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BEFORE THE
FEDERAL ENERGY REGULATORY COWM SSI ON

PIJM TECHNI CAL CONFERENCE
W TH STATES AND MARKET PARTI Cl PANTS:

Wndham Hot e
Grand Bal l room

W I m ngton, Del aware

Thur sday, August 28, 2003

The techni cal conference commenced at 1:10 p.m,

Pat Whod, 111, Chairman, Federal Energy Regul atory

Conmmi ssi on, presiding.



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

PROCEEDI NGS
(1:10 p.m)
CHAl RVAN WOOD (Presiding): |If everyone could

take a seat, please, we'll go ahead and get started. Al
right. Good afternoon. [|'m Pat Wod, Chairnman of the
Federal Energy Regulatory Commssion. |'d like to welcone

all of you to our Fifth Regional hearing on the state of the
Whol esal e Power Market here in the PIJMregion.

As you know, one of the things in our standard
mar ket desi gn rul emaki ng anendnents that we nmade in the
white paper of April of this year, was a commtnent that we
woul d, in each region of the country where RTGs are either
functioning or are being forned, that the Comm ssion woul d
have a hearing to visit with the state regulators, and I'm
pl eased to see such a nice nunber here today, and to the
mar ket participants in each region, as well as the
prof essional staff of the RTO or |SO

What is the state of the power market? W' ve
laid out eight criteria in the whol esal e power market
platformthat were distilled fromour experiences in the
post - order nunber 2000 world and the post-California world,
a nunber of attributes that we deened to be critical to
successful whol esal e power markets. And nore inportantly,
we want to build on that framework today to tal k about what

needs to be done to nmake sure that this nmarket works even
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better than it does today.

I had the pleasure of sitting in the back of the
roomearlier today during the market participants' neeting
and got a good sense for the type of interaction that goes
on at the market participant |evel that feeds into the
ul timate decisions of the RTO here. And based on a three-
hour neeting, | was inpressed with what | saw, the |evel of
interaction, the level of detail. | think the |ack of
reservation of people to say that they don't agree with
sonething, that's always the sign of a good, health
organi zation, and |I'm pleased to see that working as it does
here in PIM

I want to encourage you fol ks, the state
conmi ssi oner col | eagues and nmarket participants here in the
PIJM i nterconnection today to be open and frank. W wll
have a transcript here, and David, from Ace Federal
Reporters, is here. Please, when you talk fromyour seat
today, please state your nane and if you' d care to state an
affiliation, a conpany, or another interest, please do so as
well. That will facilitate making a good transcript for
this. But we have a transcript that will be in our
rul emaking record. But our nore informal format today with
panel i sts and the nice U shapes here that worked so well
here this norning are intended to make it nore of a give-

and-take, nore of an exchange, and nore of a |earning
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experience for Nora and ne.

And our col |l eague, Bill Massey, could not be here
today. He's represented by Bud Earley fromhis staff. W
have a nunber of other FERC staff here today whom ' |
introduce later in the afternoon. But what's really a
| earni ng experience for us -- I'"'msorry we don't get out
here nore often than we do, but | do want to understand,
fromyou all who live and work here, just how PIJMis doing.

I will say, fromour perspective, PIMis viewd
and likely I think to be a market nodel for whol esal e power
trading, for regional planning, for coordinated real tine
di spatch, for econom c congestion nmanagenent, for
i ndependent grid operation and inportantly, as we saw a
coupl e of weeks ago, for reliability. It has set a tenplate
al so for strong inclusion of nmarket participants and state
regul ators in the decisionnmaki ng process but again, |ike any
good enterprise, PIJMshould and does continue to inprove its
mar ket .

That is our goal today, to identify what issues
need to be noved forward, either through any action we can
do at FERC, or through sonething the states can coll aborate
with, or sonething that can originate here fromthe PIM
organi zation and market participants directly.

Again, we view this as we always have. The

whol esal e power markets are a col |l aborative effort of many
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good, publicly m nded peopl e.

Wth that kickoff today, | would like to ask a
daughter of the PIMto speak as well.

COW SSI ONER BROMNELL:  Thank you. Hard to add
to your eloquence except to say that I"'mthrilled to be back
hone again. 1t's amazing when | | ook at the evol ution of
PIMfromny early days as a state comm ssioner. |'m
thrilled to note we're all aging with style and grace.

So, Phil, good job. | really appreciate
particularly the | eadership that the state comm ssioners in
the PIMregi on now, the expanded PJM regi on, have shown in
devel opi ng i ssues, in being an active part of the energy
debate, and in being willing to step out in front and
identify issues and solutions. This is a real solution-
driven group. | believe that to be true of all the
st akeholders within PIM and I"'mreally pleased to see the
evolution into a | arger organi zation, and the inclusion and
| eadership of ny friend, David Hadley, and his colleagues in
t he m dwest.

So | look forward to this afternoon. This is an
exciting time because it's good to have |leaders and it's
good to be recognized as PIM | think, was recently during
t he bl ackout. But we can always get better, and | also
appreciate your willingness to do that. So thank you.

CHAIRVAN WOOD: We'd also like to invite sone
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comments fromour coll eagues on the state conm ssions.
First we have Gail MDonald from Maryl and.

COW SSI ONER McDONALD: Thank you, Pat. | am
here joined by ny four colleagues. They're kind of handsone
men wearing gl asses. W had hearings this week so they have
red eyes. You'll see them Let's see the hands.

(Show of hands.)

COW SSI ONER MDONALD:  We're al so pleased to
have, representing Governor Robert Ehrlich, Mchael Richard,
head of the Maryl and Energy Adm ni stration. Needl ess to say,
|'mal so here as president of the Md-Atlantic Conference of
Regul at ory Conm ssi oners or MACRUC.

I"d like to thank, on behal f of MACRUC, you,

Chai rman Wod, and Conm ssioner Brownell. W are delighted
to have this opportunity to talk with you today. And I
woul d be remss if |I didn't recogni ze your staff, who
valiantly put this together -- Sara McKinley, Ed Mers, and
Kevi n Cadden, anong ot hers.

I'"d also like to thank PIMand Phil Harris, who
have included us in an inportant neeting of theirs and have
given us the opportunity to neet nore PJM col | eagues.
Certainly our staff nenbers at PJM Denise Foster and Craig
d azer, put up with nunmerous queries fromthe states, and we
are grateful to themfor their efforts

This afternoon, before Phil Harris nmakes his
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coments, you'll hear fromfour outstanding Conm ssioners in
the following order: Chair Arnetta McRae of Delaware will
tal k about the PIM market. After that, you'll hear about
the PIJM process from Comm ssioner Fred Butler of New Jersey.
He will be followed by Conm ssioner Kevin Wight of

IIlinois, who will have a new nenber state's perspective.
Finally, den Thomas of Pennsylvania w || discuss future
chal | enges and give us sone of his recent insights based on
the inportant work he's been doing on Capitol HII.

Let ne nmake a few brief comments about PJM and
the SMD white paper, the reason we are all here today. The
states in the PIMfootprint have enjoyed years of benefits
froman integrated power pool. Ever since becom ng an
i ndependent system operator, and subsequently a regional
transm ssion operator, PJM has kept up with massive changes
in the whol esal e sector and conplied with the attendant
federal regulations. They've also nade significant efforts
to understand our retail sector and the state regul ations
which we deal with. Still, there are sone areas where we
think there needs to be sone inprovenent. You wll hear
about these in detail fromthe regulators later.

Several MACRUC nenber states have been active
participants in the SVMD debate since you rel eased the notice
ast summer. Wile it was only a year ago, it seens |ike

t here have been many years spent on witing and talking
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about it. | believe, and so do many of ny col |l eagues, that
we have really spent too nmuch effort reacting to the
original proposals. And | would like to see us fashion a
revi sed proposal in a collegial manner. W want to go
forward. The neetings are certainly helpful in this regard.
But we need to ensure that there are follow up actions which
will ensure that we have a vibrant whol esale electricity
market, thereby resulting in helping retail electricity
prograns in each state.

W understand t he obstacl es caused by diversity
even in a tight knit region such as ours, but with an open
di al ogue |i ke you have undertaken today, | believe that
there will be nuch progress.

This brings nme to another inportant issue. FERC
needs to resolve the AEP nmatter as soon as possible. |
believe an early resolution will resolve sone of the
uncertai nty anong market participants. For exanple, one
cannot say, with conplete confidence, what the current
configuration of PIMis. Do we work with nine comm ssions
or fourteen.

Finally, we are all going to be busy in our
jurisdictions reacting to the recent outage. | would like
to take this opportunity to encourage the public and the
nmedia to give the technical experts tinme to analyze the data

involved. Once a report is released, is inportant to all of
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us -- FERC, state colleagues, PJM and market participants --
to work towards sol utions, and we know we can do that.

I look forward to your comments today and to
participating in the discussion further this afternoon.

CHAl RVAN WoOD:  Thank you, Gail. W al so have,
fromone of the newer PIJM states or states-to-be from David
Hadl ey in Indiana, also a | eader of the M SO hearing that we
had about two nonths ago. W're glad to have you here at
PIMas well, David. The mke is yours.

COW SSI ONER HADLEY:  Thank you very nuch
Chai rman Wod, Comm ssioner Brownell, M. Harris, and for
all the colleagues here that are joining us today. It's a
privilege to be able to be part of this discussion and to
hear the ideas that have been exchanged al ready this norning
in the PIM nmenbers' neeting.

One of the things that has occurred in ny life
since the outage occurred that 1'd like to share with you is
that now, on the front screen of nmy conputer, is a picture
of the North Anerican continent at night with all of the
lights that showed. Many of you have seen that.

In that map nowis this |arge, vast, dark hole
where the blackout was. It's very promnent, very easy to
see. At the sanme tinme, Mars is as close as it's been in
60, 000 years to the planet earth. After extensive analysis

of all of the events, it's pretty clear, to me and to other
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stargazers that | represent, that, thanks to SVMD, we have
now had a bl ackout and because of the blackout, we now have
a large, black hole that sucked Mars closer to earth so that
we can all see it.

(Laughter.)

COW SSI ONER HADLEY: Many years of analysis to
go into that and a | ot of statenents have been nade about
that event already. | would echo Conmm ssioner MDonal d' s
t houghts that the reans and reans of factual data that wll
be rel eased shortly will give us plenty of opportunity to
make the anal ysis and the policy recommendations that wll
flowfromthat. That's where the real debate shoul d begin.

Wth these few wel com ng comments today,

t hought | woul d reference Christopher Reeve, the actor
superman with the tragic horse accident that |eft him
paral yzed. In a new book that he has out, Nothing Is
| npossi ble -- think of that what you mght in this context
-- he lists several goals that he has derived fromhis
experience. And I'Il just pick out a few sel ect ones.

The first one was "let the first shock pass.”
That m ght be wi se counsel for us after August 14th. Now is
not the tinme to create nore market uncertainty by del ayi ng
for three years the inplenentation of SVD and the benefits
that it can derive for certain regions that choose to nove

forward in this country.

10
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The bl ackout in Indiana at |east is not pushing
our state to cut all of our interconnection ties with all of
t he other states surrounding us and becom ng an i sl and,
totally independent of the rest of the country. That won't
work in our location froma mdwest perspective and
certainly fromPJMs perspective, | would believe.

A second | esson | earned from Chri stopher Reeve is
find solutions, not Iimtations. Today our grid is
interconnected. Qur oversight of that grid is not
connected. Qur rules, even our definitions of key terns,
are not connected as they should be. Even our transparency
that we've tal ked about so nuch in these types of neetings
is still not connected as it needs to be.

Cearly, individual utilities, during the event
of the 14th, could not see past their footprint. Even RTGs
such as PJM New York |SO New Engl and and M dwest | SO were
l[imted by their footprints as well. Those are our
[imtations and we need to recognize them So let's find
solutions. Sinple exanples, such as data collection points
bei ng spread out as necessary to nonitor voltage flows, is
the type of early beginning transparent openness of the
systens that would allow our RTGs to nore effectively
noni tor our interconnected grid.

Mar ket formation nmust be as transparent and as

tinely as possible. That's a broad goal that's been tal ked

11
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about consistently. W need to find solutions to inplenent
that. W do need a joint and common nmarket to resolve the
very limtations that are so obvious and define the
solutions we all expect, and our consuners deserve.

A third lesson learned is get busy. There've
been nunerous cries to FERC to nmake a deci sion about issue
after issue so that we can have narket certainty. Certainly
you recogni ze sone of those and have been naki ng those types
of decisions. A clear exanple for nme is that individual
parties made vol untary decisions on RTO formation that they
wi shed to pursue.

Those vol untary choi ces not nmade by FERC but nmade
by parties clearly resulted in many concerns. You acted by
pl aci ng condi ti ons upon those configurations and the choices
voluntarily made. July 31st, 2002, that order cane out.
Those deci sions were made by FERC. June 4th, 2003, once
nore you had to say we really neant what we said July 31st.
There are issues that were concerns that need to be resol ved
prior to any systens being transferred.

Once again, July 23rd, you had to reiterate again
so FERC had nmade sone choi ces and nmade vol untary
participation possible. Three tines to say what you really
nmeant was pretty clear to ne, and | would urge the business,
that so many parties have been part of to try to integrate,

has recogni zed that clearly the conponents listed in the

12
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orders also need to be dealt with by the parties.

Then in the bl ackout and the apparent |ack of
effective comuni cation that we've read so nuch about, in
spite of the very effective communication that did take
pl ace, and to try to resolve the differences, it would seem
that those conditions are the bare mninuns that should be
expect ed.

Wien parties cannot even agree to a definition of
hol d harm ess and what that neans, the confidence of the
regulator is really shaken. But nore serious solutions to
these real issues you raised in you order, have not been
addressed in a way that has resulted in final solutions to
those. W need the transparent nmarket, a common nar ket ,
standard enforceable rules that all parties understand,
recogni ze, and can play wth.

Much work has been done but there's nmuch to get
busy to conclude. Congress noved us down this path with a
vision in 1992 in the Energy Policy Act. That vision was
about regi onal devel opnent of the grid. Just as the
bl ackout spanned our borders that we're so proud of as
i ndi vidual states, in a nmatter of nere seconds, it even
better highlights for ne the need for cooperation between
federal and state regulatory bodies in a way that we can
i mprove regional planning and oversight, which you outlined

so well in the white paper
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States asked for nore than an advisory role. You
gave us nore than that. It's our obligation nowto find
creative ways to fulfill that. W |ook forward to noving
each of these issues along and many nore from our coll eagues
and ot her participants today.

Thank you for this format, for your wllingness
totry to cone to the country and listen and | earn and
apply. Thank you.

CHAl RVAN WOOD:  Thank you, Davi d.

As we have with the other road shows here, we'd
like to start with a good framng of all the devel opnents in
the given RTO by talking to the | eader of that. Today, we
have Phil Harris, the well-regarded CEO of the PJM
| nt erconnection, to |lay out sone overview issues that |
think will franme our discussions for the rest of the day, as
wel |l as point out sonme issues fromthe CEO s perspective of
where PIMis in conpliance with FERC s white paper that we

put out in April.

W'l|l go sit down and let Phil have the stage so
we can |l ook at his slides there, and we'll go on fromthere.
(Slide.)

MR HARRI'S: Thank you, M. Chairman
Comm ssi oner Brownell, Comm ssioner Hadley and Gail, thank
you very much. First of all, | did want to nmake a few

comment s about the August 14th events.

14
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(Slide.)

It was certainly the | argest blackout to ever hit
the grid in our history. And it is unbelievably significant
event. | think there's a fewthings we want to | ook at as
we | ook at that.

(Slide.)

First of all, you know, there were sone things
that worked. Certainly in New England, PJM and ot her
areas, there are sonme things that worked but what I want to
assure you, M. Chairman and the ot her Conm ssioners, is
that we recogni ze that every tinme there's a system
di sturbance, there's things to learn, and we take this quite
seriously. W are going to learn, we're going to | ook at
this in the detail that's necessary, give it the diligence
it desires, and apply those to our rules, practices, and
procedures as soon as practicabl e.

It was for that reason that we basically put a
standstill to the ConEd integration, doing all that we need
to professionally and engineering-w se to | ook at these
events and nmake sure they're incorporated so that when we do
nove forward to the next stage of devel opnent, you can have
t he assurance that the reliability of the grid will be
enhanced as a result of that. W take that quite seriously
and reliability is job nunber one.

The ot her thing, Conm ssion Hadl ey, basically
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what you're saying, the Eastern Interconnection is a
synchroni zed notor. |It's the |largest interconnection in the
worl d at over 600,000 nmegawatts. One thing we |earned from
the blackout, it is a single synchronized notor. Things can
happen in seconds. W found that regional planning, when we
| ook at what PJM does, how we do our work, that regiona
planning is the key. And | think back to our devel opnent in
the early nineties, and | want to say thank you to each of

t he state conm ssioners.

You may recall it was in early 1995 when the
state comm ssioners in the md-Atlantic stood up and said,
we can't allow you to go forward with conpetitive markets
till you have a reasonabl e planning protocol in PIM It
took us two years to develop that protocol. But as a result
of that, we've been able to have transm ssi on enhancenents,
gener ation upgrades, interconnection and being able to
slowy and increnental |y upgrade the grid over tinme. And I
t hi nk regi onal planning through this huge, interconnected,
synchronous notor is absolutely a key reason for what's
necessary to nove forward.

W have to be wi se about investnent. There's a
| ot of discussion this norning on | ocal nmarket power
mtigation and how that can inpact or not inpact an
investment, and we need to deal with that. W find that

price transparency is absolutely essential in sone areas of

16
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the country. | know when | talk to them they' Il nention
that we have bilateral markets but they don't have price
transparency. There's no way to judge all those markets are
wor ki ng or not working, and LMP does that. It sends the
right signals to the right |ocations.

I ncentive based structures conpl enent the
pl anni ng process. W need distributed generation. W need
demand side. W need to incentivize ways for transm ssion
owers to get fair returns on investnents and ways the
generators can |ocate appropriately and get the returns they
shoul d.

