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PROCEEDI NGS

CHAI RMAN WOOD: Since this is a quorum of our
Commission, I'd like to formally call this neeting of the
Federal Energy Regul atory Comm ssion together to consider
the matters which have been posted as to tine and pl ace.

For those of you all who -- on the official notice, we
posted it right to every open docket that relates to New
Engl and, in addition to our standard RMD1-12 docket, which
is the standard market design rul emaki ng docket number. So
everything is kind of on the record today, and free gane so
pl ease don't feel the usual constraint you do and, if you
i ke, you can bring anything up.

l"d like to thank you all for com ng. This was
probably a bigger turnout than we thought and, of course,
with three weeks' notice, we did get the npost el egant room
design in the entire country.

(Laughter.)

CHAI RVAN WOOD: | had hoped for a nice round
tabl e where we could all sit around and tal k, but we'll make
do with this. | understand that there is a convention for

deaf seniors across the way, so they won't be hearing us and
we won't be hearing them -

(Laughter.)

CHAI RVAN WOOD: -- so it mght be a pretty good

mat chi ng of - probably has inplications for demand response



and rotating of sonme sort but I"mgetting a little off.

| want to say on behalf of ny coll eagues that we
really appreciate the final work that has gone on just in
the short 20 nonths that | - | guess al nbst two years now
that 1've been on the Comm ssion, seeing the huge
devel opnents in the power markets here in New Engl and, the
whol esal e power markets, and | just want to say keep your
eye on the ball here. W want to do that.

The focus of what we're about today is to really
| ook at what we have | earned over the past year and a half,
in our rul emaki ng process, are the features of a workable
whol esal e market, and just about a nonth ago canme out with a
Wi te Paper that encapsul ates where the three of us and our
staff are on really what are the key features of the
whol esal e power market and what do we need to do in New
Engl and -- which is the charge of the day -- what do we need
to do collectively as both Federal and state regul ators and
as market participants, and as the 1SOitself, what do we
need to do collectively to nake -- to really get to the best
practices points that we've identified in our Wite Paper.

Now I'd just like to, just in the interest of
expediting kind of getting to issues today, which is what
we' ve been really trying to be about for this entire
rul emaki ng process is throw a couple of thoughts out there.

And this is not only based on the very nice visit that | had



here about two nonths ago right as you all kicked off the
mar ket and | had the opportunity to neet with the 1SGs, with
nmy brother and sister regulators and M. Denis and the
menbers of the stakehol der groups and really got a good
sense of, really quite frankly, that things are in a very
good trajectory up here for markets. | know there are sone
i ssues, certainly as we | ooked at the sunmaries and sone
infrastructure issues, and sone of the financial difficult
i ssues relating to some of the nmarket participants, and
we're certainly mndful of those. But, in |looking for the
| onger term what we want to be about today is focusing on
the issues that really remai n between where New England is
today and what is the ideal wholesale market platform

| think I would just like to start the panel out
with a list. The independence issue, which is the
i ndependence, whi ch neans the governance of the | SO New
England, its relationship with the - the historic
relationship with NEPOOL and the market participants, the
inplications that that has on adm nistration of the tariff
for the ISO

| should add that we just |ast week issued an
order clarifying at least in the PIJMarea, but inplications
for everywhere else, called affectionately the Atlantic City
remand, for you | egal beagles --

(Laughter.)



COWM SSI ONER WOOD:  -- a clarification of where
the Commission is on tariff rights and on filing rights. W
basically said that both the transm ssion owners and the
transm ssi on operator, which in that case and in this case,
is the 1SO is entitled to 205 rights, and that there are,
in PIMat least, with some allocation of vetoes and the |ike
to the Board over sone of the actions of the market
participants. But by and |arge that was a response to a
| egal decision about the Conmm ssion's view of 205 that |
t hi nk may be hel pful .

But | know those di scussions are happeni ng
between the TO s and the | SO and between and anong t he
mar ket participants, the regulators, and the SO And we
certainly want to hear fromall of you today about your
t houghts on that and really we want to posture ourselves as
what can we at this Commission do to foster a consensual --
if possible but not required -- resolution to these issues
that remai n between where New England is today and where the
ul ti mate whol esal e nirvana woul d be.

| think these issues on independence of the | SO
in the governance of the tariff are resolvable. | know that
the NERTO filing that canme out of the discussions between
New Engl and and New York had a process in place that at
| east | perceive that have relatively broad buy-ins, but 1'd

like to hear, and | know we'd all like to hear, about that



t oday.

The i ndependence of the Board, pure independence
versus accountability to the marketplace is, | know, a
tension that we have felt across the country in |ooking at
governance issues, and so we are real mndful that that may
be tipped a little different here than it nmay be in the
M dwest and that nmay be different than it is in the
Sout hwest. W think certainly that that bal ance is one that
has to be achieved for the |ong-term success of the
organi zation. So, again, we'd like to hear about that.

We do know that one of the things we asked for in
the White Papers was that there be a clear and predictable
pricing policy for regions. | think one of the things that
stifled investnent in new transm ssion across the country
has been that it's not clear howthis -- this nore
regionally-built transm ssion will actually be bought and
paid for. And | think that we can do ourselves and the
mar ket a whole | ot of good if we nmake those deci sions.

Now | know t he Conm ssion has made sone, at | east
for the short term because there wasn't really consensus
here, and we'll be glad to do that role if we have to, but
certainly we do want to continue to defer to the region and
defer to our brother and sister regulators on those
i nportant policy issues.

Locational | CAP resource adequacy is somnething



that's primarily devel oped by the regions but it's really
the RTO or the SO roles, backed up by our Comm ssion to
really make it stick. | know that there's been sone issues
on that even as recently as our order we did on sone
contracts for debit in Connecticut that really push that.
We do have an | CAP requirenent so that, as in New York
facilities are built in the places where you need them

Pancaki ng i ssues. There are sone between the
non- PTF facilities, the HQ - the Quebec facilities that cone
in. | know we've got a settlenent that ends at the end of
'03 up here in New England, and we want to kind of be
| ooki ng ahead to what conmes after that, thinking about
t hat .

We do, in the Wiite Paper, kind of raise up on a
pedestal the role of the states, and | just want to say, in
witing that part of the White Paper, we certainly thought a
| ot about where it's working well, and | have to say -- and
|"msort of nodding to my colleagues right here on the front
couple rows - we liked it. | liked it |I saw two nonths ago.
| liked the way you all interact with the managenent of the
committee, and with the | eadership of NECRA from NEPOOL
and, | guess if there's any inprovenent on that, it ought to
come fromyou all. | just want to say to you all, the
tenplate that we'd |like to, quite frankly, see around the

country. So if that can work, 1'd like to put you all up on



sonme posterboard and just mail you across the country and
say this is the deal, let's go.

RTO versus the 1SO W had said back in '01 that
the scope and configuration of the | SO New Engl and was not
sufficient to neet the RTO standards, And rather than maybe
go through the machinations of - which | kind of it's
di stasteful to do for nme personally, |I'mnot speaking for ny
col | eagues here - but having to change jurisprudential scope
and configuration,

what we did in the Wite Paper was say | ook -
quite frankly we didn't say it this way, but I'll say it
here for you today - we tried a three-way nerger in the
sumer of '01. We tried a two-way nerger in the fall,
spring and wi nter of '02. kay, folks, what we really want
is to get rid of these damm seans. And so if we can't do
that by putting people in a single organization, let's get
there virtually.

And so what the White Paper laid out init's
i nclusion of RTGs and |1 SCs, as far as neeting the August
2000 requirenents, plus the additional requirenents that we
laid out that we've | earned since our order 2000 went out,
need to be done to handle a - to help the power high-nmarket
adequately out, we said |look these |1 SCs are where they are,
let's take it and nake them as good as they can be, and then

let's put a notice on themand work strongly with themto



iron out the seans.

" m pl eased that we have sone seniors - active

staff here from New York and |I'm pl eased that we will have
one of these as well in New York in the future. But | do
sense that that's certainly an area to grow forward. | was

al so in Canada last nonth, or early this nonth, and know
that the I MO and even the Maritines want to certainly
integrate with that is going on here and in New York to nmake
sure a kind of NPCC-w de integrated narket really devel ops.
So pl ease consider that as part of the broader agenda issues
that we're interested in.

But this new option of really having a virtual
| SO is sonmething that probably three years ago wasn't a
reality but it's been facilitated by new technol ogy, by the
type of conputer and real-tinme and comruni cation technol ogy
that just wasn't on the shelf, it wasn't out there. So
we've gotten a |lot nore confortable with that idea; |
woul dn't say 100% confort, but | think we want to nake sure
that we can, in the near term try to achieve the gains for
the custoners in this region as soon as we can i s as cost-
effective a manner as we possibly can.

| think we've heard fromthe market nonitors,
both from New Engl and and New York in the past three weeks
at our Comm ssion in open neetings, and three of the issues

that kind of cone up consistently as far as what | call |ow
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hanging fruit - and probably the final of the big | ow

hanging fruit - for integrating at |east the two markets
together here, and then | think as we get to New York,

they're going to also be interested in how they integrate

with PIM

But 1'Il just, for today's focus keep it on the
New Yor k boundary and hopefully we can al so work
cooperatively with our Canadian brethren and sisters to get
t hese sane issues dealt with there.

The first of which is joint dispatch. Joint
di spatch with two i ndependent systens is feasible it's what
PJ and M SO are growi ng toward but there are significant
cust oner savings that we heard both fromthe | SO New Engl and
and fromthe New York |1SO nmarket nonitors were achievable if
we had joint dispatch along the seans.

Eli mination of the transm ssion rate pancake is
certainly sonething, that has been tal ked about for a while.
| recognize that that that's not anything that perhaps
voluntarily erupts fromthe groups, as it did not in PJM and
that will probably have to be initiated by the Conmm ssion,
our Comm ssion, but we would currently welcome if either the
regul ators and/or the market participants gave us sonething
that we could say yes to; we would certainly be a | ot
happi er.

And finally, interregional planning with New



York. These are again, the three seamissues that |
consider to be pretty strong things that we've heard from
the market nonitors are the joint dispatch, the rate
pancaki ng and the interregi onal planning with New York, and,
| should also add, with the I MO, as those narkets becone so
fairly integrated.

As we indicated in the Wiite Paper, the O der
2000 regul ar forns, including the enhanced returns on
equity, are available to | SOs who neet the SMD Wite Paper
standard, as well to the RTGs. | know there was sone
guestion about the Comm ssion's recently announced proposed
pricing policy, and this paper was intended to, in fact,
wrap those two together.

At the end of the day, we can tal k about kind of
where to go fromhere, but | just wanted to propose at | east
for the purposes of kicking it off, throw a couple of issues
to the wall and see how many of them are sticking by the end
of the day. And invite the rest of us today, as we talk
t hrough these issues, to |l et us know what you think.

Again, as | learned when | lived up here in the
| ate-80s, this is probably the nbst candid part of the
country. And in jobs |like mne candor is the best thing you
can ever hope for. Passive-aggressive behavior is out the
W ndow.

(Laughter.)
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CHAI RVAN WOOD: So tell us exactly what you
think; it hel ps us nake decisions better and it hel ps us
really all so we know where we stand so we can deci de how we
want to get collectively to where we want to go.

So, welconme, and | would |ike to ask ny ever-
hel pful coll eagues to add anyt hi ng.

VOCE: W're just delighted to be here.

CHAI RVAN WOOD:  Al'l right.

Qur first itemon the agenda is to visit with our
brot her and sister comm ssioners fromthe region at NECPA,
and the chairman of that is Elia Germani from Rhode Island
is going to join us up here and I'd |ike to wel cone you, M.
Chai rman, to say anything that's on your m nd.

MR. GERMANI : (I naudible.)

(Laughter.)

MR. GERMANI :  Peopl e who do know ne don't realize
| don't have to be told to tell themwhat | think, their
concernis | will tell themwhat | think on a nunber of
i ssues.

We're delighted to have you all here - next state
over in God's country. You fol ks may not know that Rhode
Island is a very unusual state. W already cel ebrated our
i ndependence from Engl and May 4th. W decl ared our
i ndependence from Engl and two nont hs before the rest of the

colonies and we were the last to ratify the Constitution.
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As a small state, were always wary of larger states. W
still are wary of |arger states.

(Laughter.)

New York, are you listening?

(Laughter.)

Actually we're delighted to have the nenbers of
FERC here. Frankly, | think that Pat Wod has one of the
worl d's nost inpossible jobs. And | can see the people are
keeping himon a tight budget because | saw that sign out
there, which |ooks |ike a handnade sign for the neeting.

(Laughter.)

| can't believe that a nation that will spend
$100, 000 on a bonb can't spend enough noney for a better
si gn.

(Laughter.)

VO CE: You got here.

MR GERMANI :  Yes, that's true. Maybe that's a
nmessage to all of us.

| think we've had tremendous strides in New
England in getting to where we are today. |In |arge neasure,
because of ny coll eagues on the Comm ssion - | don't want to
menti on anyone in particular, but we've all been joined in
one common effort to achieve the best result. | wll not
tal k about the issues that divide us, because they're

mninmal, but the issues that unite us is we want to see the



Santa Moni ca design nove as qui ckly as possible and we hope
that New England ia the tenpl ate.

Anot her reason we've made so nmuch progress is
because,in the New England and | SO nyself, Gordon Van
Weile, his board, are doing a superb job in this area. Now,
whet her it's because of the Roberto Denis, who runs and
chairs NEPOOL; which is like herding cats if you can get
anyt hing done in that group, and from David Duke, who is the
gui ntessential diplomatic |lawer. How he can represent that
group of such diverse interests is fascinating to ne -
per haps he can represent the theol ogians as they try to
debate how many angels there are on a pinhead. No pinhead
reference to the NEPOCL.

(Laughter.)

MR GERMANI : The FERC Commi ssioners have been
tremendously accessible and we'd like to thank them As a
matter of fact, they're even available for conference calls
in their honmes, and one wonders where they are sitting in
t he house when they're taking these conference calls since

they' re accessible 24 hours a day. But it's been just

fantastic.

| have to tell a little story quickly. The first
time | met Nora Brownell - she may not renenber this - | net
her at -- as where | was a student. And it was the |ast

ni ght before graduation, we went out for a beer at the | ocal



watering hole. | didn't notice until the last night that we
were in there that college bars were where all the good-

| ooking college girls hang out. If I'd have known t hat
earlier, 1'd have been there earlier, but | didn't.

(Laughter.)

MR GERVMANI: So | was there with Nora and Fred
Butl er and soneone else and 1'd just net Nora, and | said to
nmyself there's a person who's very bright and very political
in the best sense of that word and | see a very bright
future for her. | didn't have the sense to tell her that at
the tinme, but she has exceeded ny expectations and she's got
a long way to go and she'll go a long way. So Nora, that's
how | et you

COWMM SSI ONER BROMANELL: Thank you. In a bar,
that' s okay.

(Laughter.)

MR GERMANI: As a matter of fact, the other day
| was on a plane and | told the stewardess you know, you're
very beautiful. She said that's the nicest thing that's
been told to me by a passenger who was sober.

(Laughter.)

MR GERVMANI:  What do we need here in New
Engl and? What do we still need?

We need flexibility fromthe Comm ssion, in our

view, to build a market that will be cost-effective, viable,
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encourage investnent, fair cost-sharing - and I won't talk
about what fair cost-sharing is - and a stabl e robust
electric market that will benefit all of the citizens of New
Engl and. W believe that such a nmarket design nust
accommodat e regi onal progress and respect the uni que aspects
of New England. 1|'ve already told you what's uni que about
Rhode Island. One need only visit New England to see how
uni que. Were can you have in the same region, the People's
Republic of Vernont and Rhode Island - it's quite different
in many respects. I'll stop there.

(Laughter.)

MR GERMANI: | want to be politically correct.

We're pleased after seeing the Wiite Paper. And
if you read the Wiite Paper - | read it once and, frankly, |
read the summary of the Wiite Paper put out by EEElI - that's
SMD For Dumm es. But they indicated that trenendous
flexibility, all the areas in which FERC was |istening to

the criticismand responding to criticism And we know t hat

will continue, even w thout the encouragenent of Congress
whi ch appears to be determned to -- at least in sone
gquarters - to gut SMD. | always aminterested and

fascinated by the unusual coalition by the selfish
conservatives and the Northwest liberal. Politics does nake
strange bedfel |l ows.

Qur viewis that the schedul e should be done in



New Engl and wi thout delay. | mean, let's get going on this.
We're here to discuss the tinetable for addressi ng whol esal e
mar ket design issues. W applaud FERC for its continued
efforts at fram ng the paraneters of standardi zed markets
and we support a steady hand by FERC in mnimzing barriers
to electric markets. W ask that the Conm ssion reward our
New Engl and initiative and commtnent with flexibility.
Probably the primary issue that is of concern to
us, and | think the Conm ssion has heard this before, is the
i ssue of independence. W believe firmy this is a New
Engl and view, with no dissenting views, that an independent
RTO or ISOis critical to the devel opnent of a strong
mar ket, absolutely critical. W remain convinced that
mar ket partici pants shoul d be given a neaningful opportunity
for input which should only play an advisory role. W |ook
forward to the Conmi ssion's conments on governance
i ndependence t oday.
Again, I'd like to thank you all for being here.

| look forward to a lively exchange of views and ideas and,

if it gets deadly, I'"'mgoing to have to tell sone of ny
favorite jokes about liberals. | nean, | don't want to
offend the liberals in this congregation here. | don't like

referring to it as a congregation, although I'm kind of
anmused when Pat Wod referred to Nivana. | thought that

soneone fromthe South would refer it to as Beul ahl and or

L/
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G oryland. He was trying to show that, when he was at
Canbridge in the 1880s - the 1980s, excuse ne -

(Laughter.)

MR GERMANI: -- the 1980s. That he | earned from
the liberal thinking of Harvard Law School. 1've always
been anmused by the debate between former Derrick Bell who
was at Harvard, nowis in a school in New York, and he's
al ways advocating diversity on the Harvard Law Schoo
faculty and |'ve always been anused by the irrepressible,
hunbl e Alan Gerschwitz. And he said If Harvard Law Schoo
is interested in true diversity, you'll have to get a few
fascists on it.

Well, with that remark, thank you very nuch

(Appl ause.)

CHAI RVAN WOCD:  When | was there the
conservatives didn't neet in a phone boot h.

It was really heartening for nme when | was up
here a couple of nonths ago visiting with everybody that,
when | was at the NEPOOL neeting that, not only did the
mar ket participants not throw brick bats, insults and
conplaints to the head of the I SO adm ni stration, but they
actually presented Gordon a plaque to himand on behal f of
the staff to him thanking himfor the successful
i npl enentation the week before of the New Engl and SVD. |

think that says a | ot about the quality of this guy.



| have to just say publicly what |'ve always said
privately: vyou all and we are lucky to have a guy |ike
Gordon around. And | am speaking to introduce him Gordon
is going to give an overview of the SO s view on these
issues, and so I'"Il turn it over to Gordon.

MR. VAN WELI E: Good norning, everyone. |If you'd
just stay bear with ne for a second to get the presentation
goi ng.

(Pause.)

MR. VAN VELI E: Good norning, everyone, and thank
you, Pat, and to the other Comm ssioners, the FERC staff,
everyone, for making it up here to Boston today. This
happened in a big hurry, really after a phone call that Pat
put through to nme after they issued the Wite Paper and |
think this is very tinely because, as you all know, we're in
the m ddle of a proceeding out here in New England to
determne the future of the SO And so thank you to
everyone for being here today.

| think 1'd like to echo Elia's words, which is
that we've done a | ot of good work here in the last couple
of years and | think we should all be proud of that. I
think there's still some work to be done. And really the
focus of ny presentation is to try and key up the issues as
we see it and what do we see as being the work that |ies

ahead of us up here in New Engl and.

1Y



What |'ve done is there's a presentation that
"1l be speaking from W'I|l post it on our website. W'l
al so - we've got sone copies avail able here for anybody who
needs a copy of it.

What |1'Il cover is really, very briefly what have
been the major initiatives by I SO New Engl and over the past
coupl e of years. Wiat we've done is a conparison between
how we see our status today and the FERC s White Paper and,
of course, the question we're posing, which, to sone extent,
maybe has al ready been answered, but we'd like to get sone
clarification on this, is how should we proceed forward as
an 1SO or an RTO. W'I|l cone to that part at the end.

It's no secret to anyone that we've been busy for
the |l ast couple of years with inprovenents to our narket
design. On March 31st, we inplenented the new standard
mar ket design. This was sonething that had been in the
wor ks for a nunber of years. Wen we opened the original
market in May of '99, it was already recognized at that tine
that there were some deficiencies in that basic market
desi gn which we had to renedy.

In those early days, it had the | abel "congestion

managenent systemand nultisettlement,” and then it norphed
to beconme standard narket design. W went through a very
| engt hy st akehol der process and the 22-nonth devel opnent by

a (inaudible) cycle before we inplenented it, and, at this

ZU
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point, with alnost three nonths of operation under our belt,

it seens to be working reasonably well, knock on wood.

We've still got the sumrer to get through, but at this

poi nt, things look to be pretty good.

If we - perhaps before | go on to the next slide,
| should also nmention the other big initiative that we've
been working on the last three years is to determ ne our
future. W started back in early 2000 with formulating a
RTO filing for New England and filed that in 2001. And, as
Pat had said earlier on, we' ve gone through through severa
iterations. So from our perspective, we're rather eager to
get sonme certainty going forward, sone stability for the
organi zation and to map out a nore certain and stable future
for ourselves, so that not only do we provide sonme stability
for our enployees, but froma business planning point of
view, we can plan long-termwthin the |SO

MR. VAN WELI E: The next page of this
presentation really focuses on the RTO - |'ve skipped ahead
of the one flagged slide here. Let nme just go back a step.

[t's kind of hard to see where | am

(Slide.)
GORDON__:  On the whol esale market platform in
conparison to the Wiite Paper, | think when you | ook at the

Wi te Paper, you can easily see that New Engl and has

satisfied all of the major requirenents of that Wite Paper.
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So we have the day-ahead and the real-tinme energy markets,
we' ve got a transparent congestion nmanagenent nethod.

One of the things 1'd like to nention here is
that we have done good work in New Engl and on congestion
managenent, even before we inplenented these new narkets.
So the 1SO working together with generators and
transm ssion owners, put a significant effort into managi ng
and m nim zing congestion within New England. W' ve
devel oped a matrics and actually inproved on those nmatrics
over a nunber of years.

Wth the inplenmentation of SVMD and | ocati onal
nodul e pricing, of course, we've got a slightly different
set of matrics. We've |localized the congestion costs. And
we're going to continue to refine our outage scheduling and
coordi nation, together with the TGs. 1In fact, that's one of
t he di scussions that we're having with themas we formul ate
the TOA agreenent.

Looki ng at next steps on the whol esal e mar ket
platform we've got a nunber of devel opnments in our plans.
"1l speak to this in kind of two steps: one is locally
wi thin New England, and later on, 1'Il conme to what we're
doing in terns of interregional coordination.

Locally within New England, we'd like to put in
reserve markets as soon as possible. Locational |CAP, we

believe, is sonething that needs to be worked on



expeditiously and, of course, we've got direction fromthe
FERC on this to get noving on that particul ar topic.

And in the area of demand response, we have got a
series of enhancenents that we'd like to see inplenented as
well. W' ve had sonme good experience in demand response. |
think there's a slide |lateron which speaks to the fact that
we' ve seen participation in denmand response increase by 50%
over |ast year's sign-up, which is very good and a positive
experience. So we seemto be getting some traction in that
particul ar area.

(Slide.)

GORDON__: | had junped over this slide. Comng
back to the RTOinitiative, w thout going through the |ong
hi story, basically the nost recent initiative was the
Nort heast RTO, the proposed merger with New York. And
eventually we decided to withdraw that because of a |ot of
st akehol der opposition, we saw that there woul d be extensive
l[itigation. O course, we were, also seeing sone
uncertainty in terns of the timng of where the rul emaki ng,
SMD rul emaki ng was going with the FERC

Towards the end of |ast year, after we withdrew
t he Northeast RTO proposal, we were approached by the
transm ssi on owners who essentially put a proposition on the
tabl e which was to nove forward with creating a New Engl and

RTO. W spent a couple of nonths, Decenber and January,
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taki ng i nput from stakehol ders in New England, and in
February of this year our Board gave us direction to work
together with the TGCs to prepare a joint filing for a New
Engl and RTO. And we needed to obviously go through a
consultation process with all of the stakeholders in New
Engl and.

And that consultation process really involved
setting up a nunber of working groups to di scuss governance,
transm ssi on and market seans, regional system planning,
tariff,a new transm ssion operating agreenent and a narket
partici pant service agreenents, and these things would
fundanmental | y change the nature of our existing arrangenents
wi th NEPOOL. And, of course, there are of many different
views on what's right and what's wong in this area, but we
have a process underway and we've had several nonths' worth
of discussion on this and we're really starting to get to
the point now within the next nonth or two where | think
we'll start refining or fine-tuning sone of those details
and have the docunments in a position where people can see
t he conpl et e package and hopefully be able to respond to
t hat conpl ete package.

We've set a target date for filing in Cctober of
2003. W had originally had a nore aggressive date of June
of this year, but after the last reaction from our

partici pants and from NECPA, we've extended that schedul e.
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W still plan to try and get - when | say "we" here, because
we're doing this together with the transm ssion owers - we
both would Iike to try and have the conpl ete package ready
by around the August tinme frane.

