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1.
The Project for Sustainable FERC Energy Policy (Project), on behalf of multiple public interest organizations
 (PIOs), files these comments on critical issues addressed by the Notice of Proposed Rulemaking on Standard Market Design.  In April 2002 many of these PIOs filed joint comments on the standard market design elements critical to assuring reasonable participation in wholesale power markets of demand-side resources and renewable generators.  In September 2002 the PIOs filed joint comments on the scope of issues to be addressed in the FERC Environmental Assessment of the proposed SMD rule.  On December 10, 2002, the PIOs filed joint comments on several important issues that were to be addressed in November 2002 comments of interested parties.

2.
PIOs joining these comments represent hundreds of thousands of citizens in every state across the country, and these individuals and groups have substantial economic and environmental interests in the policies reflected in the SMD NOPR and other initiatives to restructure the electric power industry.  Members and staff of these organizations are working at every level of government to advance the public interest on issues related to this industry, and they rely on the Project to represent these interests before the FERC.

3.
The comments of PIOs will assist the Commission in understanding the impacts of proposed and alternative SMD policies on small electric power customers, renewable resource developers, parties interested in demand-side resources, and citizens interested in long-term public interests, including minimizing environmental damage and assuring workably competitive wholesale markets.

EXECUTIVE SUMMARY
4.
These joint comments address three critical SMD issues in detail: (i) transmission system planning; (ii) regional resource adequacy; and (iii) state participation in regional market oversight and ITP decision-making.  PIOs provide specific recommendations on each of these issues in an effort to advance the public interest.

5.
PIOs are convinced that the SMD must require ITPs to conduct on-going system planning for their regions.  While the NOPR gives good general guidance on planning, the final rule must provide more direction to ITPs, specifying the tasks to be performed, standards to be used, and the circumstances and processes for back-stop actions.  Basic NOPR assumptions on planning are correct—it must be done on a regional basis, by an independent entity, via a transparent process that facilitates input from all stakeholders.  (See paragraphs 20-29 below.) 

6.
However, the final rule must clarify the public interest goals of ITP planning and provide the appropriate standards for assessing regional needs and evaluating options for addressing them.  The primary goals are preserving grid reliability, relieving uneconomic congestion, and mitigating market power, and the primary criterion for evaluating options should be life-cycle least cost.  (See paragraphs 30-31.)

7.
The rule must also mandate technology neutrality and consideration of all types of resources available to meet regional planning goals, including non-traditional options that may be less expensive and easier to install.  The rule should require that ITPs opt first for market-driven system enhancements, clearly identifying grid needs, timing and estimated option costs; and the rule should authorize market participants to propose investments to address the needs identified.  Only if market solutions are not available should an ITP be authorized under the rule to implement its back-stop role.  (See paragraphs 32-36.)

8.
When ITPs exercise their back-stop roles or, more generally, whenever system investments must be recovered via uplift charges on grid users, ITPs should be required by the final rule to apply an “efficient reliability standard” as a screening tool to evaluate resource options available to meet the identified system needs.  The ITP should have to consider demand-side resources as well as others, determine the least cost options, and decide whether investment benefits are widespread enough to require broad-based cost recovery.  To demonstrate how ITP planning and back-stop responsibilities fit together, the Commission should add to the final rule a model system planning approach for ITPs to use.  (See paragraphs 37-40.)

9.
PIOs believe it is critical for the final rule both to provide for resource adequacy and to give additional direction on the procedures for making regional determinations and mechanisms for maintaining adequacy.  While the NOPR acknowledges that the inchoate nature of power markets makes regional adequacy requirements essential, PIOs urge that the Commission provide more detailed guidance on ITP procedures for determining and securing regional resource adequacy, including the issues to be considered in evaluating regional needs and resources, as well as the principles, standards and metrics to be used in making adequacy determinations.  

10.
More specifically, ITP resource adequacy determinations should rely heavily on state inputs in regions where the states play a significant role in resource assessment and planning, and the adequacy determination process should be an integral part of the ITP’s regular regional planning procedures.  All stakeholders should have ample opportunities to provide advice to the ITP on major factors to be considered, including short- and long-term demand, available resources and resource plans, appropriate regional reserve levels, and reasonable allocations of resource requirements for various LSEs in the region.  (See paragraphs 41-48.)

