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I. INTRODUCTION


The following are initial comments of the Georgia Public Service Commission (GPSC) in the above referenced docket.  The issues being responded to are considered by this state commission to be of special interest to our jurisdiction and all of our constituent ratepayers.  We believe that these recommendations would contribute to making the transition to competitive power markets smoother and will meet the unique needs of our region.


We appreciate this opportunity to participate in this forum scheduled for February 17, 1999 in Washington, D.C. and to make our concerns known to the Federal Energy Regulatory Commission (FERC).  We believe that in order to achieve the lowest power costs, FERC should continue to allow state level input into the process.  The GPSC concurs with Commissioner Bailey that the critical question that must be posed to state commissioners is how aggressive should FERC be in encouraging utility participation in Regional Transmission Organizations (RTOs).  

Commissioner Breathitt expressed concern that FERC did not adequately frame the initial discussion with state commissioners.  She emphasized that the Notice failed to ask the “fundamental, threshold question” of “whether there is a need to establish regional boundaries in order to further the goals of full competition and non-discriminatory access or whether there are other means that can be equally as effective?”  The GPSC believes that the question of whether there is a need to establish regional boundaries and, more importantly, mandate the formation of RTOs should be the focus of these initial FERC proceedings.  Therefore, the main purpose of these comments is to address the mandatory formation of RTOs.  The staff of the Georgia Public Service Commission will be closely following developments in these proceedings.

II. FACTORS WHICH CHALLENGE THE NEED TO ESTABLISH REGIONAL BOUNDARIES AND MANDATORY FORMATION OF RTOs.


The FERC should not mandate the formation of RTOs.  Several factors, some unique to Georgia, challenge the need to establish regional boundaries and make mandatory formation of Regional Transmission Organizations unnecessary.  These include low rates, a reliable system, the existence of limited competition, and economic development incentive programs currently in existence in Georgia.  Most importantly, the fact that the majority of FERC’s concerns regarding fully competitive markets are already being addressed through Southern Company’s system.  The Southern system has evolved prior to any regional boundaries being drawn and without FERC  mandating the formation of  RTOs.  

A. Low Rates


For the first time in over 30 years, a Georgia Public Service Commission rate review resulted in significant rate reductions for Georgia Power Company customers.  On December 18, 1998 the GPSC voted to cut Georgia Power Company revenues more than $1 billion over three years beginning in January 1999.  Rates were reduced an average of 15% for small business customers and 5.7% for all other customer classes over a three- year period.


Unlike other areas of the country, utilities in the Southeast have operated large, integrated transmission systems for many years.  Southeastern utilities also have an exceptional record of service reliability to their customers.  Moreover, these utilities are among the lowest cost electric service providers in the nation.
  As a result, Georgia electricity consumers enjoy rates which are among the lowest in the United States.  

B. Reliable Electric System

In the state of Georgia, efficient and reliable wholesale transmission service is being provided on a non-discriminatory basis under the FERC’s current regulatory framework of functional unbundling, standards of conduct, open access transmission tariffs, and the Open Access Same-Time Information System (OASIS).


Moreover, the Southern Company Services Power Control Center (PCC), the Integrated Resource Planning (IRP) Act
, and Southern Company's association with the North American Electric Reliability Council (NERC) all contribute to the stability of the electric supply system.

1. Power Control Center and Intercompany Interchange Contracts


Southern Company’s William R. Brownlee Power Control Center in Birmingham, Alabama was established to provide integrated and coordinated operation of the generation and transmission systems of Southern Company’s operating companies. Using guidelines established by the Operating Committee in the Intercompany Interchange Contract (IIC), the PCC is responsible for coordinating the operation of the bulk power supply resources. Its objectives are to supply the territorial power requirements of the respective service areas of the operating companies at the lowest practical cost consistent with a high degree of reliability of the bulk power supply, and fulfill the interconnected contractual agreements with non-associated utilities.


Georgia Power Company and Savannah Electric & Power Company, as affiliate members of the Southern Company pooling agreement, are participants in the IIC.  The IIC provides operational control, backup reserves and stability to the Georgia territory.  In addition, the IIC allows the affiliate companies to integrate their generation resources in a common dispatch for the benefit of retail consumers of the five respective operating companies in four states.

