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COMMISS ON ANNOUNCESNEW, INTERIM GENERATION MARKET POWER
SCREEN AND MITIGATION POLICY

The Federd Energy Regulatory Commission today announced anew generation market power
screen. The new screen, cdled the Supply Margin Assessment (SMA), will gpply to market-based
rete gpplications and triennid reviews on an interim bads pending a generic review of new methods for
andyzing market power.

Because of sgnificant sructurd changes and corporate redignmentsin the dectric indudry, the
Commisson's hub-and-gpoke analysis no longer adequatdly protects cusomers againg generdion
market power in dl drcumdances.

The SMA streen builds on and improves the existing hub-and-gpoke andyssin two ways.
Hrd, in determining the geogrgphic market, the SMIA congders tranamisson condraintsto more
accuratdy determine what supply can reach buyers and compete with the gpplicant.

Second, in determining the market share that triggers market power concerns, the SMA
edablishes athreshold basad on whether an gpplicant is pivota in the market. When an gpplicant is
pivotd, it isin a pastion to demand a price above competitive levels because a least Some of its
cgpacity must be used to meet the market's pesk demand.

All sdesinto an independent sysem operator (1SO) or regiond tranamisson organization
(RTO) with Commisson-gpproved market monitoring and mitigation will be exempt from the SMA.
These deswill be governed by the
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gpedific thresholds and mitigation provisons gpproved for the particular markets

The primary todl for exerdsing generation market power is physca or economic withholding,
the Commisson sad in explaining its mitigation palicy. To prevent physcd withhdding, the
Commisson will reguire that an gpplicant who fails the SMIA screen offer uncommitted cgpedity for
oot market sdesin the rdevant market. To prevent economic withholding, this uncommitted capecity
will be priced under a plit-savings gpproach, aform of cost-based rates.

In today's order, the Commission gppliesthe SVIA screen on the trienniad market power
updates submitted by AEP (ER96-2495-015, et d.), Entergy (ER91-569-009), and the Southern
Companies (ER97-4166-008). In each case, the Commisson finds thet these companies have the
ability to exercse market power within their control areamarkets because thair generdtion is needed to
meat the markets pesk demand. The Commission directed each company to make afiling within 15
days demondrating thet they are complying with the mitigation requirements. Theseindudea
requirement to post on adaily bass the projected 24-hour incrementd costs for energy offered for oot
market sdesin the company's control area or adjacent control arees, thus making the energy available
to dl interested buyers.

The order dso requires the companies to modify their evauaion of generation interconnection
aoplications, if the gpplicants request, by treating them as competing network resources in mesting load
rather then requiring them to formaly designate aparticular load. In addition, the order requires
Entergy and the Southern Companies to employ an independent third party to operate and administer
their Open Access Same Time Information System (OASLS) Sitesto mitigate resdud trangmission
market power. AEP dready complies with this requirement due to meeting the Commission's recent
merger condiition.

In the case of Mirant, acompany recently spun off by the Southern Companies, the
Commisson sad it nesded more information and ordered Mirant to submit arevised andysswithin 15

days.
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