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Executive Summary

General Comments

The Georgia Public Service Commission (“GPSC”) appreciates the opportunity for state public service commissions to comment on several matters related to Docket No. RM01-12-000, Remedying Undue Discrimination through Open Access Transmission Service and Standard Electricity Market Design (Issued July 31, 2002) as it affects Georgia and the Southeast.  

These comments supplement the comments previously submitted to FERC by the GPSC on November 15, 2002.  We have attempted to minimize reiteration of comments previously submitted; however, some limited amount of repetition has occurred in order to stress a few major concerns that the GPSC continues to have regarding FERC’s proposed Standard Market Design (“SMD”).  

These comments focus primarily on a few issues such as on the results of a cost benefit study conducted for SEARUC, the need for Participant Funding, and concerns regarding FERC’s proposed congestion revenue rights auction.  These comments also address a few additional areas not covered in the previously submitted GPSC comments.

The GPSC continues to have concerns regarding the benefits of forming the proposed SeTrans RTO and implementing FERC’s proposed SMD for the Southeast and more specifically, for the state of Georgia.  Our major concern is that implementation of an RTO could raise costs to consumers in our state and jeopardize the reliability of our state’s utility service.  Our main concerns with implementing FERC’s proposed SMD include the following: 

1. Need For Change Not Demonstrated.  FERC has not demonstrated that such drastic changes are needed at this time in Georgia or the Southeast where vertically integrated utilities have continued to provide reliable electric power to customers at a cost that is below the national average.

2. Increased Costs Due To FERC Proposal.  FERC proposed changes could cause the cost of electricity to Georgia’s ratepayers to increase through the creation of additional costs for new entities, such as RTOs, an Independent System Administrator (“ISA”), an Independent Market Monitor (“IMM”); by imposing steep learning costs on regulatory commission staffs, utilities and market participants associated with understanding, implementing and regulating under voluminous new and complex rules; by allowing transmission owners to earn a higher return on existing facilities after turning control of such facilities over to the ISA, etc. 

3. SEARUC Study Confirms That Costs Outweigh Benefits.  The cost-benefit study (“SEARUC Study”) conducted for SEARUC has been previously filed with FERC in this Docket.
 This study confirms the fears that the costs associated with FERC’s proposals are likely to outweigh the benefits. As documented in the SEARUC Study (pp.95-96), there may be some benefit to the formation of the SeTrans RTO from certain aspects of the FERC proposal; however, the net benefit appears marginal, and can largely be attributed to implementing Participant Funding (p.96).   The SEARUC Study reflected the impact of Participant Funding in the following manner:  Under Participant Funding the merchant plant pays for the cost of the investment as an initial matter, but is successful in passing such costs through to native load as part of the price for delivered power. (p.83).  A comparison of Tables 10 and 16 of the SEARUC Study (pp.72 and 83) indicates positive net benefits to Georgia under the FERC SMD with or without Participant Funding; however, the Study results do not include all costs and the benefits are uncertain, as recognized at page 96, which states that:  “these estimated benefits are uncertain to the extent that a Participant Funding policy or its equivalent could be adopted outside the context of the RTO/SMD policy.” One of the Study’s principal conclusions (p.1) is that:  “There is considerable uncertainty as to whether RTOs and SMD would provide greater benefits to the southeast area than the implementation costs.” Because of the lack of clear benefits, the imminent danger of increased costs, and the general lack of a perceived need for drastic changes to a regional electric system that is functioning very well in the Southeast, the GPSC believes that FERC should respect regional differences and adopt a more deliberative and cautious approach.  FERC should not require drastic changes that are unlikely to produce a net economic benefit, and risk significantly increasing costs to the retail ratepayers of the Southeast region.

4. Expansion Of The Florida-Southern Company Interface.  The SEARUC Study also notes that, with respect to Table 10 (pp.71-72): “The Florida and Southern Company areas, in particular, benefit by the increased trade occurring over the Florida-Southern Company transmission interface.  Average wholesale generation prices actually decline on both sides of the interface with Florida; however, prices tend to increase within the Entergy portion of SeTrans, reflecting the large amount of merchant capacity available to be sold in the wider RTO market.”  The SEARUC Study (p.10) states that:  “expansion of the Florida-Southern interface almost certainly would have more benefits than costs.”  The GPSC is interested in exploring the benefits of making cost-effective system expansions that would enable increased power exchanges over the Florida-Southern Company transmission interface, especially if this will result in lowering average wholesale prices on both sides.  The GPSC, however, is skeptical that the drastic changes contained within the FERC proposed SMD is the best or most effective way to accomplish this.  The GSPC would favor a regional collaborative approach to encourage economical expansion of transmission facilities and adjust existing regulation, if necessary, in order to obtain benefits that are shown to be substantial and likely to be achievable, such as may be the case with an expansion of the Florida-Southern interface.  The GPSC believes that such an approach would be preferable, and more likely to produce actual net benefits to retail ratepayers in the states involved, than would the extremely radical changes proposed in FERC’s SMD.