Al'l of those things are conpl enentary and work
well together if you' re going to have a robust, regional
market. We're seeing things in that that worked very well
during this outage, and we're going to |learn fromwhat we
need to and be able to nove forward in a nuch nore proactive
way, M. Chairnman.

(Slide.)

I think the best thing on the white paper is the
old saying that the main thing is to keep the main thing the
main thing. In 1992, there was a | aw of the | and and t hat
| aw sai d that generation conpetition at the whol esal e | evel
is the law of the land. And we're still eleven years into
it and we haven't put it into effect throughout the |and

yet .

17
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You can't neke generation be conpetitive in a
commercial way w thout solving the transm ssion issues. W
need these standardi zed attributes. The fact of the matter
is the 600,000 negawatt synchronous notor has served over
two countries, 33 different entities, seven Canadi an
provi nces, 38 states, 22 security coordinators, 120 control
areas, eight regional councils, two RTGs, three maybe RTOS
and two wannabe RTGs.

(Laughter.)

MR HARRIS: So if you do the conbinations and
permutations to the nunber of ideas and services and what a
single attribute can be, it's an unsolvable problem W
need | eadership. W need a way to standardi ze and yet
recogni ze the need for regional differences to go forward,
and we can't do it wthout that kind of |eadership taking

pl ace.

| feel alittle bit like |l didin the first grade

where a teacher cane to ne once and said, here's your test;
we'd like for you to self-grade it and turn it back in. So
you' ve asked us to comment on what we think about how we
conplied with the paper, and I went back and | ooked at our
hi story.

(Slide.)

| guess, teacher, if you asked us if we passed,

we'd say we passed. W do think we're conpliant with the

18
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el ements as we understand them But in saying that --

(Slide.)
-- one of the things that we have | earned in operating PIJM
is the old proverb. As iron sharpens iron, sSo one person
sharpens another. And it takes that neani ngful stakehol der
process where peopl e engage, where they put their ideas on
the table, where we can debate them understand them engage
in them nmake the decisions appropriately in the right way.
W' ve been doing this for alittle over six years, and we're
not t hrough.

| dare say if you had this technical conference
15 years fromnow, and you said "did we conply"” you're stil
going to get differences of opinion. W've nmade over 200

changes to our rules, processes, and procedures since we

started in 1997, and we'll be nmaki ng hundreds of changes as
we nove to the future. It is a continuous inprovenent
effort. If you ask, at a point in tinme, based upon the way

we understand your white paper, we would say, at this point
intinme we conply.

If you asked us, are we through yet; are there
things that we can't inprove, we say absolutely not. It's
continuous inprovenent. There are things we need to sharpen
our pencils on and nove together nore closely. Are we
conpliant with being i ndependent? W have received RTO

status. We think we are the sole provider of the

19
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transm ssion service and admnistrator of the tariff. |
think certain court cases have brought up sone issues on 203
rights, and we think we provide the clarity of that. Wth
the white paper as it's stated, we do think we neet that
particular role. W are the sole authority for the

i nt erconnection request.

As a result of that, we have a nunber of
generation units that have been able to cone onto PIJM and
add to our reliability. And we certainly do interregional
coordi nati on.

(Slide.)

On the planning process, again, this was
sonething that the states insisted on, and we're so thankful
they did back in '95. W do have a regi on-w de planning
process that has continued to inprove. Wen we do the
techni cal assessnents, we work very closely with state
authorities and provi de the independent assessnents that are
necessary to ensure that you have reliability to be
delivered. One of the key things that we use -- and | want
everybody to say this together -- sinultaneous feasibility
deliverability test.

(Laughter.)

MR HARRIS: Basically what we say is, as a new
generator cones onto the system we look at it to nmake sure

it can be reliably delivered anywhere on the system Wat

20
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that neans is, every tinme you have a generator, your system
is nore reliable. Because of participant funding, they' ve
been able to add the upgrades necessary to the system
W' ve been doing that for the past six years. Do we need to
continue to inprove? Absolutely.

You told us in July 2001 to consi der econom CS.
W' ve been working to get closure on that and to be able to
determ ne how we take econom cs into consideration through
our planning process. W're finalizing those processes and
to try to understand how we do that, and what threshol ds
we' re | ooking at through our stakehol der process. And we do
have recovery nechani sns for regional transm ssion
expansi on.

(Slide.)

You ask about the fair cost allocation for
exi sting and new transm ssion. Again, the rate issue is one
that basically FERC has but we have the postage-stanp
concept that's been out there and tal ked about. W found
that over the six years, the license plates have worked. W
have a workabl e nodel that allows you to deliver power into
a zone and to pay the one rate for it at the zone you
receive.

W have ways that can be | ooked at. You required
us to elimnate sone of the nultiple border rates and we're

| ooking at that, and the pricing policy for the cost of new
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transm ssi on expansi ons whi ch you just approved for us
recently in a conpliance we nade on econom ¢ upgrades.

So we have those essential elenments that allow
for the transm ssion to be brought into and ultimately
priced as we nove forward essentially.

(Slide.)

Mar ket nonitoring and market power mtigation.

Do we have an independent market nonitor? W believe we do.
Do we have market power mitigation nmeasures? There are sone
may feel that we have nore, there sone who feel we may have
|l ess. The bottomline is you | ook at the past six-and-a-
half years with our markets and the way they' ve worked. |

t hi nk the market power issues have been solved. They have
been worked through in the various |evels.

The critical test of that is the test of use. Do
we have tariff limtations on the bidding flexibility? Yes.
W' ve been able to adjust those where necessary and we are
wor ki ng on our |ocal market power mtigation rules you'l
certainly be seeing and |'m sure wel com ng on Septenber the
30t h, when those filings are nade. Then a clear market rule
designed to prevent market mani pul ation strategies.

Probably one of the keys to this is data and
information. W have a trenmendous data base that our narket
nonitor is able to ook at, evaluate, work closely with the

states to have an understanding of our market. Certainly
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the issues we've seen in other parts of the country happened
and occurred because all of the informati on was avail abl e,
transparent and inplenented in right and appropriate ways.
W have that el enent taking place in PIM

(Slide.)

You ask if our spot market neets the custoners

real tine energy needs, and we think this is one of the

strengths. It is transparent. You |ook at E data, and many
of you do, and you'll see that the prices come across there;
the real tine market does work. Basically you have -- |ast

year we had about $4.7 billion of billings and about 87
percent or so of that was the energy market. The energy
market is the market in which nost of the things take pl ace.
And we have detailed market rules in various FERC approved
docunents, and of course the day-ahead market integrated

wi th congestion managenent with our in-storage services
allows this to happen. | think the inportant thing here is
the way this was increnented.

Wien PIMfirst got started, if you'll recall, we
started bidding our costs for one year. Many people | ook at
us today, six-and-a-half years, and say, we want a market
like this. They don't realize we got into that
incrementally. W bid costs for a year. Once we |earned
that, we started bidding at market-based rates, then we went

into LMP and the energy market. Then we added ancillaries
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| ater.

It was this little step approach with little feet
that has allowed us to get this robust, conpetitive narket
today, transparent efficiency and congesti on nanagenent.
This is of course one of the things |ocational pricing does
for you. | assures with that transparency, you can be
prot ect ed agai nst mani pul ati on because you're the one that
can see the data. By seeing the data and being able to
respond conmmercially, you can utilize the grid nore
efficiently and nore effectively, and al so pronote the use
of | east-cost generation, and of course the transparent
mar ket nechani sns do send the appropriate price signals.

(Slide.)

Do we have the firmtransm ssion rights? W
think we are conpliant with that. Do we think they are
avai | abl e? They' ve been added to, they've been | earned.

W' ve seen what did not work well and what can work well.
W' ve gone to the point of adding the auctions, and the
options products for that. That seens to be working quite
wel | throughout the region.

If you |l ook at that also with the other things
t hat have been val ue-added to the PJM market, such as the
NYMEX futures contracts that at first of course failed. Now
they seemto be getting a certain degree of liquidity all

based upon the PIMrisk. 1t's when you get the third party
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reference fromthe financial community having trust in your
mar kets, saying your markets really are working well.

(Slide.)

Resour ce adequacy. Because of the regional
pl anni ng requirenments, we think that we do neet that. W' ve
been abl e to adjust and nove that as the nmarket has expanded
with APS and other entities. The states review those
approaches. And | think the generation mx that we have,
the way that we understand the issues, the way we know how
to |l ook at the issues noving forward so that that is working
out quite well.

W al so operate various capacity markets. The
capacity markets, | think, are forever inproving.

(Slide.)

So what are our next steps? Al though, in that
qui ck overview, we think, if we stop and |look at it and | ook
at the elenments, we could say, sure, we think we do neet
those. W think our experiences show that we are conpliant.

Do we have a perfect nodel? Not by a |long shot.
Do we need ways to inprove? Yes, we can inprove today, we
can inprove tonorrow, we will inprove next year as we nove
forward. It's the continuous inprovenent that we | ooked at
changi ng our conmmittee procedures. The nenbers | ooked at
how we can do things |ike how you provide advice to your

i ndependent board in the right way. How do you debate the
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i ssues anongst ourselves as we're doing with 200 and 300
nmenbers at a neeting.

W just sent to you for approval sonme new
protocols that we're inplenenting and | think these will be
very healthy to enable us to engage in the sophisticated
debates that we have to engage in as we make conti nuous
i mprovenents to the market and to the market design. It is
peopl e working together to try to reach a conmmon good, and
we need to do that better.

W have to | ook at capacity market reform
Again, | think this is a forever thing. W have to inprove
but we have a resource adequacy nodel process that's being
| ooked at, so we can take that to new |l evels fromwhere we
are today.

| nmentioned the state PJM board process.
Certainly with the other states comng in, |eadership, |ike
Chair Hadl ey here, |ooking at these things so we can figure
out the best way the states can work with the nenbership and
with the board. Particularly as we nove forward, we think
we have a nodel, we think a bunch of that is working, but it
will be inproved along the pace as we grow. And certainly
on the denmand side response elenments in our economc
pl anni ng protocol encouraging the demand side to distribute
generation and the other side to be a functional and equal

part of the market as we nove ahead are inportant steps for
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us as we nove to the future.

(Slide.)

The bottomline, looking at it, did we pass?
Vell, reliability has inproved, new power has been there, --

(Slide.)

-- prices have been stable and demand side response has
wor ked within PIM

That concl udes ny remarks, M. Chairnman.

CHAl RVAN WOOD:  Thank you, Phil.

W will engage in questions and coments about
this in the last segnment of the program which is a large
hour -and-a-half or so. At this point, they were already
introduced by Gail, so | will turn it over to, | believe,
Arnetta, you're first, and let you all go through the state
regul at or perspective on PIM

CHAl RPERSON McRAE: (Good afternoon. |'m
delighted to be here today to participate in this gathering
relating to the technical activities in our region. | want
to thank Chairman Wod and Comm ssi oner Brownel | for
allowng us this opportunity. It also affords ne the
opportunity to showase the fact that, despite popul ar
runor, | amnot the single issue poster child for congestion
i Ssues.

That there are a nunber of things that | would

like to discuss today, so | do appreciate this nonent. |
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woul d say, in general, that we are very much in agreenent
with nuch of what you've heard fromPhil Harris. W do
believe that the energy nmarkets in PIJMare working well
That has to do with the real tinme, day-ahead, the FTR
market, ancillary services market and the capacity credit
mar ket .

There are sone concerns we have about specific
markets on which I will elaborate a little later, but | do
want to confirmthat the states in general, and I al so
shoul d point out at this juncture, that |I'm not speaking on
the basis of the opinions of the collective, so | say the
states in general and there may be variant views from pl ace
to place. But by and large, | think the states in MACRUC
are quite satisfied with the experience we've had with PIM
There was sone di scussi on about the market nonitoring unit.

I would say that we have every confidence in Joe
Bowing. | in fact spoke with himvery recently about some
of the plans that the unit has, noving ahead to involve the
states. We're encouraged to see that there is an objective
to be inclusive. At the sane tine, however, | think it's
necessary to point out that there are existing now barriers
that don't allow us to work fully in a cooperative
rel ati onship, one of which is the fact that PIMis subject
to certain operating agreenents that do not allowit to

di scl ose certain data to states, even if we were willing to
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buy into a confidentiality arrangenent.

| do believe that that, to sone extent, poses
sone barrier to the free exchange of information that states
need in order to carry out their responsibilities at the
local level. I'mtold that that's something that maybe
we'll get a chance to discuss at a future tinme, but | do
want to nmake note of that point.

Al so the states woul d very nuch appreci ate being
kept in the loop as to what is going on within the market
nmonitoring unit. W certainly know that it's been forned,
and "'msure that it's quite active. But thus far there has
not been as nuch di al ogue back and forth with the states as
to what precisely is occurring. So that's an area we al so
ask for PIMto take a further ook at. And I al so have
gotten confirmation fromJoe that that will be occurring.

Now on | ocational, marginal pricing, |et ne say,
and nmake it very, very clear, that Del aware and nany ot her
states in MACRUC support the notion that |ocational,
marginal pricing is the way to go. The difficulty we have
is that in sone areas that are physically constrai ned by
geogr aphy or whatever, it may not be the best approach to
pricing. | think I heard Phil Harris say sonething to the
effect that if you signal, they will cone -- not quite those
words but | do believe that that's the prevailing view about

how hel pful locational, marginal pricing is. That by
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sendi ng out these signals that you're going to attract the
kind of investnent that's needed in certain areas.

My question and concern is, what if it doesn't?
W have spent a nunber of nonths and years and certainly
considerable tinme in neeting with representatives of FERC
as well as PJMand others, discussing this subject. |
assune that's how | came to be known as the poster child for
congesti on.

But | would love to be the poster child for the
success story and | ask the cooperation of PIM FERC, and
others, in helping nme resolve nme and the other states on the
Del marva Peni nsul a hel ping ne resol ve that issue so that |
can go to the south and the west and wherever else I'm
needed to tell a great success story. So on LMP, we're
silently on board but we need hel p when nobody responds to
t he signal

As far as FTRs, which is a part of the firm
transm ssion rights, | was encouraged, in |ooking in the
white paper, to see that FERC i s suggesting that the states

get together and work with PIJMon tal ki ng about how you

all ocate those FTRs. |'ve been a comm ssioner for several
years. | nust say that one of the nost el usive subjects for
me has been FTR allocation. | don't believe that |'ma

unintel ligent woman but | have struggled very mghtily to

under stand exactly how FTR al | ocation works. On a going
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forward basis, it is ny hope and expectation that we wll
conme up wth a way to manage FTRs that we can all understand
regardl ess of our |evel of sophistication in financial
matters and i nvestnent protocol.

The other thing | want to just briefly conmmrent
on, and then I'I| give others and opportunity to speak, is
transm ssion rate issues. | know that there has been a good
bit of discussion about transm ssion surcharges and
incentives. One of the questions |I think that we want to
put out to those who are pronoting this idea is that there
has not been, to ny know edge, any recent rate cases to
determ ne whether we are already dealing with just and
reasonabl e rates. Wen we begin to add surcharges and
i ncentives wthout having had that kind of exam nation,
there certainly is the potential for over-conpensation.

On another matter, the discussion of elimnation
of rate pancaking, there has been tal k about renoval of
t hrough-and-out rates that may well be a doabl e course of
action. But, again, | wuld nention that there are costs
associ ated with having power flow through regions, and there
has to be a neans to adequately address the fact that that
has sone inpact on the participating groups wthin that
region. So whatever pricing nethodology is ultimately
agreed upon, it nust take into account the fact of

fundanental fairness that the cost causer al so assunes that
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cost obligation.

I think with these brief remarks, | have just
shared with you what | think are easily surnountable
probl ens when we're working together as a team | have, as
a conm ssioner for eight years, historically enjoyed quite a
good relationship with PIMand ny fellow col | eagues in the
states and MACRUC, as well as the representatives from FERC
the two specifically here today, Chairman Wod and
Conm ssi oner Brownel |, have kept a real open door to
Del awar e.

So | want to personally, publicly thank themfor
being wlling to indul ge Del aware and al so encourage PJM and
others that we're working with, let's look jointly for
solutions that we all benefit from

Thank you so much

COW SSI ONER BUTLER  Thank you. Good afternoon
| want to echo Chair McRae's comments about open doors and
t hanki ng the organi zers of this, Chairman Wod and
Conm ssioner Brownell. | think this is a very val uable
opportunity for a ot of people to voice their opinions and
their observations about the processes that are at work in
PJM and the MACRUC states and sone i deas on maybe sone of
the ways that we can inprove sone of those.

| also want to echo Arnetta's caveat about the

fact that |1'm speaking as a conmm ssioner from New Jersey
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wher e observations that have been shared with a nunber of ny
col  eagues fromother states in MACRUC but that may not be
universally agreed to be sonme of them As we get further
into this, you may be able to identify one or two of those.

Let me start out by saying that ny comments are
going to be focused on the stakehol der process and the role
of the PUCs in the region in that process. The MACRUC
states firmy support the concept that RTO boards nust be
i ndependent of all market participants, as well as having no
financial interest in any of the market participants’
activities.

The i ndependent board's primary responsibility,
after all, is to ensure that markets operated by that RTO
are operated in a fair, efficient, and non-discrimnatory
manner. MACRUC bel i eves that the current conposition,
operation, and structure of the PIJM Board of Managers is
consistent with the principles set out by FERCin its Oder
2000 and the SMD white paper.

The MACRUC states further support the concept
that market participants should play an inportant role in
any RTO where market participants have the ability, through
a stakehol der process, to help define the RTO rules, as well
as assist the RTOin solving market problens. And that
st akehol der conm ttees shoul d be used when nar ket

partici pants advise the board, rather than function as
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deci si onnmaki ng bodi es.

W believe the PIMRTGs currently inplies that
ki nd of coll aborative, stakehol der-driven participation
process. That encourages creative solutions for nmarket
participants to create reliability and the continue
operation of an electric market to neet the needs for
electricity use within the very conplex PIMregion. The
historic role of the state PUCs wthin the PIMRTO structure
has evol ved over the |ast six or seven years and actually
pre-dates ny tenure on the board, although there are a few
conmm ssioners who were around during that process, and we
have di scussions as to how that all played out.

