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PROCEEDI NGS
OPENI NG REMARKS OF PAT WOOD |11, CHAI RMAN, FEDERAL
ENERGY REGULATORY COMM SSI ON

CHAI RVAN WOOD: Good norning, |'m Pat Wod,

Chai rman of the Federal Energy Regul atory Conm ssion. And
since we have a voting quorumhere |I'Il call this posted
open neeting of our Comm ssion to order and want to thank
you all for com ng.

This is the seventh, | believe, the sixth or the
sevent h of our regional working conferences on the regional
transm ssi on organi zations for the electric power industry
across the country. 1In the sumer of |ast year our
Conmm ssi on put out a proposed rul emaking called the Standard
Mar ket Design Rule to tal k about where we go as a nation in
a region by region basis with the devel opnents in the
wvhol esal e power industry.

As a followup to the California issues of 2000 -
2001 and to the changes in the industry brought about by the
rapid exit of Enron and others we thought it was inportant
to provide sone structure and sone gui dance from our
perspective as the federal regulator of the interstate power
grid in the whol esal e power markets to try to shape sone
positive devel opnment so that customers will get benefits as
opposed to getting shellacked by the whol esal e power market.

So in response to a lot of comments we got fron



poth state conm ssions and AGs and mar ket participants,
utilities, conpetitors, custoners and others the Comm ssion
In April of this year put out a White Paper which is a
announcenent of our revised approach toward standard market
design and toward RTOs that's really fram ng our discussions
here today. As part of that reorientation of our direction
Me commtted to each other and to the industry to go out to
each region and really do an assessnent of where whol esal e
power mar ket developnent is at this tine.

And so that's our goal here today. | appreciate
the hard work that a lot of folks at the state comm ssions'
staff, the state conm ssioners and our own staff and market
participants put together to do a nice bal anced agenda
t oday.

And a couple of things | just want to say as far as
kind of overview comments here. | want to kind of
reenphasi ze one of the key points of that Wite Paper that
M put out in April which is the desire to really custom ze
mar ket devel opnent on a region by region basis. This is
call ed regi onal deference or flexibility but, quite frankly,
I't's what we call common sense too.

As a practical matter the devel opnent of power
markets in the country are at very different phases
dependi ng on where you are. We had the first of these

conferences in Boston where recent devel opnents in their



mar ket have led to a pretty advanced state of conpetitive
mar ket s.

We followed that with a conference in Atlanta where
In the deep south they have a nuch nore rudi nentary or
pasically initial approach toward conpetitive markets. And
so there is a lot of diversity in the country just with the
seven stops that we've nmade on this tour. And | expect that
the Sout hwest will be no different.

But we want it, we nean what we say when we talk
about deference to regional desires for how their market
ought to be fashioned. Hope we'll hear a good part of that
t oday.

| do want to add that at the end of the day we do
nhave kind of an open discussion, | wouldn't call it open
m ke because it's not quite |like a conmedy club we hope, but
't Is an open discussion to nake sure that open ideas or
ot her perspectives do get into the public record here. And
Me are, as you know, taking this and making this avail able
as a public part of our record for this docket.

We hear a lot as we go around the country about the
| nportance of protecting sonething called native |oad. And
as an illustrious predecessor of mne on FERC said,
everybody is sonebody's native load. So as a practical
matter we do want to make sure custoners are protected. But

M al so want to understand and expl ore what that neans here



In this region. This was an issue in the West Connect
filings that our Comm ssion has approved over the |ast two
years that we've been working with West Connect.

And | should add as a prior job I was a state
comm ssioner in Texas and we worked, | don't know, Jess, how
long ago was it? with Desert STAR, | guess '96 or 7. So
ne' ve been tal king about this for a long tinme, folks. And I
kind of think what we're interested today is to try to give
the effort to see how can we actually start walking it as
oppose to talking it. And I amlooking forward to hearing
some comments on that.

I n our VWhite Paper in April we |aid out eight
| ssues of the power market which will be |I know Charlie's
going to nention those when we tal k about the West Connect
devel opnents in a nonent, but one of the things we indicated
there was rather than a big bang approach that we had
envisioned in our original rule that a sequenced, phased-in
approach of market design issues should be, would be
entertai ned and woul d be wel cone and that actually would
porobably nake sense if we approached it that way. And we've
seen that to be pretty well received in other regions of the
country that don't quite want to go to the fully devel oped
New Engl and TJM styl e market yet but want to get sonme of the
early low-hanging fruit, |ow cost, high benefit achievenents

done.



And one of the things that | do want to explore
here today because | have seen the | ayout of sone of the
presentations here is at what stage do we actually get an
| ndependent entity involved here in |ooking at the power
grid in the Southwest? 1In all the other regions of the
country that has been a predicate. |In fact, everybody has
accepted that in fact what you need to have here is an
| ndependent, by independent we nean independent of market
participants, the person adm nistering the power grid on
behal f of everybody has in fact not got a generation
Interest or |oad serving entity interest involved.

And this is actually the first place where | have
seen sone indication that that would be not at the front end
but at the back end of a process. And |I've got an open m nd
put I want to kind of make sure that we do delve into that
| ssue here.

A lot of these kind of basic issues for setting up
a whol esal e power market do have |low costs. And | want to
understand those. | think as we've seen around the country
there are concerns about noving to a day-ahead market to
more probably accurate but nore conplicated congestion
managenent systemnms where you have congestion that needs to
be dealt with on a system But there are a | ot of other
aspects of setting up a whol esal e power market such as

getting an i ndependent grid operator or regional planning



process, a tariff that is applicable and open to al
custonmers who are willing to pay the bill, sinplified
tariffs, understandi ng of how rates work both at the
sMol esal e and the retail |evel.

Sonme of those things aren't really costs. They
don't have cost to them they just have to be done. And |
think I want to understand here what we have to do both on
the political |level and on the business and custoner |evel
to overcone, to get to those what | call |ow cost, high
penefit structures for the electric power industry.

| do want to say that we can work together to
benefit the custonmers here in the Southwest. There are a
| ot of opportunities | think. | grew up one state over from
the Sout hwest but | think | cone fromthe same kind of
culture here that kind of thinks well, if it ain't broke
don't fix it, which is kind of issue nunber one or, nunber
two, what do the feds know?

Well, when there's states that don't agree that's
nvere feds cone in. And, you know, these issues do spil
out si de the boundaries of one state. | think from our own
perspective as folks who cone fromdifferent backgrounds ny
col l eagues and |, you know, understand that sonebody has got
to make the calls. But we'd nuch prefer that to be dealt
Mth in a region-centered | ocal solution-driven problens

than at FERC. W're to be the catalyst. That's our job.



We want to be a catalyst for getting a beneficial wholesale
power mar ket set up.

| could go on for days about where |I think the
penefits are because, quite frankly, there are quite a few.
We saw in our transition in the gas industry that our
Comm ssion was in charge of in the "86 to '92 tine frane
| ust how much significant benefits there were for custoners
In restructuring the gas industry. W may not see those as
much today as gas has doubled in price but, quite frankly,
the conpetitive market over the last 15 years in that
I ndustry has bought significant savings to custoners. Sone
guantify it at $600 billion that has stayed in customers’
pockets fromjust that nuch smaller industry going through a
more radical restructuring than what we're tal ki ng about
here on the electric side.

So | think there are a | ot of custoner benefits.
But there's also the investor certainty and the
technol ogi cal issues that we've seen in every other industry
that cones through the conpetition track that I think we
could certainly | ook at here.

We do understand the need for market nonitoring.
We certainly know this is our first step here in the West.
We' ve got another one set for California in Novenber and an
unschedul ed one for the other market here in the northwest.

But this particular region of the country suffered a | ot



fromrelatively unnonitored, unstructured markets or
differently structured markets back in 2000 when
Comm ssi oner Massey was here and before Nora and | cane on
poard. And we certainly have been dealing with those issues
really for the balance of our tinme on the Conm ssion. Nora
and | have now passed our two year anniversary on the

Conmm ssi on toget her.

But the issues in the West really cry out for a
need to have a transparent nonitorable market so that
custonmers do not go through the same kind of dislocation and
pain that they went through two years ago and which
continues in sonme regard today. So | know there are a few
| ssues to be discussed on that.

The coordi nati on of new generation in the Sout hwest
Mth the regional transm ssion planning, just had a visit
Mth some folks fromhere in Arizona at breakfast over sone
of the expansion of transm ssion line issues that | know are
very present here in this particular state that kind of
di stinguish it perhaps fromother parts of the West. But
t hose issues of regional planning we do want to endorse and
support the SSC-W process that has been very successful |
think so far in at least fram ng up the issues for people to
di scuss. | think the discussion probably needs to translate
now i nto sone action. But |I do think that the groundwork

t hrough the industry-Iled working sessions and di scussi on



groups has been productive.

| know sonme peopl e have | anpooned it as being
or of essi onal discussion societies. There is an article in
some periodical that all the regulators get. And we read
those. But | do think that we do owe it to all the people
Mo have done a lot of hard work both that are in this room
today, and | see sone of your faces noddi ng as you know what
" m tal ki ng about, but across the whole west to really try
to get in response to the '96 outages a lot of significant
changes were nmade on a regional basis that were accel erated
after the 2000 crisis. But |I think we do owe it to all of
our custoners out here to learn fromall those things and
then do sonething about it.

So we want to again be supportive of that effort
and be as constructive partners here fromthe FERC side as
Me can possibly be on that.

There are a |l ot of other issues that we could talk
about. And | think by the end of the day they'll be all put
out on the table. So without a lot of further ado again
mant to thank our friends at the state conm ssions here from
Ari zona and New Mexico. | know we've got staffers from
Texas and | believe Utah. Am | m ssing anybody? And Nevada
as well here. And thank you all for comng as well. And
all the folks and the different participants in the

mar ket pl ace, and you're what it's all about, so serving your



custonmers i s what we want to do right.

| would Iike to ask nmy coll eagues Nora and Bill for
any thoughts they m ght have.

STATEMENT OF COVM SSI ONER NORA BROWNELL, FEDERAL ENERGY

REGULATI ON COWM SSI ON

COW SSI ONER BROWNELL: | am anxious to get on with
the day but wanted to say thank you for all of you who
hosted me in the [ast week. | had a wonderful tour w th our
coll eagues in the Southwest. And recognize that we have a

long way to go to devel opi ng stronger working rel ati onshi ps,

spending tine here and later in the day we'll introduce our
nmestern team But | learned a lot and |I'm anxi ous to conme
back.

And | appreciate the thoughtful ness with which
peopl e approached the issues that were frankly not limted
to their state, not limted to narrow sectors of their state
out really | ooking out for their native load as well as the
mar ket participants in the region as well.

And |'m also grateful to the people from SRP, the
coops, the conpanies thenselves who really identified in a
far nmore neani ngful way sone of the business chall enges and
priorities that they're trying to incorporate into the
di scussi on of creating an RTO here.

So | had a wonderful tinme and | hope | behaved

myself so | can cone back



STATEMENT OF COVM SSI ONER BI LL MASSEY, FEDERAL ENERGY

REGULATORY COWM SSI ON

COW SSI ONER MASSEY: Well, | wanted to offer ny
personal thank you to all of you who have taken the tinme to
show up at this inportant session this norning. | chaired
my first regional conference here in Phoenix on the issue of
formng an RTO in 1998 when the issue was whether to form
Desert STAR. So there have been good di scusssions, fruitful
di scussi ons going on in the Southwest for years about this
very topic. And we will continue those discussions today.

" mhere not to talk but to hear your views about
how we can continue to nove forward and get the rules right
In whol esal e markets in the Sout hwest so that we can get on
Mth the customer benefits that we think will flow fronm
t hat .

So thank you for attending and | | ook forward to
your frank comments.

CHAl RMAN WOOD: At this time we would like to turn
't over to our host comm ssion chairman from both the
Ari zona Conmm ssion, our friend Marc Spitzer, and Lynda
Lovejoy fromthe New Mexi co Conm ssion whose utilities are
the primary anchors of the West Connect RTO. It does spil
over into other states. But we appreciate your Kkind
Invitation and your |eadership on trying to really bridge

some of the federal and state issue that have conme up over



the I ast year as we've gotten closer to tal king about the
details here.

And we certainly wel come and appreciate, Marc, your
| eadership and your invitation because |I know, as you told
me a nmonent ago, is your legislative district fromthe old
days. So we're glad to be in your honme. Turn it over to
you.

STATEMENT OF MARC SPI TZER, CHAI RMAN, ARI ZONA CORPORATI ON
COWM SSI ON

MR. SPI TZER: Thank you. M. Chairnman,
Comm ssi oners, thank you very nuch.

|'"m Marc Spitzer. And I'd like to first wel cone
you all to the sunny state of Arizona. For those just in
some confusion, the picture in the paper this norning was
not of ne.

(Laughter.)

So | remain a comm ssioner. And | would like to
take this nonment to introduce two of ny coll eagues,
Comm ssi oner Jeff Hatch-MIler and Conm ssioner M ke
A eason. And al so Conm ssioner David King from New Mexi co.
And after nyself and Conm ssi oner Chairman Lovej oy speak
nMe' d be happy to invite our coll eague conm ssioners to make
coment s.

Just as the Chairman noted that there was a quorun

present and this item was noticed by the FERC, simlarly,



the Arizona Comm ssion has a quorum present and we noticed a
notice of joint appearance. And consistent with that notice
| want to nention that the comments |I'm about to make are in
my personal capacity and not the statenments or comments

attri butable to the Comm ssion. And certainly our

coll eagues are invited to nmake coments as well.

There are five points that | want to make as
Introductory remarks to this conference this norning. The
first is a doctrine that | use when | teach governnent,
politics, and that is healthy tension. | refer to this
often in our unique federal systemas well as discussions
anong branches of state governnent, legislative, in which I
served four terns in the state senate, the executive branch
and the judicial branch.

And the term "healthy tension"” cane fromthe
Federalist Papers. And the discussions and the very
difficult, occasionally contentious issues raised by the
Chairman I think reflect that healthy tension in the best
sense of the word. There is this healthy tension between
the federal and state governnents as well as anpbng branches
of governnent. And that is the purpose of this conference |
think this norning to resolve that in a productive, positive
manner. And | am appreciative of the FERC bei ng here.

It is when the tension becones unhealthy that it is

count er productive to our nmutual constituents. And



unfortunately we've seen sone exanples in the recent past,
particularly with respect to California, that in all candor

| nmust say generated an unhealthy tension. Certainly it is
appropriate for state governnents to assert their legitimte
Interests. Some folks in our staff are back in Washi ngton
today on a matter of inportance to the state of Arizona with
regard to natural gas. And that's appropriate and that is
consistent with this, again, concept of healthy tension
envi si oned by our founding fathers.

But the gratuitous attacks on the FERC in
connection with the California situation which in |arge
measure were events not attributable to any federal policy
but instead to the state policies are not only inappropriate
pbut counterproductive again to the citizens. And this
conference | amextrenely confident given the |ong history
of blunt talks but very civil talks fromfolks in this part
of the country that we will maintain this concept of
civility and that the discussions will be in the nodel of
this healthy dial ogue as oppose to one that is acrinonious.
And the dialogue will be based on an effort to solve
probl enms rather than to apportion blanme or find scapegoats.

The second point | want to nmention | caption "Wall
Street" inny little comments. At a recent conference | was
told by a chairman of a state conm ssion that the Wall

Street nodel for the electric utility industry is a



vertically integrated nonopoly cost-of-service regul ation
And that's the only nodel that Wall Street will now permt.
And I would point out to those in the audience that Wall
Street |loved Enron in 1999 at $90 a share.

So | venture to say that the pendul um swi ngs one
nvay and the pendul um swi ngs the other way. And | think
those in this roomunderstand that there are nmany nodels for
successful governance. |'m not excluding by any neans the
potential for a state conm ssion to make a determ nation
that the vertically integrated cost-of-service nonopoly
model is an appropriate nodel but there is roomfor a
merchant nodel. There is room as is known widely in the
mestern United States, for public power, for various
financial and econom c governance nodels. And | think our
system wor ks best where these nodels are free to conpete in
a free market.

And ultimately | think the pendulumw || reverse
put | think I do need to take a nmonment to at | east address
that issue that has been raised. And in ny judgnent what
nas been proposed in the White Paper is a nmeans for these
various nodels to conpete based on quality of service, price
and ot her considerations to the benefit of the ratepayers
pecause that's what this endeavor is ultimately all about,
regardl ess of whether we sit in the federal governnent, the

state governnent, public sector, private sector, ultimtely



the best interests of the ratepayers in ny viewis served by
a nodel that does provide for nultiple business nodels. And
to me that is one of the commendabl e aspects of the Wite
Paper.

The third point |'ve |abeled "Adam Smth." Adamr
Smth wote "Wealth of Nations" in 1776 and anong the
econom ¢ nodels that were refuted in his ode to capitalism
nvas a doctrine called autarky. Autarky posits that there
should be no trade. And Adam Sm th debunked that fairly
vigorously. And you haven't seen autarky reappear as an
econom ¢ nodel since 1776 with one exception, and that was
Adol f Hitler's Nazi Germany. And that | think we would al
agree is a failed nodel.

There nust be trade, there nust be free trade. And
ultimately we have to cone to grips with the threshold
question of whether electricity is a commodity. Now |'ve
reached the determnation that it is a commpodity. It should
be subject to trade. The trade needs to be free. The trade
needs to be fair. There are certainly aspects of the trade
that need to be regul ated and adj udi cated and the details of
that regul ati on and adjudi cation are a subject of the
remai nder of this conference. But the predicate assunption
s that free trade is a good thing.

In the short run you have sone degree of cost

shifting. Just as Washington State ships apples to Arizona



and Arizona ships citrus to the state of WAashington, in the
long run everyone benefits fromfree and fair trade. And
nvhen | use the word "fair" sone people forget that Adam
Smth was al so a theol ogi an and he di scussed in his concept
of econom ¢ governance and his concept of a properly
functioning capital systemthe concept of virtue which sone
entities disregarded rather blatantly in the recent past.
But virtue is consistent and part of our capital system and
to the degree that entities doing business ignore virtue |
think that's where regulators step in.

My fourth point is during ny tenure in the state
legislature | always liked to say "yes but" rather than
"hell no." It's nore pleasing to those in a discourse and,
again, | think it's nore productive to the people that we
represent. And the reception that |'ve observed fromthe
vari ous business entities within the state of Arizona sone
of those producers, sone of those users of electricity,
| arge commercial, public power, industrial utilities is a
response to the White Paper of "yes but" as opposed to "hel
no." And I think that's productive and | ook forward to
that type of discussion ensuing during the remai nder of the
conf erence.

And then finally I would like to express
appreciation, appreciation to the fact that all three FERC

comm ssioners are present this norning here in Arizona,



appreciation for putting on not only this conference but we
had a very productive conference on gas storage | ast nonth,
and all of the efforts of the FERC to work with an cooperate
M th not only our conmm ssion but the entities that do
business in Arizona to the ultimte benefit of the
ratepayers. |'d like to express ny appreciation to Chairman
Lovej oy and Comm ssioner King for their presence this
morning as well as to all those in the audience that are
attending in the hopes of inproving the circunstances in
wvhich they do business to the ultimte benefit of all the
rat epayers of not only the state of Arizona but of the

Sout hwestern United States.

So, again, thank you. | very nuch look froward to
this conference and the full and fair uninhibited discussion
of these inportant issues.

M. Chai rman, thank you very nuch.

CHAI RMVAN WOOD:  Thank you, Marc.

STATEMENT OF LYNDA M LOVEJOQOY, CHAI RWOMAN, NEW MEXI CC
PUBLI C REGULATI ON COWM SSI ON

MS. LOVEJCY: Good norning everyone, Chairman Wod,
Comm ssi oner Brownell and Conm ssioner Massey and all of the
dignitaries sitting up here.

M. Chairman, if you could just indulge ne for a
moment |'m going to do sonething | should have done | ast

nmeek. It's ny tribal tradition that when you invite a very



speci al guest to your home and in this case to the state of
New Mexi co you honor themw th a small token of
appreciation. And | ast Wednesday | did not do that. |
oroke tradition. M elders are very annoyed with nme. And
so today I'mgoing to correct the wong that | did |ast
neek.

So I'"'mgoing to present Conm ssioner Brownell wth
a small token of our appreciation for comng to New Mexi co.
And | did invite her so it's ny responsibility to present
her.

|'"mglad to get rid of this box.

(Laughter.)

MS. LOVEJOY: Thank you very nuch.

COW SSI ONER BROWNELL: | was honored to visit.

MS. LOVEJOY: Thank you.

And here, you can have the box.

(Laughter.)

COW SSI ONER BROWNELL: Thank you.

MS. LOVEJOY: You're very wel cone.

| would like to just make a few remarks. My
statenment today is in concert with the Conm ssion views
previously expressed to our New Mexi co congressiona
del egation through letters dated July 24, 2003, June 11 and
Decenmber 24, 2002.

We have five conm ssioners, each elected by



district. | represent the northwest quadrant of New Mexi co,
the state's nost inportant reason for energy and electricity
production. It is the source of nost of the coal and
natural gas that fuels the power plants located in the Four
Cor ners ar ea.

As the fifth largest state, with fewer than two
mllion people, New Mexico has a very |l ow popul ati on density
statewide. By far the highest concentration of energy users
s found al ong the Rio Grande Valley, including Santa Fe,

Al buquerque and Las Cruces. |In ternms of average revenue per
kil owatt hour for conbined custonmer classes New Mexico ranks
fourth highest in the region and is bel ow both the regiona
and national averages.

New Mexico | egislature, |ike many ot hers, was
originally attracted by the concept of retail conpetition.
And in 1999 passed the New Mexico Electric Uility Industry
Restructuring Act. As | becane apparent that retail
conpetition was not likely to bring benefit to New Mexico
custonmers the |l egislature took a second | ook at
restructuring and del ayed full inplenmentation until 2007.

I n January of this year, recognizing the failure of
the California energy market and its effects on the
econom es of several western states, including Mntana and
Washi ngt on, New Mexico | egislature conpletely rejected

electric retail conpetition. However, the |legislature did



al | ow New Mexico's electric utilities to nove to a hol ding
conpany structure with nore than one operating conpany.

The PRC s |l egislative mandate is to act in the
public interest. The PRC s basic job is to regul ate those
utilities so that reasonabl e and proper services are
avai l able at fair, just and reasonable rates. Regul ation by
the PRC should result in the attraction of capital
I nvestnment to provide for the devel opnent of needed plants
and facilities.

New Mexico is a mmjor energy producer and exporter
M th abundant natural resources in the formof coal, natural
gas, uranium solar radiation and wind. Although two
natural gas fired nmerchant plants have been cancel ed or
post poned in New Mexico in 2002 due to market uncertainty,
the country's third |l argest wind power facility | ocated at
House, New Mexico, is scheduled to conme online next
Wednesday on COctober 1.

| n addition, proponents of the Dine Power Authority
are trying to develop a very large transm ssion |ine on
lands held by the Navajo Nation. Because of New Mexico's
prom nence as an energy producer in the Southwest, it's
peopl e nust bal ance significant air quality and | and use
| ssues related to energy production and transport with the
econom ¢ benefit of those activities. Gven that there is

no retail conpetition in New Mexico, the PRC nust take great



care to ensure that New Mexico custoners do not |ose out to
energy users out of state.

