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UNITED STATES OF AMERICA

FEDERAL ENERGY REGULATORY COMMISSION

CONFERENCE ON RTO INTERREGIONAL COORDINATION

(11:25am.)

CHAIRMAN HEBERT: To exercise the Chairman's
discretion, there's one thing that is absolutely not true on
this notice you have been given. There is no lunch break.

Y ou will be on your own.

We have alot of work to do. We had a Senate
hearing this morning, and we've got one tomorrow as well, so
we redlly cannot afford the luxury of taking an hour, an
hour-and-a-half out for lunch.

| would invite you to do that on your own peril
and at your own will, but we certainly have a few minutes to
gather our thoughts.

Then my fellow Commissioners will be here, make a
few opening statements, and we'll get started.

Thank you.

(Pause.)

CHAIRMAN HEBERT: If | can get everyone's
attention, let's go ahead and come to order. Let me just
say welcometo al of you. We're going to have a couple of
brief opening statements. We had more than 70 requests to
speak and we could accommodate, as you know, just a fraction

because of our time limits.
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For that reason, | would urge al of you to speak
succinctly and within your realm of time.

Our goal for the transmission system in line with
the President's National Energy Policy remains ultimately
the creation of anational grid. If we had one today, we
would not have to spend busy months culminating in a hectic
week dealing with the crisisin Californiaand its spillover
effect on the entire west. We would not have to even
convene today's conference, if in fact we'd already achieved
that end.

But we do not have a national system. We have
yet to develop full regional grids. That isin fact what
Order 2000 was about. That isin fact what this Commission
continues to strive to do.

We have heard many complaintsin the Northeast,
the West, even in other areas, the Southeast, the Midwest,
and others, as to how we work together to solve this.

Doing it my way helped make Frank Sinatra's
famous public persona but it represents a recipe for failure
in the transmission business.

If the status quo were the only other choice, |
would urge today's participants to help FERC write rulesto
meld the stubborn into an effective market, but is that our
only choice?

The transmission business finds itsdlf in a state



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

of flux but Order 2000 has spawned new change. Transcos, as
for-profit companies, have every incentive to coordinate
across regions in order to transact business.

The other transportation industries, rail,
trucking, shipping, and airlines, engage in what we call
interregional coordination. In fact, one container can
ferry goods over ship, rail and truck. All this occurred
without government compulsion.

But there lies the challenge. We cannot wait for
the transcos or regional transmission organizations or |SOs
to finish their attempts, but we must not stifle invention.

Some would even say that in pushing so hard for
OASIS, and I've heard many say this, that as the medium for
communication in the electric industry, we may have in fact
stifled better technology to the detriment of the market.

| don't know if that's true but | don't know if
it'snot true, and | want to hear that from you.

| asked the panelists to help FERC decide what
areas require uniformity, when we could expect that to
happen, who the RTOs for FERC should take the lead and why
they should take the lead.

Two last points, as we've discussed and have
continued to discuss where we go from here, we have pending
cases before us, | would hope that each of you would honor

and respect the integrity of this Commission and not get
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into pending cases, as that would require me to intervene
and let you know to move in another direction.

S0 let's stay away from those cases. Please
identify your interestsin the cases if you have any and my
colleagues have comments, and | will leave it to them at
this point.

Let's start with Commissioner Massey.

COMMISSIONER MASSEY: Six or seven years ago, the
Commission was facing a situation with natural gas
pipelines, about 80 to 100 of them, in which each natura
gas pipedine had its own idiosyncratic electronic bulletin
board that they had invested quite a bit of money in.

But it was very hard for national traders to
navigate across severa pipeline systems and do business
because you had to call up each separate el ectronic bulletin
board to move gas from one pipeline to another.

| remember visiting the old New England Power
Company and watching the way they bought gas and dealt with
six different pipelines and they had six different computers
and six different people, and it was areal challenge.

The Agency saw that this was a problem, had a
conference just like this. And the message to the industry
was. Thisisaserious problem, it needs to be solved so
that we can have seamless natural gas markets.

Industry solve thisyourself. That would be
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better. Y ou know what the technical standards ought to be
for communication protocols and so forth.

So the natural gas industry took up the mantle
and moved forward through the Gas Industry Standards Board
to solve alot of these seams issues among natural gas
pipeines.

We have now promulgated amost 500 standards into
our rules that GISB has adopted through afair voting
process. | think we're at a similar juncture with respect
to the electric industry.

National traders are saying to us, good, you're
moving forward with RTOs. Hopefully, you will end up with
just five or six of them nationwide, but you're going to
have seams between the RTOs and we're going to have to deal
with six to eight dozen different communications protocols
standards for a variety of different practices and that isa
problem.

Tradersin one RTO ought to be able to move the
power to another RTO seamlessly. To me, that iswhat this
conference is about. | hope that what we end up withisa
reasonable rough consensus on the functions that have to be
addressed. We should prioritize those functions and it
seems to me we ought to seek a commitment to have an
industry establish interregional coordination standards by

the end of the year and present them to this agency.
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Otherwise, | think the agency will haveto do it
itself, but | think it would be better for the industry to
take up thismantle. It seemsto me that's why we are here
today.

Thank you.

CHAIRMAN HEBERT: Thank you, Commissioner Massey.

Commissioner Bresathitt?

COMMISSIONER BREATHITT: Good morning. | can
still say that. We have issued an order yesterday which was
very important on California and the West.