11.
To assure that Commission resource adequacy goals are met, the final rule should specify critical standards and metrics to be used in performing adequacy assessments.  In addition, the rule should support adequacy with policies designed to expand the supply of operating reserves and reduce the overall demand for them.  PIOs recommend four major standards for adequacy assessments and requirements, and we suggest several important SMD policies that support resource adequacy.  (See paragraphs 49-52.)

12.
PIOs strongly recommend that the Commission adopt a centralized procurement auction model to replace the resource adequacy enforcement approach proposed in the NOPR.  We believe that the NOPR approach cannot work and that the model proposed by Mid-Atlantic and Midwestern Consumer Advocates—an independently administered capacity auction using market-based pricing with ceilings and daily balancing and back-stop mechanisms—better integrates the public interest in regional resource adequacy and the goal of competitive wholesale power markets.  (See paragraphs 55-57.)

13.
Significant state participation in regional grid oversight, including involvement in ITP decision-making processes, is critical to the success of SMD, and the NOPR made this case convincingly.  The experience and expertise of state officials give ITPs valuable perspective on the needs and problems of their regions, and the proposed regional entities will be well positioned to provide ITPs feedback on resource and policy options that may be essential to making regional markets work.

14.
While PIOs support the NOPR’s list of issues on which the regional state entities could focus attention, we propose a slightly expanded list, organized to reflect a different order of priority.  Our list moves energy efficiency policies, the integration of intermittent renewable resources, and demand response infrastructure—matters of critical importance to energy sustainability and market workability—toward the top of regional priorities.  Of course, everything on the list is important, and regional state entities could be helpful in addressing all of them.  (See paragraphs 58-60.)

15.
Finally, PIOs recommend several Regional State Committee responsibilities that the final rule should encourage state officials to undertake to assist their ITPs with SMD implementation and to facilitate oversight of regional power markets and grid operations.  In the view of PIOs, these state entities could play a significant role in assuring resource adequacy and diversity, competitive wholesale markets, and reliable grid operations—in effect, keeping electric power services both reliable and affordable in their regions.  (See paragraph 61.)

Introduction

16.
PIOs are convinced that standardization
 of wholesale market fundamentals, as proposed in the SMD NOPR, is essential to making U.S. electricity markets workably competitive.
  A standard market design that provides wholesale market transparency, operational control independent of market participants, and on-going independent market oversight is critical to eliminating discrimination in transmission services, mitigating market power abuse and, thus, assuring that customers receive the promised benefits of electric industry restructuring. 

17.
PIOs also believe that implementation of NOPR policies can reduce system costs and minimize the adverse environmental impacts of electricity production by enhancing opportunities for renewable and demand side resources, providing more accurate time-of-use and location-based price signals to market participants, increasing the use of existing transmission facilities, and enhancing the overall efficiency of electricity markets.   It is also possible that some NOPR policies—e.g., eliminating rate pancaking—may result in near-term adverse environmental impacts in some areas of the U.S.  Thus, it is critical that the Commission’s Environmental Assessment of the NOPR examines its potential adverse effects and recommends reasonable mitigation policies and actions to be included in the final SMD rule.

18.
In these Joint Comments, PIOs will focus primarily on NOPR policies critical to long term public interests, supplementing the comments we made in our December 2002 filing.  Because regional system planning, regional resource adequacy, state involvement in regional grid and market operations institutions, and near-term transition policies are important to the long-term impacts of this industry, the PIOs will focus on these issues in these joint comments.

I.
On-going, Proactive Regional System Planning—An Essential Part of SMD
19.
The SMD must require ITPs to conduct on-going and proactive system planning for their regions.  The NOPR provides valuable direction for such planning, including the encouragement of a ground-up process, building on the work of existing entities and any other relevant structures that my be created (e.g., NGA-proposed MSEs), and regionally focused independent assessment of project cost-effectiveness and environmental impact.  In addition, the NOPR’s reliance on market options, including necessary protections, as well as a back-stop role for ITPs, is good public policy.  However, PIOs believe that the final rule must be more directive regarding the planning responsibilities to be undertaken by ITPs, the basic standards to be used by ITPs in making regional needs assessments and project evaluations, and the manner in which the back-stop role is to be implemented. 