And the reason for this is to give people enough
time to digest the entire package. W are very consci ous of
the fact that there are |inkages between the various issues
and so you can't always just deal with an issue in an
i sol ated way, you've got to see the entire picture. And so
what we want to do is to give NECPA and to give the
partici pants an opportunity to digest that full package and
so are driving to a schedul e which woul d have us have that
done by the August tine frane.

On sone of the subsets of that agreenent, |ike
the TOA, we believed that that would be - nost of you have a
copy of this draft docunent at the nonent, woul d be | ooking
totrying to finalize that even earlier in the process.

What I'd like to do in the rest of the
presentation really is to tee up the issue froman | SGCs
per spective on where are we now and where do we stand
relative to the Wiite Paper in the area of governance,
tariff, adm nistration or design, interregional
coordi nation, cost allocation system planning and resource
adequacy.

On the third issue - and the nunbering here is
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our nunbering, what we've done is taken the issues in order
of what was suggested to us by the FERC - in the area of
i ndependence and governance, the Wite Paper requires al
public utilities to join an RTOor an SO And as you heard
earlier, an 1SO has all of the characteristics and functions
of an RTO except scope and regional configuration. So at
t he nonent, we view ourselves as a non-conpliant |1SO, and
there is uncertainty in our mnd as to whether a New Engl and
only 1SO could be an RTO

So we've got a certain proceeding underway in the
context of Order 2000 and, absent direction to the contrary,
we woul d obvi ously want to proceed down this path to try and
satisfy RTOrequirenents. So this is one of the key issues

that we'd |ike to get sone direction on today.

(Slide.)
GORDON__:  If we go on to the next slide, the
Wiite Paper requires -- let nme just nmake sure I'm- the

Wi te Paper requires RTGs and |1 SOCs to neet the independence
requi renent of Order 2000. At the noment, we don't neet
that criteria due to our relationship with NEPOOL and
NEPOOL' S 205 rights. W are addressing this issue through
this process that | described earlier, where we are

devel opi ng a stakehol der agreenent and finalizing a
transm ssi on operating agreenent. These new agreenents

woul d restructure the governance consistent with FERC s
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i ndependence requirenents.

One of the other issues under independence and
governance is the independent market nonitoring unit. The
Wi te Paper states that each RTO and | SO nust have an
i ndependent market nonitoring unit pure rules of market
partici pant conbat.

The current structure within 1 SO New England is
that we have an internal market nonitor headed up by Bob
East here, who reports directly to ne and to the Board -
actually to the Board Markets Conmttee. W also have an
external market advisor in the formof David Patton and his
organi zation, who reports directly to the Board. O course,
bot h of these agencies have direct access to FERC s Ofice
of Market Oversight. The market rules that we have address
mar ket partici pants conduct, both in terns of physical and
econonmi ¢ withholding, the reporting of unit availability,
factual accuracy of data subm ssions, information sharing
and cooperation with the nmarket nonitor, and the physi cal
feasibility of bid subm ssion for specific units.

The next steps in this area really are to
determ ne whet her we need to make any change to those
arrangenments. From our perspective, the arrangenments have
been working fairly well. There is, however, debate in
certain quarters as to whether there ought to be greater

separation of these units.



(Slide.)

MR VAN VELIE: On the next slide, tariff
adm ni strati on and design, the Wite Paper requires RTGs and
| SCs to admi nister their own transm ssion tariffs. At the
nmonment, we don't neet this criterion. W are essentially
adm nistering NEPOOL tariff. And, of course, the next step
here woul d be to negotiate a transm ssion operating
agreenent, pursuant to which |1 SO beconmes a transm ssion
provi der, and assunes responsibility for nost of the 205
rights over the tariff. The 205 rights over the
transm ssion revenues is sonmething that the transm ssion
owners woul d we have those 205 rights.

Under tariff adm nistration and design, the next
i ssue which would be really good to have sonme direction on -
which | suspect is nore in the hands of the New Engl and
states - is the regional state commttee, focus express
desire to set up these RSCs, we think it's a good idea. The

Wi te Paper says that the 1 SCs nust provide a forumfor
state officials to participate in decisionnmaking through
these regional state conmttees.” The conmittee structure
is to be determ ned by state officials. And the RSCis
responsi bl e for resource adequacy, cost allocation and ot her
transm ssi on decision issues if there is consensual

agreenent .

Qur practice has been that we interface with
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NECPA. W kind of treat themas an RSC, although they' re not
formally in that node. And of course, what we do have is a
fair anount of interaction with other state officials, such
as the Attorney Generals of the various states, consuner
councils and representatives fromthe vari ous governors
offices. So we are very active in terns of speaking to al
of the public officials in New England. But at this point,
there's no official organization with a decisional role. So
we'd very much |ike to secure guidance fromthe states on
the structure of an RSC i n New Engl and

| think that's an area actually where New Engl and
can really step forward and be a nodel for the rest of the
country. So | think we've got all the building bl ocks, we
really just need to nudge theminto position and create
sonething, and | think we can create sonething here which
can be copi ed el sewhere.

Once again, under the tariff, the whole issue of
export fees, the Wiite Paper says that RTGs and | SGs shoul d
elimnate export fees, if there's not a notable trade
i mbal ance. At the nonent, we do have through-and- out
service charges for trades from New England to New York
The trend, historically, we've been a net inporter from New
York, but that trend has reversed and the reason it's
reversed - or is in the process of reversing is we're

starting to develop a really healthy capacity situation
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there in New England and so we're starting to see nore flow
fromthe opposite direction, although on a day-to-day basis,
it's still a wide variability. | think we should expect to
see that trend continue in that direction

This is an area that we can't address on our own,
we have to do it together with the TGs and we will very
definitely need agreenent with the New York PSC and the New
York TCs ultimately to solve this. And so we understand we
have to address this and we are of a comon m nd, | think,
bet ween oursel ves and the transm ssion owners here in New
Engl and, and what we really need to do is to engage New York
on this issue. And | think the FERC coul d be hel pful
actually in nudging us together so the parties can actually
get this discussion going.

The next topic or issue is liability and
indemmi fication. The Wite Paper states that there would be
alimted liability of RTOs and I PCs to direct damages
resulting fromgross negligence. Qur current status is that
we are liable to market participants for direct danmages from
willful msconduct or willful breach. W' re indemified
against third-party liability except for gross negligence or
Wi llful msconduct. And we'd pretty nuch like to nmaintain
that situation going forward, so the new contractual and
tariff arrangenments will maintain protection froml oss of

load liability and maintain the threshold for liability due



to gross negligence.

This is also a topic of the debate between
ourselves and the TGs, sonething that we feel fairly
strongly about and would need to see that, you know, from
FERC point of view, that seens to be the direction that
you'd like to set at on a national |evel.

| nt erregi onal coordination and seans. The Wite
Paper indicated that the 1SOs are not required to neet the
scoped and configuration requirenent, but must pursue
i nterregional coordination. And we've doing that in a
nunber of different ways, and |I'I|l expand on that as we go
forward. Wat we're trying to do here is devel op proposal s
that woul d have the effect of a |arger RTO or |arger scope
and configuration w thout necessarily having to expand our
physi cal footprint.

The first is in the market area, and there's a
nunber of things we're working on. One is this virtual
regi onal dispatch and really what this will do, if you | ook
-- actually, if you look at the interface between New
Engl and and New York, you see that sonetinmes the flows are
hardly intuitive. So if the priceis, let's say, lower in
New Engl and and hi gher in New York, you' d expect the flowto
be from New York to New Engl and, and often the flows will go
in the opposite direction. That's a function really of how

qui ckly participants can actually predict what's going to
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happen and what the scheduling tinmefranes are. And we've
come to the conclusion that we can probably automate that
process and have it nuch nore predictable between the two
pool s.

And so a proposal on the table, a Wiite Paper on
this regional dispatch, which was rel eased on May 19th, is
under goi ng di scussion in the stakehol der neetings and we
have a joint nmeeting with New York stakehol ders on May 29t h.
W're intending to expand this if we can get it to work. The
IM3s in New York and the MO are very interested in setting
that up across their border as well. Obviously Hydro.
Quebec and New Brunswi ck don't have markets at the nonent,
so if they were ever to get there we'd like to extend this
proposal across that region as well.

| CAP net obligation proposal within the NPCC is
sonmething we'd like to standardize as well, so we're working
on that.

| should also nmention that, with respect to New
Brunswi ck and Quebec, what we have got is agreenents in
pl ace with New Brunswi ck, we're working on sonmething with
Quebec, so that, at least in the scheduling arena, we can
actual ly have sone conformity in terns of how we di spatch
across their seans.

The next topic really is cost allocation and the

transm ssi on upgrade cost treatnment. The White Paper really
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throws this ball to the RSC. It says the RSC may play a
role in determning the regional pricing policies and there
can be regional flexibility in the choice of cost allocation
nmet hodol ogy. What happens at the noment is, in New Engl and
we have this RTEP process, Regional Transm ssion Expansion
Plan. W' re probably going to change the nane to renove the
"transm ssion” element of this. But processw se and
resultwise it's not going to change.

We go through a stakehol der process in terns of
i dentifying necessary upgrades, culmnating in this regional
plan. And the regional plan then drives transm ssion
investnment. At the nonent, generating interconnections, are
hal f of this has been participant funded. And we, as a
result of direction we see fromthe FERC | ast year, are
wor ki ng on proposing nodifications to the current proposal.
And so the next step we've been underway with this process
for about five, six nonths already, and the next step is to
file a new proposed cost allocation, reflecting New
Engl and' s uni que characteristics. Let ne just say a word
on New Engl and's uni que characteristics. Relatively
speaking, we are quite a small area so we've got six states,
but the typography of New England is fairly tight and snall
and the transm ssion systemis highly interconnected. So
this is different to, for exanple, the Mdwest where you've

got 26 different control areas, and therefore, a nmuch vaster
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transm ssion system \What happens in New England i s when
you do sonething in one area, you can't but hel p have an
impact in the state next door or nmaybe two states away. So
reliability problens in Connecticut, for exanple, have a
very direct inpact on the reliability of the transm ssion
systemin the bul k power systemin Vernont and Mii ne. And
that's because we are a small and highly interconnected

net wor K.

And so | think, in devel oping cost allocation
proposal s going forward, particularly with respect to the
reliability upgrades, we need to recognize that fact. So
you have to pinpoint over the 40-year life of a transm ssion
line exactly who the beneficiaries are going to be.

(Appl ause.)

(Slide.)

GORDON_: On the next slide, on the system
pl anni ng process, the Wite Paper says that |1S0Os have to
produce technical assessnments of the regional grid. As |'ve
menti oned, we devel oped this annual system plan, including a
consi deration of demand response, and we are fine-tuning
t hat system pl anni ng process through our RTO devel opnent
di scussions. W are also involved in a discussion within
the NPCC to expand the planning process, in terns of
creating sonme formof interregional planning within the

NPCC.
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New York SO is underway; they're a coupl e of
years behind us in terns of doing the type of plan that we
produced here in New Engl and, but they're underway and |
think they' Il be in a simlar position to where we are and |
think that provides a good basis for us to expand that
wi thin the NPCC

In the area of resource adequacy and, nore
specifically, regional adequacy and | ocational |CAP, the
Wi te Paper states that there be seasonable flexibility to
determ ne appropriate regional adequacy nmechanisms with the
participation of the RSCs. There's an initiative that's
been underway for quite a while where we're working together
with PIJM and New York | SO stakehol ders and their
st akehol ders to devel op a comopn resource adequacy nechani sm
for the Northeast and we are also, as | nentioned,
devel oping a locational | CAP feature for inplenentation
during 2004. And the next steps really are to continue to
nove that effort along and to drive it to inplenentation

And really, the very last question that |'ve teed
up which, as | had nentioned earlier we'd |ike to get
direction on, is as we | ook ahead, do we nove forward and
try and finish what we started in terns of the RTOin New
Engl and effort, what do we call ourselves when we grow up,
an RTO or an |1SO, and, you know, how inportant is a | abe

really if we actually go and tackle the characteristics that
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have been laid out in the Wite Paper.

Thank you very much for your attention. | think
it'"s going to be an interesting day. Thank you.

(Appl ause.)

CHAI RVAN WOCD:  And now | would like to turn it
over to an old friend who | actually knew in ny last job so
Roberto Denis from FPL Energy and is head of the
st akehol ders' group in NEPOOL, which is a |long way from
Merchant, where you were a |leader as well. And | will, just
kind of keep it noving, Roberto, and I'Il let you introduce
your col |l eagues here and go fromthere. So this is to get
t he stakehol ders' perspective on these issues.

MR. DENIS: Thank you, Pat, and wel conme back.
"1l give you honorary citizenship, like they've given ne
here in New England. It's a long way from Fl orida. And
Comm ssi oners Brownell and Massey, | hope that you can find
your way up here, | think you'll find this a very
interesting market, talk to the regulators, talk to the |ISO
personnel in the locations, as | think Pat found. And
hopefully you can nake it back up here and we can continue
t he di al ogue.

My role this norning is going to be very brief
because the real substance of this segnent of the
presentation lies here to my right with the five

partici pants, sector representatives. But | wanted to
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briefly frame what NEPOOL is and what the status quo is at
NEPOOL. And then, to nmy right, the representatives will be
di scussi ng how they feel the market should be evol ving and
it should be changing fromwhere we are.

NEPOOL is a voluntary organi zati on conposed of
about 220 participants who are represented by about 130
menbers in the participants' conmittee, and that is because
affiliated entities can only be represented once, one vote.
It's conprised of all of the entities participating in the
whol esal e market activities in New England. And the
responsibility, the primary responsibilities for NEPOOL are
for approving all of the market rules and also for the
NEPOOL tariff, which entails the use of the integrated
transm ssion systemas it exists today.

NEPOOL nenbers act through the NEPOOL
participants' conmittee on nost matters. The participants
commttee for governance purposes is extensively organi zed
into five sectors transm ssion owners and generat ors,
suppliers, marketers, municipal entities, and end users.
Each sector has a 20%vote and it takes two-thirds majority
to pass an action, which is then itens that are filed as 205
filings with you.

NEPOOL formed | SO New England in 1997 essentially
to provide for the short-termreliability, nonitoring of the

mar kets, transm ssion planning, billing and settlenent, and
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general adm nistration of the markets. At present, as has
been noted by Gordon, the 1SO New England is a service
provider to NEPOOL. And that is the rel ationship, and that
relationship is defined by the interim]l SO agreenent, which
now has been extended and will run through the end of next
year.

Under the current structure, New Engl and has
successfully transitioned into an LMP standard nar ket design
whi ch was | aunched on March 1st of this year. That market
desi gn was overwhel m ngly approved by the NEPOCL
partici pants, the participants' commttee. And, Pat, |
daresay that it appears that New England and its current
mar ket system may be the poster child for the rest of the
country.

So we're very proud of that, we're very proud of
the col |l aboration that we've had with 1 SO New Engl and, The
col | aboration we've had with the regulators in the region,
and | think it has resulted in very positive results. It's
really been a three-|legged stool between the participants
bei ng one, the untiring -- and | really nean that, untiring
-- efforts of 1 SO New England -- and you were there when we
did award themthat plaque for their efforts that they' ve
undertaken -- and really for the very what I'Il call tactfu
i nput that we've had fromthe regions regulators. They've

been there, but they have not been overwhel mi ng or intrusive
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but they have been there to provide their feedback and their
i nput to the process.

We have a |lot of work to do to neet the ful
scope of the White Paper, and hopefully you will hear nore
on that as we go forward.

Technically | am al so, because of how we el ect
the chairman, I amalso the vice-chair of the generation
sector, but today |'ve asked Pete Fuller, who is also in the
generation sector, to provide the comments. NEPOOL has not
acted on any aspects - officially acted on any aspects of
the current deliberations on the transition to an RTO or
| SO, so NEPOOL, as an organization and an institution, does
not have an official position yet. W're going through the
di al ogue, the process. Eventually we'll have the debate,
then we'll go through the parlianentary process and the
governance process approving that. So | did not want to
provi de those coments nyself so that ny role as -- ny
neutral role that |I try to play in this process won't be
confused with partisan conments that we nay have fromon the

i ndi vi dual sectors.

We have today the first representative will be
Pete Fuller - excuse nme, will be Peter Flynn fromthe
transm ssi on owners' sector. He will be followed by Pete

Ful ler for the generation sector; Dan Allegretti in the

suppliers' sector; Brian Forshaw for the municipals; and
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batting clean-up is Don Sipe for the end-users. And |I hope
that their comrents are insightful and that you listen
carefully because we are one part of that stool that is
necessary to make this market stand up.

Thank you.

MR. FLYNN. Thank you, Roberto.

| am Peter Flynn with National Gid, although
today | really have the opportunity to speak to you on
behal f of the seven New Engl and regul ated transm ssion
owners: Bangor Hydroel ectric, Energy East, Northeast
Utilities, ENSTAR, United Illum nating, Velco and Nati onal
Gid.

And on behal f of the group, I'd first like to
begin by saying that we appreciate the Comm ssion caring
enough about what we're doing in New England to take the day
to spend this time with us. W know that FERC wants to hear
back fromus on the many issues presented in the Wol esal e
Power Mar ket Platform Wite Paper and we're pleased to have
t hat opportunity.

Let ne begin by saying the transm ssion owners
are pleased with and support many of the positions that the
Comm ssi on addressed in the Wiite Paper. And we believe that
they're hel pful in inplenmenting a conpetitive energy market
in New Engl and, including a regional planning process that

will make the construction of transm ssion easier, not nore
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conpl ex; no requirenment that an RTO or | SO use an |IRP
process for transm ssion upgrade; continued recognition that
sonme RTO functions may be perforned by an i ndependent
transm ssi on conpany that operates within an RTGs territory;
standardi zed tariff provisions that will limt the liability
of RTGs, 1SGCs and transm ssion owners that belong to RTGs
and |1 SCs; and acknow edgenent that the very positive
incentives that the Conmission laid out in its Wite Paper -
or inits Policy Paper can be applicable to a conformng
SO, as well as to an RTQO
Today you will hear sone agreenent and

di sagreenent on the various issues that you ve set out in
your agenda. As TOs, in our prepared remarks, we really
wanted to focus on three points. First, we want to hel p FERC

nove forward now, and the enphasis in that statement is on

now. Second, that as transm ssion owners we recogni ze
that we have a key role to play in constructing, operating,
mai nt ai ni ng and pl anning the transm ssion systemw thin an
RTO or conforming ISO and we're working with | SO New

Engl and on and others a split of responsibilities that wll
hel p markets work. And third, we have a fiduciary

obl i gation, of course, to our shareholders that requires
that we preserve our rights as asset owners. And this, in

particular, gets to the issue about Section 205 rights and

the inmportance that we have as transm ssion owners for being



able to file rates with the Comm ssion. And we believe this
can be acconplished in a way that is consistent with public
policy and with market needs. Let nme address each of the
points if | canin alittle bit nore detail.

First, we want to hel p FERC nove forward now. |
t hi nk, as you know, New Engl and does have a | ong history of
wor ki ng as a region. Roberto and Gordon alluded to the size
of our region. Sonme have quipped that if the country had
been settled fromEast to West - or from Wst to East, New
Engl and woul d either be a single state or we would be a
nati onal park

(Laughter.)

MR. FLYNN: W are a region where we are close to
one anot her and we need to work closely together. And, in
January of 2001, we put forward to the Conm ssion the RTO
filing and, as you may recall, FERC found the scope and
i ndependence to be key issues that required additional
focus.

Since then, we have worked on several RTO
proposal s, and many aspects of the whol esal e market platform
have been inpl enmented, including the day-ahead and real -tine
mar kets, | ocational marginal pricing, financial transm ssion
rights. The transm ssion owners have conmitted to noving
ahead to a fully independent and functioning energy nmarket.

We believe that an RTO or conformng ISO filing would
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requi re changes to several fundanmental NEPOCL docunents,
such as the New Engl and Power Pool Open Access Transm ssion
Tariff, the restated NEPOOL agreenent and the InterimI| SO
Agr eenent .

Early in 2003, as Gordon recounted, the
transm ssion owners and the I SO set a June RTO filing
target. When the Chairnman was here with us a coupl e of
nmont hs ago, we indicated to himthat we were intent on
neeting that target. This target has since been nodified to
Cctober to accomobdate a full stakehol der process to address
the nmultiple changes that need to be put in place. The
transm ssi on owners continue to believe that an
RTO' conformng 1SO filing in Cctober is achievable, and that
it will benefit the region. And we're working hard with the
| SO and with other parties to get there.

Second, the transm ssion owners have a key role
to play. For the last four years, we' ve been through many
medi ati ons, negotiations and filings on the subject of RTGs
and standard market design. During this process, you have
gi ven us significant guidance, and we, of course, read your
orders to other parts of the country. Transm ssion owners
today play a key role in transm ssion operations, in
mai nt enance, in regional planning, and in building
transm ssion when the market fails to address regional

needs.
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We believe that the split of responsibilities in
New Engl and between an RTO or conform ng | SO on one hand and
transm ssi on owners on the other needs to continue to
recogni ze the key role that transm ssion owners can play in
hel ping the market to work. W are actively negotiating a
transm ssi on operations agreenent that docunents in great
detail the responsibilities that transm ssion owners woul d
play and that the RTO or conform ng | SO woul d pl ay.

We are also reserving specific rights to future
| TCs consistent with the prior Comm ssion rulings. W as
TOs have focused on ensuring that the transm ssion
infrastructure that is needed for a conpetitive market wl|l
be available, that it wll be safe and that it will be
reliable. And while under today's structure, we do certain
things, the 1SO does certain things, In fact, many of those
things are not well docunented; they've worked because both
parti es have wanted themto work. As we create a new
structure, both sides have seen an interest in docunmenting
what will each do and havi ng sonmething that's workabl e,
that's consistent with markets working, and that's
consistent wwth an efficient transm ssion system And
that's what we're about in the TOA and we are making
progress in negotiations at producing a TOA with the hope of
filing it with you in Cctober.

Finally, transm ssion owners nust preserve our



rights as asset owners. For decades, transm ssion owners
across the country have had certain rights relative to rate,
i ncludi ng revenue requirenents, rate design and cost

all ocation, all subject to the appropriate control and
oversight by regulators. Transm ssion owners are currently
wor king with the New Engl and states and with |1 SO New Engl and
to define a regulatory framework that will continue to work
in a new RTO structure. W recognize that public policy
concerns must be addressed through a bal anced st akehol der
process, and that the RTO or conform ng | SO nust have the
right to protect market efficiency on a tinely basis.

For our part, transm ssion owners nust be all owed
not only to file with you our revenue requirenments and
possi bl e new i ncentive structures, we nust al so have the
right to file with you rates that will recover our revenue
requi renents and incentives. Qur filing will provide
details on the roles and responsibility of transm ssion
owners, the states and the RTO or conform ng | SO on issues
related to revenue requirenents, rate design and cost
allocation. And | will say that this issue has been one
t hat has been nuch tal ked about between ourselves and the
| SO at the table.

When the Court issued its order in Atlantic Cty,
the transm ssion owners read the order, but we recognized

that ultimately we nust cone up with sonething that's
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pragmatic with regard to Section 205 rights. That, in a
region in which we have both an RTO and transm ssi on owners,
to say that everybody has Section 205 - that one party has
all the 205 rights doesn't necessarily provide a franmework
that's workable. Both the TGs and the RTO or conform ng | SO
have interests. And we recognized the need to devel op

sonet hing that neets the basic needs of transm ssion owners
to our sharehol ders but the fundanmental interest the |1SO

al so has in nmaking sure that rate filings do not create

mar ket inefficiencies.

We did not take an extrene position. Wen you
i ssued your first remand order in Atlantic GCty, the |ISO
al so did not read that and take an extrene position and say
wel |, okay, nowit's all ours and there's nothing left for
TOs in Section 205 rights. And, indeed, even before your
interlock order |ast week, we were negotiating sonething
that reflects a split of 205 responsibilities that
ultimately neets the interests of both parties.

We read the order |last week as indicating an
openness on the Comm ssion's part with regard to - an open
mnd with regard to a Section 205 rights split, that if it
works in the region and the transm ssion owners and the | SO
are able to work sonething out, that you look at it with an
open mnd. And that's all we ask: Let us finish our

negoti ations and bring to you in October a filing that



reflects a split of 205 rights in a framework that we think
makes sense, and we ask that you look at it with an open
m nd.

In summary, the transm ssion owners again want to
t hank you for the opportunity to express our views on the
Wi te Paper, to enphasize that we are working with | SO New
Engl and, wi th NECPAC and NEPOOL to get this done by Cctober
of this year, that we recognize that as TOs we have a key
role to play in splitting the responsibilities with the RTO
or conformng SO and that that's critical to properly
wor ki ng markets. And finally, as asset owners we mnust
preserve our rights with regard to rate filings while being
responsive to public policy and rmarket needs. And we
believe that we can cone up with a structure that does al
of that.

And now, this is the part of the presentation
where ny fell ow transm ssion owners get nervous because this
i s extenporaneous, but | do want to pick up on sone of the
i ssues that the Chairman made this norning and |'m sure that
the transm ssion owers will throw rocks at ne if | say
sonet hing that they' re unconfortable with

But et me direct a couple of issues that were
raised. One is transm ssion rate pancaking with regard to
t hrough-or-charges. And | wanted to |l et you know that the

transm ssion owners in New Engl and recogni ze that a
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reduction or elimnation of through-or-out charges is
i mportant for addressing the market scene that exists
bet ween New Engl and and our nei ghbors. And we are worKking
at devel oping a proposal for including it in the Cctober
filing that will elimnate or reduce through-or-out charges.
6
| can say that, since National Gid is also on
t he other side of the border in New York, we are al so
talking with our fellow transm ssion owners in New York, and
that there is an interest in New York transm ssion owners of
al so addressing the through-or-out rate issue on a
reci procal basis. And so work is underway on both sides of
t he New England / New York border on that issue.
Wth regard to interregi onal planning, we could
not agree nore of the need for interregional planning and,
i ndeed, the New Engl and transm ssion owners | ook at our
Cctober filing as the target for trying to put down a
process that will facilitate interregional planning at a
m ni mum bet ween New York and New England. It's an issue

that we care nmuch about and we're looking to try to address

that as well in the filing that we make.
And so with that, I will conclude my renarks.
Thank you very nmuch for your tinme and attention, and | | ook

forward to the discussion on the many issues with you.