5. Participant Funding.  The GPSC and other Southeast state regulatory commissions believe that Participant Funding is necessary to prevent harm to retail ratepayers in Georgia and the Southeast and is necessary to send appropriate cost signals to merchant generators to locate plants in an economically efficient manner.  Participant Funding is also appropriate under principles of cost causation because it assesses the cost to the parties causing such costs to be incurred and who receive the benefits of the investments.   The SEARUC Study, cited above, supports a conclusion that Participant Funding is essential in the Southeast to protect retail ratepayers from additional costs for transmission that is built primarily to serve merchant generating plants.  

6. Jurisdictional Issues Involving Participant Funding.  The GPSC shares concerns that have been articulated by other Southeastern state regulatory commissions that FERC has exceeded its authority by seeking to make Participant Funding available only if state regulators relinquish jurisdiction over transmission planning and investment.  Although Georgia does not currently have transmission siting authority, the states that do have authority to approve and require transmission investment to ensure the reliable delivery of electricity should not be required to relinquish it in order to qualify for Participant Funding.  The GPSC shares concerns voiced by other Southeastern state regulatory commissions that FERC lacks authority to require states to relinquish their present jurisdiction over transmission planning and investment. The GPSC urges approval and implementation of Participant Funding without delay and without unwarranted restrictions on state jurisdiction.  FERC should respect regional needs and should not place unreasonable obstructions on implementing Participant Funding in the Southeast, even if delays in the formation or operation of proposed RTOs are experienced. 

7. CRR Auction.  Untested proposals, such as an auction of Congestion Revenue Rights (CRRs) creates increased risks to regulated ratepayers in Georgia and the Southeast. The SEARUC Study was not able to fully quantify the impact or cost associated with FERC’s CRR auction proposal, but did provide some estimates of the costs involved in such an auction and highlighted the increased risk.  As stated in the SEARUC Study (p.45):  “Under FERC’s preferred auction approach, native load would face the risk that the actual value of the congestion that materializes over the term of the CRRs may be greater or smaller than the expected value at the time of the auction.”    Native load is protected automatically today as part of cost based regulation.  Under FERC’s proposal this protection would be removed and replaced with a CRR auction, that would create increased risk and would expose native load ratepayers to prices above cost.  The GPSC does not favor FERC’s proposed approach of creating and auctioning CRRs.  The GPSC is concerned that this is unnecessary, does not represent an improvement or a cost saving over the present situation of utility-owned transmission, and will create increased risks and opportunities for manipulation or mismanagement.  The SEARUC Study points out (p.46) that the CRRs  “are a new financial instrument not necessarily under the control of state commissions.”  Moreover, the study states (p.46) that: “Mismanagement of just 10 percent of this value [about $700 per year] could reduce RTO/SMD benefits by about $70 million per year, which would be a substantial impact given the level of benefits reported in this study.” The GPSC concludes that FERC has failed to justify a need for a CRR auction in the Southeast, and such auctions should not be required.  

8. Tradable CRRs.  The GPSC is also concerned that the FERC’s proposed creation of tradable CRRs would permit speculation and would determine a “value of congestion” (“VOC”) that exceeds the cost of congestion, thus creating the risk of higher transmission prices to the detriment of load-serving entities and retail customers. (See, e.g., Congestion Revenue Rights: Implications for State Public Utility Commissions; October 2002, National Regulatory Research Institute.)

9. Pilot Program For CRR Auction.  The GPSC suggests further that the increased risks associated with a movement away from cost-based regulation to a market-based auction system, possibly including CRRs, should be tested in a pilot program rather than mandated simultaneously for all regions.  By testing such an approach in a limited region, flaws in such an approach could potentially be resolved without placing regions that do not desire such an approach unnecessarily at risk.  The GPSC suggests that a pilot CRR auction would not be appropriate at this time in the Southeast, which has not implemented retail access and still receives reliable low cost electricity from a vertically integrated utility system supplemented with wholesale supply. 

10. Need For SMD.  FERC has not demonstrated that there is a serious problem involving discrimination in access to transmission facilities in Georgia or the Southeast, or that FERC’s proposed SMD represents a cost-effective, the least intrusive, or most appropriate remedy for any such discrimination, if it were found to exist.

11. FERC Authority For SMD.  The GPSC continues to have concerns that FERC’s proposed SMD may be overstepping its authorization and usurping functions reserved by law for state regulators involving the regulatory of retail electric rates.  

Comments On Specific Areas Requested In The Rulemaking

IV-D-1. Recovery of Embedded Costs

173. Comment on the treatment of load-serving entities in retail open access states that attract loads away from their traditional utility suppliers.  

Georgia currently is not a retail open access state and currently has no plans to become one.

174. Should the Commission retain license plate ratemaking only for a transitional period and at some later date, require that all regions have postage stamp rates?  Should the Commission upon the recommendation of a Regional State Advisory Committee accept an embedded cost recovery mechanism for the region which may vary from neighboring regions?

Retail license plate ratemaking should be retained, at least for an appropriate transition period.  The GPSC is concerned that imposing postage stamp rates on all regions may contribute to costs being shifted from other states and other regions onto Georgia electric ratepayers.  The GPSC does not object to an embedded cost recovery system for a region different from neighboring regions, as long as the new recovery system does not shift costs inappropriate onto retail customers under its jurisdiction.