While the GPSC supports FERC's initiative to provide open access transmission, the FERC should not take any action rising from this consultation which would reduce the benefits to native load customers of these affiliate companies' interconnected operation.

2. Integrated Resource Planning Act


The IRP Act was established by the state legislature in 1991. It requires that utilities file a plan at least every three years.  The plan must include a 20-year projection of energy requirements and consider the economics of all options available to meet these requirements including supply-side resources, demand-side resources, purchased power and cogeneration.  Long-term plans for the type of facility needed, the size, and the required commercial operation date are determined and approved by the GPSC.  Before construction of a facility has begun or a purchased power agreement is finalized, the GPSC must first certify the need for the facility, contract or conservation program, and determine that it is the appropriate type facility based on economic analysis.  Once certified, the utility is guaranteed recovery of the actual prudently incurred costs.  The IRP Act also provides the GPSC a means to ensure that a reliable supply of low cost energy will be available for the long term.

3. North American Electric Reliability Council


The reliability of an electric system can be viewed as two interrelated elements: adequacy and security.  Adequacy refers to the amount of capacity resources needed to meet peak demand and security refers to the ability of the system to withstand contingencies (or sudden changes) on a daily and hourly basis, such as the loss of a generating unit or transmission line.  Without adequate generation, security concerns are greater.  This dual nature of reliability is the responsibility of each independent system.  Southern Company's system is more reliable since its interconnected systems are coordinated through the regional reliability councils of the NERC.  

C. Existence of Limited Competition 


Even before the restructuring of the electric industry became a national issue, there was a limited amount of competition for retail load in Georgia.  Retail competition was fostered by the existence of the Integrated Transmission System (ITS), the 1973 Georgia Territorial Act, 
 and the competitive bidding process as provided for in the IRP Act.

1. The Integrated Transmission System


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.

2. The Georgia Territorial Act


The Territorial Act 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.


As of January 1999, Georgia Power Company estimates that since enactment of the Territorial Act, more than 3,200 large and small customers throughout the state have been able to choose their electric supplier when locating new facilities in Georgia.  Georgia electric suppliers compete for about 500 MW of load each year.

3. Competitive Bidding Process


Under the Georgia Public Service Commission’s IRP Rules,
 competitive bidding has been used as a proxy for and transition vehicle to full competition.  When the need for new supply-side capacity is identified, the utility must issue a formal written Request for Proposal (RFP) to potential utilities, cogenerators, power marketers, power brokers and independent power producers/suppliers with sufficient lead time to allow for bid evaluations, certification and construction prior to the expected need date.  This RFP process is done for each block of required new supply-side resource that is identified in the utility’s Integrated Resource Plan.  Even though this process is vulnerable to some manipulation, it does provide for limited competition in supplying capacity for new loads as identified  and approved in the utilities' load forecasts.

D. Economic Development Incentive Program (EDIP)


The GPSC recognizes that the electric industry in Georgia and the nation is in a state of transition.  Therefore, the GPSC strives to sponsor policies to foster an electric industry that enables the state to attract new residents and businesses, provides low cost electricity to all customers, encourages increased levels of energy service options for retail customers, and maintains a reliable and adequate supply of electricity.


Through the EDIP it has been demonstrated that the ability of a manufacturing customer to work with a supplier or to cogenerate in a state that has low cost energy has actually helped to create more jobs and increase tax revenues for the state.


The importance of the electric industry to Georgia’s economy and quality of life cannot be overstated.  The GPSC and the FERC must carefully evaluate any new paradigm before making any major modification to the existing system, which works well and has provided this state with universally available electric energy at reasonable prices.  In any process to restructure the electric industry in Georgia, the FERC and this Commission must avoid creating a structure where a supplier is allowed to become an unregulated monopoly, where only some customers derive the benefits of competition, or where the short-term and long-term reliability of the electric supply system is compromised.

