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Congress Leaves Without Passing
Comprehensive Energy Legislation

There were no energy surprises in the
brief lame duck session of the
108th Congress: it left town with-

out enacting the so-called comprehensive
energy bill.

The chances of any action in the post-
election period were always considered
remote. Republican gains in the election
-- including a four-vote pick-up in the
Senate -- gave supporters of the bill the
incentive to wait until 2005 when larger
Republican majorities in both houses
might make passage easier.

Several non-electricity provisions from
the bill were enacted in the regular session
before the election.  Many of the tax pro-
visions were approved as amendments to
two other bills (one extending middle
class tax reductions and one changing the
taxation of corporations' overseas profits).
In addition, the legislation needed to build
a natural gas pipeline from Alaska was
added to a military appropriations bill.  

But aside from two relatively minor
tax provisions (one allowing cooperative
utilities greater flexibility with regard to
the use of cooperative-owned transmis-

sion facilities; the other giving more bene-
ficial tax treatment to investor owned util-
ities that sell transmission assets pursuant
to a FERC directive) none of the provi-
sions adopted addressed electricity.  None
of the provisions in the electricity title --
many of them anti-consumer and likely to
be costly to industrial end users -- were
enacted.

Anti-consumer provisions opposed by
ELCON included repeal of the Public

Continued on page 3

A L S O I N T H I S I S S U E . . .

E L E C T R I C I T Y C O N S U M E R S  R E S O U R C E  C O U N C I L

The key to making electricity mar-
kets more competitive is more
infrastructure, Federal Energy

Regulatory Commission Chairman Pat
Wood told ELCON's Fall Workshop.
"Bring it, and competition will come," he
said, adding that "we need some elbow
room on the grid."

FERC's goal is not deregulation, but
competition, he asserted.  "The old regu-
lated system was not doing the job."
Wood said FERC's objective was to pro-
duce "satisfied customers," something
that did not exist before FERC took
action on electricity market restructuring.

A similar view was voiced at the
ELCON workshop by Roy Thilly, presi-
dent and chief executive office of
Wisconsin Public Power, Inc., a leading
public power company.  He noted that
wholesale competition is down, as is the
number of independent power producers
and electricity marketers, which he
attributed in part to a constrained grid
that prevents efficient transmission to
some areas.

Thilly offered words of caution, how-
ever, on moving forward on infrastruc-
ture improvements.  "We need to go slow
and watch out for unintended conse-
quences," he said.  He pointed out that

ELCON 
Fall Workshop 

More coverage on pages 4-5

FERC Chairman Sees 
Grid Improvements 

As Key to Competition

ELCON’s Anderson
AsksEPSATo Support
‘Real’ Competition

ELCON Executive Director John
Anderson told the fall membership
meeting of the Electric Power

Supply Association (EPSA) that ELCON
wants to work with the supplier organiza-
tion for electricity competition that bene-
fits both consumers and producers.  EPSA
represents independent power generators

"ELCON supports 'real' wholesale and
retail competition.  But the problem is, we
don't have any real competition any-
where," Anderson asserted.  "We want to
work with EPSA to achieve real competi-
tion with markets beneficial to both pro-
ducers and consumers."

Anderson noted that ELCON was
among the earliest advocates of competi-
tive electricity markets and outlined what
he saw as obstacles to real competition in

Continued on page 7
Continued on page 4 
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Counting on Gas

FERC'S Agenda,
Composition Uncertain

The coming year will likely be an
exciting one for the Federal
Energy Regulatory Commission,

but changes expected in membership
make it difficult to predict what agenda
FERC will adopt.

Commissioner Suedeen Kelly's term
was extended to June 2009 as part of a
package of nominations approved by
the Senate in the lame duck session.
Hers was one of some 150 nominations
to various federal departments, agen-
cies, boards, and commissions that were
held up not because they were contro-
versial in their own right but rather as
insurance that other, often unrelated,
actions would take place.