(Appl ause.)



MR. FULLER: Good norning. 1'd like to start by
reiterating many of the comments we've heard, and thank Pat
and Nora and Comm ssi oner Massey and the others for being
here, for giving us all an opportunity to speak about the
i ssues that are of concern to all of us here in New Engl and
as we nove forward with markets.

| also observed that, as | listened to each of
t he speakers, many of the issues that are a part of ny

remar ks and that are very inportant to the generation asset

owners in New Engl and have been brought up, and many of them

addressed in ways that give nme a lot of confort and give ny
col | eagues a | ot of confort.

And what | would |ike to do today is to talk a
little bit about, again, enphasizing the inportance of where
have cone and where we are today and what an inportant step
t hat has been and enphasi ze the need to keep going. And I
think we've heard that thene as well this norning, that
there is much to be done to build on the foundation of the
SMD that we've put in place so far. And then I'd like to
spend a couple of mnutes at the end, tal king about one of
the key issues that generation asset owners feel is critical
nmoving forward and put a little nore nmeat on the bones of
i ndependence and how we think that can be structured in a
way that will enable the market to evolve sufficiently and

ultimately to produce the kind of robust conpetition and
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consumer benefits that this whole exercise is about.

Let nme first say that, again, |I'mrepresenting
seven organi zations or nenbers of the generation sector, so
things that | say may not be precisely the way ot her nenbers
of the sector would say it but we have tal ked a great dea
about them and they represent -- the comments represent
wi dely-held views. So with that qualifier, |let ne begin.

Listening to Peter, and we've had these
di scussions many tinmes, | amagain rem nded of the sort of
connectedness or the simlar issues, where the transm ssion
owners have substantial investnent in assets and are a
critical piece of reliable and efficient markets and
reliable supply of electricity. The owners of generation
assets simlarly are kind of uniquely situated as people
with an awful lot invested here and entities with an awf ul
| ot at stake in nmaking sure that these markets work and are
sustainable for the long term And | don't think you'l
find any conpanies - certainly not any nore, if there were
ever any - that are in this for a quick one. W're here to
stay and to nake sure that things last for the long term
And so that nmessage of sustainability is one that | think is
real inportant.

Unli ke the TGs, we don't have the ready access,
if you wll, or the presunption of 205 rights and regul ated

rate design so we're relying on market structures thensel ves



and it's inportant to keep enphasi zing that the designers of
those markets, the regulators of those nmarkets keep in mnd
that sustainability and a financially healthy supply side to
that market ultimately is in the consunmers' best interests
and needs to be kept in mnd.

Many peopl e have said this norning that we've
conme a |long way, we've inplenented the standard market
design in New England and, as owners of generation, we agree
and whol eheartedly have supported that nove and are very
gratified to Gordon and his staff and all of the parties
that helped to inplenent that narket. And that really |ays
a foundation, both to conply with the Wite Paper and where
t he whol esale market platformis going, as well as to
provide - there's a |ot of detail and additional pieces that
need to be filled in there to really make this market work
and we want to stay focused on that.

You' ve heard, | think Gordon already ticked off
the project list and we're working actively to keep him
nmovi ng on that; operating reserve markets, planning reserve
or capacity markets, there's an awful |ot of definition and
additional features to that that need to be put in place to
make it a fully workabl e product and market.

A particular concern to generation asset owners
and others is the market rules, the sort of subtle market

rules that exist that have the effect of nuting price and



the effect of hiding the actual cost at any particular tine
and the actual value at any particular tinme. These are
things that don't necessarily have the nmarquee appeal of
reserved markets and capacity markets, but, for instance, in
t he Devon order that you referenced earlier, the recognition
that those costs and those prices need to be visible to the
market. And there are many exanples that are much nore
subtle but are still neaningful in terns of making sure that
mar kets see the correct price and see a correct result, and
ultimately that should lead to better denmand response,

better investnment response, better transm ssion response and
so forth. So I think it's inportant that we stay focused on
t hose as wel | .

We' ve heard tal k about the seans issues and we
support those as well, as being an effective nove toward
expandi ng markets, expandi ng opportunities for selling
power. The out-service charges, the rate pancaking,
resolving issues related to tie facilities that are not part
of the regional tariff, transparency in scheduling at the
borders. Gordon referenced the project underway now for
virtual dispatch at the border, and that's one way to get at
it. And we need to investigate that and the underlying
i ssues of how market participants get information and how
they react to that information to create or to inprove

efficiency at the borders.
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Wth that as a basis, and again recognizing the
huge strides we've made to get to this point, it's the view
of the generation owners' sector that those issues of
resol ving additional internal market design issues,
resolving the seans issues is really where our energy ought
to be directed and focused. And as enthusiastic
participants as we are in the ongoing debates of the RTO it
seens that we could spend nore tinme on the market issues
t hensel ves and may want to consider carefully how
extensively we resolve the institutional arrangenents and
the structural arrangenents as we beconme a conform ng | SO or
an RTO if that's a possibility.

Moving to, again, trying to put sonme neat on the
i ndependence bones, and maybe spark sone debate here today,
because I know these - while they are the opinions and
positions of the generation owners, we've had many, many
conversations along these lines and | know there's a range
of viewpoints, shall we say.

Clearly independence and the independence of the
system operator and, to the extent that we get there, the
system designer, if you will, of markets is critical and is
extrenely inmportant. And we see the primary vehicle for
t hat i ndependence to be exclusive 205 rights for market
rules. That's really an area where NEPOOL has al ways had

sonme problens comng to grips and conmng to closure, and we
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think by placing the stakeholders in an advisory role for
mar ket rul e issues, that we can enhance the independence
that I think everyone's |ooking for and the efficiency, and
hopeful ly, the efficiency of the outcone of markets as well.

I n doing that, however, we recognize that there
is an i nherent tension between independence and
accountability. And where the generator owners would |ike
to see this gois to say with those 205 rights to the 1SO or
RTO we'd see really three primary neans to develop or to
mai ntai n accountability of the SO or RTOto the markets for
which they are ultinmately a service provider.

The first is a well-structured and clearly
under st ood and neani ngful process by whi ch stakehol ders,

i ncluding the State Conm ssions, other state agencies,

mar ket participants and others have the ability to get their
i nput and ideas before the | SO or RTO before decisions are
made, and so informthem of comercial inplications and
hopefully craft truly efficient and comercially reasonabl e
mechani sns.

The second is that stakehol ders should have a
direct selection role in the board of the 1 SO RTO to nmake
sure that, at that policy level, the stakehol ders can give
direction and can give sone guidance to the direction and
t he deci si onmakers of the SO and RTO so that we can choose

good people who we all can have sone confidence in and can



trust, and then turn them| oose to nmake the decisions on 205
rights. Mich like the way | believe the Comm ssion has
approved a structure in PIM it's a potential nodel for us
to | ook at.

The third major itemis an external market
monitoring unit. Again, we have structures that begin to
approach that today, with the internal market nonitor and
t he external market advisor, and perhaps with enhancenent or
sone refinenments on that, nmuch the way it's structured in
the M SO woul d give us again an additional |evel of review
and oversight for stakehol ders, the Conm ssioners, the
regulators to all have a good eye onto what the SO RTOis
doi ng.

So |l will wap up there. Again, thank you very
much for the opportunity to speak. And it's our sense that,
with a structure like this and with focus on the markets
today, we can come to - nore rapidly than otherw se, we can
come to workabl e and sustai nable markets that hopefully wll
produce the consumer benefits that we started out with
peopl e.

Thank you very much

(Appl ause.)

MR. ALLEGRETTI: Thank you. |'mDan Allegretti,
speaki ng on behal f of the NEPOOL suppliers and narketers

sector. | wll begin with the caveat that the views |I'm
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about to expressed are based on neani ngful consultation with
t he nenbers of our sector and, while they express a broad
vi ewpoint that is held by us as a group, they are not
necessarily the precise views of each and every nenber of
t hat sector.

|"malso mndful in taking the lectern here of
t he words of Shakespeare, that "brevity is the soul of wt."
And we've got a lot to discuss today, | will try to keep
things very crisp. | think Chairman Wod did just an
out standing job of laying out the issues, the major issues
that are before us as a region, as a regional whol esal e
market. And | just want to touch on a few of themthat are
near and dear to nenbers of the supplier and marketer
sector. | think I will start with the sane issue that
Chai rman Whod did, and that's the independence, or as we
sonetinmes call it, governance issue with respect to a
regi onal organi zation. It's the view fromour group that
deci sions affecting market rules must be made after
meani ngful i nput from buyers and sellers in the marketpl ace,
input fromparticipants with practical business experience,
peopl e who roll up their sleeves and actually participate in
these markets is absolutely essential, and it's served us
well to date

We have what | would call a process of peer

review. The Independent System Operator of New Engl and
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devel ops a proposal and it brings it to the NEPOCL Markets
Commttee, who tears it to shreds. They poke it. They prod
it. They point out any shortcom ng, anything that isn't
right, that doesn't work, that hasn't been thought through.
And the 1SO takes that back and conmes back with what is
definitely a better, nore fleshed out, nore thorough
proposal. This peer review process has benefited both of us
well. | think it's forced the 1SO to be nmuch nore
effective, much nore professional than it would have to be
otherwise, and it often produces good ideas that cone from
stakeholders. It's an ugly process to watch and it's not

al ways wel | -understood, but | think the outcone is really a
producti ve one.

MR, ALLEGRETTI: It is essential that we preserve
this aspect going forward. | also think that accountability
-- | think -- we think, as a group, that accountability is
absol utely fundanental. There has to be an accountability
to market participants. Wthout sone sort of a fiduciary
relationship to the participants, the SO | oses its nmandate
and it's basis for deference. There is a danger in self-
per petuati ng boards that appoint their own successors. Left
wi t hout trustees, shareholders or citizenry to hold it
accountabl e by casting their ballots, independence w thout
accountability and fiduciary responsibility can becone a

reci pe for disaster.



We believe that to achieve | SO accountability,
mar ket participants nust play a decisional role in the
sel ection and appoi nt nent of the nmenbers of the Board of
Directors. The participants in the PIMRTO are permtted to
performthis critical function. W think a simlar role for
NEPOOL partici pants should be an acceptabl e option for our
regional institutions as well. |'malways struck by the
swiftness with which the actual evidence is quickly
dism ssed. |If you look at the |1SO board, not only in New
Engl and, but in New York and PJM they're absolutely
out standi ng boards. | don't know of any neani ngf ul
chal l enge that's ever been nade to an individual nenber of
one of those boards with regard to their qualification or
t heir independence. And they were all selected by
st akehol ders. St akehol der groups put those boards in place
and | think they've shown that they've acquitted that
responsi bility capably and put outstandi ng boards in place.
And | think that needs to be considered in terns of our
institutional structure.

Wth respect to the matter of stakehol der voting,
| think it's alittle nore challenging. The one aspect on
whi ch we are very much agreed and on which we feel strongly
i s any stakehol der voting structure nust achieve a fair and
effective bal ance between the fundamental business interests

of those who buy and those who sell. Now self-suppliers
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agree with the generators here that the best approach is an
advi sory-only governance in which the Section 205 rights
woul d reside with the SO rather than try to achieve this
bal ance. Qhers feel that as a matter of accountability,
it's absolutely essential that stakehol ders continue to vote
on certain matters. They all, however, agree that with any
voting structure the need for a bal ance between these
fundament al business interests is absolutely critical.

| want to touch on the question of seans, because
it really goes to the scope and configuration issue as well,
which is one of the critical criteria here. | agree with
what's been said, the New England structure is very close to
havi ng achi eved the Conmi ssion's requirenents for an RTQ,
but we do need to do sonething with respect to the seans.

And we're fully in agreenent with what Gordon
said, that there is a need for tariff reforns to elimnate
pancake rates that inhibit trade across the seans, and we
al so concur with Gordon that this can't necessarily be
acconplished by the 1SCs alone. It's going to require sone
cooperation fromthe transm ssion owners. And | eadership
fromthe Comm ssion with whatever carrots and sticks they
choose to use is going to be, | think, really helpful in
this area and we woul d encourage you to lead in this area.

Al so needed is a coordi nated process for

participants and 1SCs to address the market rule and
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operational barriers that create the seans between us and
our neighboring control areas. W need a forcing nmechani sm
with real deadlines to make neani ngful advancenent in this
area. Some people - sone participants have thrown out sone
suggestions for how subsets of the |SO Boards coul d
coordinate to | ead the process, a coordinated group of
st akehol ders bet ween perhaps New York and New Engl and coul d
work together. But what's really needed is soneone to |ay
down sone strict deadlines to force sonmething to get filed
with the Commi ssion by a tinme certain to nake sone rea
progress in this area.

| was al so encouraged to hear Chairnmn Wod
mention the coordinated interregional dispatch. W think
that's a positive thing as well, but we would al so throw up
a caution flag here. W have seem sone proposals to put in
pl ace a coordi nated dispatch that mght result in nore
buyi ng and selling between | SCs rather than facilitating the
buyi ng and selling between participants in the marketpl ace
as is done within the control area. And we would caution
that in noving to a coordi nated dispatch, it's very
important to bear that distinction in mnd and to nove
toward sonething that will actually pronote market
liquidity, rather than involving the 1SCs in direct
participation in the market.

Wth respect to NEPOOL's mar ket design, again,
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our present market design inplenmented in March of this year

is based on the PUMplatformand is essentially conpliant

with the mnimumcriteria the FERC has set out. There are,
however, sone inportant inprovenents that do need to be nmade

to this market and we need to not overlook them There are

very much needed i nprovenents to ancillary services and the
devel opnment of reserve nmarkets, as well as the inportant

reforns that have to be made with respect to |ocational

capacity markets.

Wth respect to transm ssion, we do have a
network access transmission tariff that is essentially along
the lines of the whol esal e market platform

One issue, Chairman Wod, that | would add to
your list that needs to be addressed is with respect to
transm ssion. The Conmi ssion just directed that certain
transm ssion facilities outside of our regional open access
transm ssion tariff which connect to Canada shoul d be
included in the pool transm ssion facilities that are
governed by our tariff as part of our regional forums. This
needs to be done expeditiously and it needs not to be
over | ooked.

The last area I'Il touch on is market nonitoring.
This is a very inportant function. An independent market
nmoni t or/ advi sor is essential to the regional market. The

nmoni tor and advi sor that is independent fromthe SO itself
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is free fromthe institutional biases, the potenti al
conflicts of interest with adm nistrative and operati onal
functions or the resource limtations that m ght affect or
inhibit the SO fromreaching the optinmal solution

In terns of recommendati ons on market design, a
structure that creates an i ndependent narket nonitor/advisor
can help get around this. Now that entity need not perform
t he day-to-day function of nmonitoring and mtigating short-
term mar ket power or proscribe behavior; these functions can
and should remain with the SO But an independent market
nmoni t or/ advi sor should be created to report its findings and
recommendations directly to the Comm ssion and shoul d have a
reporting obligation to the 1SO Board as well; we're
thinking simlar to the relationship that an auditor has to
a board audit conmttee as a good exanple of howto
acconplish that. It should also publish its final reports
and findings for the participants and State Conm ssions to
have avail able to them

Finally, I'd just like to say that we have at
times felt here in New Engl and that because we haven't been
in a constant state of crisis we nay not have al ways been
the first of get the Conmssion's attention. And | think
it's terrific not only that the first regional technical
session that you've held is right here in Boston, but | also

want to say that we were thrilled a nonth or so back to have



Chai rman Wbod cone and participate, actually have a chance
to address and visit with us as at the NEPOOL participants
commttee, and | hope Chairman Denis will extend the sane
invitation to Conm ssioners Brownell and Massey as well and
that you may find the time to cone up here and do that. |
think you'll find it very interesting.

Once again, thank you for your tinme.

(Appl ause.)

MR. FORSHAW Good nmorning. M nane is Brian
Forshaw, |'m here representing the 39 public power systens
that are nmenbers of NEPOOL. You know, it's always dangerous
following Dan Allegretti on a podiumyou know, how do you
keep the crowd?

But | can't help but think, |ooking out over this
room thinking back to 1980 when | first started in this
i ndustry, ny boss told nme, okay, | need you to go up to the
NEPOOL Executive Commttee neeting in a small conference
roomin the New England El ectric Systemoffices up in
West bor ough and see what's going on there. And now | | ook
today and we've got a jam packed conference roomin Boston,
we' ve got video feeds on the Internet, we've got the Federal
Comm ssi oners here you know, we've come a |ong way and |
guess we owe you thanks for that.

CHAI RVAN WOOD:  You're certainly wel cone.

MR. PORSHAW New Engl and's public power systens

s



have a continuing obligation to serve all custoners within
their local communities. W believe that our perspective on
t he whol esale markets is unique and consistent with the

Comm ssion's statutory obligations in terns of assuring on a
| ong-term basis that the rates paid by electric consuners in
our community are at |levels that are just, reasonable and
not unduly discrimnatory. W' ve been active participants
in NEPOOL since its inception and we believe that we' ve
played a vital role in assuring that consuner interests are
represented in NEPOCL deci sions.

W take a great deal of pride in what we' ve been
able to acconplish here in New Engl and. W've had what was
perhaps the first region-wi de transm ssion tariff,
centralized planning process and centralized unit commtnent
and di spatch settlenment systens in the country. W were the
first tight power pool to voluntarily open up its nenbership
to non-traditional utility conmpanies and to incorporate an
equal |y wei ghted sector voting arrangenent to address
Comm ssi on i ndependence concerns. W inplenented bid-based
real -tinme clearing markets back in 1999. And |l ess than
t hree nonths ago, we inplenented the Conm ssion's vision for
future electric markets through the New Engl and St andard
Mar ket Desi gn.

We think the best way today for us, as

vertically-integrated | oad-serving entities, to contribute
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to the proceedings is to try and give you our perspective of
the facts on the ground fromthe perspective of what's the

i npact going to be on electric consuners. W certainly
intend to follow that up with additional, nore detailed
witten cooments after this proceeding. W've heard a | ot
today about RTO formation. Again, |let ne nmake sone
observations about the potential inpact that sone of these
initiatives will have on consuners.

The Conmmi ssion's transm ssion pricing policy
woul d all ow a higher return on equity for transm ssion
owners that join an RTO, that forman |ITC and that build new
transm ssion facilities that are approved by an RTO or an
| SO The 2002 New Engl and Regi onal Transm ssi on Expansi on
Plan has already identified $888 nillion of new transm ssion
projects to be built over the next five years.
Parenthetically I'd note that the current New Engl and
transm ssion investnment base is around a billion dollars.

In addition, proposals to elimnate the current
t hr ough- and- out charges in the NEPOOL open access
transmission tariff and roll in the cost of the HVDC
transm ssion interconnections with Canada into the NEPOOL
tariff are also going to add to the fixed cost obligation
that will need to be supported by electric consuners.

To kind of put sone context on this fromny

conpany, we've estimated that all of these initiatives are
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goi ng to doubl e our annual transm ssion expenses. And that
will necessitate a 2-3%increase in the power supply, power
generation and transm ssion portions of our bills to our
menbers. At this point, we don't have any assurance that
those increased costs are going to necessarily result in

of fsetting reductions in the energy congestion and | oss
conponents to our bills.

Anot her area we wanted to focus on has to do with
the capacity markets and resource adequacy. W' ve been
sendi ng | ocational price signals for |less than three nonths
now. And yet we're now faced with calls to inplenent
| ocational 1 CAP in very short order. From our perspective,
the problens with | ocational 1CAP stemfromthe fact that
the current planning tools require upfront arbitrary
designations of the |locations that will be subject to a
| ocational requirenent. In addition, to nmake the pl anning
nodel s converge, you need to go in and retire capacity
out si de of those designated regions. In other words, you've
got to reduce the average reliability requirenent outside
t he designated regions in order to make the nodel cone up
with the right answer.

We're al so extrenely concerned that
i npl enentation of a | ocational |CAP regi ne could exacerbate
on- goi ng concerns about concentration of generation

ownership in some of the existing | oad pockets throughout
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the region. At the sane tinme, the |load-serving entities

wi thin these constrained areas are already facing sone
pretty serious conditions. Under the safe harbor bidding
provisions that will be applied to generating resources in
these locations, units that sell themrun in nerit order,
the | oad-serving entities in these areas are going to be
appropriately facing higher LMPs, especially during high

| oad periods. Load-serving entities in these areas al so
have to support the fixed costs associated with reliability
must -run contracts.

Finally, we think it's - | think it's inportant
to note that the inpact when reliability actions have to be
triggered in these areas voltage reductions, custoner
appeal s, pre-contingency |oad shedding are al so going to be
| ocal i zed as a consequence of normal system di spatch
operations under SVMD. Let ne repeat: As long as the New
Engl and region as a while neets the reliability criteria on
an unconstrained basis, reliability actions in the
constrai ned areas are not going to inpact any other |ocation
on the system

By now, after all you' ve heard, I'msure it's
cl ear that any major changes in the whol esal e market design
will inevitably have conplicated and wi despread i npacts on
all aspects of the market. So |I wanted to cl ose by

enphasi zi ng why we think the NEPOOL | SO New Engl and process



has been so successful to date.

Qur country was founded on a system of checks and
bal ances. An independent entity, no matter how well
meani ng, sinply cannot fully conprehend the full inpact that
a proposed marked desi gn change in a business as conplicated
as our industry will have on all aspects of the market.

You' ve al ready heard today but we think this is where the
current NEPOOL | SO New Engl and deci si on- maki ng process works
well. By the tinme a market rul e change has been proposed by
the SO nmakes its way through the Technical Conmttees,
gets approved by the Participants' Commttee, and ultimately
filed with the Conmm ssion, just about all of the significant
argunents have been fully vetted, they've been aired, and
they' ve been aired in a setting that really requires that

t hey be addressed.

On the other hand, a consultative process
directed by an overly-autocratic institution runs the risk
of | eaving many potential conplications unaddressed. Since
we're in Boston, |I've got to revert to Col oni al anal ogi es:
Affected parties will tend to revert to a strategy of
keepi ng their powder dry, saving their best arguments for
their protests by the time things get down to the
Conmi ssi on.

In the long run, we believe that it's in the best

i nterest of the New Engl and consumers to have market design

oo}



oY
changes fully discussed and vetted within the region before
any filings get nade. W'd strongly encourage the
Comm ssion to nmake sure that a final rule or approved RTO
arrangenents maintains to the greatest extent possible the
advant ages of the current New Engl and governance franmeworKk
and maxi m zes the decisional role that all affected parties
will have in developing and filing market rul e changes.

| just want to close by stating we believe the
current NEPOOL arrangenents are consistent with the Wite
Paper. But even if you find that el enments of our
arrangenents aren't consistent with the final rule, then the
flexibility provided in the Wite Paper should be retained
in order to allow things the retention of sonmething that has
been working and we think will continue to work.

Agai n, we appreciate the opportunity to be here
and | ook forward to continuing the dial ogue.

(Appl ause.)

MR SIPEE M nane is Don Sipe and |I'mthe Vice-
Chair of the End-User Sector for NEPOOL and |'m honored to
share the podium here and spend a little bit of time making
sone remarks on behal f of the consuners of New England. A
| ot of what was just said at the end of the |ast remarks by
Brian Forshaw | think our sector could pretty well say ditto
to, and I know, as close as it is to lunch, that you wl|

all regret that I'"'mnot going to just do that.
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| do want to spend ny tine just tal king about a
single issue that many of you could address. And that is,
in fact, the proper role of independence in the governance
of an RTO. Now | know that phrasing -- phrasing of the
problemis a little unique. Mst people tend to think that
if you've got independence, well you've got the problem
sol ved, 'enough said, we're all done, we can go hone. But
consuners have a little bit different view of independence |
think than nost of the other market participants.

From the consuners' point of view, we had quite a
bit of independence back in the Seventies and Ei ghties when
NEPOOL was a cl osed society and deci sions were made i n ways
that we didn't understand and often didn't have any input
into. It was an independent process; it was certainly
i ndependent from us.

Now t hat's changed, thanks to the | eadership of
the Comm ssion, and | would |like to say thanks for the hard
work of a whole | ot of consuners who have tried to get
involved. | think that, in |ooking at how i ndependence
ought to work, particularly as it relates to market rules,
there really perhaps isn't a need to decide many of the
ot her issues or address many of the other issues that are
i nportant that people tal ked about today. |In our opinion,
if you get independence right and if you get governance

right, we can fix the rest of this. W can conme back, if we



get it wong the first tinme, we have an open architecture
and will be heard the second tinme around and the third tine
around if it take three tinmes to get it right. But wthout
that, without a structure that is accountable to consuners,
Wi thout a structure that has a way for consuners not just to
be heard but to need to be listened to before everything is
deci ded and before a 205 filing is down at FERC, we're back
to i ndependence all right, but it's not the independence we
want and it's not what we believe will help us.

There are now al nost 30 consuners or consumer
representatives in NEPOOL. Wen | started, there was one,
and we cane in as a trader because there wasn't even room
for us, we didn't have a sector. So we put on a trader's
hat and canme in as a trader, with a "d," although, |I'm sure,
the rest of the pool |ooked at us otherw se at tines.

