
 
Former  FERC  chairmen  reflect  on  role  of  RTOs  in  
competitive  markets,  regulation 
Event also attended by four former chairs of the Organization of MISO States, which 
represents the states in MISO's region, and industry analysts 
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Four former FERC chairmen shared lessons learned during their tenures at the commission, including the 
value of an independent regional transmission operator (RTO), during the Midcontinent Independent System 
Operator’s	  (MISO)	  annual	  stakeholder	  meeting	  on	  June	  19. 

RTOs have increased reliability to consumers through independent oversight of competitive wholesale 
energy markets, the former FERC chairmen, four former chairs of the Organization of MISO States (OMS), 
which	  represents	  the	  states	  in	  MISO’s	  region,	  and	  industry	  analysts	  noted	  during	  the	  event. 

“From	  open	  access	  to	  market	  implementation	  to	  regional	  planning,	  these	  thought	  leaders	  saw	  early	  on	  the	  
benefits	  of	  independent	  wholesale	  energy	  markets	  for	  consumers,”	  John	  Bear,	  president	  and	  CEO	  of	  MISO,	  
said in a statement. “Through	  their	  bipartisan	  leadership	  at	  both	  the	  federal	  and	  state	  level,	  they	  recognized	  
the value independent management of the grid brings to energy consumers – namely greater reliability, more 
efficient use of the interconnected transmission system and least-cost	  delivered	  energy.” 

Speaking	  on	  the	  panel,	  “FERC Perspective on RTOs – Past and Future,”	  Jim Hoecker, FERC chairman from 
1997 to	  2001	  and	  commissioner	  from	  1993	  to	  2001,	  said:	  “You	  have	  to	  look	  back	  to	  the	  1970s	  for	  the	  drivers	  
that got us to where we are, got MISO to where it is and electricity markets in the country, generally. The era 
of oil embargo inspired a lot of legislation during the Carter presidency: PURPA, the Natural Gas Policy Act – 
those	  were	  a	  [forecast]	  of	  what	  I	  think	  is	  still	  the	  national	  energy	  policy,	  and	  don’t	  let	  anybody	  tell	  you	  we	  
don’t	  have	  one,	  because	  it	  is	  competitive	  markets.” 

He also noted that even with FERC Order 888, the competitive market mandate that FERC saw as national 
policy,	  there	  were	  economic	  and	  engineering	  barriers	  to	  markets.	  In	  FERC’s	  view,	  RTOs	  were	  going	  to	  be	  its	  
instrument for addressing those concerns, with independence being a main focus. 



“We	  were	  focused	  on	  independence	  probably	  more	  than	  anything	  else	  simply	  because	  it	  was	  such	  a	  big	  leap	  
from	  a	  more	  vertically	  integrated	  market,”	  he	  said,	  adding,	  “We	  had	  lots	  of	  struggles,	  particularly	  in	  the	  West	  
…about	  the	  governance	  concept.” 

He	  said,	  “The	  independence,	  I	  think	  …	  has	  been	  fulfilled	  in	  most	  of	  the	  RTOs	  but	  remember,	  there’s	  a	  good	  
deal	  of	  the	  rest	  of	  the	  country	  that	  are	  not	  covered	  by	  RTOs	  in	  which	  that	  concept	  still	  rings	  hollow.” 

Hoecker noted that FERC Order 1000 will, hopefully, move those folks in a direction toward an RTO. 

“When	  people	  say,	  ‘What	  were	  you	  thinking	  in	  1999?,’	  I	  guess	  the	  bottom	  line	  is	  that	  we	  wanted	  to	  lay	  down	  
an	  additional	  paving	  stone	  on	  the	  road	  to	  real,	  liquid,	  competitive	  markets,	  and	  I’m	  still	  pretty proud of what 
we	  did,”	  he	  said.	  “While	  I’m	  not	  sure	  we	  made	  the	  right	  choice	  in	  making	  it	  voluntary,	  I	  do	  think	  that	  MISO	  is	  
evidence	  that	  we	  share	  the	  same	  interest	  that	  you	  have.” 

Curt Hébert, FERC chairman in 2001 and commissioner from 1997 to 2001, noted that FERC Order 2000 was 
“the	  great	  opportunity”	  for	  RTOs	  and	  ISOs	  to	  move	  forward	  and	  lay	  the	  proper	  foundation.	   

“Many	  times	  as	  regulators,	  we	  get	  caught	  up	  into	  what	  should	  we	  do,	  but	  sometimes,	  the	  better	  answer	  is	  
what	  you	  don’t	  do,	  and	  it	  seems to me, part of the natural growth of ISOs and RTOs has had a lot to do with 
the	  fact	  that	  FERC	  did	  not	  step	  out	  and	  mandate,”	  he	  said.	  “We	  allowed	  it	  to	  be	  voluntary,	  we	  allowed	  that	  
growth	  to	  take	  place.” 

That does not necessarily mean that things are extraordinarily brilliant and beyond where they should be, he 
said, pointing to capacity markets in California and the Northeast, for example. 

