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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

El ectricity Market Design and Structure ) Docket No. RWMD1-12-000
(RTO Cost Benefit Analysis Report) )

COMMENTS OF THE
PUBLIC SERVICE COMMISSION OF THE
STATE OF NEW YORK
Pursuant to the Notice of Technical Conference on Results
of RTO Cost Benefit Report, issued March 8, 2002, the Public
Service Commission of the State of New York (NYPSC) hereby
submts its Comments.

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

addr essed to:

Law ence G Mal one, Esq. Ronal d Liberty

David G Drexler, Esg. Director Fed. En. Interv.

Public Service Comm ssion Public Service Comm ssion
of the State of New York of the State of New York

3 Empire State Pl aza 3 Empire State Pl aza

Al bany, NY 12223 Al bany, NY 12223

david _drexl er @ps.state.ny.us ronald |iberty@ips.state.ny.us

I NTRODUCTI ON. AND SUMVARY

As the Commission’s “Econom c Assessment of RTO Policy”
(RTO Assessnent) suggests, |arger Regional Transm ssion
Organi zations (RTO lead to greater econom c benefits. W

continue to firmy support FERC s vision for a fully integrated



RTOwith a single set of market rules and one nmarket design for
t he Northeast, including | SO NE, NYISO and PIJM 1!

It is essential that the greater benefits of a 3-1SO RTO
in the Northeast are not |lost as the NYISO |SO NE and mar ket
partici pants discuss a potential 2-1SO nerger.? The decision
whet her to nmerge NYISO and | SO-NE will be based, in part, on
cost-benefit studies conducted by the ISGs. Unless these
studies clearly denonstrate that the benefits of a 2-1SO RTO are
superior to a 3-1SO RTO, the Conmission should reiterate its
position that a 3-1SO RTOin the Northeast is necessary to neet
t he scope and configuration requirenents established in Oder
No. 2000.3

We [ aud the Commission for preparing the RTO Assessnent.
Preparing a study to exam ne the economc costs and benefits
associated with establishing RTGs is extrenely difficult and
time consuming. Mst significantly, identifying the major
assunpti ons and scenari os and obtaining the proper data is
frought with difficulty. Moreover, capturing all of the

benefits of specific regional RTGs with a national study seens

' NYI SO, Order on RTO Conpliance Filing, issued July 12, 2001

2 In a letter dated January 29, 2002, the NYI SO and | SO NE

i nformed Chai rnan Wod of their intent to devel op a comon
mar ket design and evaluate the feasibility of formng an RTO
enconpassi ng New York and New Engl and.

® See, Regional Transm ssion Organi zati ons, 92 FERC T 61, 048,
i ssued July 20, 2000.




unlikely. In a very short tinme, the Conmi ssion's consultant has
made a good first step at quantifying sone of the benefits.
However, there are significant advantages that have not been
guantified. For exanple, a larger RTOw |l result in nore
efficient transm ssion planning and better transfer capabilities
to relieve transnmission constraints. It will also reduce the
ability of suppliers to exert market power and create greater
opportunities for new entrants. Unaccounted for in the study
are the increased reliability and efficiency that should
acconpany the sharing of generation capacity reserves. Al so,
t he study shows increases in |oad paynents that should not occur
as a result of a larger Northeast RTO

The assunptions and nodel inputs underlying the RTO
Assessnment demand cl ose scrutiny. The nodeling of transfer
capabilities and fl ows between Canada and the United States and
between New York City and New Jersey is inportant to accurately
eval uate the benefits of a Northeast RTO It does not appear

that the consultants accurately nodel ed these transfers.



The assunptions regardi ng seans i ssues, generation
capacity, reserve nmargins? efficiency gains and reliability are
equal ly inportant. These assunptions should be nade avail abl e
to the parties. Attached is a list of questions and i nformation
necessary to nore fully eval uate the RTO Assessnent. >

In sum the Commi ssion should nove forward expeditiously
with inplenentation of its RTO policy, despite any shortconi ngs
in properly identifying the costs and benefits.® Wth regard to
the transitional issues, including the shifting of revenues
within the region under a larger RTO we propose that workshops,
techni cal conferences or neetings be organized to begin
di scussi ng what coul d possibly be one of the npst difficult

i ssues del aying the nove to | arge RTGCs.