188. Should there be a uniform cost allocation of inter-regional costs among all zones within an Independent Transmission Provider's system?

There should not be a uniform cost allocation of inter-regional costs among all zones within an Independent Transmission Provider's system because this would result in imposing costs through a region-wide charge on customers who do not import power.  There does appear to be merit to allowing the inter-regional transfers to be netted out between zones within neighboring Independent Transmission Providers in a manner that assign transmission costs to all customers within the import zone and returning the revenue to the export zone, if an acceptable method of assigning costs to zones that is not subject to manipulation or gaming could be developed.

189. How should Congestion Revenue Rights be assigned to the customers of the importing region?  For example, if Midwest ISO is a net exporter to PJM, customers on PJM’s system will be obligated to pay a portion of Midwest ISO’s embedded costs.  PJM’s customers could receive a proportionate share of Midwest ISO's Congestion Revenue Rights.

The GPSC believes that additional details are needed to understand all of the issues related to FERC’s proposals concerning CRRs.  With respect to assigning CRRs to the customers of an importing region, consideration may need to be given to whether electricity flows in different directions between regions during different times of the year, and how this would affect CRRs.  As an example, the Georgia regulated electric utilities are summer peaking, whereas one or more of the Florida electric utilities are winter peaking.  Existing arrangements recognize this and take advantage of the differing seasonal needs of power for the two regions.  It may be necessary to structure the allocation of CRRs to recognize that inter-regional power flows may be imports to a region during portions of the year and exports during other times.  

The FERC proposal for a CRR auction creates increased risks to regulated ratepayers in Georgia and the Southeast. The SEARUC Study was not able to fully quantify the impact or cost associated with FERC’s CRR auction proposal, but did provide some estimates of the cost and highlighted the increased risk.  As stated in the SEARUC Study (p.45):  “Under FERC’s preferred auction approach, native load would face the risk that the actual value of the congestion that materializes over the term of the CRRs may be greater or smaller than the expected value at the time of the auction.”    Native load is protected today as part of cost based regulation.  Under FERC’s proposal this protection would be removed and replaced with a CRR auction, that would create increased risk and would expose native load customers to prices above cost.  The GPSC does not favor FERC’s proposed approach of creating and auctioning CRRs.  The GPSC is concerned that this is unnecessary, does not represent an improvement or a cost savings over the present situation of utility-owned transmission, and will create increased risks and opportunities for manipulation or mismanagement.  The SEARUC Study points out (p.46) that the CRRs  “are a new financial instrument not necessarily under the control of state commissions.”  Moreover, the study states (p.46) that: “Mismanagement of just 10 percent of this value [about $700 per year] could reduce RTO/SMD benefits by about $70 million per year, which would be a substantial impact given the level of benefits reported in this study.” The GPSC concludes that FERC has failed to justify a need for a CRR auction in the Southeast, and such auctions should not be required.  

A report issued by the National Regulatory Research Institute (“NRRI”) in October 2002, entitled:  “Congestion Revenue Rights: Implications for State Public Utility Commissions,” provides additional insight concerning some of the increased risks to retail jurisdictional ratepayers resulting from FERC’s CRR proposals.  The GPSC is concerned that the FERC CRR proposals create increased risk to retail jurisdictional ratepayers of higher transmission costs, and are unneeded in Georgia or the Southeast.  The potential for increased costs to retail jurisdictional ratepayers identified in the NRRI study include, but are not limited to, the following.  

The FERC proposal attempts to determine a value of congestion (“VOC”) through locational marginal pricing (“LMP”) and a CRR auction.  However, as the NRRI study points out (p.12): “… a VOC is not necessarily the cost of congestion.  A VOC would be the cost of congestion, if the electric-power market associated with the [Independent Transmission Provider] ITP were either perfectly or workably competitive in the economist’s sense of the term. In all other market environments the VOC is not equal to the cost of congestion.  More than likely, a VOC associated with a market that is non-competitive will be higher than the cost of congestion for that market.”  (Emphasis supplied.)

The NRRI study (p.21) points out a risk created by the FERC proposal, even to a transmission owner holding a CRR:  “… a congestion rent when received by the holder of the CRR can be either negative or positive.  When the holder of a CRR receives a negative congestion rent this transmission customer has to make a payment to the ITP.   … Hence, the proposed CRR does not provide its holder with complete protection from the payment of congestion rent to the ITP.”  (Emphasis in original document.)  Furthermore, “… a change in the pattern of the flow of electric power on the transmission network may cause a regulated electricity distribution company to become a net payer of congestion rents rather than a net receiver of congestion credits to offset current congestion charges.”  (Emphasis in original document.)  Thus, despite holding CRRs, a regulated distribution company could end up making additional payments to the ITP for congestion, if it incurs negative congestion rents.  This risk is another cause for concern regarding FERC’s proposed system of CRRs.

The NRRI also notes (pp.21-22) that, while FERC’s proposal appears to provide for scheduling priority for regulated electric distribution companies, which is a good thing, “… there are passages within the SMD NOPR that suggest that this scheduling priority will erode over time.”  (Emphasis in original document.)