For example, one Senator put a
"hold" on the Kelly nomination until he
was guaranteed a vote on an immigra-
tion issue.  She was also caught in a
standoff between Energy Committee
Chairman Pete Domenici (R-NM) and
incoming Minority Leader Harry Reid
(D-NV) over a nominee to the Nuclear
Regulatory Commission who opposed
funding for the Yucca Mountain nuclear
depository.  In the end, a compromise
was reached and Comm. Kelly was con-
firmed by voice vote.

John Anderson, ELCON's executive
director, stated that he was "especially
pleased that Commissioner Kelly was
approved for a deserved full term."

One vacant seat remains at FERC,
but Chairman Pat Wood's term expires
June 30, 2005.  By law, Chairman Wood
can serve until the end of the congres-
sional session if a replacement is not

ELCON was founded in 1976
so that industrial electricity
users could unite to work on

electricity issues, many of which
were enacted in 1978 as part of the
Public Utility Regulatory Policies
Act.  Through the years ELCON has
worked on a number of issues, all of them
related to electricity.

Today, it doesn't take long for an
ELCON meeting to turn to the subject of
natural gas.  When it comes to gas issues,
ELCON members have different perspec-
tives.  Our members include producers,
pipelines and consumers.  Some use gas as
a feedstock, others only as a fuel.
Electricity is produced primarily from gas
for some, from coal or nuclear power for
others.  For all of them, gas price and sup-
ply are now front-burner issues.

Gas, perhaps even more than coal or
oil, is an essential fossil fuel.  There are
industrial boilers that can burn only gas.  A
variety of plastic and chlorine products
rely on gas as a feedstock.  And, increas-
ingly, we find that gas is being used to
generate electricity, at least in part because
it is perceived as environmentally more
favorable than coal.

For a number of reasons, the price of
natural gas has increased dramatically in
recent years.  Just as important, the price
has been volatile, spiking one month and
falling the next.  For energy managers, this
has been troublesome, to say the least.
But for consumers, who pay for gas spikes
directly through utility bills or indirectly
through increased prices for manufactured
goods, this can be devastating.  And now,
because gas has become the fuel of choice
for electricity generation, this impact is
multiplied.

Some ELCON members have moved
the manufacturing of some products to
other countries where they anticipate a
more certain supply of natural gas at lower
prices.  Others have scaled back expan-
sions in the U.S.  These developments
result in job losses here at home.

I believe that the gas issue should
not be viewed in isolation.  In the
United States, we need a diverse
fuel base for industrial production
(including use as a feedstock), for
heating and lighting our homes and
businesses, and for powering our

motor vehicles.  I don't want to exclude
any fuel from any potential use.

ELCON and ELCON members sup-
port fuel diversity in electricity generation
as well as for industrial, commercial, and
residential use.  Each fuel has advantages
and disadvantages -- what some people
call "externalities," that is, the economic
and environmental impacts that come
from use of the particular fuel.
Unfortunately no universally accepted
definition for externalities exists.  While
some people consider wind power to be
environmentally beneficial because it has
no emissions, others point out that it pro-
duces bird deaths, it is noisy, and people in
Nantucket oppose new wind generation
offshore it because it would be esthetical-
ly unpleasing.

I think we Americans need a new
national energy policy, one that avoids
"either-or" choices.  We do not have to
choose between more exploration and less
consumption; we should be doing both.  

This applies to gas as well as other
fuels: we should be working simultane-
ously at increasing exploration for natural
gas supplies, practicing conservation and
developing more efficient gas-using tech-
nologies.

Most electric-generation facilities built
in recent years have been gas-fired.
Because these were efficient, they backed
out older gas- and oil-fired facilities, pro-
ducing more electricity without signifi-
cantly increasing the total use of natural
gas.  Now, with the increase in gas prices,
those building new generation are looking
at coal, a fuel in abundance here at home,
and they are exploring how to burn coal
more efficiently with reduced emissions.

Rest assured that ELCON will contin-

The Chairman’s  View

By Mike
Miller,

Chairman,
ELCON

Continued on page 6 

ue to focus on electricity issues.  But
ELCON members view those issues as
part of a larger context.  We need fuel
diversity.  We need to consider energy pol-
icy in a comprehensive manner.  We need
to look long-term.  And we need to con-
sider all available options.

