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March 13, 2003

Honorabl e Magalie R Sal as, Secretary
Federal Energy Regul atory Commi ssion
888 First Street, N E

Room 1- A209

Washi ngton, D.C 20426

Re: Docket No. PL03-1-000 — Proposed Pricing Policy
for Efficient Operation and Expansi on of
Transm ssion Gid

Dear Secretary Sal as:

For filing, please find the Notice of Intervention and
Comments of the New York State Public Service Conm ssion in
t he above-entitled proceeding. Should you have any
questions, please feel free to contact nme at (518) 473-8178.

Very truly yours,

David G Drexler
Assi st ant Counsel

At t achnent



UNI TED STATES OF AVERI CA
BEFORE THE
FEDERAL ENERGY REGULATORY COWM SSI ON

Proposed Pricing Policy for )
Efficient Operation and Expansion ) Docket No. PLO3-1-000
of Transmi ssion Gid

NOTI CE OF | NTERVENTI ON AND COMMVENTS OF THE
NEW YORK STATE PUBLI C SERVI CE COW SSI ON
ON TRANSM SSI ON | NCENTI VES POLI CY

Pursuant to the Proposed Pricing Policy for Efficient
Operati on and Expansion of Transm ssion Gid issued
January 15, 2003, and Rule 214 of the Commi ssion’s Rul es of
Practice and Procedure, the New York State Public Service
Comm ssi on (NYPSC) hereby submits its Notice of Intervention and
Comrents in the above-capti oned proceedi ng.

Copi es of all correspondence and pl eadi ngs shoul d be

addr essed to:

Dawn K. Jabl onski, Esq. Howard Tarl er, Chief

David G Drexler, Esq. Bul k Transm ssion Systens

Publ i ¢ Service Comm ssion Publ i c Service Comm ssion
of the State of New York of the State of New York

3 Enmpire State Plaza 3 Enpire State Pl aza

Al bany, NY 12223 Al bany, NY 12223

davi d_drexl er @lps. state. ny. us howard_t arl er @lps. st ate. ny. us

| NTRODUCT! ON AND SUMVARY

On January 15, 2003, the Federal Energy Regul atory
Comm ssion (FERC or Comm ssion) issued a Notice of Proposed
Policy Statement for Efficient Operation and Expansi on of

Transm ssion Gid (Proposed Policy). Under this Proposed



Policy: (1) any entity that transfers operational control of
transm ssion facilities to a Conm ssi on-approved Regi onal
Transm ssion Organi zation (RTO would qualify for an incentive
adder of 50 basis points on its return on equity (ROE) for al
such facilities transferred; (2) form ng an |Independent
Transm ssi on Conpany (1 TCs) that participates in an RTO woul d
gualify for an incentive equivalent to 150 basis points; and (3)
new transmission facilities consistent wwth an RTO s pl anni ng
needs would qualify for an incentive equal to 100 basis points.
The NYPSC shares the Conmm ssion’s goal of establishing
conpetitive energy markets through open and equal access. A
critical conponent of this goal is ensuring that control over
transm ssion rests with an i ndependent entity, such as an
| ndependent System Operator (1SO or RTO As the Commi ssion is
aware, New York’s utilities divested essentially all of their
generation assets fromtheir transm ssion assets, beconi ng
sol ely transm ssion owners (TGCs).! Mreover, we approved the

transfer of operational control over transmission facilities to

! See, e.g., Case 96-E-0897, In the Matter of Consoli dated

Edi son Conpany of New York, Inc.’s Plans for (1) Electric

Rat e/ Restructuring Pursuant to Opinion No. 96-12; and (2) the
Formati on of a Hol di ng Conpany Pursuant to PSL, Sections 70, 108
and 110, and Certain Related Transactions, et al., Opinion and
Order Adopting Terns of Settlenment Subject to Conditions and
Under st andi ngs (i ssued Novenber 3, 1997).




the New York |ndependent System Operator (NYI SO .? Conbined with
FERC s efforts, these initiatives have provided market
participants in New York with open and equal access to

transm ssion and markets adm ni stered by an independent entity.
W believe that this structure satisfies the objectives of the
first two incentives in the Proposed Policy and enhances
conpetition in supply as well.

While a financial incentive for public utilities to
transfer control of their transm ssion assets to an i ndependent
entity may make sense for those parts of the country that are
reluctant to do so, we urge the Comm ssion to provide for
regional variation in areas where an i ndependent entity already
mai nt ai ns operational control over transm ssion, such as the
NYI SO does. A FERC authorized incentive i s unnecessary in
states such as New York, where TOs were previously provided
incentives for divesting their generation and cooperating in the
devel opment of the NYI SO Likewise, it is premature to consider
any incentives associated with ITCs in New York. To date, we
have not seen a fully devel oped proposal that includes New York
participants. Therefore, we have no way of eval uating what

addi ti onal benefits an I TC would bring to warrant an incentive.

2 See, Case 99-E-0745, Joint Petition of Central Hudson Gas &
El ectric Corporation, et al. (issued August 19, 1999).



We are encouraged by the Conm ssion’s enphasis on
investnents in new transmssion facilities. However, we
recomend that the Conm ssion address the threshold issue of
whet her incentives for investnment in new transm ssion facilities
are necessary. It is premature to consider incentives for new
facilities prior to a denonstration that a regional planning
process will not bring forth the necessary facilities. Finally,
if the Conm ssion chooses to pursue the Proposed Policy, we
recomend that it carefully consider whether these incentives
will artificially favor transm ssion expansi on over new
generation.

DI SCUSSI ON

The Comm ssi on Shoul d Acconmpbdat e Regi ona
Vari ati ons

New York supports FERC s goal of encouraging participation
in larger regional organizations. As the Conm ssion concl uded,
“RTCs would help elimnate the opportunity for unduly
di scrim natory practices by transm ssion providers, reduce the
need for overly intrusive regulatory oversight, and instill
trust among conpetitors that all are playing by the same rules.”?