" mvery concerned that the best recent studies
point towards this trend. FERC s own econom ¢ assessnent of
RTO policy released in 2002 predicted net power flows that
are likely to pose substantial shifts in how power is
gener ated, marketed and priced within New Mexi co and
surroundi ng areas. O her studies contain transm ssion
I nfrastructure expansion and power pricing forecasts that
suggest |likely increases in retail rates in New Mexico
CONSUNers.

As a result of FERC s proposed transm ssion
policies it's no secret that California as a net energy
nmporter will continue to rely on excess power produced in
other western states. The DOE report predicted that
| npl ement ati on of SMD woul d cost New Mexico and Ari zona
consuners nore than it will benefit them |In addition, the
report done for the PRC and the New Mexico |egislature at
the end of 2002 predicted an increase in the peak demand in
t he Sout hwestern region that would reduce the capacity
mar gi n.

| " mconcerned that to date no study has predicted
positive benefits for New Mexico native |oad custoners. |
pelieve that any RTO proposal involving New Mexico utilities

shoul d show the benefits outweigh the costs and risks. The



nest ern whol esal e power market has grown up based on a
voluntary approach and is self regulated. 1In our viewit
has functioned very well so far.

Qur Conmm ssion to date has supported the idea of
voluntary RTOs. Because the various regions of the country
differ in the circunstances in which their electric
utilities operate what works in one region nmay not be good
for another. A voluntary RTO processes would help in the
devel opnent of region-specific solutions.

Woul d FERC consi der the idea of inplenenting RTOs
first in the eastern regions of the country w thout setting
a precedent for other states where very strong support for
| eaving the western states tine to study and devel op
regional alternatives that works best for them W support
and approach this entire setup transm ssion issues that is
pased on full engagenent and di al ogue invol ving FERC and al
of the states in the Western Regi on.

Qur Conmm ssi on has supported the concept of RTO
formati on on a voluntary basis but we need to see if the
penefits outweigh the costs, provide us with an opportunity
for full engagenent.

Thank you, M. Chairman, for the opportunity to
address you from New Mexi co.

MR. SPI TZER:. And, M. Chairman, if |I my, | would

certainly like now to invite our fellow conm ssioners to



make sone comments. Conm ssioner King?
STATEMENT OF DAVI D KI NG, VI CE CHAI RMAN, NEW MEXI CC
PUBLI C REGULATI ON COVM SSI ON

MR. KING M. Chairmn, we do appreciate you
com ng to Sout hwest Arizona. W very nuch appreciate your
comments in | ooking at each region and trying to distinguish
each of those regions.

As a vice chairman | amlistening to Marc Spitzer's
comments and | want to thank himfor his help in New Mexico
during the | egislative session hel ping us get sone maj or
| egi sl ati on passed. And so he said he's been nore effective
In New Mexico than in Arizona but he's very hel pful to us
out there.

And so, M. Chairman Spitzer, we appreciate that.

MR. SPI TZER: Thank you

MR. KING I'mglad to be here with our
di stingui shed Chai rwoman Conm ssi oner Lovejoy. And as the
vice chairman | think one of the points that Chairnman
Spitzer nentioned is a healthy tension. W' ve been debating
the RTO i ssue and have taken stands to the congressional
del egati on.

And |'d like to read a letter today that
Comm ssi oner Block, who is the | ongest running conm ssioner
s have in New Mexico, signed with nme. And | think that

Chai rman or Comm ssioner Baca who is in Chile doing sone



NARUC busi ness and not with us today, her assistant Judy
Kel so is here, supports this position. So it's a majority
position and wanting to go forward in the RTOa little nore
aggr essi vel y.

And this is to Senator Donmenici as Chairman of the
Energy Commttee and also to the House Energy and Comrerce
Committee re the regional transm ssion organizations.

We state: "As state utility regulators fromthe
Western Region of the United States we wite to you to
express both our support for continued devel opnent of
regi onal transm ssion organi zations and our concern
regardi ng potential anmendnents to the pendi ng energy
| egi slation that may inhibit RTO devel opnent in our region
and across the country.

"As has been recogni zed by both the nedia and the
public in general after the August 14 bl ackout, a regional
approach to the managenent of the flow of electricity across
multiple states is key to ensuring reliability. Well-
functioning RTOs work to provide reasonably priced and
reliable electricity to consuners and businesses. This is a
simlar conclusion that was reached by Departnent of Energy
task force follow ng the 1996 western bl ackout.

"RTCs are key conponents in the creation of a well-
desi gned and effectively functioning regional market. The

recent bl ackout highlighted structural problens with the



grid in the affected regions. Although we have been assured
oy our local utilities that such problens do not exist in
our states, we recognize the expansion of participation in
RTOs woul d al so hel p address future problenms with the grid
as they are discovered.

"Further, the devel opnent of voluntary RTOs woul d
hel p i nprove responses to problens in the grid by having an
effective regional traffic cop with a reliability mssion to
manage any future incidents. It would also help inprove the
climate for investnment and transm ssion infrastructure to
enhance the reliability of the grid.

"Furthernore, we believe the electricity title
shoul d neither disrupt regional markets nor stall RTC
devel opnents in the region. Developnent of whol esal e market
structure should be left up to the states and the
responsi bl e federal agency. Thus, we urge you to support
efforts to establish voluntary RTOs. We believe it is
| nperative to nove forward with efforts to bring the
penefits of RTOs to custoners.

"Thank you for your consideration."”

Signed by nyself as Vice Chairman and Conm ssi oner
Bl ock.

There are issues we have to look at. And | know
that FERC s | ooking at that as well. The reliability issue

certainly, but we have to | ook at reliability beyond our



borders and state to state, as we tal ked about in the
meetings with Comm ssioner Brownell in Al buquerque. VWhile
M may be very well set in one state, if sonething happens
In our neighboring state and we're not cooperating it could
endanger us there even though we think we have everything
covered. That was obvious in the recent bl ackout.

So | think it's inportant to see that public power
as everyone | ooks in this area that we | ook at the
cost/ benefit analysis, but in |ooking at the several nonths
now that |'ve been on the Comm ssion it |ooks like to nme the
pest avenue that we have would be to use the RTO and go
forward with that. W' ve debated and debated. W' ve got to
have communi cation. We're not an island in New Mexico. Qur
econony, we had a major vote yesterday on our state
permanent fund fromoil and gas. W're fourth and fifth in
oil and gas production in the country. And that neans we
sell a lot of oil and gas nuch beyond what we use. W have
to have that communication. W have to have that
transm ssion ability.

And we're eager, | know our governor has voiced
that who is becom ng Chairman of the Western Governor's
Conf erence, Governor Richardson. We have Senator Doneni ci
and Senat or Bi ngham on the Energy Commttee. And we're
nhopeful that we can be part of the solutions and push the

RTO process and nove forward in having that conmunication



and that working teamrelationship between states and the
federal governnent.

Thank you very nmuch.

CHAI RMAN WOOD:  Thank you, Comm ssi oner.

MR. SPI TZER: Conmi ssi oner, we'd be happy to buy
your oil and gas at reasonabl e price.

MR. KING We'd be happy to sell it to you at a
reasonabl e price.

MS. LOVEJOY: M. Chairman, may | just clarify
somet hi ng?

CHAI RVAN WOOD:  Yes.

MS. LOVEJOY: | know this is very difficult for ne
to say but the letter that was just read by the vice
chairman is not an official |etter under our New Mexico
Comm ssi on rul es.

CHAl RMAN WOOD: And that's fine. W understand how
di fferent conm ssions operate differently.

Appreci ate the sentinents though from everybody on
the state side. And I think | want to reiterate fromBill
and Nora's perspective and ny own that we, certainly Nora
and | were both state comm ssioners prior to taking this
| ob, how i nportant we view that relationship. Kind of
nvatever the law is quite frankly we've got to nake it work
because that's what we've sworn to do under our respective

| aws and constitutions. So we will do that.



MR. KING M. Chairman, if | could respond, | know
t hat Chai rman Lovej oy knows on next Tuesday's agenda to go
over this letter. Conmm ssioner Baca is doi ng NARUC busi ness
as we said out of the country. She will be back next week
and we will hopefully formally take that action on Tuesday.

CHAI RVAN WOOD: Ckay. Thank you all very nuch.

And I want to invite any of the other representatives from
the other states. This is our panel right now for state

t hought s and perspectives that m ght help frane the

di scussion and | would invite any of the other conm ssioners
from Arizona or staff fromthe other states who m ght want
to add any thoughts to frane today's debate.

(No response.)

CHAI RVAN WOOD:  Ckay, thank you all.

Next we're going | think why don't the five of us
go sit over here sonmewhere and | et our next two panelists
move over to the front and center here so everybody in the
room can see them

While we are noving around | want to introduce
Charl es Rei nhold who has been the project manager | think,
Charlie, since |I've been on the Conm ssion, | know before
t hen.

MR. REI NHOLD: Two years now.

CHAI RMVAN WOOD: Three years now?

MR. RElI NHOLD: Two.



CHAI RMVAN WOOD: Two, for the West Connect project.
And he'll start with that. Then after then we'll have an
update from David Wggs who's an old friend of m ne but a
general manager now at the L. A wutility, L.A Departnent of
Wat er and Power, to discuss the West Connect public power
initiative here in the West that was the subject of a recent
announcenment that we all heard.

So without further ado we'll turn it over to you
[wo guys.

STATEMENT OF CHARLES REI NHOLD, WESTCONNECT PRQJECT
MANAGER

MR. REINHOLD: | have to report to you that one of
the FERC conmm ssioners just nentioned up here that he
doesn't know where we're going. So while we rearrange here
and try to get hooked in so you all can see the presentation
nMe' Il just ponder that for a nonent.

(Pause.)

(Slide.)

MR. REINHOLD: W <th this handheld mke I think this
may work a little better. For presentation purposes it may
be alittle tricky here working both the machi ne and trying
to read from sone notes.

But | certainly appreciate the opportunity to
address you today. M thanks to the FERC conm ssioners for

inviting all of us here. I'mparticularly interested in



some of the remarks made by M. Chairman in his opening
remarks. | think his comments were essentially that it was
time to see if we can quite talking the talk in the

Sout hwest and start wal king the walk. But | think we're
pretty mndful with events fromthe market happenings in the
entire western interconnection over the past couple of years
that we certainly think we need to wal k before we can run
and take our tinme getting started. There are sone pretty

di re consequences out there.

And the other fact is that | think we need to talk
enough to know which direction we ought to start wal ki ng
because if we step off the curb and get run over immediately
I't's not going to do us any good either. So |I hear the
sense of urgency to nove forward but | think we need to be
In the right direction as well.

(Slide.)

A couple of topics that I1'm going to cover
sprinkled throughout ny talk today are here I want to give
you all sone background on West Connect and the maj or
Initiatives that we've initiated over the past couple of
years, talk a little bit about the status in |ight of the
vhite Paper and the VWhite Paper issues. M. Chairmn had
al so nmenti oned sone of those issues so you' ve got a
nhighlight of I think where sone of the differences are from

nvhat we're proposing and fromwhat is viewed in the Wite



Paper and al so where we intend to go from here as we nove
forward with RTO formation in this part of the country.

(Slide.)

Sonme of the initiatives of the past several years,
certainly it was no nean task for all of you who spent many,
many hours in various roons around Phoeni x and throughout
New Mexi co, Texas, El Paso in the early years trying to form
Desert STAR and then West Connect. A mpjor initiative and a
maj or achi evenent over the past several years was sinply
creating and filing the docunent that we submtted to FERC a
coupl e of years ago.

More recently since we filed our request for a
decl aratory order we have since joined with both California
| SO and the RTO West folks in the Pacific Northwest in an
Intensive effort to help resolves seans issues, snooth out
the rough edges in the different market designs that we are
devel opi ng throughout the Western | nterconnecti on.

More recently we have initiated a cost/benefit
anal ysis here in the greater Desert Sout hwest area. |
apol ogi ze, |'m probably going to slip and say Desert
Sout hwest many times. We're actually expanding the scope in
that cost/benefit analysis to the high plains, the Rocky
Mount ai n area, Desert Sout hwest, G eat Basin and | nperi al
Vall ey of California. So we are the southern part of the

Western I nterconnection as well as we are Desert



Sout hwest .

And then finally I'"mgoing to wal k you through our
exploration of the phased-in approach for RTO functionality
here.

Qur efforts to create an RTO, Conm ssi oner Massey
nvas correct pretty generally in the tinme frane, we started
In 1997 trying to form Desert STAR. Again that's the old
term nol ogy, Desert Sout hwest Transm ssion and Reliability
Operator. The conversation was to West Connect in 2001
primarily to create a for profit transm ssion conpany and
RTO. And our request for a declaratory order was filed with
FERC about two years ago.

(Slide.)

There was obviously a | engthy stakehol der process
that we went through to devel op the market design that was
filed. It was broadly accepted by FERC in its order back to
t he West Connect participants about a year ago. W've had a
coupl e of additional requests for enlightennent on that
order and the nost recent of which was addressed a coupl e of
nmeeks ago.

"1l tell you a little later there were several key
mar ket design elenments within that proposal that were not
approved by the FERC and they're pretty critical to a |ot of
the participants here in our original proposal.

(Slide.)



Qur West Connect participants are listed here. W
nhave four investor-owned utilities who actually nade the
filing in fromof FERC. W have three additional non-FERC
jurisdictional entities you see on the bottomthat are
participating in the process. W've got a little bit
di fferent funding as you see in the graphic there as well.

The one thing to stress here is behind this slide
you don't really see it but as to the four investor-owned on
the top part of this screen and the non-FERC juri sdictional
entities on the bottom the ampbunt of transm ssion assets
owned by the two groups is split roughly 50/50 whet her you
count transm ssion mles or transm ssion investnent. So the
non- FERC jurisdictionals own a significant anmount of
transm ssion in the area and they're pretty broadly viewed
as being critical to have the non-FERC jurisdictional
entities involved in order to have a conplete market in this
part of the Western Interconnection.

(Slide.)

As | nmentioned, WestConnect did file with FERC. An
order was returned on October 10, 2002. | discovered a typo
In the handouts so you can correct that as you see fit. But
FERC general ly approved many areas of WestConnect's filing.
The governance structure, board selection process with a few
t weaks were approved. Physical rights congesti on managenent

model was approved within a subsequent order that was backed



off alittle bit as a day one concept.

We have a transm ssion adjustnment conponent which
s necessary for Western Area Power Adm nistration's
participants. That was adjusted as well. And FERC al so
requested sonme additional information on certain design
elenments within that proposal.

(Slide.)

But FERC di d not approve sone of the key elenents
that were thought to be extrenely necessary for the broad
transm ssi on owner representation for all of the fol ks that
| showed on the previous slide.

One of the things that were not addressed, there
mMas a suit of transm ssion owner rights contained in our
transm ssion control agreenent, essentially the contract
petween the transm ssion owners and the RTO as an operator
of those assets. Those are very critical to a |ot of the
owners.

Enbedded within that is the concept of whether or
not that control contract between the owner and the RTO has
primacy over the tariff and that the benefit of that bargain
prevails or whether those can be changed with tariff filings
oy a broader stakehol der group.

The congesti on managenent proposal that was made is
critical for nost folks to extend beyond the initial

operations date. | think the fact that it's considered to



pe a day one date without any definition of what day one is
causes sone angst anong f ol ks.

FTRs for native |oad past day one is also critical.
That was clarified sonmewhat in the order that we received
recently. But there | think remain a few issues still to
tal k through.

And certainly a right of first refusal for
transm ssion owners to build critical new infrastructure on
the facilities that they have built in the past that they
may have sone financial obligations and essentially sone
i ens against are also critical.

As | said just a mnute ago a lot of these elenents
are very critical for securing and ensuring the non-FERC
jurisdictional entities ongoing participation in
West Connect .

Moving a little bit now into sone other areas that we
are exploring and noving on in West Connect, recently DOE
performed a cost/benefit analysis which was instructive in
that it did not show a net benefit for nost entities in the
Sout hwest part of the country. W certainly want to explore
that a little further, see what the exact inpacts are on a
state by state basis and possibly a conpany by conpany
basi s.

(Slide.)

We enbarked on a cost/benefit analysis earlier this



year in the late spring as we started putting together a
group of folks to nove forward on this. The effort includes
16 study participants so it is broader than the seven that |
showed you on the slide a nonent ago.

We intend to assess the costs and benefits of
markets in the Southwest and the greater area, the southern
mestern interconnection both with and without West Connect in
ef fect.

And we also are attenpting to assess the costs and
penefits of the various phases of RTO functionality that we
Intend or are proposing to inplenment to see what the costs
penefits of those inplenentation efforts m ght be.

(Slide.)

"' m showi ng here the study participants that we
have for the cost/benefits study. The key here, those in
ol ack are the original seven West Connect proponents that
nMe' ve had on board for quite a while. You can see here of
the other nine we've got quite a mx of new entities
participating in our cost/benefit analysis.

| think a critical thing that strikes nme here as
nell, as you add these new entities to the m x we don't
appreci ably change our 50/50 ratio of FERC jurisdiction to
non-jurisdictional transm ssion assets. So even with
greater participation | think we're still in the position

nvere we have a trenmendous quantity of non- FERC



jurisdictional transm ssion in our proposed narketpl ace.

(Slide.)
This is an overview of sonme topics | intend to
cover in alittle nore detail in a mnute. But our phased

approach, just as a preview, we currently have three phases
I dentified.

Phase 1 is the creation of a common OASI S systernr
Mth energy trading bulletin board. You're going to hear
quite a bit nore fromthe next speaker as David W ggs
outlines the wesTTrans concept.

Qur second phase is to nove into a grid-w de
transm ssion tariff, a little nore formal congestion
managenent system or schene that we think we can have sone
I ndi cati on of congestion managenent and mar ket clearing
price indication in our Phase 1. But we intend to get nore
formal in Phase 2.

Phase 3 would e the full and final inplenmentation
of an RTO when it makes sense to do so.

One thing to note is for sone of you that have seen
previ ous presentation we originally last spring had four
phases that we were proposing. W found that the technol ogy
nvas ahead of us and we conbi ned our original first two
phases into this current Phase 1. So as we've gotten into
this approach we've found that we're a little nore efficient

than we t hought we m ght be.



(Slide.)

Agai n going back to part of the reason for this
conference to conpare and contrast the standard narket
desi gn and the whol esal e market platform FERC did issue
additional information in April of this year . It is their
| atest direction on market design. W note that there are
sonme significant differences fromthe standard nmarket design
that was originally proposed.

And key to this, and again it was noted earlier in
the conference, the ability to have regional variation to
craft a market that works for the specific regions we think
makes em nent sense. And that is exactly what we are
proposing for this area.

And again, the cost justification of the efforts |
think is also critical. It sinply doesn't nake sense to
create a market design at any cost. | think it makes nuch
more sense to create a market design that works at a
reasonabl e cost.

(Slide.)

Sone of the issues raised in FERC s whol esal e
mar ket platformdesign. 1'mgoing to go fairly quickly
t hrough these because at our stage of inplenentation it's
very difficult to contrast where West Connect stands. W're
still trying to cone up with the first functionality of an

RTO. We really don't fit in with developnent and | don't



Intend to report on each and every step.

But | think some of these are worth noting. Number
three here dealing with i ndependent market nonitors, we are
actively participating in the SSG-W process as well as the
CRPSE and Western Governors' process along with OWLI and
FERC on dealing with market nonitoring and mtigation
mechani snms for the west. So we think that's ongoi ng.

Frankly, that can probably be in place before RTGCs.
| don't think it has to wait for an RTO to be in place.

(Slide.)

Some nore tariff adm nistration and design issues.
Note on here itemsix, that is also a subject of the SSC-W
mrk group. We're trying to deal with export fees that are
proposed in the three markets.

(Slide.)

Sonme ot her White Paper issues, interregional
coordination. | indicates that WestConnect is certainly a
full participant in the SSG-W process.

(Slide.)

Com ng on down to another key one | think in this
region, transm ssion planning. W fully support regional
and subregi onal transm ssion planning efforts. SSGW is
nearing conpletion of its initial 10-year transm ssion
expansi on plan. The folks in that work group are com ng up

and trying to make sure they all understand the concl usions



fromthat study.

Alittle closer to hone there has been a central
Ari zona transm ssion study perfornmed for expansion
facilities here in Arizona. That has been expanded across
the river into California. And note that in a couple of
days Wom ng and Utah are having a session to create their
own subregi onal planning process there.

We certainly believe that we need to continue
efforts in all the areas, subregional and interconnection-
M de, to nmake sure that the transm ssion grid is robust
enough to handle the markets that we want to set up.

(Slide.)

Havi ng gone through that, given the whol esal e
mar ket platformissuance by FERC t he West Connect entities
and transm ssion owners in reassessing what they received by
nvay of an order from FERC, | ooking at the whol esal e mar ket
pl atform White Paper, certainly had sonme concerns. As |
mentioned a couple of tines, there is a mpjor presence of
non- FERC juri sdictional transm ssion owners within the
region.

We al so have tried to create the market design in
t he West Connect structure through a process of consensus and
col | aboration amount all of the transm ssion owners. W
certainly want themall involved. 1In order to do so we need

to accommodate the needs of the different types of



transm ssi on owners.

This may not be the right word, the but the
't akeaways” from FERC within the West Connect design as |
I ndi cate don an earlier slide certainly has sl owed our
forward nonentum  Fol ks are wondering just what's left. |If
congesti on managenent, for exanple, is only there for a
short period of tinme what does that nmean in the overal
comm tnment of a transm ssion owner to nove forward with that
mar ket desi gn?

Additionally, given the experience in the Western
I nterconnection, particularly in the California market, an
SMD-1i ke market with centralized energy markets run by the
RTO is not typically viewed as necessary or cost justified
nhere in the Southwest. W think the cost/benefit analysis
M Il shed sone additional |ight on that for us.

And, lastly, there are sone very | arge
| npl ement ati on costs and it takes a lot of tine to put a
full RTO together.

(Slide.)

G ven those concerns, the transm ssion owners have
been reassessing how they would like to proceed with RTC
I nmpl ementation. We think initially that the functionality
that's put in place needs to show sonme benefits to the
system to the users of the transm ssion systemwhile

keepi ng costs and benefits in proportion and justifiable.



We find that many of the issues surroundi ng RTC
formation are very contentious within the nultiple state
jurisdictions that we're dealing with here. Those issues
need to be resolved with due deliberation, not necessarily
Mth haste, to make sure that all the state conm ssions are
on board as well as also the various types of transm ssion
owners we have.