The current role of the state PUCs within the PIM
structure was established by a nmenorandum of under st andi ng,
agreed to by the states and PIMin 1998. At that time, the
PUC Conmi ssion nenbers chose not to be full-fledged nenbers,
per se, of PIJMsince many of PJMs nenbers, the actual
industry participants, were involved in state proceedi ngs
and that this could involve a legal conflict, a conflict of
interest at the tine.

The state PUCs were unlike market participants,
i.e., states, had no financial interest in the market.
States PUCs were charged with ensuring that their ratepayers
recei ved safe, reliable and adequate electric service at

reasonable rates. But they were interested in having a
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nmeani ngful ability and a nmechanismto be able to nonitor and
have input into PIJMpolicies concerning reliability and the

devel opnent of, at that point, the new conpetitive electric

mar ket .

The MU, signed in 1998, established a fornal
nmechani smthat allowed the PIMstate PUCs to have the
ability to provide input to and to have di scussions with the
PJM Board of Managers on issues central to the states
current and future responsibilities regarding the electric
power industry. These issues, of course, include
reliability, market nonitoring, siting, transm ssion
pl anni ng, and the devel opnent of a conpetitive market.

The current MOU, the MU from 1998, incl udes
provisions that establish a state PUC |iaison conmttee
conpri sed of the PUC Conm ssioners to interact with the PIM
Board of Managers. There's a provision that establishes
that staff of the state PUCs will neet with PIMs staff on a
frequent basis to discuss issues, and that the |iaison
conmttee will nonitor PIJMevents and proposals related to
operations and functions of the PIM

It requires the PJM Board of Managers to neet
with the state liaison commttee not | ess than once a year,
or as needed. The MOU further requires that communications
anong parties conply with all applicable codes of conduct

and that the goal of the neeting between the state PUCs and
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the PIJM Board of Managers will be to increase communi cations
and facilitate a working rel ati onship.

Furthernore, the MOU states that if state PUCs
devel op joint proposals by sonme or all of the states, the
PJM Board of Managers wi || consider such proposals and that
the MOU does not preclude an individual state PUC from
acting independently to communi cate the proposals to or take
ot her actions within PIM

The staff, of course, of the PIMPUCs frequently
participate in the various PJM comm ttees and wor ki ng groups
as non-voting participants. This allows our PUC staff to be
involved in the formation of policies and the resol ution of
i ssues by market participants. It also allows our PUC staff
to get a better understanding of all of the various narket
participants' positions, and of course report back to the
conm ssi oners.

Mar ket participants and the |1 SO staff often
encourage state PUC participation in order to hel p devel op
policies that are consistent with state retail access
prograns and reliability concerns. It cones now upon us to
deci de what the future role of the state PUCs woul d be in
t he expanded PJM RTO

David, | really want to agree with sonme of the
poi nts you nmade. Qur grids are interconnected. W found

that out all too well earlier in the nonth, but we want to
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make sure that our governing principles and our control
principles are as well interconnected as our grids are.

That really is the goal of all of us inthis. |It's one
thing to say that we're going to have an expanded PJM but
it's another thing that the whole thing is going to operate
as well as PJM does today, and that's really the goal that
we, as conm ssioners, both in the current PJM states and new
PJM st ates, have.

There are certain questions that need to be
addressed in this process, questions such as, as PJM expands
its boundaries, i.e., once already into PJM Wst and now
into PIJM Farther West and PJM South, this formation of a
| arger common energy market, how will the various state PUCs
in this expanded regi on have input. Do the other state PUCs
within this region join the state PUC MU as it exists or do
they establish their own rel ationship?

The focus of state PUCs has indeed changed since
the md-90s in a whole host of ways, including our approach
to and our responsibility for whol esale el ectric power
markets in light of events |ike Enron and other situations
where prices for electricity have been mani pul at ed.

The states of the MACRUC region, including those
states conprising the expanded PJM regi ons, are now
di scussing the role of states wwthin PIM This role could

i nclude inplenentation of the existing MU between the
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classic PIMstates, "classic" in quotes; that's not a term
that many of us like but it's a termthat's being used, or
revising the existing MU to include the states conpri sing
t he expanded region, nodify the existing MU to include the
states, as well as inproving the MU to account for changes
t hat have taken place in the industry since 1998, or
devel opi ng a new structure that woul d redefine the
rel ati onship between the states wthin PJMand the new
states joining.

W' re looking, with interest, at the organization
of M SO states that Conmm ssioner Hadl ey and Comm ssi oner
Wi ght have been very active in. W're |ooking at their by-
aws and their construction to see if that has sone added
interest to us. There is sone uncertainty that | mnust point
out in defining the participants in this discussion.

There are eight states, including the D strict of
Colunmbia, in PIM You all know what they are. But, |later
this year, Illinois will be added in to the PIMwith the
entrance of ConEd into the system wth the hopeful future
AEP integration to PIM There would then be a total of 14
states. This would add North Carolina, Tennessee, Indiana,
M chi gan and Kentucky fully into, or if not fully, a large
majority of those states into the PIM

The fact that the situation regarding AEP s

participation in PJMhas not been resolved has inpacted the
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ability of those comm ssioners within the states to nove
forward with discussions with all of the states in the
expanded PJMregion regarding the state role in PIM Al nost
all of the PJM Comm ssion states are hopeful that FERC will
use its powers to quickly resolve the status of AEP within
PIM

In the neantinme, we, the state conm ssioners, are
nmeeting to establish our mutual overl apping interests and
our nutual preferences regarding the future relationship
between the PUCs and the PIM There's been an infornal
comm ttee established between the states of the m dwest,
represented by Comm ssioner Kevin Wight fromlllinois and
Comm ssi oner Dave Hadl ey from Indiana, and representing the
PIJM woul d be Comm ssioners McRae and nyself. W have been
nmeeting and will continue to nmeet and we will be able to
open those negotiations with PJMvery soon

In closing, | just want to nmention one ot her
aspect of operations that | think needs to be addressed, and
that is the access to market data. Currently, state PUCs do
not have access to confidential information in data as real
time outage information and real tine generator bidding
information. Some of us, including nyself and sone of ny
col | eagues, believe this informati on should be shared with
the states, subject to appropriate proprietary and

confidentiality agreenents, in order for the states to be
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able to take corrective action for market mani pul ation
pur poses and practices that inpair the efficiency of
el ectric markets.

That concludes ny remarks and | thank you very
much for the opportunity.

COW SSIONER WRIGHT: |'d li ke to thank Chairman
Whod, Conm ssioner MDonal d and ny col | eagues fromthe md-
Atlantic states for inviting ne to join themtoday at this
inmportant and tinmely FERC technical conference. It is
indeed a privilege and a treat for the newest kid on the PIJM
bl ock, as an incomng PIJM state nmenber, and as a freshnman
regul atory conm ssioner, to speak to the Conmm ssi on about
t he whol esal e power narket platform

The Conmi ssion's technical conference in Qraha at
the Md-Anerican Regulatory Uility Conm ssioners
Conference, where states are largely M dwest | SO nenbers,
was very productive. As the |lead state regul atory
Conm ssi on nmenber of the Mdwest |SO Advisory Commttee and
the Vice President of the Organization of M SO States, and
m ght add the first regional state conmttee to be forned,
as envisioned by the FERC white paper, and as Conm ssi oner
of the Illinois Conmrerce Conmmi ssion, | comrend Chairman
Wod, Conm ssioner Brownell, and Conm ssioner Massey, for
t heir open di al ogue approach and unfl appabl e resolve in

advanci ng the Comm ssion's whol esal e power narket platform
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Your willingness to listen and to hear, sone
times kind words and sone tinmes very harsh ones, fromstate
regul ators and st akehol ders across the nation about
whol esal e power nmarket issues, is refreshing.

At the Omaha conference, | expressed then and
reiterate today Illinois' support for the Conm ssion's
whol esal e power market platform and the devel opnent of RTO
managed whol esal e power markets.

InIllinois, we like to think that we are a good
exanpl e of the benefits that a conpetitive whol esal e nmar ket
provides. As an open access state, Illinois sees the
devel opnent of efficient, regional whol esal e markets as
vital to the continued devel opnent of our retail markets and
to our state's econony. Recently, Ten Futures: 50 States
Report on Electricity Conpetition, analyzing state
restructuring experiences and their effect on consuners,
listed Illinois, and I quote, "as by far and away the best
state for electric consuners, given the rate reductions in
residential, comrercial and industrial, a truly remarkable
per f or mance"” cl ose quot es.

But the continued success of our retail market
hi nges upon t he devel opnent of conpetitive whol esal e
markets. Therefore we have a keen interest in furthering
t he devel opnent-efficient, whol esal e energy markets wth

transparent prices that reflect transm ssion congestion.
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Transparent prices are the backbone of retail conpetition
and along with that, Illinois's is interested in working
col l aboratively with other state regulators, with PIJM
i nterconnection and Mdwest 1SO and with the FERC to find
regi onal solutions for regional problens.

My main purpose today is to offer a new nenber's
per spective regarding the expansion issues with the PIM
i nterconnection RTO and the integration experiences with the
Mdwest ISORTO And I'd like to illustrate this
perspective in three ways.

| ssues surrounding ConEd's integration into PIM
PJM gover nance i ssues, and maybe the third tine is the
charm the state regul ator access to market data. Finally,
"1l conclude ny remarks with the white paper's call for
regional state commttees which | believe is one of the nost
over| ooked strengths in the standard market design di al ogue.

| cannot inagi ne another issue in furthering RTO
managed conpetitive whol esal e markets that has required
enornous ingenuity and innovative engineering capability,
has resulted in nunerous filings, dockets, interventions,
conditions, and stakehol der neetings, or has caused nore
passi onat e debate anong parties than ConEd' s integration
into the PJM RTQO

Wearing ny Illinois Comm ssion hat, | support, as

do ny fellow Illinois Conm ssioners, ConEd's joinder into



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

PIM The Illinois Electric Custonmer Choice and Rate Reli ef
Act of 1997 requires Conkd, and other public utilities in
Illinois, to join an RTO. Since 1997, it's been the
II'1inois Conmssion's policy goal to see that our public
utilities join an RTOin order to bring efficient access to
trading partners and |l ess costly links for power to all

mar ket participants in Illinois.

W believe the ConkEd joinder with PIM which is
held out as a nodel RTQ, fits that policy. Werein ny M SO
advi sory comm ttee and organi zational M SO states' hat, |
recogni ze the challenges that this integration brings;
knotty issues such as market to non-narket and market to
mar ket issues, ConkEd's PIMs reliability plan, effective
congesti on managenent and seans resolution. The
W sconsi n/ M chi gan Hol d Harnl ess provision, market power and
gam ng opportunities have been the nost difficult obstacles
to overcone. But because of PIMs diligence and M SO s
col I aboration, nmuch progress has been nade on these issues,
as evidenced by the PIM M SO Congesti on Managenent Proposal
and the proposed PIM M SO Joi nt Qperating Agreenent.

I mght add that the PIJM staff and executives
have been extrenely helpful and willing to reach out to
II'linois regulators and our market participants. Only |ast
week, | was invited to sit in on discussions between

Illinois retail suppliers and PIM about the inpacts of
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PIJIMs market nodel on the Illinois retail market structure.
However, just as progress has been nade on these issues,
guesti ons abound about how utilities will recover |ost
revenue. As the result of FERC s recent through-and-out
rates decision, a decision, in ny opinion, | think is a
positive step, and on whose shoulders will these costs fall.

O her fundanmental questions surroundi ng
congestion managenent, loop flow, market power mtigation,
and cross RTO boundary gam ng pose serious concerns. And
perhaps, for the third tinme, the |argest issue, which has
made ConEd's integration nore difficult and nade its
configuration so contentious, still |oons unresolved, and
that is when, if and how, AEP will join the PIM
i nt erconnecti on.

The respective RTGs' comment and st akehol ders
continue to negotiation and to work to resol ve these thorny
i ssues brought about by this proposed integration at current
configuration. |In the end, we | ooked to FERC for gui dance,
certainty, and closure to the AEP dilemma and to the
conditions outlined in the previous orders. Until that
occurs, a fully integrated market between PJM and the
M dwest |1SO and its planned joint and common mar ket woul d be
very difficult to achieve.

As a state conmm ssioner froman incomng PIM

state, | have sone trepidation about PJM s governance nodel
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and the relationship state regulators have in that nodel
Wiile PIM and M SO have a simlar, two-tier governance
structure, the major difference the two have is that under
the PIMnodel, in ny opinion, there is no seat at the table
for state regulators on the PIJM Menbers' Conmttee. The

M SO Advi sory Commttee, which will be the PJM Menbers

Comm ttee counterpart, provides three seats for regulatory
conmi ssion representatives on its 27-nmenber board.

State regul atory comm ssions have an effective voice in and
vote on RTO operations and pol i cymnaki ng.

And | believe it's this arrangenent that provides
regul atory conm ssions an opportunity to shape the debate
and directly influence RTO deci sions, to understand and be
sensitive to other stakehol ders' perspective and to build
consensus. These opportunities contribute to better
deci si onnmaki ng and under st andi ng t he devel opnent of regional
whol esal e power markets.

| understand that ny colleagues fromthe classic
PIJM states elected not to have a state regul atory sector
presence when the PJM Menbership Comm ttee was forned.
| nst ead, conmm ssioners interact wwth the PIJM Board of
Managers through the State PUC Liaison Commttee. Wile |
respect the rationale that drove that decision then, |
suggest that nmy MACRUC col | eagues revisit that decision,

particularly in light of the FERC white paper's discussion
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of strengthen states' roles and responsibilities in certain,
i mportant decisional areas and, as the PJMfootprint expands
to include other partners.

| look forward to that dialogues with the PIM
states and what role state regulators want to have in the
future and what role incom ng PIMstate nenbers will have.
The ability of state commssions to fully satisfy their
statutory obligations regarding the nonitoring of
conpetitiveness of electric markets and protecting retai
custonmers fromthe exercise of market power, hinges on
access to market participant transaction data and
information in the regional energy markets adm ni stered by
t he RTO

The M dwest |1SO urged on by the state regul atory
comm ssi on nmenbers, has included | anguage in its energy
markets tariff, which was recently filed with FERC, that
provi des state regul ators increased access to data and
information. Like Chair Arnetta McRae, | believe that
access to this information is essential to ensuring that
public utilities' rates and charges for retail services
within our states are just, reasonable, and non-
discrimnatory. However, we cannot fulfill that statutory
responsi bility when we cannot conduct our own thorough,
i ndependent mar ket nonitoring.

In the past, the FERC has deni ed such a request
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to gain access to such information, one fromthe Illinois
Comm ssion, as | recall, and if the issue is one of
confidentiality, let's get through that by using protective
orders or ensuring other procedures for protecting
confidential information. Perhaps one of the nost
underrated features of the white paper is the strengthened
role that states and state conm ssions have in addressing
significant market design features for their regions and
actively participating in RTO deci si onnmaki ng processes.

FERC envi sions the formati on of regional state
conmttees as partners in working out details of certain
core design features to be inplenmented in their regions,
whi ch reflect regional differences and diversity. The white
paper gives regional state commttees primary responsibility
for cost allocation and certain processes dealing with
transm ssi on enhancenents, rates, FTRs, and a | ocati onal
mar gi nal pricing scenario.

Moreover it gives regional state commttees
coordinating responsibilities for certain transm ssion
pl anni ng i ssues and responsibility for determning resource
adequacy approaches across the entire region It is this
strengt hened state role and responsibility that led to the
formati on of the organization of M SO states. | think the
organi zation of MSO states is one of the success stories

that can be told of FERC s regi onal approach to the
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whol esal e power market's platform It is the product of
many efforts of conm ssioners across the m dwest that
reflects a great deal of diversity geographically from each
side of the Mssissippi, and diversity of restructured and
non-restructured states.

W' ve established work groups that tie into the
activities of M SO and we use those work groups, and the
organi zation of M SO states, to give recomendati ons and
resource to the Mdwest 1SO As the new kid on the bl ock,
|'ve taken the liberty to express certain positions and
ideas and |'ve hinted about others. And at the risk of
wearing out ny graci ous MACRUC wel come -- we can always talk
about these later -- I'd like to close by thanking you al
for the opportunity to participate in this technical
conference and | | ook forward, as do other soon-to-be-PIM
states, to work with you in the future. Thank you.

COW SSI ONER THOVAS:  Good afternoon. M nane is
d en Thomas, Conm ssioner fromthe Pennsylvania Public
Uility Conmm ssion, Pennsylvania being WIlmngton's
nor t her n- nost suburb.

(Laughter.)

COW SSIONER THOVAS: | really appreciate the
chance to be here and al so echo thanks to Chai rman Wod and
Conm ssi oner Brownell and all the FERC staff that hel ped put

this together, as well as PIM But | would also like to
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extend two very specific thank yous. That's to ny coll eague
to ny right, Kevin Wight, as well as David Hadl ey, for
comng in and joining us here today in this very inportant

di scussion. Most of us probably got here by either train or
car; these folks had to conme in fromout of towmn. | really
appreci ate them nmaking not only that effort, but then taking
the interest in our issues before us in PIJIM MACRUC and what -
have- you

Certainly I think we all know, understand, and
appreciate the evolution we are currently in the mddle of.
| ook out in this roomand | see so many famliar faces,
faces that we've been dealing wth for several years, faces
that we know, respect, and have cone to understand, and |
guess to ny colleagues in the room | woul d suggest that you
get to know these two gentl enen, Kevin Wight and David
Hadley. | think you' ve already heard fromthemthis
norning. | understand that they get these issues, they
understand these issues, and they appreciate the inportance
of these issues. But they are also two great people | think
you'll really enjoy getting to know.