E. Most Of FERC’s Concerns Are Addressed


Four of the six concerns that the FERC expressed regarding the development of fully competitive markets are mitigated as a result of the Southern Company’s operating system. The four concerns addressed pertain to multiple pancaked transmission rates within a region, congestion management issues, loop flow issues, and the complexities of current transmission planning.  Lack of sufficient separation between transmission and merchant functions and generation market power that results when market size is constricted by transmission constraints are the two remaining issues which are not addressed through the PCC and ITS.  However, it is not clear that these concerns would be mitigated by regional transmission organizations.

III. GPSC MAJOR CONCERNS


The GPSC has several concerns with FERC moving forward with mandatory formation of RTOs.  The following legitimate concerns must be addressed before FERC considers drawing regional boundaries or requiring the formation of RTOs.  

A. Potential Benefits Must Outweigh The Costs.


Any decision by the FERC to alter the basic structure of the electric industry must be carefully evaluated in order to ensure that the potential benefits of establishing a RTO exceed the potential costs.  As evidenced by the California Independent System Operator Corporation, the costs of establishing and maintaining a RTO can be quite expensive.
  For the Southeast, these costs are likely to be significant because (unlike many other regions such as New York Power Pool or ISO-New England) there is no existing institution that performs RTO-type functions.  Before such costs are incurred, there should be  clear showing of offsetting, tangible benefits that will result from a RTO.  The GPSC does not believe that such a showing can currently be made in the Southeast, where the major benefits associated with regional transmission service are already being realized. These, along with other regional factors, should be considered when evaluating the costs and benefits associated with establishing RTOs.
B. Priority Of 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.  Electric service is a necessity for comfortable everyday life and residential customers are viewed as the customer class which primarily constitute the native load.  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.

C. Jurisdiction of Georgia’s Complex Electric Industry

Three types of electric utilities provide retail electric service in Georgia.  These include investor-owned utilities, customer-owned utilities (cooperatives) and government-owned utilities (municipals).  There are two investor-owned utilities, Georgia Power Company (GPC) and Savannah Electric and Power Company (Savannah Electric).  Both of these are operating subsidiaries of Southern Company. There are 42 Electric Membership Cooperatives (EMCs), 39 of which distribute power received from Oglethorpe Power Corporation (OPC) while the remaining three distribute power received from the Tennessee Valley Authority (TVA).  There are 47 cities and one county (Crisp County) that are members of the Municipal Electric Authority of Georgia (MEAG).  There are other municipals, not members of MEAG, that also provide service to customers at the retail level.  These include the City of Dalton, the City of Hampton, the City of Acworth and the City of Chickamauga.
  Georgia has an Integrated Transmission System, jointly-owned by Georgia Power Company, Oglethorpe Power Corporation, MEAG, and the City of Dalton. 

The GPSC has exclusive power to determine just and reasonable rates and charges to be made by any person, firm or corporation subject to its jurisdiction.  Georgia Power Company and Savannah Electric are the two investor-owned electric companies under full GPSC rate-making jurisdiction.  The Georgia Commission has limited authority with respect to cooperatives or municipals, who must file their rate with the Commission.  The GPSC approves the issuance of certain EMC bonds and notes and enforces rules and regulations to provide electric service to an EMC’s members.  Where EMCs receive financial support from the federal Rural Utilities Service (RUS) agency, RUS guidelines and Commission approvals exist to help assure that all financial requirements are met.  The Commission also has certain authority granted under the Georgia Territorial Electric Service Act.

The complexity of Georgia’s electric system is cause for concern as we move toward full retail competition.  Many jurisdictional issues must be clearly identified and solved prior to any regional boundaries being drawn for the Southeastern States and more specifically, the state of Georgia.

D. FERC’s Authority Under (202(a) Of The Federal Power Act

The GPSC finds convincing the Edison Electric Institute’s (EEI) analysis of the legislative history and case law decided under (202(a) of the Federal Power Act (FPA)
 which suggests that Commissioner Bailey’s concerns about the limitations of the FERC’s authority under (202(a) are well founded.  According to EEI’s analysis, based on the plain language of the FPA,  legislative history, and relevant case law, it appears that FERC cannot use its newly delegated authority under (202(a) as the basis on which to order electric utilities subject to its jurisdiction to form RTOs.  FERC’s authority under this provision is limited to drawing the boundaries necessary for the voluntary interconnection and coordination of electric utilities within an RTO structure.  The authority under (202(a), which was recently delegated to FERC by the Department of Energy, has never been used by either DOE or the FERC since its enactment in 1935 to divide the country into regional districts.  Its usage to date has been limited to the commissioning of studies, requesting information and establishing policies for the participation of FERC staff in existing regional electric coordinating councils.  Section 202(a) provides an untested basis for any RTO rulemaking.  The notice’s recitation of problems “inherent” in the electric utility industry suggests that the FERC is seeking to bolster any limitations on its authority under (202(a) by reliance on its powers to remedy discrimination under ((205 and 206 of the FPA.