20.
While ITP planning may reasonably include the results of interconnection studies and weigh options for accommodating transmission upgrade or expansion requests, the primary purpose of the ITP planning process must be to assess resource adequacy, grid reliability, and transmission congestion.  The focus is to determine the best alternatives for maintaining or enhancing system facilities, giving transmission owners, generators, and other interested parties the information needed to pursue resource investments that will both serve the public interest and enable investors to earn reasonable profits.

A.   System planning must be done on a broad, regional basis.

21.
Whereas planning within various traditional control areas or state boundaries may be useful to ITPs in assessing regional needs and options, implementation of local plans by local utilities without consideration of regional impacts can result in inefficient use of the grid and economic harm to users of interconnected systems.  Grid modifications in a single control area often affect the grid in other areas—i.e., often have regional impacts.  Thus, it is important that proposed system modifications be evaluated on a regional basis.

21.
An important implication of the fact that grid modifications may have significant impacts on interconnected systems is this:  the final SMD rule must require that proposed modifications be evaluated by an independent regional entity—the ITP in whose region the change is proposed.  In addition, the SMD rule should require that ITP assessments of grid modification proposals be published and available to all regulators, interested parties and the general public.

23.
In addition to minimizing the potential for adverse impacts on others, evaluation of grid modification proposals, as well as local needs and resource options, on a regional basis should provide all stakeholders of the region with better information about how to meet needs most efficiently and cost-effectively both in the near- and longer-terms.  Also, it should give stakeholders and regulators valuable additional data on the region’s needs and options, minimizing the likelihood of costly investment mistakes by local utilities or other stakeholders.

B.  System planning must be carried out by independent entities (ITPs).

24.
In order to eliminate the reality (and appearance) of conflicts of interest, the entity responsible for facilitating, managing and finalizing regional plans—both assessments of needs and the options for addressing them—must have no financial interest in the results of the planning processes.  The entity, its board of directors, and its staff must be free of financial conflicts and have no connections with market participants that give rise to the appearance of conflict.  The entity must be obligated to serve the region’s public interests and carry out the specific responsibilities required by the SMD rule. 

25.
An implication of this requirement is the need for ITPs to integrate and evaluate the planning of ITCs (independent transmission companies) and the individual utilities in their regions, as well as oversee planning likely to have impacts outside of an ITC’s or local utility’s geographical footprint.  Because the duties of ITCs and individual utilities are different than, and may at times conflict with, the duties of ITPs under the SMD, it is critical that ITPs have oversight responsibility (subject to regulatory review) of proposed system changes that have regional impacts.  Although the interests of ITC shareholders or local utilities may be congruent with broader public interests, final SMD provisions must not be premised on the assumption that ITP and ITC/local utility interests are identical or adequately similar.

26.
The bottom line for PIOs is that regional system planning results must be able to elicit the trust of market participants, regulators and other stakeholders.  The analyses and conclusions of regional planning entities must be free of bias related to financial interest in the outcomes.  Thus, it is essential that ITPs be completely independent of all market participants.  PJM’s independent board and staff provide an excellent model for ITPs.

C.  Regional planning processes must be transparent and facilitate the input of all regulators and stakeholder groups in the region.
27.
All planning activities of ITPs must be public—e.g., planning meetings must be open to all stakeholders; timely notice of all meetings must be provided; meeting minutes or summaries must be posted; all studies and analyses must be made be made available to all stakeholders at the same time; and proposed plans must address the inputs received.  Although there are many ways to assure that planning processes are transparent (and the procedures of existing ISOs provide some reasonable examples), the final rule should set forth as minimum requirements the specific recommendations of this paragraph.

28.
The SMD rule should also require that planning processes used by ITPs facilitate the participation of all interested stakeholder groups, including those with limited staff and few financial resources.  Among other things, provisions for participation via phone and Internet connections in planning meetings should be made, and the costs of providing input should be minimized.

29.
ITPs should be directed to use their best efforts to assure active participation by state officials, including legislative and environmental officials as well as public utility regulators, in regional planning activities.  It is critical that the input of these officials on regional needs and resource options be received throughout the planning process.

D.  Regional planning must have explicit public interest goals and clear standards for evaluating system needs and the options to address them.

30.
The SMD rule should establish as the primary system planning goals for ITPs the following three goals:  1) maintaining or enhancing grid reliability; 2) eliminating and/or reducing uneconomic congestion; and 3) mitigating market power in the region.  Since all of these goals are critical to the public’s interest in reliable and affordable power supply, the Commission should direct that ITPs implement planning procedures designed to meet all three.