So al t hough we disagree quite a lot on Big Ten
football politics, and a few other things, you' Il find that
they have a great appreciation for markets, so | want to
t hank both of you gentlenen for making the effort to get

her e today.
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I have the job here of concluding the regul ators
panel and in doing so |l wll touch on some outstandi ng
issues that are still facing the PIJM marketpl ace, as well as
touch on sone of the Federal Energy policy issues that are
occurring right now

| do want to get into sone greater detail on
i ssues such as the capacity nmarket, |ocal power mtigation,
and probably | guess for the fifth time, the AEP situation
in the context of market expansion. But before | do that, I
just want to offer a couple early observations about MACRUC
and where we've cone fromas an organi zation in the past.

W have consistently support the call for energy
| egislation that would allow our states to nove forward with
a standard set of market rules, enforceable by FERC
Al t hough we' ve had sone di scussions about what exactly those
rul es shoul d say and robust participants in that debate,
we' ve al ways supported the need for these rules, and we' ve
al ways supported an inportant role for FERC in that regard.
W' ve al so been pretty consistent supporters of RTGs. W
know, we understand and appreciate the inportance of RTGCs
and really know that they are a very critical part of our
situation here and can see the value to that nodel noving
forward, certainly in light of recent events of the past
nont h.

It was certainly a wonderful experience for nme to

50



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

51

pi ck up the National Transmssion Gid Study that Secretary
Abr aham put out last May. | would encourage folks to really
t ake another | ook at that docunment in |ight of the recent
events. And many of the ideas that were discussed in that
docunment in May 2002 renmain particularly relevant and
probably even nore so in light of the recent events.

But | just want to share with you one quote that
Secretary Abrahamoffered in that report to the president,
where he said, DOCE supports the establishnment of well -
designed RTGs as an effective way to address many of the
market and reliability coordination problens currently
facing the nation's transm ssion system

Certainly many of us support that vision and
would i ke to see the nmeat put on those bones, so to speak
But as we nove forward, there are a couple of outstanding
issues that we still believe need to be addressed in the PIM
mar ket pl ace.

Most significantly, or first on the list, |
shoul d say, is the capacity market challenge. W' ve heard
that alluded to several tinmes throughout the day, but in our
coments on SMD MACRUC urged FERC to permt regional
flexibility with regard to the nodification of existing
capacity requirenents and nmarkets. W also laid out
princi ples we believe resource adequacy nechani sns shoul d

foll ow
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The first white paper, for the nost part,
recogni zed and refl ected our concerns and comments by
handi ng over to regions the jobs of setting resource
adequacy requirenments. It is critical that the PIJMregion
devel op a resource adequacy nodel that will best address the
probl ens commonly seen in PIMs capacity nmarkets. Capacity
mar ket s have general |y appeared to provi de adequate support
for systemreliability in PIM However, the inherent
problens with the market structures of the existing capacity
nodels in PIMcontinually | eads to opportunity for market
power and gam ng abuse.

Consi der the statenent that the PIJM nmarket
nmonitoring unit made in this 2002 state of the market
report. In that report, the MMJ said, given the basic
features of the capacity market structure, the MW concl udes
that the |ikelihood of the exercise of nmarket power is high.
Mar ket power is structurally endemc to PJM capacity
mar ket s.

Wiile the flaws in the market structure and the
i kelihood for market power are reasonably understood by the
st akehol ders and the PIJM market nonitoring unit, we expect
the nodel currently being worked on by the Joint Capacity
Adequacy Working G oup to address these problens. Certainly
novi ng forward, we believe the capacity nmarkets and the

ability to exercise market power in these markets nust be
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addressed and resolved for these markets to fully mature and
deliver the benefits to ratepayers we believe they can.

Simlarly, and | guess there was a | arge
di scussion on this this norning, but we would |ike to echo
our concerns about |ocal market power mtigation.
Unfortunately | ocal market power mtigation remains a
troubl esone issue in the PIMregion. Local market power
exi sts when a single owner or small nunber of owners control
resources that are pivotal to reliability.

The problemlies in that these owners can al one
set the LMP in the absence of price mtigation. Qur region
needs to develop a proper local power mtigation nethod that
wi Il signal scarcity w thout rewarding market power.

Through adm ni stratively determ ned conpensation w ||
provi de incentives for new entry while not permtting the
exerci se of market power.

Qur purpose today, however, is not to advocate a
specific nethod for |ocal power mtigation but rather to
bring to your attention our grow ng concern about the
probl em and enphasi ze that it nust be addressed
expedi tiously by PIM

Simlarly, we're very concerned, noving forward,
about market expansion. You heard several great exanples
thi s norning about how market expansion is tied up in the

AEP situation. | would like to focus ny discussion, in the
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next few mnutes, on that exact situation.

The circunstances surroundi ng AEP have been the
source of nuch debate so far, and it seens the nost w dely
suggest ed sol ution has been to order AEP to transfer
operational control of portions of its systemto PIJM
Whet her the solution lies in this suggestion or another one
remai ns unclear, but what is clear is that this situation
needs to be resolved for this marketplace to nove forward.

I ndeed, in preparation for this testinony, | was
amazed to actually sit down and see all the different
docketed itens, all the different policy issues, all the
different chall enges noving forward, that are wapped up in
this very, very inportant decision in which clarity is very
much needed.

A solution to the situation will spur economc
activity and conpetitive whol esal e market devel opnent in all
states, spanning the PIMand M SO regions. Inaction, or the
w ong action, on the other hand, will merely serve to inpede
t he devel opnent and operation of a seanless interstate
transm ssion network, a prerequisite for the devel opnent of
conpetitive whol esal e power narkets.

The MACRUC state conmm ssions need a wel | -
functioni ng, wholesale electricity market to advance the
retail nodels that have been set up in their various states.

There have been nunerous econon ¢ anal yses on this issue.
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The nunbers speak for thenselves. | think what we really
need is sone clear decision. In addition, inaction or the
wong action will contribute to the growing uncertainty in
these regions by altering the market growth inplenmentation
dates, as well as the inplenentation date of the joint and
conmmon nmar ket being pl anned by PIMand M SO W' ve al ready
seen that happen.

PJM s experience indicates that an increnental
approach to incorporating or starting new markets i s crucial
to successful nmarket operation. As a result, we are all
| eft wondering how I ong our consuners will have to forego
the benefits of a fully integrated market between PJM and
M SO

Finally, I would like to touch on standard mar ket
design and the discussion on AEP leads ny talk into a topic
that is nost inportant to our region, standard market
design, and getting finalization of this very inportant
rul emaki ng. The AEP situation illustrates nicely one of the
fundanental problens that, froma state regulator's point of
view, in part necessitated the FERC SVMD proposal. Nanely,
once electricity markets begin spilling over multiple state
boundari es, how does one match state constituencies to the
geogr aphi ¢ scope of the market. Individual states cannot go
it alone in governing a nulti-state market.

Furthernore, as long as each jurisdiction nakes



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

its decisions separately, here will be inevitable
differences that will significantly conplicate the operation
of a seamessly integrated market. Underlying this whole
problemis the market inplenmentation has gotten ahead of the
policy. Since the passage of the Energy Policy Act of 1992,
federal regulatory policy has |led our states to rely on
whol esal e power narkets to ensure optinmal use of energy
resources and just and reasonable rates for our consumers.
Yet our nation's energy industry is caught in the
transition between the ol d paradigmof vertically-integrated
nonopol i es and the nodern approach of whol esal e conpetition
because we | ack a clear and final federal directive. The
uncertainty that inevitably results creates dysfunctional
whol esal e power markets, which can only invite an erosion of
systemreliability, price volatility, reduced nmarket
transparency, and m spl aced or |ack of capital investnents.
As our experience with conpetitive power markets
devel ops, however, ways to neet these chal |l enges have becone
increasingly apparent. First, you need clear, concise rules
of the road and a referee with the authority to ensure
consi stency and a level playing field for market
participants. W have all heard Chairman Wod refer to our
nation's grid as the super highway of transm ssion service,
and the analogy fits quite well. Just as the health of our

state econom es depends upon the flow of interstate conmerce
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governed at the federal level, to ensure consistent, clear,
and fair laws over state |ines, vibrant conpetitive power
markets simlarly rely on the free flow of el ectrons over
mul tiple state and regional boundari es.

To the extent there are a standard set of rules,
states with either conpetitive retail markets or vertically
integrated utility service will benefit in terns of greater
efficiencies, greater reliability, and reasonably priced
electricity that our honmes and busi nesses need.

Second, we need RTGs that work. Reliability,
coordi nation, and open, non-discrimnatory access to
transm ssion wires are best achieved if a single operator,

i ndependent of nmarket participants is established to control
t he operation of grid. Mreover, the FERC shoul d be
permtted to oversee the process of RTO formation and serve
as a regional cop to ensure that consuners across the state
benefit fromconpetition in terns of conpetitive prices,

i ncreased choices, and inproved services and reliability.

O herwi se, markets are liable to be inpacted by nore
situations resenbling AEP

The FERC s SMD proposal and subsequent white
paper contain the | ogical solutions need to ensure opti nal
use of our energy resources. Menbers of MACRUC have been
vocal about commendi ng FERC for undertaking an unprecedented

effort to solicit input fromall sides of the debate. |Its
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whi te paper denonstrated that FERC has carefully listened to
state comm ssions and ot her stakeholders and is willing to
respond to well-reasoned concerns by altering plans and by
recogni zing certain regional differences.

W believe the FERC state utility conmm ssions and
i ndustry stakehol ders should continue to nove forward with
efforts to inprove whol esale electric markets and to deliver
the benefits of those markets to our consuners. That said,
the md-Atlantic states full recognize that the ball now
lies with Congress.

The recent bl ackout has placed a greater urgency
on Congress to pass an energy bill that will appropriately
address the challenges facing the electricity industry.

Even though we nust remain patient until the investigation
reveal s the exact the engineering causes of the blackout, at
the end of the day Congress can still wal k away havi ng

| earned a few | essons on good energy policy. Accordingly,
Congress ought to allow the FERC to finalize its standard
mar ket desi gn proposal w thout delay so that interconnected
regi ons can coordi nate system pl anni ng and mar ket
oper ati ons.

Congress, today, needs to conplete the
initiatives of Congress el even years ago and allow FERC to
nove forward with its vision in order to secure the

reliability and econom c benefits of RTGs and whol esal e
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power markets for our nation's electricity consuner.

| appreciate the tinme to be allowed to offer
these comments and | sincerely appreciate your dedication to
resol ving these issues and your openness to state concerns.

Thank you.

(Pause.)

M5. CAVANAUGH Good afternoon. M nane is Ellen
Cavanaugh with the Excel on Corporation and Vice President of
Transm ssion at PECO Energy Conpany. | currently serve as
the Chair of the PIJM Menbers Comm ttee.

It's ny job and ny pleasure today to introduce to
you each of the stakehol ders who wi Il be making
presentations on behalf of their sectors. Here at PIM we
have five sectors: generation, transm ssion, other supplier
electric distributor, and end use sector.

The gentlenmen to ny right will be representing
their sectors. Each sector has elected a representative.

In one case, the other supplier selected two representatives
who will share their tinme and hopefully both speak very
fast, since we'll be sharing tine.

They are here to represent their sectors. In
many cases, sone of the views you will hear will be the
consensus of the sector. |In sone cases, you nmay hear that
they will present sone differing views fromanong the sector

menbers. They are here as representatives on behalf of the
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entire sector and will be sharing sector nenbers' views.

To start with, | would |like to wel cone Bruce
Bl eiweis, representing the generator sector. He's director
of Asset Commercialization at Reliant Energy Services, Inc.

MR BLEIVWEIS: Thank you, Ellen. | appreciate
the opportunity to be able to present to you here today, and
al so on behalf of the generation owers' sector. The
generation owners' sector is represented. There are 23
nmenbers, and we're certainly not a very honogenous type of
conpanies in the sector; we're a very diverse group of
generati on owners.

The generati on owner sector believes PIMs
continui ng mar ket design evolution has, in the past, been
effective in the md-Atlantic region and can serve as a
nodel for other regions.

There are two inportant issues here. The word
"evol ution,” PJM has been very successful in evolving
markets over its history and it can serve as a nodel for
other regions. W also would Iike to thank the current
Comm ssion of trying to take what we had in the northeast
and the md-Atlantic states. W've had three effective
power pools transforned into 1 SCs and RTGs, and that's
sonet hing other parts of the country haven't gotten the
coordi nated operation and pl anning that these organi zations

had over decades of history. PJM as you know, goes back to
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1927, has been an effective way of growing the reliability
of the system the planning of the system the regional
transm ssion planning in the system

The generation owner sector also believes that
PJM conforns with al nost all aspects of the white paper
el ements for well-functioning whol esal e markets. W're
strong supporters of the use of congestion managenent, and
one of LM s strengths is its ability to establish price
signals for continued and new i nvestnent in the right
| ocati ons.

LMP provi des an operational tool for nmanagenent
congestion that is nmuch nore efficient and superior than
TLRs, the TLRs that are used in other parts of the country.
Anot her LMP strength is its flexibility to accommpdate a
wi de variety of state retail regines. Conpetitive retai
access, bundled regulated retail, as well as state
coordinated retail supply auctions, simlar to what we have
in New Jersey with the BJS

An inportant feature of LMP is the appropriate
price signal. That, however, is at sonme risk in PIMdue to
several factors. Exclusive congestion relief by regul ated
transm ssion expansion is one of those. As we've talked
about, having LMPs send inplicit price signals from nmarket
partici pants to make decisions is one of its strengths.

Havi ng excl usi ve congestion relief managed by regul at ed
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transm ssion puts those appropriate price signals at risk.

W bel i eve market expansion is very beneficial;
however, we need to balance the efforts of expansion with
continued evolution of PIMs narket design. Lastly, the
conti nued use of sinplistic and what we believe are outnoded
| ocal market power mtigation rules is inappropriate. W
are encouraged, however, recently with FERC actions and how
they formed an internal working group to | ook at | ocal
constrained mtigation and cone back to us with a report on
t hat .

As | said, LMP has sone challenges that we're
wor ki ng through, and | think FERC has a critical role in at
| east two areas. One thing | would like to add is, as the
generation owners sector was putting our presentation
together, there are nmany issues in the white paper that we
coul d focus on but we've chosen only to focus on just a few
as we had limted tinme to discuss themthis afternoon.

Those two critical roles, anong others |I'm sure,
are establishing | ocal market power mtigation rules. As
was stated in the Wall Street Journal this norning, we need
to focus on markets and we need to nmake themwork well. The
key is markets, that's having | ocal market power mtigation
rules in our narkets.

The other issue is scarcity. These are critical

areas, not because LMP doesn't work, but because sone
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participants don't trust it to work. On the mtigation
chall enge, we believe the rules nust work with LMP to
provide the appropriate and fair price signal. No
mtigation rule is going to be perfect, but excessive
mtigation rules wll elimnate the |ocational aspect of
LMP. And sound mtigation rules finally will provide market
efficient, |east-cost solutions in the |ongrun.

Scarcity is another challenge that we' ve begun to
face in PIMand is critical for both |ong-termresource
adequacy as well as locational pricing. W believe that
demand response should set LMP, the reserves shoul d
participate in setting LMP and | ocational scarcity should be
reflected in local mtigation pricing.

Anot her area we've heard several people talk
about today is the long term adequacy resource adequacy.
There should be a very -- the next step in market design,
and we should focus on that. W' ve spent al nost a year now
without really focusing on the market design with long-term
adequacy.

There was an announcenent yesterday at the Energy
Mar ket Committee about refocusing on that. That's the
inportant area that we need to. Mandatory capacity markets
nmust be included, it nust include a set |evel of reserves.
W need to couple that with short-term sol utions,

entitlenents to pay in excess of nmarginal cost production
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with scarcity exists.

And there are a couple of options that have been
debated. One is a multi-year, central procurenent auction
which is debated both in PIM as well as throughout the
northeast. The other is a demand curve which New York has
recently inplenmented. Overall, as Phil Harris indicated
earlier, PIMis conpliant in all eight white paper el enents.
Again, we need the next steps, nust nove forward and
i mprovenents are required. | think we're all in agreenent
on that.

PIMs MU with the states is the nodel for the
whi te paper RSEC and shoul d be maintained. That nmay be too
much of a sinplistic statenent. As Comm ssioner Butler said
earlier, further evolution is needed on that as well.

Finally, I think PIMs talented and creative
staff should refocus on the issues discussed herein, and
ot hers di scussed today. These efforts will result in PIJM
becom ng fully conpliant and maintaining its reputation of
managi ng the | eading, efficient electricity market in North
Aneri ca.

Thank you for the opportunity. | left sonme of
our outline outside, if there isn't enough. 1've sent an e-
mail to both Sarah McKinley and Geg G azer, who can post it
on the FERC and PJM websi tes.

Thank you.
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M5. CAVANAUGH. Thank you. Representing the
transm ssion sector is Ral ph Bourquin, Executive D rector of
Transm ssion for Baltinore Gas & El ectric Conpany.

MR BOURQUIN: Thank you, Ellen. | speak today
on behalf of the PIMtransm ssion owners. There were eight
mar ket el enments that were already defined and described very
well by Phil Harris. | will not restate any of that here.

But | would say that the PIJMtransm ssi on owners
bel i eve that PIMnot only conplies with all those el enents,
but in conjunction with the stakehol ders has been a
forerunner in inplenmenting the design changes that benefit
all market participants. Many of these discussions are on-
going and they indicate a very healthy market and a
supporting governnent structure.

There are sone areas, though, where FERC can do
nore and those elenents are in the regional planning and
transm ssion cost allocation areas. Failure to nove forward
on those particular areas can affect the third el ement,
which is the grid operations, specifically, regional scope.

Last March, PIMfiled an update to its planning
process and that includes an econom c expansion. FERC
approved that in July and PIMfiled its conpliance filing
| ast Monday. W now have a pl anni ng process which
i ncor porates econom c expansi on. PJM can desi gnate one or

nore transm ssion owners to construct and own or finance
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such facilities, specify the estimated cost, and identify
the market participants that bear responsibility for those
costs.

However, the transm ssion owner rate filings to
recover those costs was rejected. To put that in
perspective, in the fall of 2000, in response to O der 2000,
the PIMtransm ssion owners filed an innovative rate
proposal including investnent incentives. FERC rejected
that filing.

