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Excerpts from the FERC Standard Market Design (SMD) Tariff NOPR

551. States have an important role in the process of creating and sustaining an efficient competitive wholesale market for electricity. The Commission has already established state-federal RTO panels as a forum for the Commission and state commissioners to discuss issues related to RTO development. However, there currently is not a formal process for state representatives to engage in a similar dialogue with the independent entity that will operate the electric grid under Standard Market Design. Therefore, the Commission is proposing to establish a formal role for state representatives to participate on an ongoing basis in the decision-making process of these organizations.

552. We envision that the Independent Transmission Provider that operates the grid would have a Regional State Advisory Committee. The Regional State Advisory Committee should be formed and should have direct contact with the governing board, in a manner which recognizes its public interest responsibilities, and be designed to provide the board as well as market participants and the Commission with a consensus view from states in the area. The specifics of how this advisory committee would be formed and operate would be decided on a regional basis. This coordinated oversight will ensure fulfillment of federal public interest responsibilities in a manner that includes the views of states throughout the region. In this regard, we also encourage the participation of Canadian provincial authorities in this process.

553. We take note of the recent report by the National Governors’ Association entitled "Interstate Strategies for Transmission Planning," which recommends establishing "Multi-State Entities" to facilitate state coordination on transmission planning, certification, and siting at a regional level. The report recognizes the critical role states currently play in siting as well as the need to address regional needs. The institution we propose here appears complementary to the National Governors Association's recommendation. In fact, it may be useful to have a single Regional State Advisory Committee rather than separate committees for siting and other issues. We seek comment on whether there should be a single Regional State Advisory Committee, or separate committees for siting and other issues. We also seek comment on how the state representatives should be selected (e.g., whether the governor should select them or some other process should be used).

554. The Regional State Advisory Committee may work with the regional transmission organization to seek regional solutions to issues that may fall under federal, state, or shared jurisdiction, which may include but are not limited to:
a. Resource adequacy standards;

b. Transmission planning, expansion;

c. Rate design and revenue requirements;

d. Market power and market monitoring;

e. Demand response and load management;

f. Distributed generation and interconnection policies;

g. Energy efficiency and environmental issues;

h. RTO management and budget review.

Further duties may evolve with the development and operation of the regional councils.

[Note from Jeff: we included the above list in its entirety in the RSAC concept paper, with several modifications as noted in redline/strikethrough mode in the concept paper.]

555. As discussed, the Commission is proposing to require that the independent entity that operates the markets under Standard Market Design will have a Market Monitoring Unit (MMU). The MMU will be required to report directly to the Commission and the independent governing board of the Independent Transmission Provider. The MMU should also provide its reports directly to the Regional State Advisory Committee. Finally, because of the regional nature of these organizations, there are many new issues involving rate design and revenue requirements. We believe that the Regional State Advisory Committees can bring a valuable regional perspective to these issues and should play a role in deciding these issues in partnership with the Commission. Once the advisory committees are established, we intend to work with them to establish protocols for deciding these regional rate issues. Additionally, the Independent Transmission Provider will be required to develop regional plans for transmission planning and expansion. We believe this is also an area where the Regional State Advisory Committee can bring a valuable regional perspective and should be consulted in developing these regional plans.

Excerpts from “Summary of FERC’s Standard Market Design Tariff NOPR,” prepared for NARUC by Sharla Barklind.

K. State Participation in RTO Operations (Paragraph 551) (NARUC, page 43)
The Commission is proposing to establish a formal role for State representatives to participate on an ongoing basis in the decision-making process of these organizations.

FERC envisions that the ITP will have a RSAC. The RSAC should be formed and should have direct contact with the governing board, in a manner, which recognizes its public interest responsibilities, and be designed to provide the board as well as market participants and the Commission with a consensus view from States in the area. The specifics of how this advisory committee would be formed and operate would be decided on a regional basis.

FERC highlights the National Governors’ Association’s report, “Interstate Strategies for Transmission Planning,” which recommends establishing Multi-State Entities (MSEs) to facilitate State coordination on transmission planning, certification, and siting at a regional level.