However, these sanme benefits, which the Proposed Policy

envi sions, may be achi eved through alternative neans, such as an

% Proposed Policy at T 3.



| SO For exanple, the NYI SO currently maintains operational
control over transm ssion facilities, thereby m nim zing
opportunities for TCs to engage in discrimnatory behavior.

Mor eover, the opportunity for such behavior is virtually
elimnated in New York because, in nost instances, the New York
TGs no | onger own generation assets. Providing incentives to
TGCs that have already transferred control of their transm ssion
facilities to an independent entity, such as an RTOor 1SO, is
unnecessary. As part of divestiture, the New York TOs received
various incentives in exchange for their cooperation in
devel opi ng the NYI SO Thus, a FERC-approved increase in New
York TOs' rate of return would not be an incentive, but rather
an unnecessary w ndfall.

[1. 1t Is Premature To Consi der |Incentives Associ ated Wth
| ndependent Transm ssi on Conpani es

Al t hough we recogni ze there may be potential benefits of
| TCs, in New York there has not yet been a fully devel oped
proposal to forman ITC. Consequently, the specific benefits
associated with a New York I TC are still unknown. However, it
i s our understanding that the greatest potential benefit of an
| TC is the operation of transm ssion by an independent entity
separate from generation ownership interests. Since this
benefit has been achieved in New York, the Conm ssion shoul d not

establish a generic incentive policy, but rather reconsider



whet her an incentive is necessary where the majority of benefits
associ ated wwth I TCs have al ready been achi eved.

[1l. Incentives For I nvestnment I n New Transm SSi on
Facilities May Be Unnecessary

The Proposed Policy presunmes that incentives are necessary
for investnment in needed transm ssion upgrades. W anticipate
that a regional planning process will identify the necessary
reliability and econom c upgrades. It is clearly premature to
consi der incentives, however, prior to a denonstration that such
pl anni ng process will not bring forth the necessary upgrades.

I ncentives for reliability projects should not be needed
given that states have the primary responsibility for ensuring
reliability and the authority to require the necessary
transm ssion upgrades.* |Incentives for econom c upgrades shoul d
be put on hold until the market has sufficient tine to respond
to the results of the planning process. Even before the
Proposed Policy was issued, there has been interest in
transm ssi on expansi ons by both nerchant and non-mer chant

devel opers in New York.>

* See New York Public Service Law 8§ 66 and 72.

> See, e.g., Case 00-T-1831, Application of Cross Sound Cable
Conpany (New York)for a Certificate of Environnental
Conpatibility and Public Need for the Construction of a 300
Megawatt, 24-M | e HVDC Transn ssion Cable Under Long |sl and
Sound from New Haven, CT to the Town of Brookhaven, Suffolk
County, et al.; Case 01-T-1474, Application of PSEG Power Cross
Hudson Corporation for a Certificate of Environnental

(Foot note conti nued on next page)




I nstead of focusing on incentives at this early juncture,
t he Conmi ssion should settle the inportant questions that nust
be answered if econom c projects renain undevel oped. For
exanple, who wll construct those upgrades; who will pay the
construction costs; and how will the costs be recovered?
Answering these questions should provide further certainty to
regulated utilities and assuage the concerns of investors.

| f the Commi ssion ultimtely determ nes that economnc
projects remain unexploited and incentives are needed, the
Conmi ssi on nust be careful not to artificially distort pricing
signals by tilting the markets to favor transm ssion over
generation or other capital inprovenents. The Proposed Policy
may unwittingly do so by only providing incentives for

transm ssi on projects.

Conpatibility and Public Need for the Construction of a 1,200
Megawatt, 345 kV El ectric Generator Lead from PSEG s Generati ng
Station in Ridgefield, New Jersey, to a Consolidated Edi son
Conpany of New York, Inc. Electric Substation Located on West
49'"" Street in New York City; Case 02-T-0061, Application of
GenPower New York, LLC for a Certificate of Environnental
Conpatibility and Public Need for the Construction of the Hudson
Energy Project, an Approximately 1,400 Kiloneter O fshore
Submari ne Hi gh-Voltage Direct-Current Power Transn ssion Cabl e
from Gol dboro, Nova Scotia, Canada to New York City; and Case
02-T-0036, Application of Neptune Regi onal Transm ssion System
LLC for a Certificate of Environnmental Conpatibility and Public
Need for the Construction of Two 600 Megawatt (+/- 500 kV) Hi gh-
Vol tage Direct-Current Subnarine/ Underground El ectric

Transm ssion Cables to Connect Load Centers in New York with
Transnm ssion and Generation Resources in New Jersey.




CONCLUSI ON

We request that the Conm ssion reconsider the Proposed

Policy in light of our concerns identified above.

Dat ed:

March 13, 2003

Al bany,

New Yor k

Respectfully subm tted,

Dawn K. Jabl onski
Gener al Counsel

By: David G Drexler

Assi st ant Counsel

Publ i c Service Conmm ssion
of the State of New York

3 Enpire State Pl aza

Al bany, NY 12223-1305

(518) 473-8178



CERTI FI CATE OF SERVI CE

|, Jacquel ynn Nash, do hereby certify that I wll serve on
March 13, 2003 the foregoing Notice of Intervention and Comments
of the Public Service Comm ssion of the State of New York by
depositing a copy thereof, first class postage prepaid, in the
United States mail, properly addressed to each of the parties of
record, indicated on the official service list conpiled by the

Secretary in this proceeding.

Date: March 13, 2003
Al bany, New Yor k

Jacquel ynn Nash