31.
The final rule should also require that ITPs utilize a life-cycle least cost standard as the primary criterion for evaluating options to achieve these goals.  The rule should direct that ITPs consider all costs and benefits of resource options (both short- and long-term), including their environmental impacts, in determining least cost.  The information and analyses produced by ITP option evaluations should be useful to market participants and helpful to state authorities as proposals move through state regulatory proceedings.

E.  Regional planning must consider all types of resources available to meet planning goals and to address system resource needs and problems.

32.
Technology neutrality, as the NOPR clearly suggests, is critical to meeting public interest goals and standards in regional planning.  Non-traditional resources may be less expensive and easier to site than central power stations or new transmission lines in many (if not most) situations.  Thus, for both economic and practical reasons, non-traditional options must be given a full and fair consideration by ITPs in evaluating how to meet regional needs.  A strong endorsement of this approach was given by the U.S. Secretary of Energy’s Electricity Advisory Board last September,
 and an excellent assessment of the types of planning procedures needed for comprehensive resource option evaluations was prepared for BPA late in 2001.

33.
In addition to evaluating the costs and benefits of resource alternatives, the SMD should direct ITPs to consider regional needs for the development of sustainable energy technologies.  In light of the growing importance of fuel diversity and supply security, as well as the need to limit emissions to maintain regional environmental quality, the SMD should explicitly encourage ITPs to include these matters in their planning assessments.

F.  Regional planning should facilitate market-driven grid enhancements.
34.
The SMD should require that ITP planning clearly identify grid needs, the time horizons and options for meeting them, and the likely range of costs and benefits of the reasonable resource alternatives.  With this information ITCs, individual utilities and other market participants should be able to evaluate whether to make investments.

35.
The SMD rule should also explicitly authorize market participants to propose investments to address the system needs identified by ITPs, and it should require that ITPs evaluate such proposals and timely publish their assessments for public review.  Unless a proposed resource addition would have adverse impacts outside an investor’s system, the ITP’s role should be limited to publishing its assessment of the proposal.

36.
Because market solutions may not always be proposed to address critical grid requirements, it is important that ITPs be given a back-stop role in meeting regional planning goals.  PIOs believe this back-stop role should be implemented through ITP requests for proposals (RFPs) to meet identified system needs within specified time frames.  RFPs should be technology neutral, and they should seek resource proposals addressing the identified needs at least cost to system users.  Proposals could include combinations of market investments and investments to be recovered via ITP uplift charges.

G.  An “efficient reliability standard” should be applied to system investments to be recovered via ITP uplift charges.

37.
System reliability in a region is a public good from which all grid users benefit in essentially the same way, and ITPs need to take action to assure reliability when market mechanisms fail to provide the necessary improvements.  The benefits of some needed grid enhancements may be too broadly distributed to elicit private investment.  Typically, the costs of these enhancements have to be recovered via broad-based rates charged to all grid users—i.e., the costs are “socialized” through tariffs or other forms of “uplift” spread among all transmission customers.  

38.
Although system operators have usually relied on supply-side resources to meet such reliability needs, there are demand-side options available to address many of those needs, sometimes at significantly lower cost, if market rules permitted their consideration and broad-based funding were available to finance them on the same basis as supply-side investments.  Energy efficiency, load management, and distributed resources—as well as traditional generation and transmission resources—are potentially cost-effective means of meeting reliability needs identified by ITPs.

39.
In order to assure that resource investments serve the public interest, PIOs urge that the SMD require ITPs to evaluate whether identified reliability problems may be addressed with demand-side as well as supply side resources, whether proposed actions or investments are the lowest cost, reasonably-available means to address the problems, and whether the benefits of proposed investments or actions will be widespread enough to make broad-based funding appropriate before making reliability decisions that will impose significant costs on grid users.  If such a requirement were used by ITPs as a screening tool for evaluating proposed reliability investments, it would add a valuable discipline in situations where expensive wires and turbines solutions are proposed to address reliability problems, assuring that more robust and less expensive distributed resource solutions are not overlooked.