Mike Miller is Director, Energy and
Utility Services, Shell Oil Products
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Utility Holding Company Act, inflexible
language on participant funding for new
transmission, unnecessary incentives to
builders of new transmission, "native load
protection," and restrictions on FERC's
ability to promote wholesale competition
through new regulations on market design.
ELCON supported provisions on siting
new transmission lines and compromise
language amending the Public Utility
Regulatory Policies Act (although main-
taining the present law is a more favorable
outcome).

How will the 109th Congress address
energy issues?  Rep. Joe Barton (R-TX),
who moves from chairing the Energy and
Air Quality Subcommittee to heading the
full Energy and Commerce Committee,
has said he will probably consider clean
air legislation, including the
Administration's "Clear Skies" initiative,
before tackling energy.  But it is generally
believed that any bill similar to this past
Congress' comprehensive approach can
and will be approved by the House if
brought to the floor in 2005.

In the Senate, the four-vote Republican
increase to a 55-45 majority may not be
enough to push an energy bill forward.

This past Congress' bill fell two votes
short of the 60 necessary to invoke cloture
and end debate.  Three departing
Democrats (Sens. Breaux, Miller, and
Daschle) had supported cloture.  And
Senator John Ensign (R-NV) stated that he
had changed his position from supporting
cloture to opposing it.  On the other hand,
much of the opposition to the comprehen-
sive bill centered on the inclusion of a lia-
bility waiver for manufacturers of the
gasoline additive MTBE.  If that provision
is modified or excluded from the legisla-
tion, it might be easier for the bill to
progress in the Senate. 

Other events may work against an
energy bill in the new Senate.   Most
important is the question of partisanship,
which was evident on many bills last year,
including energy.  If Senate Democrats
decide to work with Republicans, and if
the Republicans welcome Democratic
input, legislation can progress.  But if
Democrats adopt an obstructionist
approach, Republicans may not be able to
accomplish much.  Several "centrist"
Democrats (such as Sens. Breaux, Miller,
and Hollings) are now gone, increasing the
isolation of the few remaining centrists
and making efforts to overcome partisan-
ship more difficult.

Another question to be faced in the

new Congress is whether a comprehensive
bill or piecemeal legislation has a better
chance of enactment.  Most electricity
stakeholders believe that the electricity
title, if detached from the energy bill,
would have passed this past Congress
despite its many anti-consumer provisions.  

The same is true for many of the ener-
gy bill's less controversial titles.  Some
observers believe that the omnibus nature
of the bill gave several Senators something
to object to, leading to the bill's downfall.   

House Chairman Barton has spoken --
noncommittally -- about breaking the bill
up.  While that might be one path to pas-
sage for some provisions, it seems unlike-
ly that all the provisions from this past
Congress’ comprehensive bill could be
considered separately and approved in a
two-year time frame.   Senate Energy
Committee Chairman Pete Domenici (R-
NM) has continued to favor a comprehen-
sive bill.

All in all, the 108th Congress made
some progress on energy -- authorizing a
natural gas pipeline from Alaska and pass-
ing numerous energy-related tax credits --
but many issues remain.  The politics of
the 109th Congress, particularly in the
Senate, will be a little different.  Whether
the outcome for energy and electricity
issues changes remains to be seen.  E

Congress Adjourns
From Page 1

Coalitions Key to Legislative Efforts

ELCON and its member companies
have long recognized that coali-
tions are key to passing, defeating,

or simply delaying legislation in
Congress.  That was true in the 108th
Congress, and it will undoubtedly be true
in the 109th.

One of the top priorities identified by
ELCON members each year is market
power abuse.  Although ELCON members
recognize that the Public Utility Holding
Company Act (PUHCA) of 1935 needs to
be amended, it remains the primary law
protecting consumers from such abuse.
Utilities have long sought to repeal
PUHCA, and ELCON was a founding
member of the coalition (originally called
Friends of PUHCA, now Consumers for

Fair Competition, or CFC) working
against PUHCA's demise.  