The FERC SMD also envisions the offering of receipt-point-to-delivery-point CRRs as either an obligation or an option. (SMD NOPR, p.136).  However, as the NRRI study points out (p.22):  “it cannot be forgotten that the purchase of options involves a real monetary cost to the option buyer.   It is possible that the availability of receipt-point-to-delivery-point CRR options could increase the price of retail electricity when electricity distribution companies determined to avoid negative congestion rents purchase them.”  (Emphasis in original document.)

The NRRI study notes further that, “a risk-minimizing regulated electricity distribution company—a LSE whose welfare is exceedingly important to political and regulatory authorities—will be prone to favor long-term CRRs.”  However, if the LSE’s load or generation portfolio changes, the long-term CRRs may have minimal value because of having to resell them in an illiquid secondary market.  As the NRRI study concludes:  “The secondary market for long-term CRRs is apt to be illiquid because liquidity for this market requires buyers with the same receipt and delivery points as sellers.”  (Emphasis in original document.)

An additional concern with the FERC’s proposed CRRs pointed out in the NRRI study (pp.24-25) is that, despite FERC’s intentions that the proceeds of a CRR auction be distributed to existing transmission customers, “it is not necessarily the case, however, that existing transmission customers will inevitably be held financially harmless with CRR-auction proceeds.”  As an example, if the electricity distribution company participates in the CRR auction but is not able to obtain all of the CRRs that it desires, the distribution company may be placed into a position of having to decide not to receive electric power at delivery points where it does not have CRRs when the congestion charges are greater than the amounts the company was willing to pay for the CRRs.  The result noted in the NRRI study (p.25), however, is that “by taking this course of action, the regulated electric distribution company could incur a non-measurable cost, the cost of not being able to deliver electricity to some of its customers.” (Emphasis in original document.)

The NRRI study (p.27) notes that FERC’s proposed “initial distribution of CRRs fully protect the regulated electricity distribution companies as long as there is no shortage of available CRRs under normal operating conditions with respect to all combinations of the receipt and delivery points.” (Emphasis in original document.)  “However, in those instances where there are chronic transmission constraints, it is possible that the regulated electricity distribution companies may come up short after the initial apportionment of CRRs.  This possibility exists because FERC proposes to eliminate the existing native-load preference that currently exists for the regulated electricity distribution companies.”  (Emphasis in original document.)  Moreover, “If this outcome is realized on a routine basis, it is inevitable that the FERC proposal for the initial distribution of CRRs will result in an increased price for bundled retail electricity services.  (Emphasis in original document.)

At page 31, the NRRI study notes concerns with regards to whether an active secondary market for CRRs governed by bilateral transactions is likely to develop.  As the NRRI study notes, “Receipt-point-to-delivery-point CRRs are direction-specific, which means that a buyer cannot automatically reconfigure a CRR that is bought in the secondary market pursuant to a bilateral transaction. …. Consequently, policy makers should not necessarily expect substantial electricity price mitigation for either the wholesale or retail markets from CRR resale in the context of bilateral transactions.”  (Emphasis in original document.)  Also, “policy makers need to be aware that conducting an auction in a secondary market for CRRs may as likely increase as decrease the price for CRRs.  At present, there is simply not enough experience or empirical data to evaluate the consequences.”  (Emphasis in original document.)

Additionally, as the NRRI study describes (p.32), the FERC proposal would introduce an element of pure speculation into the pricing of CRRs in a secondary market:  “Another significant and legitimate concern for policy makers is that the operation of a secondary market for CRRs introduces pure speculation to congestion management. FERC intends that anyone—LSE or not – may purchase and subsequently sell CRRs in the secondary market either at auction or using a bilateral transaction. In either case, it is pure speculation in CRRs if the buyer-turned-seller of CRRs never intended to purchase and transmit electric power from a receipt point to a delivery point. Pure speculation, unfortunately, is based on the maxim—“ buy low and sell high.”  Speculation may provide liquidity to the secondary market for CRRs; however, the potentially higher liquidity comes at a cost of potentially higher prices for CRRs sold in the secondary market as compared to CRRs sold in the periodic auctions for newly created and expired receipt-point-to-delivery-point CRRs.”  (Emphasis in original document.)  As the NRRI study states (p.35): “tradable Congestion Revenue Rights would permit speculation, which in turn has the potential to drive up transmission prices to the detriment of load-serving entities and retail customers.”  (Emphasis supplied.) change font

The NRRI study (p.26) also notes that:  “As envisioned by FERC, the utilization of CRRs pursuant to the Standard Market Design will be more extensive than is the utilization of financial transmission rights in PJM and New York.”  The GPSC is very concerned about FERC’s proposed implementation time-table for CRRs in the SMD.  Other areas of the country, PJM and New York, apparently have already implemented some less drastic form of CRRs in their deregulated electricity markets.  However, the implementation of CRRs in the Southeast is generally not desired by the state regulatory commissions in this part of the country, which is served reliably by vertically integrated utilities.  The FERC should respect regional differences and should not require a CRR auction for the southeast until and unless all of the above noted concerns are fully addressed.  Additionally, if CRRs are eventually determined to be desirable and appropriate for the southeast, FERC should adopt an implementation time line that will fit with the needs of this area.