“1t is likely that decreases in operating reserve requirenents
could be attributed to the formation of RTGs. For exanple the
conbi ned operating reserve requirenents right now, for NY, NE
and PJM are probably over 6,000 MNVat any given tine. Under a
| arger RTO, the suppliers of operating reserves would be
conpeting in a larger and nore conpetitive market and therefore
the price of operating reserves should fall. |In addition,
operating revenues could be reduced by as much as severa
hundred MV wi th increased coordination.

® See, Appendix A

® W recommend the Conmi ssion act on the Septenber 17, 2001
Admi ni strative Law Judge Mediator’'s Report to the Conmi ssion



DI SCUSSI ON

l. Benefits of a 3-1SO RTO Have Not Been Ful ly
Captured By The RTO Assessnent

The RTO Assessnent was conpleted in a relatively short tine
and covered the entire nation. Consequently, it is not
surprising that there are major benefits of a |larger Northeast
RTO whi ch are not i ncl uded.

A The Study Does Not Address The Benefits
O Regi onal Transm ssion Pl anni ng

The Study did not address the benefits associated with
transm ssion planning. An RTO, or sinilar organization, is the
ideal entity to undertake transm ssion planning on a regiona
| evel, due to its oversight of a broader nmarket. Wth inproved
regional transnission planning, it is likely that system
reinforcenents will benefit the entire region. The planning for
new transm ssion, especially transmi ssion that would cross the
boundaries of the existing smaller |SGs/RTGs, could be nore
efficient by bringing together disparate parties. The RTO could
t hen assist in recommendi ng who should build and pay for new
facilities, with accommpdati ons made to snooth out the short
termintra-regi onal concerns. W would hope states that have
the responsibility for siting new transm ssion would be abl e,
with RTO assi stance, to nore expeditiously review proposed
transm ssion lines. After all, the construction of new |ines

shoul d reduce congestion and | ower energy prices by allow ng



nore energy inmports within the larger trading area. Over tine,
i ncreased tradi ng should bring nore conpetition and | ower prices
t hr oughout the region.

B. The Study Does Not Address The |npacts O
Decr easi ng Market Power In A Larger RTO

The consultants made a consci ous deci sion not to nodel the
i mpacts of a larger RTO on nmarket power. Consequently, the
benefits of reduced market power went uncounted. A larger RTO
will readily renove the artificial seams that restrict comerce
bet ween the existing | SCs and i ncrease conpetition, which wll
reduce the ability of suppliers to exert market power. Wth
ef fective conpetition, bidding should nore closely reflect
suppliers’ marginal costs. In fact, the RTO Assessnment assunes
that generators will always bid their marginal costs in each one
of the scenarios, including the existing configuration. W
seriously question that assunption. Existing market mitigation
does not result in bids that are driven down to nargi nal costs.
For exanple, generators in New York are permitted to bid three
or four times their margi nal costs wi thout triggering
mtigation. Moreover, with larger RTGs bringing increased
conmpetition, market power and the need for mtigation neasures

shoul d be reduced.



C. The RTO Assessnment Does Not Accurately Refl ect
The Transfer Capabilities I n The Nort heast

The RTO Assessnent uses a static nodel to represent the
Canadi an System and, therefore, does not accurately reflect its
role in the PIMNY power transfers. Moreover, the transm ssion
I ines between New York City and New Jersey are not properly
represented in the nodel. Wthout proper representation of
t hose connections, the RTO Assessnent’s transfer capability of
1,000 MWincorrectly accounted for. This om ssion substantially
understates the benefits of the RTO '

D. The Study Shows Increases |n Load Paynents

That WIl Not Occur As A Result O A Larger
Nor t heast RTO

The RTO Assessnent assunes that as a result of broader
mar kets, the cost of whol esal e power in areas whi ch now have
relatively |l ow cost generation will increase. While it is true
that additional revenues would accrue to generators in | ow cost
regions like PIM these increnental revenues should be captured
for custoners in those regions either through ratenaking
adjustnents for vertically integrated utilities or in the sales

price of the units if the generation facilities are sold.® In

" Moreover, the Study did not take into account the benefits of a
larger RTOin mtigating the effects of fuel price increases.