In early 2003, FERC suggested invest nent
incentives as part of its proposed policy for efficient
operation and expansion of the transm ssion grid. The PIM
transm ssion owners filed another innovative rate proposal
whi ch was based on that particular policy as well as PIMs
new econom c expansi on planning process. Again, FERC
rej ected the proposal.

On August 15th, in response to the recent events,
FERC i ssued a statenent saying, we need regulatory certainty
and other incentives for investnent. Two strikes have been
called, but the PIMtransm ssion owners are ready to step up
to the plate once again. The fanous song says "three
strikes and you're out,"” but the transm ssion owners prefer
the wi sdom of the German phil osopher Schopenhauer. He said
all truths pass through three stages; first it is ridiculed,

second it is violently opposed, third it is accepted as
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bei ng sel f-evident."

(Laughter.)

MR BOURQUIN: FERC needs to conplete the
pl anni ng and i nvestnment |inkage for the overall investnents
and the overall approach to be successful. And what we have
to do now is nmake clear what is rhetoric and what is real.

Recently, FERC has worked to elimnate regiona
t hr ough- and- out charges but only for selected regions. Such
an approach has two problens; first, nmarket aberrations are
likely to result as participants choose the three paths.
There coul d be solutions to this problem based on increased
policing by market nonitors, and the addition of nore and
nore market rules, but that is not the preferred approach.

Second, we could have potential inposition of new
| ost revenue charges in an era of increasing RTO costs, and
t hese charges are being resisted by both | oad-serving
entities and regulators alike. And this can lead to
opposition of the expansion of the regional transm ssion
organi zati ons thensel ves.

Further, it is difficult to develop transitiona
mechani snms for |ost revenue recovery when we don't know what
we are transitioning to. Market participation are faced
with the surety of surcharges but the prom se of savings.
FERC needs to define the permanent solution to elimnate the

uncertainty and all ow markets to expand. |ndividua
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transm ssi on owners, or even groups of transm ssion owners,
cannot resolve this matter alone. FERC nust nove forward,
collect additional input fromregul ators and narket
participants if that is necessary, and then set the policy.

In the FERC white paper, FERC stated its goal of
stability and certainty for custoners, and nore is needed in
this rate area to neet that goal. Mre is needed to specify
how exi sting transm ssion assets that are used in
interregional transactions are going to be addressed in the
future

In summary, PJM conplies with the FERC white
paper elenments and in the framework of regional differences,
has i nproved upon the whol esal e market platformin many
areas. FERC nust do nore on the regional planning and cost
all ocation el enents, however, to allow RTGs, such as PIM to
flourish and participants to understand, with certainty,
when and how they will realize savings.

Thank you for this opportunity.
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M5. CAVANAUGH Thank you. Speaking first for
the Qther Supplier Sector is Ron Matlock, Manager of
Regul atory Affairs at Duke Energy Tradi ng and Marketing,
LLC.

MR MATLOCK: Just to clear up sone confusion
the PIM O her Supplier Sector is really two sectors: It's
ot her whol esal e suppliers and other retail suppliers, and,
of course, their issues and concerns tend to be different,
sonetines quite different. So, consider nme as speaking on
behal f of the other whol esal e supplier sector.

The first thing I want to point out is that |
t hi nk that anong whol esal e conpetitors, there is universal
or at |east near universal agreenent that, conceptually, PIM
has the best market design. | don't think that's an issue.

Wiere there are disagreenents is in how that
wonder ful conceptual design is being inplenented. That's
where the issues lie.

To keep ny remarks brief, I'mjust really going
to focus on one issue only: Now, as a backdrop, | want to
note that by ny reckoning -- and I think this is a
conservative estimate -- the PIM market nonitoring staff
devotes 25,000 man-hours per year to ensuring that the
| ocational marginal prices are never inappropriately high.

So, | think it's safe to say that we're conpli ant

with that aspect of the white paper. | want to tal k about
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the flip side of that issue and devote a nere few m nutes
here to the notion that you should al so ensure that
| ocati onal marginal prices are never inappropriately |ow

Let nme point out the obvious: Scarcity is not a
good thing in electricity markets. In the extrene, it could
mean a service interruption, so scarcity should be avoi ded.

What you're aimng for in an electricity mnarket
i s adequacy of supply, or even better yet, abundance. Now,
taking a | ong-term perspective on that issue, that's why PIJM
has a resource adequacy requirenent, and why that's an
i nportant part of the white paper.

However, the current PJM construct has sone
wi dely recogni zed flaws, and we are currently awaiting the
PJM nmenbers' consultant report on a new capacity adequacy,
resour ce adequacy construct that we feel will provide nore
appropriate price signals for |ong-termcapacity.

The gane plan, as | understand it, once this
consul tant report cones out, is for this proposal, which has
been already vetted pretty thoroughly and | engthily through
t he PJM st akehol der process, will be vetted for yet another
per haps couple of nonths. There will be a filing at FERC
sonetinme in early 04 with inplenmentation schedul ed for
slightly later in the year. Please give that due
consi deration when it arrives on your doorstep.

Looki ng at the short-term operationa
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perspective, the way PJIMsignals scarcity and the need for
resources is allowng the interaction of supply and denand.
When demand gets very high, it intersects the supply curve
typically at a high level, the far portion of the supply
curve, and prices nove to an appropriately high Ievel,
sonetines in the hundreds of dollars, very infrequently, but

occasionally $1,000, and that's an appropriately high price.

However, this interaction of supply and denand
can break down when supply is added to the system or denmand
is taken off the systemand these actions don't show up in
t he supply and demand curves. This creates an
i nappropriately | ow price signal

Now, | want to nmake it very clear here that |ow
prices, per se, are not a bad thing. |If you re a consuner
that's a good thing; you want prices to be low. |'mjust
maki ng the point that when it's appropriate for prices to be
| ow, they should be low, and that's the vast mgjority of the
tinme.

When it's appropriate for prices to be high, they
shoul d be high. That's a very snall percentage of the tine.

And i nappropriately |ow price sends the w ong

message. It tells consunmers that power is cheap when it
isn"t. It tells producers that nore supply is not needed
when it is.
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Recogni zing this problem recently the New York
| SO asked that when it has to consune expensive reserves or
pur chase expensi ve denmand resources to bal ance supply and
| oad, that LMP reflect that; that's what they requested,
and, you, the Comm ssion, said, okay.

Al so recogni zing this problem the | SO New
Engl and asked that when it has to consunme expensive reserves
to bal ance supply and demand, LMP reflect this, and you
sai d, okay. A nunber of market participants in PJM believe
that there are simlar issues in our market, and there is
currently a push to ensure that scarcity pricing, in the
short-termsense, is addressed through the PJM stakehol der
pr ocess.

It's ny hope and the hope of a nunber of narket
participants, including many nenbers of the other whol esal e
suppl i er sector, that we can have a proposal properly vetted
and filed so that it can take effect shortly prior to next
Sunmer. And | hope that you will see this proposal, and
when you see it, you will sinply say, okay. Thank you.

M5. CAVANAUGH Thank you, Ron. Speaking next
for the Gher Supplier Sector is Mchael Sw der, Manager of
Regul atory Affairs at Strategic Energy, LLC

M5. SWDER  Thank you for allowi ng nme to speak
today. I1'd first like to state that we got a [ ot of input

froma lot of retailers, but ny cooments, | don't think
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reflect every retailer's comment, because | don't think we
had a chance to get themall

I"d like to lead off by saying, first of all, our
group feels that for the nost part, PIMis doing a good job
and really should be certified as an organization that's
SMD- conpliant, for the nost part.

The staff is highly conpetent and very energeti c,
and as M. Harris nmentioned earlier, they are constantly
maki ng these increnental inprovenents that are really
benefitting the market. One of these recently is sone
changes to the FTR market that is going to nake it easier,
we think, for retailers to operate here. However, there are
sone concerns that retail ers have about things that PIJM
does, and thinks that they should be | ooked at again as part
of this process.

One of these, followng on M. Matlock's
comments, is market mtigation. The retailers think that in
mtigation, PIJMhas been a little heavy-handed. There is
certainly a need to have strong | ocational nmarket power
mtigation rules in effect, but the PIM 2002 State of the
Mar ket Report states that there isn't a market power
problem broadly, in PIM so there really isn't a need to
have such strict price caps, because that's really sending
t he wrong nessage out there.

Retail suppliers were out there selling price

73



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

74

certainty to our custonmers. W don't need the system
operator to be managing price certainty for them

Anot her concern that retailers have that
Comm ssi oner Thomas earlier alluded to, is the resource
adequacy in PJM Resource adequacy and transm ssi on
reliability are extrenely inportant for the markets.

W definitely support efforts to maintain the
current high level of reliability in PIM It's inportant to
| ook at the cost of that and also the structure for paying
for that.

W' re concerned that the current nodel really is
not sufficiently conpetitively neutral and really needs to
be | ooked at again. There is a process currently re-I|ooking
at this nodel that also Comm ssion Thonmas referred to, the
Central i zed Resource Adequacy Model, which he expressed hope
was going to resolve sone of these market power issues.

| only wish that he was at the CRM neeting where
the PIJM nonitor showed up and expressed a concern that the
nodel that was bei ng devel oped was perhaps going to create
even nore market power problens. This gets into ny fina
comment, which is that the level of state regulators's
i nvol venent in PIM and one area we think that PIMis weak
and we think the FERC is correct, is the involvenent of
state comm ssions in some issues.

One of those issues is the issue of reliability
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and resource adequacy. W don't think that the current CRM
nodel is going to be very good for the market.

W woul d rat her have seen that whol e process
being run nore by a state reliability commttee or a
regional /state commttee. W very nmuch encourage PJM and
the Conmssion to find a way to get the PJM Conm ssi oners
nore involved than they are in the current MOU process.

The state conm ssioners set the rules for retail
markets in their states, and they really need to be invol ved
in the whol esal e process, though, to see how that interacts
with their state retail rules. Thank you very nuch

M5. CAVANAUGH. Thank you, M chael. Representing
the Electric Distributor Sector is Pat MCullar, President
and CEO of Del aware Municipal Electric Corporation and our
current Vice Chair of the Menbers Comm ttee.

MR MCULLAR  Thank you, Ellen. | was just
noticing as | was listening to the conment here, that we're
really very logically organi zed here in our presentations.
W have the generators, the transm ssion, the suppliers, and
then the electric distributors and the end users.

The electric distributors and the end users, we
represent the load, and if you need a definition of |oad,
it's very sinmple: W're the ones who wite the checks.

Also, if we weren't here, the rest of us wouldn't be

necessary, so please keep that in m nd.
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(Laughter.)

MR MCULLAR | would like to extend a speci al
t hanks to Chairman Wod and Conmm ssi oner Brownel |l for
allowng this forumto express views. |It's very hel pful
Your willingness to listen to concerns and suggestions has
been very hel pful to the entire process. W thank you for
t hat .

As | said, we represent the Electric D stributor
Sector of PJM basically nmade up of nunicipal distribution
utilities, cooperative distribution utilities, and Pepco
Hol dings, Inc., which is an investor-owned distributor,
Pepco in Washington, D.C., Conectiv on the Del marva
Peninsula, and Atlantic Electric in New Jersey.

The comments | present today do not necessarily
reflect nmy personal views on the subject matter, nor the
views of the Del aware Minici pal Electric Corporation, but
t he consensus view of the nenbers of the PIME ectric
Di stributor Sector.

VW w sh these not to be viewed as criticisns, but
to be thought of as a way to focus attention on inportant
issues as we go forward. PJMs regional transm ssion
pl anning process is slowy inproving its effectiveness in
dealing with not only the inperative need for reliability in
serving | oad and generation interconnections, but with the

increasingly inportant need to recognize and prioritize
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solutions for regional problens to facilitate conpetitive
whol esal e markets, and an i nproved congesti on managenent
process will provide increased | ong-term economc

i nprovenents, allowing all parties to access the benefits
t hat conpetition can bring.

The inproved planning process will also result in
a nore reliable transmssion grid, assuring the continued
devel opnent of transm ssion facilities that mnimze
congestion and provide a high degree of reliability is key
to the robust energy delivery systens that America needs to
thrive.

Sufficient generation capacity currently exists
to serve |oad today, but we must provide the ability to
deliver that econom c generation to the load. Transm ssion
pl anni ng nust work with a market structure that sends the
proper signals for investnment in generation to serve future
| oad growth, which we feel will be substantial in the years
to cone.

Phil Harris has often referred to the national
electric infrastructure as a huge electric notor, and |
think it's a wonderful analogy. O great concern to us,
however, is the clear evidence that the notor has sone very
ol d parts.

W have a critical responsibility to inprove the

reliability of this all-inportant electric notor, because
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our national econony is totally dependent upon it. If that
notor fails, our econony fails.

Qur problemis that while electric |oad continues
to increase, long-termtransm ssion investnent just isn't
happening. Increasingly, transm ssion capacity is falling
behi nd denmand, and in sone regions of the country,
transm ssion systens are inadequate and incapabl e of
del i veri ng econom c energy, even when nore than enough
generation capacity exists to economcally serve the |oad.

New rul es and structures are needed to overcone
the reluctance and the uncertainties that have created our
current static transmssion infrastructure. These new rules
need to mark a clear path through regulatory and fi nanci al
obstacles, so that the transmssion facilities get built in
a tinely manner, and at an appropriate cost.

O equal inportance is distribution reliability.
Distribution facilities also need to continue to invest in
i mprovenents. Local facilities are the first to feel the
effects of increased demand; distribution facilities need to
keep pace with | oad grow h.

In today's | ess secure environment, distribution
utilities have to address the need to harden certain
facilities for critical custoners. And pl ease renenber
el ectric distribution conpanies get the phone call when the

[ights go out, regardl ess of the cost.
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Fair cost allocation is another issue that
effects the devel opnment of conpetitive energy narkets.
Pancaked rates act as barriers to nmarket access and fair
conpetition.

Transm ssi on owners should be fairly conpensat ed,
and all transm ssion owners should have an equal opportunity
to cover their investnents. However, care should be taken
to design incentives that actually provide the desired
results.

The cost of transm ssion inprovenents shoul d not
be targeted to I ess than zonal |evels, since any
transm ssion i nprovenent inproves the overall system
capability.

The Market Monitoring Unit is an essential tool
in maintaining a fair and conpetitive market. The PJM Board
of Managers is currently reviewi ng the entire narket
nonitoring construct, hopefully with the intent to inprove
its effectiveness. W applaud themfor that.

The PJM mar ket nonitor needs sufficient
i ndependence frominterference fromany party and sufficient
enpower nent by FERC to assure the elimnation of barriers to
conpetition and effective mtigation of market power abuses.

Firmtransm ssion rights are an evol ving tool.
The FTR al | ocati on nmet hods need to evolve to assure fair

treatnment of electric distributors who are neeting their



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

80

| oad-serving obligations, including nunicipal, cooperative
| oad-serving entities and providers of last resort.

Decoupl ing FTR-ARRs from specific generation
assets will allow nore efficient managenent of energy supply
portfolios, resulting in nore economc service to retail
custoners. Currently, FTR evaluation is often |imted by
transm ssion constraints.

If existing transm ssion constraints limt full
FTR al | ocations, the constraint causing this to transm ssion
facilities should be given priority for appropriate
upgr ades.

Regar di ng resource adequacy approaches, | oad-
serving entities will not pay unnecessary costs to keep
generators in business artificially. The market was created
to deci de who nade good busi ness deci sions and who has not.

If a market exists, then those decisions wll
either be rewarded or not. |If a market does not exist,
however, a reasonabl e regul atory backstop may be needed to
provi de adequate capacity over the long term

VW have | ooked at the NYI SO demand curve program
but we don't feel that it is needed in PIM In summary, PJM
continues to work toward conpetitive whol esal e power mnarkets
that serve all users, but it is not there yet.

W nust continue to all work together to renove

barriers to conpetition and to create a better narket.
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Transm ssi on congestion issues nust be solved. Enmpowered
mar ket nonitoring nust exist to prevent abuses through both
real market power and econom c market power.

Not only must we assure a sufficient nunber of
generators exist in a market segnment to be conpetitive, but
we nust al so assure that generation is not withheld to
inflate prices. PJMalso nust control organizational costs
so that the cost of nenbership itself is not a barrier to
conpetition.

Al sectors of nmenbership, including electric
distributors, nust be equally represented in the PIM
st akehol der process. | extend both praise and appreciation
to the Chairman's Advisory Teamfor their efforts to inprove
t he stakehol der governance process at PIM | believe al
participants will appreciate the new procedures as they are
i mpl emrent ed.

PIJM nust continue its current efforts to work
with FERC and the state comm ssions to assure the interests
of the end users, those who ultinmately wite the check, and
that they get their full noney's worth. Finally, PJM nust
|l ead the way to higher reliability and | ower delivered
energy costs to retail consuners to stinulate the nationa
economi C.

On behalf of the Electric Distributors Sector

t hank you very much for this opportunity to conment.
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M5. CAVANAUGH Thank you, Pat. Representing the
End Use Sector, Dave Kl eppi nger.

MR KLEPPINGER  Thank you, Ellen. | found it
appropriate that I was placed at the end of the line,
because the end use custoners are also at the end of the
line, and as Pat already indicated, the payor of the costs
of the system

I was hoping that by the tine we got to this
poi nt of the agenda, that | would be able to say that I
could agree with at | east sonething that everyone said
earlier today. Unfortunately, | cannot.

The End Use Sector consists of 19 nmenbers within
PJM out of the close to 250 nenbers today. One m ght think
it is a honogeneous sector, but that is also not true.

The operating agreenent permts any retail end
use electricity consuner to be in that sector, and the group
consists primarily of state consuner advocates, |arge
comercial and industrial custonmers, but we also have within
our nenbership, cooperatives, nunicipalities, and retail
mar ket er s.