But consuners who have conme and joined this pool
haven't conme to join a debating society. They cane because
they were persuaded that it mattered that they showed up
that there was going to be a decision that could be nade or
m ght be nade differently if they were there and not a
deci sion that woul d be nade by soneone el se. W' ve always
been able to go to FERC for the 205 filing -- for a 206
filing, rather. W've had that degree of independence since
|'ve been in the business before the new NEPOOL

arrangenents. W don't need nore of that. W need nore



ability to affect the process and the decisions before they
get to the Commi ssion and then to be heard nore fully at the
Conmi ssi on.

Now we were happy to see the snoke-filled room of
the old NEPOOL go away. The fresh air's been good. W got
to come in, we're part of the process. But when we hear
sonme people tal k about independence, we're very concerned
that that snoke-filled roomis now going to be replaced by
sort of ararified ether-filled roomwhere, you know,
there's going to be the intellectuals and the fol ks who
don't enpl oy people, don't try to nake a living and don't
pay the electric rates are going to nake decisions with our
di stant advice fromthe outside. Wll, we don't like the
snmoke, but ether is not what we breathe either.

Busi nesses and consuners need to have deci sions
made in a way that is accountable to the things that they
care about and the things that they face every day.
Accountability doesn't cone because soneone says Cee whiz
we'll listen to you because you're going to nake us sit in
the roomw th you. Accountability conmes because you have
sone ability to nake a decision yourself or wth other
affected parties under certain circunstances.

Now having said all that, | wll point out that
consuners were the first to recognize, | believe, that the

current NEPOOL process, although we have an i ndependent | SO
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we do not have a sufficiently-enpowered | SO Long ago we
filed a conplaint with the Federal Energy Regul atory

Comm ssion, the FERC, these folks sitting here - although it
wasn't these folks sitting here at the time. And we
requested that the governance of NEPOOL be refornmed. It was
a lesson in why 206 rights are not enough, because nany of
the things we proposed and argued for are the sane things
which finally came out in the RTO rul es and whi ch NECPUC has
been arguing for. But trying to overcone a 206 hurdle to be
heard is legally so difficult and the standard of proof is
so high that consumers really are closed out in that

setting. It's very difficult to overcone that hurdle, and
rightly so. You can't just willy-nilly change tariff rates
wi t hout some show ng, wi thout sone priority.

So we recogni ze that there needs to be sone
adjustnment. I n our opinion, we share Brian Forshaw s vi ew
that probably the current situation is conpliant. But we'd
like to see sone inprovenent. Wat we would like to see is
an increased ability for the 1SOto nove forward with 205
filings conditioned on a very robust stakehol der process
whi ch requires them before making a filing, to follow
explicit due process procedures that ensure that they don't
nove forward until they' ve at |east given us a chance to
wave our hands and go through sone of the process that M.

Al l egretti and M. Porshaw both outlined actually works very



wel | .

At the end of that process, a specified process
whi ch doesn't lead to interm nable delay, we believe they
need to be free to nove forward and make a filing whet her
the participants like it or not. W think that's a
reasonabl e requirenent and that is independence. But we
al so believe that we're stakehol ders and by st akehol ders,
partici pants, that nmeans us, that neans consuners. \Wen
we're in the room we do okay. That where we can agree
anong ourselves to disagree with the 1SO and that perhaps
sonme ot her way of, you know, slicing this baby is the way to
go. There ought to be a way for participants also to nake a
filing wwth the FERC in conjunction with an 1SO filing which
does not have to overcone a 206 rule, but which the
Comm ssion has to consider on equal footing with the |SO
filing and make it's best judgnent about what is the best
out of those two or what part of each is the best. But to
put us back in a situation after all this work where we are
back outside of the roons filing 206 filings, would be, at
| east in our view, a sad retreat fromwhat we believe is the
right kind of independence for an RTO to have.

| thank you for your time and | would like to
have Mary Heal ey cone up on behal f of the Consuner Counci
of Connecticut and make a few cl osing remarks for the end

users.

(4



(5

Thank you.

(Appl ause.)

MS. HEALEY: Good norning. M/ nane is Mary
Heal ey and I'mdelighted to be here to al so wel cone the FERC
Comm ssioners and to thank you very nuch for being here to
hear our inputs.

| think that there's a lot of thinking on the
sane page as far as the overarching principles of what an
RTO shoul d be. And, to use one of Chairnman Wod's comments
i ke was down -- with Masvoka visiting himlike a duck on a
Junebug. | | ooked at the Wiite Paper to see Well, what's
the end result for an RTO, that's what we're all about here.
And | would like to comrend to you that the end result of an
RTO shoul d be stated, its core m ssion should be
articulated, and on the first page of the Wite Paper is the
articulation of the FERC core m ssion, which | would commend
to you to have reflect the RTGs mission. And if we stay
true to what that mssion is, which is to achi eve whol esal e
electricity markets that produce just and reasonable prices
that work for custoners, we won't go wong, whatever sector
we reside in. And believe nme, there's enough votes in the
bag for everybody. And | would like to just say if we keep
true to the overarching principles, everybody will have a
fair share and the investors will profit, the ratepayers --

whom | try to represent up here in NEPOOL - will have just
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and reasonable rates, we will all have reliable electricity
and we will all wn.

And | thank you for listening to that aspect of
an RTO.  Thank you.

(Appl ause.)

CHAI RVAN WOOD: Wl |, that was a pretty nean
nor ni ng, not the usual kind of conference pablumthat we're
all used tois it? But I want to say a special word of
t hanks to Sarah McKinley and Ed Meyers fromour office -
where's Ed? There you are, right here in the front.
Deborah Swei ckert fromour office as well that hel ped
coordinate this. And | will let Sarah tell us what the gane
plan is for |unch.

M5. MC KINLEY: | just have a couple of
housekeeping itens here. Qur box |lunches, for those of you
who ordered them are here. Those of you who preordered
them in order to get them you have to have a ticket. So
if you haven't already picked up your ticket, you need to
see Debbie from| SO New Engl and. Al so, they have about 20
left to sell

Now we only have an hour. There are a | ot of
restaurants here. For those of you who didn't get a box
lunch, I would just caution you that we are going to start
t he program back up pronptly at 1:00 because we have an

i mportant discussion with state regulators this afternoon.



So we'll

f or

| unch,

see you then.

(Wher eupon, the technical conference was recessed
to reconvene at 1:00 p.m)
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AFTERNOCON SESSI ON
(1: 00 p.m)

CHAI RVAN WOOD: Ckay. We will cone back together
for our afternoon panel today. Qur first afternoon panel is
a discussion with two of the comm ssioner |eaders up here in
New Engl and on t he devel opnent of the New Engl and Regi ona
State commttee, which is as you may renenber, fromthe
white paper -- fromthe NOPAR, the decisionmaking
consul tatory oversi ght body of state comm ssioners in each
regi on of each RTO, which of course here would be the six
New Engl and states. And |leading that discussion will be ny
col | eagues, Bob Keating, fromthe Mass Departnent of
Tel ecommuni cati ons and Energy, and David O Connor, fromthe
DER of Mass.

So who's first? Bob? David? David, you're
first.

MR. O CONNOR:  Good afternoon. Thank you, M.
Chai rman, and nenbers of the Conm ssion. W are happy to be
here today, and thank you for the opportunity to provide you
with an update on the work that we're doing here on
formati on of a regional state conmttee.

Let ne begin by just saying that this certainly
is a mtter which is very much a work in progress. In fact,
just yesterday, at a neeting of the New Engl and Governors'

Conf erence, power planning and environnent comrttees,
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significant work was done on this issue but it is far from
conplete. So we want to really essentially -- Conm ssioner
Keating and | want to take this opportunity to provide you
with a bit of a progress report on how far we've cone and
how we envision this process going forward here.

First of all, I think, though, let ne say it goes
wi t hout saying that we very nuch appreciate the fact that in
the Notice of Proposed Rul emaking you proffered the idea of
formati on of a regional state conmttee because, from our
point of view, it actually answers an inportant felt need
whi ch hasn't really been addressed adequately really since
the inception of whol esal e market conpetition and structures
here in New England. And therefore, we very nmuch want to
t ake advantage of the opportunity that you have offered.

And we noticed i medi ately upon readi ng the rul enaki ng that
this was a rather striking and a significant offer for the
states to take up new responsibilities related to the

regi onal market, and that was only further reinforced by the
publ i cation of your white paper and appendi x because you
were even nore clear there that the scope and potenti al

i mportance of this structure is grow ng over tine.

And if you'll bear with ne, | just want to
mention a few of the things that appeared in the white paper
with respect to this coomittee so that the audience is aware

of what we're tal king about here. The Comm ssion indicated



that this comnmttee, if formed and properly constituted and
approved, woul d have responsibilities for such things as
determ ni ng whet her participant funding woul d be used w thin
the region to enhance transm ssion, whether the regi on woul d
use license plate or postage stanp rates for produci ng of
tariffs. Were in our case we do use | ocational margina
pricing, this commttee would be responsible for determning
how FTRs are all ocated, whether directly to custoners or
whet her they shoul d be aucti oned.

And addition, it had already indicated in the
Noti ce of Proposed Rul emaking that this commttee woul d be
charged with responsibility for determning the region's
nmet hodol ogy for determ ning resource adequacy, and after the
| ong arduous pai nful process we've had dealing with | CAP
here in New England, that's a very significant concept to
consider taking on. And in general what the transm ssion
pl anni ng and expansi on process should | ook l|ike, or, |
shoul d say, really howit should be ultinmately adm nistered.

So this is a very significant set of potenti al
responsibilities and we take the offer quite seriously.
Early on, we, | think cane to a conclusion that a good venue
for discussing this commttee was the structure provided by
the Northern Governors' Conference. It had a power planning
commttee conprised of public utility conm ssioners, energy

office directors, and it has an environnent commttee
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conprised of the environnmental secretaries in the states,
and it seened to us, |ooking at potentially the range of

i ssues and the inportance of having a conprehensive state
picture, that this was a good venue for consideration of
what the formof this commttee mght be. And so the
Governors' conference and its two conmmttees forned a work
group conprised of representatives of the comm ssions, the
energy offices and the environnental secretariats, and we
have been hard at work for several nonths now and have
devel oped a prelimnary framework or concept for how this
comm ttee woul d operate.

And yesterday, |'m happy to report that that
prelimnary framework was conditionally approved by the
menbers of those committees and will be, in the near future,
forwarded to the governors for their review And the
guestion for the governors, essentially, will be does this
general framework for this commttee appear |ike a good
direction for us to go, will you authorize us to proceed to
devel op nore details and ultimately review a final proposa
at your neeting when the governors neet in Septenber. That
will be the nmessage to them There's an annual neeting of
t he New Engl and Governors' Conference, all six governors of
the states will be together in Septenber and we imagine this
being a proposal that they will consider and act on at that

tine.
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So there is the broad outline of a process for
comng up with this proposal and the shape of it is at |east
broadly, | think, becomng clear. And let ne say a couple
of things about it. First, the issues, at a m ninum
think there is broad support for the conmttee taking on
responsibilities for establishing policy on resource
adequacy for the region and on establishing a policy for the
transm ssi on planni ng and expansi on programthat we may --
that we will certainly need and that will at tines
potentially require significant decisions about cost
al l ocation for transm ssion upgrades.

There is a third issue or topic on which the
Comm ssion is quite -- | should say the nenbers of this work
group are quite interested in pursuing, and that has to do
with the potential role this entity mght play in the
sitting of multistate transmssion facilities. You wll
recall that in the Notice of Proposed Rul enaking, you
al luded to the work having been done by the Nati onal
Governors' Association on the creation of nmultistate
entities and the potential for an entity like that to
ultimately be given authority to address sitting issues,
which really do legitimtely go beyond the boundaries of any
one state. And we believe that transm ssion sitting is an
i nportant issue and do want to pursue that further, and |I'm

going to defer further conment on that for Conm ssioner
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Keating, who is going to say a bit nore about that issue.
But that is also one that is on our agenda, at |east for
further work.

We have al so begun to work through the issues of
how woul d this body nakes decisions, and, in fairly sinple
terms at this point, | think | can say that we have an
understanding that in some fashion or other we will devise a
voting mechanismthat's going to take kind of two different
principles, one principle being a one state one vote nodel,
which is to say that of the six states in New England a
certain nunmber woul d be needed for a notion to nove forward,
and then, in addition, sone reflection of consunption in the
region of electricity, which varies very -- or quite widely
across the states. And there would be sone of -- weighted
voting procedure relative to the amount of consunption in
those states | think consunption being thought of in part as
a reasonably good proxy for the anmount ratepayers are
actually contributing to the system

That work, that is to say, the effort to
reconcil e those different approaches for voting, is going on
as we speak. Nothing has been finalized. W have ideas for
t he governors to consider. W're reasonably optimstic
we're going to find a nechanismthat will be acceptable to
the states. | think our primary concern, in addition to,

you know, recognizing kind of the fair clains on influence



within this conmmttee, there's also an inportant need not to
have the conmttee be essentially unable to do anything;
it's got to be able to actually act and nake decisions if
it's going to be a useful participant in the regional
process.

So we've got nore work to do, but | think we've
made quite a bit of progress, but we do want the governors
to consider the question should we do this, and we're
recommendi ng that we do it, and then secondly ask themto
consi der the scope of the issues we've suggested at | east at
the outset for this conmttee and then to take a | ook at the
al l ocation of voting weight.

The process, as | said, fromhere is to once
gi ven aut hori zation by the governors to proceed, we wll
further develop this proposal and, as | said, have it
revi ewed by the governors in Septenber.

So that's where we are in our work on the
formation of a regional state conmttee. W're hard at it
and we | ook forward optimstically to having a very wel | -

t hought - t hrough proposal for you this fall. Thank you.

(Appl ause.)

MR. KEATING Good afternoon. M nane's Bob
Keating, I'ma comm ssioner with the Massachusetts
Depart ment of Tel ecomruni cations and Energy. | want to

thank, first of all, the Comm ssion for taking time out of
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their busy schedule to travel to Boston to be here with us.
We appreciate it. |1 also want to thank David O Connor for
all of the work he has done in working on this RSC concept.

| just want to take a mnute to add a little bit
nore to what David said about our planning commttee,
because | believe there's -- quite frankly, I wasn't
expecting such a large crowd and di verse group of people,
but 1 think perhaps a nunber of you people may not fully
understand what we're referring to. Power planning
commttee is a group that was appoi nted by the New Engl and
governors through the New Engl and Govenors' Conference.
It's been around in years past and it was traditionally made
up usually, when there were state energy offices, of a state
energy office and a public utility commssion. | know | saw
Sue Tamey earlier, | know she worked very closely in her
capacity both as conmm ssioner and secretary of vital affairs
on transm ssion issues years ago, with that commttee.

Anyway, the governors, in neeting with the
Nat i onal Governors' Associations over the past year when
subj ect of SMD has cone up, they have -- the New Engl and
governors, that is, have traditionally had presentations by
Carpenter and Witley and Steve Wndham and others at their
nmeetings in Washington, D.C. They' ve been follow ng the
i ssue of SMD and electricity restructuring as on would

expect they would, and the subject of nultistate entities



has conme to their attention and they expressed concern about
well, what's going to be done on this issue, and thus the
power planning commttee has taken the subject up to | ook
into the matter of establishing a regional state conmttee.

Now the current commttee has Commi ssi oner Don
Downes, chairman from Rhode |sland serves as chair of the
power planning commttee this year. H's governor is the
chair of the New Engl and Governors' Conference. And
Chairman Daorkin is on the commttee. |I'mon the commttee
for Massachusetts. | think actually Tom Hearn from Rhode
Island is fornerly on the conmttee representing the PUC
And Tom Getz, | believe, Chairman Getz has been appointed to
the commttee, and in Maine there was sonebody fornerly
t hrough the governor's office, but Tom Wl sh has been
i nvol ved, who is chairman of the Miine Comm ssion. Then
there are other representatives fromeither the governor's
office or the state energy office that are involved. So
that -- just by a little nore expansive background.

As David nmentioned, | was asked to speak to an
i ssue that | have kind of been pushing from ny perspective,
and | nmust give ny friend Don Downes a little coment here.
He told me that the devil's in the details, he's concerned
about the details so | presune he's naking ne devil in this.
We have an issue in interstate transm ssion sitting where |

think we agree on the goal, but how that can be done is one

8o



of conplexity. So | just wanted to explain the vision and
tell you what we're currently thinking of, and as David has
indicated, this is a work in process.

The vision is rather sinple, if we just take the
given facts that interstate transm ssion sitting has been
identified by the FERC as the npbst persistent and costly
problemto deal with in the nation's whol esale electric
power. And that's pretty much of a quote fromone of their
many papers. | don't read themall but | read nmany of them

Over the last 15 years here in New Engl and,
interstate transmssion -- very little interstate
transm ssi on has been installed, even though electricity
demand has i ncreased by 25% Those nunbers thanks to our
| SO You can see |I'musing everybody el se's data here, you
can't blame ne for anything.

I ndi vi dual state sitting laws, this is where we
get a little dicey now, and processes can create obstacles
to installing imrediate interstate transm ssion facilities.
Large nmultistate transm ssion projects nay be the optinal
sol ution, but such projects can be delayed or prevented
al together by a single state's political pressure. So in
first rul emaki ng, one of the things they encouraged was the
creation of nultistate entities.

Now t he New Engl and region, in ny view and

others' view, is uniquely suited to take advantage to
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devel op a regional state conmttee which can address a

nunber of issues. David addressed the -- focused on the

i ssues of resource adequacy planning and transm ssion

expansion and things of that nature. Those can be done

under a certain structure and under gui dance and under the
proposal s put forth by FERC and ot hers.

The issue of interstate transm ssion sitting,
however, as | said, becomes very dicey. So the current
thinking is that interstate transm ssion sitting could take
advant age of the regional committee if such conmttee had
such authority to approve interstate transm ssion
expansions. Such authority would have to be narrowy
defined after we inplenent it, primarily by -- limted to
the resolution of interstate transmi ssion sitting cases. An
effort to vest authority over interstate transm ssion
sitting with a regional commttee would be conpl ex and
politically ambitious, and as such we recognize that.
However, the current thinking is at least to identify the
fact that such an issue should be considered by the
governors, they are after all the principals of the six New
Engl and states, to explore such an approach fromthe very
beginning in the formation of a regional state conmttee.
That does not mean to suggest, however, that the initial
functions, such as resource adequacy and plans and system

pl anni ng, should not go forward i medi ately, because any
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effort to establish an interstate authority over

transm ssion sitting would take tinme. It could take the
approach of an interstate conpact. There have been

interstate conmpacts in New England such as the interstate

wat er pollution control conm ssion that was established many
years ago to deal with river pollution between and anong

states. So there is a basis for that.

Also instructive is the regional energy service
commttee that was proposed in one of the drafts of the
energy legislation that's currently being discussed in
Washi ngton. | realize that that section of the Senate
draft, the Senate staff draft, has been renoved fromthe
energy legislation, but there are a nunber of elenents in
that wite-up that could be instructive, as we nove in the
future, if it is decided by the principals that there is
val ue to devel oping an interstate conpact approach to
provide limted authority to deal with the transm ssion
sitting of interstate facilities.

Now at the same tinme, | would stress that such a
design would take I'msure take in -- and the details again
have to be worked out, but such a design would certainly
recogni ze all the state sitting laws and all the existing
environmental |aws of all of the existing states. W expect
the states, the individual states, to do their job and such

a commttee would only get involved in a situation where a
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serious issue or a problemarose to address, perhaps an
i npasse.

Again, that is the current thinking, it's a
little unique in the sense of -- fromthe politica
standpoint, but it's one of the issues we expect to at |east
bring to the governors' attention through this conmttee.

Wth that, I'll end it and turn it over to
guestions. Thank you very mnuch.

(Appl ause.)

CHAI RVAN WOOD: Let ne just say | think when --
while we've got focus on the RSC issue, you know, really the
multistate entity as well -- did you want to add sonet hi ng?

MR O CONNOR  Could I just -- | feel | was
rem ss in not noting how we envisioned this conmttee
interacting with 1SO New England in the future and | think
it's inmportant to know that at this point we do not see a
regional state commttee taking over any of the technical
anal ysis or other operational issues now adm ni stered by | SO
New Engl and. The vision for this comrittee is that it would
establish policy, really, at the highest |evel, but the
techni cal analysis that would informthat policymaki ng woul d
continue to be done by the regional operator, the
adm ni stration of decisions made would be carried out as it
is now by the regi onal operator.

So we would not attenpt to duplicate, if you
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will, or even take on any of the functions that are
currently being performed by the regional operator; those
woul d continue as they are now. But presumably this would
provi de the opportunity for the states to have -- consider
i ssues which ultimately are not technical in nature but
really are political and allocative.

Thank you.

CHAI RVAN WOOD:  While they're in the mddle of
formul ati on now, | thought -- we thought this would be a
good opportunity for anybody in the audience to raise any
guestions or any input or feedback you m ght want to raise
here. W' ve got a couple of wal ki ng-around m crophones if
anyone would like to use them

The gent| enman over here.

MR. MONHARE: Thank you, Rich Monhare, Nati onal
Rural Intercooperative Association. Certainly | think
everyone appreciates the significant flexibility and
i magi nati on the conm ssioners showed in ternms of offering
these conmttees to the states. Certainly that will result
in greater regional coordination and add significant
legitimacy to the overall process.

| guess our concern or question -- and the
guestion that others have |'ve discussed this question with
is this. Wen this -- figures were presented just a nonent

ago, they were tal king about the comm ttee being responsible



for determning certain things or establishing policy. Does
the commttee that's going to form envision or does FERC
envision the fact -- the sinply accepting the rubber-
stanpi ng, the recommendations that are made, or does the
Comm ssi on envi sion naking a norrmal de novo determ nation,
in effect like it normally would? To ny know edge, the

Comm ssi on has not yet contenplated any formal del egation of
authority to the states, or is that sonething you' re
actual Iy considering?

CHAI RMAN WOOD: This issue cane up in a tel ephone
conference call we had with regulators fromthe southern
side of this tinme zone | ast week. And what we said there in
the white paper is different than we have done in the past.
But it does require for a consensus to be built anong the
menbers of the regional state commttee.

For exanple, on the allocation of the cost
i ssues, we say, and | should probably read it specifically
out of the white paper, but we say if the RSC reaches
consensus -- and | think that the issues on how the voting
wor ks that David tal ked about are going to be pretty
inportant here -- then that will be what the RTOfiles. The
Comm ssion then reviews that, per nornmal.

But it has a significant inpact and | don't think
it's any surprise to say that we certainly do, as we do in

orders, we've got an order going out today on issues in the
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nei ghboring 1SO that are very inportant, we do | ook at where
t he stakehol der groups that are called upon to be advisory
or to be -- in sonme cases still, they're fully
participatory. W do |ook at what those -- that input is in
wei ghi ng and bal anci ng what we say is either just and
reasonabl e or not.

So | ooking at the RTO regional state commttee
group, which are a lot of the folks that are up here, where
they weigh inis going to be -- | won't say dispositive, but
it's certainly something that we would defer to highly. And
that's why we set it up in the type of |anguage that we put
into the white paper.

Is that fair?

COWM SSI ONER BROANELL:  You know, | woul d j ust
add that one of the issues that was discussed a |lot after
the initial SMD, the draft, was in fact that the state
conmi ssioners are very close to the stakehol ders, and the
custoner groups that need to be represented. So if your
concern is that sonmehow this will preclude you and your
menbers, who are very inportant to us as you know, from
bei ng part of the discussion, we don't envision that at all.

22

Bot h through t he stakehol der process that | think

we' |l | hear nore about over the next couple of nonths and

t hrough the very, very close contacts that the state
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commi ssioners have in their communities, | think that you'l

find the role enhanced. Wat they will do is be the eyes

and ears on the ground to kind of synthesize that

information in a meaningful way. It may in the end, one

woul d hope, be nore efficient and nore representative.

COWM SSI ONER MASSEY: Rich, | think you ask a
very good question. The way | see what we have proposed
here is it's really beyond deference. W cannot say that
t he reconmendati on woul d be dispositive, because we have the
ultimate responsibility under the Federal Power Act to nake
a decision. But | do think that we are granting a neasure
of respect for that process that is well beyond deference.

CHAI RVAN WOOD:  Any ot her questions about the
formati on of the regional state conmttee or anything
related to that that may be useful while we've got Bob and
David up here?

MR DENIS: It's Roberto Denis again. | think it
was nentioned this norning that 1SO here currently in New
Engl and, has identified through the latest -- the regional
transition planning process the need for about $800 million
worth of investnents throughout New Engl and. And perhaps
that is also investnent which is necessary to keep the
mar kets fromstifling and having nore trade happeni ng on the
whol esal e system

And maybe it's a question to David or Bob and
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ultimately to you, the comm ssioners, how long will this
process take? Because if the debate between the states as
to cost allocation is going to take place, it's sonething
that's protracted, and therefore no ultimte decision is
made on expansi on of the system because there is continuing
active di al ogue between st ates.

How do we ensure, as market participants, that
i ndeed t he devel opnent of the transm ssion systemw ||
proceed on a tinmely basis while this debate is taking place,
so that we can continue the monentumthat we have a on this
mar ket ?

