are new utilities whose sole mission is to own, plan and build the network, and whose only product is safe, reliable and adequate transmission service.

By the end of this, ATC will have invested more than $300 million in just three years of operation to meet the needs of its customers. Further, we project to invest as much as $2.8 billion in the next 10 years. This model is working well for us in parts of Wisconsin, Michigan and Illinois, and it can also work well in the rest of the country.
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Waukesha, Wis.