We had a Senate hearing this morning which went
well. Weve gotten those two things mostly behind us, and
we can concentrate for the rest of the day on this very
important conference.

| would like to thank everyone for coming. We
have very distinguished panelists who have gained a
tremendous amount of expertise in this area over the last
several years, and undoubtedly will provide alot of insight
into seams coordination issues that | hope to learn from a
lot today.

Seams issues range from coordination of
reliability standards across regions to standardized
business and operating protocols, and | think seams issues
is becoming one of the most important mattersin RTO

development in today's fast-moving and more integrated
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electric market, and it is an issue which | have taken keen
interest in in several of our RTO cases.

As Commissioner Massey just point out, thereisa
lot happening in this arena of interregional coordination
and cooperation. There's working being done in the OASIS
Phase |1 docket. There'swork being done by the electronic
scheduling coordinator through NERC or collaborative. The
ESC collaborative through NERC. There'swork being donein
individual RTO compliance filings. There'swork being done
through trade associations. There was alot of work done,
and still to be done, as aresult of avery important
settlement between the M1SO and the Alliance RTOs.

So there's all this very important work going on
in terms of Function 8 of the RTO. | mean, characteristic 8
of the RTO, Functions and Characteristics. It's afunction.
| said it right the first time.

So we are here today to learn from you and to
begin to understand what more we need to do and whether this
isatrack that can be best handled by the industry and some
process like GISB, or whether or not the FERC needs to get
more involved than we already have.

With that, | will turn the mike over back to you,
Mr. Chairman.

CHAIRMAN HEBERT: Thank you, Commissioner

Breathitt.

10
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Commissioner Brownell?

COMMISSIONER BROWNELL: Thank you, Mr. Chairman.

I'm going to be quick and I'm going to summarize kind of
where | think we need to go.

| appreciate all of you being here. All of you
have been discussing these issues for at least aslong as
I've been around which seems like forever up until the last
couple of days.

| hope today is not a Kabuki dance. | hope we're
going to get to the issues and cut to the chase, the
successful development of RTOs and addressing the seams
issues are critical to making the system work.

We can build al the infrastructure in the world,
we can resolve al the outstanding supply and demand issues,
but they won't work unless you do.

| hope we can put aside parochial issues and
identify what our real seams issues and what are the ones
that feel good to hold onto. Because we can't share our
turf or our power.

I'm asking you to push yourselves and to push
your colleagues to be very honest about this. We need to
drive down the cost of transactions. We need to make them
easier. We need to make them more transparent.

If the things that we're doing don't do that, we

shouldn't be in business. So I'm excited about today, but |

11
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would really like to stick to an aggressive timeline and
let's get these issues resolved.

Thank you.

CHAIRMAN HEBERT: Thank you, Commissioner
Brownell.

Commissioner Wood?

COMMISSIONER WOOD: The main reason | took the
job is not what we did yesterday but what we're doing today.
As| come from the great oasis of ERCOT which has not got a
seam but a zipper around it, --

MR. LAUNER:

COMMISSIONER WOQOD: -- | do note the part of
Texaswhere | grew up is FERC jurisdictional and that the
great promises that retail competition is going to bring to
the people in Abilene and Waco and Dallas and Houston and
Brownsville are not going to come to the people of Port
Arthur because no retailer has the confidence that the
wholesale market in the Entergy Southwest Power Pool area,
the southern area of the country, is sufficient to support
robust and economically sufficient retail competition.

That's a problem. FERC has been talking about
thisissue since Order 888. Order 2000 was a significant m
move forward, but | think implementation of theseislong
overdue.

Seams issues are a subset of the broad
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implementation issues that | am adamant about. And that
will be my top and only priority asa Commissioner at this
great body.

So please know that what you're doing here today
isof paramount interest to me. | appreciate the aggressive
tone that my colleagues have laid out for getting over this
important sub-aspect of the broader RTO agenda.

CHAIRMAN HEBERT: All right. Thank you,
Commissioner Wood. And not that there was any doubt, but if
there was any, whether or not these two Commissioners were
ready, that should solve that question.

So we are ready to go and it is wonderful to have
five people. | think you cover any issue when you've got
five people with diverse backgrounds that can come forward
and bring out and ferret out all issues.

One last thing, and | hate to be rude, but | will
beif | need to. It'simportant to hear from everyone in
here. We've got afive-minute timer for areason. | know
five minutesis not alot of time, but we are going to have
some piling on on certain issues, so let's try not to repeat
issues. If you have something new to add, please add it. |
don't think it's important for you to speak but | do think
it'simportant for you to be heard. So if you do want to be
heard, tell us something we haven't already heard. | will

appreciate that.

13
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| will cut you off at five minutes or, better
yet, Mr. Secretary will and | will be very generousin
giving you an additional 15 seconds after the five minutes
if you have not cleared up.

(Laughter.)

CHAIRMAN HEBERT: | think there is a one-minute
bell, one minute warning, so you've got one minute. Extreme
Situation, one minute, ten seconds.

Thank you. It isgreat to welcome a colleague of
ours, Commissioner Brockway. It's good to have you here.
We invite you. Thank you.

MS. BROCKWAY: Thank you very much,
Commissioners. I'm Nancy Brockway. I'm a Commissioner from
New Hampshire but I'm here on behalf of what has come to be
called the Northeast Regiona 1SO Coordination Conference.