So that the increased risks associated with a movement away from cost-based regulation to a market-based auction system, possibly including CRRs, can be better understood and minimized, it may be appropriate to test such an approach by implementing a pilot program in a region on a voluntary basis. This would be vastly preferable to FERC’s proposal to mandate such drastic changes simultaneously for all regions.  By testing such an approach in a limited region, flaws in such an approach could potentially be resolved without placing regions that do not desire such an approach unnecessarily at risk.  The GPSC suggests further that a pilot CRR auction would not be appropriate at this time in the Southeast, which has generally not implemented retail access, sees no imminent need for it, and continues to receive reliable, low cost electricity from a vertically integrated utility system supplemented with wholesale supply. 

IV-D-4. Application of Inter-Regional Pricing to Parallel Path Flows


190. To the extent the Commission adopts a true-up methodology for recovering the costs of through-and-out services, should a similar pricing methodology be applied to parallel path flows?  How should cost impacts of parallel path flows across regional borders be addressed?

The GPSC is concerned that the new regime FERC has proposed will be subject to gaming and potential manipulation in ways that have not yet been thought of by regulators.  If a different pricing methodology is applied to through-and-out services and parallel path flows, this potentially could result in gaming opportunities. Cost impacts of parallel path flows across regional borders will likely be difficult to measure.  The GPSC believes that more information is necessary to address such issues.

IV-D-5 Pricing of New Transmission Capacity

202. Are the pricing proposals appropriate to meet the Commission’s goal of expediting needed infrastructure investment or would another method would be more effective?

The GPSC strongly supports the principle that the costs of transmission expansion will be paid for by those who benefit from the expansion.  The GPSC supports FERC’s stated preference to allow recovery of the costs of expansion through participant funding, i.e., those who benefit from a particular project (such as a generator building to export power or load building to reduce congestion) pay for it.  The GPSC also notes that participant funding is a key element to the voluntary formation of the SeTrans RTO by utilities in the Southeast. 

As noted previously, the Georgia electric utilities already participate in an integrated transmission system which spans state borders.  The cost of transmission plant that has been constructed to benefit the integrated system is borne by the customers of the electric utilities who built the system.  The GPSC believes that FERC should recognize that existing transmission constructed by Georgia electric utilities has already resulted from a regional planning process.  

FERC is seeking to impose a different regional planning process through RTOs and state advisory committees, etc. which may not result in any improvement or cost savings over the present integrated transmission system agreements and planning, which currently spans state borders.

The GPSC also believes that additional costs for transmission facilities to accommodate the flow of electricity to load centers from merchant generating plants, which FERC recognizes have been built “largely in locations that make the most economic sense for the builder of the generation (i.e., where land is affordable and economic sources of fuel, water and labor are near)” (para 191) should be paid for by the cost causers.   Participant funding for such projects should be permitted within the SeTrans RTO region.

FERC indicates that it would allow participant funding for proposed transmission facilities that are included in a regional planning process which is conducted by an entity, whether an RTO, ISO, or other independent entity, that is independent. The GPSC is concerned that these requirements would delay or impede the implementation of participant funding until these conditions are met. Moreover, such delays may cause costs of transmission facilities constructed in the interim period to accommodate the locations of merchant generation to be borne by customers other than the cost causers.  The GPSC asks FERC to respect regional differences and recognize that participant funding is very important to the Southeast and to the SeTrans RTO.  

The SEARUC Study confirms the belief that the costs associated with FERC’s proposals are likely to outweigh the benefits. As documented in the SEARUC Study (pp.95-96), there may be some benefit to SeTrans from certain aspects of the FERC proposal.  However, the net benefit appears marginal, and can largely be attributed to implementing Participant Funding (p.96).   The SEARUC Study reflected the impact of Participant Funding in the following manner:  Under Participant Funding the merchant plant pays for the cost of the investment as an initial matter, but is successful in passing such costs through to native load as part of the price for delivered power. (p.83).  A comparison of Tables 10 and 16 of the SEARUC Study (pp.72 and 83) indicates positive net benefits to Georgia under the FERC SMD with or without Participant Funding; however, the Study results do not include all costs and the benefits are uncertain, as recognized at page 96, which states that:  “these estimated benefits are uncertain to the extent that a Participant Funding policy or its equivalent could be adopted outside the context of the RTO/SMD policy.” One of the Study’s principal conclusions (p.1) is that:  “There is considerable uncertainty as to whether RTOs and SMD would provide greater benefits to the southeast area than the implementation costs.” Because of the lack of clear benefits, the imminent danger of increased costs, and the general lack of a perceived need for drastic changes to a regional electric system that is functioning very well in the Southeast, the GPSC believes that FERC should respect regional differences and adopt a more deliberative and cautious approach, and that FERC should not require drastic changes that are unlikely to produce a net economic benefit, and risk significantly increasing costs to the retail ratepayers of the Southeast region.

