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· The Request for Standard should not be approved.  Contract path versus flow-based transmission service is a high-level policy decision that must be considered by regulators with the appropriate comment and debate by all market participants.  The role of NAESB is to develop Business Practices in support of FERC rules and policies, not to develop policy.  NAESB Business Practices are appropriate only when additional specificity is needed to implement existing FERC rules, orders, and policies in an effective and clear manner.  
· The Request for Standard does not include sufficient detail on the definition of flow-based transmission service or how flow-based transmission service would be implemented.  For example, are dramatic changes to the current methods of providing transmission service and pricing transmission service under the FERC pro forma open access transmission tariff being proposed or only an incremental change?  Any dramatic changes to the current methods of providing and pricing transmission service could require extensive modifications to (or replacement of) the pro forma open access transmission tariff.
· The industry has been skeptical of (and at times confused by) FERC proposals to move from the pro forma open access transmission tariff and the contact path model to other forms of transmission service.  The Capacity Reservation Tariff proposal resulted in industry-wide protests that led to the proposal being shelved and ultimately withdrawn.  The SMD Tariff proposal was met with equal skepticism and confusion and has been indefinitely shelved. Therefore, there appears to be no industry momentum or support to move to a new form of transmission service.

· The costs to implement flow-based transmission service on a national basis have not been estimated and are likely to be significant.  It is unlikely that the software and tools required to implement flow-based transmission service on a national basis are available.
· The impact of cost shifts on bundled retail customers, as a result of moving from contract path to flow-based transmission service, has not been estimated and is likely to be significant.  Some transmission providers could see significant reductions in wholesale transmission revenues while other transmission providers could see significant increases in wholesale transmission revenues.  Wholesale transmission revenues reduce the transmission revenue requirement responsibility of bundled retail customers.
· Flow-based transmission service would work only if all transmission providers, both FERC-jurisdictional and non-jurisdictional participate.  Transmission providers that will lose transmission revenue as a result of a conversion from contract path to flow-based transmission service are not likely to voluntarily make such a conversion.  In that regard, attempting to force the adoption of a flow-based standard upon recalcitrant parties to existing, FERC jurisdictional agreements would likely require, in many instances, a FERC order that satisfies the public interest standard of review.  With regard to non-jurisdictional transmission providers, there would apparently be no means to force them to adopt flow-based transmission service, which would result in an undue burden on FERC jurisdictional transmission providers.
· The Request for Standard states that flow-based transmission service is being used on some parts of the eastern interconnection, but provides no specific details on how or where such flow-based transmission service is being implemented. 

· The General Agreement on Parallel Paths (GAPP) Experiment illustrates many of the problems (particularly related to cost shifts) that would be associated with attempting to move to a flow-based paradigm.  The GAPP filing was accepted by FERC with an effective date of April 2, 1997, and Southern Company participated in this experiment.  The agreement initiated a two-year experiment by the participants to determine through the use of the GAPP Information System the physical path electricity actually takes through their systems and to allocate transmission service revenues among the participants accordingly.  The “Prime Path” was determined by analyzing those transmitting systems between buyer and seller to determine a single series path which carried the largest part of the transaction.  Participants requested transmission customers to voluntarily reserve transmission service on the Prime Path.  GAPP did not apply to transactions between directly connected participants, extra-territorial (off-system) generation of a participant, or certain grandfathered transactions.  Even with these stipulations, only a small number of transmission providers chose to participate in the experiment.  During the two years of the Experiment, only 0.15% of the transactions referred to the Prime Path were actually transferred to that path.   By far the predominant reason for transmission customers not accepting the referral was that the Prime Path was a more expensive contract path.  The Experiment revealed that 69% of the collected revenue would have been distributed to other than contact path providers if the GAPP method were adopted universally.

·  When the GAPP Experiment was initially filed at FERC, comments and protests from intervenors included:
· There is no basis for the claim that current reliance on contract path arrangements is inappropriate.

· Transmission users should be held harmless monetarily and operationally.

· The methodology could increase the cost of transmission service to transmission customers.

· GAPP has not explained what NERC requirements currently are not being met or how current control area procedures are not adequate to mitigate or alleviate transmission system overloads.  The absence of this explanation raises the question of whether the proposed GAPP procedures are a solution for an unresolved problem or are merely an alternative to current practice preferred by the GAPP participants.

· The GAPP Experiment will produce an under-collection of transmission revenues for certain utilities, which may increase responsibility for the utilities’ transmission revenue requirement for certain transmission customers due to a reduction on transmission service revenue credits.
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