We think building incrementally on what has worked
t oday, echoi ng Comm ssioner Lovejoy's comments, it's not
necessarily broken for the way the market is operating in
t he Sout hwest today. There are places that need to be
| nproved. We need to add increnentally to that.

And we see interest in the phased-in approach
growi ng, and that includes a |ot of transm ssion owners who
are not within the original footprint of the seven utilities
wvho filed the West Connect RTO approach.

(Slide.)

Sonme of our key principles in approaching a phased-
In functionality for a market in this area:

We would initially inplenment those whol esal e
transm ssion el enents that add value to end users.

We would certainly like to defer | ow benefit/high
cost itenms as long as possible. |If they're not justifiable
maybe they don't need to be inplemented at all.

Creating a full-blown RTO organi zation, hiring



staff we think needs to be deferred until it is cost
justified.

And we al so believe that the el enents, market
el ements ought to be brought online as they are justified,
not necessarily waiting until you've got the full RTO in
pl ace.

(Slide.)

Again a little nore expansion on a previous slide.
This is a tineline type graph of what we believe is doable
on an inplenentation approach. As | nentioned, we've
al ready di scovered that we can conpress part of the
schedule. And we took an originally two phases, noved them
I nto Phase 1.

The West Connect folks fully support the wesTTrans

effort. But | think we also -- and you're going to hear
about that in a few mnutes -- but we also believe that sone
of these elenents will provide sonme additional functionality

for the West Connect participants over and above what
nMesTTrans does. We certainly believe and agree on the
penefits and the functionality of the core OASIS system as
providing full visibility to market participants in the use
of a transm ssion system But we certainly see sone added
enhancenents in an energy bulletin board, potentially sone
congesti on managenent clearing bids put on that system And

that would then allow us to springboard fromthat into nore



formal congestion managenent in our Phase 2.

One other thing I'd like to say is that anong the
West Connect participants they are | ooking at commtnents to
any specific phase of this phased in approach as a single
comm tment buying into a Phase 1, for exanple, is not seen
as commtting any of the entities to noving on into Phases 2
and 3.

Again as | nentioned earlier as nove forward across
this draft we get nore and nore formal in the processes and
functionality that is being performed by the RTO or by the
entities inplementing the RTO functionality.

Phase 3 woul d be inplenmenting the full RTO

(Slide.)

Al'l of this presents sonme opportunities as well as
some issues. Certainly as additional, as we get farther
al ong the process we're going to find things we m ssed.
There may be other functions that we can add in. W may be
changing as we go. W certainly hope we can adapt to those
as we identify those areas.

| think as seen by nelding our original Phase 1 and
Phase 2, the participants that we have so far certainly
intend to remain flexible and willing to make changes around
the edges of this original concept and do what is needed.

We heard earlier there is a concern about the

| ndependence of this effort. W certainly recognize FERC s



desires are to have independent governance and | eadership of
this effort sooner rather than later. W' ve thought of sone
options that we need to explore of ways that we can try to
get that independent oversight, whether it's through an
audit function or sone other neans of providing the
over si ght that would make FERC confortable with this effort.

And again, the seans efforts need to continue. W
fully intend to support the SSC-W process in the West and
elimnate as many of the rough edges as we can through that
process.

(Slide.)

Where we are now. We are continuing seans efforts,
as |'ve alluded to several tines in here. The planning
effort is underway, it will be producing a 10-year plan
M thin the next couple of nonths.

Congesti on managenent efforts, trying to neld the
three different congestion nmanagenent proposals of RTO West,
California | SO and West Connect, is working hard to find ways
to make those fit together and provi de neani ngf ul
Informati on back to all of its participants.

Mar ket nmonitoring is ongoing we think because
certainly sonme |l ow hanging fruit there that nmay be
| npl ement abl e prior to RTO formati on.

Qur cost benefit analysis is underway. W're a

little slower than we antici pated and we're not going to



make it by the end of this year with results. W anticipate
those in first quarter of next year.

And as you will hear in a mnute, the OASI S and our
Phase 1 inplenentation is also underway and we al so expect
that to be operable the first quarter of next year.

(Slide.)

Ongoing from here, we've got to conplete the
cost/ benefit analysis as well as continue whatever
encour agenent West Connect can put into the common OASI S
process. That is essentially a function of the individual
transm ssion owners, not WestConnect itself. But it's
critical. | believe it's needed, it's necessary and it's
doabl e now.

W will continue to search for in the functionality
that makes sense and to inplenent RTO functionality in
phases as the opportunities arise and forma fullblown RTO
here in the southern part of the Western Interconnection
mven it's cost-effective to do so.

(Slide.)

And that's nmy remarks this norning. So thank you
very much.

STATEMENT OF DAVI D W GGS, GENERAL MANAGER, LOS ANGELES
DEPARTMENT OF WATER AND POWER
MR WGGS: | think I'"mjust going to stay seated.

And, Charlie, if you could just flip to the next one.



(Slide.)

Good norning. | will try to do this while I'n
sitting down. Again, M. Chairmn, Conmm ssioners,
appreci ate the opportunity to be here.

You know, in nmy prior investor-owned life both as a
lawyer and a CEO | appeared before a forum of FERC many,
many tinmes. But as a public power utility it's very rare
that I woul d appear before a quorumof the FERC. Wth all
due respect, M. Chairman, I'd just assune keep it that way
as | go forward.

(Laughter.)

| also want to say to our state conm ssioners, Los
Angel es had nothing to do with the California deregul ation
mess. In fact, we were fortunate to stay out of that. And
| say it has formed the basis of a |ot of our beliefs on
this and what we're going forward wth.

(Slide.)

But | wanted to do today was take the opportunity
to present an overview of what public power entities in the
West have been doing to inprove whol esal e markets and
penefit their custonmers. M nessage is neant to convey two
pasic points: first, that public power can participate and
even lead in inmproving whol esale markets in the West where
M do own approxi mately 50 percent of the transm ssion

facilities.



And, secondly, that the inprovenents to the
nvhol esal e market can be achi eved on a voluntary basis that
allows us to protect public power subm ssion to provide
reliable and economic electricity tot our custoners.

We believe in the West that bilateral whol esale
electric markets work well. While they may not be textbook
perfect, public power believes the best way to i nprove the
wvhol esal e market is in a voluntary manner with neasured and
Incremental steps. One very significant inportant step is
nvesTTrans.

The LADWP that serves alnmobst 4 mllion people and
owns about 28 percent of the inport transm ssion capacity in
California has joined a very extensive and i npressive group
of other transm ssion owners and operators to create a
singl e i ndependently operated common OASIS. This common
OASI'S, wesTTrans, will not only in our view nmake the
nvhol esal e market in the West nore conpetitive and efficient
put it will also allow us to maintain control and ownership
of our core transm ssion assets.

What | want to do is just going to give you a
little brief history and who's involved and talk a little
pit about what we're trying to do.

(Slide.)

Initially this started as a public power initiative

of the West, PPIW It was a voluntary coalition of |arge



public power agencies working to provide benefits to the
custonmers, enhance transm ssion access, ensure reliability,
support conpetitive, bilateral, whol esale markets but work
Mthin the existing regulatory structure, and preserve the
I ndi vi dual busi ness nodel s.

The initial nmenbers included ourselves as well as
1D, SMD in California, SRP, Southwestern Transm ssion Coop,
Tri-State G&T and WAPA.

(Slide.)

And basically what it is, and Charlie has already
alluded to this, it is a conmon internet site for posting
and reserving transmssion in a |large portion of the West
operated by an independent third party.

We think it's a cost-effective way, neans to
enhance transm ssion access. W think it's a way to
moderni ze transm ssion OASIS reservations involving multiple
transm ssi on providers.

It will be available to all market participants.

And, as Charlie said, it's scheduled to be
operational by the first quarter of next year.

So what we're doing is elimnating multiple OASIS
sites. We're replacing it with one commopn site. Now you
can query nultiple providers across a very large region in
one place with standardi zed software user interface. But we

have not affected the native |load priorities of public



power. There is no transfer or ownership or control of the
transm ssi on.

The third party group that will run this for us is

a software conpany OATI, | think well-known in the industry,
and they're developing the software and will operate it.
(Slide.)

The participating organi zations, as we've discussed
alittle bit, it started with the public power initiative.
The West Connect group was then added, as Charlie has talked
about. And we've also talked to additional western
utilities that have joined this effort.

In fact, if you | ook at the map this covers a very
significant portion of the western market. Obviously we

mn't include Texas and the eastern part of Nebraska. But

e do believe that eventually we will get the rest of the
Nort hwest utilities and that this entire map will be in the
olue. This, of course, will always be done on a voluntary

pasi s and asking themto join.

(Slide.)

Here is the group of utilities involved. You wll
note that it's all varieties frominvestor-owned to
muni ci pals to coops. Again, we have letters of -- contracts
or signed letters of intent fromall of these entities with
our vendor. And we will continue to add new utilities to

this.



If you take a | ook, as | said, LADW has about 28
percent of the inport, percentage of the inport transm ssion
in California. |If you add the other utilities from
California this will include close to 50 percent of the
transm ssion inport case load in California. And of the
nvhol e region while it doesn't cover every part of it it
covers a very, very large percentage of the transm ssion.

(Slide.)

We think the benefits of wesTTrans are pretty
straightforward. |t helps us build upon existing open
access transm ssion tariffs and existing bilateral energy
mar ket s.

It supports reliability by making transm ssion nore
easily available to deliver generation to | oads.

It creates market efficiency through enhanced
utilization of the regional transm ssion grid.

It provides workable tolls to support a viable
secondary market for transm ssion.

And it provides a platform for additional market
| nprovenents through voluntary cooperation.

Now, what | want to say is this does a | ot of
things, a | ot of benefit but clearly we understand it
doesn't do everything. In ny understand in talking to
operators it will help snmooth sone of the seamissues. It

does allow to post ancillary services on a common bulletin



pboard. We think it does inprove reliability by providing us
petter and qui cker access to all this data.

But it doesn't address pancaking of rates. It
doesn't address or envision any kind of financial rights
right now in transm ssion

It certainly doesn't commt anyone to join an RTC
put it doesn't prohibit that at all.

It doesn't even create a legal entity that has any
kind of authority over anybody and it's not set up to be a
policing organi zation or a market-nonitoring organi zation

(Slide.)

What we do think, you know, it is a start. It's a

good first step. W are looking at in the future that we

M Il continue to pursue inprove, pursue enhancenents. |
tal ked about sonme of those. W'Ill do it on a voluntary
pasis. We'll get feedback from everybody invol ved.

We think we can enhance the regional price
transparency for bilateral whol esale markets for instance by
creating a new market indices.

We want to standardize the electricity interchange
scheduling to further mnim ze the seam i ssues.

We' ve designed bil ateral market nethods to increase
efficient use of the transm ssion grid.

And we want to be able to support coordi nati on of

new transm ssi on planning and expansion to interconnections



and operations.

And as | stated, we're not going to address all of
the concerns yet. And we nmay never address all of the
concerns the Comm ssion has. But what we have done is try
to take up the chall enge the Chairman issued about doing
sonmet hi ng, noving forward, offering sone kinds of
al ternatives and get serious about it and not just talk
about it.

This will be operational next year. And we believe
't does represent a cooperative effort between a very | arge
and very diverse group of utilities that only control a vast
amount of transm ssion that are willing to work together on
a voluntary basis to inprove the efficiency of the whol esal e
mar ket wi t hout giving up the ownership that is so inportant
to them for their native | oad requirenents both now and in
the future.

And let nme digress just a nonent from Los Angel es’
perspective. W did not enter the deregulation. Sonme of
I't's by pure luck. Better be |lucky than good soneti nes.

But from our custoners' perspective they don't really know
vhat happened.

What they do know is that their utility stayed a
very integrated utility. The stayed in control of their
transm ssion and their generation and their rates.

They know t hat because of that we had absolutely no



bl ackouts. We've had no rate increases. And in addition to
that we're still spending billions of dollars on
infrastructure. We're building new power plants. W're
upgradi ng our transm ssion facilities.

We're a double-A rated utility. And to change that
busi ness, to change that basic structure there's sinply of
the 4 mllion people there is sinply no political wll or
push to do that right now It would be very difficult.

| ki dded sonebody, and | say this with a touch of
hunmor, short of mlitary takeover it is going to be very
hard to nove at this tinme where you give up that kind of
control of your transm ssion facilities. But that's why
mMe're so commtted to this process to try to do it on a
voluntary basis to achieve sone of these market efficiencies
that you do need and we think are appropriate w thout giving
up that control or ownership at |east right now

So, we | ook forward to keepi ng you advi sed about
our process and our progress. W certainly want to hear
from FERC on their ideas and their suggestions. WMay not
al ways agree with all of them and may not al ways want to
| mpl ement them but we certainly want to hear about them
And we certainly respect very nuch the work that FERC does.

So, again, thank you for being here. And we | ook
forward to working with you in the future.

Charli e.



CHAl RMAN WOOD: David, on that OASIS site are those
ATC ampbunts or how are they cal culated? Are they just
delivered fromthe utility or are they independently?

MR. WGGES: You know | et nme get sone of our
technical folks up to answer specific questions. But
Charlie may know. Do you know the answers to sone of the
specifics on our?

CHAI RMVAN WOOD:  Yeah, just whoever is working on
the wesTTrans. net .

MR. REI NHOLD: What was your specific question

agai n?

CHAI RMAN WOOD: Who is avail able transm ssion
capacity?

MR. REI NHOLD: Each utility will be supplying the
total. The site itself then will generate the avail able

pased on usage that cones in is ny understanding. Certainly
there's | ots of folks out here -- Ckay.

MR. WGGES: Yeah, that's correct. That's the way
't was done. Basically it's just taking everybody's OASI S,
and we cal cul ate our own and put it on there, and then
coordinate it in one spot where you can go one place and get
all of that information at this point in time. That's ny
understanding. No one is going to cone -- and eventually we
may get to a point where we have sonebody cone are you sure

you' re doi ng what you're supposed to do or rel easing



everything you should release? But right nowit's stil
bei ng done on a voluntary basis and relying on each utility
to give that information. That's the way it works.

And we do have several people here, we may not want
to do it right now, that have specifically designed this an
have worked with it day in/day out that could help and
respond to any specific questions.

CHAI RVAN WOOD:  What ki nd of custonmer input has
there been for this? 1Is this the kind of thing that people
mvant or is this?

MR WGGS: Well, as | said, in Los Angel es what
they want is basically to be left alone. But what they
accept is that over time we are trying to inprove the
vhol esal e markets.  You know, the prom se of as you say in
the gas industry eventually got some |ower prices, but that
prom se has been heard in California before and nobody's
real interested anynore. So what they want us to do is
continue to keep our rates where they are and keep our
reliability where they are. But if we can work in the
wvhol esal e markets to i nprove that and be able to bring in
power better or lower costs then certainly they'd be in
favor of that.

But they're not going to be in favor of giving up
ownership of that early on until they can see sone sustained

benefits over the country. Now, eventually if things begin



to really pick up as you believe and there's a | ot of good
sust ai ned benefits for a majority of custoners then clearly
Me want to continue to pursue that. But right now we really
mant to do it on an increnental basis and a very cautious
pasis. We're sinmply not risk takers right now. W' ve been
there and so we're just not going to do that.

CHAI RVAN WOOD: Let ne kind of |everage back into
the presentation Charlie nmade. |'m back on the independence
lssue | raised in ny opening coments which is | certainly
appreci ate the steps that are being taken here. | guess ny
expectations were kind of set by the original proposal of
West Connect that we've now gone through a couple iterations
on trying to get clear on.

And |'"'mtrying to resist part of the urge to view
this as a step backwards when | | ooked at kind of where you
nhad laid out the vision for going down here and sone of the
custom zed approaches that I think with some effort we have
come around on at our Conmm ssion to agree should neet the
oroader issues of a good, fair, open nmarket.

And |'msitting next to a guy who set up the ERCOT
market. And | remenber when we were there it was about, oh,
about a $4 or $5 million a year enterprise to have an
| ndependent|y operated, pretty streamdowned | guess RTO
| SO, whatever we want to call it over that market there.

And I wonder has NERC, certainly the NERC security



coordi nation responsibilities that we have across the
country which we're famliar with, a regional planning
process, a regional tariff to nmake sure that those

transm ssion projects got paid for, and OASIS one-stop shop
approach there.

And |' m wonderi ng why have the West Connect TOs kind
of pulled back fromreally doing what our -- independence is
pretty cheap. Assune the day-ahead market and all this
stuff that can get you over 100 mllion bucks perhaps. But
"' m wondering what's kind of been the dynam ¢ anong the
di scussion in the West Connect group in that regard up to
now?

MR. REINHOLD: Well, first of all, our experience
In looking at the functionality that would be necessary and
the infrastructure to put an RTO together our cost estimates
are more in the $150 mllion range than the $4 to $5 mllion
range that you nentioned.

CHAI RMVAN WOOD: That's your RTO with day-ahead
mar kets and transm ssion rights?

MR. REINHOLD: That is the RTO approach as fil ed.

CHAI RVAN WOOD:  Ckay.

MR. REI NHOLD: And West Connect did not anticipate
operating a day-ahead market. So the market operations
addition is an increnental cost. It may be -- there's been

some debate as to whether that's a large cost or a small



Incremental cost to the general RTO operations.

But in going through a | engthy process and putting
toget her a specification for what it would take to inpl enent
West Connect we canme up with a significant dollar investnent.
That gave pause. It certainly had our jurisdictional
entities going back to their |ocal regul ators, whoever they
may be, the states or the |ocal self-regulated entity,
mndering if that was the right way to go, whether the truly
peneficial functionalities of an RTO can be i npl enent ed
ahead of investing those dollars to have the entire RTO up
and running at one tine.

And the approach is, the confort level is that we
need to begin inplenenting RTO functionality as we can at
the | ower cost and defer that $150 million to inplenent the
entire RTO

CHAI RMVAN WOOD: That's fair. But | guess | don't
vmant you all or us to be or anybody in the audience to think
that having a regional planning process with a tariff to
recover those costs is a $150 mllion a year enterprise.

MR. REINHOLD: It is not. It is not. |In essence
that is the conpany structure, the RTOitself, to create the
conpany and the enpl oyees and the building and the
conput er s.

CHAI RMVAN WOOD:  Again, | would just suggest | ook

I mmedi ately to the west for a good conparative nunmber on



t hat .

MR. REI NHOLD: But as for planning, we're
participating in planning right now W think that's
sonmet hing that we don't need to --

CHAI RMVAN WOOD: Do you have a tariff to recover the
costs of the planning?

MR. REI NHOLD: We do not have a West Connect-w de
type tariff. The recovery is up to the individual
transm ssion owners at this point.

CHAI RMVAN WOOD: | nmean | think we've seen just
| ooki ng around the country that that, once that nmechanismis
up for costs to be recovered then TOs are a | ot nore
Inclined to want to build because they know they can get the
money back.

MR. REI NHOLD: Okay.

CHAI RMVAN WOOD: \What can, clearly the SSCG W
process and ot hers have generated a lot of ideas. OQur staff
has been involved in that. You've been involved in that.
vwho will be the entity here, if the independent board's
contenpl ated to be on the backend who will be the
| ndependent entity here in the Southwest that then nmakes
those -- or takes that work product and makes deci sions?
Because | think that's what SSC-W was suppose to do is give
the report back to RTO West, to Cal. |1SC and to West Connect

to them nmake the decisions to go forward.



MR. REINHOLD: Correct. At this point WestConnect
s participating in the SSG-W process through the
transm ssi on sponsors of WestConnect. So it is an informal
organi zati on of those transm ssion owners pursuing the SSG
W process.

And we' ve tal ked about sone addition always to
provi de sone additional independence to that process whether
I't's an audit mechanismto have a third party insure the
deci si on maki ng process and the notivations behind the
deci sions or whether there is sone other surrogate short of
the full separate entity and organi zation.

COW SSI ONER BROWNELL: | have an idea and a
question. The issue of cost has been one that we've

encountered in all of our discussions out here. And it

seens odd to me that we have a $5 mIlion cost to get the
pbasic functionality in Texas and a $150 nmillion to do the
same thing here. It would suggest to ne we're not talking

about the sane thing.

| wonder if my fellow comm ssioners both at the
FERC and the states would think it m ght be a good idea to
put together a teamof staff to go over basically those four
or five functions that you tal ked about, Pat, and go over
t he budget that you have proposed which | actually haven't
seen so | can't really speak to it, and find out where that

di sconnect is so that the conm ssioners who are bei ng asked



to make these decisions have kind of an independent
verification of the costs?

| don't know how you're feel about that.

Chai rman Spitzer? Well, why don't we pursue that
of f1i ne.

Oh, here's Chairman Spitzer

MR. SPI TZER: Any work that could be done to assure
that we've got apples to apples conparison | think would be
very helpful. A lot of the information |I've seen is,
particularly the DOE is projections. And there's short-run
projection, long-run projections. You know, |'ve been in
accounting | ong enough to know |l'd like to see some commpn
paranmeters and | think nmore work would certainly be hel pful
to assure that --

COW SSI ONER BROWNELL: Good.

MR. SPI TZER:. -- the ratepayers get sone val ue for
vhat ever undertaki ng we' ve enbar ked upon

COW SSI ONER BROWNELL: Good.

And | think there are two aspects of that. One of
the things that | suggested to nost of the nmarket
participants | ast week was that people doing the
cost/ benefit study actually talk to the people at DOE and
our shop and our consultants to make sure it's a fully
robust study. One of the things that | think we all know,

and Chairman Spitzer being in accounting knows this probably



petter than |, a cost/benefit can do many things but it
doesn't do everything. And to get a fully robust study I
think you want to talk to people who would -- | think there
are questions we would ask today that we woul dn't.

| think the second aspect is putting together a
staff teamto really go over those nunbers and
functionality.

But ny question is this: I'"'mnot sure, you talk a
| ot about California, | actually thought you did participate
In the whol esale and did pretty well at LADWP. | could be
M ong.

(Laughter.)

| don't know how this prevents, the question is
this, M. Wggs and M. Reinhold, | don't see how this gets
us to that planning function which ultimately builds a
system t hat prevents sone of the fragility that we saw t hat
exacerbated the western market. And | don't really
understand how it gets to a set of rules that actually
protects the neighbors and protects the custoners of
Cal i fornia.

So if you could explain to ne how we get there?
Because | think that's part of our sense of urgency.

MR WGGES: Well, first let nme of course respond a
little bit to the California energy crisis. It was before |

nvas there so | had no reason not to do anything but | ooking



to see if DWP did anything they weren't supposed to do. And
as it turns out they did not. And while it's still pending
pefore your Comm ssion the trial staff has recommended none
of that, drop all of those proceedi ngs agai nst the
departnment for anything to do with inproper sales.

They did step up. We clearly stepped up because we

had surplus capacity and we sold it to California first and

kept lights on in a significant part of the rest of the
state because we had that ability to do that. But there was
not hi ng i nproper done that I could fine.

COW SSI ONER BROWNELL: Wasn't suggesting there

Nas

MR WGGES: HmP? Okay.