The SEARUC Study also notes that, with respect to Table 10 (pp.71-72) that: “The Florida and Southern Company areas, in particular, benefit by the increased trade occurring over the Florida-Southern Company transmission interface.  Average wholesale generation prices actually decline on both sides of the interface with Florida; however, prices tend to increase within the Entergy portion of SeTrans, reflecting the large amount of merchant capacity available to be sold in the wider RTO market.”  The SEARUC Study (p.10) states that:  “expansion of the Florida-Southern interface almost certainly would have more benefits than costs.”  The GPSC is interested in exploring the benefits of making cost-effective system expansions that would enable increased power exchanges over the Florida-Southern Company transmission interface, especially if this will result in lowering average wholesale prices on both sides.  The GPSC, however, is skeptical that the drastic changes contained within the FERC proposed SMD is the best or most effective way to accomplish this.  The GPSC would generally favor a regional collaborative approach to encourage economical expansion of transmission facilities.  We would also favor adjusting existing regulation, if necessary, in order to obtain benefits that are shown to be substantial and likely to be achievable, such as may be the case with an expansion of the Florida-Southern interface.  The GPSC believes that such an approach would be preferable, and more likely to produce actual net benefits to retail ratepayers in the states involved, than would the extremely radical changes proposed in FERC’s SMD.

The GPSC believe that Participant Funding is necessary to prevent significant harm to retail ratepayers in Georgia and the Southeast and is necessary to send appropriate cost signals to merchant generators to locate plants in an economically efficient manner.  Participant Funding is also appropriate under principles of cost causation because it assesses the cost to the parties causing such costs to be incurred and who receive the benefits of the investments.   The SEARUC Study, cited above, supports a conclusion that Participant Funding is essential in the Southeast to protect retail ratepayers from additional costs for transmission that is built to serve merchant generating plants.  

The GPSC shares concerns voiced by other Southeastern state regulatory commissions that FERC lacks authority to require states to relinquish their present jurisdiction over transmission planning and investment.  The GPSC urges Participant Funding to be approved and implemented without delay and without unwarranted restrictions on state jurisdiction.  FERC should respect regional needs and should not place unreasonable obstructions on implementing Participant Funding in the Southeast, even if delays in the formation or operation of proposed RTOs are experienced. 

IV-E-3-c  Requirement for Offering Congestion Revenue Rights

249. Should the Commission require the Independent Transmission Provider to offer multi-year Congestion Revenue Rights when Standard Market Design is first implemented? Should the Independent Transmission Provider be required to offer Congestion Revenue Rights with terms tied to the planning horizon used in the region to satisfy the resource adequacy requirement?

As described above in conjunction with paragraph 189, The GPSC finds that FERC’s proposal for a CRR auction creates increased risks to regulated ratepayers in Georgia and the Southeast and is generally undesirable, unjustified and unnecessary at this time and should not be implemented in the Southeast.  

IV-E-3-d Funding for the Congestion Revenue Rights

251. The Commission proposes that any revenue surpluses be paid to transmission owners. Will this policy discourage transmission expansions? Should alternative mechanisms be used to distribute the revenue surpluses?

As described above in conjunction with paragraph 189, The GPSC finds that FERC’s proposal for a CRR auction creates increased risks to regulated ratepayers in Georgia and the Southeast and is generally undesirable, unjustified and unnecessary at this time and should not be implemented in the Southeast.  

IV-F-1-c(2) Day-Ahead Energy Market, Bidding and Scheduling Rules

274. Should other scheduling options or regional variations be included for energy-limited resources in the tariff?

The GPSC favors an approach that will recognize and accommodate regional variations for energy-limited resources.

382. Should the Commission allow a transition period before the start of Congestion Revenue Rights auction allocations and, if so, what should the length of such a transition be?

A transition period would be appropriate and should be sufficient to enable the utilities operating in the region and the state regulatory commissions to adjust to the new market structure in an orderly manner.  FERC should accommodate regional differences and recognize that the Southeast has taken a more deliberate and cautious approach to adopting and implementing radical restructuring changes to electricity markets.  Where there is a lack of clear cost savings to customers of state regulated electric utilities from FERC’s proposed changes, or where the cost savings benefit may be minimal or uncertain, efforts by FERC or others to artificially accelerate the development of market changes may impair, rather than improve the present system.

As described above in conjunction with paragraph 189, the GPSC finds that the FERC proposal for a CRR auction creates increased risks to regulated ratepayers in Georgia and the Southeast and is generally undesirable, unjustified and unnecessary at this time and should not be implemented in the Southeast.  

IV-H-4 Force Majeure and Indemnification Provisions

389. Is there a need to include liability provisions in the Commission's pro forma tariff?  Under what circumstances should liability protection be provided in a Commission open access transmission tariff (e.g., should we provide such protection only where it is not available through state tariffs)?  If liability provisions are adopted, should they be generic or do they need to be adopted on a regional basis?  Should the standards adopted in a Commission pro forma tariff reflect what was previously provided under state law?  How do we resolve the issue in the multi-state context of an ISO or RTO?  The Commission states it will review the comments filed and then hold a staff technical conference in the fall to further discuss this issue.

The GPSC generally favors an approach that would respect provisions provided under state law.  The GPSC agrees with FERC that additional technical conferences could be beneficial to further exploring this area.