H.  The SMD should include a model system planning approach for ITPs.

40.
PIOs urge that the Commission include in its final SMD rule a model approach to regional planning for ITPs.  The following general provisions should be included in such a model:  (1) periodic short-term and long-term forward-looking needs assessments by the ITP, with the former identifying needs in the 3- to 7-year range and the latter, a 15- to 20-year range, including assessments of regional reliability needs, persistent uneconomic congestion problems, and the array of transmission, generation and DSR options to meet those needs; (2) a grid enhancement open season with RFPs seeking market solutions to address needs, including proposals for independent investments by market participants and proposals that combine market-based investment with ITP uplift funding or benefit paybacks; and (3) ITP back-stop RFPs with clear delineations of the reliability or other grid problems to be addressed and the criteria to be used in evaluating proposals (e.g., the costs subject to uplift, siting probability, financial viability, implementation timing, level of market intrusion, and the efficient reliability standard) if market-based solutions are not timely proposed or are determined by the ITP to be inadequate.

II.   Resource Adequacy Requirement—Important Tool For Protecting Grid Users
41.
PIOs recommend that the Commission require a mechanism for assuring resource adequacy in each region as a part of the final SMD rule.  Because system reliability is a public good shared by all grid users, because there are significant free rider problems in the provision of resource reserves, and because electricity spot markets may not be able in the foreseeable future to provide the price signals required to assure new infrastructure investments needed to maintain reliability, resource adequacy requirements are essential to protecting customers from significant reliability degradation and extremely high prices that can result from significant supply shortages.  Given the status of power markets, the interconnected nature of the grid, and the importance of reliable and affordable electric power, PIOs believe that an effective mechanism for assuring resource adequacy is very critical to the success of wholesale competition and the SMD.

42.
PIOs strongly agree with the NOPR’s statement that resource adequacy must be assessed on a regional basis.  This is critical because of the interconnected nature of the grid—shortages in one part of the region can threaten reliability (and price stability) in other parts—and the potential efficiency gains from regional reserve sharing.  Regional variations in the mechanisms to assure resource adequacy, however, may be necessary, and PIOs urge that the SMD permit regional differences both on the resource adequacy determination mechanisms and capacity reserve margins adopted within regions.  

43.
Further, PIOs urge that the SMD rule set forth the ITP processes for determining and assuring regional resource adequacy, the key factors to be considered in evaluating adequacy in a region, and the principles or standards and metrics to used by ITPs to make adequacy determinations.  For example, the rule should require ITPs to include demand response and renewable resource options in their assessments and examine their regions’ baseload and peaking needs.  In addition, the final SMD rule should provide the metrics for calculating the “capacity values” of non-dispatchable resources.

A.  Regional resource adequacy requirements should be based, in part, upon state resource planning information and adequacy requirements.

44.
In regions where the states make resource adequacy determinations and require utilities to engage in resource planning to meet them, ITP resource adequacy requirement (RAR) determinations should use state planning information and adequacy requirements.  The Commission’s final rule, in effect, should affirm the traditional, central role of states in system planning and resource adequacy determinations by requiring ITPs to utilize the relevant information and analyses that states make available.  However, although PIOs appreciate and support the traditional role of states in making these determinations, too many states have abdicated this responsibility and, thus, should expect to receive little or no deference from the ITP.

45.
While an ITP should rely on the states in its region to determine basic adequacy requirements for their geographical areas, the ITP must make determinations for states that do not make them and for the region as a whole.  In addition, the ITP must evaluate the capability of the region’s resources to meet the region’s electricity needs reliably.

B.  The SMD rule should delineate the processes, factors to be considered, and principles, standards and metrics to be used for RAR determinations.

46.
To assure that ITPs and stakeholders understand the Commission’s RAR goals, it is critical that the final rule be explicit about both process and substantive issues.  Since RAR determinations are logically a part of comprehensive regional planning, final rule provisions should require that ITPs make RAR determinations in conjunction with their regular regional planning assessments, that the ITP planning process include stakeholder input on resource adequacy requirements, and that ITPs have the responsibility to make final RAR determinations based on the data and analyses provided by states, the input of stakeholders in the region, and the independent analyses of ITP employees.

47.
The SMD should also delineate the factors to be considered by ITPs in regional resource adequacy determinations.  Among the required factors to be considered are the following four:

1)  short- and long-term demand forecasts for the region, along with both high and low sensitivity analyses;

2)  available resources and resource plans of all load-serving entities (LSEs) in the region, including (a) demand-side and intermittent resources and (b) resources reasonably scheduled to be available during the forecast period to meet demand;

3)  appropriate reserve levels for the region in light of the types and amounts of resources committed to be available to meet demand in all parts of the region; and

4)  appropriate near-term allocations of resource requirements to the various load-serving entities in the region.