Working alongside municipal and
cooperative utilities, small business and
contractor groups, and various consumer
advocacy organizations, ELCON has
managed to forestall PUHCA repeal
despite the organized effort of utilities,
which have probably poured more than $1
million per Congress into the campaign.
CFC, which has no dues or budget devot-
ed to this effort, relies on in-kind lobbying
of its members.  Planning began in late
2004 for a lobbying strategy for 2005.

ELCON is also an active player in an
unnamed coalition working to preserve
cogenerators' rights under the Public
Utility Regulatory Policies Act (PURPA)

of 1978.  Section 210 of PURPA guaran-
tees cogenerators and other qualifying
facilities (QFs) that their power will be
purchased by utilities and that backup and
maintenance power will be supplied by
utilities at a just and reasonable rate.  

Utilities have objected to Section 210
since its enactment, and have funded a
special coalition to seek repeal.  Many
ELCON members are cogenerators, and
ELCON has banded with other QFs,
including wind and solar generators, to
ensure that rights enjoyed by cogenerators
remain on the books until competition is
established.  Such a guarantee was includ-
ed in last Congress' comprehensive energy
bill (though, because it was not enacted,
the more beneficial present law was
retained).

Finally, ELCON is an active player on

Continued on page 7



Although most observers look to the
Federal Energy Regulatory
Commission to address market

power abuse in the electricity industry, the
Federal Trade Commission (FTC) and the
Department of Justice (DOJ) also have
jurisdiction -- and they may be getting
ready to use it.

Michael Wroblewski, assistant general
counsel for policy studies at the FTC, and
Jade A. Eaton from DOJ's Antitrust
Division, discussed the roles that their
agencies anticipate playing on antitrust
and market power issues in the electricity
industry at ELCON's Fall Workshop.

Wroblewski was the more activist, say-
ing FTC wants FERC to take the market
power issue "in house."  He stated that the

"people can game constraints," and "we
don't need incentives, we need to guard
against those who will protect their own
generation."

One solution is to seek competitive
bids for building new transmission, he
said.  There is "plenty of capital" available
for investment with a nearly guaranteed
rate of return in the 10-13 percent range.

Active in the electricity restructuring
effort both as a company president and a
former chairman of the American Public
Power Association, Thilly also revealed a
change of opinion regarding regional
transmission organizations (RTOs).  He

said he
used to
insist that
RTOs be
governed
by inde-
p e n d e n t
boards so
incumbent
transmis-
sion own-
ers could
not play a
role, but
now he
s u p p o r t s

" h y b r i d "
governing
b o a r d s
b e c a u s e
h a v i n g
some inter-
est in the
grid might
be advanta-
geous to
mainta in-
ing an effi-
cient trans-
m i s s i o n
system.

A
slightly dif-
ferent take on the status of restructuring
was offered by Richard Pierce, Jr., a pro-
fessor at George Washington University
Law School who specializes in energy
law.  He stated that those who favor
restructuring "have lots of reasons for
optimism," although he noted that retail
competition "is not going anywhere."

Rather than looking at the transmission
grid, Pierce suggested strengthening
capacity markets.  "Some type of capacity
market is essential to ensure adequate gen-
eration," he said.

Pierce also offered a suggestion fre-
quently put forth by academics and econo-
mists that "industrials should be treated as
wholesale customers."  He acknowledged

that his proposal faced significant political
opposition, and he offered no means to
achieve it.  E

Agencies Set to Address Market Power

Grid Improvements
From Page 1
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FERC Chairman Wood

Public Power’s Thilly

Reason for optimism: GWU’s Pierce

DOJ’s Eaton (left), FTC’s Wroblewski 

FERC-proposed market power screen is
flawed in several ways.  FTC was devel-
oping its own market power screen, and,
according to Wroblewski, may become
more active in the near future.

Eaton said FERC's ability to counter
market power abuse is jurisdictionally
limited by the Federal Power Act.  She
criticized FERC's proposed screens
because all they will show is that "every
utility has market power at some time of
day." 

She believes that the objective of com-
bating market power abuse should not be
low rates, but rates that "provide flexibili-
ty."  Even if markets provide good price
signals, she asked, "what good is it if con-
sumers can't or won't respond?"  E

Sharon Bonelli, a senior director
for Fitch Ratings, addressed
ELCON's Fall Workshop and dis-

cussed the development of Fitch's "Price
Forecast."