IV-I-3 Market Power Mitigation and Monitoring in Markets Operated  by the Independent Transmission Provider, Market Power Mitigation for Local Market Power

411. Comment on how to structure the local market power mitigation, particularly on how to define the noncompetitive conditions which should trigger the mitigation, and on how bid caps should be structured for generators operating under a participating generator agreement.

The SeTrans RTO interested parties held a meeting on market monitoring issues and received presentations from Market Monitoring personnel currently operating in other areas of the country on November 14, 2002.  The GPSC recognizes that the market monitoring function would be essential under FERC’s proposed SMD, and believes that each region should be permitted to work out the details best suited to its own situation.  The SeTrans RTO has received input from stakeholders and has listened to the comments of Market Monitors from NY ISO, PJM and the Midwest ISO.  SeTrans is in the process of formulating its own requirements, which will take into consideration the insights gained from these other regions where the function has already been implemented. 

412. Comment on the penalty that would be appropriate to deter unjustified forced outages.

The size of the penalty should be commensurate with the additional cost imposed by the unjustified forced outage.  The GPSC believes that additional guidance from FERC and market participants as to what outages would be considered "unjustified” may also be helpful.  For example, what criteria will be used to ascertain whether a forced outage is justified or not?

IV-J-2-b Long-Term Resource Adequacy, Level of Resource Adequacy

489. How can the Commission encourage regional discussion of appropriate planning targets in energy-limited areas, specifically on how to incorporate volatility of annual hydropower supply?

The GPSC favors the use of a collaborative process between the utilities, FERC, the state commissions, government agencies and market participants to ensure that planning and expansion decisions represent and consider the interests of all stakeholders.  FERC recognizes that: “State representatives are in the best position to determine on behalf of retail customers the trade-off between the cost to the customers of extra generation and demand response reserves and the difficult-to-quantify benefits to the customers of increased reliability and reduced exposure of the region to the effects of a power shortage.” (para 490)  The process should promote regional discussion of planning targets while ensuring that states have the ability to fulfill their regulatory responsibilities and adequately protect native load customers.

IV-J-2-d Load-Serving Entity's Share of the Regional Resource Requirement

498-500. Which of two methods for determining each load-serving entity’s share of the regional requirement should be used?  One is to allocate the future resource adequacy needs to loads based on each load’s forecasted future demand. The other method is to allocate the future adequacy requirement to loads based on each load’s most recently documented load ratio share. Which of these two methods should the Commission choose in the Final Rule.  Alternatively, should this issue be left to regional determination?

This issue should be left to regional determination. 

IV-J-3, Resource Standards

510. Concerning certain minimum standards for comment, the Commission states that it is considering in the Final Rule to ask the North American Energy Standards Board (NAESB) to develop more detailed standards for determining whether resources satisfy the resource adequacy requirement, and seeks comments on this approach.

Electricity is an essential resource in today’s economy and setting standards to maintaining adequate resources to prevent outages and assure reliability is a serious responsibility. While the approach of having NAESB to develop more detailed standards may be appropriate, the GPSC would caution FERC that the existing standards and procedures in Georgia, and the SERC control area have generally been adequate to assure reliable and relatively low-cost power, and consequently such standards should not be lowered or compromised in the interests of inserting additional detail or providing

standardization across the country.

IV-J-4 Planning Horizon

525. Should there be a resource adequacy requirement before the end of the first planning horizon period?  For example, if the horizon is three years, should there be a requirement for resource adequacy in the first two years?

Existing planning processes within the State of Georgia have been sufficient to provide for adequate and reliable generation and transmission resources.  There is already an integrated resource planning process in place to address resource adequacy in Georgia.  The GPSC is not convinced that FERC’s proposal represents any improvement over existing planning methods being used in the state. 

GPSC is also concerned that setting a resource adequacy planning horizon period that is too short may, perhaps unintentionally, preclude or disfavor certain types of base load generating units from consideration, particularly those such as coal-fired units, which take more than five years to site and construct.  As noted in a November 2002, NRRI study (NRRI 02-02), “The FERC’s Standard Market Design NOPR Adequacy Requirements: Implications for State Commissions,” at page 9:  

“An additional aspect of resource adequacy planning that should raise concerns for state commissions is that the FERC suggests that a relatively short time horizon of three to five years is appropriate for resource adequacy planning. That approach would likely eliminate many types of base load generation plants from consideration, particularly those taking more than five years to site and build. Such an approach would result in a singular reliance on gas-powered generation, a phenomenon arguably already occurring without further tilting of the playing field. Fuel diversity is in the public interest and has implications for national security. A longer planning horizon would keep clean coal technologies open as an option for future. The point is that state commissions are better equipped to make the trade-offs that are involved in resource adequacy planning and that these trade-offs should neither be made by a private entity nor by a federal agency relatively unfamiliar with the circumstances of individual states and regions. The [Multi-state Entity] MSE options appears to be the best option for balancing local and regional concerns, while making resource adequacy planning decisions regarding facilities that could be sited and built with state coordination and cooperation on a regional basis.”  

