February 3, 2004

The Honorable George W. Bush

President of the United States

The White House

1600 Pennsylvania Avenue, MW

Washington, DC 20500

Dear Mr. President:

As chief executives of Southern states, would like to express our sincere appreciation of you working with Congress to protect electricity consumers from FERC’s radical and unprecedented electricity restructuring proposals. However, as a region we remain extremely concerned that FERC is aggressively moving forward with a series of actions that will coerce RTO participation, preempt state law, and exceed the commission’s own statutory authority.  In fact, FERC stepped up these efforts as soon as the Energy bill failed to pass the Senate at the end of the session.

In November, FERC issued a preliminary order directing the Eastern region of American Electric Power Company to join the PJM interconnection over state objection, particularly the states of Kentucky and Virginia.  In that order, FERC declared that section 205(a) of PURPA provides it with the legal authority to override state law and mandate that a utility join an RTO, even though PURPA was written 20 years before the concept of an RTO came into existence.  We are concerned that after a final order is issued in this case, FERC could use this decision as precedent to preempt any state law requiring a finding of net public interest on transmission issues and to mandate its own vision and definition of an RTO throughout the country.  In December, FERC announced it intends to renew its focus on the controversial Supply Margin Assessment proposal – a market-based pricing policy that would essentially prevent large vertically integrated electric companies from obtaining market-based rates (and provide ratepayer credit) for excess generation that they do not use to serve their bundled retail load, unless those companies join an RTO. This proposal appears to be an attempt to coerce the utilities in the Southern region to join RTOs.  

Recent FERC orders and public pronouncements also appear to signal that FERC has concerns with the way that state-jurisdictional, rate-regulated and vertically integrated electric utilities plan for and purchase the generation requirements for their bundled retail load.  Since most of the electric utilities in our region are vertically integrated and are required by our state statutes to build or buy generation at the lowest possible cost to serve their rate-regulated retail customers, it would be of great concern if these recent orders and pronouncements indicate a FERC effort to dismantle our state-regulated system.  FERC has also indicated it may issue rules mandating reliability standards, even though FERC lacks clear statutory authority to do so.  Only state utility commissions currently have statutory authority to ensure and enforce reliable electric service. We recognize the need for mandatory reliability standards.  However, we believe Congress is the appropriate body to institute the mandate and the North American Electricity Reliability Council is the proper entity to implement mandatory standards.
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These recent FERC actions signal a clear attempt by FERC to utilize creative mechanisms to force electric utilities to join RTOs regardless of the economic merit or benefits to ultimate ratepayers in the affected states.  Also, by virtue of requiring the RTO to fit FERC’s particular definition, we view these actions as a backdoor attempt by FERC to implement its Standard Market Design (SMD) proposal without regard to regional differences or regional benefit.   FERC appears to be engaged in a forced march towards implementing its vision of national competition and is determined to replace guaranteed cost-based rates for generation with market-based prices for generation and transmission service, regardless of the increased costs to consumers.

The Southern governors remain adamantly opposed to these and other efforts by FERC to force risky and untested electricity restructuring proposals on regions of the country that have chosen to remain rate-regulated with vertically integrated utilities that provide reliable, efficient, and low-cost electric service.  It is a fact that our regulatory system is responsible for our low rates, lack of volatility, and lack of reliability concerns.  We have made prudent investments in infrastructure which, in addition to providing the best possible electric service to our citizens, contributes to our ability to attract industry to our region and provide employment and enhanced quality of life opportunities for our residents.  It is not only unfair, but economically very dangerous,  to ask Southern states to be subjected to FERC’s academic electricity competition models.  It is our regulatory model, not FERC’s, that has and will continue to result in low rates, appropriate infrastructure investment, and reliable electric delivery service.  

As debate resumes on the comprehensive energy bill, we ask that you continue to work with members of Congress to support an energy bill that contains provisions which will protect the availability of transmission service for native load customers, provide that participation in RTOs is voluntary so that states can ensure net cost-effectiveness, establish the requirement for “participant funding” of transmission investment for those states that desire that pricing approach, and impose at least a three-year delay of SMD. We strongly support these provisions and urge you to work with Congress to preserve them in the energy bill.

Sincerely,

________________________


________________________

Mike Huckabee, Arkansas



Sonny Perdue, Georgia
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________________________


________________________

Bob Holden, Missouri




Mark Sanford, South Carolina

________________________


________________________

Haley Barbour, Mississippi



Michael F. Easley, North Carolina

________________________


________________________

Kathleen Babineaux Blanco, Louisiana

Bob Wise, West Virginia

________________________

Ernie Fletcher, Kentucky

cc:
The Honorable Richard B. Cheney Vice-President of the United States


The Honorable Spencer Abraham, Secretary of Energy