FERC states that the institution it proposes appears complementary to the NGA’s recommendation. “In fact, it may be useful to have a single RSAC rather than separate committees for siting and other issues.” The RSAC may work with the regional transmission organization to seek regional solutions to issues that may fall under federal,

State, or shared jurisdiction, which may include but are not limited to:

(1) Resource adequacy standards;

(2) Transmission planning, expansion;

(3) Rate design and revenue requirements;

(4) Market Power and market monitoring;

(5) Demand response and load management;

(6) Distributed generation and interconnection policies;

(7) Energy efficiency and environmental issues; and

(8) RTO management and budget review.

The MMU will also provide its reports directly to the RSAC. Once RSACs are established, FERC plans to work with them to establish protocols for deciding these regional rate issues.
D-5. Pricing of New Transmission Capacity (Paragraph 191) (NARUC, page 13)

FERC’s preference is to allow recovery of the costs of expansion through participant funding, i.e. those who benefit from a particular project (such as a generator building to export power or load building to reduce congestion) pay for it.
FERC encourages the formation of Regional State Advisory Committees (RSACs), which, in addition to facilitating the siting of regional expansions, can enable States to work together to identify beneficiaries of expansion projects and make recommendations on pricing proposals.  To the extent that there is agreement with the RSAC, the

Commission would look favorably on a pricing proposal by the RSAC if it were consistent with the Federal Power Act.

J-2b. Level of Resource Adequacy (Paragraph 487) (NARUC, page 39)
The ITP must assess whether the collective resource plans of LSEs in this area are adequate to meet the projected future peak need with allowance for adequate reserves. Once the future level of supply and demand resources is determined, the region must assess whether this level is adequate. FERC proposes that the level should be set by a RSAC.

The ITP will be required to provide a forum and assistance to the RSAC to establish the appropriate level of resource adequacy for the region.

FERC seeks comment on what fallback provision should be employed if the RSAC does not reach agreement on the appropriate level of resource adequacy.

FERC proposes that a 12 percent reserve margin be adopted as a minimal margin for all regions with the understanding that this is low by traditional generation adequacy standards and that the RSAC in each region may set this number higher for the region to achieve greater reliability.
J-4. Planning Horizon (Paragraph 520) (NARUC, page 41)
The planning horizon for each region is the number of years ahead for which the ITP must forecast annually its area’s load, as well as the number of years ahead for which LSEs must show that they have adequate resources. The choice of the planning horizon affects the lead time for construction and the duration of forward contracts that can satisfy a resource adequacy requirement.

The traditional State-required electric company planning horizon was 10 to 20 years. Because the planning horizon should be no less than the item frame for developing new resources and development times vary from region to region, the planning horizon can depend on that region’s reliance on various fuels. Therefore, the planning horizon will be a matter for regional choice.

The planning horizon chosen should not be so short that it fails to motivate and achieve construction of generation and demand response resources in time to avert a shortage. The RSAC will determine the planning horizon for each region.
L-2. Stakeholder Participation (Paragraph 560) (NARUC, page 44)

FERC believes that an active stakeholder process is needed and that to fully satisfy the independence requirements these stakeholder committees must be used to advise the Board of Directors rather than function as a decision making body. FERC is concerned that the current composition of these advisory committees may not adequately represent all segments of the industry.

FERC proposes to require an ITP approved by the Commission must have at a minimum committees that reflect six stakeholder classes: generators and marketers, transmission owners, transmission-dependent utilities, public interest groups, alternative energy providers, and end-users and retail energy providers. Additionally, FERC proposes to require that there be a separate RSAC that would advise the Board. FERC proposes that a company may have a representative in only one stakeholder sector.
Excerpts from National Governors Association (NGA) report “Interstate Strategies for Transmission Planning and Expansion,” August 2002
[Note from Jeff:  the text below is more transmission-centric than most of the more recent discussions of these issues by NGA and state governors, which have tended to be more comprehensive in that they address overall system issues, not just transmission issues.  However, this is the summary text that is available at this time.]
A Framework for Interstate Strategies

Responding to these challenges, the NGA Task Force on Electricity Infrastructure offers the following recommendations.