48.
The SMD must explicitly require that demand-side resources, including baseload energy efficiency, and intermittent resources be considered by ITPs as resources that can be used by distribution utilities and other LSEs to meet their regional resource adequacy requirements.  In addition, the SMD should direct ITPs aggressively to encourage LSEs to rely on demand-side and other clean distributed resources to help minimize the costs of meeting regional reliability needs and, at the same time, enhance the security of regional power supply.  Without aggressive promotion, these resources will not be able to provide these critical system benefits.

49.
To assure that Commission goals are met, the final rule also should delineate the essential principles or standards and critical metrics to be used by ITPs in performing the regional RAR assessments—without regard to specific long-term adequacy determination mechanisms adopted by regions to carry out the assessments.  Among the principles or standards and metrics that should be applied, PIOs recommend the following:

1)  RAR determinations must provide reasonable assurance to regulators and other stakeholders that sufficient resources are installed in or committed to the region to meet regional demands reliably;

2)  RARs must mitigate market power in the region, taking into account both the concentration of supply ownership and the level of demand response in various parts of the region, and adding features that effectively address market power so that prices for reserves in the region reflect the value of capacity to the region;

3)  RAR assessments must consider all types of resources (demand, intermittent, and distributed, as well as traditional generation and transmission) and must not impose limits or obligations on resource providers or LSEs that are not absolutely essential to achieving reasonable assurance of reliability; and

4)   RARs must use standardized metrics for calculating the capacity values of non-dispatchable resources, including demand-side and intermittent generation technologies.

50.
Because demand response and intermittent generation have significant potential to supply reserve capacity (as well as energy) to meet regional needs, it is important that the SMD provide clear direction regarding the appropriate treatment of these non-traditional resources.  In light of the limited experience of regulators, grid operators, LSEs, and other stakeholders with these resources in regional markets, the Commission must make sure that the accreditation, deployment and verification metrics used to evaluate their reserve capacity values are fair and reasonable, and not inappropriately narrow and conservative.  Thus, the final SMD rule should either set forth the metrics to be used or require ITPs to develop and file with the Commission proposed metrics for assessing these resources in their regions after consultation with their stakeholders.

C.  The SMD must support its resource adequacy requirements with policies that expand the supply of operating reserves and reduce demand for them.

51.
In conjunction with clear directions to ITPs regarding RAR determinations, SMD provisions must include policy directives for ITPs designed to expand regional operating reserves and, at the same time, reduce the demand for them.  One policy that would help to expand capacity reserves is to permit all resources capable of supplying energy to the transmission system or reducing demand on it to be treated as “network resources” under ITP tariffs.  Another would be authorizing ITPs to develop new transmission products in addition to long-term firm transmission and requiring that grid access be decided in real-time, pursuant to congestion management protocols, rather than on the basis of a service request or interconnection queue placement.  PIOs believe transmission products should be developed in a manner that recognizes the availability of transfer capability in certain hours—in many cases, most hours—on otherwise congested facilities, so that the existing grid may be used more efficiently.  A non-firm or “curtailable firm” transmission product would facilitate greater and more efficient use of the existing grid and, at the same time, allow for curtailment if system reliability is threatened.

52.
A closely related policy that would effectively expand regional reserves would be directing ITPs to encourage and help to expedite new and emerging low cost, low impact grid improvements, as well as non-traditional distributed resources.  However, one of the most important policies to enhance regional resources would be accelerating the adoption of ITP tariffs that establish real-time spot markets that do not require balanced schedules.  As AWEA and many others have convincingly argued
 (and Commission orders have, in fact, acknowledged),
 one of the most important elements in making competitive markets (and SMD) work is implementation of energy imbalance settlements in liquid regional spot markets.

D.  Regional State Committees (RSCs) should play an important but limited role in the RAR determinations made by ITPs.

53.
Because of their responsibilities, state officials’ understandings of the needs of their constituents and the policy priorities of their jurisdictions make their input in ITP RAR determination processes absolutely critical.  Thus, ITPs should allocate significant time to eliciting RSC views on all resource assessment issues and accord RSC consensus positions on RAR matters substantial deference.  On issues lacking consensus among the RSC members, the ITC should carefully consider the positions of all of the states.