We are ajoint effort of 13 states an the
District of Columbia and we have state Commissioners from
the NEPCOC and MACRUC Regiona Conferences of Commissioners.

We come from a state served by the three regional
|SOs, the PGM Regiona Interconnection, the New Y ork SO,
and SO New England.

Now individual state Commissioners may disagree
on specific issues before you, but we are united in our
belief that reducing barriers to economic electricity

trading is important, and that our ongoing efforts to that

14
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end should continue.

We appreciate the Commission's continued interest
in these questions.

| have filed written comments. | have some extra
copies here. | filed them yesterday electronically. I'm
not going to read the full statement. It goes ten minutes,
and | see the clock ticking.

But | want to highlight some points. In the
Northeast, conference members have been working on
interstate competition and regional eectricity trading for
many years.

I'll skip over some of the intermediate history
of our efforts, but since our three markets were approved by
this Commission and opened in the last three years, we have
begun an unprecedented level of coordination among state
regulators across historic regional boundaries, not just
state boundaries but regiona boundaries, in order to
promote greater trading within the northeast, and with our
trading partners in neighboring Canada.

After we had an October 1999 1SO Coordination
Conference in Albany, and after the three and then four 1SOs
in the Northeast area, including the Ontario I SO, entered
into their memorandum of understanding in 1999 in March of
2000, the Northeastern Commissioners of the two regional

conferences signed their own memorandum of understanding,

15
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committing us to work together to reduce seams between the
ISOs. I've attached a copy of that MOU to my remarks.

Through this process we have fostered seams
reduction efforts by the four 1 SOs through conference calls
and face-to-face meetings.

| should note that our legislatures and state
commissions have disproportionately supported the goals of
interstate competition in the electric industry, that this
Commission holds and recent events in western markets have
cautioned a proper humility for all of us about our tasks
and are-thinking of many details in market design and
market oversight.

The consensus in the Northeast remains that
competitive wholesale markets should continue to be
developed.

Our argument is not with the goal of reducing
barriers to economically and socidly efficient trades
across | SO boundaries. Our concern isthat this
Commission's scarce resources and per force ours not be
disproportionately focused on the exploration of seams
issues to the exclusion of many pressing market design and
implementation issues that remain to be worked out in our
emerging wholesale markets.

Competitive markets are not likely to achieve

sustainable public support because seams are reduced between

16



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

regions within which trading has taken place for several
decades. They are at risk of earning widespread public
disapproval if economic trading within boundariesis
suboptimal and the resulting risk in prices were worse.

Also, and here | think is different from the
natural gas system, until new transmission is constructed,
the scale of inter-1S0 trades will necessarily be limited by
the intertie capacities between the ISOs and it's small
relative to other problems that need to be addressed.

The proponents of priority focus on super-
regional issues should be asked to demonstrate that economic
inefficiencies of remaining seams outweigh the enormous
inefficiency of faulting on-going work on those seams issues
and of improving market design.

In my comments, | have identified a number of the
specific areas that the Conference and the | SOs have worked
on. I'll just highlight one of them which is, asyou all
know, 1SO New England has just voted to adopt PIM standard
market and all the three |SOs are looking to that as a
potential model.

We have put six specific improvements in business
practices. In effect, there are ninel listed in my paper
that are being worked on. And through this ISO/MOU process,
each 1SO has become intimately aware of others operations

and business practices, so that when one makes a move, they

17
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are aware of and sensitive to impacts on the others.

Aswith all complicated efforts, there are some
who believe the pace is too sow; some too fast; others,
just right. The ISOs have committed their senior executives
recently recognized there needs to be greater accountability
and follow-through and the Commissions have done the same.

I will just conclude by saying that we believe
that dealing with seams issues, while maintaining the
separate entities in the Northeast, is the most expeditious
route at thistime. The merger of two or more of the ISOs
will continue to be a consideration if the benefits warrant
that move.

That avenue would, by necessity, consume
significant resources for negotiating and establishing new
governance processes and market operations, and we think
those are better served at this point by continuing the
seams process and working on improvements to the markets.

CHAIRMAN HEBERT: Thank you, Commissioner
Brockway. | will apologize in advance. 1'm going to refer
other than Commissioners to everyone as Mr. and Ms. If |
delete your doctor or whatever other title it may be, |
apologize. That's not out of lack of respect. | may not
have it in front of me.

WEe're going to make no difference in northerners

and southerners. Actually, the northerners | know because
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they speak faster and they get alittle more time --

MR. LAUNER:

CHAIRMAN HEBERT: -- than we southerners do, but

that's just the way it works.

Mr. Brown.

MR. BROWN: Thank you. My nameisNick Brown. |
work for Southwest Power Pool where over the last 16 years,
I've worked primarily in facilitating a collaborative
process, first on consideration of transformation of
Southwest Power Pool into aregional transmission group, as
contemplated by the '92 legidation.

Then we moved on to consideration of seeking
status as independent system operator, as contemplated by
your Order 888.

And in order to identify ourselves and our issues
now, | hope you're all aware that we have pending before
you, our request for recognition as aregional transmission
organization pursuant to your Order 2000.

Today, we find ourselves here ready to discuss
seams issues between these forming organizations. Most of
the debate over the last three or four years, in terms of
dealing with mitigating seams issues, has been focused on
one of two approaches.