COW SSI ONER BROWNELL: | was not suggesting there
Nas

MR. WGGS: And again that's, you know, the reason
nMe have -- and the Chairman asked earlier feedback from our
custoners as to what they want -- our customer rates have

never been higher. They've gone from 64 percent to over 85
percent on even your residential rates. Wat we found was
that while price is very inportant it's not as inportant as
reliability and predictability.

And so that what we are seeing is sinply just go
slomy, let's see what we can do, let's see if these markets

can i nmprove our situation, but don't, don't take any steps



to change our basic business nodel right now.

The ot her question, well if | start it right now I
don't -- you may want to, did you have sonething?
MR. REINHOLD: Yeah. |[I'd like to add that on

pl anning there is planning underway throughout the Western
I nt erconnecti on both subregionally and Western
Interconnection-wide. And there are facilities being built,
new facilities here in the Southwest. There are facilities
peing built in the Northwest. Many of them are identified
during the California market crisis as bottlenecks on the
system They are being built to alleviate and relieve sone
of those congestion points.

So entities are finding ways to build transm ssion
M t hout an interconnection-w de or region-wide tariff for
cost recovery. So efforts are underway. Certainly there's
undoubt edly ways that we could inprove on the process
through SSCG-W. We're certainly trying to identify sonme of
the broader interconnection-w de picture that we received.
And | think time will tell as that first transm ssion study
comes out soon, we'll see if it hits the mark. And the next
couple of iterations can inprove on that.

MR WGGS: | do know at DWP we are in fact
I nvesting several hundreds of mllion dollars in a very
maj or upgrade of a DC line fromnorthern California down

M th Southern California Edi son as our partner and



Bonnevill e Power to be sure we have strengthened the systemn
and upgrading that line. Cne of the things we're doing
right now.

COW SSI ONER BROWNELL: And | appreciate the work
that's been done on planning. But | have to tell you when
tal king to the conpani es who are buil ding and when tal king
to the folks on Wall Street the |lack of transparency and
| ndependence in that planning process and the |ack of the
consi stent set of rules is making that building difficult.

So | think indeed sone things are getting done. |
tal ked to a couple of people who are here today actually who
tal ked about delays in a project because of inconsistent
rul es and because of financing. One in one case it was $10
to $20 million of extra cost because of the delay.

So, yes, things are being built but I'mnot sure
about the tineliness and efficiency or the robustness of the
system t hat we' re buil di ng.

MR. WGGS: Yeah, | agree 100 percent with that.
vhat | have seen and in ny |ife have raised a huge amount of
money on Wall Street. And nobody wants to cone into
California with any noney right now because it is totally
uncertain, nobody knows what's going to happen. The capital
markets don't |ike uncertainty. They're not going to put
money into it.

So we agree that we should get to a set of rules



that give sone certainty where the market can raise the
money it needs to raise to build the infrastructure. Agree
100 percent with that.

COW SSI ONER BROWNELL: Thank you.

CHAI RMVAN WOOD:  Any questions? Anybody in the
audi ence?

MR. WGGS: Okay, we get to go back. W' re done.
Thank you, M. Chairman, Conm ssioners.

MS. McKINLEY: | believe it's time for lunch. And
|'"'m Sarah McKinley with FERC. And | just wanted to make a
ori ef announcenment about the |uncheon arrangenents.

The hotel here has two restaurants on property and
each one can handl e about 100 people. And we have about 200
people here. So they've asked us if they can send half to
one and half to the other and you can choose.

The Lantana has a, they set up a special buffet, a
$9.95 buffet with prine rib and seafood and soup and so
forth. And to get to the Lantana you go out these doors, go
to the el evator, straight ahead to the el evator, you go down
to the first floor, out the front door. The Lantana is
across the street and to the right.

Now, the other restaurant is called the Hol e-in-
the-Vall. It's in the back of this property. But to get
there, to facilitate the hotel is setting up a little jitney

puss right in the front of this building. So again you go



down to the first floor, go out the front, there will be a
little bus to take you around to the back of the property,
the Hole-in-the-Wall, and they've set up an express |l unch
for $6.95.
So we'll see you back here at 1:00 o' clock sharnp.
(Wher eupon, at 11:52 a.m, the conference was

recessed, to reconvene this sane day at 1:00 p.m)



AFTERNOON SESSI ON
(1:20 P.M)
CHAI RMVAN WOOD:  Ckay, thank you all very nuch.

This afternoon our first panel will be the transm ssion

owners panel. And to noderate that effort will be Steve
G aser from Tucson Electric. So |l wll turn it over to

St eve.

OPENI NG STATEMENT OF STEVE GLASER, SENI OR VI CE
PRESI DENT, TUCSON ELECTRI C PONER COVPANY

MR. GLASER: Thank you, Chairman Wod.

It's ny pleasure to noderate this august group here
of public and 1OUs. We will see what they have to say given
vhat happened this norning.

When | asked everybody on the panel for a bio and a
summary nost of them sent sonething back and said, well,
Me're going to wait to see what happens in the norning
pefore we decide what to say in the afternoon. So we'll see
svhat they have to say now.

We'l |l start first with Steve Weel er.
Congratul ati ons, Steve, on a new job which is now executive
vice president of custoner service and regul ation for
Ari zona Public Service. That includes custonmer service,
transm ssion distribution, state and regulatory affairs. So
now you get to go rid out in bucket trucks as well, so it's

a |l ot of fun.



Prior to that Steve was an attorney. He didn't
vmant me to say that. But he was an attorney for 27 years at
Snell & Wl ner practicing in utilities |aw, anpong other
things. Steve has al so been on various boards, including
the Fiesta Bowl Commttee. And is a graduate of two
col |l eges back east that he didn't want nme to nention but
they're Ivy League coll eges.

Wth that I'Il turn it over to Steve Wheeler.

STATEMENT OF STEVE WHEELER, SENI OR VI CE PRESI DENT,
REGULATI ON, SYSTEM PLANNI NG & OPERATI ONS, ARI ZONA PUBLI C
SERVI CE COVPANY

MR. WHEELER: Thanks for the great introduction,
St eve.

And | have to tell you, we have dispensation to
take our coats off. And that was a voluntary act that was
suggested by Chai rman Whod. And thank you very nuch.

| appreciate the opportunity to speak on behal f of
the funding investor-owned utilities that are part of
West Connect, and that is Arizona Public Service Conpany,
Tucson Electric, EIl Paso Electric and Public Service Conpany
of New Mexico. |If | say anything particularly insightful or
pl easing to your ears it is on behalf of all of them If |
say sonething inordinately stupid or jarring, again it is ny
fault, | beg your pardon and |I'm speaking only individually.

And 1'd like to start by first thanking you for



visiting us. That neans a | ot to have you out here on our
home turf. Thank you also for listening to us with real
concern and interest. And thank you also for the

responsi veness we've seen today on the concerns that we do
have as we work through standard market design and RTOCs.

You' ve given us condition approval of various aspects of

West Connect. You've nodified the standard market design in
your April White Paper to endorse the concept of flexibility
and cost efficiency.

And you' ve al so recogni zed our need for native | oad
protection or at |east nmeasures designed to do that in the
most recent rehearing order you gave us on West Connect. And
| thank you for that.

We as the 10Us in West Connect support the goals of
a wor kabl e, robust whol esal e nmarket that are the goals of
both your SMD and RTO initiative. But we think that could
be best achi eved through voluntary regional cooperative
efforts that involve all the parties, particularly our
public power brethren. And that that also can be best
achi eved through very targeted, limted regul ati on that
provides real value to our custoners and that al so provides
stability to our business.

And that's why we spent thousands of dollars and
literally mllions of dollars form ng West Connect and its

oredecessor Desert STAR. That's why we've been engaged in an



aggressive outreach programto bring in additional utilities
out side of the West Connect footprint. That's why we forned
regional alliances. It's why we've now reconfigured sone of
the staging of the West Connect functions in the manner that
Charlie Reinhold described. And it's also why we're
Investing mllions or dollars in new infrastructure.

During this entire debate it's al nbst beconme an
article of fate that the transm ssion systemis so aged and
so tasked and that the whol esale market is so dysfunctional
that only radial surgery through federal and state
Intervention can save us. And | would suggest to you that
may be true in some areas of the country but it is not
necessarily so in the Sout hwest.

And while | fully subscribe to Chairman Spitzer's
concept of healthy tension, | would also ask you to consi der
a concept of proportionality. And by that I nean to exam ne
nvhet her or not the actions that you would have us take fit
our particular circunstances and are necessary to address
the problens that exist.

And in | ooking at the concept of proportionality I
mul d suggest to you you can | ook at five different
questions. The first would be is our area characterized by
the type of gridlock congestion that you have seen and
observed sonetinmes in the East? And | would suggest to you

the answer is no.



On our system the APS system our nost congested
path which I think may even be the npbst congested path in
t he West Connect footprint which is comng from Four Corners
down to Phoeni x, we have had to inplenent the congestion
managenent system adopted by WECC only three-tenths of 1
percent of the tinme in the nine years it's been in place.
And so | woul d suggest to you that congestion is not itself
a problemthat is simlar to what you've seen in other areas
of the country.

Anot her legitimate area of inquiry could be are we
seei ng progress retarded by noribund regulation at the state
level? And | can tell you in Arizona that's certainly not
the case. OQur state comm ssion is | think one of the nost
active in the country in pronoting infrastructure
devel opnent, in trying to see the whol esal e narket
devel opnent devel op, in advancing the different business
model s that you saw Chairman Spitzer talk about. They have
a successful record of siting both generation and
transm ssion lines. They have a staff that actively
monitors transm ssion planning. And they have a statutory
review process for it. So you are seeing a | ot of
supportive state regulatory activity.

Anot her legitimate area of inquiry is do you see
Infrastructure devel opnent | aggi ng? And again using Arizona

as an exanple | would say no. Since 1999 you've seen



upwards of 10,000 negawatts of new generation sited and
constructed in our state both by utilities and by merchant
generators.

In APS' case over the 10-year period 1999 through
2008 we will be investing over $800 million in new
transm ssion, an ampunt which will nore than double our rate
base in transm ssion assets.

Anot her legitimate question is, is our region
bal kani zed by isol ated systens that do not coordi nate and
nmrk together? And, again, if you take a | ook at the
activities that Charlie has tal ked about, if you recal
David W ggs' presentation on the broad scope of coordinated
activity there you will see that's not the case.

But nmore inportantly, if you |ook at the
devel opnent of both generation and transm ssion in our area
you'll see nost of those are jointly owned projects where we
have gotten together with our neighboring utilities and
nmr ked out jointly owned power plants, jointly owned
transm ssion |ines, reserve sharing arrangenents. And we
nmr k under a very centralized and coordi nated WECC.

And then, finally, are you seeing progress? Are
you seeing cooperative efforts underway to inprove the
systen? And again | hope that what you've seen today would
suggest that we are taking steps both through outreach, both

t hrough dol |l ars and through devel opi ng new systens to try to



make t hings even better.

In sum we've taken steps that have avoi ded the
di sarray, the blackouts the price spikes that have
characterized those regions which rushed pell-nell into
unt ested market reformactivities.

And | tell you these things not because we're
| ooking for "attaboys" or trying to say that you can't make
things better, but rather just to suggest to you that you go
slow i n adopting nmeasures that nmay be consi dered
unproductive or controversial that represent a flash cut
change fromthe way we do busi ness.

So I would ask of you if you say So what do you
nvmant us as federal regulators to do? | guess | would ask you
to consider four things on behalf of us.

First, give us the flexibility that was prom sed in
your April White Paper, the flexibility both in ternms of
time and in terms of structure to allow us to work on things
that will address the particul ar needs we have and the
di fferent business nodels that are in the Southwest. Public
power owns over half the generation, half the transm ssion
and represent over half the load in the West Connect
footprint. W can't do it unless we have the public power
needs, their legitimte needs addressed in a way that
satisfies them

So we ask you to be flexible in ternms of structure



and tim ng.

We al so ask you to be rigorous in the application
of a cost/benefit test to nake sure that what we are being
asked to do provides real value to our custoners and doesn't
provide a fix that costs far nore than the benefit it
provi des.

Third, | would suggest that because only APS and
ot her transm ssion owners have at |east the |ast stop |egal
obligation to serve our custoners, since we're the ones who
have to plan for and spend the noney to make sure the lights
are always on for our retail custoners, please support and
encour age neasures which allow us to do that job.

And then, finally, we ask that you would continue
to listen to and work with our state conmm ssions as you have
done in the past so that we have a harnoni zed system t hat
does not subject us to conflicting mandates.

So | thank you again for listening to us. W | ook
forward to continuing our efforts under your benevol ent but
hopefully |ighthanded gui dance. So thank you very much.

MR. GLASER: Thanks, Steve.

Next up we have David Areghini fromthe other |arge
energy provider up here in the Valley, Salt River Project.
Dave came to Salt River in 1990 and becanme the associate
general manager of power, construction and engi neering

services in 1991. He's responsible for engineering,



construction, operations and the maintenance of the electric
system

He's a registered professional engineer in Arizona
and California. Because before comng to Salt River Dave
spent 18 years at that other |large 10U, not LADW but the
ot her one in Los Angeles. WMaybe we can have sone
di scussi ons between Dave and M. Wggs if he is around. No?

MR. AREGHINI: We both went the sane direction.

MR. GLASER: That's true, you both did go the sane
di rection.

Dave earned his Bachelor's Degree in engineering
fromthe University of Arizona. And he has becone very
I nvol ved down south in our area with the Coll ege of
Engi neering and M nes and he's bringing sone utility
prograns down to the University of Arizona. And we're
appreciative of that. W hope to get some good students out
of the program

Additionally, Dave serves as president of the Rocky
Mount ain El ectric League.

STATEMENT OF DAVI D AREGHI NI, ASSOCI ATE GENERAL MANAGER,
POVNER, CONSTRUCTI ON AND ENGI NEERI NG SERVI CES, SALT Rl VER
PROJECT

MR. AREGHI NI : Thank you, Steve.
| was getting a little nervous there at the end

nvhere you were going in nmy introduction when you got into ny



academ ¢ background because | have two alma maters, one he
menti oned, the University of Arizona, the other one U C L. A
And | was afraid that he was going to point out that their
football team each allowed 59 points this |ast weekend.

Apparently, Steve spoke for the IOUs and apparently
neither Ron nor | could be trusted to speak for the other,
on the public, so we both are going to be given an
opportunity here.

SRP, as Steve nentioned, is connected at the hip
here with APS in that our service territory we have
approxi mately 800, 000 custoners in Phoenix and we overl ap.
We are side by side with APS. W are very nuch connect ed.

" mgoing to tal k about and kind of enhance on sone
of the things Steve tal ked about, and that is the things
that the publics and the privates have been able to do
voluntarily and the successes we have. SRP is a systemwth
Its generation in renote areas primarily. And to bring that
generation into our service territory obviously we have to
have a | ot of transm ssion.

Just about all that transm ssion is owned by a
conmbi nation of utilities, sone public, sonme private. That's
gone on for the 50 years of growth that we have experienced
here at SRP. And it has served us well and it has been very
successful. And when there has been a need we have put our

heads together and we have planned and we've inplenented the



transm ssion and the generation that was needed by our
retail systens.

Just recently Steve nention the nunber of nmegawatts
t hat have been built in Arizona. Two or three years ago we,
l'i ke many around the country, were pani cked about neeting
our summer peak load. And in Arizona the peak in the sumrer
wvhich is obviously when we set our peaks are about tw ce
Mat it is in the winter. So therefore we have to either
ouild or we have to arrange for the capacity to neet that
peak.

Well, we had over 5,000 nerchant negawatts appear
out at Palo Verde. SRP operates the Palo Verde transm ssion
system Now, there was no enticenment by a market other than
nvhat those nerchants perceived to be the market. There was
no orchestrated planning. Those nerchants obvi ously saw
that there was a market here, a whol esale market, and they
bui l t.

We, as the operators of the Palo Verde transm ssion
system al ong with the other owners added to the transm ssion
system so that we could get that new generation to a market
so we could take care of that. And it worked very well.

And, again, there was no orchestrated planning effort.

Now, since then and towards the latter part of that

construction it has been identified that there is a need for

transm ssion, additional transm ssion in Arizona. The



utilities as well as the nerchants and the regul ators have
put their heads together under a systemcalled the CATS
system or CATS process, the Central Arizona Transm ssion
System Process, and as a result of that additional
transm ssion has been built to accommopdate some of the
mer chant generation and sone of those that the integrated
utilities are building. All again w thout any kind of an
orchestrated planning effort, and | hesitate to say
especially fromthe federal |evel.

So we, so | think we out here, as Steve said, have
a way of dealing with our issues, planning for our future
and i npl enenting. W have a very favorable regul atory
environnment. Qur siting process to ny knowl edge has never
turned down a transm ssion |ine. They have not nade thenm
easy to site but they have been rigorous in their pursuit of
a quality anong the environnental elenents, the communities
and the utilities. But in the end transm ssion gets built.

To ny knowl edge with maybe one or two exceptions
after it was apparent that we were going to be overbuilt in
Ari zona a generation, a nerchant generation was not
rejected. There were sone rejected but it was apparent that
M were getting a period of over capacity.

So, again, Arizona and this region have been able
to take care of their needs wi thout orchestration fromthe

out si de.



But let me just say you can always get better. And
for that reason we, SRP, have been involved in WstConnect
from day one. W were involved way back in the days of
Desert STAR because there still are sone protocols and sone
things that can be done with the operation and posting of
transm ssion that would i nprove the market that exists
today. And for that reason we certainly support this step
that is being taken with wesTTrans. It is in ny opinion the
first significant, constructive effort that has taken place
that will attenpt to level the playing field on transm ssion
avai l ability.

We were very pleased to hear that in the Wiite
Paper that FERC is advocating that if you don't see
sonmet hing that is cost effective you need not go forward
Mthit. And for that reason we are a part, as you saw this
morni ng, of the many, the 16 utilities that are working on
the cost/benefit study. It will be that that will drive our
decisions into the future with respect to how nuch nore of

an i nvol venent in West Connect that we nmaintain.

Finally, if | could give our visitors sone
suggestions. And one that | have been inpressed with, an
organi zation |'ve been inpressed with that | know

Comm ssi oner Wbod has a lot to do with, and that is ERCOT.
| woul d suggest that the WECC which is our regional

reliability council which was the first to inplenent a



required reliability criteria with penalties attached to it,
that we | ook to sone of the other things that ERCOT has
done, particularly in the planning area.

The little that | know about ERCOT, transm ssion
gets planned, we identify who needs to build it, and they
ldentify who needs to build it and it happens. And things
go quite snoothly there. | would suggest that you use the
WECC nore as an overarching organi zation to do sone of the
things particularly that are being done by SSG-W now. To
be facetious, | think that group needs sone adult
supervision. But to make nore things happen. And | think
the WECC i s the organi zation that can do that.

That's primarily nmy suggestions to you. You have
an organi zation in effect, use its staff, use its people.
There will be a new executive director shortly. And | think
't can nove things along in a constructive manner in
pal ancing reliability and the investnent.

Wth that, thank you.

MR. GLASER: Thanks, Steve.

| know |I'm only supposed to noderate but | did want
to follow up on one of Dave's points, siting of transm ssion
In the state. From a personal standpoint and a conpany
st andpoi nt the Corporation Conm ssion authorized a
transm ssion |line for Tucson Electric a couple years ago for

reliability issues down south in Nogales, did it tinmely.



Boy, if you could give us any help with the federal
governnent and the agencies there we would really appreciate
't because that process has taken two years. And we had,
actually we have EIS hearings tonorrow. So the coordination
of federal agencies is sonething that to the extent the
federal government can help us with in the state we
certainly would appreciate that, speaking on behal f of
Tucson Electric as well as sone of the other panelists up
her e.

| couldn't help it, give me a m crophone and I"'I|
tal k.

The next panelist is the third Steve on the panel,
Steve Fausett from Tri-State G&T, senior vice president of
transm ssion. Steve's primarily responsible for the
oper ation, maintenance, engineering and the planning of Tri-
State's transm ssion system

Prior to joining Tri-State in 1997 Steve had a 25-
year career in the federal government with the U. S. Bureau
of Reclamation and the Western Area Power Adm nistration.
His tenure included positions in Colorado, Mntana, South
Dakota and ended up with the regi onal manager for the Rocky
Mount ai n Regi on for Western.

Steve's a native of California and has a Bachel or
of Science degree in electrical engineering fromthe

Uni versity of Utah. And | don't know how their footbal



team di d | ast week.
STATEMENT OF STEVE FAUSETT, SENI OR VI CE PRESI DENT,
TRANSM SSI ON, TRI - STATE GENERATI ON AND TRANSM SSI ON

MR. FAUSETT: Thank you very nuch.

Once again I'd like to thank the Comm ssion for
honoring us with your presence today and listening to sone
of our concerns.

Tri-State always has an identity crisis. Mny
peopl e don't know who we are. So just a little profile
nhere. We serve 44 nmenber systens, distribution REAs in four
states, Nebraska, Wom ng, Col orado and New Mexi co. W have
assets generation, coal generation in about 1,600 negawatts
that we own or purchase, a nice contract with our friends in
Western Area Power Adm nistration for 650 negawatts of hydro
and 600 negawatts of gas and oil. About 5,000 m|es of
transm ssion |lines and 135 substations.

I n the expanded West Connect footprint which
I ncl udes the Rocky Mountain Region now, within that, within
West Connect we'd be the fourth largest entity by |oad, the
first largest entity by service territory, and second or
third by transm ssion. So we have a very definite interest
In the success of RTO formation activity.

We have been active in the past. W have a
corporate policy of supporting | SO or RTOs. We worked in

I ndeGO, Desert STAR and we're active, while not a planning



entity we've been active with West Connect and are
participating in their cost/benefit study. And we wll
continue to support RTO formation efforts but we do have
SOME concerns.

Qur interests are that in addition to our own
transm ssi on assets we operate in five control areas in the
four states, buy extensive transm ssion services from both
| OQUs and public power entities in those states.

|'d like to talk a little bit about, and once again
| should clarify I"'mreally speaking for Tri-State and I
think also for some of the other cooperative entities in the
area. And Tomw |l have an opportunity to speak al so.

The attributes of a successful RTOin the Western
I nterconnection, first of all we think it should allow for
participation by all types of utilities, including
traditional vertically integrated utilities of all sorts,
| QUs, cooperative, nmunicipal utilities, our federal PMA
And when | say this | not only thing that it should be
inclusive, | think it can be inclusive given the flexibility
and sone of the proposals that we're now exploring in
West Connect .

Qur primary concern of West Connect or we think any
RTOs should be the efficient, i.e. cost effective, and fair
operation of the transm ssion systemand the reliable

operation of the transm ssion system | think there would



be a new enphasis within the RTO formation effort toward
reliability.

We can realize all sorts of consunmer benefits
t hrough reduced cost and so forth but if we conprom se
reliability and get a 24-hour bl ackout over a nulti-state
area it wpes out a lot of the benefits to the end-use
CONSUNers.