MR O CONNOR  Well, it's certainly a good
guestion because we are alert to the fact that this would
create a level, a layer, if you will, of decisionnmaking we
don't now have. And | think that we're mndful of that, so
we would clearly attenpt to institute this mechanism if the
governors authorize it, in a manner that would be -- include
representatives who are highly know edgeabl e about these
i ssues and who are paying close attention to them and who
are interacting with [ SO New Engl and regularly as -- and the
st akehol ders, for that matter, as the process unfolds. So
that we would not envision this being a | engthy, you know,
ki nd of de novo consideration of all the issues from ground
zero. This would be an attenpt -- we would attenpt in every

way to make it a kind of ultimte authorization kind of
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mechani sm

So other than that, | don't think we've yet even
broached t he question of whether there should be tine limts
for it to nake decisions and so forth. W' ve not gotten to
the i ssue of what happens if we're at an inpasse and can't
make a deci sion, what happens then and so forth. There are
a great many issues along these |ines about how this woul d
work that we have yet to really get to. So | don't really
want to suggest to you that we've got answers to that
guestion yet. |I'msure that, | know frommy coll eagues, we
woul d all be very concerned about having any undue del ay.

VOCE: | just want to echo David' s coments.
The section that | spoke to, the interstate transm ssion
sitting authority, that would take tinme because if it were
an interstate conpact, it would require agreenent on the
| egi sl ature, by Congress and so forth and so on. | would
envision that if that process were to go forward, that it
would not at all interfere with any of the projects that are
currently in the pipeline at this tine. Because one
couldn't, one wouldn't want to stop such efforts, and I
woul d certainly argue that point fromny perspective.

VOCE: | just wanted to both add a really strong
note of the value of such a process but al so perhaps a
cautionary comment, that the affirmation of the value -- may

be hel pful if I for a noment take off ny hat as a chairnman



of a state utility regulatory comm ssion and put on ny hat
as the chairman of the state planning comm ssion. Wich is
t hat when we have sonet hing brought to us under Section 248
of Vernmont law, an affirmation by a credible nonindustry
mul tistate body that there is real net value to the system
as a whole, of which we're an inportant part, would aid
greatly in our sitting decisions, it would be relevant, it
woul d be material, it would be helpful. 1t would be the
kind of thing that we | ook to as significant, credible

advi ce) .

The caution is that ascent the change in state
law, it can't be dispositive because it isn't a dispositive
factor under existing state law. And the other caution is
that we do have six governors, five of whomare newy
el ected, many of whom have been coping with many new i ssues,
and | think, some are beginning to grapple with this issue,
and the, you know, reconmmendations that are bei ng put
together are really tremendously val uable for focusing their
m nd and attention on this. But |, at least, ama little
uncertain as to what's going to cone out of the process
after all the pieces are fit into the sausage that we all
know pol i cynmaki ng can be.

Sol gointoit with the hope that we'll not only
-- With an expectation that we'll achieve a body that can

give very legitimate credi bl e advice that really hel ps
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t hi ngs nove forward. And we have perhaps the hope of
getting nore but not an expectation of getting nore, within
the tine franme of at |east the current cycle of projects.
But | may be being unduly cautious, but | at |least feel a
need to flag that question.

What | want to focus it though is the real
affirmati on of the value of FERC s having said that, | guess
it was RTGs, have to have a place to plug in that kind of
state function, if the states want to take advantage of it.
| think it greatly strengthens the overall process they've
put in place.

VO CE: Just a final follow, Roberto's question
in addition to what's been said. You know, we do have, |
think in the context of rehearing the SVMD approval order,
whi ch was, | think Decenber 20th order fromlast year, nmade
sone filings as to specific upgrades that will be needed to
-- kind of in the pre-LOB market that were needed anyway.
Wt hout being too artful about it, grandfathered in effect
t hose under the prior socialized approach. Recogni zing,

t hink, as you and ot hers have pointed out today, that's a
pretty big chunk of dollars. But then in both the original
order and reaffirmed in that order, 70, would like the |ISO
here, and with its stakeholders, to cone forth with a
prospective approach.

So we've got, | think, nailed down an approach

Yo



for the current projects. | don't know everybody woul d
agree with that, but we've nailed down an approach for the
ones that are comng in the pipeline, but we have asked for
what's going to be going on prospectively, that that rate
design, that cost allocation issue be determ ned, if
possi bl e, consensually here in the region, so we don't have
to doit. But we really want the RSC to sol ve that, but,
you know, ultimately we've got to do it because if it's not
an answered question, | think as you point out, Roberto,
then we just stall, we don't get the full infrastructure,
whatever brand, G T or D, that's needed to DR, to nmake it

an effective marketpl ace.

So conmitted to having an answer, | think
there's one place -- |I'mjust renenbering what we voted on
several nonths ago -- there is one in place and we' ve asked
for a prospective -- either a reaffirmation of a socialized

-- socialization or sonme form of divvying up anongst the
benefiting belongs to mlitary regions or sonething to
direct participant funding or in between. But we really do
think in the interest of just what you find out is near and
dear -- and that that needs to be decided and be firm and be
| ocked down that this is howit works in New England from
here until some future tine when we change it, if ever. But
it's not that clear right now | think it is as to existing

projects in the pipeline, but we can discuss that later. |Is
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that fair enough?

CHAI RVAN WOOD:  Any ot her questions for
-- yes, M' anf

M5. WSMILSKI: Liz Wsnulski with -- David and
M chell e Kegan. | had a question about the conmttee.
There is alternatives to transmission in solving our area's
probl ens, generation, |ow response. | was wondering if the
commttee is going to be considering these alternatives in
devel opi ng any policy process and how to consi der
alternatives to handling issues. |If you could speak to that
i ssue.

VO CE: Yes. Yesterday there was a neeting of
t he power planning conmttee of the Governors' Conference
and we also had a joint -- yesterday we had a neeting of the
power planning committee of the Governors' Conference in
which there was also a joint commttee neeting for severa
hours with the environnmental conmttees for the New Engl and
governors which represented six New England states. And we
di scussed that aspect with them They will be providing
sonme gui dance and input, the subject of -- under resource
adequacy, whet her energy conservati on neasures and
renewabl es and things of that nature, would that cone into
consideration of -- on at |east deliberation. Yes, it
woul d, that would certainly be covered under resource

adequacy. So we woul d expect --
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CHAI RVAN WOOD:  Anyone el se on the RSC issue?

Al right. This is just a weird room folks --
you just -- my neck's been hurting for two weeks.

(Laughter.)

CHAI RVAN WOOD: W want to thank you all for
that, and please |let us know if we can hel p support you in
that effort. W appreciate the -- | would say just so the
parties know, the M dwest folks, who we're having a hearing
in a couple of weeks, are pursuing a simlar approach where
you' ve got a unified organization that does both, with the
kind of FERC-rel ated issues |like the ones we put in the
white paper, as well as the state issues like sitting,
multistate sitting and resource adequacy. And | think it
will help themas they're -- to let them know that you al
are really pursuing a simlar approach, and it's great to
hear .

So | think, A that's efficient. And B, that
really puts people -- because these issues are bifurcated
because of the way our |legal systemis set up. But they're
all part of the same seaml ess, inportant industry that we
| ove so dearly, but it's good to have it in the sane
organi zation. | applaud you for taking that approach.

Al right. W're going to shift now, seanl essly,
to our dear friends who chair the state comm ssions. And |

wanted to say that they're here, but so are a |ot of other
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commi ssioners fromall the state agencies, and we want to
just again say thanks to all you all for coming. This is
such a great region. You all -- with the hardest-working
commi ssioners in the country and I hope your custoners and
rat epayers appreci ate you enough. So pl ease know your
brot her and sister regulators do as well.

What we'd like to do -- Gordon, where are you?
Can you cone restart this? Because | think what we'd |ike
to dois followup -- is just take the issues starting, for
t hose of you that have Gordon's handout, we're going to
start with page 9, which is the first of several slides
that go through a handful of issues that he identified.

What we'd like to do is I'd like to ask our

commi ssioners up here from NECPUC states to kind of weigh in

with their thoughts, and we'll just try to noderate your
conversation, and ask Bill and Nora if they' ve got any
issues to weigh in as well. And we'll go through this stuff

-- | think what 1'd Iike to do and keep this as fornmal as we
can, but at the end of the day we're going to decide kind of

who's going to do what, to kind of get these wapped up.

mean, that's really the -- and certainly make sure that
we've got the correct list of issues. | think that's always
the right first question to ask -- is that it?

kay. The first one is really one that we've got

to get sonme weigh-in on, and | don't knowif we're going to
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be able to do that today. This was page 9, issue one under

i ndependence of governance was RTOor I1SO | think the

answer -- we'd like to nmake sure that fromthe Conm ssion's

side we give you all here in New Engl and a good feedback

before you file as to RTO or, what was the word, conplaint,

what was the other good word? Confirmng, 1SO And we'll

land with you all on that and help communicate that to -- so
as to the first issue, we'll kind of -- if there's any
f eedback on that now, that's great, | would love it, but do

know we' ve got the big independence issue right now.

So Steve, if you want to take the first one or
t he second one or both.

MR DIAMOND: |'mprepared to tal k about
i ndependence, if that's --

CHAI RVAN WOOD: Great. Let nme hop into this
slide nunber 10 of Gordon's handout, which is issue nunber
two, independence. Under Gordon's handout, it said next
steps are to develop state POLAR agreenent and finalize the
TOA, new agreenments will restructure governnents consi stent
wi th FERC s i ndependence requirenments. | think we probably
heard a | ot about this in the norning, you know, fromthe
mar ket participants, and | think it would be hel pful to hear
commi ssi oner feedback, and I know, Steve, you've been kind
of | eader on this, so junp right in.

MR. DI AMOND: Yeah, | appreciate that. Let ne



say |'"'mfrom Maine, I'mnot a conm ssion chair. Tom Wl ch
is the chair of the bank comm ssion on which the conmttee
is having its annual lunch today. As a former prom nent
Boston statesnman once said, all politics are awful, and Tom
has said that's the way it should be -- conmttee in My,
but I know what |'m about to say he agrees with, as do ny
col | eagues up here.

| also want to join others in really wel com ng

t he FERC comm ssioners for comng. | think their attendance

here really shows their commtnment to naking this work in a
fair and open fashion, and | think that's inportant to us.

Just one ot her quick preface. For those of you
who may have noticed that the NECPUC conm ssioners were
m ssing during lunch, 1 don't want people to read anything
nefarious or antisocial into any of that. A $45 lunch is
not consistent with nost of our current state budgets, and
there was a proposal to have NECPUC pick up the cost of our
[ unch, but unfortunately Mine and Connecticut coul dn't
agree on how to allocate the cost.

(Laughter.)

MR. DIAMOND: So we had to go around the corner
for our |unch.

| have been asked to speak about governance.
actually came with no notes, so | will say speaking about

governance rem nds ne of a saying | |earned when | worked
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briefly in Washington -- which was the only thing | |earned
when | worked in Washington -- which is that it's not over
when everything has been said, it's over when everyone has
said it. Wwen it comes to ne speaki ng about governance,
it's over when everyone has said it at |east a dozen tines.

6

But that may reflect how inportant this issue is
and how difficult it has been to conme to grips with this.
Because so nuch enphasis was put on the issue this norning,
let me just briefly -- and I think I can say in one sentence
what the NECPUC decision is. W've held this position al
along, and if we ever build a building it will be in the
cornerstone of our building. And that is our viewis that
those with a financial interest in the outcone should not
formul ate the market rules nor select those who do. | nean,
it's a conplicated issue, but for us it boils down to a very
sinpl e principle when you get down to it.

That's both for the substantive reasons in terns
of how we believe the market should be operating, but it's
al so for appearance reasons. And when we have the day when
things go terribly wong and the inpact is on ratepayers, we
want to be able to point to a process that's disinterested,
and that -- say that what got us to this process, and
regardl ess of what the outconme is, were decisions by people

who were sworn or otherw se obliged to do the public
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interest. And | think that that is critical from our
per specti ve.

| think Dan Alibretti keyed the issue -- unlike
Brian, who said he doesn't like to speak after Dan -- | like
to speak after Dan, because | think Dan keys the issues up
beautifully, it's his clothes that he screws up

(Laughter.)

MR DIAMOND: That is it is about having a
fiduciary duty. | agree with him 1000% that the |ISO board
has the fiduciary duty. | think that -- and M chael has
been really our | ead spokesperson on trying to actually get
that witten into sonme of the governing docunents. CQur
vi ew, however, is that the fiduciary duty is really to the
public interest, that the market participants -- as nuch as
sone, |like Don Sipe, have worked to try to broaden who the
mar ket participants are, the reality is that the genera
public is still, if you will, under represented really in
the process and has to ook to the SO board to protect its
interests and to FERC. And because that's really to whom
it's answerable, it's critical that we structure the board
in that fashion. And so | agree with Dan that there's a
fiduciary duty, | just think that he defines it too
narrow vy.

Now | understand and we understand t hat

accountability is the other side of this issue. Even though
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|"mtenpted to say to Dan's argunent over what a great |SO
board we have -- to ask Dan the question of why he doesn't
want to accept their proposal for selecting a perpetuating
| SO board and why he doesn't trust themto fill vacancies --

| won't raise that question here today --

(Laughter.)

MR DIAMOND: -- but it is one that did occur to
me during his renmarks.

But accountability is a real issue, and we
acknow edge that. Qur answer really comes down to FERC
That basically the way we perceive it if there are serious
problenms -- and first of all, we think that the 1SO -- we
agree with Dan's premse that it really is a terrific board,
by and | ar ge.

But we -- should there be probl ens, should there
be difficulties going forward, our viewis one |ooks to FERC
to really solve those problens. And what we need in this
regi on, whether we are market participants, whether we are
state regul ators or anyone else, is basically the ability to
conplain to FERC and to nmake sure that FERC is attentive and
has the power to take remedial action if it comes down to
t hat .

It's the same position we think should govern
with respect to the external nmonitor. |'mhappy to go into

that, but | nmay be straying a little bit too far. But



basically we have proposed, just in a nutshell, that the
external nonitor be under the joint control of the |ISO board
and FERC and perhaps its office of market oversight.
Specifically so as to build in this protection that if, for
sonme reason, there's a fear of corrupting the externa
monitor, FERC will have the authority to basically nake sure
the nonitor is not renoved, to make sure, unjustly, to make
sure the salary isn't dimnished or any of the other
concerns that have been raised. And so we really think the
guestion comes down to FERC because it, ultimately really as
the representative of the public interest at the federal

| evel, should be where we all look if there really are
serious problens with the 1 SO board. But we don't have to
conprom se the principle of independence in order to make
sure that there is accountability both by the board and by
the external nmonitor. | think that basically really
captures our view on the defense issue.

Let nme just nmake a few ot her quick points and
then I'Il turnit over to others. One is, while we were not
totally happy with the proposal that was advanced during the
RGO formation for the |arger RGO by the board, we think it
probably is as good a conprom se as one will fornulate, and
we indicated to the | SO board that there were certain things
we would change if it were ours to design totally. But we

were willing to accept that and we really do urge that as
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sort of a conprom se that we woul d hope everyone ultimately
in getting this issue closed could agree to.

The second point | would like to make is | do
think that Don Sipe has put forth, along with others, what |
think is a creative way to deal with at | east one part of
this conundrum And where | am synpathetic to the viewis
t he concern that when an issue gets to FERC -- because
particularly since we hold FERC out as really where the
ultimate public interest and fair resolution will be nade --

that when the issue gets to FERC, FERC should be totally
capabl e of considering all viable alternatives.

And | do agree with the concern that if the
mar ket participants don't have 205 filing rights and the |SO
makes the filing and the market participants, by sone
significant majority as has been proposed really feel it's

m sgui ded and that there's a better alternative, that the

mar ket partici pants under those circunstances -- and | would
hope under some circunstances the states, as well, but |
won't throw that into the mx right now -- woul d have the

ability to have an alternative put before FERC and FERC
woul d have the power to choose the best alternative, that
you woul dn't have to prove that it's unjust or unreasonabl e
under those circunstances.

| think it's one way to continue to have an

i ndependent entity running the system but to make sure that



if the oversight body that we look to at that entity for
sonme reason fails in carrying out its responsibilities, that
t hat oversi ght body, being the FERC, can step in with the
right answer. And so | really would -- you know, John has
spent a lot of time explaining it to us in Miine and |
really think it's a proposal that really has the makings of
a good mddle ground on the market rulings. So | think if
it doesn't conprom se i ndependence but it neans there's a
real neani ngful renedy when there is a serious difference of
opi ni on between | SO and sone significant percentage of the
mar ket participants. So | go in by way of trying to put
forth -- having stated our principle -- sort of practical
sol utions.

| think the conprom se that the |1SO board cane up
wi th on board selection, while not perfect for us, is really
wor kabl e, and | think that the conprom se that Don is
suggesting by way of dealing with the market rules and -- |
al so would agree with the rest of Don's proposal, which is
that there be a well-defined orderly process for input that
has to be foll owed before any nonenergency filing could be
made. But in addition to that, | think the second | eg of
his proposal -- which is to say we get a junp before FERC if
the market participants by sonme significant nunber disagree
with the 1SO board -- really is the way to make sure that

process i s meani ngful.
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So | appreciate those of you who' ve heard nme say

this the previous five times -- this is, | guess, ny half a
dozen -- but, you know, | respect the people who |I disagree
with over the years on these issues. | think NECPUC has

been open to the kind of conprom se suggestions that |'ve
menti oned here today and | hope we can bring it to a
resolution. So | thank you.

CHAI RVAN WOOD:  Any ot her thoughts on that from -

MR. DOMNNES: Well, independence is a good topic
here in Boston, it's the cradl e of independence,
not wi t hst andi ng our cl ai ns.

(Laughter.)

MR. DOMNES: Sorry, but if team-- didn't notice,
| don't see where it matters.

(Laughter.)

VO CE: Oh, god knows.

(Laughter.)

MR DOMNES: This is the tinme to get -- we have
time here in the roomto get this right in terns of
i ndependence and market structure and oversight. And really
| think what we need to focus on here is the evol ution of
t he market oversight nodel here in New England. And sorry
to pile it on Dan, but you drew first bl ood.

The argunent is that the past system was
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sufficient, therefore, there's no need to inprove it or get
better as we go forward. That's rarely a good argunent

agai nst evol uti on.

VWhat we're noving fromis we're noving froma
structure in which the | SO was an agent of NEPOOL. Under
that structure, it was appropriate for NEPOOL to have a say
in market rules and in board selection or the stakehol ders
to have the role that they had before. And in fact they did
a very good job and if they want to hear us say the grateful
nation thanks you for your service, the grateful nation
t hanks you for your service, but it's tinme to nove on from
this.

The new nodel that we're noving to, that we're
evolving to is an inproved one, one in which they're an
enhanced i nstrunment of the nmarket oversight or the 1SO And
to be consistent with that nodel, that structure that we're
nmovi ng towards, we need a structure for nmarket rules and
board selection that is consistent with that nodel. You
don't want to retain the -- NEPOOL features as we nove
forward into the new world, not just for the substantive
reasons but also for the perception reasons that Steve
mentioned and did it very eloquently.

And | agree that there is sone acconmpdation to
be made on this to give a nmeaningful role, and even a well -

defined advisory role for market participants on both nmarket



rul es and on board selection. And Steve nentioned a couple
of creative solutions and we woul d be open to nore creative
solutions other than just -- this is the way we did it in
the past and that's the way we can continue doing it in the
forward

And | would just add one addendum onto Steve's
rule that everything' s been said when everybody has said it.
And that is everything' s been said really when the FERC has
saidit. And | want to point out and this is inportant,
that the FERC has said this once before, that NEPOOL needs
to evolve into an advisory role. And they said this in the
context of the original RGO filing that was made a coupl e of
years ago in 2001, when they sacrificed what | think was a
really good RO filing on the altar of footprint -- and Pat
said to be candid, so I'mgoing to be candid on that, |
think that was a m stake to -- that was a real good filing
and it's really a shane that we |lost it because of footprint
concerns that were then also |eft by the wayside.

But a very inportant statenent in that original
order by the FERC rejecting the RGO filing was the statenent
that they agreed with the New Engl and regul ators that NEPOOL
needed to nove to an advisory structure. And as |ong as
that' s happening, then the question is how do we get there
best and how do we get there nost creatively.

CHAI RMVAN WOOD: C early that's a core issue, the
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i ssue of New England's Cctober filing. | guess | want to
ascertain fromyou all and from Roberto, probably -- sonmeone
el se --

MR. VAN VEILE: "Il try it.

CHAI RVAN WOOD:  Ch, good.

There are clearly -- elenents for a nunber of
different reasons and two that conme to mnd -- the
Commi ssion from|1SO and TIM There are different shades of
this i ndependence flag that pass nmuster with us, and | think
fundamentally do the job. You could do one here that -- the
FERC m ght do one that's like the others, and | think,
again, | don't know that |'d say agnostic because it is the
core issue. Once there's independence, everything that
emanates fromthat is supportive of a good market direction
that | think we all want.

Is this in the right formor are we kind of at a
standstill now? Can we or soneone from our agency provide
sonme nedi ation service for this that can, either -- again,
there's so many different noving parts here | think there's
an optim zation that you could probably reach that nay not
have been hit yet.

But | heard sonme of the things that John
menti oned at the end of the |last panel that Steve you
responded to, that | haven't heard from|SO Staff when | net

with the board nenbers when they were here last tine that



seemto be, you know, sort of

tug-of-war, kind of a multilevel pull. And if we could just
pull the, you know, the ball right through the m ddle of the
court you could get a win for everybody.

| don't sense that we're there yet. Cctober
conmes pretty quick; that's four nonths away. | think the
pl an was to have docunents up here to review by August. And
this woul d enconpass this relationship as well, right?

VO CE: Right.

CHAl RVAN WOCD: | don't know. | see -- and | --

VO CE: You're -- Dave.

VO CE: At the risk of saying, what we were
hopi ng today was to hear from FERC as to what its position
is on the governance issue.

CHAl RVAN WOOD: Wl |, here's one-third of FERC
and the other ten were here as well. W did say two years
ago that we wanted to see the relationship nove to where the
st akehol ders' conmittee is advisory to the decisions. W
were pretty open after that as to what type of roles or

speed bunps junp-balls, | don't know what the other two-word

phrases there were -- but that could be put in there that
gi ve accountability and I think -- | don't want to call it
confort, but that's kind of where -- | nean, you all are

kind of the front of the pack here in the country, and what

got you here is a bifurcated systemthat we acknow edge is
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not optimal, but you are froma pack, so | don't want to
kind of denigrate this, that that's what got New England to
where they are today. You have to have sone nerging to
this, clearly. But we also know that as we evolve we've got
to ook to sonmething that may be a little bit different.

So, that having been said, the tug-of-war on the
detail between where the 205 rights go, how the board is
pi cked, how the board is eval uated, how the board is
renewed, how the board and the advisory function interact,
what role will the state commi ssioners have in nore input in
advisory to the substantive market rules. And you nentioned
the noving parts that | think would be good in every part of
the country, and | can see probably at |east half a dozen
pernmutations of that, that at |east fromny perspective,
woul d satisfy the independence from governnent requirenents.
So that's not a very specific answer but | certainly didn't
want to come up here and shove it down your throat, so |
could do one --

(Laughter.)

CHAI RVAN WOOD:  -- | nean, | was born on the 4th
of July. [I've got an independence thing here somewhere.
But, | don't know, Nora and Bill, thoughts?

COWMM SSI ONER BROANELL: Well, | probably fee

nore strongly and have been noi sier about the independence

i ssue than others and I'mnot quite so agnostic, | confess.
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| think the issue of stakeholders having a role -- because
it is largely their businesses and their customers who are
being served -- is inportant, but has to be very clearly
defined. | do not like self-perpetuating boards. | think
we should | ook at the | essons that we have | earned
t hroughout the American marketplace in the |ast year, and
recogni ze quite clearly what role boards play or do not play
in fulfilling their fiduciary nunbers and responsibilities.
We might, as | suggested before, |ook at some of the
government's rul es that have been proposed by the New York
St ock Exchange, which sadly it turns out not follow ng
t hensel ves, so that's a little bit of a problem

| put forth a couple of tines the idea of an RGO
report card whereby a judge would set a criteria -- limted,
| mght add -- you don't need to do the regulatory let's
have a netric systemthat includes 400 neasurenents. Eight
to ten measurenments by which an RGO and, therefore, by
association its boards and its managenent are eval uated each
year. It's a public docunent. It's done in such a way that
peopl e can understand it. | think that is all the sum
nmeasure of certainty that whether we are here or not, that
there is going to be a clear understanding of what's
expected in the marketpl ace and how t he mar ket pl ace i s goi ng
to be evaluated. | think it also prevents, as often

happens, and |I'm not suggesting it has, but it nakes nore
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difficult co-option of the board by a nanagenent team as we
saw in the corporate world this year.

So | think there's some structural constructural
i ssues we can deal with. | think there are performance
i ssues we can deal with, and while we certainly have | earned
in loud and clarion ternms that each region is different, |
don't know why we have to get real fancy here. | think this
is sone pretty straightforward organi zati onal and rul es
i ssues that can be dealt with. And | think if you have too
many variations on the theme, you end up not being able to
effectively neasure or oversee the governance of an
organi zati on and the perfornmance of an organi zation.

So while I think we can be flexible and open and
creative and all that kind of stuff, | think that there are
ot her places where that is nore needed than it is in the
area of governance.

COWM SSI ONER VASSEY: Wl |, Steve, D ane said
that the fiduciary obligations is to the public interest and
not to any particular segnent. And | think that is
ultimately where | will come out on this inportant question
of governance. What | believe is that on a day-to-day
basi s, the governing board should base its decisionnmaki ng on
its fiduciary obligation to the public and FERC.

Now I think that in New England, you know, having

| ooked a what M SO has done and what PJM has done with
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respect to the selection process of the board and ot her
board features, and perhaps conme up w th sonething that
meets your own needs but that takes what has been done

el sewhere and that has been, you know, approved as an

i ndependent board and relies on that substantially. That
doesn't nean that you have to choose precisely the sane
approach but | do think it's inportant to | ook at what

t hey' ve done.