First, organizational solutions or mergers that

simply do away with seams.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

The other approach has been more of a functiona
solution where we implement processes that hope to make
seams between regional organizations transparent to the
marketplace.

| would pose that both are appropriate. They are
not mutually exclusive and in fact Southwest Power Pool has
worked very hard and continues to work very hard on both.

| would ask the Commission's understanding and
patience as we continue to evolve on thisroad in areliable
and stable fashion.

First, on functional solutions, the Southwest
Power Pool organization has been around for more than 60
years. Itisinfact an example of what functiona
solutions can provide.

Y ears and years ago, we implemented aregiona

telecommuni cations network that was nothing more than a way

of mitigating seams issues between our diverse members.
Then we moved on and evolved into an operating
reserve sharing pool, again another functional solution
developed on avoluntary basis to mitigate seams issues
between our diverse members, then on to regional security
coordination and then finaly, in '98, we implemented a
regional tariff which covers and makes available over the
largest geographic part of our nation a single regional

comprehensive tariff.
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Well, what about these. Why is this continued
evolution of voluntary functiona solutions not sufficient?
| think the primary complaint that I've heard isthat it's
not expedient enough, it's not quick enough, it's not
getting us to the end of the state fast enough.

| disagree, and am reminded of a story that
someone shared with me recently of a butterfly emerging from
a cocoon and needing the process of avery natural drying of
its wings, while an onlooker anxious to get to the end of
the state, decided to aid the process and blow warm air
across the wings. Unfortunately, rather than the end result
being a beautiful butterfly, because the drying process was
quickened, we ended up with a mangled insect.

| believe that voluntary functiona solutions are
producing results, and then on to organizational solutions.
It is no secret that Southwest Power Pool approached MAPP
first about amerger. Then next with the midwest I SO.

Both of these attempts failed for various
reasons, but unfortunately the result has been in our
attempt that we raised the bar of expectations, and it seems
like nothing else will be satisfactory. While think it's
very appropriate for this Commission to encourage
organizational solutions and SPP will continue investigating
those. We will do so when thefit isright and when the

timeisright.
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| aso very earnestly believe that forced
marriages are bad for everyone. So what would our request
be? 1t would be that the Commission chartered the course in
its Orders 888 and 2000. We reguest that you not move the
mark at this point, that you stay the course, that both
organizational and functional solutions are encouraged.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Brown.

Mr. Mansour?

MR. MANSOUR: Thank you, Mr. Chairman.

I'm Y akout Mansour, Vice President of BC Hydro,
and I'm also the Canadian Representative on the RTO West
Regional Representatives Group.

My interest isin the interregiona coordination
within RTOS and particular in the Western system in generd.
BC Hydro continues to laud the position taken by the
Commission to encourage Canadian participation in the
process and the development of non-discriminatory power
markets in the west.

While recognizing the need to preserve Canadian
sovereignty and regulatory jurisdiction over facilities and
transactions in Canada, market participantsin British
Columbia and Alberta are integral to the western electricity
marketplace, as you know, and has been activein its

development.
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The two western provinces of British Columbia and
Alberta are rich in hydroelectric energy, cod, oil, and
natural gas. Installed capacity is currently in the
neighborhood of 20,000 megawatts with tremendous potential
for growth.

Entities in both provinces have been actively
seeking connections and employing stronger tiesto the
western marketplace.

Asthe Commission is aware, extensive efforts
have been made by BC Hydro to design a structure that would
accommodate Canadian participation and create a seamless
market that includes the western provinces and states. We
believe those efforts to be consistent with your vision asa
Commission.

We regret to report to you that those efforts are
facing resistance from many of the jurisdictional entities
who would rather see seams and restrictions than a seamless
market.

I will summarize my commentsin two parts. The
first isto report to you quickly the progress of the
Canadian participation in the RTOS process and secondly the
western coordination vision that we see.

First, the Canadian participation in the RTOS
process. BC Hydro has been active in the public process of

RTO West development from the beginning. Particularly in
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this current state of activities it serves as a sounding

board for all stakeholders. But the final decisions and
related negotiations among these utilities are behind closed
doors.

One would expect the filing utilities prime
responsibility is an obligation for filing. It israther
unreasonable to expect the Canadian transmission ownersto
subscribe and commit to the extensive menu of agreements and
protocols that they have not been part of negotiations.

Our modeled inclusion in the western market
structure and our interregional coordination model calls for

the establishment of avirtually universdl tariff, good

common business practice, congestion management mechanisms,

ancillary service provisions, scheduling system auditing
agreements, and the list goes on.

The model callsfor the development of those
matters through the collaborative efforts on both sides.
Order 2000 elegantly articulated the vision of the role of
the regulatory agencies on both sides of the border, and |
can't describe it better.

We're facing tremendous resistance from many to
achieve your Commission's vision, despite all the tremendous
positive efforts towards some who support it, but the
process is such that concensus among al the filing

utilities has to be in place to accept the Canadian
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participation and that is not happening.

Today, the regulatory staffs on both sides of the
border have been very much more encouraging and supportive
than the participants of these entities themselves.

We do not see atangible basis for those since
our Canadian involvement but our feeling does not seem to be
shared by many of the filing companies.

We are currently at a roadblock and ask for your
help in facilitating a process to resolve the issues and
move forward.

We made the same request in our November filing
but the filing gave you assurances that they would find a
way. | cantell you thereisno way, and you might be
getting a comfortable feeling that is not warranted.