We believe that you should provide, the RTO should
provide for solid planning and expansion of the transm ssion
system And, nore inportantly, it should facilitate the
devel opnent of the whol esale market activities w thout being
the market. And we'll explain that a little bit |ater.

A solid business plan where the benefits exceed
costs. And primarily it should benefit the end-use
consunmer. At the end of the day the end-use consuner should
see i nmprovenents in their pricing and in their reliability.

Sonme of the core features that we think would be
necessary to forma practical, what | call practical RTO for
the West would be real tine reliability nonitoring using
sinpl e and strai ghtforward operational procedures. And once
again sustain the ability of those of us that have
obligation to serve to deliver our owned generation to our
own | oad.

And | think we need to realize that the vertically

Integrated utility whether it's public or privately owned in



t he West Connect footprint is probably going to be the market
desi gn of choice and of necessity for retail service. That
shoul dn't stop us from sustaining and form ng a whol esal e
mar ket that is robust.

To avoid sone of the conplexities we're a firnm
peliever in the managenent of transm ssion congestion by
physical rights which precludes then any requirenent for
real time markets, for RTO generation -- for the RTO to be
I nvol ved in generation purchases for either energy
| mbal ance, | oad followi ng or congestion managenent.

The transm ssion pricing, and this has been a
sticking point in the past but | think there's |ots of room
to move on it, should be equitable and shoul d encourage
transm ssi on expansion. There should be an enphasis on cost
mnimzation for the RTO. That includes staffing and
Infrastructure certainly associated with the RTO but it also
I ncl udes the burdens on participating utilities and of al
st akehol der classes in the RTO

We' ve heard about the tremendous costs in Cal. |SC
for just the | SO and then the unfortunate associ ated PX
But if you talked fromwhat | understand there were
consi derabl e costs incurred by the three participating | OUs
out there for infrastructure and staff just to support the
procedures required by the 1SO. So we'll be | ooking for

that sort of relief in the formation of an RTO in the



Sout hwest .

And, lastly, we tal ked about governance,
| ndependent, stakehol der, whatever. W really don't have a
dog in that fight either way. W can go independent, we can
go stakeholder. But we would sure like to see enlightened
gover nance.

In the corporate world we've seen now there are
I ncreasing requirenents for people sitting on corporate
poards to have some know edge of accounting practice. It
seens |i ke a reasonable thing to do. In the RTOworld we'd
like to see people sitting on the board independent or
st akehol der that have know edge of the utility industry, al
aspects of it and perhaps nost inportantly, the operation of
the transm ssion system

One thing I do believe that we should take a | ook
at some of the nyths surroundi ng proposals for standardi zed
markets that really don't apply here in the West. Sone of
these have been tal ked about.

The first thing is that there are dysfuncti onal
mar kets and with substantial problens to be sol ved.

We have reasonable rates, in fact some of the
lowest rates in the country in the Western I nterconnection.
| don't think that we're failing that badly.

Secondly, nerchant plants and power marketers w ||

pe the nodels for future power supply expansion.



| don't think that's the case out here at | east.

Deregul ation of retail markets will benefit
CONSUNers.

Fi nancial transm ssion rights and LMP nmarkets wi ||
cause new transm ssion to be built.

Rat her we believe it to be the contrary, that it
M1l reward scarcity and does not encourage new
transm ssi on.

CGeneration can be dispatched at will to relieve
transm ssi on congesti on.

Once again this is a financial rights nodel or LIMP.
In our region we have a lot of pulverized coal units that
cannot be noved well. The flexibility we used to enjoy with
our hydro system doesn't exist anynore because of river
constraints both on the Colorado and the Col unbia. And have
Il ssues with gas transportation and storage as far as being
able to start and stop even gas-fired generation on a dine.

Anot her nyth is that cheaper generation is
avai l able in | arge amobunts with significant price
di fferences.

As we know in the Western Interconnection we're on
natural gas al nost 24/7/365. So there is not -- the coal
units are operating at extrenely high plant factors and
there is not a lot of margin to finance RTO operati ons.

And lastly, the conplex pricing and everything



associated with LMP can be automated and conputeri zed and
m' Il all understand it.

|"ve tried. Believe ne |'ve tried.

West Connect is a good start. 1'Il go beyond that,
I't's an excellent start. We support the effort of
West Connect. We're participating in the cost/benefit
anal ysi s.

The phased-in approach is workable. W believe
that you should learn in the devel opnental node and not in
the failure nmbde as we've seen other |SOs do.

It appeals to nost utilities in the region, nost if
not all.

The VWhite Paper supports this approach.

It provides a framework for regional planning and
M can take the additional steps, the | earn-as-you-go steps
I f they're cost-effective.

And being a cooperative | can't |eave wthout a
postscript and argunent for postage stanp transm ssion
pricing or sonething approximating that where all consuners
share the cost of the shared transmssion grid. |It's sinply
to apply. There's no art form no negotiation required.

And | believe that cost shifts in transm ssion
wvhich there will be sonme if we sharpen our pencils and draw
a bright line as to what is transm ssion and what is not

that those can be narrowed.



And, lastly, it does provide a reliable cost
recovery nechani sm for expansions to the grid.

| know |I've gone on at sone |length and | apol ogi ze
for that. Once again we appreciate the opportunity.

MR. GLASER: Thanks, Steve.

Next up is Tom Jones. Tomis the chief executive
officer of the Grand Canyon State Electrical Cooperative
Associ ation up here in Phoenix. That's a regional trade
associ ation of 27 electric, water, natural gas and tel ephone
utilities in Arizona, California, New Mexico and Utah. So
nme're lucky to have Tom here, he covers the ganmut obviously.

Tom has a Bachelor's and a Master's agree again
fromthe University of Arizona down in Tucson. He serves on
the Board of Directors of Touchstone Energy and Ruralized
Services, Inc. And his past civic activities have included
being a councilman and the mayor of the town of Marana which
ls a small town just north of Tucson. And he's also served
on several state boards and comm ssions as well.

Wth that, Tom Jones.

STATEMENT OF TOM JONES, GRAND CANYON STATE ELECTRI C
COCPERATI VE ASSOCI ATI ON

MR. JONES: Thank you, Steve.

CGenerally when I'mintroduced and finally stand up
there's kind of a sigh in the room because they were

expecting the other Tom Jones.



(Laughter.)

So I'm sorry about that.

There's a training technique for public speakers
nvhere you advise the speaker to picture the audi ence nude as
a way to cal myour apprehensi ons about speaking. |[|'ve
al ways had difficulty about that. And | could say that if |
nmere doing that in this roomit would be a little scary.

So what | do is | practice ny speeches in front of
my dog Honey. She's a golden |ab. The great thing about
practicing your speech in front of a dog is that no matter
nvhat you say they will ook at you with an approvi ng gl ance
l'i ke Gee, you nust be the smartest human in the world, |
agree with everything you're saying.

So I"'mgoing to think of you as Honey as | go
t hrough nmy remarks.

(Laughter.)

Certainly the cooperatives support the very worthy
goal s of robust, wholesale electric markets and al so the
goal s that have becone nore and nore prom nent for us in
recent tinmes here of reliability. | suppose that you are
down to nyself and to Ron Moulton here a little later to
follow nme to find sonmeone who's going to tell you sonething
di fferent than what you've heard this nmorning. |'mgoing to
di sappoi nt you because I'mgoing to sing a |ot of the sane

songs that have already been heard. | think you'll have to



nvait maybe until the next panel to get a little bit of a
di fferent view of what's going on.

The coops al so want to thank the Conmm ssioners for
arranging this event and giving us the opportunity to
participate. And in a reaction to the White Paper, to al so
thank you for your willingness to realize the inportance of
under st andi ng that there are regional differences across the
country, that the notion of one size fits all in this
mar ket pl ace may not be possible or wise. And also for
recogni zing in the White Paper the inportance of justifying
the costs of things we do.

This is especially inportant for us in the electric
cooperative program And I will focus nost of ny remarks
around how we think on behalf of our consumer nenmber owners
their viewis of what all of this is about.

In Arizona the cooperatives do own our transm ssion
system It's interconnected to the western grid. W have
peen involved with the open access devel opnent since 1997,
first with Desert STAR, as many of you, and now of course
M th West Connect. And we have been very supportive of al
of these efforts. And we want to especially work towards
the m ssion of serving our nenmber consuners with the | owest
possi bl e costs.

And so the test for us is pretty sinple. |If the

RTO can provide |lower costs then the coops need to be a



ol ayer.

We certainly applaud the direction that Wst Connect
s taking and especially as reported by Charlie Reinhold
this nmorning to you.

The coops have in the past and we will continue to
support the devel opnent of an RTO based on six very
I mportant principles to us. First, that it takes place in a
regi onal approach

Secondly, that it includes participant funding of a
new facility.

Third, that it maintains critical provisions that
are required for those non-FERC jurisdictional systens. And
for us that neans paying attention to our requirenents under
the IRS tax rules for our 85/15 requirenents, neaning that
85 percent of our revenues cone from our nenbers.

Secondly, our ability to reserve transm ssion to
serve our nenber all requirenents contracts.

Thirdly, the ability to recall our avail able
transm ssion capacity to cover our nenber all requirenents
contracts as our nmenbers experience growth within their
syst ens.

The fourth principle is the ability to determ ne
our own transm ssion revenue requirenents.

Fifth, the right for us to plan and build

facilities and have the first right of refusal in doing



t hat .

And, sixth, we certainly support the phased
approach for RTO devel opnent. To inplenent only those
sMol esal e market el enments that add value for the user of the
system To defer the |ow benefit activity and the high-cost
activity and to create organi zations and to higher staff and
acqui re hardware and software only when it's necessary. In
ot her words, do the right thing at the right tine and for
the right reason.

The coops support and are participating in the
West Connect cost/benefit anal ysis because we think our
consuners will expect to have benefits that are at | east
equal to the costs of these new facilities and provisions.

We're very concerned that absent a postage stanp
transm ssion rate, as Steve referred to, the small rural
consunmer and the communities where they are serving or
living will be even nore di sadvantaged as conpared to the
| arge and urban custoners.

We al ready experience higher prices in nost of our
servi ce areas because of the | ow density nature of our
service territory.

You know, we are very nuch a part of a significant
debate, policy debate in this country that's gone on for
several years. And | think sonetimes for those of us who

attend these neetings, sonetines ad nauseam we forget that



nme are really part of this very large debate in this country
about whether or not the electricity market should be

mar ket - based or whether or not it should be based on neeting
the reliable service at the | owest possible cost.

For electric cooperatives we have to renmenber back
to why we were originally created. And the reason we were
created was because the marketpl ace woul d not serve nuch of
rural America. We think that in many cases today that m ght
still be the case, that the rural consunmer, the small
custonmer could i ndeed be di sadvantaged in a pure nmarket-
pased system

And so we try to hold these six principles that |
mentioned to you up as we evaluate what is going on in the
I ndustry today.

Thank you.

MR. GLASER: Thanks, Tom

There's been sone di scussi on about how invol ved and
how I ong the restructuring effort has taken. And | think
t hat our next speaker can testify to that. Actually, it's
made its way into his title.

Ron is regulatory and restructuring project manager
at Western Area Power Adm nistration. You know when it's in
your title it's your job.

MR. MOULTON: That's right.

MR. GLASER: Ron's been with WAPA and he's



responsi ble, as | said, for restructuring and deregul ation
activities in the electric whol esal e power industry. Over
the past 15 years he's held a variety of positions at WAPA
I ncl udi ng transm ssi on planni ng, resource planning, power
mar keti ng and environnmental planning issues.

Bef ore joi ning WAPA Ron held positions at LADW
mrking in system design, operations, engineering and power
supply. Ron holds a Bachel or of Science degree in
el ectrical engineering and a Master's in business
adm ni stration fromthe University of Utah.

Qur final panelist, Ron Moulton.

STATEMENT OF RONALD MOULTON, MANAGER, ELECTRI C POVWER
RESTRUCTURI NG, WESTERN AREA POWER ADM NI STRATI ON, DESERT
SOUTHWEST REG ONAL OFFI CE

MR. MOULTON: | think I'"mgoing to stick down here
so | can read ny notes here.

Chai rman Wbod, Comm ssi oners Massey and Brownel |,
Chai rman Spitzer, Chairwoman Lovejoy -- | don't know if
she's here -- distinguished panelists and guests; Western
Area Power Adm nistration appreciates the opportunity to be
here today, to participate in this FERC Techni cal Conference
addressing the inportant issues that relate to the
devel opnent of whol esal e power markets here in the Western
I nterconnection. Key anpong these issues we believe is the

need for flexibility in both market design and



I nmpl ementation time frame to accommodate the diverse

I nterest and needs found here in the West. | would like to
share with you Western's perspective on this and ot her

| ssues and hope to devel op a deeper understandi ng of your
views and the thinking of others during today's proceedings.

Let nme start by providing you with sone background
Informati on on Western Area Power Adm nistration to help you
under stand Western's perspective on the inportant issues
that relate to the devel opnent of whol esal e power markets
here in the Western | nterconnection.

Western is a federal power marketing agency within
the United States Departnent of Energy. We have been and
continue to be active in a variety of efforts to enhance
open, conpetitive and reliable electricity markets. Using
more than 17,000 mles of high voltage transm ssion |ines,
Western markets and delivers approxi mtely 10,000 negawatts
and 41 billion kilowatt-hours of reliable, cost-based energy
annual ly to nore than 650 whol esal e preference power
custonmers, including nmunicipalities, rural electric
cooperatives, irrigation and electric districts, state and
federal agencies and Native Anerican tribes in a service
area covering approximately 1.3 mllion square mles in 15
st at es.

Western's rates for power, ancillary services, and

transm ssi on services recover our costs on a project-by-



project basis. Western markets the power generated from
power plants at danms constructed and owned and operated by
the federal generating agencies including the Departnent of
Interior's Bureau of Reclamation, the Arnmy Corps of

Engi neers and the International Boundary and \Water
Conmi ssi on.

The generation of federal hydro power is by |aw
Incidental to certain other project purposes such as
lrrigation, flood control and navigation. Federal power is
sold first to neet the congressionally authorized needs of a
project, principally irrigation punping |load, often referred
to as "project use" power. The remaining firm power is sold
to Western's firmelectric service custoners. And power
avai l able in excess of Western's firmobligations is sold as
non-firmto various market participants.

Western strongly supports open access to
transm ssi on and has made transm ssion service available in
excess of its existing firmtransm ssion obligations on a
first-conme, first-served basis since its creation in 1977.
Western has successfully participated in coordi nated and
|oint regional transm ssion planning for many years and has
voluntarily filed with the Conm ssion an Open Access
Transm ssion Service Tariff and Standards of Conduct
consistent with Orders 888 and 889.

Western supports the voluntary devel opnment of RTOs



and is actively involved in discussions surrounding the
formati on of several RTOs, RTEs and other transm ssion
entities throughout Western's service territory. These

I ncl udes M SO, Crescent Moon, RTO West, the California | SO
West Connect RTO, the Public Power Initiative of the West
and, nost recently, the wesTTrans Common OASI S effort
mention earlier by M. Reinhold and M. Wggs in their
present ati ons.

Western is working to assure that the tariffs and
mar ket desi gns of these RTOs neet our uni que needs as a
federal agency to that we are not precluded from
participating in an RTO should we determ ne the costs to the
federal power program of joining an RTO are offset by the
commensur ate benefits.

Western and the federal generating agencies are
stewards of nultipurpose water and power projects and have
certain statutory and contractual obligations that nust be
met to ensure that we can commt -- before we can conmt to
full RTO nenbership. Sonme of the key assurances and
prerequisites to joining an RTO incl ude:

Preservation of existing transm ssion rights so
that we may continue to carry out our mssion of serving our
custonmers with reliable, cost-based preference power;

Preservation of and ability to honor existing

contracts and obligations, both explicit and inplicit;



Preservation of Western's "final review ng
aut hority" over operations of the federal transm ssion
assets so as not to inproperly del egate our statutory
aut hority;

Establ i shnment of rate designs and transm ssion
pricing nmechanisnms that mtigate problematic cost shifts to
Western due to the | arge percentage of our custoners' |oad
that is ultimtely served froma third party's transm ssion
system

And assurance that any increased costs associ ated
Mth participation in an RTOw || be offset by operational
and econom ¢ benefits to Western and its custoners.

As | nmentioned earlier, Western has participated in
various RTO formation discussions and has suggested tariff
| anguage to address our unique issues and acconmodate our
uni qgue needs should we choose to partake in an RTO. The
flexibility Western needs and has received fromtransm ssion
owners and ot her market participants and the progress we've
made to date in addressing all of these issues has been
encour agi ng.

Western urges the Comm ssion to provide flexibility
In both market design and inplenentation tinme frane to
accommpdat e the diverse interest and needs found here in the
Western I nterconnection in neeting the requirenents of a

final rule. The Western I nterconnecti on needs the



flexibility to cooperatively identify with the Conm ssion
the nature and magni tude of undue discrimnation that my
exist in the West and the flexibility to craft evidence-
pased, cost-effective and practical solutions that provide
non-di scrim natory open access transm ssion service.

Western believes flexibility provided by the
Comm ssion will provide the Western Interconnection with the
ability to adopt an increnental approach to address undue
di scrimnation, while mtigating the risks and m nim zing
the potential for unintentional and unforeseen consequences
s have all unfortunately becone too famliar with in recent
years.

In summary, Western believes flexibility is the key
I ngredient to successfully dealing with any issues of undue
di scrimnation that may exist within the Western
I nterconnection. The whol esal e market platform begins to
Introduce the kind of flexibility needed, providing an
opportunity to increnentally build upon the present open
access practices by inplenenting whol esal e market el enents
nvhen cost justified and providing for broad and hopefully
voluntary participation, both jurisdictional and non-
jurisdictional, in the devel opnent of whol esal e power
markets here in the Western | nterconnection.

Thanks for the opportunity to share with you

Western's views today. And | | ook forward to your questions



and comments.

MR. GLASER: Thanks, Ron.

Anybody have any questions for the panel ?

MR. PERLMAN: My nane is Dave Perlman from the FERC
staff. Question for M. Areghini.

You nmentioned sonething about the SSG W process
needi ng adult supervision. And | take it fromthat that
you'd like to see the process nove a little quicker or have
some more definitive work product and inplenentation.

Pl ease confirmthat | understood you correctly. And |'d be
Interested in other people's views on this panel with
respect to the SSCG-W process.

MR. AREGHINI: All of the above | guess | would
answer. My observation is that it is, |like many ad hoc
groups, it is representative of the three RTOs or one | SC
and two proposed RTOs addressing seans issues. |t would
appear to ne that it is an ad hoc group, it has had at | east
one neeting with the WECC Board, and it woul d appear that it
mul d nove al ong, could incorporate both the nmarket aspect
and the reliability considerations if it was steered by the
WECC as opposed to its ad hoc formation as exists today.

MR. PERLMAN: Anyone el se?

MR, MOULTON: Okay, | guess from Western's
perspective | think, you know, we |ike SRP belong to, as to

many ot her market participants in the West, to WECC and fund



that effort. |It's unfortunate that that structure and that
organi zation can't be used nore effectively to deal with
some of these issues. But we understand that, you know,
WECC may be precluded fromdealing with sone of the issues
such as regional transm ssion planning.

| guess depending on how far RTOs ultimtely form
nhere in the west perhaps SSGC-W needs to reinvent itself to
I ncl ude others beyond just the core RTGOs, that is perhaps
ot her market participants need to be a part of the steering
commttee, transm ssion owners, control area operators, and
ot her market participants until we actually do form RTGs
here in the west. And at that point then perhaps it would
make sense for SSC-W to be, you know, structured primarily
by participants fromthe vari ous RTOs.

MR. McGUCKIN:  Tom McGuckin., |I'mwth the New
Mexico State University.

| have a question about when we tal k about the
formati on of RTOs and particularly about West Connect and its
direction at this point, having been a graduate of
Desert STAR and wat ched the evolution to West Connect |'m sort
of curious right now what the roadmap is for West Connect
going forward, and particularly WstConnect vis-a-vis other
participants, not the TOs but the let's say the other
st akehol ders i nvol ved? Because we all went through this

song and dance about a year-and-a-half ago and things were



changed on us. And now t hey appear to be changi ng again.

So if you could address that, where we're going
here as far as stakehol der involvenment in the future of the
RTO here | would appreciate it?

MR. MOULTON: Charlie?

MR. REI NHOLD: Let ne grab this one.

Tom West Connect during the pendency of its order
at FERC has certainly had | ess of a stakehol der process
I nvol ved. West Connect did though haver a stakehol der
meeting | ast week. We had relatively light attendance but
e did outline just exactly what you were asking, where
West Connect was, where it's headed. Certainly that was a
big part of ny presentation this norning.

So rather than repeating that | would say |I'd be
happy to visit with you about what the specifics are and
sonme of the timelines we're | ooking at. But we are | ooking
to moving forward with our cost/benefit analysis, certainly
| mpl ement ati on of the RTO functionality as it nakes sense
lmmredi ately with the wesTTrans and OASI'S, Commobn OASI S
system for nuch of the Western Interconnection and on to
ot her pieces of RTO functionality as they work in and as we
can get them i npl enent ed.

MR. BANDERA: |'m Derek Bandera with the FERC
staff. | think this is going to go back to Charlie on
West Connect .



It seens to nme fromny interpretation of the
West Connect filing that was submtted and for the nost part
approved in its entirety by FERC except for a few m nor
tenms that you' ve listed, okay, ny question is why after it
bei ng accepted now you decide that there needs to be del ay
for a cost/benefit study after basically what was
voluntarily proposed was accepted, and now there seens to be
a step back and cost/benefit study to what people agreed to
seens to be in a voluntary stakehol der basis? It just seens
odd to ne. If you could explain sort of how that cane
about ?

MR. REI NHOLD: Sure. A couple of things happened.
First of all DOE issued a study which said there were
mnimal, if any, benefits in this region of this country for
RTO formation. That certainly raised a bit of a red flag.

The other piece is the cost/benefit analysis is
needed for the |ocal regulatory processes, whether it's the
state conmi ssions for the self-regulating entities that are
participating, the coops, the nunicipals. All of them have
to justify before their regulators why they should nove
forward wi th West Connect .

So the cost/benefit analysis was always thought to
be necessary at sone point. Nowis the tine when we're
putting it together.

MR. BANDERA: Well, shouldn't the cost/benefit be



done before the filing and when you were putting it al
together in the first place? It would seemto ne that would
make nore sense.

MR. REINHOLD: It nmay have nmade sone sense at the
time but it's certainly necessary now in order to get the
final approvals for the TOs to transfer operational
authority of their assets to this operating entity.

COW SSI ONER BROWNELL: I n the devel opnent of the
cost/ benefit analysis during the |less than devel oped
st akehol der process will you include stakehol ders and ot her
mar ket participants to be sure that you're getting that
fully devel oped study that | asked about before? And wil
you ask questions about econom c devel opnent and
environnental benefits or will you do it strictly on a per
kKilowatt hour or sone kind of basis on that? Have you
t hought that through? Thanks.