But fundanentally | think where | will come out
on this is | need to have confidence that on a day-to-day
basis that the board directors can function independently of
the particular segnment of the industry.

VOCE: First, | wanted to say | guess | took a
certain confort fromnost of what | heard, although
obviously it's not quite as definitive as you mght need to
actually resolve things. | do want to stress a few extra
points, but | want to put themin the contest of agreeing
totally with what Steve and Paul said. So if you hear in
what | say any difference.

But I want to focus on the functions that an RGO
or an 1SO has to perform And there are four | want to
note. And one of themis the dispatch function, the
operational issue on a
day-to-day basis. Another one that seens essentially

different but we've found that in practice it's inextricably
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intertwi ned, are the market rules and the operation of
changes to the rules, interpretation of the rules,
application of the rules, predictions about the rules and
eval uation of the rules. There's two others, system

pl anni ng, and there's resource backup if nobody el se
provides it. They're really essential.

So | want to conme back, first and forenost, to
the market rules. As to that function, the 1SOis
essentially carrying out its del egated function from FERC,
which really has the primary responsibility to either adjust
at a reasonable rate through -- service, or to have just and
reasonabl e rates through effectively functioning nmarkets.

And if you're relying -- | nmean you, FERC, are
relying on the 1SCs to have just and reasonable rates
t hrough effectively functioning nmarkets, we need to be sure
that those rates are interpreted to neet the general
public's needs, not just the needs of active participants,
and having that concept in a set of articles of
i ncorporation that each board nmenber actually affirmatively
says that they will honor when they becone a nenber of a

board. Having that as the step that is the starting point

of the scorecard that Nora -- that you eval uate them agai nst
matters -- having themas criteria for who deci des how you
get their attention matters. It may even matter nore if you

t hi nk about retention of the original boards.
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And in each case, the role of the market
partici pants shoul d be advi sory, consultative, expert, but
it should not be dispositive. And there is, we think, a
pretty gray line there, and there's a |lot of noving parts,
there are a | ot of spectrum pieces, but | don't think that
medi ati on alone is going to nove us forward that gray line.
| think at sone point you just have to draw the |ine and
stand by it.

There are plenty of roons for -- 205, to | ook at
the spectrum which 1-N did, the revenue requirenents of the
provi ders and owners of the transm ssion. At the other end
of the spectrumis market rules, and you can give the
revenue requirenments to the people that own the hardware and
you can give the market rules to the SO You probably want
sone fuzzy line to the great design, which is somewhere in
the mddle of that section. But if you ve had the ideals at
bot h ends, you'd probably get a pretty consistent
separation, and decide the hard cases in the m ddle.

You can draw sone lessons -- | think there are
sone very real lessons for us -- the Wall Street settl enent
two weeks ago -- but the lesson | drawin part is that self-
regul ati ng organi zati ons have real weaknesses. It isn't
just that corporate boards have the weaknesses, but it is at
t he Exchange has weaknesses. There are problens wth having

t he peopl e who have the stakes there, the financial stake in



a result of the rules, deciding who nakes the rules. And
you just don't want that.

So that while there's plenty of w ggle room about
the specific details of how the board nmenbers, what their
terms are, and we think, frankly, the |atest proposal
strikes a reasonabl e bal ance, if not a perfect one.

On the core issue that the people who play in the
mar ket s shoul d not pick the people who manage t he markets,
we really have, | think, a pretty bright line test that we
want you to support.

MR DIAMOND: | just want to respond to a couple
of Nora's comments and maybe it's 11-1/2 years as a
Securities regulator that conpels ne to do it, but |I don't
think the corporate board anal ogy works for a coupl e of
reasons. And | think you're right to be worried about them
bei ng captive of managenent as corporate boards coul d be.

But that doesn't work for two reasons: one is
because your anal ogy assunes that the market participants
are the sharehol ders, and our view is that the general
public is the shareholders. And that there can be a
conflict between a |lot of the market participants and the
general public, and to nake the nmarket participants those
able to then, if you will, enforce accountability is taking
only arelatively -- potentially relatively mnor segnent

and | eaving out the others.
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The second is a corporate board does not work
under the aegis of a Federal regulatory agency, in this
case, to Mchael's point. As we see the board, the ISOis
ultimately your agent at the regional |level. Hopefully a
good enough agent that you don't have to be very active at
the regional level, but with you being really there to
enforce the accountability, if problenms exist, so | don't
really think that it works there. Looking at the New York
St ock Exchange nodel -- actually the nore instructive one
m ght be the NASD nodel. [If you | ook at what happened with
the NASD, it had a board selected by its nenbers. The NASD
had sone terrible scandals. Warren Rudman, who was a
di stingui shed senator from one of our neighboring states
here, was appointed to chair a comm ssion to |look into the
NASD situation. The result of that was to actually
bi furcate the NASD into two entities with two separate
boards: a regulatory board, which was separate from nenber
control; and then the business board, which was under nenber
control. And what their experience was that, for the
protecting the public type role of the Board, that you
real ly needed the separation.
So | think if you | ook hard at the
corporate/ Securities analogy, it actually does not mlitate
in favor of having the stakehol ders actually have

deci sionmaking roles in the process. It mlitate in favor
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of themhaving all the input in the world, and a well -
defined and well-structured input, but ultimtely not giving
themcontrol. As the Securities markets have found out,
public confidence is also a critical elenent in how you
structure that.

VOCE: You all mght want to wite this down,
because |I' m about to announce that Steve Di anond and |
actually share a position on sonmething. But at the end of
the day, | really kind want to come at this a slightly
different way. A little bit earlier Chairman Wod said Cee,
you know, maybe there's a role here that we can play, and |
woul d respectful ly suggest that's a great idea.

My perception of the situation is kind of as
follows. As Steve, who led this off, indicated while we all
stand rock hard on the basic principles here, I think we all
also are nore than willing to listen to a variety of
different solutions. And it seens to ne that there are a
nunber of conprom ses that may, in fact, be possible wthout
conprom sing on the basic underlying principles.

| would commend to you the effort that was run by
our good friend and col | eague Steve Wiitley and the fine
peopl e over at |1SO who reached into that horrible issue that
we aren't going to discuss today, and ran a nunber of
wor kshops for the express purpose of bringing the various

parties together for the exchange of ideas, which, not
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surprisingly, resulted in narrow ng those down considerably.
And | respectfully suggest that it is unlikely that we are
ever going to get unanimty on this. W wll undoubtedly
have outliers on both ends of the spectrum if you'd like to
|l ook at it that way.

But | also happen to think that there is a very
| arge potential group in the center who could, | think with
alittle -- with a very small amount of effort, could cone
to a series of understandings that would resolve the issue.

Finally, by the way, to ny friend Bob Keating, we
are in nmerger negotiations with Rhode Island, but so far
haven't been successful.

(Laughter.)

VO CE: That's just because you want Long I sl and
back, though.

(Laughter.)

VO CE:  Yes.

CHAI RVAN WOOD: There's Nancy. Hey, Nancy, |
hadn't seen you there. Wl cone.

M5. HARNICK: |'m not speaking on behal f of
NEPCO. | don't know that what |'mabout to say is
i nconsistent with the position we've taken all along. But |
just guess what | want to do is highlight an issue that,
al t hough I have been having to go in and out of the room

sonme this session and may have m ssed, but | have not heard



di scussed very frequently or in as nuch depth as sone of

t hese questions, and one that | think, particularly as we
nove deci sionmaking focus to the 1SO and if we use the node
of the 1SO del ege of FERC, the agent of FERC, will becone
nore and nore promnent. Actually, there are two parts to
it. One is what is the process of the 1SO made its
decisions. And | think part of the stakehol der process that
was proposed by the ECG and | believe that said warm and
fuzzy things about.

| think part -- | inmagine part of this focus is
to ensure that it won't be an ivory tower decision nmade by
people with no accountability, so that if -- they' re not
about to get run out of town on a rail if they do sonething
bone- headed. And so there's this whole process just froma
techni cal point of view of putting information in.

But then | think you get to the other question of
the legitinmacy of the decisions and deci sions nmade behind
cl osed doors by people that you have no control over are
easier to attack for being illegitimte or nade by people
who don't know what they're tal king about. So where will
the 1SO get its legitimacy? |If they're the agent of FERC
they get it fromyou. And then that |leads ne to nmy second
point, which is -- and, again, |I'm speaking for myself --
you guys have got to make a | ot nore decisions, not just be

going to kick and scream about the big bad FERC fromthe
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federal government com ng down and taking away our hard-won
states rights. If you leave us in linbo, it could be worse,
because then who do we fight against, for one thing, if we
don't |ike the decision.

(Laughter.)

M5. HARNI CK: But seriously, there are sone
i ssues that nolder and fester if sonmebody doesn't make a
decision. And that sonmebody is going to have to be you
guys.

Sonme of the things which -- thank God, we don't
have sone of the problens that sone of the other regions
have, which are storage problens and so forth. But those
are actually sonme trenendously inportant -- in any regions.
Qurs are not as big in nmagnitude as the West, but the ones
we' ve got have got to be dealt with. And as we cone out of
t he shakedown cruise for SMD, there are going to be a budget
and review board, and there will be nore and nore issues
that you' ve -- we've danped down for a while now but they're
goi ng to come back.

| can think of things like cost allocation and
sone of the planning questions, you guys have got to cone
out there with a position at |east to shoot against or
what's our best alternative to a negotiated agreenent.
Because if you don't, we may, in effect, get |inmbo which

drags on for a long tinme, plus which we don't have anybody
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to complain to if we don't Iike the decisions, and we really
need that, because that's the denocratic way, you know. And

we can then hold your feet to the fire if we don't |ike what
your decision is. At |east sonebody is taking

responsi bility of making a decision, however pal atable.

If we go down this path towards an i ndependent
board, you really will have to step up and insist that they
t ake opi nions before they nake a decision. And you have to
step up and be willing to pull the trigger on sonme of these
di spute, and get your hands dirty and all that. Oherw se,
| think it will coll apse.

COWM SSI ONER BROANELL: Nancy, thank you. | know
t here have been tough days | ately, where we wondered what
our purpose in life is, and to be the guy you go to and yell
at is probably as useful as anything.

(Laughter.)

CHAI RVAN WOOD: | would just -- | thought that
Bill had sonething to say -- that that is one of the regions
we'd actually like a vibrant independent board, active
st akehol der rel ationshi p, however that can be defined, at
what |evel of detail. But by and | arge, those are going to
be the sane people who cone back and file a protest with us
when the 1SOfiles them So I'd like to know that their
concerns got better and thought-through and bal anced the

first time so that we don't have to do that de novo and be
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ivory tower.

Because we were dealing with an issue yesterday
from New York and | thought God, it would have been nice if
they sat down and tal ked through all this with the
st akehol ders, just like we're doing for how you're going to
deci de your market today before the old ex parte curtain
drops down and we can't do anything but, you know, read
snoke signals through your |awer's briefs. And that's not
-- that's not an effective way to do our job, but it's the
way that the lawis set up. So our preference is that there
is alot of that consultation going on before, where
everybody can get vetted back and forth and where people
kind of have to be at least listened to, | think | was
heari ng John say that earlier. You know, we want to be
listened to and we want you to be listened to, too, because
| don't want to have to listen to you the second tine
because they didn't listen to you the first tinme.

(Laughter.)

CHAI RVAN WOOD: | nean, that's the cop-out answer
but it's the true one because we live in that way.

Bill.

COWMM SSI ONER MASSEY: Now |I'mjust sitting here
t hi nki ng, when | go back to Washi ngton, what can | do and
what can the Conmi ssion do that will help resolve this

guestion. Have our pronouncenents up until this point been



cl ear enough to provide the kind of guidance so that New
Engl and can resolve this itself and make a good filing
that's likely to be approved by the Comm ssion with respect
to the i ndependence issue, or do you need nore from us?

And certainly what's been said fromthe table
today may be hel pful, but not -- at |east what Nora said and
|"ve said and Pat said -- it's probably not dispositive of
this issue of what do you need to file in terns of
i ndependence, how pure do you have to be to pass nuster.

So ny question is what do you need, what

addi ti onal gui dance do you need from FERC on this point?

And when?

CHAI RMAN WOOD: This is an open question to --
Ben?

MR BILUS: | would offer a suggestion. Mich as
| would | ove to answer Paul and Steve tit for tat, | have ny

shot and they have theirs. Fol ks who know ne at NEPOOL know
that I have a tendency to focus on process. And | think
it's actually been very instructive to sit here and listen
the last half hour or so, because we've been having

di scussions in the governance working group between the I SO
and the NEPOOL participants about sone structures that m ght
be useful in nmoving this forward, and we certainly had staff
representation from NECPUC t here.

There are two things that we need to cone to
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grips with very quickly. One is the Section 205 rights --
and | think it's very encouraging to hear Steve Di anond
saying that he thinks that the I ECG proposal that Don Sipe
put forward is a useful construct and one that the NECPUC
m ght get confortable with. | think it's getting the sane
recepti on anong the NEPOOL participants. And so | think
that m ght be viable mddle ground on that issue where we
coul d perhaps cone to closure.

On the issue of board election, | think there are
al so mddl e grounds. There have been at | east sone
di scussions within our group about a proposed nom nating
commttee made up of both participants and board nenbers.
It will produce a single slate to be voted up or down by the
participants and then ratified by the board, so that there
are, again, inportant roles for both the board and the
participants in that process.

VWhat | think is inportant, though, is that,
nunber one, if we're going to find that m ddl e ground
bet ween where NECPUC i s and where the participants are.
think we both have to be willing to conme together and | ook
for that. And a nessage fromthe Conm ssion that you'd
better find that m ddle ground or we're going to find it for
you and no one is going to like it mght be a hel pful
nessage.

The other thing I think would be tremendously



hel pful is it is very difficult and | think puts NECPUC
staff in a very awkward position to try and negotiate on
behal f of six individual conm ssions in a roonful of
participants. And we could actually get sonme -- and | know
their tinme is precious and scarce, but if we could actually
get -- sit down directly with sone of the comm ssioners as
we are today and really try to negotiate to find that m ddle
ground within alimted tinme franme and perhaps even with
sonme oversight fromFERC Staff, I'"moptimstic that we m ght
be able to find that m ddl e ground.

If the exercise is each side trying to convert
the other to its religion, | think it's going to be
hopel ess. But | think -- my sense of the NEPOOL
participants is that they're willing to find that m ddle
ground. And | would put the question directly to NECPUC.
Wul d you like to engage directly with us and see if we can,
in fact, find that mddle ground within a tine frame -- the
Comm ssion hel ps us to find?

MR. DIAMOND: Let ne say, yes, the answer to your
guestion is yes. But | - you know, I don't want to squabbl e
over the past, but | think we've devoted a lot of tine in
the past to try to find the m ddle ground on a variety of
i ssues.

To be very - | think one of the problens we've

had is that the market participants have not been in
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agreenent, and we've had sone issues where we've gone in -
the market nonitoring one is a good one - where Roberto and
| spent a lot of tinme ahead of tine setting it up. W spent
a lot of time in negotiations. Sone of the participants
agreed with us -- in fact, | think a significant nunber
agreed with us, but there were some who genui nely di sagreed.
And NEPOOL, well, we can't get agreenent anong ourselves and
that's it. So it facilitates it for us, quite candidly, as
far as NEPOOL can sort of get internally, you know -- and
then sit down with us, that may be hel pful

One of the problenms is we sonetines have a bit of
a feeling that different sides may use us for their own
purposes. | know that's shocking to hear but. And so it
becones a little bit awkward for us.

So the answer is that we have spent a huge anount
on these issues, so, | nean, if there's a process that would
require the investnent, and I nean at the Conm ssion |evel,
of you know a nodest amount of additional time, | nean, it
is investnent well spent at this point, if you could do it.
But | think it's got to get pretty structured and pretty
focused to really nmake it have sonme prom se.

COWM SSI ONER MASSEY: | think | would like to add
one comrent. There's an inherent issue that we're conscious
of inthe role that we're judges all the tine. But you

always like the parties to agree and then it's easier to say



yes. But sonetinmes the reason they cone to a dispute
resol ution agency is they have a dispute that needs to be
resolved. And at sone point, as we heard before, the
antici pation of what the decision would be matters as nuch
as just hoping people will agree.

There's sone val ue sonetinmes in the right answer,
not just a consensus. All the consensus in the world it
seens to nme standing on the beach what's going to happen if,
you know, trying to figure out where the tide is going to
roll back as much as one group is able to neet a tinetable.
We don't want to be in a process in which we just keep
talking until both sides run out of steam There are nore
peopl e who can go and are paid to cone to those neetings on
one side and not the other. FERC ultinmately has to be abl e,
| think, to say there is a break line that will be enforced.
W think that line is the |ine between a process to channel
it and a dispositive role. And | think that, although we
can talk at | ength about ways of having to trust this
honored input of this participant, ultimately there has to
be an end point at which you just don't say what is mne is
mne, it's done, and now let's renegotiate. At sonme point,
there is a break line and you - we have to suspend it, not
just go on and on until it is eventually reached.

There are issues |ike -

MR. BERRY: Pat, | have sonet hing.
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CHAI RVAN WOOD:  Yes. The president of the board.

MR. BERRY: |'ve been sitting here listening to
you all talk about ne -

(Laughter.)

MR. BERRY: -- and you've said sone nice things -

(Laughter.)

MR. BERRY: First of all, the New Engl and board
is the best board |I've ever served on. | have served on
about 12 corporate boards, all of whomwere self-
perpetuating. All. And out of that, 24 boards, all of
whi ch were sel f-perpetuating. This board is better than any
of them and I'mproud to be associated with this. But it -
- before it ever -- was subjected to election by the
partici pant commttee for 33 years, you would not have the

quality, the details. And whatever conpromn ses had been

tossed around -- Steve mentioned one that he had worked on.
Sonme of them were sonme new i deas, and | certainly wll
recommend. | think the reason he won't go all the way, as |

-- and | certainly would take the position, as we just

poi nted out, we can only conprom se so far. W think that
filing unknown conplications that we have and we feel we are
accountable to FERC. If we can't do our job, then we're not
goi ng to conprom se our way.

| believe we can nake a good filing, one that
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woul d be -- accommpdate a | ot of theses interests, but
probably not all of them | think -- |'mnot sure your
FERC is instructed -- | think the idea of a report card is

good. We prepare a report card on ourselves each year, just
a few confidential itenms, and we coul d probably share that
wi th everybody, so we don't find these neasures --

(Laughter.)

CHAl RMVAN WOOD: Do you -

MR. NUGENT: Thank you, M. Chairman. |'mBill
Nugent; |I'ma Commr ssioner in Maine. First of all, the
participation of the stakeholders is absolutely critical,
and we have to understand the fact that that we're out
there, kind of, we've had a close working relationship with
themover tinme and it's been very productive. | think this
board has done an outstanding job, and | understand the
Chai rman' s suggestion that there nmay be nodel s throughout
the country that we m ght be nediating -- quote, unquote -
t hat woul d be useful for governing incentive prograns, but |
think it's only for governing the enterprises that it's
currently as good as it is. | think the discussion this
af ternoon has touched on i ndependence and it's al so touched
on regional state commttees. The regional state conmttee
di scussi on exists because we had divided jurisdiction in
this area. If we're to start to work on those teans, |

t hink you have to establish a nuch hei ghtened | evel of
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confidence across the entire body politic, anong the 17
mllion people who are not here. And that requires, it
seens to me, a higher level of attention to the governance
i ssue as ny col |l eagues here have pointed out.

CHAI RVAN WOOD: Wbul d anyone el se in the audi ence
like to contribute before we go into the next --

MR DENIS: May |?

CHAI RVAN WOCD:  Robert o.

MR. DENIS: Yeah, before we nove on, | just
wanted to bring perhaps sone closure and not |eave this bal
up in the air. | want to pick up on sonme of Dan's conments
and then sonme of the response by Steve.

Steve is correct; we did take this on | ast year
when we were tal king about -- we were trying to nove the
ball forward and not everybody in the end could agree. But
| think if we do have an engagenent with -- on this issue
and have either a nediator or some FERC Staff that could
ultimately then report to you what the settlenent judge
ordered as to what the decisions are, it would hel p your
piece, in the end, in your decision -- because it seens |ike
there may be a range of answers that may be acceptable to
you based on what you've approved throughout the country.
And if we engage in that dial ogue and then you have this
third party -- which is your staff or, you know, we could

work into making a report to you --ultinmately if we do end
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up not agreeing as we didn't do before, which I think is a

big possibility, at |east you would have sonme input, a third
input to you, which is nore than a position on the right and

a position on the left, and help you with that

deci si onmaki ng and so on. | do think that having that

process and havi ng your facilitation would be hel pful.

CHAI RVAN WOOD:  Bil I ?

COWM SSI ONER VERNER: | just wanted to say,
havi ng seen this issue both, you know, at Meckl enburg for
the first time, when we did have the stakehol ders central
process down in North Carolina -1 nmean, one of the reasons,
just so you all know, one of the reasons that has driven not
only ny own change of opinion but our agency's strategy
about this, it does evolve back to the California process,
which is very good fromthe | ooks we've gotten here, but
nonet hel ess, when you have a stakehol der board that, when
the going got really, really hot, was unable to act, because
it did have a majority requirenent and a real bunch of bad
situations com ng over the horizon, and that paralysis
really didn't cost thema whole | ot of noney.

Now, their issues intervened and certainly
wei ghed in, but inability of the board to be very proactive
and i ndependent, really didn't enable themto just address
t he problem

W will be here. W'Il be back, and we'll work



with you on that critical issue, because | know t hat
probably -- which brings us to - Steve nentioned this one a
moment ago. This did just change, didn't it?

STEVE: Yes.

COWM SSI ONER VERNER:  The mar ket -nonitoring unit.
Now | just don't understand, first and forenmost -- let ne
ask you, Gordon, since it mght be best to put the fram ng
of the -- the way it currently is is you' ve got Bob that
wor ks for you and Tomthat answers to you and to the Board;
right?

MR. VAN WELIE: That's right, so actually to you
and -- so really what happens here is they have Bob who sort
of reports to ne and reports to the board; and David Patton
has official oversight and then reports directly to the
Boar d.

CHAI RVAN WOOD:  And then, Steve, to paraphrase,
your concern was that it was the external auditor's power
directed by the Board, that would nake them happy? O what
is -

MR. DI AMOND: Yeah, actually | think probably
that's the concern of some market participants. W, |
t hi nk, have been nore or |ess happy or satisfied with what
| SO has proposed in that area. M sense of the nmarket
partici pant concern is that the external markets should be

nor e i ndependent of the |1SO Board than that proposal would
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establish it to be, so that, frankly, it's in a position to

be critical of sonme of the steps the board has taken. W

under stand that concern

What we proposed alternatively was - well, let ne
tell you what our concern was with that response. CQur
concern with that response was that we were afraid that the
nmoni tor could then becone an alternative decisionmaki ng body
or individual, if you will, in the region, alnost |like an
internedi ate court of appeals, that participants bring their
concerns to the 1SO and to the board and they don't prevai
at the board, rather than going to FERC -- which is where we
woul d feel the process should work -- they would then have
the nonitor to go to and argue that no, the board is not
functioning properly in sonme fundanental way and we
relitigate it, if you will, nowin front of the nonitor, and
then we all go to FERC, because if there's really a | ot of
di sagreenent or a |lot of noney involved it's headed in your
di rection anyway.

And so we were concerned about having -- and we
have a bit of a history -- as selfcongratulatory as we've
been today about how professional we've been together, we've
had a history of having processes which have not al ways
functioned that expeditiously in this region, and this
struck us as being one that had that potential.

So our suggestion was - the concern for the



monitor, as | understood them were power to hire, power to
fire, power to basically set the budget - and | guess part
of that m ght be the salary as well. And what we thought
woul d be a workabl e solution would be to put the nonitor
under the joint control of the |1SO Board and FERC, perhaps
havi ng you operate - carry that out through your Ofice of
Mar ket Oversi ght.

Because as we understood fromthe very begi nning,
you envision the nonitor to basically interact with that
office, because that office has a sort of a nore distant
monitoring role. And so we thought that that was a m ddl e
ground - again, Roberto, | nmay be stepping on sonme of your
lines here but there was sone support for that - but there's
al so sone opposition anong the participants so it never did
get resolved. But | guess we would still put that forth for
peopl e's consideration as sonmething we think mght work.

And we don't have a problemw th it, you know,

t here bei ng annual audits by some outside auditor brought in

every so often; if there's sonmething like that, that would

be factored in as well. But that's ny understandi ng of
where the parties were last week. | want to turn this over
to Roberto; | think that was the case.

CHAI RVAN WOOD: Wl |, does that cross the nap,
Roberto, or anyone el se fromthe NEPOOL panel this norning

or -- Peter?
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MR. FLYNN. | think that does sumit up, Steve,
pretty well, and I think we agreed, | think, |ast year, and
| think we probably do agree that the issue is the proper
bal ance of that external independence, if you will, fromthe
i ndependent board with sone of the concerns that were raised
as far as additional decisionmaking, additional FERC appeal s
and so forth. And those were very valid concerns.

| think - a couple of things come to mnd vis- -
vis that we'll keep in mnd this week and we'll get this
process going forward. | think today nmany of us have cone
to the position that, as it currently exists with this
mar ket nonitor reporting directly to the board and serving
at the pleasure of the board, while not ideal, at least is
wor kabl e in the context wherein meaningful is still making
mar ket rul e decisions. Wat -- part of the change that's on
its way here is that the board beconmes nore directly
involved in the market rule decisions. And again the
tension, if you will, between that independence and the
external review of those rules beconmes nore critical then
because, having nade the rules, is the board still in a
position to sit back objectively or is there -- effectively,
and in a position to sit back and say is that the right way
to be doing it, is this the best we can do.