On the western wide RTO vision, BC Hydro shares
the Commission's vision that efficient markets will not be
achieved across the western interconnection without the
establishment of a comprehensive approach to transmission on
aregion-wide basis, creating independent operating entities
in Alberta, BC, RTOS, and Californiain one natural market
with potentially different rules, structure and business
practice, would create independent inefficiencies instead of
the inefficiencies that we have today.

The Commission's of west wide RTO coordination is

flexible as to whether the structure consists of one or
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severa. We share and support this vision.

We've also been following with interest the
opposition to those views. We see the opposition primarily
centered on the practicalities associated with one large
organization but have not seen much effort directed to the
harmonization of several organizations.

In this respect, we offer the following quick
comments. The boundaries of RTO west at the start are
efficiently based on who chooses to join one another.
Nevada could join Desert Star and Colorado could join RTO-1,
yet those artificia arbitrary boundaries are taken as God-
given and accept no harmonization until after the fact.

Thereis no reason for one natural market to have
more than one ancillary service market or scheduled system
of congestion management, assumption of coordination and
good faith effort after the rules are established is really
wishful thinking.

The Commission could achieve a strong coordinated
RTO. Inconclusion, by dealing with al the RTO proposals
in the same natural market in one shot, and demanding the
universality of the proposals on the key issues, like
ancillary service market congestion management, pricing and
scheduling, and in addition the proposal agreements among
RTO industries and markets should prohibit unilateral change

of rules and practice without consensus.
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In other words, start coordinating and stay
coordinating. | regret to say that leaving coordination to
avoluntary process without clear guidance may not achieve
the Commission's vision.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Mansour.

Mr. Baker?

MR. BAKER: Good morning. I'm Craig Baker of

American Electric Power Service Corporation, and a member of

the management committee of the Alliance Companies. The
Alliance itsdlf is a collaborative effort of ten companies
encompassing 174,000 square milesin 11 states.

We have a peak |oad of 108 gigawatts and
generating capacity of 115,000 megawatts.

In and of itsdlf, the Allianceislarger in Size,
capacity, and miles of transmission than PIM New Y ork and
New England combined. The shear size and scope of the
Alliance has eliminated the need for discussion on seams
iSsues across one portion, alarge portion of the U.S.

FERC, in its Order 2000, issued on December 20th,
released 11 days after the Alliance was touted in the Energy
Daily for its proposals on inter-RTO coordination. When
Function 8 required us to look at inter-RTO regional
coordination, we were already well on our way as a result of

our interconnections with four RTOs and two other large
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transmission service providers.

In 1999, we first began discussions with the
Midwest SO on amerger, and while that merger was not to
be, we have made significant progress in creating unified
super-regions including two independent RTOs with asingle,
non-pancake rate structure.

The rate structure will permit a population of 70
million to access 160,000 megawatts of competitive
generation at asinglerate. The ERCA, an agreement between
Alliance and MI1SO, which was approved by the FERC on May
8th, provides for the development of procedures and
protocolsin severa areas to ensure compatibility across
the entire region including coordination on ATC, congestion
management and common business practices.

The ERCA was crafted with substantial input from
agroup of RTOs known as the Inter-RTO Seams Collaborative
Group or Seams Collaborative.

The Seams Collaborative flowed from the
Cincinnati workshop on RTO collaboration sponsored by the
FERC last Spring.

The Cincinnati workshop yielded the Seams
Collaborative and has so far been most useful for us. The
Seams Collaborative meets about every three weeks in an open
forum to work on seams issues.

The Alliance Midwest 1SO, SPP, Grid South, SC
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Trans, as well as the Northeast Power Coordinating Council,
are al part of the Seams Collaborative.

Since its inception, the Seams Collaborative has
worked on functional issues to make transmission services as
seamless as possible.

We've devel oped proposals on market monitoring,
super regiona planning and one-stop shopping. We have
reviewed proposals on security, TLR and ATC coordination,
and discussed pricing reciprocity and seams imbalance
issues. Most importantly, this open forum for discussion
and input has been critical to the Eastern grid.

We dready have in place the framework for
accomplishing the goals we are discussing here today.

| think it isimportant to note at this point
that the Alliance is not interested in seams coordination or
coordination smply because it's good public policy.

Setting policy is FERC'sjob. Wereinto it because it
simply makes good business sense to us.

The country's transmission grid was built one
company at atime without consistent standards to serve
native load. Collaboration iswhat we did simply as a means
to hedge against potential problems.

According to the Edison Electric Institute in
1995, there were 25,000 interregional transmission

transactionsin the U.S. In 1999, there were two million.
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That's an increase of 8,000 percent in just four
years. We can't afford not to work together. Collaboration
on seams coordination, on other issues, reduces the risk for
each of us.

RTOs are the first proactive step in shoring up
the transmission grid. Aswe prepare for the skyrocketing
risks associated with skyrocketing transmission traffic,
RTOs, most of which arein their infancy, will evolve into
natural affinities that will ultimately see the country
divided into a handful of organizations at levels higher
than we can envision at this point.

If thereis one message | would like to leave
with you today, it's allow these affiliations to evolve
naturally, not forced into artificial relationships that may
not be the most productive possible.

We need to alow RTOs themselves the time to
mature into well-functioning organizations in their own
right before expecting them to affiliate in super regions.
The RTOs will collaborate on seams issues, not because it's
public policy, but because it's good business. That is what
isworking for us. It may not be so for everyone.