MR. REI NHOLD: | haven't, we haven't thought
through I don't think all of the detail towards the end of
your comment.

We did have an open process. W had severa
st akehol der neetings. W had public sessions. W put it
out on our bl aster notice on our website. W did have a
tremendous anount of interest as we were getting into the
st akehol der process.

And as we started through we certainly wanted the



fol ks who were funding that cost/benefit analysis to have
full participation. And we did have that full participation
oy at least the 16 entities and probably even nore entities
than that who ultimtely decided not to contribute funding
to it.

So we have opened it up. W' ve noticed it. W' ve
had participation. A lot of interest fromvendors. W
learned a | ot fromthe vendors. Your suggestion on
environnental features and econom c devel opnent | think is
sonet hing that we certainly need to make sure we | ook at and
capture if it's relevant to the study.

MR. THOVAS: Hi. Chris Thomas with the FERC staff
as wel | .

| want to change a little direction because clearly
I't's inportant of the non-profit, coops and so forth in the
Sout hwest to participate in this endeavor. And sonething
that maybe I'ma little confused about or haven't heard the
full story, and maybe you can take it up to explain this a
little bit nore, this notion of the right still to know over
others. |I'mnot sure that we've heard the full story of why
that's so i nportant or why you wouldn't get the benefits if
someone el se proposed the project, that you have to own it
to make sure you get sone sort of benefit out of the RTO?

MR. FAUSETT: Well, | think you have to realize

that many of us, |1'll speak for Tri-State only, but we



pelieve in the philosophy that we offer |east cost power to
our menbers and our consuners. We were very disturbed with
the initial SMD design because it treated transm ssion
rights in a financial sense, we believed we were threatened
oy the fact that we severed our very |low cost coal plants,
wvhich are renote plants, fromour |oad centers which are

al ong the front range of Col orado and in New Mexi co.

We have been exposed to the markets during the
price run-ups and other places and we've cone down firmy on
the side that we want to control our own destiny through a
vertically integrated structure, including the purchase or
the construction of transm ssion necessary to nove
generation to |l oads. W don't believe that the substitution
of financial rights in the formof LMP or auctions or
anything el se that's been proposed along the way will give
us the surety that we need to nove | ow cost resources to our
| oad centers.

We're not heavily into the market in the sales.
We're not, we're building for our own requirenents not for
specul ative ventures in the market. And we'd |like to stay
that way. And | don't see any reason an RTO can't be forned
that woul d recogni ze those needs fromthose of us in the
public sector.

MR. JONES: | don't think I could add nmuch to that

except that | think it's one point that gives us another



filter in making a decision about whether or not to build
facilities.

MR. GLASER: The other two declined.

CHAI RVAN WOOD:  Steve, you nentioned sonething
about postage stanp, you nentioned a closing shot on postage
stanp. And, Tom in your litany |I think item nunber two is

MR. JONES: Postage stanp, yes.

CHAI RVAN WOOD: Well you said participant funding.
So | just wanted to see, you want it or you don't want it?

MR. JONES: We certainly recognize the inportance
of participant funding, especially in Arizona here where we
have a nunber of merchant plans that are going in ostensibly
for serving the California market. And we feel |ike that in
the uni que nature of these new plants in Arizona that really
participant funding is probably very applicable to Arizona.

Nationally we think our national association, for
exanpl e, does not have that sane strong feeling about
participant funding, the National Rural Electric Cooperative
Association. But we realize this is a regional difference
nvere we might be different fromour national association
because of the nature of the new plants that are going in
here and where power is likely to wind up that participant
funding is inportant for Arizona.

We woul d have a hard tinme in the area that we



serve, the consunmers that we serve in Arizona justifying to
them addi ti onal costs for transm ssion on the grid that was
done primarily to serve a California | oad.

M5. SIMLER: Jainme Simer with FERC staff.

Bui | di ng on your question or your conment on
partici pant funding and what | thought | heard M. Areghini
tal k about with the CATS, with the Central Arizona
Transm ssion System for the participant funding for, if it
nmere to go through for generators in Arizona, and assum ng
then, you know, inmpacts on third party systens, what is the
mechani smin place now to deal with getting the transm ssion
ouilt not only through participant funding within Arizona
but making sure it syncs up with, for exanple, any
Infrastructure needed in California? |I'mjust trying to
under stand what the current state of affairs is for making
sure that that all lines up.

MR. AREGHINI: |'ll take a shot at that.

Wth respect to the reliability inpact that is al
done through the studies that are made prior, under the WECC
prior to the project being undertaken.

Wth respect to the adequacy if you will, it is
strictly up to the participants to determ ne the size,
shape, direction, beginning and endi ng point of the
transm ssion addition. You know, they are financing it.

For exanple, let's assune we have a project now where there



are four owners. Those four owners make the determ nation

nvere the beginning will be, where the ending will be, what
the capacity will be. Then that is studied relative to the
| npact of the systemreliabilityw se. Assum ng that there

are no detrinmental effects then it is constructed.

We do not, you know -- the opportunities are there,
for exanple, if you were building sonething in Arizona and
sonmebody wanted to piggyback on it to add a line to
California those opportunities are there because it is very
much noticed in the planning processes. So it's up to sone
other entity to if they feel so desire to step forward and
add to that process.

MR. JONES: We have a specific exanple of that here
nvere on a voluntary basis we worked with Caltine to do
| nprovenents to facilities up in the northwestern part of
the state and to sout hwest transm ssion cooperative
facilities to make inprovenents necessary for themto get
the power fromtheir new plant to the places where they want
to serve, nostly in California.

COW SSI ONER MASSEY: Ron Moul ton, when you were
speaki ng you nentioned in passing that undue discrimnation
may exist in the marketplace. | think I heard those words.

MR. MOULTON: | think what | was trying to address
s that before we |leap to sone concl usions about what kinds

of whol esal e mar ket el ements we need here in the West that



per haps we ought to spend sone tinme identifying what undue
di scrimnation exists in the West and create a cost-
effective, fact-based, you know, solution to that problem
nvhat ever that problem may be.

COW SSI ONER MASSEY:  Well, | wanted to ask the
menbers of the panel whether, | think one of the key
rationales for the RTOis to ensure the independent
operation of the grid to ensure that there is no
di scrimnation in providing access and that all generators
have a |l evel playing field, and that there is, not only does
the playing field exist but there is the perception, there's
nhigh Ievel of confidence that a |level playing field exists.
And based upon ny travels and ny understandi ng of what's
going on literally all over the world every country that is
trying to nove to a market-based approach is struggling with
that issue and wanting to ensure the independent operation
of the grid, independent of nerchant interests. [It's not
ust FERC s sort of wacky idea.

And | wonder what those of you on the panel think
about that as an ultimte goal for the West and for the
Sout hwest? Do you think it's necessary in the Southwest or
do you think it's sinply an environnment where there is
absolutely no discrimnation and no possibility of
di scrimnation in providing access to the grid?

It's a central issue it seens to ne. And |'mjust



pl aying devil's advocate here. Based upon the presentations
of menmbers of the panel it sounds |ike everybody thinks
things are just fine the way they are right now.

And | wonder if anybody questions that?

MR. WHEELER: |'Il start but 1'd also like to see
I f we could get Steve G aser to say sonething substantive
t oday.

(Laughter.)

MR. WHEELER: | will| start by saying part of ny
earlier remarks were dedicated to the question of is the
factual predicate there for having to go as far as having
all of the particular elenments of SMD and RTO that FERC in
I'ts grand design would envision. And ny point was sinmply
let's make sure we understand what specific problemwe're
trying to solve. And if your question is could there ever
be a situation in which there was undue discrimnation? O
course. The question is what's the renmedy for a perception?

And our point is that you ought to take it in steps
nvhere you can get the buy-in fromall the necessary parties,
steps that show that the costs of taking the steps wll
produce real val ue.

In terms of what's the track record, | think just
oy | ooking at the amount of generator construction and
generation interconnection that has occurred in Arizona at

the merchant | evel there's both been utility generation and



mer chant generation. And we've done a nunber of things that
| think have facilitated nmerchant interconnection.

We were the first ones in the Southwest to have a
pro forma generation interconnection tariff. Wth SRP' s
hel p and other help there is a very innovative comon bus
situation set up at Palo Verde to expand the interconnection
opportunities there without having to pay additional wheel -
In charges. APS has sited and built lines that have hel ped
I nterconnection for generating plants.

So | think if you look at the track record you'l
see that there has been a | ot of cooperation between the
transm ssi on owners and the nerchant generators thensel ves
to help facilitate their connection to the grid. |'msure
't hasn't gone conpletely perfectly to their point of view
and there are probably inprovenents we can nmake. But the
question is at what price? And do you really have such a
poor track record that you have to make a drastic change in
the way you're doing business now?

And that was sinply the point | was trying to nmake.

MR. AREGHINI: 1'll just add to that, Conm ssioner
Massey, | believe that discrimnation in sone people's eyes
M Il exist until people who don't own the transm ssion have

as equal access to it as soneone who does.
For example, if we have a right fromsay the Navajo

Plant to the Phoeni x area on a transn ssion that we own | anm



sure that there is an elenent out there that will say that's
di scrimnation. W don't believe so. | believe the issue
s who has rights and who has access and who has know edge
of transm ssion that is available that is not allocated to
one of the owners. And that's where this Conmon OASIS wi ||
be extrenely hel pful.

Ri ght now t he biggest, one of the biggest
conplaints we get from nerchant operators is |'ve got
utility A and |'ve got utility B and I've got utility C, you
all post transm ssion differently, you rate it differently.
This Common OASI S shoul d take care of that.

But | don't think that the -- and we're fully aware
that there is always this issue of discrimnation that in
some people's eyes it will always exist until the conditions
exi st that | described before.

MR. GLASER:. Well, Steve goaded ne into it.

| want to take the CAT Study for an exanple. And
this isn't an absolute, but we do open up the process for
transm ssion planning in the state to all participants. And
| think everybody would agree that it's not, as David said
pefore, unfortunately when push conmes to shove and it's tine
to do the study work and pay for the study work really what
you're | ooking at is us paying, himpaying and the guy at
the end paying and there's a |lot of free ridership there.

And we're trying to make a nore conducive way to plan in the



st at e.

But, you know, when everybody participates up to a

poi nt and then says, well, we can't go any further, that
puts a chill on the whole planning process. And |'m not
sure exactly how an RTO wil|l accommodate that when the

funding of the RTOin and of itself is going to have those
same i ssues.

MR. HATCH-M LLER: Jeff Hatch-MIler, Arizona
Cor porati on Comm ssi on.

" mgoing to try to ask this question maybe from
anot her direction. |Is there a way w thout threatening your
ability to provide for native load that a |line or |ines
could be built to nove, and it sounds |like one of the goals
of FERC, to nove electricity fromour region into California
could be built that would be open to all coners in sonme way
separate than the system that m ght inpact your native | oad?

MR. WHEELER: Short answer is absolutely, yes.
Sonmebody just has to decide to want to build one, finance
I't, site it, get the requisite ownership structure in place
and the people who want to use it. And that is not
foreclosed to anybody with the ability and willingness to do
t hat .

So the short answer is yes. And to the extent that
you are seeing sone perceived congestion issues or other

strain on the systemissues you have to recall that



virtually all of the new generation, particularly the

mer chant generation, was not acconpanied by increases in the
transm ssion capability. The investnents that, for exanple,
our conpany is making and |I presume SRP and TEP and the
others here, are primarily directed toward native | oad
because we know there is a specific need and a specific
location. That's where our 800 mlIlion of new transm ssion
I nvestnment is being directed.

That doesn't nean we wouldn't participate in other
projects but it also neans that no other participants are
foreclosed from proposing their own projects if they can see
a need to develop a project in a different area at a
di fferent place.

COW SSI ONER BROWNELL: Could | try and answer the
Comm ssioner's question in a different way because | think
the issue of native |oad cones up everywhere, and of course
me're all interested in protecting native load, and |'nm
unawar e other than California where of course there weren't
mar kets and there was an insufficient commodity and there
nmere the wong incentives and there was an insufficient
delivery system | amunaware in any other devel oped market
nvere native |oad was harnmed. So | think in answer to your
gquestion when you have independent grid operators who in
fact do the studies that market participants fund in a way

that the TOs do not they're a disproportionate part of the



ourden. But they are assured all participants as they are
paying the bill that the studies that they're getting are

| ndependent and have no dog in the hunt, | think that's the
val ue added.

But |' munaware of any other market, and maybe,
Pat, you want to speak of ERCOI, where native | oad was
actual | y damaged.

So clearly there is a way, Conm ssioner, that you
can nmanage the system and nanage the investnent and allocate
costs where native | oads are not harned in ternms of
reliability or costs.

But, Pat, maybe you al so want to.

MR. TOTTEN: | don't think it was a significant
lssue in ERCOT. And | don't really see it as areliability
I ssue, and maybe I'm m ssing the boat. It seens to ne that
you're primarily tal king about econom c issues. And | see
't in the context |ike New England, for exanple, where they
change the way they operate their systemand the result is
that you get higher costs in the parts of New Engl and where
the transm ssion systemis constrained. And | guess | see
that possibility in any systembut | really don't see it as
areliability issue.

And | should say I'mJess Totten and I'mw th the
Texas Public Utility Conm ssion.

CHAI RMVAN WOOD: | want to thank this panel very



much. And we will slide swiftly to the final panel which
M Il be the non-TO market participants here in the
Sout hwest .

(Brief recess.)

CHAI RMVAN WOOD: Ckay, if everybody could go ahead
and take a seat.

(Pause.)

CHAI RMVAN WOOD: Before we start this |ast panel |
mant to -- let's go ahead and grab a seat, please.

Thank you, Conm ssioner.

Before we go to this |last panel | want to take this
orief opportunity to recognize the nenbers on our agency
staff who do the day to day work with our Western Regi on.
And if they could just stand up while | recognize here. And
| also have a little sheet here with nanmes and phone
nunmbers. So for those of you in the market that want to
know and what to have sone follow-up contacts at the FERC
ot her than the three of us who are here on the Comm ssion |
mant you to please take advantage of that opportunity.

Jaime Simer is here, Derek Bandera, David Perl man
and Chris Thomas who are all on our market side. David is
one of our |awyers here but we |ike himanyway.

We al so have Sarah MKinl ey who as you know has
pbeen coordinating all this.

Fromny office Rob Gramlich. And from Conm ssi oner



Massey's office Bud Earl ey.

And | think that should be all of us. Geat?

Qur last panel is going to be noderated by M chael
Grant. So with no further ado.

OPENI NG STATEMENT OF M CHAEL M GRANT, GALLAGHER &

KENNEDY

MR. GRANT: Thank you very much.

Good afternoon. You know, a quick story on Ton
Jones who was up for Grand Canyon the | ast panel discussion.
He really carries this singer thing way too far. |If you
call his cell phone and he doesn't answer and it goes to his
voi cemai |l his message says "This is Tom Jones. |[It's not
unusual that | can't answer your call."

(Laughter.)

| think Tom | eft.

Very good to be with you this afternoon. And for
our distingui shed guests from Washi ngton we t hought you
m ght be suffering fromHWS, that is hurricane w thdrawal
syndrone, so we ordered up a little tropical depression for
you this afternoon in Phoeni x.

The FERC as part of their technical conference
rvant ed views on West Connect and wesTTrans from ot her
st akehol ders. | suspect this is where we will get
Comm ssioner Spitzer's healthy tension in this discussion.

And to that end we have assenbled interests ranging from



generators to alternative energy providers to residential
consumer representatives.

Unlike Steve | didn't have the foresight to ask any
of these people for resunes. There is a disadvantage to
that. The di sadvantage is you will have absolutely no idea
nvo these people are. The advantage is the introductions
M1l go |ike |ightening.

So without further ado let ne turn this m crophone
over to Steve Huhman. He is director, market design and
regul atory affairs, West Region, for Mrant.

STATEMENT OF STEVE HUHMAN, DI RECTOR, MARKET DESI GN &
REGULATORY AFFAI RS, WEST REG ON, M RANT | NC.

MR. HUHMAN: Thanks, M ke, | appreciate that.

| want to start off just to note that when | first
nval ked in I thought perhaps | was m scast on the wrong panel
given that the name Steve was pretty popular on the first
one. But | notice we've got three Steve's on this panel
too, so we're going toe to toe with themin the Steve
cat egory.

When | thought about what | was going to say today
rather than just sort of say the sane old things that you've
heard generators say for a long time | thought I'd step back
alittle bit and try to get a little retrospective
perspective on the vision we've had to open access

transm ssi on over the past several years.



Renmenber when we all thought that we were going to
use our experience fromthe gas industry restructuring to
totally restructure the electric industry in three years?
Anybody renenber that? A few. Okay.?

Turned out to be a little nore conplicated than
that apparently. But | thought a little bit about the
vi sion and where we've gone over tinme. And | think our
initial vision was fairly sinple, we sinply wanted open
access transm ssion so that all generators could access al
potential custonmers and they could engage in willing
transactions and that the market would be nuch better off
and there would be trenendous anounts of benefits to al
consuners fromsinply making sure that all wlling buyers
and all willing sellers were able to access each ot her.

And t hat was phase one of the vision which for
shorthand I'lIl call the OAT vision, the Open Access Tariff.

As we started working along that |ine people
started thinking about this a little nmore and | think people
got nore excited about the prospects and the visions
oroadened and expanded and we went into phase two of the
vision which I'lIl call the RTO vision. And at that point in
time we thought that rather than just sinply have open
access by an integrated utility what we really needed was a
or oad- based kind of an entity that woul d conbi ne and

Integrate control areas, that would operate individual



mar kets, that would be a provider of last resort for energy
and ancillary services and woul d provide a nuch broader
range of access and services and we hoped, obviously froma
public policy perspective, provide an even greater range of
penefits to the ultimte consuners because that is after al
sMat this whole exercise is about.

Phase three of the vision which is where we are now
Mth yet a further expansion, | would call it for shorthand
t he quasi -governnmental organization, we're not thinking in
terms of using an RTO or an I SO as an entity that not only
M Il provide all those services but also will create,
organi ze and adm ni ster markets and exchanges as wel | as
just the transm ssion system that will have sone quasi -
governnmental powers in terns of market nonitoring and
per haps puni shing and penalizing i nappropriate behavi or.

And so the vision really continues to expand every tinme we
rethink it.

And |I'Il just say that as a contrast | |ook at the
Desert STAR/ West Connect activity that's gone on over the past
several years, and no di sparagenent at all to the people
I nvol ved because | firmy believe that the people invol ved
nave been acting in good faith, but really if you | ook at
nvere we were with Desert STAR potentially about 2000 or 2001
the vision for Desert STAR actually seens to be contracting

rat her than expandi ng.



And so our only observation is froma generator's
perspective is that in the Southwest, and | do understand
the wi de range of issues that cause people to want to pul
pack a little bit on their vision of a DesertSTAR or
West Connect, and | al so acknow edge that a | ot of those
| ssues are very legitimte, but we seemto be contracting in
our vision in the Sout hwest rather than expanding in our
vision. And so | hope that as we continue to work through
this process we have that sense of perspective and take that
step back and start thinking about how can we expand the
vi si on of West Connect and the former Desert STAR in the
Sout hwest and other sorts of things and get back kind of in
sync with where the vision for the rest of the country is
going which is an expansive vision, an inproved vision, do
more things and provide nore consunmer benefits ultimtely.

As far as the new joint OASIS activity is concerned
don't know a | ot about it yet. Just heard about it within
the Iast couple of weeks. Haven't seen a lot of details
about precisely howit's going to work. So I will give you
an initial inpression or initial reaction to it.

| think taken in isolation it's a very positive
step. | know one of the very inportant factors that a
conpany |ike ours is hoping to get out of this whole process
mvas sonme standardi zation in terns of both information

systenms and tariff rules in order to help is drove costs out



of the system And a conpany |ike ours that operates in
mul ti ple venues has to have a separate interface system for
every RTO or | SO or anything of that nature that's out there
then clearly having several of those conmbined into one wll
nel p us drive sonme costs out of the systemand it will have
to be an inprovenment in efficiency for conpanies |ike ours.

That having said, there is a couple of quick
questions that pop to mnd. | don't know to what extent the
new conmbi ned OASIS wi || have standardi zed rules, for
exanple, in terms of posting available transm ssion, or wll
the end agent owning that transm ssion continue to do their
own ATC cal cul ati on using separate nethodol ogi es?

Do they agree to post all of their avail able
transm ssi on, however cal culated, on the OASIS at all tines
or will they nmake decisions at different tinmes what to post
as avail able and what to w thhol d?

These are open questions that would inpact the
ultimte reaction to the comon OASI S.

And | guess the final coment | would make is that
wvhile we wel come it very strongly and think it's a great
Interimstep perhaps we just are a little bit concerned and
nvmant to nmake sure that it doesn't end up being an excuse for
going nore slowy in the broader process of noving to a full
RTO in the Sout hwest sinply because you've already got

sonmething in place that neets sone of the needs.



Thank you.

MR. GRANT: Thank you very much, Steve.

Scott Gutting of Energy Strategies Conpany coni ng
up here indicated that he has a plane flight constraint and
asked if he could be noved up in the order. And |'m happy
to do so. So here's Scott Gutting of Energy Strategies,
| ncor por at ed.

STATEMENT OF SCOTT GUTTI NG, ENERGY STRATEG ES, | NC.

MR. GUTTING  Thanks, M chael.

We're representing Arizonans for Electric Choice
and Conpetition which is a group of custoners in the state
that have a little bit over 1,000 negawatts of | oad. W
have participated in Desert STAR fromthe begi nni ng and
West Connect, in fact provided coments on the order which
the Conm ssion and staff supported us on. We appreciate
that very nuch.

To just be brief in ternms of our comments, we've
peen involved in this process since 1995. W have been
active participants with all three utilities in the state.
And we appl aud your consideration of regional issues
associated with the White Paper that canme out in April.

We al so supported the West Connect protocols
regardi ng native |load and particularly native |oad follow ng
custonmers that m ght |eave fromthe traditional investor-

owned utility structure because Arizona is a retail access



st at e.

And we appreciate you all com ng out here. Next
time if you want to cone to Salt Lake which is ny domain
ne' d be happy to hold a neeting in January or February.
Thank you.

That was | ess than five m nutes.

MR. GRANT: Moving right along. John Wodley is
next from Morgan Stanley Capital G oup.

John, want this one or you want to work off that?

STATEMENT OF JOHN WOODLEY, MORGAN STANLEY CAPI TAL GROUP,
| NC.

MR. WOODLEY: Actually I"'ma little jetlagged so
l"mgoing to stay seated if that's okay with everybody.

It's quite a visceral experience. | was in London and the
conditions are sem -desert over there and | flew in here
last night and it felt like a tropical rain forest.

(Laughter.)