She noted that electricity industry
analysts have been hampered in their
research by inconsistencies in data
reporting by independent generators,
"making it difficult to assess financial
health."  One of the most important con-
siderations, she said, was "who is affect-
ed by gas on the margin," given recent
variations in gas prices.  

There are many regional differences,
she explained, noting that 73 percent of
ERCOT's generation is powered by nat-
ural gas, while the figure for PJM West
is 15 percent.  Understanding each gen-
erator's exposure to price fluctuations is
a major determinant of that generator's
credit worthiness, she said.  E

Fitch Develops
Forecast Model
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In 1994, Don Santa, then a commis-
sioner at the Federal Energy
Regulatory Commission, co-authored

an article in Energy Law Journal pointing
out similarities in restructuring electricity
and natural gas.   His basis premise was
that restructuring efforts must be consis-
tent with market development.

Now president of the Interstate Natural
Gas Association of America (INGAA), the
trade association of natural gas pipelines,
after having served four years as a FERC
commissioner, Santa indicated his views
on gas and electricity restructuring have
evolved but they haven't changed signifi-
cantly.

It is more difficult for FERC to restruc-
ture electricity markets than gas markets,
he indicated.  In contrast to gas, FERC

doesn't have jurisdiction over "the totality
of the electricity industry," and the split
jurisdiction between state and federal reg-
ulators has produced legal and political
b a t t l e s .
Santa also
noted that
the gas
i n d u s t r y
had noth-
ing analo-
gous to the
r e g i o n a l
m a r k e t
approach
now mov-
ing for-
ward in
electricity
in the form
of indepen-
dent system operators (ISOs) and regional

transmission operators (RTOs).  Yet anoth-
er difference he mentioned was that indus-
trial users soon bypassed local distribution
companies and got direct access to gas
pipelines, a development unlikely to occur
on the electricity side.

Still, Santa said he remains a believer
in competitive electricity markets at both
the wholesale and retail levels.  But he
said early efforts to impose retail access
before there were functioning and compet-
itive wholesale markets "put the cart
before the horse."

In order to achieve competitive mar-
kets, he recommended going back and
"rebuilding" the case for restructuring.  He
cited recent congressional activity, even
absent the enactment of legislation, as
undermining FERC's ability to exercise
"hard political power."  He advised indus-
try stakeholders to set "modest and
achievable" goals, increase dialog with
anti-restructuring groups such as state reg-
ulatory commissions, and develop a model
for competition that shows benefits to pro-
ducers and consumers. E

Similarities, Differences Described 
In Gas, Electricity Restructuring

Natural gas prices are high and
"likely to stay high" according
to Don Santa, president of the

Interstate Natural Gas Association of
America (INGAA), the trade association
of natural gas pipelines.  Santa, speak-
ing at ELCON's Fall Workshop, attrib-
uted the price increase to a scarcity of
supply.

"We need greater access to the
resource," he stated.  "We need access
in the Rockies and off shore.  We need
to increase our use of liquid natural
gas."

Santa, who previously served as a
FERC Commissioner and as a Senate
staffer handling natural gas issues, also
offered some political advice.  "Avoid
making natural gas a divisive issue," he
cautioned.  "Don't limit natural gas use
for some purposes and prohibit it for
others.  The Fuel Use Act did not work
the first time," he said, referring to the

1978 law that barred new electricity
generators from using natural gas.  E

"We need greater
access to the 

[natural gas]
resource...We 

need access in the
Rockies and off 

shore.  We need to
increase our use of 

liquid natural gas."
-- INGAA’s Santa

High Gas Prices Here to Stay

INGAA’s Don Santa

ELCON 
Fall Workshop

These two pages and page 7
continue coverage of 

presentations and 
discussion at ELCON’s 
Fall Workshop held in

Washington, DC in October. 