Beware of people who tell you that their plan
will work for everyone. One-size-fits-all can more
accurately be trandated into one-size-fits-us.

Thank you.
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CHAIRMAN HEBERT: Thank you, Mr. Baker.

Mr. Harris.

MR. HARRIS: Thank you, Mr. Chairman.

Phil Harris, President and CEO of PIM.

Mr. Chairman, you asked us specifically what
could you do. | would recommend there's three things you
could do, and I'll call it the "three Bs."

First of al isbound the problem. In the
Eastern interconnection, there's about 638 megawatts of
capacity, 600,000 megawaetts of load. Thisisthe largest
synchronized load in the world and it consists of two
countries, six provinces in Canada, 36 states, eight
reliability councils, 22 security coordinators, about 700
marketers and about 2700 entities involved in the
distribution of power.

If you do the combinations and permutations of
any event that takes place between those parties, you're
talking about millions of "seams" that can be created. The

thing the Commission can do, first of all to bound the

problem, is to approve the RTOs. With ten RTOs more or less

involved in the Eastern interconnection, you have bound the
problem.

Y ou would have ten security coordinators, you'd
have ten CEOs accountable to you and reporting to you, as

public utilities, on how they are addressing the issues.
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Things internal to that would be internalized to the seams
and you only have to deal between those ten entities.

Thisisasingle and probably the most important
thing you can do is approve these, get them up and running,
and have them be accountable to you to bound the problem.

The second thing you can do is be objective and
be assertive on FERC Order 2000. FERC Order 2000 has a
clear mandate. It says ensure that the customers have the
benefit of competitive price generation.

Thisis about customers, this is about ensuring
that the customers benefit throughout the entire Eastern
interconnection.

If you say that RTOs will be security
coordinators with only ten or so in the Eastern
interconnection, we can solve these day-to-day, hour-to-hour
problems. If indeed RTOs have regiona planning authority
and, as FERC Order 2000 says, then we can coordinate and
design the infrastructure and the planning protocol to alow
generation to interconnect and large transmission to be
built appropriately and in the right way.

Be assertive with FERC Order 2000. Don't back
down, and be sure customers get the benefit of competitive
price generation.

The third thing isto begin a standard market

design. The Energy Policy Act of 1992 said its whole
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purpose was to assure that generation can compete for the
benefit of the customers. We have nine years of rhetoric,
we have some empirical evidence from real time operations
about what works and what can create a misstep or huge,
unintended consequences.

It'stime to move on. Thisis ultimately about
markets, it's not about structure. If any generating plant
in this large, Eastern interconnection, is going to be able
to deliver power across this market to benefit the
customers, you ultimately have to have a standard market
design.

We have learned some of the elements that work.
And it's time to begin the process to get those started.

S0, in the first instance, Mr. Chairman, | would
say, to solve the seams begins with the seamstress. If we
bound the problem, if we are assertive in carrying out FERC
Order 2000, and begin taking positive steps on what a
standard market would entail, then | think we've taken giant
strides forward.

Thank you, Mr. Chairman.
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CHAIRMAN HEBERT: Thank you, Mr. Harris. Mr.
Museler?

MR. MUSELER: Good morning. My nameis Bill
Museler, President of the New Y ork ISO, but I'll be speaking
on behalf of my colleaguesin PIM in New England and the IMO
in Canada who all participated in this presentation.

I'm going to be addressing the use of the
Memorandum of Understanding and its effectiveness with
respect dealing with the seams issues in the Northeastern
part of the United States. When the MOU was signed -- since
the MOU was signed in 1999 by al four parties, the MOU has
been characterized as being ineffective by alarge number of
parties. Unfortunately, that in the past has been avalid
observation for a good portion of the year 2000.

In hindsight, it's not very surprising that that
was the case, because at the time the MOU was signed, only
PIM was operating an LBMP market. New England had just
started its interim market. New Y ork and the IMO had not
started any markets. So to believe that those seams were
going to work properly and that we were going to be able to
operate them without seeing what the various markets did on
the interconnections was probably alittle bit of a stretch.

However, the four 1SOs in the Northeast believe,
and I'd like to share some of the information with you, that

the Memorandum of Understanding is not only accelerating at
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this point but that is has already achieved tangible
results. That we've got some of the most important seams
issues on our plate and that those are not long-term
solutions but that we have relatively close-in planson a
number of those, and that the MOU in the Northeast at |east,
provides the best vehicle for resolving the seams issues and
not only resolving the seams issues, but also moving towards
common standardized energy products and common standard
market designs as we move forward.

I'd like to just cover afew of the things that
have already been accomplished, and | won't read them all to
you. But for examplein New Y ork, the Arrowhead market
settlement has been modified fairly dramatically to avoiding
gaming that was affecting all four ISOs. In PIM, the ramp
reservation rules have been changed to make sure that we an
do transactions and not have unnecessary curtailments
between the 1SOs.

And in New England, just as recently asthis
spring, they have eliminated a number of import transmission

reservation restrictions and are working towards eliminating

ICAP recall provisions that prevent us from having ICAP move

across the whole Northeast. The ICAP rules are already
sufficiently confirmed between PIM in New Y ork such that
ICAP is traded between the regions.

And one other accomplishment that is not well
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known, and one issue of that is before you, is the area of

regiona planning. The model for regiona planning, quite

frankly, that New England has adopted and New Y ork hasfiled

with you, is the PIM regional planning model. That, if it's
approved, will have al three of the U.S. 1SOs operating
under the same regional planning protocol.