54.
However, in light of the fact that regional RAR determinations should be made on a regional basis by objective 3rd parties, ITPs must exercise their independent judgments to determine regional resource adequacy requirements.  Moreover, only ITPs will have the combination of data, technical expertise, analytical tools and independence to analyze regional needs and make determinations which all stakeholders can trust. 

E.  The NOPR enforcement proposal should be scrapped and a centralized procurement auction model should be adopted to provide needed reserves.

55.
The comments thus far received by the Commission in this docket, including the November 19, 2002 technical conference, have clearly shown that the NOPR’s proposed enforcement mechanism has significant flaws and should not be included in the final rule.  In the view of PIOs, the NOPR approach will not work—its proposed economic penalties may simply become a cost of doing business, and its curtailment approach could not be implemented in many parts of the country without substantial infrastructure changes.

56.
Because long-term resource adequacy is a critical public good and its “free rider” problems are substantial, regulatory intervention to assure adequate capacity reserves is essential.  There are many approaches available to the Commission to assure resource adequacy, but PIOs believe the central procurement model proposed by the Pennsylvania Office of Consumer Advocate at the November 19 conference holds the most promise as a mechanism capable of providing appropriate levels of reserves while maintaining some market elements in the pricing of those reserves.

57.
PIOs believe that the approach to long-term adequacy in the final rule will have to integrate the demand for power system reliability with the goal of competitive wholesale power markets.  Thus, we believe an independently administered capacity auction based on ITP-determined regional RARs, using market-based pricing with price ceilings, along with ITP daily capacity balancing and backstop mechanisms, as proposed by the Mid-Atlantic and Midwestern Consumer Advocates, integrates these two major policy goals in a workable manner and is worthy of Commission consideration.  This type of approach permits full demand-side and distributed resource participation in capacity markets and, at the same time, mitigates potential market power abuse in the provision of necessary capacity reserves.

III.   State Participation—An Essential Element Of Regional Grid Oversight
58.
Regional State Committees (RSCs) composed of key officials from states in an ITP’s region, including governor staffs, legislators, utility and environmental regulators, state energy offices, and consumer advocate offices, must be an integral part of an ITP’s decision-making process, providing policy guidance and ongoing oversight feedback to the ITP board and staff.  PIOs believe the NOPR basically has it right, proposing that the state committees formally participate in the ITP’s decisional process, work to develop a consensus among states on issues, and determine themselves how to form and operate.  In addition, PIOs believe that the states should decide how to choose their representatives and whether to have one committee or separate committees for different regional issues.  Regions that already have multi-state entities (MSEs)
 in place should have the option of relying on those entities to provide the formal input and oversight needed.  An excellent example of an MSE well placed for this role is the Northwest Power Planning Council.

59.
 The primary role of RSCs vis-à-vis ITPs, whether new RSCs or existing MSEs, should be to advise ITPs on needs and issues affecting retail customers and assist them with SMD implementation.  The RSCs/MSEs should help to coordinate oversight of ITP policies and actions that affect wholesale and retail power markets and make sure that ITPs are aware of all relevant state public interests—both economic and environmental.

60.
PIOs concur in the list of issues noted in the NOPR as matters on which regional solutions should be developed by RSCs/MSEs, broadening some of them slightly as well as adding two other items.  Our list of priority issues is as follows:


1. Resource adequacy needs, standards and policies


2. Energy efficiency policies and programs


3. Integration of intermittent and other renewable resources


4. Demand response and load management infrastructure and programs


5. Distributed energy resources and interconnection policies


6. Transmission system planning and enhancement


7. Market power abuse and market monitoring activities


8. Environmental issues and mitigation measures


9. Rate design and revenue requirements


10. ITP/RTO management and budget review


11. Gas and fuel system planning related to power production

61.
PIOs also recommend that the final rule encourage RSCs/MSEs to carry out the following responsibilities vis-à-vis their ITPs:

1.  Assess resource needs and recommend resource adequacy standards and policies to guide regional resource planning and development;

2.  Identify short- and long-term transmission system needs, grid enhancement options, and alternative approaches to addressing transmission problems and recommend transmission system enhancement proposals;

3.  Work with state and regional environmental agencies to identify air, land and water quality issues, policies, and constraints that affect the future development and operation of the region’s power supply system;

4.  Work with their distribution companies and other LSEs to develop regional short- and long-term forecasts of system resource needs and to recommend the best resource options and plans to serve the region as a whole;

