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I’m substituting for Paul Hibbard, who as I speak is testifying on this same topic before the House Subcommittee on Energy and Environment.  He asked me to apologize on his behalf for not being here.
Being here for Paul on this topic is like Mark Kotsay filling in for Jacoby Ellsbury.  I’m an insufficiently attentive Red Sox fan that I feel the need to make sure that those of you who are likewise inattentive (or worse, if you know what I mean), understand what I’m saying here:  Paul is truly an expert on this topic, and it may be unduly flattering to say that I’m Mark Kotsay.
But so be it....

I’ll give you a preview of Paul’s testimony to Congress—MA agrees with the way the Waxman/Markey bill addresses transmission, because it will preserve competition in regional energy markets, support the continued and proven role of regional resource planning, and expand the role of FERC where it is appropriate—in coordinating such regional planning across regions, and supporting the development of interconnection-wide joint planning review.  

However, our view is that proposals to expand FERC authority into centralized resource planning and associated siting is unwarranted, and would diminish or eliminate the proven benefits of competition in electricity markets, including the fostering of local renewable and efficiency resources.  That’s the thumb-nail sketch of Paul’s testimony.  
I want to recognize the appropriate level of jurisdiction that FERC does and should have over transmission in interstate commerce.  The maintenance of robust transmission infrastructure is critical to supporting competitive markets and ensuring the reliable operation of our interconnected transmission networks.  FERC has, and should have, backstop authority for siting interstate transmission projects that are needed to meet reliability standards, and to address major transmission system bottlenecks.  
By contrast, draft transmission legislation being floated in Congress would dramatically expand FERC’s siting and planning authority to include new transmission that is not needed for reliability, but instead is only needed to interconnect new generating resources to the transmission network.  While on its face this seems like a laudable goal, especially in the renewables context, it is likely to lead to costly and inefficient results – and would be a dramatic federal intervention into successful regionally-managed competitive energy markets.  In short, federal decisions that dictate the generation that will be used to meet electricity demand will override the operation of competitive electricity markets, and squash state and regional efforts to promote demand response, efficiency and local renewable resource development.  

We believe that renewable resources steered to market need to be those that are lowest cost, as determined by testing all options within a competitive market framework, one that operates subject to emission caps and renewable resource floors.  Massachusetts recognizes that our need to address the carbon challenge is paramount; but we are concerned that we may fail in this challenge if we abandon the principles that we rely on to maintain downward pressure on costs and support for technological innovation.  

Here are the principles we would rely on to enable us to meet our energy and environmental objectives at the lowest possible cost:

· First, continue the evolution of FERC’s oversight of wholesale electricity rates in a way that increases reliance on regional competitive market structures to capture system efficiencies and to fairly and appropriately allocate risks and rewards.  

· Second, continue to meet our emissions reduction goals through cap-and-trade programs, which rely on market-driven mechanisms that achieve lowest costs.
· Finally, meet our renewable development objectives through market-based minimum portfolio standards.

Here’s how the system works now—and here’s how we think it could be degraded by the transmission superhighway vision.
Where competitive markets operate, new resource developers of all types compete in competitive capacity, energy and reserve markets to meet demand.  In New England, the market response has been overwhelming, with successful participation by demand response and renewable resources.  Specifically, resources compete:

(1) with internalization of the cost of NOx, SO2, and CO2 through national and regional cap and trade programs – increasing the price of fossil-based resources;

(2) with internalization of the value of renewable resources through the issuance and trading of renewable energy credits generated by state renewable portfolio standards – decreasing the price of renewable resources; and

(3) with internalization of all development costs, including the cost to transmit power reliably to load.  This last point is fundamental, placing all competing entities on an equal footing, removing development risks from ratepayers, and placing them with the development and financial communities – precisely where these risks should be.

In this way, evolution of the region’s power system happens in a manner that meets our states’ energy and environmental policy goals, but does so at delivered prices to ratepayers that are driven to their lowest possible levels by competition. 

By contrast, proposals to expand central planning and siting authorities would enable FERC to approve, site, and allocate to ratepayers the costs and risks associated with building transmission to connect some types of generation, with insufficient consideration of what this means to the prices consumers pay at the end of the line.  This approach would lead to a direct subsidy for distant resources only, on a discriminatory basis, eliminating the level playing field that exists in regional markets.  This would needlessly increase electricity prices to consumers, and most importantly would seriously derail the development of local and regional efficiency, demand response and renewable resource alternatives.  

The impact of such a scheme would be significant.  It could mean injecting on the order of several thousand MW of resources into New England.  This would wipe out the need for new resources in the region for decades, and dramatically reduce opportunities for new local resources to compete with existing resources to meet demand. 

The subsidization (through allocation of transmission costs to ratepayers) of distant generation thereby presents the very real scenario of crushing the market value of local and regional conservation and renewable resource development—even though local renewables that are near load centers might come with lower total all-in delivered cost.

On a practical level, while in this region we have abundant land-based renewables that stand ready to compete, it is also worth mentioning that one potential casualty of the focus on Midwest resources and FERC planning authority could be the most promising emerging energy technology.  The very best wind resource in the country is located a short distance off the major load centers of the East Coast.  For sure, offshore wind turbine installation may currently cost more than on-shore wind development, but better wind resource economics, decreasing unit costs with increased development opportunities, and the absence of the need for cross-country transmission could make offshore wind competitive with remote wind farms.  Offshore wind should have that opportunity—to compete on a delivered energy cost basis – and not be disadvantaged by transmission subsidies for other forms of renewable power generation.  
Recognizing the abundance of on-shore and off-shore renewable development potential in the Northeast, the New England Governors have been working cooperatively, and with ISO-New England, to develop a New England Governors’ Energy Blueprint.  The Blueprint analyzes the development of up to 12,000 MW of on- and off-shore wind and other renewable development potential in the region, and will review (1) potential transmission pathways for such development, (2) the existing state-by-state competitive procurement and long-term contracting mechanisms that can provide the revenue certainty needed for development efforts, and (3) state and potentially joint regional procedures to facilitate the siting of associated interstate transmission lines.  The Blueprint effort is a cooperative planning effort coordinated by the region’s Governors, energy offices, and public utility commissions, and is being carried out in close cooperation with ISO-NE.
In sum, without recognizing the fundamental market principles I’ve outlined, proposals to expand federal siting authority are not simply about transmission siting.  They would effectively strip states and regions of their resource planning functions, eliminate them as laboratories for the development of innovative low-carbon alternatives, undermine the development of the country’s best wind resource, seriously damage the function of competition in regional electricity markets and, in so doing, drive up electricity prices unnecessarily.   
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