E. Insufficient Experience With RTOs And Inadequate Amount Of Time Allowed To Study The Issue.


While there have been many new ideas and proposals concerning RTOs, no one approach has been identified as clearly superior to another, nor has anyone demonstrated that one industry structure is right for all regions of the country.  We simply have not had enough experience with RTOs to indicate that this structure would be beneficial for the constituency of Georgia.  Moreover, the amount of time that has been afforded to study this important issue has been inadequate given the very limited resources at the GPSC and undoubtedly, other state commissions as well.  Before the FERC even considers whether to move forward with formation of regional transmission organizations or even formation of  boundaries for RTOs, more time should be allowed in order to gain more experience with and to analyze how RTOs best fit into a restructured electric industry.

IV. COMMENTS ON SPECIFIC QUESTIONS POSED IN NOTICE 

A. Question 1:  What criteria and policy considerations should be used to establish the boundaries for effective RTOs if the Commission later decides to do so?

The GPSC does not believe that it is necessary for the FERC to establish regional boundaries.  If the FERC does decide to do so, the individual circumstances of each state should be taken into account and considered on a case-by-case basis.  This should only be done after FERC has gathered input and assistance from the affected states(s).

B. Question 2:  Are there factors that make it appropriate for the utilities in your state to belong in a specific region?

The reliability of Southern Company’s system and the existence of limited retail competition coupled with Georgia’s ITS helps to form a region that fosters retail competition. Southern Company is a utility holding company with five electric utility operating subsidiaries that provide electric service in four southeastern states:  Georgia Power Company and Savannah Electric and Power Company in Georgia; Alabama Power Company; Gulf Power Company in Florida; and, Mississippi Power Company.  The geographic area served by these utilities constitutes the Southern Control Area. 

These utilities form natural electrical regions that foster competitive generation markets where RTOs may evolve without a federal mandate.

C. Question 3:  What is the appropriate role of the States in the formation of RTOs?

The GPSC feels strongly that each state should have the primary role in any initiative that would significantly alter the nature of its existing system.  Georgia statutes give the GPSC the jurisdiction to protect the interests our constituents relative to development, operation, and maintenance of the electric system in the state of Georgia. The Georgia Commission should retain the role of determining which industry structure is appropriate, as many agree that RTOs are not right for every region.

D. Question 4:  What is the appropriate role of the States in the governance of RTOs?

As currently is the case, the state commissions should retain the authority over the regulation of planning, development, operation and maintenance of the transmission system for each utility that is presently under its jurisdiction.

V. CONCLUSION


Collectively, more than 130 investor owned utilities participate in RTOs and today RTOs affect over 60 percent of U.S. customers served and ultimate customer sales.
  Based on the current environment in Georgia and the fact that most of the concerns expressed by FERC are addressed under the Southern Company's operation system, the GPSC strongly believes that mandatory formation of Regional Transmission Organizations is not appropriate.  Given the status of regional transmission organizations as of January 1999, it appears that the utilities are aggressively exploring ISOs, Transcos and other alternatives without a federal mandate to do so.  The FERC should heed the concerns of Commissioner Bailey and others and not endorse the “most aggressive process” it could choose, but rather should evaluate a series of progressive options.


The FERC and Georgia Public Service Commission should continue to study the possible formation of a RTO that would encompass Georgia.  Comments should be solicited from a wide range of sources including the transmission owners, market participants, state authorities in the Southeast region and other interested parties.   Research on the establishment of a RTO should take into account such topics as governance, operational control, long-term planning, transmission congestion management and other Independent System Operator responsibilities, as well as the economic and legal obstacles to establishing a Regional Transmission Organization.
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