FERC Chairman Pat Wood (right),
ELCON Chairman Mike Miller 

(center), FERC’s Rob Gramlich at 
ELCON’s Fall Workshop



ELCON Activities Before 
The Federal Energy Regulatory Commission 
Incentive-Based Business Structures Would Improve RTOs, ISOs, ELCON Says

The independent system administra-
tor business model was adopted by the
now-defunct SeTrans RTO effort in the
Southeast, extensively vetted over a two-
year period and approved by FERC,
according to ELCON.  E

he wants to create markets that benefit
consumers," said Anderson.  "His chair-
manship has been consistent with that
objective."

If precedence is a guide, the President
will name the two FERC nominees -- a
Republican and a non-Republican -- at
the same time, they will be considered by
the Senate Committee on Energy and
Natural Resources on a parallel schedule,
and they will come to the Senate floor at
the same time as two separate nominees.
Or, the nominations could be considered
together as a package or even with other
appointments to other federal depart-
ments.  It generally takes four to six
months from nomination to swearing in,
though lately FERC appointments have
taken longer.  Commissioner Kelliher's
took more than a year.

If Chairman Wood resigns or is not
reappointed, the President will name a
new chairman.  If this happens, the new
chairman will almost certainly be a
Republican, possibly Commissioner
Nora Brownell or Joe Kelliher.  Comm.
Kelliher made news recently by suggest-
ing that FERC re-examine Order 888, the
first open access Order, to see if it is
accomplishing its objectives.  If not, he
said, FERC ought to consider a some-
what new path to see that open access
and competition are achieved.

"The restructuring genie is out of the
bottle," said John Anderson.  "As con-
sumers, we want a FERC that looks at
the wholesale electricity market and tries
to make that market more competitive.
That's not easy.  And that's why I think
this next year may be crucial.  But I con-
tinue to be optimistic that the potential
benefits of true competition -- to con-
sumers large and small -- are so over-
whelming that they have to succeed." E

confirmed, but essentially two seats are
in play.

The first vacancy must go to a non-
Republican under a stipulation in law
limiting to three the number of commis-
sioners from the same party.  Three
Republicans (Comms. Wood, Brownell,
and Kelliher) already sit on the
Commission.  Speculation has arisen
over possible Democratic nominees.
They include Idaho Commissioner
Marcia Smith and North Carolina
Commissioner "Jimmy" Ervin.  An inde-
pendent could also be nominated.

The outlook for Wood is more con-
troversial.  Though the chairman has
received good marks in some quarters --
for example, ELCON strongly supported
his efforts to standardize markets -- there
are Members of Congress who oppose
his aggressive efforts to maintain a
strong FERC and to create competitive
markets.  Such congressional opposition
led Alex Flint, staff director of the Senate
Energy Committee, to predict that Wood
was unlikely to be renominated. Until the
President decides Wood's fate, there
won't be much discussion of other possi-
ble nominees.

"Chairman Wood has always said that

ELCON told the Federal Energy
Regulatory Commission it should
require RTOs and ISOs to restructure and
shift their business functions to models
that adopt incentive-driven contracts.
The changes would encourage more effi-
cient operations, innovation and account-
ability, ELCON said.

The comments were ELCON's first in
response to the Commission's inquiry
into RTO/ISO cost accounting, oversight
and recovery.  One of FERC's questions
was whether not-for-profit RTOs and
ISOs have appropriate incentives to con-
tain costs and, if not, what they should be
and how they should be implemented.

Although FERC never mandated a
business model for RTOs and ISOs, the
de facto model is a not-for-profit -- "no
surprise given the huge controversy
associated with attempts to form trans-
mission-owning RTOs," ELCON said.

The problem is that not-for-profits
make cost reviews more difficult for reg-
ulators, ELCON said.  The model con-
flicts with the original motivation for
restructuring, which is to take advantage
of the favorable economic behaviors
induced by the profit incentive in real
market environments.

The middle ground between a not-
for-profit and a transco would be an
independent system administrator that
serves under an incentive-driven con-
tract, ELCON said.  Such a model would
encourage the administrator and staff to
operate efficiently, to innovate, and to
show accountability for performance.  It
would also tend to minimize self-perpet-
uating bureaucracies in that competition
to provide RTO services once an existing
contract expired would likely emerge if
powerful economic incentives are at
work, ELCON added.

