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The Federal Energy Regulatory Commission (“FERC”) issued its Regional Transmission Organization (“RTO”) Cost/Benefit Report entitled Economic Assessment of RTO Policy at a regular open meeting on February 27, 2002.  The report, prepared by ICF Consulting, was to be the result of a study commissioned by FERC to examine potential economic costs and benefits of a move toward RTOs.  On March 13, 2002 FERC hosted a teleconference with state commissioners from the southeastern states to discuss the results of the report.  The Georgia Public Service Commission (“GPSC”) is pleased to offer the following comments regarding our review of the report.


Unfortunately, after reviewing the report the GPSC has more questions than answers or assurances that an RTO would be beneficial to the Southeast.  The GPSC continues to have concerns regarding the benefits of an RTO for the Southeast and more specifically, for the state of Georgia.  Our major concerns are outlined below.  

A.
Benefits Must Outweigh The Costs.

Any decision by FERC to alter the existing structure of the electric industry must be carefully evaluated in order to ensure that the potential benefits of establishing an RTO for the southeastern region exceed the potential costs. The cost/benefit report indicates that the implementation costs on a national basis could range from $1 billion to $5.75 billion.  The report further indicates that although the exact magnitude of costs and benefits is uncertain, the range estimated yields a positive net benefit from pursuing RTO policy even if benefits are relatively low and costs are relatively high (emphasis added, Report, p vii). For those regions where the benefits are relatively low but the costs are relatively high, what is FERC’s expectation that these costs will be recovered? And, more importantly, by whom?  This report does not provide an analysis for the southeastern region and, in fact, indicates that a few regions are likely to experience increased energy prices for a prolonged period of time (Report, p vii). Before such costs are incurred, there should be a clear demonstration of offsetting, tangible benefits that will result from an RTO.  

The GPSC does not believe that such a showing can currently be made and certainly has not been made in the report for the Southeast, where the major benefits associated with regional transmission service such as reliability and low prices are already being realized. The GPSC requests that FERC continue the collaborative process, but slow down the decision-making process in order to allow enough time for individual states to perform an independent RTO cost/benefit analysis.  

ICF indicated that the 90-day schedule was a major challenge for this study and that this short time frame in which to complete the study limited both analytic methods and data development.  Analytic methods had to be well tested and immediately available, while data and assumptions had to be taken from existing sources and/or developed over a short time period.  (Report, p 21)  ICF should also be given enough time to correct the errors identified and perform a more complete analysis to address issues such as reliability, congestion and congestion pricing, and potential for market abuses--all of which FERC has previously indicated are very important issues.  After all of this additional information is gathered, FERC should re-evaluate its position on the probability of an RTO for the Southeast region.
B.
Priority and Price Protections For Native Load Customers



Historically, electric systems have been planned, designed and operated for the delivery of electric energy from fixed resources to geographically fixed loads, usually native load.  This fundamental concept involves constraints on resources in terms of adequacy and security.  That is, the physics of an electric system limits the way the system can be operated. Therefore, it is very important to exercise control over the planning and operation of generation, transmission and distribution resources in order to properly allocate capacity and to maintain reliability standards. 

The GPSC believes that native load customers should retain priority for use of available capacity during transmission system constraints.  The GPSC draws some distinction between customer classes with regard to priority for use of available capacity.  Residential customers are viewed as the customer class that primarily constitutes the native load.  One of our major concerns regarding the report, which was confirmed during the teleconference on March 13, 2002, is that the study does not give priority to native load customers. Since the native load customers already fully pay for transmission services, FERC should not take any action that would add additional fees or other cost burdens on the retail jurisdictional customers of the utilities.

Presently, Georgia Power Company’s retail customers pay approximately $0.0044/kWh for the transmission component on their monthly power bill.  This cost includes that portion of existing and planned transmission that is used to serve retail load.  The GPSC could not support any plan that would result in an increase in the cost to retail customers for additional transmission facilities that would be used to facilitate wholesale transfers.  