Fortunately, we are able to reach consensus on
nost issues, and we do have basic consensus on the coments
that will follow, although I will say that any end use
nmenbers can probably disclaimanything | say as not being

sonet hing that they agree wth.
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M. Harris indicated conpliance by PIMwi th nost
of the SMD tenets, and we fully agree with himon that
subj ect. However, we also agree that there are continuing
areas that require devel opnment and enhancenent, because
we're not yet convinced that the benefits of conpetition at
t he whol esal e | evel have actually filtered down to end use
customer interests which are, in fact, the driver of this
nati on's econom c engi ne.

The four primary areas of concern -- and nmany
have been di scussed already today -- are: Market power
mtigation, resource adequacy, regional transm ssion
pl anning, and retail market integration and coordination. |
will briefly touch on each of those four

Wth respect to market power mtigation, every

year that the Market Monitoring Unit has issued the State of

t he Market Report, there have been repeated references to
the potential exertion of market power in nearly all PIM
markets. That conclusion was reiterated nost recently in
the Market Monitoring Unit Report anal yzing the potenti al
integration of Commonweal th Edi son.

In order for proper mtigation to occur, the
Mar ket Monitoring Unit needs sufficient authority and
direction fromthe FERC in order to identify what is and is
not acceptabl e market behavior, and, in fact, identifying

what behaviors do or do not constitute inappropriate
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behavi or, shoul d be provided.

Furt hernore, when market power is, in fact,
observed by the Market Mnitoring Unit, the speed of the
response is critical to the protection of the custoner. The
capacity market issue that occurred in early 2001, took
three to four nonths to resol ve and cost consuners nore
noney than it needed to.

I will say that when market power or
i nappropri ate behavior was observed in 2002 at the western
pricing points, quick action was taken and custoners were
pr ot ect ed.

Wth respect to mtigation, we believe that there
needs to be region-specific mtigation neasures that nmay not
be identical across all RTGs. The reason for that is that
not all RTGs have the sane market design.

The entire market design needs to be analyzed in
order to address |ocal market power concerns, particularly
in | oad pockets, before we |leap to solutions of proxy bids
and scarcity pricing.

Wth respect to scarcity pricing, | would just
note that this norning in the presentation by PIMon the
events of August 14th, scarcity was not an issue with
generation. In fact, the fabled termof excess capacity was
used that was available in PJMon August 14th.

That | eads to the resource adequacy requirenent
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and the need for consistency in resource adequacy across the
entire PIMfootprint.

W recogni ze that fair conpensation is needed to
generators in any resource adequacy nodel, but that
conpensati on shoul d not be over-conpensation. There have
been many critics over the years of the installed capacity
systemutilized by PIMand the capacity market construct
under whi ch we operate.

However, we believe that many of those critics
fail to recognize the public benefit of the resource
adequacy requirenment that does exist. And despite the blip
in the capacity nmarket prices in early 2001, since that tine
our capacity market construct has denonstrated substanti al
price stability. New capacity has continued to be added,
and systemreliability has been naintai ned.

O particular note is that end users are
continuing in many jurisdictions in the PIMfootprint, to
make stranded cost paynents on the same capacity that
generators are now seeking higher paynents for. W see no
reason to bail out corporate decisions that have been made
in the last few years to purchase generation at prices that
have not been nmaterialized in the marketpl ace.

Prior to changing PIMs resource adequacy nodel,
end users nust be assured that changes bei ng proposed are,

in fact, preferable to the status quo.
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Wil e the footprint has not yet expanded to
M ssouri, this is a "Show Me" issue for the end use custoner
sect or.

The third issue is regional transm ssion
pl anni ng, and while PIJMis conpliant with the directives of
the SMD white paper, | think all the commenters today have
indicated that further progress is necessary, and that the
RTEPP process needs to be continually enhanced.

Regul atory and RTO i nvol venent are absol utely
necessary when the market fails to respond to create the
necessary transm ssion expansi on. Nonetheless, as with
generation, investors in such transm ssion investnent are
entitled to fair conpensation, not over-conpensati on.

Finally, with respect to retail marketing
integration and coordination, we are encouraged by PIMs
recent decision to nane a Manager of Retail Market
I ntegration. That Manager will work closely, | amsure,
with the end user sector, as well as the state and federal
conmm ssi ons.

It inplies a recognition that retail narkets need
to see the benefits of the whol esal e conpetitive market that
PJM strives to create and enhance. Load participation can
actual | y enhance all these markets, not only the demand-side
capacity market, but also energy markets and ancillary

mar ket s.
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W are hoping to utilize the Retail Market
| ntegrati on Manager as a forumfor the advocacy of end use
customer participation and |load participation in all those
markets. This will require substantial jurisdictional
coordi nati on anong state agencies, the RTOQ and the FERC

And we believe the nenorandum of under st andi ng
al ready di scussed today, has been a nodel that has worked,
and we intend to use that nodel in this area as well.

One of the retail market integration issues of
concern to at |east sone of the end use nenbers is that for
LMP to really work, the |oad-serving entity nust see that
bus or nodal price as opposed to a zonal averaging of those
prices. That is an issue, again, that will require
substantial coordination at the state |evel

In summary, PJMis conpliant, basically, with all
the el ements of standard market design, but with over 200
tariff nodifications since its inception, we probably wll
need to see 200 nore over the next six-year period as that
mar ket continues to evolve, in order to inprove upon the
exi sting market rules.

The four primary areas of concern that | have
addressed will hopefully assure that retail end use
custonmers will see the benefit of conpetitive whol esal e
markets and continue to contribute to the economc growh in

the PIJM footprint.

87



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
g N W N P O © © N O O M W N B O

88

Once again, thank you to the FERC Chairnman and
Comm ssi oner for scheduling this technical conference and
providing us with this opportunity.

M5. CAVANAUGH. Thank you, Dave. Chairman Wod
and Conm ssioner Brownell, on behalf of the PIM
st akehol ders, we appreciate the opportunity to nmake those
comrent s.

CHAl RVAN WOOD:  El I en, thank you very nuch.
want to thank the nenbers of this panel, as well, for your
participation and thoughts. After a ten or 15-mnute break,
|'d like us to engage with the panelists, M. Harris, and
our state regul ator panel on sonme questions and thoughts
that were raised by you all in the prior presentations and
build on that discussion and open it on up to the broader
audi ence to tal k about what appear to be a handful of
recurring issues. That will probably require a little bit
further discussion, but it's tine for a break first. Let's
do that.

(Recess.)

CHAl RVAN WoOD:  We'd li ke to wel come everybody
back after our 15-mnute break. Wuat we'd like to do for
this last hour of the neeting today is to do sone
i nteraction on what we've heard earlier today.

I'"d like to nmake sure | have identified -- our

state coll eagues are here in this area -- and nake sure |'ve
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got -- nost of themare here, right? There's David, okay.

W heard this norning, nostly from | guess,
pretty nmuch right down the line fromthe state
comm ssi oners, al nost a unani nous di scussion on the
integration of AEP, so let's just take the 800-pound gorilla
first, and then the rest of this neeting ought to go
qui ckly.

(Laughter.)

CHAl RVAN WOOD: W can tal k about this, according
to ny general counsel, and | understand there is soneone
fromAEP, or if there is soneone with any other viewpoints
inthe room we'd certainly like to invite that
partici pati on now.

But | guess ny question to our coll eagues at the
states is, what's your recommendation to us? W need to
solve the AEP issue. Do you have any suggestions on what
actually mght be the proper way to nove forward on that?
Fred?

COW SSI ONER BUTLER:  Fred Butl er, Conm ssi oner
of the New Jersey Board of Public Uilities.

Chai rman Wod, let nme just take a first cut at
that. We have a utility in New Jersey, Rockland Electric.
That's a division of Con Edison.

They were not in PIJMat the begi nning of our

transition period, and we encouraged themto do that. They
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were able to sonehow di sconnect whatever portion of their
systemthey needed fromthe Con Ed piece in the New York
SO and join PIM and | understood that there was sone

di scussion along those lines for AEP for its portions in the
state of Virginia and those not in the state of Virginia.

If that could be a path to perhaps go down where
the portions that are not in the state of Virginia could be
noved into PJIM and let the Virginia piece be under the
provisions of the Virginia law as it currently exists, that
m ght be a way to approach the problem

CHAl RVAN WOOD:  Any ot her thoughts on that? |
know we actually got a response to a data request from AEP.
There is Craig Baker. | know Craig.

(Laughter.)

CHAI RMAN WOOD: | know there are some concerns
rai sed by the Conmpany in the data response that | read on
that issue. Do you want to el aborate on that and then on
t he ot her question, Craig?

MR BAKER M nane is Craig Baker with AEP. |
think I would start by pointing to two filings that we nade
at the FERC, one being a filing that we made on February
28th. In that filing, we indicated that we were attenpting
to pursue participation in PJIM and had filed with the
various state regulatory bodi es who had exerted jurisdiction

on the deci sion of AEP.
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Those states were Chio, Virginia, Indiana, and
Kentucky. At the time, we indicated we thought we had been
unsuccessful so far in Virginia, and that we didn't know how
Kent ucky woul d come out.

As we now know, Kentucky has initially denied our
requests to transfer the assets of Kentucky Power Conpany
into PIM W have asked for rehearing on that, so we've
been proactive in trying to get themto change their mnd.

They have agreed to that rehearing to allow us to
put in a cost/benefit study. So, we are going forward with
that, and we will be working with themto develop a
procedural schedul e.

Simlarly, in Virginia, they have indicated that
they will require cost/benefit studies for any process that
they woul d go through in providing approvals for the RTO
choices. W pointed out that there clearly seens to be
di sagreenent between the states and, in some cases, the
states and the FERC, as to what this ought to | ook |ike,
going forward, and that that was sonething that we, by
oursel ves, could not resolve, and suggested that a dial ogue
and a workout between the various state interests in the
East and the FERC may be a way to acconplish that.

| haven't seen any progress on that. W would be
willing to work to try to help that.

On the second front, | can't renenber the exact
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date of this filing, but we had gotten a data request from
you, asking us about the potential of splitting the system
At that point, the question really revolved around what if
you just split off Virginia?

And we laid out a nunber of issues with that,
that I woul d hope people would | ook at. Those involve
things like, in the case of Virginia, you are |ooking at an
operating conpany that splits two states, not just
splitting up AEP, but splitting up one of our conpani es.

W have a central dispatch agreenent to share
reserve, costs, energy. W don't know how t hose woul d work
if we were to split the conpany up.

W think it is along, long process to go through
all the regulatory issues, as well as the operational issues
of splitting it up. W would suddenly have to have two
control centers where we have one now. There are both
operational and | egal issues around that that we think the
faster way is try to resolve the issues between the states
and the states and the states and the FERC

CHAl RVAN WOOD:  Actually, let ne ask a procedura
question. | know you're in a pending case in Kentucky. |Is
there a pending case in Virginia yet?

MR BAKER W have -- I'mtrying to renenber the
exact status -- we had filed for approval. That was put on

hold, and the only thing I don't know is whether we have to
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refile with the cost/benefit, or if we can piggyback onto
the case that we already have. | can find that out.

CHAl RVAN WoOD:  What woul d be the appropriate
forumto do that discussion in, if you ve got pending cases?
That's kind of what we've got. | think we've also got that
in Indiana. That's pending, correct? And Chio. | don't
know if there's a staff person fromChio here; is that true?
Maybe not .

MR BAKER | can give you ny understandi ng of
Chio, and if there is soneone here -- the case in Chio was
put on hold, awaiting further clarification of what was
devel oping at a federal |evel.

CHAl RVAN WOOD:  Ckay.

COW SSI ONER BROANELL:  Maybe, Phil, in the
i nterest of those who m ght not have had the benefit of
seeing a response to the data request, PJM al so responded,
so maybe Phil, from an operational perspective, you would
i ke to make sonme comment s?

MR HARRIS: Certainly froman operational
per spective, you can operate the systemif it was chosen to
do so as a separate systemin Virginia, separate fromthe
rest of AEP. Technically, that can be acconplished and can
be done.

I think what Graig was alluding to is the

i ntraconpany agreenents to unwi nd those and to nake it
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operate as two separate entities, would take a | engthy
period of time, as | understand it. Technically, those
t hi ngs can be done.

CHAl RMAN WOOD: Do any of other state col | eagues
have any thoughts, or industry or market participants?
There's Crai g again.

MR BAKER Craig Baker again with AEP. | just
wanted to respond to Phil's statenent. | would agree with
Phil that anything is technically feasible, although I
probably woul d have felt better about saying that before a
coupl e of weeks ago.

But that having been said, | don't disagree with
that. The conplexities cone out that if you were | ooking at
splitting up a conpany and splitting up possibly nulti-
conpani es. For exanple, Kentucky is not connected to
Virginia, except through Chio and West Virginia, and the
operational conplexities shouldn't be m nim zed.

They are pretty difficult to work through. They
coul d be worked through, but it's not sonething that could
be done in days or weeks.

MR GLAZER Craig dazer fromPIJMw th one sort
of procedural comment: This is part of the Gordi an Knot of
t hi s whol e t hing.

One of the conditions in the Virginia procedure

was a question as to Virginia had a concern that it would
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not go forward because of uncertainty as to the effect of
SMD on PJM and whether or not, if in fact, it was passing on
PIJMrul es, whether, in fact, those m ght change as a result
of you're ordering and SMD

So it gets us right back to this proceedi ng today
and the di scussion today about conpliance with the white
paper. But one of the grounds that Virginia said inits
order for not noving forward was, in fact, uncertainty about
what the effect of SVD would be on PIJM

That's where all this sort of starts tying
together in alittle ball here. W sort of cone back upon
our sel ves.

| don't have a solution, but, in fact, that is
one of the issues that sort of got us into this tie with
SMD,

CHAl RVAN WOOD:  While we're commtted to doing
all the white paper visits and we're hal fway through as of
today, so we can finalize the rule at that point pretty
shortly. Anyone else on this issue?

(No response.)

CHAI RVAN WOOD: | ' m goi ng to recommend that we
get all the states who are interested and all interested
parties in before a Settlenment Judge and bring M. Baker's
conpani es and the issues as he raised themup, and PIJM

i ssues up, and see where we go.
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| think it is inportant to have on-the-record
di scussi ons about this, because of the procedural posture
here. | think I1'lIl take that back to our Staff, Nora and
Bill, and hopefully we can get sonething out.

| think that as of August 14th, it's probably, in
ny mnd, the biggest unresolved issue that we've got to dea
Wit h.

Hearing all the other inplications of that today,
it has certainly made it clear to ne that it's really a
market integration issue that's going to affect ComEd; it's
going to affect really a lot of issues that are going to be
bubbling before us in the next 60 days with activities as
good Anerica noves toward full grid integration into M SO as
well. W' ve got those issues popping up.

Wuld that be a forumthat could work? Are there
any suggestions or advice for us as we try to craft
sonet hing here that woul d address the concerns you all have
rai sed here today? 4 en?

COW SSI ONER THOVAS:  The only thing | woul d
suggest is that you put sonme sort of tinme I[imt on those
di scussions. W do need sone final resolution of this thing
at sone point.

COW SSI ONER BROMNELL:  When will the
cost/benefit study be done, Craig?

MR BAKER Every time | get handed the mke, I'm
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told to say ny nane again. W have been working with PIJM
W need themto perform sone base-case and change- cases.
Once we get the data fromthem then we wll
jurisdictionalize it.

Qur target date right nowis sonetine before
early Decenber, but we'll try to nove that as fast as we
can.

COW SSI ONER BROMNELL: W' re going to ask our
friends at PIMto get that data to you faster, and then
we're going to ask you to nove faster. W have now sone
experience, positive and negative, wth cost/benefit
studies, so we're pretty sure that they can nove pretty
qui ckly.

MR BAKER  Cxay.

CHAIl RVAN WoOD:  All right, access to nmarket data
by the states: Let ne ask this, Phil, first, and then maybe
any of the market participants. Wat's kind of the
reticence here? |s that because of confidentiality issues?

MR HARRI'S: You probably ought to ask Barry
Spector to address the nuances of that.

MR, SPECTOR |'mBarry Spector, counsel to PIM
The current PJM docunent, the PJM operating agreenent,
requires PIMto nmaintain as confidential, all information
that nmarket participants designate as confidential. There

IS no exception in that docunment and in those rules for
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providing the data to third parties, nerely because you' ve
got a confidentiality agreenent. It's a flat-out bar to
providing confidential information to others, with one

not abl e exception, and that's the FERC

That docunent coul d be changed. Proposals could
be nmade to share that data with others. 1'Il let market
partici pants speak for thensel ves on whether they woul d have
concerns with an anmendnent to the PJM operating agreenent
that would let that data be shared beyond the FERC, which is
the only place it can be shared today.

CHAl RVAN WOOD:  Coul d we ask market partici pants,
again, in the interest of candor, to let us know what the
concerns woul d be with such an anendnent to the PIM
operating agreenent that woul d broaden the inclusion of that
access to data to the state conmm ssions that conprise the
Board here. Yes, sir?

MR MATH S Bob Mat his, Edison M ssion Energy.
We actually have been one of the conpanies to express
concerns about the preservation of confidential information
with PIM | think we would be willing to entertain an
anmendnment to the operating agreenent that woul d nmake it
explicitly available to state regulatory authorities, again,
subject to the appropriate guarantees of confidentiality on
their part.

| don't think there would be any concern that, at
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| east theoretically or conceptually, it being nmade avail abl e
to state comm ssioners, for the sane reason that we have no
concern with the FERC seeing it as well.

CHAl RVAN WOOD:  Are there any different views
that M. Mathis put out? It's good to hear about them now,
before we get a filing.

M5. OGENYlI: doria Ogenyi with Conectiv.
don't know that | have very different views, but | just want
to point out that | think that for ne as a market
participant, the timng of access to this information is
important to us.

Information that is still live, if it gets out
there -- | know that New York had an incident not too |ong
ago, about two nonths ago, where confidential information
was accidentally released. That hurt conpanies. That's
just one concern that | have. Timng is inportant.

If information has been out there for |ike six
nonths, | think we can establish a tinefranme that we are
confortable with providing access. Also, you know, | don't
have huge concerns about regulators getting it, because it's
the sane thing as FERC getting it.

