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IRP and
Competition

The passage of the Energy Policy Act of 1992 (EPAct), which

embraces both increased competition and greater reliance on integrated resource

planning (IRP), has fueled a discussion on whether IRP and competition are compat-
ible. This question is not new. It has been before regulators and utility planners since
Congress increased competition in the electric industry through passage of the Public
Utility Regulatory Policies Act of 1978 (PURPA). In the fifteen years since PURPA

was enacted, utilities across the country have lowered the cost of providing energy

services by successfully combining the elements of IRP and competition. EPAct now

codifies this synergy.

Where effectively pursued, IRP has provided the
structure for considering the broadest range of energy
resource alternatives and finding the least costly mix of
options to meet energy service needs. Competition has
provided the mechanism to ensure that the options
considered in IRP are as inexpensive and varied as
possible. This paper examines how IRP and competition
have evolved in the wholesale competition arena,
presents examples of existing retail competition and
offers a framework for considering what some see as the
next step for retail competition — retail wheeling,

Putting the IRP

Principle to Work

IN EXPLORING THE RELATIONSHIP between
IRP and competition, consider first that the fundamen-
tal principle of IRP is to idenrify, analyze and acquire
cost-effective resources, namely resources which lower
the long-term cost of energy services. The process is not
simple. If it were, all that would be necessary would be
to compare prices of different resources and to acquire
those with the lowest price tag.

Prices, however, tell whar a resource coses, not what it
is weoreh. For example, compare a photovoltaic (PV)
system that produces power at the cost of 10¢ per kWh

to a coal plant that produces power for 5¢ per kWh.
Clearly one source of power costs twice as much as the
other, bur given the operating characteristics of the two
resources the 10€ per k%Wh PV may be more valuable o
the utility than the 5¢ per k%Wh coal plant. This could
occur if the PV's output were largely on-peak or if
installation of the PV also reduced transmission and
distribution (T&D) costs. IRP is the analytical rool
which can determine whether the advantages associated
with the PV facilicy are sufficient to overcome the 5¢
price premium.

IRP, when properly implemented, identifies whar a
resource is worth and compares it to whar it costs. A
resource is desirable to acquire (build or buy) whenever
its cost (or price) is less than it is worth to the utiliry.
The worth of a particular resource is equal to the utilins
avoided cost, taking the specific characteristics of the
resource in question into account. [RP considers all
feasible supply and demand-side resource options and
selects a mix that minimizes overall costs.

The benefie of IRP is that it allows very different
resources — from lighting retrofits to photovoltaic units
to a utility-owned and operated gas fired turbine to a
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