In addition to that, the Governor of New Y ork has
asked that we perform a study to show either physically or
through additional seams improvements we can improve the
throughput of electrical product across the entire Northeast
and Canada.

One of the most visible of the difficulties at
the seams is the issue of scheduling across the interfaces.
And in that regard, PIM has aready implemented this June a
pilot in terms of a collaborative scheduling system which
allows for one-stop shopping for market participants to do
business across the interface.

The other 1SOs, and most importantly, Hydro
Quebec, Detroit Edison and the Maritimes, are engaged in a
process to take that and move it an open architecture
product that we can then apply to al of the ISOsin the
Northeast.

The Memorandum of Understanding did get aslow
start for what now are obvious reasons. But we've come out

of that tunnel and we are making tangible progress. We've
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aready accomplished things that are making the transactions
flow much more smoothly across the Northeast this summer.
And our view is that FERC should endorse the MOU process and
encourage its implementation efforts as both the best method
for resolving the remaining seamsissues and, as | said,
moving forward to create common market products and common
market designs.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Museler. Mr.
van Wdlie?

MR. VAN WELIE: Yes. Gordonvan Welie. Thank
you for the opportunity this afternoon to speak. | want to
talk to you this afternoon about standardized markets and
transmission service.

I've got a presentation, and later on we might
just refer to some of the tablesinit. But | think that
everyone would agree with the goals of seamless and liquid
markets and reliable, efficient and seamless transmission
systems.

How do we get there? What is the way forward?
We believe that the foundation is a set of standardized
market rules and designs. To achieve this universal market,
we need standard transmission products and procedures. This
isone of the critical seams issues that faces us.

In the Northeast, PIM, New Y ork and ourselves
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have agreed to move forward towards common product offerings
with standardized rules. And you've seen ustake a
significant step in this direction just in the last few
months.
On pages 4 and 5 I've used two tables to
illustrate where we are today in the Northeast. | won't
dwell too much on the details, but | just would like to make
two points with what's coming through on those two tables.
In the first instance in terms of today, you can
see that we have significant differences between the
markets. | can tell you from the perspective of New
England, this troubled us, because ultimately we were on the
road to spending alot of money and time putting in new
markets. We wanted to make sure we made a significant step
forward when we did this. Hence, we decided to move towards
trying to standardize as far as possible on a set of market
designs and rules which will be convergent in the Northeast.
If you turn to the second table, which iswhere |
think we will be once we have implemented standard market
design in New England, you can see there are two main
messages that come through there. Thefirst is that there
has been significant progress within the Northeast. We have
been moving forward. But there are significant differences
to overcome. There are gaps, there are seams that need to

be worked on.
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| think there's alot of work ahead of usin
order to do this. | will ask you in amoment how you can
help, but let me save that for a moment and come back to
what is standard market design.

On the next page, | outline what thisisat a
very high level. Standard market design is a common energy
market and transmission congestion design. It's based on
the successful PIM model with joint enhancements from 1SO
New England and PIM. We believe that it can be afoundation
for anational standard. We're not saying here that it's
the best standard. We're just saying that it's something
that works and that we can build on going forward.

We also believe that standard market designis
transportable to other RTOs and can be integrated to form a
complete market system.

We believe that standard market design embraces
two major Order 2000 issues. Firstly, robust and liquid
trading areas, and secondly, consistent transmission
congestion practices.

How can the Commission help? It's been
interesting just listening to the debate so far around the
table that there are clearly local issues that impede
progress with respect to standardization of markets. And
our opinion here is that the standardized marketsin the

full sense will not be realized without some firm direction
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from the FERC.

In the Northeast we are committed to continue to
address this process through the MOU process, but we believe
that the FERC can help by pointing the way. We believe --
and thisis the second bullet on that page -- in order to
achieve the goa of seamless and liquid markets, the
Commission needs to give direction in the area of market
standardization.

And | think there are two things. Thefirstis
in the scope of standardized, and then in the specifics.

Finally, there's been lots of discussion asto
the concept of mergers and consolidations amongst various
power pools and control areas. And frankly, we see that as
ameasure of last resort. | think thereis ample
opportunity to achieve the goals, not through mergers and
consolidations, but instead by focusing the issue of
standardizing markets and the rules and thereby by
addressing the seams.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. van Welie. Mr.
Afranji?

MR. AFRANJI: My nameis Frank Afranji. I'm with
Portland General Electric, and I'll be speaking on behalf of
the Western Market Interface Committee as well as RTO West.

Basically within the Western states encompassed
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by the Western System Coordinating Council, entities are
proposing the development of three regional transmission
organizations: Namely, RTO West, Desert Star, and the
CdifornialSO. Thereiswide agreement in that area that
the Western Market Interface Committee's Seams Taskforce
will be handling the technical issues that arise between the
seams of these RTOs.

Thereis aso wide acceptance that the policy
level issues and the actual negotiations to resolve the seam
issues will be conducted by the three RTOs themselves.

In this presentation, I'm hoping to give you a
brief description of what is the Western Market Interface
Committee, also to describe some of the work that is being
donein that process, and then finally summarize some of the
accomplishments that we have done today.

The Western Market Interface Committeeis
basically co-sponsored by the WSCC and the three RTOs in the
West, and its members vary from marketers to customers to
state regulators and basically the two different business
lines within the transmission owners.