And so there is the sense that, at |east

mnimally, in certain provisions that you approved with
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regard to budget issues and fire approval vehicle and so
forth and nake sure that the contractual terns are adequate
and provide that separation in independent -- you know, I|ike
mnimally provide the kind of confort that the participants
need. There's still a proposal on the table -- |ast year
for what's been known as the | ndependent Oversi ght
Comm ttee, which would be not really a subcomm ttee of the
board but really several appointees of the board that would
literally act as a buffer between this external market
noni tor and the board, and that oversees sone of those
functions and does not have the direct relationship back to
-- that's a discussion that's still underway in the working
group on this topic. And | think we get mninmally the
concern when we get into contractual issues and FERC
i nvol venent such that the external market nonitor has the
freedomto be objective without fear of retribution.

CHAI RVAN WOOD:  And just so that we can put a
face - Joey, why don't you stand up? Joey is from our
O fice of Market Oversight and she works a lot with the
Nort heastern issues. | just want you all to know Joey. And
she's got a team behind her back in our shop that for now
we're engaged with this particular marketplace and we
appreci ate Joey comng up today as well. Also, on the
rul emeki ng side -- where's Ross -- Ross Brasco and David

Patton -- where's David - are fromthe nmarket, tariffs and



rate side which deal with the filings when they conme in the
door and these fol ks work together. They're a working team
in our agency as you all are in your businesses. The key
thing is that the market oversight and the prospective
mar ket rule fol ks work together, so | want you all to put
faces with nanes on that.

| think you pointed out a good point, Peter, that
you did ook at all this and | think you all have got a
pretty -- | nmean, conpared to where sone other folks are in
the country, you've got an internal group and you've got
this external group who made a nice presentation -- both of
whom had a nice presentation to our Comm ssion in the past
t hree weeks on these and ot her markets. From our
perspective, it is ten tines better than it's been in the
past, so | hope you all feel the confort as market
participants up here that we're a lot nore plugged in than
we have been before, and will continue to be plugged in.

"1l just assume that that issue doesn't need a
whole lot of -- fromus, sol'll nove on to the tariff
adm ni stration issue, issue nunber four, which we touched on
a bit when we tal ked about the independence issue. It is an
i ssue that was pointed out in the June '01 order - July '01
order about the adm nistration of the tariff. And | guess |
want to ask -- concerns issues that will help up here while

t hese are being negotiated out, or --
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VOCE: | can nake a relatively short and
relatively | owkey coment. | think this issue is being
wor ked and being worked well. As | said, there is a

spectrum between the 205 issues that involve a revenue
requi renent and the ones that involve market rules. And
al ong that spectrum the mddle my not be as great a line
as we'd like, but I think there's general conceptual
agreenent and | think the chances of getting a division
that's reasonabl e are reasonably good.

The thing | would add, | guess, is that to nake
it stick neans getting a good governnent structure. |If you
don't get it perfect at the beginning, and | doubt we wll,
a heal thy governnent structure means a tendency to inprove
it over tinme. If we don't get it right at the beginning, an
unheal t hy governnent structure neans a tendency to degrade
it over time. So there's a feedback there.

The other thing that's worth noting is that |
referred previously to the |ine between the operational role
of the 1SCs and the role - departnent managenent role.

There are a | ot of operational issues that can't quite
properly be addressed by contracts. And whether they are at
aliability or negligence or gross negligence |evel, whether
they are a degree of notice -- there's hundreds of contract
i ssues and anybody who has done major contract issues -- but

t he NECPUC peopl e have been, within the | ast couple of



nmont hs, actively involved, sitting in on several |ong
detailed nmeetings on it, which has been a positive

devel opnment conpared to a past where | think we've felt a
little bit out of the I oop.

Quite frankly, having us there is nore a confort
factor that people are working it well than a dispositive
factor, because it seens |like the ISOis operating in a
healthy way in negotiations with the market participants and
they' re responding in a very good version of what | guess
they'd call role reversal, where they try to imgine how it
woul d ook if they were sitting on the other side of the
table. There are plenty of issues at the md-Ievel of
difficulty, but to ne at |least that's been getting a fair
amount of attention.

CHAI RVAN WOOD: | guess talking to the | SO
t hrough the market participants -- is there anything that
you want to add to what M ke had to say?

MR DENIS: | agree with the other participants
that we' ve been meki ng some progress in this area. The
bi ggest issues like the potential cost allocation. Does
that reside with the TOs in the end, or is that sonething
that resides with the 1SO or RSG so | think that whole
issue in terms of the 205 rights and the tariff keeps
hol di ng t hi ngs back.

In terns of the split between 205 rights to the
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| SGs -- and the market designed the market rules 205 rights
to the TCs of the -- that theory of | think there seens to
be general --

CHAI RVAN WOOD:  Just that one issue you raised
about us -- a TO can certainly legally file sonmething as
links to their own, but when you're talking about
particularly the cost to neet the settlenents, for exanple,
say that there was nore than one utility service area, and
therefore nore than one discrete set of custoners, the fact
that you have some of our postage stanp approach here for at
| east sone facilities, if not all, if that doesn't
automatically the beg the 1SO -- and that's why we
particularly picked that issue up in the RSC to-do |list is,
we want to know how you all want to deal with this --

MR DENIS: It's so conplicated that people want
to throwit out. And then you think that it's a
controversial issue. It's tough to be on the end of trying
to come up with solutions here. Qur view had been that it
needed to be in a neutral spot, and froma |lack of interplay
that you are -- 1SO-- 1 think with the transm ssi on owners
inthis area, this linked to their view that they won't have
conpliance. And so in that sense, it has not yet been
resolved, it's a full-blown issue. And so we're narrow ng
down -- in this process we're narrow ng down the discussion

bet ween ourselves and the transm ssion owners to a fairly
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finite list of five or six items. This is one of them

So I'm hopeful that, within the next two or three
weeks, we can go to close out both of the remaining issues,
and on this particular issue, | think that the issue of the
cost allocation would be in a neutral spot only needs to be
a process which nakes it pretty transparent, so | think if
you use the exanple in the market rule where al
transparency checks and bal ances, and meke sure that every
proposal gets a pretty thorough ending, perhaps a simlar
process could be utilized in the area of cost allocation.
So | think where we are right nowis the TGs have the action
come back to you with a proposal that m ght work.

We've got a neeting between ourselves and the
NECPUC conmmi ssioners and the TGs and the executive group on
June 5th. And then we'll have an opportunity to discuss
this topic again.

| guess I'd like to add a conment to put this in

a larger context. Although, first let nme say this: | am
quite confortable with everything Gordon said. The |arger
context is that sonmetinmes the nost inportant things in life
are the ones you don't see at all. | think the nost
important thing here is that nost of us here are confortable
with the idea of an I SO or an RGO for the New Engl and
region. Unlike nost other groups in half a dozen states

around the country, we noved readily to that point.
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But if one of the reasons why is because of our
feelings - which is simlar to the feeling Gordon said this
nor ni ng about what a tight-knit, interwoven, comrunal grid
we have had for 40 years, and the fact that the 1SO offers
opportunities to try to figure out what should and shoul dn't
be pooled, is one of the reasons to feel confortable about
having a nulti-state 1SO instead of a bunch of state-by-
st at e deci si onnmakers.

So that it's -- | don't want to start a fight
about what the decision would be that is nmade; we can talk
about that separately, but I want to make clear that this is
the opportunity to have a body that can deci de whet her
t hi ngs shoul d be pool ed, and that has a mechani smfor
collecting the noney for things that should be pooled and is
one of the big advantages of having an | SO at all

VO CE: W've got that on tape for the other
parts of the country.

(Laughter.)

MR DENIS: 1'Il happily say it for the other
parts of the country. Just as |'ve said that, although | am
enotionally attracted to it, some folks in the Western
states say we should tell FERC to just plain butt out. 1In
fact, there's a small state next to big states so | know
that there's a need for an unpire for services to avoid too

much piling on. W all know that that is part of the
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function, which is nore than just having you around to yell

at, but to have you around to --

CHAI RVAN WOOD: Wl |, if it makes you feel
better, | came froma big state next to a small state and we
| ove the fact that -- we have at FERC. So we've won and

| ost about even but it was nice to go sonewhere to get
mat ches.

Fromthe TO side on this, does Peter or anyone on
the first panel, second panel -- anything to add, Peter, on
what you' ve heard from Gordon and from M ke on this 205
i ssue?

MR FLYNN: | think the cost allocation issue
sonetinmes gets -- a non-issue, but this is only a concern --

and very concerned about the rate design, and an exanpl e of
rate design -- let's separate it out to cost allocation.

You know, if we all agree that transm ssion owners need to
col l ect $10, and sonebody has a rate design, and you have a
seni or grade, and someone says well, | think that the denmand
inthe region is going to be 5. So divide 10 by 5 and get
the rate of $2 per -- and sonebody el se says well, you know,
| think that it is 1 and so you divide 10 by 1 and you get
$10 per -- we both agreed on the $10 but we ended up with
very, very different results. So to that degree the
revenues that the transm ssion owners get caught. And

counties that have revenue requirenents nmean absolutely
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nothing as far as the transm ssion owners are concerned if
you don't get to divide the rest of the rate.

Anot her issue is cost allocation, and I think we
can agree that cost allocation is an issue where there are
interests that everybody shares. Transm ssion owners have
traditionally had that under Section 205. W recognize
regional rate does work if each owner has its own rights,

t hat even though transm ssion owners -- and that suggests
that, New England, the rate design we have today because
transm ssion owners originally agreed on it. And indeed the
fight that's occurred in the regional block here has been
one that was precipitated by other parties. The

transm ssion owners had a pretty clear vision as to what we
think worked in the region for owners getting transm ssion
bills -- having said that, we recognize the need to

negoti ate a new cost allocation that nmakes sense. And that
-- and Warren is absolutely right that the subject is on the
table in our discussions and we're confident that we're
going to continue to hamrer away until we get a solution
with NECPUC and try to work at sonething that neets the
respect of the different parties, so it's on the table and
it's in our discussions.

CHAI RVAN WOOD: And again a two- to three-week
time frane is what we're | ooking for on that issue, that

hard wor k.
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VOCE: W're hoping to resolve many of them but
if I"'man optimst, 1'd say -- but preferably there may be
one or two open, so we'll try to close the gap on sone of
t hese issues.

CHAI RVAN WOOD:  Cki e-doke. Issue filed with the
regi onal FERC conmittees, we already heard fromthat. And
" mthinking we have a tineline on that that Bob and David
told about. | don't think the FERC probably needs to add to
this one, unless Bob -- unless sone of the other nenbers,
col | eagues, nenbers?

(No response.)

CHAI RVAN WOOD:  All right. Nunber 6 -- we're
past halfway -- the export fees. | think, Kenny, |'m going
to call on you all, so l'mgoing to warn you. The export
fee issue, in New England, is really focused on | SO New
York. The issue of exports is sonmething that we have tal ked
about in our Comm ssion. Tom did you have any thoughts on
this issue?

TOM _: Only to add that exports to and from
Canada are 3 to 5 tines as high as between New Engl and and
New York and to focus on -- shouldn't nean a walk to the --

CHAI RVAN WOOD: Who are the people billed for
that, the utilities directly or the provincial regulators?

VOCE M sense - and I'I|l happily defer to

al nost anybody else in this room- is that the inpact of the



regul atory authorities -- that rule, and, you know -- is the
active player. And that that's largely true in Maritines is
not quite as fully true. But there are plenty of people in
this roomthat have done |live negotiations that can talk
about it better than ne.

CHAI RVAN WOOD: The export fee --

VO CE:  An announcenent will be read al so that
PJM New York --

CHAI RVAN WOOD: -- any feed from New York, yes.
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for now and then we can have a settlenent judge do that,
or would you prefer a nore informal approach for a while?
talked to Bill Friend about that when we were in New York,
and he had just visited Steve with Tom Welch, | think, the
day before. | was in New York |ast nonth about maybe we
could bring you sonething because there's no real right
answer here, but there's probably a | ot of good transitional
answers that'll work.

FEMALE VO CE: Watever gets us to the table,
gets us to the table -- is why we're here.

MALE VO CE: Ckay.

FEMALE VO CE: | don't think that would be
telling you which way of going. | think the real issue is
to have sticking power?

CHAI RVAN WOOD:  Any ot her feedback on that?

MALE VO CE: Yesterday as Bob Keating, ny
col | eague from Massachusetts nenti oned, the New Engl and
Governors Conference, Power Planning and Environnment
Comm ttees got together. And we were fortunate enough to
have with us Chairman Bill Flynn fromthe Public Service
Comm ssion of New York and al so Comm ssioner Erin Crotty,
who i s the Conm ssioner of Environnmental Protection. And
they had conme to visit with us for the purpose of opening a
di al ogue on a variety of different issues, primarily having

to do with carbon dioxide | evels and renewabl e portfolio
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standards and a variety of related issues.

| think we're all mndful of the exercise that we
went through with the NERTO situation, and it is ny
i npression at |east that one of the reasons that that
process eventually canme to an inpasse was a question of the
benefits that cane fromthe renoval of the seans and sone
successful way to allocate those benefits. And in ny mnd |
guess -- and again, | speak strictly for nyself -- but in ny
m nd, | guess one of the reasons that that broke down
ultimately was because there were no other elenments to be
included in sone sort of a settlement.

At the end of the day, sinply renmoving the seans
is only a piece of the solution, at |least in nmy opinion.
Even here in New Engl and we have definitions that nmade the
very same set of electrons be considered green in one state
and brown in another and black in yet another. And this
creates real havoc in terns of trying to trade, particularly
across | arger areas.

So | for one would be in the node of suggesting
t hat perhaps a broader conversation that wasn't necessarily
limted solely to the question of the nechanical issue of
removi ng the seans, and by the way, whatever financi al
effects occur, | would think that a broader arrangenent
woul d give a real opportunity for an actual solution that

woul d al |l ow various parties to advance sone ideas that they
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bel i eve woul d be of benefit to them and frankly, to find
sone tradeoffs in some places in order to nake sone of these
solutions work a little better.

In any event, | guess | should say we are in fact
in the earliest stages of that kind of an interregional
di al ogue and in fact have invited the fol ks from New York to
come and join us with the dobal dinmate Change Action Pl an
t he New Engl and Governors Conference and begin a specific
di al ogue on interregional issues.

So that woul d be ny suggesti on.

CHAI RVAN WOOD: What do you think of a tineline
for -- we need to be kind of focused on our issues, but, |
guess, that's what we're supposed to. The export issue,
export fee issue, the virtual -- | think we're conm ng on
that one in a mnute aren't we? The virtual regional
di spat ches, issue Nunmber 8. Are those kind of collectively
things that you say are in the tradable m x there? |Is that
what we're tal ki ng about ?

MALE VO CE: That certainly is ny perspective on
it. I'dlike to try and rai se a nunber of those kinds of
issues in that kind of a forumand see if we can't find sone
possibility of putting it together. And | think it's going
to be pretty apparent after the first conversation or two
whet her or not there is interest and whether or not there is

in fact roomto nove. So | don't necessarily think this has
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to be an extended kind of a process. | think one of two
things is going to be true.

Either the parties will sit down and see that
there is the basis in fact for a resolution using these
various issues as the base or there is not. And if there's
not, then | suspect that we're back to a nore traditional
nodel of okay, folks, let's just concentrate on the seans
issues, and if the parties get there in sone reasonably
short period of tinme, fine. And if not, then I think FERC
has to be prepared to say, well, fine. W'IIl put our very
own favorite solution in place. | would think that would be

a strong notivator to nove people toward resol ution.

CHAI RVAN WOOD: Wl I, if that's what's needed.
MALE VO CE: | guess I'd like to really announce
what for nme this change of position -- |I'd urge you to nove

qui ckly on the seans issues and even nore qui ckly on
i nterregional dispatch. And the change takes place for two
reasons.

For a long tine, | thought that the seanms issues
by the tine you netted themout just were not all that
financially significant and didn't deserve the attention
that they were getting. But | have now cone to the
conclusion that the best way to put themin perspective,
deal with them and get themoff the table so we don't pay a

ot of attention on them is just to come up with a decent
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solution and nove on. |If they still hang fire forever,
we'll be dealing with themforever with a | ot of energy,
whet her or not the dollars net out.

The second reason is why | think it's
particularly inportant to get interregional dispatch in
pl ace, that there just turn out that are tinmes and pl aces
when interregional dispatch can come up with a solution to a
problemthat will be extraordinarily expensive to cure
within a single state. W're | ooking at the issues of the
burnout of the (inaudible) Vernont in Northwest Vernont now.
Qobvi ously, you've got people on both sides of the border
trying to cone up with a cormmon | east cost solution. And
when there's no way of coming up with common comuni cati on
for dispatch, you' ve constrained your ability to get the
cheapest sol uti on.

Those situations are not unique, and they are not
trivial. So getting an interregional dispatch answer to
reliability problens is something that needs to be in place
swiftly and quickly. Getting a seans response that let's
the finances be treated as routine rather than, you know,
energency response, is sonething of sone value, at |east at
the confort level, even if the total net dollars don't w nd
up different fromwhere they have been for years.

CHAI RVAN WOOD: And they may or they may not. |

guess it depends -- what's the timng on this formyou're



t hi nki ng about, Don? Did you and Bill kind of talk through
t hat ?

MALE VO CE ("DON'): Not in any great detail.

The Eastern Canadi an Prem ers and New Engl and Governors have
a neeting comng up shortly | believe in June, if ny menory
serves nme, for the dimate Change Action Plan. | think
that's in Fredericton. The plan is to begin an earnest
effort there to actually start putting the cards on the
tabl e and see what el enments are available for a resol ution.

CHAI RVAN WOOD: Wasn't that what Gus was tal king
about as wel | ?

MALE VO CE ("DON'): Yes. He and Governor
Rol | and exchanged letters on this matter, and both expressed
an interest in the willingness to have their regions discuss
this with each other and to attenpt to find a resol ution.

CHAI RVAN WOOD: That's comi ng up in June.

MALE VO CE ("BOB"): Just a point of
clarification, Don. That's not actually a neeting of the
Governors. That's their commttees, their environnental
regul at ors.

MALE VO CE ("DON'): Yes. Thank you, Bob, you're
right. This is the designees for the various governors and
prem ers.

CHAIRVAN WOCOD:  1'd like to visit with Chairman

Fl ynn about -- from New York's perspective because it's
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clear they' ve got to work and see what we can do with our
counterparts in Canada. Don, could you keep the three of us
abreast on what cones out of that visit later in June?

MALE VO CE ("DON'): Yes, sir, | certainly will.

CHAl RVAN WOCD:  If it's a fruitful forum then we
certainly would i ke to piggyback that. And if it | ooks
like it's not going to go, just kind of the old think of
show us the front end here, then as |I think M ke urges, we
shoul d go ahead and get novi ng.

MALE VOCE: Right and I'lIl go a little bit
further, and perhaps our friends from New York would like to
comment perhaps nore accurately, but both Chairman Fl ynn and
Conmmi ssioner Krotie indicated that it was their intention to
al so approach the states that are participants in PJM and
per haps sonme others as well to | ook at these questions.
Again, starting with the issues primarily of carbon di oxide
and em ssions. But | think behind that is a deeper set of
interests and a | onger possible list of resolutions. And
that's apparently going on at the same tine, M. Chairnan.

CHAI RVAN WOOD:  Any ot her feedback from anyone
el se in the audience on this issue of the export fees?

We've actually covered a | ot of Issue Nunber 8 as well.
(No response.)
CHAI RVAN WOOD:  All right. If not, we'll nobve on

to the Liability Indemification |Issue, Issue 7, which from
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the sound of it, sounded a | ot |ike Gordon, what we had put
out in the Wite Paper. How do you perceive it's different?

MR. VAN VEILE: | think the position that we've
taken fromny circunstances is consistent with what you have
in the Wiite Paper which is that this isn't one of the gaps
that we haven't even closed for the TOs. W essentially are
faced with whether the standard shoul d be gross negligence
or negligence. And there's sone cost stratifications
involved in ternms of procuring additional insurance and so
forth, how good it would be to just stay with the standard
that we have at the nmonment. And |I'm hopeful we'll close
this particular discussion in the next two to three weeks.
So I'm hopeful that we'll be able to get a solution there.

CHAI RVAN WOOD:  From you or from anyone else, is
there anything that the three of us can add to help on that
at all?

MR. VAN WEILE: Well, perhaps it would be useful
to us and the TOGs if you want to add anything to what | just
sai d.

CHAI RVAN WOOD: 1"l look to Peter, but if
there's another TO that --

MALE VO CE: | think we're both in agreenent
actual ly under one standard of custoners which they talk
about in the White Paper. There are issues of

i ndemrmi fication back and forth between the TGs and the | SO
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But | think we have sone i ssues wor ked out. |''mnot sure

that's any help for not signing at this point, even on those

i ssues.

CHAI RVAN WOOD: Ckay. Before we nove on -- al
right. |Issue Nunber 8 was really kind of what we tal ked
about. | don't -- let ne just make sure 8 and 9 together.

| think I mght just say that we've dealt with that with Don
and the larger region group tal king about perhaps a gl obal
addressing of these, and if not that then we go back to Plan
B, which is dealing with that here.

This issue did roll over the two sides. Actually

it still is a-- aml on the right one?
(Pause.)
Earlier in the day -- | guess before we nove off

of virtual regional dispatch, earlier in the day, Gordon

you or sonebody made a comment on this | CAP net obligation

i ssue, standardizing that within NPCC. |Is that going on its
own track or --

GORDON:  It's going on its own track. First of
all, the three 1SCs have taken the -- are trying to go with
the proposal here. | wouldn't go so far as to say that
we're trying to ensure absol ute standardi zation, but we try
to have a common approach to this probl em anongst the three
Nort heast 1SCs. And there's a stakehol der involved. The

group is publishing papers |I've been given an opportunity to



weigh in on this.

So it's proceeding forward. Actually, as one of
the itens, if you'll recall, that you asked us before on --
seans. This is one of the itens that the three |1SGs have
been working on. So this is proceeding forward with its own
momentum and | think we will be continuing to report back
to you in the context of those quarterly reports.

CHAI RVAN WOOD: One thing that sounds like it
m ght be useful is when that neeting happens on May 29th --
getting Don the info on that. Are you going to be at that,
Don, or is it another nenber of --

DON: | believe I will be.

GORDON:  Actually, the May 29th neeting | believe
is -- is Dave here? That's on the virtual regional
di spat ch.

CHAl RVAN WOOD: That's on the virtual ? Al
right. Again, that, collectively, fromwhat | think
heard, was collectively the regional issues, sone primarily
environnmental , sone related to energy, are the potenti al
itens that would be kind of a global resolution potential at
t he Eastern Canadi an Northeast U S. solution. So if there's
sonme drafting of what you all work into, that may be, at
| east, may be information for that. | think the timng
woul d work out real good. |Is that going to be held here,

the joint neeting with New York?
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MALE VO CE: | believe that's in Al bany.

CHAI RVAN WOOD:  Ckay.

MR. VAN VEI LE: | suspect the controversial issue
here is going to be that it's for the phil osophical you
either allow the market to try and arbitrage the price
di fferences, and we have seen that that's not working too
wel | at the nonment, or do you conme up with some way of
automating it and then noving sone transparency to that
aut omati on process, and really lean towards the latter
approach right now. You actually will find a way of
actual ly making sure the transaction is going in the right
di rection.

And so | suspect that sone of what you will see
in discussion around this topic is invaluable.

CHAI RVAN WOOD:  And what Gordon's referring to,
we got a nice presentation froma market nonitor from-- |
think David was here -- there's David. He works here but he
al so works in New York, which actually is a great seans
resolution itemon its own.

(Laughter.)

CHAI RVAN WOOD: The presentation sure pointed out
that there mght be a perception that that is different.

But we asked, actually at, the tine in New York, for
exanple, there's kind of a large seamright in the mddle of

the state, and the I SO kind of manages to work across that
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as if it were a foreign boundary, and people don't seemto
have an issue with that.

So | just want to urge fol ks before we get
phi | osophi cal about virtual regional dispatch to really
t hink that how nmuch of it actually is going on right now
today and see what we can work around there.

There just seemto be a lot of -- fromwhat we
heard fromour market nonitors |ast week, David, but not
just David, but Joe fromPJM and then Bobby two weeks
before that, was there's a |ot of potential savings for
everybody on the table that are just not being net because
we don't have an optim zed system

| nmean, that's our agenda. Just so you all know,
if you haven't figured that out. Just trying to grab as
many of those dollars as we can for the custonmer and get
them back. | know there's an outfitting i ssue nmaybe perhaps
bet ween New Engl and and New York that | do think black box
settlenments are always wel cone for purposes like that. But,
you know, we just want to nake sure those dollars get
grabbed sonetine in our lifetime so that they go to the
custoner instead of just nowhere.

MALE VO CE: | had one concept there. | think
we'd be in danger if we have a situation where we create an
econonmi ¢ incentive for brinkmanship, and if we have

sonmet hing that allows nmutual conpensation for energency
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response to reliability, that no nutual conpensation for any
action short of that event, would create an incentive for

bri nkmanship. As we nove that way, we need to be careful

CHAl RVAN WOOD: We create an incentive for
bri nkmanshi p by?