" mnot quite sure where | am

But | suppose just to give a quick background into
Morgan Stanl ey, Mdrgan Stanley Capital Goup is the |icensed
power marketer, the subsidiary of Mdrgan Stanley, the
parent. Basically although |I suppose you could describe us
as a marketer we're a part of a large global, diversified
financial services firm And our product mx reflects that.

And without really going into the product m x nuch,



unl ess you want to ask ne about it later in question and
answer tinme, we put capital to work in this industry. And I
t hought that for the theme of ny talk you're probably nost
Interested in what makes a conpany |like ours and Wall Street
In general put capital to work here versus sonewhere el se?

We do in fact conpete for use of the bal ance sheet.
And we conpete against all kinds of markets around the
mrld. So one of the things that | thought I would allude
to that happened this norning, | think it was -- it probably
mvmasn't put quite this bluntly but | think Wall Street was
suggested to be a little fickle. | would agree with that.
Investors can | ose interest extrenely quickly. They're very
risk averse. And if they don't understand sonething they
tend to nove on to sonething that they do.

So | would actually conpletely agree with what was
said this norning. | don't think there is a general viewin
wall Street that the only workable nodel is a vertically
I ntegrated, cost of service, regulated utility. | don't
pelieve that at all. 1In fact, in our part of the shop I
think we believe that vertical disaggregation is in fact the
normin an industry that noves into conpetition.

Hori zontal aggregati on m ght also be the norm which
s something else to think about. But verti cal
di saggregation is what we see and in fact facilitates the

role that we play. W buy what people want to sell and we



sel | what people want to buy. And you've got to put a |ot
of nmoney behind that obligation for people to trust that
contract. That's the capital we've got to put at work.

Now, buyers and sellers you would think, well, gee
nvy don't they just go directly to each other? WelIl, the
answer is they want fundanentally different products.
Someone who is trying to build and finance a power plant
mvmants a |long-termcontract, they want fixed paynents every
mont h, and they want fuel price pass-through.

What's the first thing that goes out of the w ndow
nven you deregul ate retail electric markets? The fuel cost
recovery clause. That's the last thing that retail
custonmers want. They also tend to want a fixed bill every
mont h but they tend to want shorter term contracts.

So we provide these contracts and we provide then
most effectively, and there is no coincidence to this, nost
effectively in the Northeast. Those markets are relatively
mature and they work relatively well. W're very, very
pl eased with the infrastructure there and we're a
participant in alnmost all aspects of that, including | think
a controversial point here, the financially settled
transm ssi on congestion contracts.

We have no particular programwth the way those
mar ket s have been put together and the way they're operated.

It's a place that we can bring capital to work. W get



approval to do that very easily.

One of the things that | think that you are going
to have to think about in the process here of course is that
| f you create your own thing if it's too new, too different,
too little understood you're going to have to spend a | ot of
time convincing investors to put capital to work here,

sonmet hing that really needs to be thought about.

A conmpetent econom st |'mnot -- by the way |
didn't say I|"'mneither, | said |'mnot -- could give you al
the el enments of an efficient market. |'mjust going to

focus on a few things that I think my be worthwhile

t hi nki ng about. The things that we are npbst concerned about
sven we nonitor what's going on in markets like this is do
nMe have regulatory clarity and consistency? That's very,
very inportant for us. |It's sonething we can't hedge and
I't's an awful risk to take. | know, | spent nost of ny tine
I n Washi ngton | ast year.

The second thing is | would suggest that you need
to be thinking geographically |arge and no seans, consi stent
across a w de area.

The other thing is, always cones up in our
conversations, contract sanctity. That's a very inportant
pi ece of any econony, no matter what you're tal king about.

And the final point which | think people have

al luded to i s equal access, in other words no i ncunmbency.



Just as an exanple to that I would point out that if you,
for exanple, link the requirenent that sonebody physically
fl ow power across a transm ssion congestion contract that is
a di sadvantage to use, an advantage to soneone el se. That
doesn't make a |l evel playing field.

One of the things | want to finish up with is just
to point out if you will notice that | didn't nention in
here was sinplicity. Sinplicity is not a requirenent. |
know that's going to sound counterintuitive. But the reason
|"'mgoing to say that, | think that well-intenti oned
attenpted to create sinplicity can have the opposite effect
of what you want.

['"ll give a sinple exanple there. 1In the
I ncarnation of the market that we think would work we woul d
expect LMP to exist, nodal spot pricing. |If you try to
sinmply in the initial incarnation by going to flow gates or
zonal prices we cannot offer long-termcontracts in that
envi ronnent because we know it's going to change. So you'd
be better off | think going straight to the nore conpl ex
structure. | know that's controversial but | offer it for
svat it's worth.

Anyway, with that | think I'Il |eave any other
comments you may want to hear fromnme to your questions.

MR. GRANT: Thank you very much, John.

Dennis Del aney is also here today. He is from K R



Saline & Associates. And he is speaking for the Arizona
Consunmer Owned El ectric System
Dennis, take it away.
STATEMENT OF DENNI'S L. DELANEY, K. R SALINE &
ASSCOCI ATES, PLC, FOR ARl ZONA CONSUMER OWNED ELECTRI C SYSTEMS

MR. DELANEY: Thank you, M ke.

My name is Dennis Del aney and I am here today on
behal f of the Arizona Consuner Owned Electric Systenms. And
behal f of the ACES nenbers |1'd |like to thank Chairman Wod
and the other FERC Conm ssioners for allowing us to
participate in today's technical conference.

The ACES nenbers are small utilities, political
subdi vi si ons and special districts which conprise the vast
majority of the public power transm ssion dependent
utilities in Arizona. ACES has been active in the
proceedi ngs before the Conmm ssion invol ving whol esal e and
transm ssi on aspects of electric power industry
restructuring in Arizona and in the Western I nterconnection.

ACES participated as a group in the efforts to fornm
an RTO in the Sout hwest for nmany years, beginning with the
devel opnent of the non-profit DesertSTAR. In early October
2001 the transm ssion providers abandoned Desert STAR in
favor of the for-profit WestConnect structure.

VWhi | e ACES renmai ns unsupportive of the West Connect

for-profit structure, ACES is participating in the



West Connect cost/benefit analysis and we support the phased-
I n approach outlined earlier by the WestConnect sponsors.
ACES al so wel cones and supports the wesTTrans
proposal and appl auds the transm ssion owners for their
efforts in developing a single OASIS. W are particularly
encour aged by the focus of user tools and the devel opnent of
a secondary market for transm ssion rights. W wll reserve
our comments on the energy products or the energy products
oulletin board at this tinme but believe, given tinme, the
oul letin board will provide opportunities for enhanced
nvhol esal e energy markets in the Sout hwest.

The West Connect phased approach is consistent with the
ACES SMD Comments to "wal k before we run." The phased
approach provides tinme to ensure and denonstrate that
changes in the industry's structure will indeed provide the
I ntended benefits. O great concern to the ACES nenbers i
the rush towards an LMP market that has not yet been
denmonstrated to provide benefits to the ultinmte consuners.

FERC shoul d ensure that prior to the inplenmentation
of an LMP market, consuners are afforded an opportunity to
fully understand the conplexities and the significant risks
associated with LMP markets. [Inplenmentation of LMP markets
must be acconpani ed by appropriate safeguards including full
di scl osure of the inpacts and opportunities for a detailed

revi ew of the nodeling assunptions.



FERC nmust al so ensure that the market participants
are afforded opportunities to a nmeaningful dispute
resolution process to fully vent disagreenents prior to LMP
| npl ement ati on.

Attached to these remarks are an extract fromthe
ACES Comments on the SMD NOPR. And the attachnent spells
out sone specific safeguards that the Conm ssion should
I nsist on before any LMP market is inplenmented in the
Western I nterconnection.

Of utnost concern to the ACES nenbers is the
al l ocati on of congestion rights. W thout careful
| npl ement ati on uni ntended consequences may very well result
I n unmanageabl e risks. At a mnimum the allocation of
congestion rights should ensure that the service we have
going forward in an LMP market is equivalent to the service
ne have today.

Anot her concern the ACES nenbers have is the
ldentification and mtigation of market power and market
abuse. The smaller transm ssion dependent utilities have
little choice but to assune that the market nmonitors will be
enpowered to swiftly identify and stop market abuses | ong
oefore market neltdowns occur. ACES supports a fully
transparent process which errs on the side of the consuners
versus providers.

Again, | would like to thank you for the



opportunity to provide these comments and woul d be happy to
try to address any questions you may have.

MR. GRANT: Thank you, Dennis.

Chris Ellison is here fromthe American W nd Ener gy
Associ ati on.

Chri s.

STATEMENT OF CHRI' S ELLI SON, AMERI CAN W ND ENERGY

ASSCOCI ATI ON

MR. ELLI SON: Thank you, M chael.

My coments today are on behal f of the Anmerican
W nd Energy Association but |I'm speaking for nyself based
upon my experience not only for that association but for
other simlar clients throughout the West.

| want to begin first by joining everyone else in
t hanki ng Chai rman Whod and his fell ow Conm ssi oners and
staff for making this trip out here and for providing this
forum Thank you very nmuch for doing it. | think it's been
a very constructive day.

| also want to second Chairman Spitzer's coment
this nmorning about the inportance of having a constructive
di al ogue between particularly the state comm ssions and the
FERC and to agree whol eheartedly with himthat the kind of
di al ogue that has occurred specifically in California has
not been constructive. | think today has been constructive

and | cone away from today di scouraged about sone things but



certainly encouraged by the dial ogue.

Transm ssion access and market design is the single
most i nportant thing to the devel opnment of wi nd energy in
the United States right now The association has identified
't as the highest priority problemfor the continued
devel opnent of that renewable, clean resource. But what |
mvmant to tell you is that the reverse is also true. In ny
opi nion solving the problens that may at first appear to be
unique to wind energy is also critical to the successful
devel opnent of markets and transm ssion policies. And in
that sense wind is sort of the canary in the coal mne if
you wi Il for whether markets work, not just for that
resource but for many others.

And | say that because of the characteristics of

M nd. For exanple, wind is typically a new entrant into the

mar ket pl ace. |If you solve the problem of wi nd you solve the
problemfor all, renove the barrier to entry for all new
entrants.

Wnd is intermttent as we all know. |If you solve

that problem for wind you also solve it for solar but, nore
I mportantly, you solve it for demand response which is |
think the ultimte way that you want markets to work and to
protect consuners from market power.

Wnd is also renote and its | ocation constrained.

| f you solve the problens that are associated with that for



M nd you renove pancaking, you create a transm ssion plan
that works for regional transactions for everyone.

So | think wind has a special place in the
devel opnent of proposals such as West Connect. And | urge
you to focus on those problens not only because of the
environnental benefit and the econom c benefits, diversity
penefits that come with that resource but because of what it
represents for the market as a whol e.

There are real problens with the status quo. One
of the things that |'m discouraged to hear is sort of the
di scussion inplying that here in the Southwest or in the
West we don't have the kinds of problens that justify
restructuring. |I'mgoing to focus on three or four that are
most i nportant to wi nd.

Clearly |l ack of independence and undue
discrimnation is a real problem And in response to
Conmm ssi oner Massey's question | think there is a |ong
history, a well-docunented history of discrimnation by
t hose who operate nonopoly transm ssion systens and al so
have a financial interest in the market.

And just by way of one exanple, | know nore than
that | can point no further than the West Connect filing | ast
year itself which proposed a distinctly different and easier
I nterconnecti on process for generation facilities owned by

the PTOs and for those owned by others. The FERC rejected



that but it's certainly a very explicit exanple of the kind
of thing that the reason that we need i ndependence.

Pancaking is a real problemand it's a problemin
the West, it's a problemin the Southwest. Any solution
that we cones up with needs to address that. Particularly
I mportant to wi nd because of its intermttency is the |ack
of liquid, fairly priced bal ancing market. Excessive
devi ati on penalties and those kinds of things continue to be
a problemin the West. They are a problemin the Sout hwest.
And we need to solve for that.

And al t hough we are nmaki ng sonme progress through
SSC-W on transm ssion planning and AVWEA is working quite
closely with the SSG-W planning group on that and is
encouraged by that effort, the fact remains the transm ssion
planning is a problemin the West and it is a problemin the
Sout hwest as well. And so we need to solve for that as
nel | .

Let me offer one sidebar comment and then concl ude.
The sidebar coment is that wind is not | ooking for a
subsidy here. And | think it's often accused of that.
Transm ssi on policies have been devel oped over the years
Mth particular resources in mnd. And as new technol ogi es
come aboard transm ssion policies need to evolve to
accommpdat e t hose technol ogi es.

But, for exanple, it's considered perfectly



conventional to expect that conventional resources |ike gas
fired facilities and whatnot have ranp rates and that you
have to devel oped transm ssion policies that accept the fact
that they have to ranp at certain rates. Well, the
Intermttency problemwith wind is analogous to that. It's
not sonme subsidy that we're tal king about here, it's sinply
desi gning policies that work for the kind of generation that
you want to have on your system

Wth that sidebar coment |et nme conclude by saying
t hat AWEA has been a strong supporter of standard market
design. We support WestConnect if it's fully and tinely
| mpl ement ed. We hope that people nove forward with that.

And, lastly, let ne say to those of you who have
concerns with standard market design or concerns with a full
| mpl enment ati on of West Connect that we're certainly open to
alternatives. But the status quo from at | east our
perspective is not acceptable. And | would urge all of you
~vo have problenms with standard market design to ask
your sel ves what's your solution to the problens that |'ve
ldentified and the problens that we all know exist?

Thank you very nuch.

MR. GRANT: Thank you, Chris.

We get to the final two Steves on the panel. The
first is Steven Begay. He's general manager of the Dine

Power Authority which is an enterprise of the Navajo Nation



and al so the devel oper of the Navajo Transm ssion Project
fromthe Four Corners area over to the marketpl ace.

Steve, it's good to see you again.

STATEMENT OF STEVEN C. BEGAY, GENERAL MANAGER, DI NE

POVNER AUTHORI TY

MR. BEGAY: Thank you. Good afternoon

M ke Grant used to be our attorney when we were
goi ng through the CEC process and we had three public
meeti ngs before the Corporation Comm ssion gave us a CEC for
our transmi ssion line. That was a couple years ago.

| have been general manager for Di ne Power
Aut hority. It's an enterprise of the Navajo Nation. And |
think just real quickly there are about 300, 000 nenbers and
about 170,000 of those individuals |ive on the reservation.
About 37 percent of the residents do not have electricity
even though we're probably the key coal supplier to three
bi g generators in the Four Corners and northern Arizona
area: Navaj o Generating Plant and the Four Corners Power
Plant and the Mbjave Plant, that's in Nevada. So coal
resources conme fromnorthern Arizona and northwest New
Mexi co for those plants.

We have no negawatts of generation right now W
don't own one inch of transm ssion line right now  But
nme're building a 470-mle, 500 kV AC transm ssion line from

t he Shi prock Substation through northern Arizona into



sout hern Nevada to a market pl ace substation. | have a
handout here. | will Sarah an electronic copy too. And
this is basically for the benefit of the Nation. W have a
| ot of coal resources. W feel that we can build a
generation plant.

We tried that in 1985 when DPA was fornmed. And
after five years it was determ ned not to be feasible at the
time and it went to a transm ssion only NTP project. And it
crosses, the NTP crosses several jurisdictions. About 61
percent of it crosses Navajo |land, trust |and and fee | and
In the Big Boquias area. It covers forest |ands, Park
Service | ands, recreations | ands, BLM | ands and sone private
land, so there's a lot of right-of-way activity that we're
mrking on. And | think the substantial portion is done.

We have a right-of-way fromthe Navaj o Nation
Resources Committee. |If we want to start construction on
the I'ine we can start at the Big Boquias Ranch ri ght now.
And with the BI A approval on the federal right-of-way for
the trust | ands portion we can also start about 285 mles of
the 470 m | es.

So we're getting close to construction. W have a
devel opnent partner Transelec. | think Transel ec just
finished a deal with California on path 15. [It's about an
82-mle, $300 mlIlion project. NTP is 470 mles, about a

$600 m I lion project with probably about two-thirds or



three-fourths of that are going to be an EPC contract.
So in terns of dollars per mle we're like five-

and-a-half tinmes nore cost beneficial than the path 15 |ine

covering EPC s $400 million, 470 mles of line versus 300
mllion for an 82-mle line. You can tell that in the |ong
run | think that we will help the consuner in the end.

Now, the line is an interstate line. There are not
very many lines that are |ike that being built today. In
fact, this mght be the largest line in the US. It starts
I'n the West Connect area and it will end in the RTO West area
In Nevada. So we definitely will be involved in the sane
| ssues.

We had a call fromthe step group and our data is
in their analysis. So hopefully when the analysis is
conpleted we will be in that study.

We follow the existing lines that we're going to
parall el the WAPA |line from Shi prock to Page area. Then we
foll ow the hydro lines, the WAPA |lines and the Navajo
Generating Stating power |ines to Moenkopi Substation. And
M end up in marketplace substation, another 220-plus mles
for a total of 470 mles.

And we are not -- we try to keep away from new
lands. We follow the parallel path so to mnim ze the
envi ronnent al i npact.

Now t he ROD, what we call the ROD, the record of



decision fromthe federal Departnment of Energy stated in
there the line, this was back in 1995 or '96 when this was
bei ng di scussed, relieving the constraints of the
transm ssion of electricity west of Four Corners, that's
been identified. And we feel that NTP will help with that.
| mproving the operational flexibility and reliability of the
high, extra high voltage transm ssion systemin the region,
all owi ng for increased econom cal power transfer of sales in
the region -- purchases in the region

We have a Tribal Uility Authority, Navajo Tri bal
Utility Authority who buys federal power from several
federal sources. But if the NTP is built what it will do is
't will relieve that 230 line. And if that 230 line is --
| f NTUA can buy nore power off that line that's a benefit to
NTUA without really tying into the NTP. But we have a bay
In the Page area where we have a stepping, stepdown facility
that will convert the 500 kV to a 69 kV line for NTUA use,
that way power fromthe hydro doesn't have to go all the way
down to central Arizona and then back up the APS line into
Tuba City. W'Ill be able to connect right there in the
Cooper M ne, the Chi area and nove it right into the Tuba
City area.

There are a nunber of benefits locally as well as
nationally, again to inprove the econom c conditions on the

reservation. | think unenploynent is around 50 percent.



And this will help bring opportunity for coal devel opnment.
There are probably two, three hundred, maybe four hundred
years of coal in the Four Corners area and we're proposing
to build a power plant. We went into a devel opnent
agreenment recently with Stieag Power out of Houston, a
German conpany, and to build a 1,300 to 1,500 negawatt to
optimze the use of the NTP.

We have a draft EIS and a final EIS and a record of
deci sion back in 1997. Again, | nmentioned the state CEC, we
got that in 2000. W have a Navajo Nation right-of-way for
the I'ine across trust and fee land. And we have a |etter of
intent with Transelec. W' re negotiating on the terns and
conditions right now for a devel opnent agreenent. W hope
to have that by the -- before the end of the year.

What does that all nmean? NTP neans generation
opportunity. W believe that NTP can carry about 1,800
megawatts of new generation from Four Corners into the gas-
dom nated markets of southern California, Nevada and
Ari zona. | believe that based on di scussions and
Information | have the gas supply donestically is about 50
to 100 years. Coal supply is probably 200 to 400 years. So
nven 20 years from now when the gas plants are hurting for
gas and the prices are rising we feel that with a base | oad
coal plant we can be very conpetitive in the gas-dom nated

mar ket .



We expect to be in service by October '"08 with the
transm ssion line. Hopefully will be around the sane
timeline with the generation projection.

So with that | think with FERC | think we're
Interested in innovative rates so that the Nation and our
partners can be conpetitive and provide, hopefully, |ower
cost power through our lines. | know that power flows south
from Four Corners and it sort of has a "W type notion,
about 17 or 18 nodes before it gets into California. But
Mth a direct route fromthe NTP there's only about three or
four nodes that you have to hit so there are going to be a
| ot of pancaking charges that will be elim nated.

And then there are at |east three or four
I nterconnection points in the line that will hel p nove power
east, west, north and south. So there are a |ot of benefits
and dynam cs to this |ine.

So thank you for listening. And I'Il nmove it to
the next speaker.

MR. GRANT: Thank you, Steve.

And finally with a residential consuner | ook at
these issues, the director of our Residential Uility
Consunmer O fice, Steve Ahearn.

St eve.

STATEMENT OF STEPHEN AHEARN, DI RECTOR, ARI ZONA'S
RESI DENTI AL UTI LI TY CONSUMER OFFI CE ( RUCO)



MR. AHEARN: Thanks, M ke.

The Arizona Residential Utility Consumer O fice is
akin to in sone other states what's known as a division of
rat epayer advocates or an office of consumer counsel. Kind
of a very smallish office, kind of |lean and nean. W're ten
people. We have accounts and attorneys and we derive
nvhat ever power we think we have based on to the extent we're
able to influence decisions taken by our Public Uility
Conmi ssi on.

Now, | think | have the npst easiest and nost
Intuitive perspective to represent here today because each
of us at the end of the day when we take off our grey
flannel regulator and utility owner suits and go honme we
pbecone residential utility consuners. And that's on whose
pehal f |I'm speaking today. So it's an incredibly obvious
per specti ve.

Qur needs and wants are sinple. And I'"'mgoing to

use the words "our" and "we" and "us" as thought | am
speaki ng for these great unwashed and uneducat ed nmasses who
don't know and probably don't want to know nuch about what
ne're tal king about here today. Qur needs and wants are
very sinple. And we don't always express themin the nost
rational way and often we express themin a very
contradictory way. We want the lights to cone on, we want

themto stay on. \When they go out we expect themto cone



pack on right away.

And this expectation is not unreasonable. It's
sonmet hing that's been devel oped over the [ast 100 years
pecause this has been our experience, it's worked.

To the extent that we're even aware of utility
| ssues we expect the utilities or the transm ssion owners to
have enough capacity in place to nmeet growth and all of our
anticipated future needs. And if utilities and
transportati on owners need to build additional capacity
that's fine, as long as it's built in sonmebody else's
packyard.

(Laughter.)

As for whol esale markets, RTOs, |SOs and the rest
of the acronym soup, these are at best abstractions to us,
and at worse a further break fromthe very confortable, very
fami liar integrated system of the past. As such, many of us
regard changes as kind of a danger, kind of an exposure to
risk that we didn't previously have. W feel nore
vul nerabl e about it.

We as a class of residential users purport to be
rugged individualists. W claimto enbrace nmarket
mechani snms and free trade. Furthernore, we | oathe
monopol i es. However, our worshipping at the altar of
conpetition ends where the price volatility and reliability

rubber hits the road.



To the extent that the small user class is even
aware of these |arger econom c and political forces that are
oringing change to the electric utility industry we don't
pelieve that any of the margi nal benefits of the change wl|
even accrue to us. Instead, the big dogs will eat first and
M don't expect there to be any table scraps left for us.