The RTO Policy Case assumes that 31 tWh will be transferred from Georgia into Florida by the year 2006 (Report p 61).  The existing transmission system is not capable of transferring that massive amount of energy and even if the necessary transmission was planned (which it is not), it could not be built and placed in service by the year 2006.  It appears that billions of dollars for additional transmission would be required but no costs are included in the analysis.  Again, any plan that increases the cost of transmission to native load customers in order to facilitate the transfer of energy from Georgia into Florida or any other jurisdiction would be unacceptable to the GPSC.  Moreover, the report also indicates that the increased inter-regional trade that leads to regional variations in price impacts also leads to regional variations in export revenues and producer earnings.  Regions with higher prices due to increased exports also gain revenues from the exports.  This increase in regional power revenue, in the immediate form of producer earnings, raises issues of equity and distribution that go beyond the scope of this report (Report, p viii).  So now the specters of inequity and profit distribution are added to the list of issues yet to be resolved.

C. Critical Errors 

In our review of the report, the GPSC identified the following flawed assumptions that we believe biased the results of the study to indicate increased net benefits of RTO policy.  If FERC has any hope of bringing the various state commissions, utilities, and other stakeholders on board with its conclusions regarding RTO implementation, then ICF must be given the opportunity to address these concerns more fully and to provide an updated analysis of RTO costs and benefits.  Many of these errors, which we believe will be documented by other state commissions as well, are discussed below.

1. One of the most critical flaws of the report is the failure to include any costs for new transmission.  The report indicates that investment in transmission system upgrades, including new lines and enhancement of existing line transfer capabilities, is especially relevant to assessment of RTO policy.  The study further states that some form of accounting for such investments is another analytic requirement of the present study.  (Report, pp 24-25)  Yet, the study does not include any accounting treatment for new transmission.  According to the report, in IPM®, expansion is represented by increasing the effective transfer capability of transmission links among sub-regions within an RTO at no incremental cost by 5% beginning in 2004. (Report, p 36)  As we have previously discussed, the existing transmission system cannot support the assumptions used in this study regarding the transfer of energy into Florida.  If FERC is to move towards RTOs, such gross inadequacies and inconsistencies must be resolved first and foremost.

2. The report states that within the range of costs and benefits estimated, a key finding is that the net benefits of RTO policy will depend on the effective and timely implementation of competitive electric power markets, and on minimizing delays and excessive startup costs.  (Report, p vi)  Mr. Whitmore of FERC further stated during the March 13th teleconference with southeast state commissioners that no assumptions were made about retail competition.    He stated that “…what we are saying is at the wholesale level there would be healthy competition among generators and there would be in the demand response case some way of feeding customer responses back into the wholesale market.”  (Transcript, p 49)  The assumption that there is a vast wholesale market with incumbent utilities’ generators selling large blocks of power outside the incumbent utilities’ native load service territories is not realistic.  Georgia has not adopted retail competition, nor is it likely to do so in the foreseeable future.  Therefore, incumbent utilities will continue to be required to dedicate low cost generation to native load customers first before any off-system sales can be made to the national wholesale market or before transmission facilities within the state could be used to transfer power through the state.  This is a significant constraint that the report does not recognize.

3. The RTO Policy and Demand Response Cases include, as RTO related benefits, generation benefits such as heat rate improvements of 6% after the year 2010 and generator availability increases of 2.5%. (Report, p 31)  The Demand Response Case includes as RTO related benefits, generating capacity benefits due to reductions in peak demand beginning in the year 2004.  It is uncertain that these benefits are solely attributable to RTO implementation, or in the case of peak demand reductions that they could even be achieved in only two years. In fact, heat rate improvement usually result from investments made inside power plants and availability improvements are often achieved by increased investments in plant subsystems which are the root causes of outages and by the management of spare parts inventory.  Regarding demand response, for several years Georgia Power’s largest customers have taken advantage of the largest RTP (real time pricing) program in the country, a program that the GPSC approved. Benefits from this program have been and are being realized without the establishment of an RTO. As such, these gains cannot and should not be attributable to the formation of an RTO. With the inclusion of these corrections, ICF’s analysis very likely overstates the benefits of RTOs.  

