Key FERC Points on RTO/SMD Relationship

Talking Points - January 2003

It would not be exaggerating to say that FERC has heard the message from virtually all regions across the country about allowing regional deference.  FERC has indicated that the Commission accepts that message.  This opinion is based on three recent events:

· 12/20/02 - letter from FERC Chairman Pat Wood to Congressman Nethercutt.  Chairman Wood stated that:

· “RTO West is exactly the type of market structure and design we hoped for when we proposed the SMD rule, and; as I mentioned to you and the other members recently, in fact, was used as a guide as we developed SMD.”

· “SMD is not a threat to RTO West or other RTOs, rather it is a catalyst for RTOs, an expanded list of RTO functions, and a resource of collectively determined best practice rules.”

· “The RTO West cataloguing process is a great example of protecting existing arrangements yet providing better access going forward.”

· “… regional processes through each RTO are the key place to address many of the individual issues faced by each region.”

· “The Commission has made it clear that many of its core rulings on RTO applications will not be superseded by the SMD final rule.”

· 1/13/03 – FERC press release on its plans for 2003 including plans for a SMD white paper.

· “Chairman Wood also announced that the Commission will issue a white paper on its proposed Standard Market Design (SMD) rule in April. While moving forward on implementation of regional transmission organizations (RTOs) and SMD, the Commission has "embraced the flexibility needed to accommodate regional concerns," he said. "We will continue to do so in implementation as well."

· “While elements of SMD may develop on a staggered timetable, regional development through RTOs is proceeding. ‘To have a level playing field, enhance wholesale competition and remove economic inefficiencies, we need to get the structure right and then let the markets operate. While this may delay SMD in some parts of the country, it is more important to do it right than do it fast. Customers deserve no less,’ Chairman Wood concluded.”

· 1/17/03 - Restructuring Today's audio conference with Pat Wood titled "The Ball is in FERC's court".  During the conference Chairman Wood indicated that, 

· With respect to the nature of SMD compared to RTOs, he sees these two on parallel paths – SMD reflecting best practices, while RTOs are where the rubber hits the road.  

· He said this experience has reaffirmed the direction set under Order 2000.

· He mentioned that he expects issues like market monitoring, liability, locational pricing, congestion rights allocation, planning, and resource adequacy all to be revisited in the white paper.

· As to the FERC's position, Wood was clear that current rulings on a myriad of issues reflect FERC's positions.  Don't wait for SMD rulings, but look to current orders in active dockets.  SMD will be a compendium.  RTOs are the implementation of SMD.

1/28/2003
1
P.Mesa