One of the things he always thought was necessary was to provide the proper economic incentives since by 
doing	  so,	  “you	  can	  change	  that	  conduct	  as	  opposed	  to	  going	  out	  and	  mandating	  it,”	  he	  said. 

Hébert	  said,	  “One	  of	  the	  things	  we	  don’t	  want	  to	  do	  is	  allow	  someone	  to	  just	  be	  a	  coupon	  clipper	  …	  the	  reason	  
the	  incentive	  is	  there,	  whether	  it’s	  something	  as	  simple	  as	  accelerated	  depreciation,	  or	  something	  as	  complex	  
as	  a	  creative	  cap	  structure	  …	  we	  have	  to	  be	  very	  careful	  about	  how	  we	  do	  that.” 

One of things he would caution as the country moves forward on the transmission piece is that price matters. 

“Let’s	  not	  allow	  things	  to	  run	  away	  from	  us	  when	  it	  comes	  to	  pricing	  on	  the	  transmission	  piece,”	  he	  said.	  
“When	  we	  talk	  about	  creative	  cap	  structures,	  let’s	  understand	  we	  have	  to	  be	  very	  careful.” 

Another panelist, Joseph Kelliher, FERC chairman from 2005 to 2009 and commissioner from 2003 to 2009, 
noted that all of the panelists, including Pat Wood III, FERC chairman from 2001 to 2005 and commissioner 
from 2001 to 2005, dealt with competition	  policy,	  which	  “was	  under	  fire	  during	  all	  of	  our	  terms.”  Though 
some said the California/Western power crisis was a failure of competition policy, Kelliher said it was more a 
failure of regulation.  

FERC did not have the right tools, he said, noting, for instance, that it did not violate the Natural Gas Policy Act 
to	  manipulate	  markets	  nor	  did	  it	  violate	  the	  Power	  Act	  to	  manipulate	  the	  power	  market.	  “FERC	  really	  had	  
essentially no penalty authority, so [if] you could violate a market rule with impunity, you may be more likely 
to	  violate	  that	  rule,”	  he	  said. 

Congress was criticizing FERC for not being tougher but "in effect, Congress had tossed FERC an empty gun 
and then was disappointed that FERC wasn't [actively shooting around] like Dirty Harry," he said, noting that 
he felt that criticism was unfair. 
Congress eventually gave FERC civic penalty authority and anti-manipulation authority modeled on the 
securities model, he said. 



Among other things, he noted that FERC opened a competition proceeding to show that the commission was 
open to and looking for reform. 

“I	  can’t	  say	  the	  fire	  is	  completely	  out	  because	  there	  are	  still	  court	  cases,	  but	  I	  think	  through	  our	  terms,	  we	  all	  
had to defend competition policy [and] we all had to take steps to strengthen	  competition	  policy,”	  he	  said. 

In	  discussing	  the	  role	  of	  an	  RTO,	  Kelliher	  said	  an	  RTO	  is	  “an	  unusual	  animal”	  as	  it	  is	  a	  non-profit corporation 
that runs the grid and runs the market.  Independence is key for an RTO, he said, noting that a unanimous 
stakeholder	  process	  can	  produce	  a	  Frankenstein	  monster	  “where	  you	  have	  a	  head	  …	  from	  one	  group,	  a	  leg	  
from another group and hopefully, the brain comes from the smartest stakeholder group, but sometimes 
consensus can produce a bad outcome and an RTO should have	  the	  independence.” 

RTOs should have strong management and a strong and qualified board, he said. Additionally, market 
monitors	  play	  an	  important	  role	  by,	  for	  instance,	  constantly	  looking	  at	  rules.	  “Rules	  don’t	  have	  to	  be	  broken	  to	  
be	  improved,”	  he	  said. 

Among other things, Hébert said cyber security is an issue that is important to start talking about. He noted 
that the cost of the 2003 Northeast blackout alone cost $6bn.  He	  also	  cited	  panelists	  on	  Charlie	  Rose’s	  show	  
who spoke on cyber security and made	  it	  “very	  clear	  that	  it’s	  not	  a	  matter	  of	  if,	  it’s	  a	  matter	  of	  when,”	  
regarding a cyber event in a major metropolitan area that will cause power outages and be followed by a 
physical attack. 

“[On]	  cyber	  security,	  it’s	  not	  the	  Y2K	  where	  there’s	  going	  to	  be	  a	  date	  where	  it	  ends	  and	  we’re	  not	  worried	  
about it anymore – it	  is	  certainly	  a	  journey	  without	  a	  destination	  and	  we	  have	  to	  stay	  in	  front	  of	  it,”	  he	  said. 
 
More than 200 industry participants gathered for the event, held at the Grand Traverse Resort & Spa in Acme, 
Mich.,	  during	  MISO’s	  annual	  gathering	  of	  members,	  market	  participants,	  regulators	  and	  industry	  observers,	  
according to MISO. 
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