But if we can put -- get our hands around who
uses it, and be sure that they maintain it in such a format
that it doesn't leak out, | think that's all that we are

concer ned about.
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But there is also the timng of what information
do they have access to, within what tinefranes.

CHAl RVAN WoOD: G oria, what woul d you propose
woul d be maybe an appropriate tinefrane boundary that woul d
be wor kabl e, based on this New York incident or some other
experi ence?

M5. OCGENYl: If information is six nonths old, |
don't have as huge a concern with that information, as if
it's live. Then the harmthat could cone to a conmpany, if
that information gets out, could be nmuch nore real if it's
sonething that is live and ongoi ng.

So, maybe six nonths to one year could be
sonething that we could talk about with the state
conmm ssi oners.

CHAl RVAN WOOD:  What was it when you al
nmentioned this issue today? Arnetta, | think you brought it
up first, or maybe Gail or one of you all did.

CHAIR McRAE: | definitely wasn't thinking six
nonths to a year, principally because, fromthe standpoint
of reaction tine, talking, for exanple, about sonething |like
| ocal market power issues, we're being asked to trust the
efforts of the PIM MW, whereas states al so have information
along with what confidential data we m ght obtain, m ght
hel p us get a better handl e on what's happening in our

territory.
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Still, information that's six nonths to a year
old is going to be very much after the fact if you're
dealing with an i medi ate issue.

The other thing that | would say on this point is
that state regul atory comm ssions often handl e confidenti al
information in proceedings. So it's really not a novel
concept. | do understand that accidents occur and soneti nmes
t hey occur even within the conmpany itself.

| frankly don't believe that there's enough of an
exanpl e out there to make a case that you're taking on an
enornous or even extraordinary risk, so | think that woul d
be much too long a tinefrane.

COW SSI ONER HADLEY: Dave Hadley with the
Indiana Wility Regul atory Conmm ssion. This dial ogue has
several different tentacles to it.

As was expl ai ned by counsel for PIM often the
operating agreenents -- and it was true with the Mdwest |SO
as well -- have this blanket ban on RTGs putting out any of
that information to any party. That includes any
st akehol der, which was the Mdwest |SO s | anguage. That
i ncl udes state comm ssions as wel | .

They are nodifying that tariff because of our
concerns in that area. It also goes to market nonitoring
and the confidentiality agreenents that are built into their

contracts, both with FERC s market nonitoring unit, with the
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market nonitoring units of RTGs and | SCs.

An exanple fromthe tineline of information on
your July 23rd Order's with-, through-, and out-issues being
addressed, there was a discussion about hording, and if any
hordi ng took place, you woul d expect i mediately the RTO or
the market nonitor, upon discovery, to notify FERC and its
mar ket nonitoring unit.

State comm ssions were not included in that
information because of this confidentiality issue. It
occurred on the very day of the Order, that hording did take
pl ace, and the state conm ssions where that that event took
place in, were not notified.

So, six nonths after the fact, for a breach of
the markets, is sonmething that we need to be knowi ng about
much sooner, and would like to be true partners included in
the loop at the time of this incident.

CHAI RVAN WOOD:  Are there any state statutes that
woul d maybe, through Freedom of Information Acts or
what ever, actually not allow the confidentiality to be
allowed by the state PUC or PSE, do you know of any? That's
been a concern raised, | think, in a couple of other states,
not the ones that are here today.

| just wondered if that -- or if you give it to
the PSE, it's now going to be available to attorneys general

and everybody else in the state governnent.
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COW SSI ONER HADLEY: Dave Hadl ey again, M.
Chairman. On that issue, through our organization of M SO
states, we have had dial ogue with the Market Mnitoring Unit
at FERC, and understand that your general counsel has been
reviewmng all 50 states' jurisdiction over that issue, and
what assessnent that you make.

Wthin the OV5, we have a market nonitoring team
that will be working on that sane issue, and I'd like to
partner with you to get that list, to have individual states
al so make that assessnent to see if we're in agreenment with
your general counsel on where there are differences,
under st andi ng what those are, and at the sane tinme, the
states that do need to inprove their |anguage statutorily,
maybe get nodel |anguage that could be utilized.

The President of OM5, when this issue first cane
up over a year ago, recognized her state had this
[imtation. Once you give information to their conm ssion,
it was imedi ately public knowl edge by their statute. She
began working with her governor and her |egislative staff to
alter that.

That's the kind of partnership that really gives
us as an organi zation of states at the regional |evel, an
opportunity to address the concerns of market participants
of FERC and have resol ved those as true partners.

Wiile we're there, we do have that study that
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we've conmtted to do at the beginning of August. W just
kind of -- we'll get that out to the states shortly, the
anal ysis of the 50 state statutes. It's a nice thick book,
but I think it should help us resolve this particul ar
concer n.

M5. PH LLIPS: Marge Phillips fromPSEG |'d
like to flip it so that | understand better, what the issue
is here. | guess, one, |I'm asking whether you don't have
confidence in Joe Bowing, the Market Monitor.

Not only does he nonitor our behavior, but then
he goes to FERC with reports, so there's a doubl e-check
process on what we're doing. |I'mtrying to understand a
little bit, if there's a mstrust issue, and also if you
could let us know, are you interested in getting the data
for everybody or just the utilities that are regulated in
your jurisdiction?

CHAIR McCRAE: | speak specifically for Del aware.
' mnot necessarily interested in the data on everyone. To
the extent that there is an inpact in ny jurisdiction or
concern about an inpact in ny jurisdiction, I wuld Iike to
have access to data that | believe woul d be necessary for us
to independently assess its effect in our state.

| don't see this as a trust issue, frankly. |
think PIJIMoperates with information that it has available to

it. States al so have considerable infornmation available to
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them along with some of the market data that we're not able
to get right now that mght help us have a fuller picture of
what's goi ng on.

And to also talk in terns of the Market
Monitoring Unit, | do understand from sone recent
conversations that there has been an incident or two which
was not brought to the states' attention, because under
what ever current procedures you have, these matters are
wor ked out in-house, if you will, with your nenbers or
st akehol ders or whoever, and states are told sonewhere |ater
in the process now. | personally found that unacceptabl e,
because if there is sone m sbehavior, | would Iike to know
it as early as possible, so that | and ny state can be on
top of it.

It's not necessarily a mstrust question. It's a
process issue, and it's an independence issue, from where
Sit.

COW SSI ONER BUTLER  Real quickly, this is Fred
Butler, New Jersey Board of Public Uilities. | would agree
with Arnetta on the jurisdictional issue, and | want to turn
it back on you as to why the group thinks that we should be
kept out of the loop in terns of what's going on.

Is there is a mstrust of the state conm ssions
that we can't be allowed to be party to this as true

partners in all of this, without spilling the beans to the
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i nappropriate parties? W do this every day.

If we can do it in telecomand survive, we can
certainly do it in energy.

MR MATLOCK: Can | respond to that fromthe
panel up here? Fromny perspective, it's not an issue of
mstrust with the data. | think what Margi e was getting at
-- and that's really the point I was going to nmake -- right
now, the PJM Market Monitor has access to the confidentia
data, and, again, 25,000 man-hours a year scrutinizing the
data, |ooking for inappropriate behavior, plus, currently,
the FERC O fice of Market Oversight and Investigation has
access to this. W're getting scrutiny there.

I look at that and say, well, that's kind of
doubl e jeopardy. |I'ma forner state conm ssioner staffer,
so | understand if this information goes to the state
conm ssions as well, the concernis, well, does it go to
triple jeopardy, quadruple jeopardy?

| hate to say the Gword, California, but, you
know, we were subject to sonme very intense investigation in

the all egations of physical w thholding in California.

After | don't know how many nonths -- | think it actually
took over a year -- we were conpletely exonerated, but it
was still a lot of work and a | ot of noney spent on our

part, defending ourselves fromwhat turned out to be an

unf ounded al | egati on.
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So it's really nore that concern of how nuch
scrutiny do we need to be subject to? The nore scrutiny
there is, | think, the greater opportunity, again, for an
unfair or unfounded all egation, which we still have to spend
noney to defend.

CHAIR McCRAE: | promse this wll be ny |ast
conmment on the subject, but |I believe that states have both
the responsibility to oversee what occurs in their retai
mar ket, and accountability to the residents of the states in
whi ch they reside when sonet hing goes awy.

From ny personal standpoint, | believe if I'm
bearing that kind of weight, that | should have an
opportunity to make ny independent assessnent of what the
circunstances are or what may be warranted within the
specific market in which |I'mfunctioning.

Nobody calls -- with all due respect to our
illustrious Comm ssioners in FERC, | would suggest that they
are not going to get a phone call if there's a probl em going
on with their bill. Nor will you or the supplier. 1It's
going to conme to the conm ssion

| therefore see us having an i ndependent role and
responsibility that we nmust take very seriously, including
scrutiny, if that needs a third eye.

MR DILLON:  Jesse Dillon fromPPL. W

under st and t he Conm ssioner fromDel aware's rol e and how
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conm ssioners are put on the front line every day. W see
it in our Pennsylvania Comm ssion as we see it el sewhere.
It's not a question for us of distrust.

Qobviously, confidentiality is an issue, but that can be

dealt with. For us, | think one of the questions -- and
this has been useful -- is, what is the jurisdictional
split?

And the Comm ssioners at FERC have seen this in a
nunber of areas. Wat uses will the information be put to?

Suppliers could be a lot nore confortable --
suppliers and transm ssion providers -- with information
being shared with states, if we had nore of a dial ogue about
the uses of that information, about what we m ght be subject
to.

Ron nmentioned the idea of multiple jurisdictions.
It could be 14 jurisdictions in PIMfairly soon, so there
are concerns about what the information will be used for,
what jurisdictional bases it could be put to, and how it
wi Il be handl ed.

And | think dial ogue about those issues would

make suppliers feel a |ot better about sonme of those issues.

CHAl RVAN WOOD: Two back here, one on the pane
up here.

MR LEVIN. John Levin, Pennsylvania Comm ssion
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Staff. At the NARUC neeting that we just held in Denver, we
just had a forumon Sunday on sone of these issues.

There were a couple of interesting comments from
state regulators and also frommarket nonitors as well. One
of the problens that state comm ssions and staff has is that
it's hard for themto get their hands around mar ket power
i ssues, as they are devel opi ng, because they don't see what
the market nonitor is seeing.

Li kewi se, it's hard for the market nonitor to
really be able to talk to state comnm ssions, fully, because
he or she is subject to restrictions on what kind of data he
can tal k about, even indirectly.

The New York State staff commented that, in fact,
t hey do have access to a lot of market data. They are
onsite and they have a pretty good market nonitoring program
i nhouse.

They said they wanted access to the data, and
once they saw it and got it and started working with it, and
coul d understand what the market nonitor was seeing, they
felt a lot nore confident about what was being done. It's
certainly no reflection on the market nonitors around the
country.

| have nmet a nunber of them | know a few of
t hem and have great respect for them but it's one thing to

t ake sonmeone's word that everything is okay, and another
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thing to actually see the data on which they're naking that
judgnment, and | ook at it and say, yeah, they're right.

There were a couple of conmments earlier about a
mar ket power issue in this region. |It's possible that that
situation could have been avoided if the state comm ssions
could actually see the data that the nmarket nonitor was
seei ng.

O course, the state conmm ssions have an
i nconpl ete picture under present rules, many of which were
drafted by market participants thensel ves.

CHAl RVAN WOOD:  Joe, back there, and then a
panel i st up here.

MR DeVITO Joe DeVito, NRG Energy. If we had
an appropriate demand response program-- and | know, M.
Chai rman, you've heard ne say this before -- then this al
becones sonewhat of a noot point. | think obviously we're
not going to get anything relatively soon in that area.
W're in this quasi-state and we're trying to figure out
well, what do we do in this state, and obviously the states
are concerned and we're concer ned.

Certainly as a conpany that has suffered, |
think, pretty heavily fromover-mtigation, we're on the
other side of the issue. W see the prices that we get
mtigated to, so we have a little bit nore know edge, and I

can understand why the states woul d be concerned on the
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ot her i ssue.

But for us, the concern is political risk, as
well as regulatory risk. Wat we sawin California, for
exanpl e, we saw what | woul d consi der a conpl etely bogus
physical w thholding investigation that after a year or a
year and a half of going through the evidence, it was nade
perfectly clear that there really wasn't physi cal
wi t hhol di ng, and from our side of the equation, what went on
t here was bogus.

So, anytine that we allow nore and nore people to
scrutinize this data, they all seemto be | ooking at |ower
prices. | don't see anybody rushing in to say, okay, the
supplier is certainly not getting paid enough noney. They
all want to nmake sure that we're not getting over paid.

There's a high level of political risk. Having
said that, | perfectly understand that the states al so have
needs. Certainly, if we had a better appreciation of what
it is the state needed, nmaybe we could draft sonething here
that gets everybody confortable. Maybe it's a reporting
i ssue where the nmarket nonitor cones out and shares a little
bit nore information after the fact, there m ght be
sonething to work out.

But certainly | think the issue needs sone
di al ogue.

CHAl RVAN WOCOD:  Bruce?
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MR BLEIVEIS: Bruce Bleiweis, Reliant Energy. |
have just a couple of coments.

W totally agree with the coonments of Chair MRae
that six nonths is too long a period. W have advocated
that wwth PIMand sent a letter to Joe Bowing, nmaybe 15 or
17 nmonths ago, indicating that nore data in PJM shoul d be
posted publicly on a shorter lead tine than six nonths.

Al so, when we went through for the Chairman's
benefit and everyone el se, when we went through that process
of anendi ng the PJM operating agreenent that would all ow PIM
rel easing confidential information to FERC, one of the
i ssues that we had asked for and ultimately didn't becone
part of the protocol, was there would be a several -day or
five-day period where the entities whose data was going to
be rel eased, could seek a court of conmpetent jurisdiction
for a stay on that, so maybe that could be a piece of that.

When you | ook at the data that the states or
anyone el se is requesting, on a case-by-case basis, maybe

there could be a short period where there could be sone

di scussion. Another key elenent of this process, | think,
woul d be when anyone gets data -- and this is sonething that
PJM does very well in the market nmonitoring unit -- when

they | ook at data and they cone to what they think may be a
conclusion, the first thing that Joe does is, he picks up

t he phone and he calls the entity invol ved.
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One of the concerns we've had is, you | ook at
data. Many people can draw nmany different conclusions from
that data. | think an integral part of that process should
be a di scussion between the state and the entity involved in
trying to discern what does that data nean, because
sonetines the data coul d be m sinterpreted.

CHAl RVAN WoOD: Wiy don't we take two nore
coments, and then we'll nove on to a couple of other
i Ssues.

MR MATH S: M. Chairman, John Mathis, again. |
just wanted to maybe draw a distinction that |I'mnot sure
has been drawn between filing the information on a regul ar
basis with, say, 14 jurisdictions, and sinply, on a case-by-
case basis, to pick up on Bruce Bleiweis's point, having the
states be in a position, the state comm ssions be in a
position to make a request for data and then having to be a
process by which that specific request gets considered by
the entity that's filed, as well as the entity requesting
t he dat a.

I think that can be worked out in the context of
t he ki nds of procedures PIJM has in place right now |
probably shoul d have been a little nore clear in ny conment
that filing it wth 14 entities on a continuing, full-tine
basis, is not what | was referring to as nore access.

CHAl RVAN WOOD:  Grace, you get the last word.
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M5. HU Gace Hu, D.C. Conmssion Staff. | have
been nmonitoring PIMnonitoring for a long, long tine, and
the data access is, indeed, a very crucial issue for the
states. W do have the statutory obligation to nonitor the
whol esal e markets, quite a few of us.

In D.C., we actually have |egislation which
specifically says that we need to carefully nonitor the
mar ket power problens in the wholesale market. | think that
answers sonebody's concern about jurisdiction issues.

Al so, | understand that at the New York
Conm ssi on, they do have direct access to the confidenti al
information fromtheir |SGs, and sonetines the New York
Conm ssion staff, they have identified problens prior to the
| SO staff. In that case, they notify the SO staff and tel
t hem where the probl ens were, and, because of that, save the
ratepayers mllions of dollars.

I think those are inportant concerns, and right
now, the states receive the sort of secondhand information
fromthe MJ in PIM |I'mnot saying Joe Bowing is not
doing a good job. He's doing an excellent job for the
entire region.

However, we do need direct access of the data.

Ri ght now, the states are treating us, the general public --
we receive information six nonths or a year afterwards. At

that tine it's too |late.
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Really, there is no renedy whatsoever, because
it's the past tense, so it's inportant that we get real-tine
buil ding information, and the real-tine outage information
to facilitate state coll aborative efforts in nonitoring the
whol esal e mar ket s.

CHAl RMAN WOOD:  Grace, thank you. Because ny
name is Pat and so is his, I'll take one nore.

MR MCULLAR | think I understand and
synpat hi ze with both parties. | can do that because I am
kind of in the mddle.

But one of the things we may want to consider as
a solution is, since the custodian of the data is already
the market nonitoring unit, maybe we coul d consi der sone way
of creating a tighter interface between the state regul atory
bodi es and the market nonitoring unit, so that two things
are acconpl i shed:

One, the market participant only has to supply
the data once or maybe not supply it all because it's
al ready custodian'd by the market nonitoring unit. And the
state comm ssions, in a tighter interface, woul d have access
to that information when it was inportant to look at it.

| just throw that out as a possible solution.

CHAl RVAN WOOD: A process to get to a solution is
sonet hing that ny coll eague, Nora, has thought about, and

|'mgoing to et her throw an idea out there that we nmay
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want to pursue.

COW SSI ONER BROMNELL: As the Wcked Wtch of
Data Requests at FERC, it's only appropriate that | try to
conme up with a solution. It strikes me, inlistening to the
conversation, it's one that's gone on for quite sone tine.