4. The study uses transmission hurdle rates to represent both actual transmission usage fees and market inefficiencies (such as market power, open access limitations, non-economic contracts, or other barriers).  These hurdle rates within the RTOs decline to zero in the year 2004 and beyond.  (Report, p 36)  It is grossly unrealistic to assume that these market inefficiencies disappear just two years from now simply because of RTO implementation.  This assumption produces an upwardly biased benefit result. 

5. The Entergy sub-region is identified as having the lowest priced power in the Southeast as shown in Table 3.8:  RTO Policy Case; Regional Firm Electricity Prices. (Report, p 66)  Yet, Figure 3.3:  Southeast RTO Energy Transfers in 2006; Change from Base Case to RTO Policy Case shows Entergy importing power from Tennessee Valley Authority.  Intuitively, there seems to be a disconnect between the Base Case and the Policy Case since the lowest cost sub-region is importing instead of exporting as one would expect.

D.
Conclusion

The Southeast region is not broken and consequently, does not need to be fixed.  This is evident by our high level of reliability and low prices.  Georgia has an efficient Integrated Transmission System
 and the Georgia Territorial Act
 provides for a competitive wholesale market.  While the ICF consulting group has done a commendable job given the time constraints under which it performed the study, nothing contained in the Economic Assessment of RTO Policy provides a sound basis for altering the current structure of the electric industry, particularly here in Georgia, as true benefits have not been shown in the study.  In fact, we believe that if the study is done using a more plausible and realistic set of assumptions that very little to no benefits of implementing an RTO would be found.  Thank you for this opportunity to provide comments on this report and for your consideration of these comments. 

� The existence of the Integrated Transmission System (ITS) makes Georgia unique.  The ITS is a $3.4 billion investment that is used primarily to serve Georgia load. Interconnected with neighboring utilities through transmission tie lines, these ties allow utilities to transfer power from one system to another. The ties also allow Georgia utilities to purchase power from neighboring utilities when it is less expensive than operating their own units. It also allows the utilities to sell and transmit any excess power they may have available. Currently, four utilities jointly own the majority of Georgia’s transmission system.  Each of these utilities has ownership interests and equal access to the transmission facilities.  The ITS allows the owners of this system to compete for customer choice loads provided by the Georgia Territorial Act. The ITS has made it economically feasible for limited competition to exist in Georgia for the past 25 years.  Moreover, the creation of the ITS avoided the duplication of transmission facilities that would otherwise have occurred among the Georgia utilities transmitting power to serve their customers.





� The Territorial Act (O.C.G.A. § 46-3-1, Allocation of Territorial Rights to Electric Suppliers) was enacted March 29, 1973 to assure the most efficient, economical and orderly rendering of retail electric service within the state, avoid duplication of electric lines, foster the extension and location of electric suppliers’ lines in a manner most compatible with the state’s preservation and enhancement of the physical environment, and to protect and conserve lines lawfully constructed by electric suppliers.   Electric suppliers under the jurisdiction of the Territorial Act are Georgia Power Company, Georgia’s Electric Membership Cooperatives (42 EMCs), Municipal Electric Authority of Georgia (MEAG), Savannah Electric and Power Company, North Carolina’s Haywood EMC and Tennessee’s Electric Power Board of Chattanooga.  Under the Territorial Act, every geographic area within the state was either assigned to an electric supplier or declared unassigned as to any electric supplier by the Commission.  Customers with connected loads of less than 900 kW (about the size of a modern grocery store) must take electricity from the franchised supplier.  However, if any customer with a load of 900 kW or more locates within the corridors of an electric supplier’s lines, that customer may have a choice of suppliers.  Once a customer chooses a supplier, the Territorial Act provides that the chosen electric supplier has the exclusive right to serve that customer for the life of the premises.
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