1.  Governors should form Multi-State Entities (MSEs) to facilitate state coordination on transmission planning, certification, and siting at the regional level. The MSE should reflect the boundaries of regional electricity markets as defined by participating states. For areas where a regional coordinating body already exists - such as the Committee on Regional Electric Power Cooperation in the West - governors should empower this body to serve as the MSE. Appendix I provides a schematic overview of the MSE role in regional transmission planning and expansion.

2.  The MSE should be established through a Memorandum of Understanding (MOU) to be signed by governors and, where relevant, federal (land management) agencies and public power authorities, tribal authorities, and border countries.

3.  Governors should designate a state official to serve on the MSE as the state's lead contact. This official will coordinate the input of the state regulatory commission, siting council or equivalent, environmental agency, and other relevant offices with the MSE.

4.  The MSE should facilitate a strong state role in RTO planning. The MSE role in RTO planning will not require changes to existing FERC and state jurisdiction, but should simply reflect the authority that states have to approve or deny the construction of facilities proposed in RTO plans. The MSE should provide the RTO with transmission planning guidelines and establish procedures that promote the exchange of necessary information (preferred/problematic corridors for transmission lines, etc.) between states and the RTO.

5.  The MSE should establish an Interstate Protocol to coordinate the review and permitting of interstate transmission facilities. The protocol should describe how all of the states in the region will coordinate their reviews of industry transmission applications; establish timelines for review and decisions-making by each state; and provide guidelines for the sharing of information. The objective of this coordination effort is a "one-stop" application process for interstate lines. The "one-stop" process should consolidate and harmonize, to the greatest degree possible, all application procedures of relevant state and federal agencies.

6.  The MSE should form Project Teams comprising states that will be affected by interstate transmission projects proposed by RTO plans. The Project Teams, by unanimous vote, should issue or deny a Regional Need Finding for all or part of the RTO plan. If a Regional Need Finding is issued for the RTO plan, industry applications that are consistent with the plan should be exempt from any state need certification processes. Project Teams should then use the Interstate Protocol to coordinate the review and permitting of industry applications to construct transmission facilities.

7.  The MSE should endorse a set of best practices for state transmission planning, siting, and permit activities; work with member states on the adoption of best practices; and integrate these best practices with the Interstate Protocol.

8.  To promote voluntary cooperation and reduce the probability of impasse among states, the MSE should:

· facilitate regional negotiation and conflict resolution processes; 

· actively encourage the use of new low-impact technologies and existing corridors to enhance or expand the grid in ways that minimize environmental and land-use burdens; 

· explore tools that may be used to mitigate the inequitable distribution of costs that can accompany an interstate transmission line, including an impact fund that would be available to disproportionately impacted states for use toward energy related projects or the purchase of open space (to compensate for affected lands); 

· evaluate ways to bar states that do not participate or that block important regional projects from obtaining benefits otherwise available through regional efforts; and 

· promote the view of electricity (and electricity pricing and reliability) as a regional "common good" rather than a differentiating factor to be used in competition with neighboring states for economic development opportunities. 

If over time, it becomes apparent that voluntary cooperation is not effective within a given region, the Task Force recommends that the MSE evaluate options for making decisions binding on member states.

9.  The MSE should be governed by a set of by-laws, to be specified in the MOU. At a minimum, these bylaws should:

· identify and define the role of the MSE; 

· outline the relationship between the MSE and, if operational, the RTO; 

· describe the Project Team process for affected states; 

· define "regional need"; 

· establish rules for the Project Teams' Regional Finding of Need; 

· create a framework for collaborating with neighboring MSEs on projects that bridge MSE regions; 

· describe the Interstate Protocol; and 

· address administrative and funding issues. 

The Task Force recommends the MSE framework described in this paper as a general approach, not a "one-size-fits-all" model. Many specific MSE parameters are best addressed at the regional level. Accordingly, the Task Force has identified a number of key questions that states should consider when establishing an MSE for their region.
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