I think everyone wants to get to the sane pl ace.
It's a question of trust, it's a question of understanding,
kind of what data is needed and howit w Il be used, and who
w || have access to it.

| appreciate the confidentiality of the state
comm ssions, but | think that we need to work on that a
little bit nore carefully, so |l would like to ask PIMto
host a working group with the appropriate representatives to
deal with those issues, to include, indeed, any procedura
changes in terns of posting information that PIMitself
coul d nake and cone up with a recommendation in 120 days. |
hope that neets the new stakehol ders' process, but if it
doesn't, I'msorry; we're the exception rather than the
rule. Phil, are you ready to take that on?

MR HARRIS: W'Ill be posting sonething on the
website about the initiation date for this working group and
we'll find a date to kick it off. You' Il be seeing a
notice on that, and we'll neet the 120-day cl ock.

COW SSI ONER BROMNELL:  Thanks.

CHAI RVAN WOOD:  Thanks for the thoughtfu
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conversation. | think it could help us in other regions of
the country where this issue has cone up. | heard a nunber
of other issues today. | want to maybe go through thema

little bit quickly, because | know that 5:15 is our outside
| atest tine.

But the |ocal nmarket power mtigation i ssue cane
up at this norning's neeting at the stakehol der group, and I
think -- I don't know, but is Ron still over there? Yes.
Ron and ot hers have brought up the resource adequacy
requi renent, which is one of -- there were actually two of
the eight big issues in the whol esal e power market platform

They are related here, and | guess | wanted to
see if there's any -- | nean, if | walk away fromthis
debate, as | have frommany others on the sane issue, with
kind of a core question, do we want to design a |ocal narket
power mtigation cost recovery device to recover just sunk
i nvestment costs or just going forward investnment costs?

Certainly, the latter would be a smaller nunber
than the former, but it seens to kind of be an issue that we
see in New England, in New York, we see in here, and we've
actually seen it as a nore extrene case in California,
because you do not have a resource adequacy requirenent
where a generator can recover any other revenues to of fset
fixed costs. It seens to ne that these are interplayed,

and, quite frankly, those are the last two itens that we
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ki cked off two years ago in the RTO Wek di scussions and in
the SMD rule in the whol esal e power market platformwhite
paper, that we just couldn't figure out the right answer to,
quite frankly.

That's resource adequacy and | ocal market power
mtigation devices, and as you see us grapple with those,
actually probably nore directly in a series of recent New
Engl and filings, but not exclusively there -- they're
poppi ng up everywhere now -- we don't have the nmagic arrow
answer on this thing, and, quite frankly, | ook to sone
devel opnent here, and, as | heard this norning, we're going
to see by April, is that right, for |ocal market power
mtigation efforts?

MR HARRI'S: Septenber?

CHAl RVAN WOOD:  Good, that's sooner than
t hought. CGood or bad, we won't be any snarter Septenber
30th than we are today, but y'all will be, and I hope PIJM
can lead the way for a thoughtful balance on these issues.

But | just wanted to flag at |east what | heard
this norning, and then a little bit nore this afternoon.
These are |inked; how you recover capacity revenues does
have a relationship back to the cost of an RVR or nore
broadly, |ocal market power mtigated unit.

| hope that -- | don't know, though, that we get

past the phil osophical question of, is it just going-forward
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costs that we're tal king about here, or is this the sunk
costs of the unit.

| guess if anybody's got any thoughts on that
we'll hear them and, if not, we can nove forward, but I
t hought the di scussion today was quite whol esonme on that.
Yes, sir? The gentleman fromthe People's Council; is that
right?

MR FIELDS: Bill Fields, with Maryl and Peopl e's
Council. The particular dispute we're having in our working
group is not so nmuch the issue of whether we're going to
design a systemthat only allows for recovery of sunk costs,
as opposed to going-forward costs. The issue really
revol ves around what extraordinary pricing are we going to
do that allows recovery of a certain anount of costs, while
still allowing the unit to remain in the market?

I think we have a disagreenent. |It's certainly
ny position that if a unit is going to remain in the narket
with an opportunity to recover nore than what we are
guaranteeing it, then | don't think it's appropriate,
consi dering that we have a capacity market, to give that
unit a guarantee of recovery of sunk costs.

The other option is to give it sone guarantee of
return of recovery of sunk costs, but tolimt its ability
to garner market returns. | think if you give it the

ability recover some sunk costs, then you're giving it too
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much conpensation. You're giving it two opportunities to
recover capital costs.

My concern there is, one, just and reasonabl e
pricing, and, two, whether we're going to send a price
signal that results in efficient solutions to a congestion
problem If we send a price signal that's too high, we can
encourage inefficient market entry, whether that's
transm ssion side or generation side. That's not getting us
to the solution that's in the best interest of the public.

That's the issue that we've been grappling wth,
in particular, on the |local market power group. W haven't
rul ed out either way of doing it, but the objection I have,
like | said, is to leave themin the market but still give
them recovery of sunk costs. That's what | think is not
appropri at e.

MR DILLON.  Jesse Dillon of PPL. Bill and | may
not see eye-to-eye on this issue, but to answer your
specific question, M. Chairman, one point cannot be denied,
and that is that in the long run, unless generators are able
to recover a full return of and return on their investnent,
they will not build, and they will not be there to neet the
needs.

So, | view your question as having an answer, but
t hat doesn't solve every problem associated with this issue.

W' ve been involved in these issues, as you know, in New
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Engl and and el sewhere, and they are difficult issues, but
that's the answer to your question.

CHAl RVAN WOOD:  Yes, sir?

MR NAUVAN. St eve Nauman from Exel on
Corporation. W have generation in New England, in PIJM and
in what's going to be West PJIM and al so in the Sout hwest
Power Pool, Texas and the Sout heast.

W' ve given this a ot of thought. W think one
of the things is, when you do look at this, there really is
not one answer. There are going to be different reasons why
you need a unit for reliability purposes. You may need it
occasionally due to a transm ssion situation, and a specific
solution mght be good for that, that is not good for a unit
that's a retirenment candi date, that you need to maintain the
reliability of the situation.

W don't think, again, that there will be one
answer, but there needs to be a nenu of different situations
where different types of pricing or different types of
mtigation would apply all the way fromthe present cost-
plus-ten percent to places where full recovery of enbedded
costs or including to-go costs woul d be appropriate.

CHAl RVAN WOOD:  Who pi cks the nenu? The
generator or the PIM?

MR NAUVAN. | think through the stakehol der

process, the RTO woul d be able to define the different
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situations that would be faced by a generator and by the
custoners. It also would work with transm ssi on expansion,
whi ch at sone point would conpete, but it would be through
t he stakehol der process.

CHAl RVAN WOOD:  Yes, sir?

MR TATUM Ed Tatum dd Dom nion Electric
Cooper ative. Thank you for the opportunity.

Bill Fields correctly noted that we have been
kicking this local market power mtigation issue around in
the working group wwth M. Bowing and the other market
participants for quite awhile.

There was a good anount of discussion today.
That's not to say that we do not believe that this process
shoul d not continue within PIMand is not apt to bear fruit.

| amconfident that the working group will bring
a proposal by the 30th that would reflect a sound and
rati onal approach to this issue. Regarding the concept of
generators -- and we certainly cannot dispute the need for a
new unit comng in to be able to recover its costs, but |
actually urge the Conm ssion to consider the basic concept
that we are in a market that's evol ving and noving from one
that was vertically integrated, to one that's conpetitive,
and initial conditions do matter.

Sone of those units that we are tal king about

were put out there as transm ssion assets, as an econom c
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choi ce that was appropriate at that tine. W need to dea
with themin that way.

The other point I'd like to bring upis, within
PJIM we have a reliability construct and we tal k about --

M. Harris, in his slides, talked about the reliability of
t he regi onal process by ensuring the deliverability of those
new generators as they interconnect to our grid.

In that situation, that is a bit of a
contradiction, the concept of scarcity, froma capacity
standpoint. |If you are able to be deliverable to the PIM
region by virtue of its historic type power pool, then you
are deliverable to load. Thank you.

CHAI RVAN WOOD: | see a hand up here.

MR DeVITO Joe DeVito with NRG again. Thank
you, M. Chairman. | think you' re absolutely right when you
said that market power mitigation and resource adequacy are
l[inked. | think they are linked at the hinp.

I"mnot going to try to repeat what Phil said in
terns of the deliverability test. That's a mke-full, but
certainly PIJIM makes the assunption that capacity anywhere in
the pool is deliverable to any load in the pool, and in
order to exercise market power, the first thing that someone
needs to know is, they need to know that a constraint is
goi ng to bind.

CHAI RVAN WOOD: What ?
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MR DeVITO That a transm ssion constraint is
going to bind. They need to know that they can basically
bi d what they want and the market has no choice but to take
it. So, | think the best solution that we've seen in al
the markets that we're in, is |ocational capacity.

If you have a known area that has frequent
constraints and therefore strong market power mtigation is
needed because of that, then having a capacity market that's
focused on that specific area in PIM-- | certainly can
mention Del marva as an area that has frequent transm ssion
constraints and having a | ocational capacity nmarket that's
targeted toward that -- woul d advocate the need for
reliability must-run contracts.

If you try to go out there and go after new
resources and the players that have existing resources, why
woul dn't you just file to retire those resources and
participate in the next RFP?

Basically what you want to try to do is, you want
totry to create as close to a market signal that can neet
the need as you possibly can get. Fromall the experience
that we have, |ocational capacity markets seemto work the
best .

CHAl RVAN WOCOD:  Yes, sir?

MR CAMPBELL: | agree with a |ot of the comrents

t hat have been nmade so far.
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| woul d suggest that when Steve Nauman made
different situations, different mtigation schenes for
different situations, there's a lot of variables in here for
appropriate mtigation.

Less frequent mtigation mght require a nore
clear indication of recovery of costs, but within PIM the
ot her suppliers, nyself included, we're not |ooking for a
guarantee of cost recovery. W're |ooking for an
opportunity to make a bid that will allow us to recover
costs.

There's a very distinct difference. Bids need to
able to reflect |ocational costs. You have constraints
where | ocational costs are high. It nmay be cost of
construction, may be a cost of fuel, but entities that are
| ocated in those regions that have higher costs, have a
limted opportunity to recover those costs during
constrai ned operations, and they should be all owed the
opportunity to nake a bid that nmay allow themto recover
costs in those situations.

CHAI RVAN WOOD: We're getting a | ot of generators
talking, and | do want to hear your point of view, but is
t here anybody that mght be fromthe non-supplier side that
would like to pipe in here? Bruce, we'll end up with you.

MR BLEIVWERS: Bruce Bleiwers, with Reliant

Energy. | have just a short answer to your question: No,
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we're not | ooking for recovery of sunk costs.

What we're |l ooking for is a return of capital and
the return on the capital that we'll need to continue to
invest in the plant going forward, including whatever
dollars we need to invest in the plant going forward, what
the plant costs to build, what the purchases are in
material, at |least fromour pint of view

VW not | ooking for any recovery of sunk costs.

CHAl RVAN WOOD:  Since we will see this one soon
enough on Septenber 30th, we won't forma task force,
wor ki ng group, or obtain a Settlenent Judge at this tine.

But | do appreciate the good discussion | heard this
nmorning. | know that a | ot has gone into that, that we just
got a flavor of here today.

W're going to run out of time to tal k about some
ot her issues that | heard about today. | would |like to say,
as an overview, certainly conpared to the other places where
we've been, | should say, to their credit, they are noving
forward in other parts of the country well.

And, again, as | said at the begi nning of our
neeting today, | think a lot of people, as nmuch as it may
hurt to ook at PIMas a role nodel to foll ow and how
st akehol ders, state regulators, market participants, and the
public get well served by well-functioning whol esal e

markets, | want to just thank you, Phil
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I want to recognize the nenbers of the Board who
are here: John Kaufnman, Howard Schnei der, John MNeely
Foster, and a new nenber we've got, Len Airie, who just
recently joined the Board. Thank you all for your
| eadership of this RTO It's bringing a lot of value to
customers in this part of the country, and as we saw | ast

week, brings good reliability, too. Thank you for that

effort.

| guess, just for conpl eteness purposes, we did
hear what everybody said. | think, quite frankly, because
of where PIMis in its evolution, the -- |, quite frankly,

woul dn't | ook to whatever rule we conme out wwth as the SVMD
is going to be adding sonething newto PIMthat's not
already there, that you already have gone wel|l beyond.

Quite frankly, it's difficult to wite a rule
that applies to the entire country equally, and as kind of
the fastest runner in the race, it's difficult to envision
that we could cone up with sonething in NRS, considering our
whi t e paper approach, that would require revisiting sone
fundanental s of PJMpractice or tariffs.

That being said, | think we certainly heard
today, a nunber of things going forward that rai se sone
interest. | do note that sone issues were raised about
export fees. W raised those in our white paper.

Wiile we had tal ked about that and ruled on it in
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a pending case wwth the M SO as between this kind of
virtual single region, there are sone exports fromPIJMto
non-PJMterritories other than M SO toward New York, toward
the South, that may be relatively bal anced and shoul d,
therefore, relate to a bill-and-keep nethodol ogy of just
sayi ng you got what you got and we don't have export fees
anynor e.

W can tal k about that at some future date. |
was intrigued al so, as we have been with the recent case.

As | think Arnetta pointed out, issues of
congestion on the Del marva Peninsula, which is, | guess, a
uni que geographic feature, but, quite frankly, there are
isolated parts in just about every power region in the
country that have simlar issues.

But how the transm ssi on expansion signals are
sent by LMP and how they're responded to or may not be
responded to by the process that we've got here, certainly
t he regi onal planning process is sonething we've had the
occasion here to look at just in the past couple of nonths
with the filings before our Comm ssion, and the changes to
the cost allocation nmethods that | know were pointed out
today earlier by the |last panel.

W're still not all the way there yet, but | do
think the overview of planning for not only reliability, but

for econom c purposes, is an inportant step that can give a
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price signal to nerchant transm ssion owners, just as clear
as it can to the ones who will recover their costs through
regul ated rates.

That battle is a tough one. W'd ask for nore
clarification as to how sonme of that got done. | understand
that was filed in the | ast week or so, but, again, you al
are at the vanguard on this issue, but it's a critical one
to decide how transmssion is paid for

As we thought about what happened on August the
14th, a lot of the big discussions about infrastructure got
tal ked through. There are a lot of transm ssion-rel ated
i nvestnments, not just big power lines, but, quite frankly,
nore inportantly, the small, smart grid, new technol ogy,
real -tinme control systens. Phil and | tal ked about this on
August 15th, that PJM has a good anount of them but
certainly not redundant throughout the entire system as |
t hi nk the nodel system shoul d be.

So, those issues are not things that, quite
frankly, FERC is going to get involved in. W're going to
nmonitor, we're going to support. W want to provide the
mechani smthat those of us who can, can get recovered, and,
if need be, get incentivized in the first place. And we'll
continue to hash that out until we get sonething that is,
from our perspective, balanced, but that also recognizes the

needs of TGs to get rate recovery.
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So, the cost allocation issue, the LMP issue, the
transm ssion expansion, | heard export fee, | heard a couple
of thoughts on FTRs. [If I'mnot nentioning your thought,
pl ease note that | heard them but |I'mjust saying ones that
may have kind of struck the screen nore than once today from
sone of the commenters.

The FTR issue, Arnetta, you pointed that out, but
| heard it froma couple of others with different winkles.
"1l have to, quite frankly, reread the transcript to nake
sure what, exactly, still is outstanding there.

But | do know we've got, not just fromthe
Del marva congestion experience, but this is an issue across
the country. Again, you all did it first. W want to
understand the FTR i ssues, particularly as we go to the
M dwest and tal k about sone allocation issues there that are
going to be hard to deal wth.

| guess a final parting thought is that there was
a variety of thoughts on our Comm ssioner panel, and Gail,
you and Terry nmentioned it first, | think, sone discussion
about the role of the states in this and the white paper
vision of the RSC versus the preexisting MU that you al
have had with the interconnection for six or so years.

Again, we want to be at the service of y'all in
maki ng that a very good working relationship. | think it's

been a good one. Certainly it was a nodel for us as we | ook
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at the whole RSC concept, was the existing relationship that
you all had. But we did go further in the white paper and
went ahead and codified sone specific issues and sone rol es.

The fol ks out in Chicago noved forward with a
pretty well defined organization. | think, Kevin, you spoke
to that a while ago.

If there's anything that we can do to provide
sone hel p there, because there may not be unanimty of
opinion with the new fol ks comng into the PIM and the fol ks
who have been in PIMfor a while, we certainly do not want
to see that create any friction

| think there are sone real win/wins there that
probably none of us thought of yet. But, again, | just want
to say we are, personally, and our staff, at the service of
the states as they work with PIJIMin thinking through how
they want that relationship to work.

It's been a great one so far, and | think we want
that to continue. You're the front line. 1It's not a state
versus federal deal; it's we're all in this deal together,
and | appreciate, again, as | nentioned to you all at |unch,
the continued synergistic relationship that we've had with
the regulators here to nmake this market, fromthe
regulator's side, work well, and to support the good, hard
work of not only the RTO staff, but all the market

partici pants who do so nuch to keep that frequency at 60
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hert z.

It matters a whole lot nore nowthan it did three
weeks to go to nost of Anerica. Nora?

COW SSI ONER BROMNELL: | particularly think we
want to recogni ze and thank our Staff, if they would stand
up. They've done such a great job, not only in organizing,
but in preparing us, in devel oping the background. Thank
you al | .

W' ve got Ed Myers, whomyou all know, Sarah
McKinl ey in the back, Sheldon Cannon.

(Appl ause.)

COW SSI ONER BROMNELL: |'m not going to go
t hrough everybody, but buy thema drink. They're good guys.

(Laughter.)

CHAl RVAN WoOD:  But they' |l have to pay you back
for it.

(Laughter.)

CHAl RMAN WOOD: Those Pennsyl vani a rul es j ust
cone on back; don't they?

(Laughter.)

CHAl RVAN WOOD:  Kevin Caddon is a force of
nature. Thank you all for your warm hospitality. Please
keep up the great work on behalf of the people here on in
this part of the country.

(Whereupon, at 5:10 p.m, the technica
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conference was adj ourned.)
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