5.  Recommend to federal agencies and states in the region coordinated actions and policies to implement consensus regional resource plans;

6.  Assist FERC and state public utility commissions with determining revenue requirements for regional transmission and reliability resources, and recommend cost allocation and rate designs to recover those costs in an equitable manner that properly considers cost causation and the beneficiaries of system improvements, as well as encourages market-based responses that can defer or displace less cost- effective system enhancements;

7.  Assess the potential contribution of cost-effective demand side resources (i.e., energy efficiency, demand reduction, load management, and distributed energy resources) and recommend and coordinate policies and programs to optimize the contribution of such resources to meet short-term and long-term needs;

8.  Review gas and fuel system infrastructure needs and security issues related to electric power production and recommend actions and policies as appropriate; and

9.  Coordinate regional review of ITP market monitoring activity and recommend state and federal policies and actions as appropriate to maintain fully competitive markets for generation, reliability and transmission resources in their regions.

IV.    Transition Concerns—Where SMD Cannot Be Implemented Immediately
62.
As noted by many parties in this docket, it is critical that the Commission include in the final SMD rule clear directions to jurisdictional utilities on handling key transition matters.  Specifically, the rule must mandate special treatment of intermittent renewable resources in interim pro forma tariffs.  In addition, it must direct ITPs/RTO actions that will assure effective demand-side participation in the developing regional markets.







Respectfully submitted,

Dated:  January 20, 2003


   [electronically filed]
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Terry R. Black, Attorney
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    Interest Organizations

Signatory Organizations:

American Wind Energy Association

Center for Energy Efficiency and Renewable Technologies

Citizens for Pennsylvania’s Future (PennFuture)

Citizen Power

Environmental Defense

Izaak Walton League of America

Land and Water Fund of the Rockies

Legal Environmental Assistance Foundation

Natural Resources Defense Council

Pace Energy Project

Pennsylvania Energy Project

Project for Sustainable FERC Energy Policy

Renewable Northwest Project 

Southern Alliance for Clean Energy

Union of Concerned Scientists

Plug Power also joins these comments.

�       American Wind Energy Association; Center for Energy Efficiency and Renewable Technologies, Citizens for Pennsylvania’s Future (PennFuture); Citizen Power, Environmental Defense, Izaak Walton League; Land and Water Fund, Legal Environmental Assistance Foundation; Natural Resources Defense Council, Pace Energy Project, Pennsylvania Energy Project, Project for Sustainable FERC Energy Policy, Renewable Northwest Project, Southern Alliance for Clean Energy, and Union of Concerned Scientists.  Plug Power also supports these comments.


�    The term “standardization,” as used by PIOs in these comments, does not exclude regional variations in market design required by the characteristics of a region’s transmission grid or resource base.


�    Although some PIOs are not convinced that power markets can be workably competitive, all of them believe that SMD policies such as those proposed in the NOPR are critical to making markets work at all.


�    The Project recommended appropriate environmental mitigation policies and actions in its “Comments On The Scope Of Issues To Be Addressed In The Environmental Assessment of the Proposed SMD Rule of Project for Sustainable FERC Energy Policy,” filed in this docket on September 3, 2002, ¶s 24-25.


�   Transmission Grid Solutions Report (September 2002), page 29.


�   Expansion of BPA Transmission Planning Capabilities, Ren Orans, et al., Tom Foley, and Eric Hirst (November 2001), prepared for Transmission Business Line, Bonneville Power Administration.


�   For additional information on appropriate metrics, see the Comments of James Caldwell, Policy Director, American Wind Energy Association, Docket No. RM01-12, November 19, 2002 at 2.


�   Id. at 3.


�   For example, Order 2000, 89 FERC 61,285 at 423.


�   For a detailed discussion of this model and its virtues, see the Mid-Atlantic and Midwestern Consumer Advocates’ Supplemental Comments on Specific Issues filed in this docket, January 10, 2003, pages 42-54.


�   Although the report of the National Governors’ Association, “Interstate Strategies for Transmission Planning,” recommends the creation of MSEs to facilitate state coordination on transmission planning, certification and siting in regions, the logic (and potential value) of such entities extends to some existing regional committees.  The Western region already has regional entities in place that could reasonably and quickly undertake the role envisioned in the NOPR if participating states so desired.