6

FERC'S Future 
From Page 2
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consideration of the potential benefits
available from demand response.  "We
need demand response markets, not
demand response programs," he empha-
sized.  "Those consumers, large and small,
who volunteer to curtail or reduce con-
sumption should be given treatment and
compensation symmetrical to generators.

"Competition is better than regulation
when structured correctly," Anderson con-
cluded.  He added, "In different states we
learned the hard way what not to do.  But
the good news is that we are also learning
what to do."  E

transmission issues, with special attention
being paid to the issue of mandated partic-
ipant funding -- that is, the concept that
whoever benefits from new transmission
pays for it.  A few investor-owned utilities,
mostly in the Southeast, made a big push
in the last Congress to include language in
the energy bill directing FERC to use par-
ticipant funding as the means of financing
any new interstate transmission.  While
such a requirement is appropriate in some

instances, in other cases its use would
deter new construction, especially where
such transmission would connect efficient,
low-cost, independent generation and dis-
place older, more costly, facilities.  

ELCON has joined with independent
power producers, independent transmis-
sion companies, public power, and some
progressive utilities to counter the efforts
of those utilities seeking to tie FERC's
hands with participant funding.
Compromise language was included in the
comprehensive bill.  Present law, which
remains in effect, is silent on the issue.

"When it comes to electricity legisla-
tion, industrial end users are almost
always fighting an uphill battle,"
explained Marc Yacker, ELCON's director
of government and public affairs.  "On
most issues we have different objectives
than investor-owned utilities.  But they
can concentrate all of their resources --
financial and others -- just on electricity
issues.  As consumers and manufacturers,
ELCON members have to spread their
resources over a wide range of issues,
including tax, trade and environment, and
other non-electricity energy issues.
Coalitions are a good way to pool
resources and lobby efficiently."  E

today's markets.  He cited federal/state
jurisdictional squabbles; strong opposition
from some state commissions, particularly
in the Southeast and Far West; a lack of
leadership from Congress; and a continued
reliance on short-term markets rather than
on forward, bilateral contracts.  

In addition, "the continued perception
of unethical bid behavior by unregulated
suppliers is a major obstacle to real com-
petition," said Anderson. "Unregulated
suppliers must restore their credibility."  

Anderson was especially critical of
locational marginal pricing (LMP), a
device used frequently in wholesale mar-
kets allegedly to reduce congestion.  He
said LMP was anti-consumer and works to
make markets non-transparent.  He ques-
tioned whether LMP would translate into
the building of new generation and trans-
mission assets where needed.  

He quoted a recent study by Standard
and Poors stating that "though LMP does
provide an economic signal, it's not imme-
diately clear how the economic signal will
translate into actual assets on the ground."  

Anderson also made a pitch for more

‘Real’ Competition
From Page 1

Coalitions Key
From Page 3

Many of the wholesale electricity
market designs being proposed
around the country use loca-

tional marginal pricing (LMP), an idea
first hatched in academia and then put
into effect in PJM.

Generally, market designers love it,
transmission owners can "game" it, and
consumers, especially large consumers
located in constrained areas, pay for it.

Attendees at ELCON's Fall Workshop
heard both sides of the argument.  Dr.
Alan Rosenberg, a partner with Brubaker
and Associates, Inc., stated plainly that
LMP is one reason "lower prices have not
come to fruition."  His analysis showed
that LMP creates major price distortions

and is not
based on
cost of ser-
vice.

George
Washington
University
Law Pro-
f e s s o r
R i c h a r d
Pierce, Jr.
p r o v i d e d
the alterna-
tive posi-
tion,   indi-
cating he
believes that any electricity market must

Locational Marginal Pricing:
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ELCON 
Fall Workshop

Rosenberg blames LMP

include LMP.  In his view, if a resource is
scarce, market operators can either offer a
price mechanism (such as LMP) that
attempts to allocate the resource or use an
administrative formula for allocation.  He
supported the former. 

But Rosenberg countered with an
alternative method, the "Congestion
Charge Method," in which congestion
costs are shared by all users. E
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