8 The sales price of generation should approxi mate the present
value of its future earnings potential. |f earnings prospects
are enhanced because regi onal markets increase profitability,
the sale price should increase accordingly.



either instance, the increased profitability will reduce
paynents for distribution of electricity, thereby offsetting
i ncreases in whol esal e prices.

For exanpl e, according to the PJM Cost/Benefit Analysis for
Nort heast RTO,° | oad payments will decrease throughout the
Nort heast region by $299 nmillion. The RTO Assessment shows t hat

PJM custoners will pay an additional $71 million under the 3-1SO

RTO scenario. However, this increase will be offset by the
increase in generator net revenues in PIMof $259 mllion ($511
mllion mnus $252 million in generations production costs).

Under nornmal ratenmking practice, a vertically integrated
utility is able to earn no nore than it needs to service its
capital. Consequently, the increased generation
revenues should go to reduce increased | oad payments in PIJM
The additional profits on the whol esal e conponent should result
in a conpensating adjustnent in delivery rates.
CONCLUSI ON

There are limtations that nmake it difficult to accurately
eval uate the costs and benefits of formng RTGs. The benefits
are likely nore substantial than presented in the RTO
Assessnent. Regardl ess of the RTO Assessnent’s shortcom ngs,

t he Comm ssi on should nove forward with a 3-1SO Nort heast RTO

® See, RTO Assessnent at p. 20, Table 1.2.



I nt erested stakehol ders shoul d be brought together to address
the transitional issues associated with intra-regional inpacts.

Respectful |y submtted,

Law ence G Mal one

Ceneral Counsel

By: David G Drexler

Assi st ant Counsel

Public Service Comm ssion
of the State of New York

3 Enpire State Plaza

Al bany, NY 12223-1305

(518) 473-8178

Dated: April 9, 2002
Al bany, New York



APPENDI X A

April 9, 2002

Via El ectronic Mil

1)

2)

3)

4)

5)

6)

7)

8)

9)

Re: Questions Regardi ng Regi onal Transmn ssion
Organi zati on Cost Benefit Analysis

Provi de an assessnent of the results of the RTO Policy
scenario with 4 RTGs (Table 3.8) conpared with the Small RTGCs
scenario (Table 3.16), as they pertain to the 4 sub-regions
in New York, using 2010 as an exanpl e.

Provide all input data and assunptions, including a
description of the nmethodol ogy used to devel op the nunerica
results in the report.

VWhat are the input differences between the 9 RTO scenario and
the 4 RTO scenario, as they relate to the Northeast?

How are the Northeast seans issues treated in the 9 RTO
scenario and the 4 RTO scenari o?

VWhat are the assuned transm ssion transfer
capabilities/limts into and out of the 4 sub-regions in New
Yor k?

What is the basis for New York’s reserve nmargin reduction
assunptions? |If the reserve nargi ns were not reduced, but
i nstead, |arger anpbunts of additional generation were
assuned, would a |larger RTO be relatively nore benefici al
than the smaller RTCs?

What assunptions were nade about retiring or re-powering any
exi sting generators?

On page 49, the study indicates that it “treats power narkets
as spot pools that clear on a margi nal cost basis within a
set of defined demand segnents.” \What are these demand
segment s? How nmany are there?

On page 19 of the sumary, what does the “3.5%reduction in
peak beginning in 2006” refer to (i.e., was it a capping of
the denand at 96.5% of the projected peak in 2006 and in each
year thereafter)?

10



10)Whil e an efficient dispatch would not produce power flows
froma higher cost region to a | ower cost region, such flows
are possible at the seans via external transactions. Does
your analysis incorporate such “backwards” flows and the
benefits of elimnating then?

11) Expl ain how the “hurdl e rates” were devel oped.
12) What val ues were assuned for “hurdle rates” between the 4 New
York sub-regions in the base case, 4 RTO scenario, and 9 RTO

scenari 0?

13)What can the increase in power flows to the South be
attributed to?

14) Does the nodel include the transm ssion paths between the
United States and Canada?

15) The report stated that the anal ysis does not address the

savings to buyers that would occur if a larger RTO reduced
mar ket power. Wiat is your estinmate of these savings?

11



CERTI FI CATE OF SERVI CE

I, Naom Tague, do hereby certify that | will serve on
April 9, 2002, 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: April 9, 2002
Al bany, New York

Naom Tague