Coal-fired generation has been and continues to be an important source of energy for Georgia and the southeast.  GPSC is concerned about the recent trend of over-emphasis on gas-fired generation to other fuel sources because of the susceptibility of gas prices and the cost of electricity produced by gas-fired generation to volatility.  GPSC favors establishing and using a generation resource adequacy planning horizon that will include the ability to plan and construct coal-fired generation, if that is determined to be the most economical resource from a least-cost integrated resource planning perspective.  As noted in the above-cited NRRI study, FERC’s relatively short-term planning horizon of three to five years may inappropriately skew the resource planning process toward gas-fired over other types of generation.  GPSC further agrees with the NRRI study conclusion that state commissions are better equipped to make the trade-offs that are involved in resource adequacy planning and that these trade-offs should neither be made by a private entity nor by a federal agency relatively unfamiliar with the circumstances of individual states and regions.

IV-J-5 Enforcement

526. Comment on the most effective enforcement method.  

The present planning processes within the State of Georgia have been sufficient to provide for adequate and reliable generation and transmission resources.  There is already an integrated resource planning process in place to address resource adequacy in Georgia, and there has not been a need for the type of enforcement mechanisms that FERC seeks to impose via its SMD based on bad experiences in other areas of the country.  

IV-J-6 Regional Flexibility

549. Should the approach to resource adequacy proposed require an Independent Transmission Provider to create a market to facilitate load-serving entities meeting their resource adequacy requirement efficiently?

Currently resource adequacy is addressed in Georgia by the integrated resource planning process and the operation of vertically integrated electric systems.  Under FERC’s proposed SMD, each load serving entity (“LSE”) is required to meet its resource adequacy requirements, including reserve margins.  It is unclear how a smaller LSE would be able to efficiently meet its resource adequacy requirement under certain circumstances, such as an unexpected outage at one of its primary generating units, or a suppliers’ unit.  Consequently, there does appear to be merit in having the Independent Transmission Provider to create a market to facilitate load-serving entities meeting their resource adequacy requirement efficiently.  

IV-K State Participation in RTO Operations

553. Should there be a single Regional State Advisory Committee, or separate committees for siting and other issues? How should the state representatives be selected (e.g., whether the governor should select them or some other process should be used)?

The GPSC notes that provisions for regional planning are being addressed for the Southeast in the context of the SeTrans RTO.  While the GPSC agrees that the transmission grid is being used more heavily and in different ways than in the past, the GPSC urges FERC to recognize that Georgia is one of the states where the urgency for moving toward regional grid management does not exist.  The main reason for this lack of urgency is the fact that we have not had any significant problems with system reliability and in fact, the grid has been managed in a way such that operation has been reliable and efficient.  The GPSC is interested in having the utilities in Georgia and surrounding states explore the expansion of the Florida-Southern interface, which the SEARUC Study (p.30) has concluded “almost certainly would have more benefits than cost.”  The GPSC is unconvinced, however, that the FERC proposed SMD or an RTO are essential to realizing the benefits from expansion of this interface.  

IV-L-3 Initial Selection Process for Board of Directors

567. Should the Chief Executive Officer of the Independent Transmission Provider be a non-voting member of the board?

Decisions such as this should be left to the ITPs and RTOs and should not be mandated by FERC.

568. What protections should be built into the selection process to ensure that a class of market participants does not dominate the stakeholder voting process?  Should the nominating committee be required to vote on an entire slate of candidates rather than on individual candidates?

The GPSC notes that provisions for assuring appropriate representation on the board and committees of the RTO are being addressed for the Southeast in the context of the SeTrans RTO.  As proposed, SeTrans Sponsors would be allowed to participate in the SAC, but they are not allowed to have sufficient voting power to veto a proposal, and they are not allowed to vote on the slate of four ISA finalists.  Also, representatives of regulatory commissions and representatives of regional electric reliability councils are invited to the SeTrans SAC meetings and can participate on a non-voting basis.  Market participants, including affiliates, may participate in more than one stakeholder group for which they qualify, but may not have more than one voting representative of the twenty that make up the SAC.  Such provisions should assure that a class of market participants does not dominate the stakeholder voting process.   The GPSC has no comment at this time concerning whether decisions concerning whether the nominating committee be required to vote on an entire slate of candidates rather than on individual candidates. As indicated in previous comments to FERC in Docket No. EL02-101-000, the GPSC finds no objection to the selection process proposed by SeTrans.

IV-L-4, Succession of Board Members

570. Would the proposed staggered terms lead to too rapid a turnover in the composition of the board?

The GPSC agrees with FERC that continuity in board membership and decision making will be important, particularly in early years.  The GPSC is uncertain, however, whether FERC should be prescribing board member terms and term limits, or whether such matters should more appropriately be determined by the individual RTOs and their stakeholders through a collaborative process.

Again, the GPSC appreciates the opportunity given by FERC to provide its comments and concerns on these important matters and we remain open to discussion on the positions taken in this document.

� See Appendix C to the November 15, 2002, comments filed by the Louisiana Public Service Commission, “The Benefits and Costs of Regional Transmission Organizations and Standard Market Design in the Southeast” prepared for the Southeastern Association of Regulatory Utility Commissioners by Charles River Associates, dated November 6, 2002.





Page 19 of 19

