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For the past three years, the Legislature has 
considered grid regionalization legislation that would 
fundamentally alter the governance of the California 
Independent System Operator (CAISO), the body that 
oversees most of the state’s electric grid. Proponents 
of this proposal want to replace CAISO’s governing 
board of gubernatorial appointees confirmed by the 
State Senate with an independent board that has no 
political accountability to California. Supporters say 
the benefits of a regionalized electric grid, such as 
more usage of renewable energy and deeper carbon 
emission reductions, cannot be fully realized without 
such a governance change due to California’s size 
and influence on governance compared to smaller 
Western states. 

The proposed modifications likely are unnecessary. 
CAISO has already created a thriving Western electric 
grid and marketplace without making any governance 
changes. It’s a marketplace with a growing number 
of participants — both out-of-state and in-state — all 
under the oversight of a California-only governing 
board. The continued success of this electric grid and 
marketplace, known as the Energy Imbalance Market 
(EIM), demonstrates that California can achieve its 
regional energy and carbon reduction goals under the 
current CAISO governing model. 

How the Electric Grid Works, and the Challenge of 
Excess Renewable Resources

The U.S. electric grid is divided into five distinct 
interconnections that tie together utilities together 
through powerlines. California is part of the Western 
Interconnect, which spans from the Pacific coast 
to the borders of Kansas, Texas and other mid-
continent states.

Roughly 80 percent of California’s electric grid is 
overseen by CAISO, which is known as a balancing 
authority. There are 37 other balancing authorities 
in the Western Interconnect. CAISO is a nonprofit 
corporation and was statutorily created in 1996. It 
is governed by five board members appointed by 
the California Governor and confirmed by the State 
Senate. There are two main components to CAISO’s 
mission: 1) It directs the flow of electricity across the 
network of powerlines crisscrossing the state, and 
2) It operates a marketplace for energy transactions. 

Other independent balancing authorities perform 
similar functions in areas of California not overseen 
by CAISO. 

As a result of California’s renewable energy 
procurement policies, CAISO — as well as other 
balancing authorities — have encountered a new grid 
management problem related to selling excess power. 
Solar and wind are renewable energy resources that 
are intermittent, meaning electricity is only produced 
when the sun is shining or the wind is blowing 
sufficiently, which for both forms of energy is less 
than 50 percent of the time. It’s difficult for CAISO 
to control (or even predict) when solar and wind 
resources will produce electricity. Consumers need 
power 24/7, and this intermittency results in supply 
and demand mismatches.

Even though CAISO is tethered to other balancing 
authorities in the Western Interconnect by powerlines 
that cross state borders, it generally only has 
authority to direct the flow of electricity — and 
manage energy transactions — within its boundaries. 
This can make it difficult to manage and find buyers 
for excess renewable energy that has been generated. 
Oftentimes, CAISO is forced to curtail, or essentially 
shut off, renewable generation when it otherwise 
could be used by out-of-state utilities in other 
balancing authorities within the Western Interconnect. 

A Regionalized, Western Electric Grid — Done 
Properly — Could Alleviate Grid Management 
Issues and Benefit California

A regionalized electric grid has the potential to 
more efficiently allocate electric resources — in 
particular, excess renewable generation — across 
a broader geographic area than just California. By 
facilitating energy transactions across state lines, 
a regionalized electric grid and marketplace could 
help deliver renewable electricity to places when and 
where it’s needed most. For example, there is often 
excess solar generation during the middle of the day 
in California. A regionalized grid and marketplace 
could help deliver the electricity to utilities in other 
states that might benefit from the power generation. 
This could lead to savings for electricity customers 
and could also lead to reductions in greenhouse gas 
(GHG) emissions by replacing fossil fuel generation. 
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CAISO Already Operates a Regionalized Grid 
Under the Current Governance Structure and Is 
Actively Exploring Ways to Expand it

In 2014 CAISO created the EIM, a real-time energy 
trading market that operates across state lines. 
It is a voluntary marketplace, meaning utilities 
choose to participate if it’s in their interest to do so. 
Participants include utilities in Arizona, Nevada, Utah, 
Oregon, Washington, Wyoming, Idaho and Canada. 
More utility participants are planning to join the EIM 
in 2019 and 2020. The additions include SMUD, Los 
Angeles Department of Water and Power (LADWP), 
as well as more utilities in Arizona, Montana, New 
Mexico and Washington state. 

The EIM enables California participants to trade 
power, including sales of excess renewables, to 
out-of-state utilities when it cannot be consumed in 
California. It also allows out-of-state utilities to sell 

their excess renewable power to California utilities. 
As of Q3 2018, the EIM has saved electric customers 
over $500 million, including a total of $143 million 
in savings for California consumers. Additionally, the 
facilitation of renewable energy transactions through 
the EIM has resulted in more than 314,000 metric 
tons of avoided greenhouse gas (GHG) emissions, 
equivalent to the electricity consumption of 47,000 
homes for one year — by replacing electricity from 
fossil fuel resources. 

The existing EIM has limitations that CAISO is 
looking to address. Mainly, the current EIM structure 
only allows for real-time energy transactions, which 
are inherently limited in nature because they only 
account for about 5 percent of energy transactions. 
The other 95 percent of energy transactions occur 
in what are known as day-ahead markets, where 
electricity deliveries are arranged the day before 
the electricity is expected to be needed. CAISO has 
initiated a process to expand the EIM to include day-
ahead transactions. 

Changing CAISO Governance Poses Challenges

It’s clear the benefits of a regionalized grid can 
be realized without governance changes to the 
CAISO board. But some claim the full potential 
of a regionalized grid cannot be realized without 
such changes. The merits are subject to much 
debate and, as the Legislature considers changes 
to CAISO governance for the fourth consecutive 
year, which would fundamentally alter how energy 
transmission is handled and how California’s energy 
market operates, there are many complex issues and 
impacts that must be considered and addressed. 

If a newly created board is independent of California, 
it would inject new dynamics into how energy is 
traded and transmitted in California. Each state has 
its own set of challenges and political realities that 
would shape how they approach regional electric 
market opportunities.

Other concerns include state and federal 
jurisdictional boundaries, transmission allocation 
costs, as well as impacts on California’s energy 
procurement and carbon policies. As the state 
explores this concept, POUs believe the primary 
criterion is that consumers must benefit. Governance 
changes to the CAISO should result in real and 
material benefits to California consumers and build 
on the success of the EIM — not only in energy cost 
savings, but also infrastructure investment savings, 
reliability improvements and reduced emissions.
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