Utimtely we reserve the right to scream bl oody
mur der when you're ten years into your very detail ed
pl anni ng processes and we discover it for the first tine.

In short, what we want is certainty, certainty of
supply at this instant and in the future, certainty of price
stability, certainty that neeting the needs of other
consunmer classes will not disadvantage us as snal
CONSUNers.

Now, as for big picture notions of regional
transm ssi on planning, standard market designs, the
surrendering of state autonony to federal authority,
generally we as a class aren't aware of such things. But at
| east here in the West we kind of knee-jerk respond agai nst
nvhat we perceive, perhaps incorrectly but perhaps not, what
Me perceive to be a power grab by nanel ess, facel ess
pureaucrats in Washington, D.C., bureaucrats who of course
nMe believe can't possibly understand the West. We trust our
local utility, the honmeboys, the local utilities and the

regul ators and our local elected officials to | ook out for



our interests.

Now, | think if you could find 100 prototypical
residential electric utility consunmers who understood such
matters a vast majority of themwould sinply prefer a return
to an old vertically integrated system

So in conclusion, understand that the small user
class is relatively uninforned on technical matters but il
at east about changes to a systemthey perceive to have
nmr ked very well over the last century. To the extent that
econom ¢ and political forces are pushing the systemtoward
greater integration such changes should be gui ded and
Informed by the principle of first do no harm

Thank you.

MR. GRANT: Thank you, Steve.

That's it. Questions? Comm ssioner Hatch-M || er?

MR. HATCH-M LLER: Thank you, M. G ant.

My question is for John Wodley. Interesting
t houghts as you expressed them And what |'ve been sitting
here waiting to ask you is this: can you explain to me kind
of so | can understand it why investors would, let's say
ne're tal king about a 500 negawatt plan, a gas-fired
generator plant and we have two people building it, one
let's say is Salt River Project, able to set its rates and
recover directly from an existing custonmer base versus let's

say a nerchant plant that's comng in wthout any existing



contracts, why your investors would prefer the nerchant
pl ant over the SRP plant? | don't understand.

MR. WOODLEY: | don't actually think they woul d.
And | hope |I didn't necessarily inply that.

| will say this, there's a ot of talk about the
rationality and efficiency on the part of investors. And
I't's actually only true in the long run and in the
aggregate. One of the things that was pretty interesting
recently was you m ght have noticed that in effect sonme of
the merchant devel opers actually had a negative cost of
capital.

Now what am | saying there? Basically investors
are relatively passive, they sit and they | ook at past
history. So they're going to be seeing a pattern of growth.
This was what Enron was trying to project. This is what
everybody is trying to project. The mnute you interrupt
that pattern the stock crashes. And when the stock crashes
you can't get noney anynore. And that's when the whole
t hi ng changes.

But while nmerchant devel opers were on that track
wvhere things | ooked Iike they were growing and growing in a
very steady and predictable way they were able to float nore
stock and get nore noney and continue to build. So that's
nvy | say they had a negative cost of capital, if they

st opped borrowi ng they were going to | ose nobney.



And it's not right, it's not necessarily rational
put it is a function of in ny opinion a very poor flow of
nformation. There was a |lack of information flow there
that investors just didn't see.

And |'"msure | didn't really answer your question
particularly well but I think in the sort of standal one
basis if sonmeone were to | ook at the two and ask which one
they should invest in they would go with Salt River. |If
they were asked would they go to the old, for exanple, AES
that used to get a very good and very tight |ong-term off-
take contract with a credit-worthy counterparty they would
probably go with AES.

So, you know, it's kind of a question of the facts
and circunstances at the tinme. But in the long run they're
going to go with certainty.

CHAI RVAN WOOD: | do want to followup on one thing
or so, | won't be long. LM allows you to enter into a
long-term contract but flow gates do not. Walk ne through
t hat .

MR. WOODLEY: Great question. Sorry | didn't
explain that very well.

What we |l ook for in a contract is a high degree of
certainty surrounding the delivery circunstances that you're
going to be tal king about and sone understandi ng as to what

the protocol at those delivery points is going to be. |If,



and | think we do believe this, we know, we feel that the
only stable protocol, the one that you ultimately gravitate
to is LMP because points do have fundanentally different

val ue at tines.

Then if you try and sinplify by aggregating points
you end up with a situation where you know t hat that group
of points is going to change over tinme. And | don't know
how to wite that contract. You know, what's the delivery
point for this contract, for this off-take contract? What's
going to replace that delivery point and what's going to
| npact the value of that delivery point when the protocol
changes?

To give you a sinple exanple, of course in Texas
eaven now there's discussion as to what the zonal boundaries
are going to be because there is sone though, well, maybe we
need anot her zone. Well, of course you need another zone.
You're going to need nore, you know, need nore and nore
zones as tine goes by because as the market becones nore and
more efficient you' ve got to price nore and nore accurately.

And that type of uncertainty is a type of
uncertainty that we have a very difficult tinme dealing with
because we're not sort of fundanental analysts of the
system We don't try and out guess where prices are going.
We don't try and actually do nuch in the way of trying to

understand the fundanental systemat all. W just observe



nvhat prices are. And we're | ooking at prices with respect
to a particular protocol now. And that protocol is going to
change. And | don't know what it's going to change to.

CHAI RMVAN WOOD: St even Begay, are you all, it is an
AC line; correct?

MR. BEGAY: Yes.

CHAl RMAN WOOD: Are there interconnections with the

existing utility grids along or does it really kind of run -

MR. BEGAY: It would interconnect in three
| ocati ons.
CHAI RVAN WOOD: Are there any issues with that that

have cone up?

MR. BEGAY: | will conme up | think. W're going to
be filing to interconnect soon once we finalize the
devel opnent agreenent with Transelec. So they'll take the

lead in making the applications for interconnection.

CHAI RMVAN WOOD:  And, Dennis, you had nenti oned
sonmet hi ng about ADR, and | just want to follow up on that.
vhat is that in response? |Is there sonmething that's
nhappened out here that kind of infornms that a little bit?

MR. DELANEY: No. |It's probably nore of a fear.

CHAI RVAN WOOD:  Ckay.

MR. DELANEY: That we just need to be sure that the

model s are well defined and we understand the inpacts of an



LMP nodel if that's where this region goes. W want a
chance to be heard.

CHAI RVAN WOOD: Let nme just ask, all of you kind of
come froma different perspective fromeach other as well as
fromthe | ast panel. But one of the issues that certainly
Nora and Bill and | have been grappling with for two years
along with our staff and a | ot of the western nmarket
participants in a design in California that has gone forward
and is even now going into a different realm And you al
In the adjacent but interconnecting markets are staying in
kind of a premarket design world.

California can and will go forward with whatever,
you know, it conmes up with and we sign off on, but how do
you envision as market participants as really the | guess
one of the big centers of |oad here in the West go forward
Mth a market design how do you all envision 2000, 2001 not
happening all over again if we don't get sone construct
puilt around all of this?

That's why we're here folks, just to kind of draw
the I'ine here.

MR. HUHMAN: |I'Il take a crack at that.

Cbvi ously as a generator and power marketer we
mul d prefer that all the markets be in harnony. And
there's the i nnunmerabl e seans as peopl e have tal ked about

obviously are there. At the sanme tine | think you already



have that situation, you have a nuch nore sophisticated
market in California than you have outside the California
WECC. And power clearly does nove from California | SO out,
bot h out and in.

So there are ways to work around it. The question
I's how nmuch inefficiencies do you build in when you're not
havi ng essentially the sanme system regardl ess of how nuch
mrk you put in to try and resolve your seans issues?

As regards to how do you prevent a 2000, 2001, |
m ght ask a clarifying question. | think of 2001 as really
have two interrelated but separate problenms. W had a
financial problem and then we had a physical resources
problem Were you thinking nore of the financial issue or
t he physical resources shortfall? The second one?

CHAI RMAN WOOD:  Bot h.

MR. HUHMAN: Both of it.

It's always been ny view that the financial problen
coul d have been solved very sinply if you put yourself, take
alittle thought exercise and put yourself back in the first
quarter of 2000 before there were problenms and if you said
wvhat if the | oad serving entities had all had supply
portfolios based on the sound risk managenent principles?

At that point in tinme even if the prices spiked totally
unfettered by any sort of price cap the financial damage to

those entities which were internmedi ari es would have been



m ni mal and probably none of that would have been passed on
to consuners.

So if you're asking how do you solve the financial
problem | sinply think it's based on getting ourselves
positioned so that all the supplies build sound supply
portfolios.

The physical problem | think was on its way to
being solved. We were a little bit unfortunate in our
timng. |If you |look at what happened in California, nobody
puilt any power there for a nunber of reasons for a |ong
time at least in part because people were anticipating that
sonmet hi ng was going to happen even before, even if they
didn't know exactly it was going to be A B. 1890. And
think the utilities didn't want to build, nmerchants were not
ready to build because they didn't know what their structure
Nas.

But once you had A.B. 1890 built all of a sudden
tremendous nunbers of power plant projects were in the
pi peline towards being permtted. And those things were
tooling along. And, unfortunately, the physical shortages,
you know, the perfect storm situation happened in 2000 and
2001 before all of those plants were in the pipeline and
nere conpl et ed.

| f the same physical conditions had happened | say

two years |ater after a ot nore of these projects had been



permtted and had been constructed and you had those
resources online, certainly the problem would have been
reduced or perhaps not even have happened from a physi cal
per specti ve.

And | think that was really just the unfortunate
nature of the transition fromthe integrated utility nodel
you had in California to the | guess California really took
a much nore radical approach than anyplace in the country
that |I'm aware of where they mandated that their investor-
owned utilities divest thensel ves of nost of the generation.
And we had a transition gap while people were waiting to see
~vhat woul d happen.

| think that ties back into John's concern, you
know, the thing that investors hate the nobst is uncertainty.
If we get certainty, and that neans both at the federal
level and at the state public utility conmm ssion |evels

because they clearly have a very great inpact on the

situation as well, | think we'll get back into an
equi libriumsituation and you'll see plenty of resources
puilt and I think you'll see plenty of transm ssion built.

And maybe that's a bit of Polyanna view, you know,
sort of hoping that if you set the rules right they'll build
't and they'll come. But | really think the problemis sort
of self-solving once you return to a stable situation of

mar ket, for both market and regul atory environnent.



MR. WOODLEY: |'m not going to be probably as good
as Steve was but | generally agree with him First of all,
| think I probably should just go back and clarify one of
the things | said before because it's inportant in the
cont ext here.

When | said it's not possible for us to offer a
contract in a certain circunstance what | nmean is that it's
not possible to do it at the sanme price with the sane
econom cs. So | suppose really you' re always tal king about
a matter of degree. | should never be as strong with words
as | was there.

And that really goes to what | was about to say
nere with respect to structure. | would agree, it is not
optimal that California is going this alone. Even if it
does go right it's not optinmal and it's going to be nore
costly than it would otherwi se be. |'m convinced of that.

How, the next question being how would you prevent
sonmet hing |i ke what happened in those years happeni ng agai n?
| think Steve just put that all extrenely well. There's a
few points that | would Iike to add.

Structurally the original California market | think
nvas designed as a big bet. | nean maybe that's not a
politically correct thing to say but it really was.
Fundanmental | y everybody knew t hat when you deregul ate prices

go down. And the things that you don't want to do when



prices go down is you don't own generation so you nake
yoursel f divest of it.

You want to nmake sure that you don't |ose your
retail custoners so you give them a di scount and you coll ect
your stranded costs through contracts that nmake it difficult
to take it away.

And you don't allow yourself to enter into |ong-
term contracts because those are going to be stranded
assets.

Well, that's a bet. |It's happened many tines
pefore. |It's going to happen again. |t happened in Orange
County, it happened with Berings Bank. And the outcones
sonetinmes are very wonderful and sonetines quite disastrous.

So in effect I would just say that Steve's point as
to the supply portfolio is critical. | would add, though,
that they didn't need to have that in the fornmer power
plans. If they had been allowed to or required to hedge
their retail exposure they wouldn't have had the problen
t hat they had.

And then | would |ike to add one final thing which
s still a nystery to nme. It is a conplete nystery to ne
nvy when the entire region experiences these high prices why
I't's an entity that you woul d expect to be a nodel of
bur eaucracy and slowness to act, the Bonneville Power

Adm ni stration, that |eads the way in buying back power that



't had sold under long-termcontracts in order to cause
demand to go down? Why it's them and no one el se? And
particularly not why -- you know, 10OUs, it should be nuch
more innovative and nuch nore fast to act. That's a very
surprising thing to ne.

Great incentive for demand-si de managenent. There
vas demand-si de managenent practiced by sonme. Wiy was it
not practiced by others?

MR. DELANEY: | don't have a real good answer for
you. But the fear of what happened in 2000 and 2001 is very
real to the small entities in Arizona. The mpjority of the
ACES nmenbers survived that crisis mainly out of just being
lucky.

What we're doing now is planning and maki ng sure
that we're protected that if it does happen again that it's
localized and it doesn't inpact our direct consuners. But
nMe're al so worried about the West Connect or an LMP nodel
havi ng those types of inpacts here in the Southwest, not
just confined to the California area but the whole region.
And that's a real concern for us. And maybe it's we don't
know enough about it. But --

CHAI RVAN WOOD: If LMP weren't part of that are you
still worried?

MR. DELANEY: We're still worried about just the
cost of the RTO



MR. ELLI SON: Let ne just say two things, first of
all that I, you know, | agree whol eheartedly with both Steve
and John. And | thought they very eloquently described what
| woul d have said in response and not as well in response to
your questi on.

The only other thing | would add is that there were
a variety of conplex reasons that generation was not added
comensurate with load in the 1990s in California. But that
nvas certainly a contributing factor to what happened there.
And I would rem nd everyone that that generation was not
added under the prior regulated regime that a | ot of people
nvmant to go back to.

MR. BEGAY: This is Steve Begay, DPA.

Real quickly I think a couple of things. One is
diversity of fuels. | think if it's gas dom nated, you
know, as the price goes up everybody's in the sane, sane
ganme. But if you have fuel diversity | think it helps to
nhave coal and other types of, other fuel power that you get
| think that hel ps.

And then California being an island on its own |
think that's a problemin itself.

And then the ability of the power to flow freely
during seasonal variations, in other words if the COB |ines
are full | think there ought to be a way to nove power down

the western or the eastern side of the donut as people cal



i't. And | think that's where the NTP could be a real help.
| f you can't nove power from hydro sources into northern

California you ought to have another route. And | think NTP

MIl be areal help in that case.

MR. AHEARN: | can't inprove on the coments of the
first two speakers. | thought they were very el oquent and
I f I would have been able to say it as well | would have

said it precisely that way.

CHAI RMAN WOOD:  All right.

MR. GRANT: Ckay, thank you very nuch.

CHAI RVAN WOOD: Good, we do have still a good
group. I'msorry, | was sitting in the front and didn't
turn around.

At this point we'd like to invite folks in the
audi ence if you've got any just ideas to offer, comments for
t he broader consideration or questions of anybody who was on
an earlier panel that may have kind of crept into your mnd
here late in the day, give you an opportunity to do that.

We do have a public record going on here so we want to
al ways entertain and wel cone thoughts of really any nature
at this point to kind of add to the m x.

MR. BAGLEY: M nane is Ken Bagley and | didn't
come actually with any prepared coments. But one of the
concerns | have then, I'Il just say I'mone of the few here,

| know of one other who has the pleasure or displeasure of



havi ng degrees in both engineering and econonm cs so we get
to deal with both sides of this. But in my mnd one of the
mai n disjoints that occurred in California was the fact that
the market really didn't deal with the retail side. What
happened in California when the price went to $300 or above
msn't reflected to the retail custoners.

And | think that's an inmportant thing for both the
federal as well as the state regulator to realize is the
need to coordi nate because you can't have a market that
deals just fromthe generator to Palo Verde or to COB, it
has to incorporate all the way down to the neter so that you
have the entire influence of that market.

MS. McKI NLEY: Anyone el se?

CHAI RMVAN WOOD:  Anybody el se?

PARTI Cl PANT: What has been your experience trying
to involve residential users or the non-technical in
housi ng, how do you -- have you had any luck trying to
translate this very conpl ex subject to everyday?

CHAI RMVAN WOOD: That's a great question. What
me're trying to do, | nean | was a retail regulator too, as
all my coll eagues up here. Quite frankly the nmandate there
s to have a direct relationship with the retail custoner.
Qurs is to nake sure that the parties in between the
utilities, the conpetitors, the alternative suppliers and

the wi nd people, the transm ssion people, the financiers,



nvhat have you, kind of have sone stable rules so that they
can generate sonme benefits that these custoners can have.

| characterize the two-part |evel conpetition as
wvhol esal e conpetition is what we're trying to facilitate
here. And the reason we're here, and because we are
thrilled about it, I"'mthrilled to be in Arizona, don't get
me wrong, but because there's nore than one state involved.
It's nulti-state so we're here.

Now, if the federal capital were in Al buquerque or
Denver or here in Phoenix |I guess it would be different.
But unfortunately, and |I'm speaking this as a Texan, it's
nvay over on the wrong coast. Got to deal with that.

But that's why we're here and we're trying to
facilitate as part of our nmandate under our statutes the
creation of just and reasonable rates at the whol esal e
| evel, so between and anong utilities and nmarket
participants. That's an econom c decision. |It's a decision
pased on the econom cs of having realtinme conpetition
pet ween and anong the various generators of electricity
because really that's where 70 percent of the end use
custonmer's bill conmes fromis that generation conponent.

And only until about 20 years ago was that deened
to be a nonopoly. Since that tinme you've had nunerous
generators of all types, big and small, new technol ogi es

comng in that want to play in that market and quite frankly



mvmant to bring value to custoners in a way that utilities
have done for many years.

So the addition of that to that 70 percent
conponent of your bill is what really our mandate is to try
to facilitate.

The political decision is one that state
legislators or | believe in this state you fol ks can make
directly at the Comm ssion which is a great gift, or
chall enge I'm not sure, perhaps both, that a political
deci sion then about, okay, if there are benefits of
wvhol esal e conpetition, and I think the studies have shown
that despite the California experience in every other market
there have been -- there was a great study put out yesterday

| think on the TJM experience which is probably the nost

mat ure of the markets we have here that showed $3 billion of
savi ngs | ast year, 2002. It was an interesting and pretty
nel | -resourced study -- how then do those benefits get into

custoners' pockets?

That's a political decision. Do we have that done
oy a regul ated setup as npbst states have been up until at
| east recently or do we allow a market to all ocate those
resources?

O, as | think is becom ng probably the paradi gm
that the country will nost |ikely nove toward that there

mul d be kind of a core/non-core split where the | arger



custonmers, nmuch as we've seen in natural gas, the |arger
customers will go out and play in the marketplace and that
there will be a regulated entity for nost if not all of the
smal | er custoners, ones you represent. So that then those
penefits were kind of allocated through nore of a pro rata,
more regul ated mechanism We call that the Oregon nodel.
when we were in Texas we called that the Louisiana nodel
pecause that was being proposed for Louisiana at the tine.

So I, you know, | think the |evels of conpetition
nvat we deal with is really trying to facilitate and make
most efficient and nost, again the reduction of transaction
costs that | heard this gentleman tal king about, we're
trying to nake sure those, that they're gains for the
customer in the first place.

| f those can be obtained, and | think evidence has
shown that that can happen clearly in nost regards in this
country, then how do those get to custoners? And that's
really where the partnership has got to work so that we set
up in the first place the place where we can get sone
M nnings. And then the second place is really a state
deci sion on how to divvy up those winnings to the custoners
or the voters.

So this is a forumwhere I do think we'd get |ess
of that because as you state as articulately as |'ve heard

'n a long, long tine, the custoner doesn't care, they just



mvmant it to stay on. They don't want to have to reset the
VCR nore than maybe once a year. Unless you have five-year-
olds, they really like to do that for you for free. And
they want it to be maybe cheaper than |l ast year or at |east
as reasonable as it was. O if it goes up, a real good

reason why it went up |like gas went up, and hopefully it

M Il come back down.
That is what | heard six-and-a-half years as a
Texas regulator. | hear that not quite as loudly as | do

pbecause |I'munfortunately farther away fromall that now.
But in setting this up that's what we try to do is try to
make sure that we get the bright people, the different
per specti ves.

| appreciate the assistance we had from our
col l eagues here at the state to put together a nice
di versity of viewpoints today. But you heard them | nean
| have to say the panel of those who have and those who want
to add to it was kind of a stark contrast this afternoon but
probably actually nore contrasting than we've seen at any of
the conferences, including that in the Southeast, which is,
you know, an issue | think we're all going to have to work
Mth as to what do you all really want to have happen out
her e.

The growth in this part of the country is as

significant economically as | think anywhere fromthe



statistics |I've seen. And I'msitting in probably the
ground zero of that effort. And but yet Arizona is not an
Island. | know you'd all like to be after what happened to
California, it would be fun to be, but there are
I nterconnection issues here. And we certainly want to
provide a platformthat that can happen and happen well.

And, again, please consider us your allies and
coll eagues in that effort. W want to help that benefit for
New Mexi co, Arizona and the other neighboring states be
maxi m zed t hrough whatever coll aborative efforts we can do.
| want to again dispel and we've tried to do in now the
seventh of these issues dispel the great nyth that there is
some super battle set up here between states and federal.
We're all working for the sane people. The sane peopl e that
vote you in are the sane people that vote in nenbers of
Congress who confirnmed nme and confirmed her. So we just had
a few nore other people involved in that ness and we have to
mrk for all of themas well.

So | know we're all just trying to do our jobs.
And I want that to be from our perspective please know
friends and col | eagues on the Comm ssions and staff and
mar ket participants that that's an effort that we want to do
honestly and col |l aboratively with you all here in the
Sout hwest .

There is a lot | think of ground to cover. And |



don't want to profess to be very articulate at the end of a
long day of listening intently to everything everybody said
other than to say thank you. W'Il|l be back. W want to
continue to stay engaged in the effort out here.

| think I want to just say on a personal |evel |
mul d hope we don't m ss sone opportunities out here.
You've got a |lot plus, plus, plus going on out here. And
clearly the goal here should not be to make that any |ess
than it is today. But | would hope that ten years from now
peopl e | ook back and say, you know, all those fol ks who were
In that roomat that hotel at that tinme started sonething
that went in a very positive direction and brought a | ot of
benefits to custonmers that |live and work out here rather
than just kind of stay where we were in 1997 when | first
got a briefing in ny office in Austin on the Desert STAR
initiative by our friends at El Paso Electric comng by to
tell me about it.

It hasn't really inproved since then. And | hope
M aren't still worrying about that in another seven years.
We'll work our best to make sure it noves forward because |
think it does. This part of the country deserves it because
I't's going to be the dynano for our national econony |I'nm
sure for the next 10 or 20 years or |onger.

Thank you all for your tinme. And | appreciate the

hospitality of this fine hotel and this wonderful state.



Have a good afternoon.
(VWher eupon, at 3:41 p.m, the conference was

concl uded.)
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