MALE VOCE: | hate to go into detail, but maybe
| have to give you an exanple. Northwest Vernont's
connection to New York is highly constrained right now
because of equipnent failure and will be for a year. There
are various solutions to that, and there's no problem at al
when demand is low. Wen the demand is high, there's a
serious problem

Sonme of the cures could involve affecting the
flows from Quebec to New Engl and as a whole. And you m ght
think that therefore when you go that way, you m ght want to
pool the cure throughout all New Engl and.

Sonme of the other cures m ght involve New York

lowering its demand in the Saranac region on its side of
where t he equi pnent broke down, and you might think it would
be nice for New York to pay for that or for Vernont to.
What you don't want is a situation where we cool it off if
you don't do anything till the last mnute. But if you do
sonmet hing before the last mnute, you assign all the costs
to one spot.

CHAI RVAN WOOD: | get it. | get it.
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MALE VO CE: That creates an incentive to wait
till the last mnute, which isn't healthy for anybody.

CHAI RVAN WOOD: Got it. Any other thoughts on
| ssue Nunber 8 up here? Anyone in the audi ence?

(No response.)

CHAI RVAN WOOD: Nine. Al righty.

(Laughter.)

CHAI RVAN WOCD:  This is one of the hard ones.
Transm ssi on Qut break Cost Treatnent, for those who can't
see the board. As we deal with the issues, do our state
col | eagues have anything to weigh in on here?

MALE VO CE: W had sort of discussed anpong
oursel ves the wi sdom of not going into the substance of the
argunents on this, unless you want to hear themfor the
twel fth tine.

(Laughter.)

MALE VOCE: So | won't do that. W' ve obviously

got anong the states a rather fundanmental difference of

opinion as to howto resolve this, although I will say that
we' ve all been -- but not all of us, but at least | think
nost of us have -- weighed in somewhat with the | SO Board,

and there are sone variations and positions that are
ener gi ng.
And ny hope woul d be that naybe there is sone

roomfor a conpromise onit. | would say on behal f of
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nyself and | think ny colleagues in Miine, that, you know,

we' ve now devoted so nmuch tinme and effort and resources to

this issue to no particular benefit at this point that I

think we would like to take at | east one | ast shot at seeing

if we can resolve it anong the states, which of course is

j ust one conponent of it.

But that's really where we're at. | think if we
don't resolve it, we may have nade the m stake of allow ng
principle to inject itself into what probably should be a
financi al issue and al ways nmakes one | ess flexible than one
m ght otherwise be. And if we can rid ourselves of that
curse, perhaps we actually will have a basis for noving
forward

(Laughter.)

MALE VA CE: But we'll have to see how t hat

works. If not, there's a process in place, which Gordon
outlined, and it will conme to you. And people who di sagree
wi th what |1SO proposes will take their shots and you will
decide it, and we will live with the decision. By "we" |

think I nean of all of us, depending on whoever w ns,
whoever | oses, however it cones out.

So beyond that, | don't know what to say ot her
than just to express a commtnent to taking, you know, at
| east one nore good, hard | ook at whether there m ght be

some way to work this out, and perhaps being sonewhat nore



pragmati c than we have been in the past. But if not, as |
say, | don't have a problemw th the process noving on
expeditiously and it being resolved in the final analysis by
t he Comm ssion, and then, you know, we'll all nove forward.

It certainly should not hold things up. | think
Roberto made a good point that, you know, we've got an
obligation to have a robust systemin this region, and
there's no reason, since this issue has to be resol ved one
way or another, why this should hold it up.

CHAI RVAN WOOD: Let ne just ask a process
guestion. Because this is one of the specific issues we did
carve out and say this is an RSC i ssue. Can we view that
the process here basically is that there nay not be -- or
there are two options, the RSC, which | would say woul d be
you si x and your colleagues, as you're currently constituted
-- cannot agree on the issue, then -- cannot agree on a
uni form approach for New England, then the 1SO calls their
best shot and then we deal with it. And as Nancy says, then
we can just make a decision, and you all can be nad at us.

O the second alternative, which, ever hopeful,
that you all say here's a good proposal, and you al
basically agree and then you tell the SO that's what you
filed. That's what our Wite Paper says.

MALE VO CE: | think what | heard you say a

little while ago was that the regional state RSC issue would
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apply to the things that aren't already in the pipeline, and
the things that are already in the pipeline would cone in
under an existing pattern of pooling Btf. And broadly
speaking, if we're already in the pipeline, we agree with
that nodel. |If we're not, we don't.

(Laughter.)

MALE VO CE: Broadly speaking?

(Laughter.)

MALE VO CE: Colloquially speaking, | think

MALE VO CE: As | read what you said before where
you said Connecticut and folks like it and cited a paragraph
of the RTFF, which only had one other folk like it, which
was us, we thought that was us and we were in. And that
woul d answer, can we nove to a different process in the
future.

But | have to stress the inportance of the issue.
| don't want to nmake today the debate. | can probably say
two things that | strongly agree with. There's |lots of
things we agree on, this is only one area of difference.

And the other is, as Roberto said and then Steve echoed, we
need an answer clearly enough to allow investors to feel
confortable at a pace which will make sure that the stuff
gets built when it's needed.

We t hought that the planning issues, which

frankly I think are better in New England than anywhere el se



in the country, but still need significant enhancenents --
so we'll ook at systeminprovenents as nuch as
transm ssion, are inportant to giving credibility to that
answer. But you need to recognize, and | have to say, if |
say nothing else in this platformthat sticks in your head,
but for us, it's such a huge investnment for such a smal
nunber of people that uncertainty about it is
extraordinarily dangerous and has very high cost when it's
allowed to persist for too long. You have a substantive
position, but that's beyond that.

CHAI RVAN WOOD: Ckay. | hear what --

MALE VO CE: W had an agreenment on the NECPUC
Comm ssion that we were going to discuss -- we were not
going to discuss details of what the differences were, and
M ke prom sed he'd do that. But that's okay. Actually,
Paul a Vassington came up with a tenplate which | think was
actually drafted by Sheila Renna, which nakes sense. Al
you have to do is work out the nunbers.

| think we have a potentiality of getting this
resol ved, even though I think, without going into details --
| won't go into details -- but | think we can, because |
think half a loaf is better than none. And quite frankly,
many of us are afraid what you guys m ght decide. The cure
m ght be worse than the disease. W'd better solve it

our sel ves.



(Laughter.)

MALE VO CE: |'malways interested when | hear
peopl e tal k about ideol ogy, confusing nassive use. | went
to a sem nar recently sponsored by the American Gas
Associ ati on where one of our coll eagues fromthe Northwest,
state of Washi ngton, spoke against FERC s position. And she
spoke in ideological terms how this was based upon states
rights and what have you, and | remarked that | would prefer
that she would not talk in terns of ideol ogy, because the
fact of the matter is, she wants to keep it a cheap power,
and we'd like to have sone of that cheap power. So it's not
t he ideol ogy, but where you stand or where you sit vice
versa.

So that's the end of ny speech.

(Laughter.)

MALE VO CE: Well, 1 thought we were going to
express the intensity.

CHAI RVAN WOOD: | wandered deep into that cave
yest er day.

MALE VOCE: M. Chairman, if | could bring this
back to process on this, which is one of the questions
you' ve been asking. W have currently -- as indicated on
this slide, it is our intent to vote on this process in
June. |I'mnot sure that the state conm ssioners are aware,

but I think they are, that we have a neeting schedul ed for



the 25th of June where we will, hopefully, if the

commi ssions are able to reach sone form of agreenent, they
will tell NEPOOL of that before the 25th so that we're going
into a vote with know edge of sonething that the conm ssions
have been able to agree on.

But in the neantinme, we are working hard to try
and docunent the 1SO s proposal and to work that through the
NEPOOL process. If we vote on the 25th and it's successful,
whi ch at the nonment indications are it would be, we would
have sonething for you in ten business days thereafter or
t hereabouts. So we're | ooking at getting sonmething to you
in early July.

CHAI RVAN WOOD:  And this will be in response to
t he Decenber '02 order that asked for that in advance of,
really, the Cctober?

MALE VO CE: The order didn't have a tine
conmm tment |ine.

CHAI RVAN WOOD:  Yes.

MALE VO CE: But, yes, that is the process that
was started in response to that.

CHAI RVAN WOOD:  Good. G eat.

MALE VO CE: And | think that's in fact what
Comm ssioner (inaudible) is referring to as well.

CHAI RVAN WOOD: That woul d certainly solve it.

Al right. Ten is a related issue, |1SO System Pl anni ng



Process. I'msorry. DidIl skip? I'msorry. Please.

M5. FINK: This is a process question as well.

My nanme is Lisa Fink fromthe Maine Energy Board Comm ssion.
It's a process question that you nay not want to answer or
perhaps it's obvious fromthe discussion we had. | think it
m ght be hel pful just for folks to get a sense of how FERC
will rule on this.

From what we've said, it sounds as though FERC
will not rule on the order, the request for rehearing until
after either a NEPOOL proposal or an |SO proposal or both
are submtted. But | think it would be helpful to get a
sense of whether that's where FERC is going right now

CHAI RVAN WOOD: A rehearing on the Decenber 20th
order that asked for this proposal to come forward?

M5. FINK: Yes. There are a nunber of issues
raised in the request for the rehearing of the Decenber 20th
order on what perspective neans and what are the other
i ssues that are tied up probably with what the -- you know,
what the various proposals will be. So | guess ny question
is, is FERC waiting for 1SO and NEPOOL, or will there be an
i nterveni ng order?

CHAI RVAN WOCD:  It's our intention to,
particularly in light of this timeframe, to wait to do the
rehearing until we -- so we don't have to do a rehearing of

that. It would be nice to just be done with that order,



woul dn't it? Thanks for bringing that up.

kay. Item 10 was al so dealing with transm ssion
and ot her systemissues with regard to the upgrades. And,
Gordon, if you could kind of help refresh nmy nenory on this.

MR. VAN VEI LE: We have a process that produces,
it's a public process to inform participants, stakehol ders,
a public nmeeting, a board neeting and the end result is
sonet hing that up until now has been call ed the Regi ona
Transm ssi on Expansion Plan. W produced two of these so
far. W're in the process of producing the third.

W're likely to renove the transm ssion out of
the title, because it is much broader than just
transmssion. |It's really a system adequacy assessnent, and
we use it as a basis for trying to stinulate a response from
t he marketpl ace to define needs or weaknesses within the
power system

Qoviously, if we don't get a |lot of response, we
work with the transm ssion owners to bring forward sol utions
fromthe transm ssion perspective. In that very | ast
comment has been a fair anount of debate as to whether there
is sufficient balance in the process.

| think based on what |'ve heard over severa
nont hs, people are generally happy with the process as it
exists. They're looking for refinenents, and sonme of the

refinenents are in the area of how we deal with issues |ike



resource parity and so on.

So | think those refinenents also will be
di scussed, and a separate process that Steve Wodl ey Chief
Operating Oficer is taking the opportunity and taking a
| ook at how do we acconmmpdate sone of those concerns from
third parti es.

So I'd like to encourage people to -- if you see
a different need. | think in general people seemto be
satisfied they'd be produci ng product which is useful to the
mar ket pl ace and whi ch beconmes a really strong -- here in New
Engl and. And what we're really tal king about is fine tuning
and tweaki ng sonme of the --

CHAI RVAN WOOD: Do our clients have anything to
add on | ssue Nunber 10?

MALE VO CE: No.

CHAI RVAN WOOD:  Any of the market reps? Yes,
sir, Mke?

MALE VO CE: Not at length. But you' ve spoken a
| ot about the consistency of resource choice. W think it
grants legitimacy to the totality of what's pool ed and
offers at |east the prospect of keeping costs from
bal | ooni ng because they get past that port. But we have not
said don't pick transm ssion, because we've said pick
sonmet hing that has a high probability of fixing the problem

on atinmely basis, and there's a |lot of different ways of
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doing that. It would probably make sense to have sonething

in the process that at |east |ooks upon this part of the
package, so that you don't pick the expensive solution if

t he cheap one shoul d be chosen.

Having said that, | neant what | said about the
RCAP bei ng better than any regional plan |I've seen from
anywhere else in the country. It still nakes sense to open
the door to inproving it.

CHAI RVAN WOOD: | didn't hear Gordon say today
that the tea is going to come out of our tap. So I think
that was nore than just superficial. W did say in the
Wi te Paper that one of the itens that we wanted the
Regi onal State Commttee to provide guidance to the RTQ | SO
on was the role of generation, transm ssion, energy
ef ficiency and demand response and the overall resource
adequacy of the region. So it's not an | CAP issue but
really sonething a little nore broad as to the planning.

So | think that those values that you all have
shoul d be inmbued into that process. And | do think it wll
probably be different in each part of the country, but |
t hi nk hopefully that will be sonmething that can cone out of
-- and again, this would be sonmething in the Cctober filing.
Is this where this would ultimately go?

MR. VAN WEILE: You're referring nowto

br oadeni ng the scope of the planning process or -- the



regi onal scope?

CHAI RVAN WOCD:  Correct.

MR. VAN VEILE: We're working together with New
York, and the transm ssion owners are supporting this, to
try and broaden that scope. W're doing it under the
unbrella of the MPCC. Steve, remind ne, what is the
timeframe? Do we see this as being resolved before we nmake
the finding? Yes.

CHAI RMVAN WOOD:  And this issue of scope also on a
nore substantive basis as opposed to geographical, that wll
i ncl ude systemissues that may be sonething other than
transm ssion. Were is the state of play on that?

MR. VAN VEI LE: | think where we're headed at
| east, froman |1SO perspective, is to try and separate the
issue in the first instance of identification of need and to
make very clear that that signal that we send out there is
i ke a request for proposal to the marketplace. And then,
as a second step, deal with how do we go forward with
pl anni ng transm ssi on sol utions.

The real issue really becones one of do other
resources deserve the sanme regulated rate of return
treatnment as transm ssion? And that, froman |ISO
perspective, is sonething that we've steered away from
thinking that the return there really ought to be market-

based return and unregul ated rate of return.



So | think that's where the debate has been. Qur
response has been to say | think the needs assessnent part
of this planning process needs to be neutral, and that we're
getting to the next stage of it, which is has the market
responded. Then from our perspective, we're |ooking at kind
of a backstop approach to the transm ssion situation.

CHAI RVAN WOOD:  Yes, sir?

MR. CASTLE: | think, |ike Gordon said,
appreci ate your nentioning the race for parity issue is the
ot her aspect of the scope that is currently bei ng debat ed.
And | think one of the tensions is, certainly one that --
|"msorry. | forgot to introduce nmyself. Tom Castle from
Cal pi ne.

One of the concerns that we have in these
di scussions is that we too want nonwire solutions to deal
with the fee based on the nmarket signals. The question is,
if the market signals are not fully reflective, does the
absence of the nonwire solution in the market nean that that
solution is not cost-efficient, or does it nean that we need
a feedback and sonething that identifies whether or not the
mar kets are working to their full effectiveness?

CGetting back to the report card issue, and hence,
are we at this point, do we still need to consider a broader
spectrum of sol utions, including generation data response.

We're not | ooking at that to be regulated or want it to be,



18U
we want the markets to work. However, you don't know that

it's going to work unless you include those solutions. |If

they only show up at the end of the process, then | think it

rai ses a big question of why and invites sone correction in

t he market process.

CHAI RVAN WOOD: There's a few gray hairs that
have Devon witten on them Just to |let you know, none of
this stuff is easy. Thank you for that.

MR. VAN VEILE: | think on this issue is one of
t hose phil osophi cal issues once again, which is | think
conmes right in the market design has to send the right
signals to incent investnment of all the different sectors
and categories. Cbviously, when you' re weighing the
transm ssion solution, you create -- there's a dom no effect
in the market when you do that.

And so the issue has been, do you then achieve
sone parity there with other pieceholders. From our
perspective, our feeling is it's a very slippery slope.

Once you wal k down the sl ope on saying and now what we'll do
is give generation and demand response and all these other
resources a reqgqulated rate of return, even though we know
the regulator, we're fearful on what that mght nean to the
state of the markets.

CHAI RVAN WOOD: O course, the other approach is

then a |l ot of the transm ssion then beconmes supported by



i ndi vi dual custoners as opposed to being socialized. And so
that's one way to get parity, which is what's being

di scussed in the South, is put all that on the partici pant
side of the fence and let that be the cost.

Yes, sir?

MALE VO CE: Afford themthe ability to regulate
rate of return, but why not give other options the
opportunity to bid conpetitively for the right to provide
service?

CHAI RVAN WOOD:  You say there's a need for this
much capacity transfer between A and B? How do you want to
sol ve that market?

MALE VOCE: O there's a need for capacity,
delivery capacity, how and what woul d be the best way to
sol ve the problenf? Transm ssion is one solution;

i ncrenental generation is another sol ution.

CHAI RVAN WOOD: Does the fact that the public
process that the RTAP conme RF is going to be done, that that
sends the signal about where it ought to be?

MALE VO CE: It may send the signal for a need,
but it may not send the appropriate signal to encourage new
generati on.

CHAI RVAN WOOD: Because it woul d be borne by the
i nvestor and not by the market pl ace?

MALE VA CE: Correct.
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CHAI RVAN WOOD:  From ot her regul at ed mar ket ers.

MALE VO CE: So why not conpete for the right to
provi de the service?

CHAI RVAN WOOD: So that then gets you out of
provi ding ROE, you're just saying |lowest cost solution to
this problem [Is that kind of generally where you' ve been
on that?

MALE VO CE: In fact, what we have suggested is a
bid for | owest cost solution to the problemthat's
resource-neutral in terns of what the solution is, but it's
tested against timng and probability of success and price.

In that context, | think that's simlar to what
you' re suggesting. It gets around the issue of a regul ated
return entirely and just nmakes you pick the | owest cost
provi der, assum ng that you can cone up with sone criteria
that reasonably tests if it's going to solve the problem
Nobody wants that.

The other thing it avoids is the fear that we're
in awrld that by definition is market failure because
nobody has conme forward. And we now announce that we're
going to carefully analyze all the possible solutions of the
mar ket failure, but we will only pay for one of them |In
that world, it's fairly obvious that the people who won't
get paid won't conme forward and nake their best case, and

you won't really get the best analysis you can.
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CHAI RVAN WOOD:  Davi d? Paul ?

PAUL: | had hoped we were going to not air our
di sagreenents on this, but it's already out there. The
Connecti cut Comm ssion and Massachusetts Commi ssion recently
sent a letter to the I SO endorsing the concept of the RTAC
pl anni ng process itself being in effect the request for a
solution, strongly opposed using this process to try to drag
us back into IRP. Especially for those states of us who
noved past that and noved into a narket-based world, we'd
strongly urge you not to use this process in a way that
drags us back to where we've been and where we're trying to
nove from

This isn't just a | east cost issue between
transm ssi on and generation and denmand response.
Transm ssion is a regul ated nonopoly service, except to the
extent that there's Merchant, and Jose, don't junp on ne
now. Wit till later.

(Laughter.)

PAUL: GCeneration and denmand response are not.
W' ve noved to narket-based approaches for those. And
there's a couple of good reasons for that. One is
transm ssion you know is going to work. |'mnot sure
throwi ng the sane anount of dollars or even a little bit
| ess dollars at a denand response sol ution on the grounds

that it's projected to be | east cost has the kind of
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certainty that you get with the transm ssion

And the second issue is, the reason we socialize
sonme transm ssion investnent is because it provides benefits
across the entire grid. You can't say that about other
solutions in the sane way. And so we woul d conme out agai nst
t hat kind of approach, and again, just would strongly urge
you not to pull us back to where we noved from

CHAI RVAN WOOD:  Any ot her thoughts? Yes, sir?

MR. LA SILVA: Fred M LaSilva, FPL Energy.
Al ong the same thene, | believe that, when we think of using
generation as a substitute for transm ssion, that it's very
important to find out what we are trying to either preserve
or change to.

If we want to preserve the markets as we have
undertaken with SMD, that is with -- that is determned on a
regi onw de basis, based on the resources are available in
that area or zone or node, we then have to eval uate what we
are really testing as the price of transm ssion as we
conpare it to what a generator solution would produce in the
way of LMPs.

And if that is a gas turbine, that nay be | ower
cost than the transm ssion froma capital point of view
But if that now produces an LMP, that may be greater than
what you ot herwi se woul d have if you build transm ssion

instead. |If you want to preserve the LMP nethod, then you



will calculate the cost to the market based on the new LM
that the gas turbine will produce.

| f you want to conpare strictly on the basis of
cost to build, but you now bastardi ze the cal cul ation of LM
by putting that new gas turbine as a regulated or RWR
resource that now carves out a piece of the generation
mar ket, then you get a different eval uation.

And what | believe that should be strived for is
to preserve the standard market design concept and keep
generation as the unregul ated arm of the three-|egged stool,
and transm ssion as the regulated arm O herw se, you are
never going to get the assessnent of how do we nove forward
to an SMD environnent if you m x the two.

CHAI RVAN WOOD:  Thank you. 1'Ill just now note
that it's 4:00, and I"'mgoing to try to end relatively on
time. We do have one last itemhere. Let ne just finish up

this Item10. This is something that will be in the Cctober

filing?

MR. VAN VEI LE:  Yes.

CHAI RVAN WOOD:  The | ast issue | know is one that
came up -- | think, Brian, you brought that up. But we had
al so brought it up in sonme orders, too. |It's the |ocationa

| CAP i ssue and the general question of regional adequacy,
whi ch probably flanges up a little bit to what we just

tal ked about but has a little bit different flavor of issue.
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Did the Comm ssioners have any thoughts on this
| ssue 11, this last slide on resource adequacy?

MALE VO CE: The only thing I woul d observe is
that our guru on this, Tom Wl ch, is working on a solution
to the problemwhich | may never understand but he tells ne
will solve the problem

(Laughter.)

MALE VO CE: But | can't give you a date for when
he's going to solve the problem but only that he will.

(Laughter.)

MALE VO CE: And whether it will be acceptable to
others or not, | don't yet know But | know he is
diligently struggling with this. So there will be a
proposal fromat |east Tom conmi ng forward, and hopefully
froma broader-based group than that.

CHAI RVAN WOOD: Wl |, good. And one of the
t hi ngs Gordon had pointed out was that trying to coordinate
this with PJIM and New York, and I will just announce that we
did put out an order today in New York, a demand curve for
capacity to replace their existing | CAP program which we
accepted in substantial part.

But that will start to create sone different
approaches in this region which aren't necessarily seans
issues in nmy mnd, but are nmaybe alternatives for people to

make a nore attractive market for capacity. So maybe we



ought to be still at |east a thousand hours limt on | CAP
but 1'"mnot totally there yet. | do hope that a nore

regi onal approach to that is in the offing, although it may
not be a requirenent.

But you're right, Tomis the guru not only since
my first week on the job, this job. And he is one of us, so
we hope we hear fromhimon that. Any thoughts on that?

(No response.)

CHAI RVAN WOOD: | know Brian you brought that up
earlier today. | knowit's flagged, and appreciate your
doi ng that.

The last issue is one | think we need to give
sonme thought to between the three of us, and we will. And
what 1'd like to do in closing is say the next step, fromny
perspective, is to, | think the three of us, just to get it
out. |'Il probably sign it nyself, but consult with the
three of us and our staff that were here today, but kind of
just record what we heard, send it back to our co-conveners
here -- Roberto of NEPOOL, Gordon at |SO New Engl and, and
Ilia with NETCOOK, and then nake it certainly a public thing
t hat everybody can see, but just kind of record what we
heard and what we heard the next steps to be, so if there's
kind of a clinch item this is actually probably conpared to
the other regions we're doing a relatively short list of

itens.
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And again, | tip ny hat sincerely and
t houghtfully to all of you who have built what is an
out st andi ng whol esal e power market. | think your customers
are so lucky to have the kind of cooperation that |'ve seen
not only today but since |I've been on the job. And I
appreci ate and, please, encourage you to continue that anong
the participants, the regulators and the fine staff that
operate the SO as well as our good board, who |I've been
honored to neet with Chairman Barry, but all his good
col | eagues that are on the board as well.

|"mreal pleased, again, personally and
prof essionally on behalf of our Comm ssion, with the
progress that's been made in New Engl and on power markets.
We do want to kind of, from our perspective, close out that
transition to being there and actually get there. It |ooks
like the October filing is clearly a sem nal docunent, and
we wi Il adjust our admnistrative process accordingly so we
can get you a thorough, quick answer back.

But ny hope is, with this type of process, that
we can be so nuch there with you all the way before you even
file that the filing and approval is alnbst a perfunctory
exerci se.

So we do want to be involved in your process as
you go forward. We'IlIl have our staff here. Certainly that

one issue, this core issue of the governance that | know the
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st akehol ders and the Conm ssioners feel very strongly about.

And again, | would just say | think there's sone win-win
solutions there that | think keep everybody on track, and |

want to really endeavor toward that. And we'll instruct

whoever we send up here with you all that that's our

expect ati on.

Thank you for your hospitality. Thank you for
this nice turnout. | can't say thanks for the nice room
but we're glad to have it.

(Laughter.)

CHAI RVAN WOOD: It was actually nice. It was
nice and quiet. So now |l want to close by thanking you,
Sarah, for pulling it off alnobst on tine.

SARAH.  Well, thank you. And | just have a
coupl e of quick housekeepi ng announcenents. First of all,
have a tel ephone nessage for David McNeil before you go
home, if he's sitting in the audi ence.

The second is that we renoved sone of your
| uggage at the side of the roomin order to bring in sone
nore chairs. W put your |uggage behind the registration
desk. And also we've got a box out there if you want to
recycl e your name badges. W'Ill use themfor, you know, the
M dwest neeting on June 11th.

(Laughter.)

SARAH.  Thank you so nuch. W really appreciate



(Appl ause.)

(Wher eupon,

t he neeting was adj ourned.)
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