It pretty much mimics the NERC MIC in dealing
with the compatibility of interface between the various
control areas. In this case it will be between the various
RTOs, and the commercia and reliability issues.

In addition to what the Western Market Interface
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Committee is doing, we have the RTO West that has been
engaged in avery robust discussion with the neighboring
RTOsfor the past year.

The Western Market Interface Committee has
created six different work groups, namely, RTO Scheduling
Practices and Procedures, Congestion Management Practices,
Through and Out Fees and Reciprocity, Coordination of
Transmission Facility Outages, Phase Shifter Operations,
Market Tools and Ancillary Services.

I'll read to you some of the accomplishments to
date.

Number one, there was differences in proposed
scheduling timelines were found that would have caused

scheduling problems at the RTO seams. Through this work,

RTO West has agreed to move some of its scheduling timeline

deadlines to better line up with those of Desert Star to
avoid seam problems.

Another major accomplishment deals with phase
shifter operation options. They have been developed and
will involve the marketplace in determining how phase
shifters will be operated to affect scheduling capability on
the congested transmission paths.

An option-based market for phase shifter settings
to market firm transmission rights is proposed. The options

have received wide support from the participants on the
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taskforce representing many sectors of the industry and have
been sent to the RTOs for further review.

We're also working on outage planning between the
RTOs, and that's progressing very, very fast and were very
closeto issuing closure. We have created some matrices
dealing with congestion management, and we're trying to
bridge the gaps there. We have a website that has
everything from agendas to reports.

In addition to the activities, RTO has
participated, as | said, in numerous discussions with the
neighboring systems, and we have accomplished quite a bit to
date. And because of this, we really don't believe that
there isaneed for a West-wide RTO at thistime. Because
we are pretty close to resolving some of these seams issues.

We have achieved quite a bit of agreements with
Desert Star, and Desert Star and Cal 1SO are moving forward
-- excuse me, Desert Star and RTO West are moving together
to work with the Cal 1ISO. We had severa meetings.

We aso have engaged BC Hydro in Albertain a
robust discussion over the past year. And we believe that
we are very close to resolving some of the troubling
international regulatory issues.

Asaresult of this, we believe that there is
quite a bit of accomplishment that has happened today, and

we believe that the issues remaining are significant but
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resolvable.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Afranji. Asyou
know, this Commission is vigilant in trying to do everything
we can for the West and we would compel you to continue and
move forward.

Mr. Heller?

MR. HELLER: Good afternoon, Mr. Chairman, and
members of the Commission. My nameis Tom Heller. I'ma
Chief Executive Officer of Missouri River Energy Services.

I'm appearing today on behalf of the Transmission Access
Policy Group, TAPS, and Missouri River Energy Services.

TAPS isan informal association of transmission-
dependent utilitiesin 25 states. Missouri River Energy
Servicesis a not-for-profit municipal joint action agency
that supplies energy and servicesto 56 municipal utilities
in North Dakota, South Dakota, Minnesota and lowa. We were
the first in Western MAPP to join the Midwest 1SO.

| havefiled forma comments. Briefly, | have
three points. First, RTOs must be made as seamless as
possible so RTO boundaries do not become a de facto market
boundary. To achieve that goal, Commissioners must insist
that seams agreement should require tariff and rates, terms
and conditions to be identical as possible. That they have

standardized business practices, and that reciprocity and
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one-stop shopping be within an interconnection. They have
fully compatible and coordinated ATC and congestion
management practices, and that joint planning, especialy
for shared constraints, be implemented.

The second point. FERC must set an explicit
mechanism to make RTOs accountable for achievement of a
seamless marketplace. This mechanism should include
periodic reports to the Commission, identification of
continuing barriers that are occurring, and the
determination of whether markets are in fact seamless from
the user's perspective. If they aren't seamless, the
Commission should consider forcing RTO consolidation.

Third point. The bottom line to usis that seams
agreements are suboptimal. Seams agreements should not be
the first priority. The Commission's first priority should
be the establishment of atruly large regional RTO where
energy markets exist.

More specificaly in our case, I'd liketo
highlight something in the Midwest Area Power Pool and with
Missouri River Energy Services. In MAPP today there occurs
alarge market served by a single tariff with nonpancake
rates for transactions up to two years, and a FERC-approved
RTG coordinating planning guide. One year ago, Midwest ISO
and MAPP contemplated a merger with hope of avery large

expanded RTO. Now we see that being fractured. MISO has
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determined by withdrawa has diminished expanding into a
larger market by the withdrawal of the Illinois companies.

The MAPP main constraint now won't be under one
RTO control. Asaresult, the MAPP-MISO merger may not
occur, which we believe is very important. It requires two-
thirds of the MAPP to be in the Midwest 1SO for that to
happen.

The Commission's failure to insist on broad scope
has encouraged Western MAPP to try to form other RTOs within
our area. We see that that will bifurcate the control of
the North Dakota-Minnesota constraint that occurs. Thisis
within MAPP now.

In addition within MAPP, atransco is being
formed by several of the RTO membersin Central MAPP. Itis
intended, as we have heard, to be part of the Midwest 1SO.
But thisis not certain since at least one of the key
jurisdictional participants, Mid-America, has refused to
join the Midwest ISO. A Commission policy that focuses on
seams agreements rather than insisting on truly regional
scope within alarge market that exists today islikely to
encourage TransLink to become their own RTO.

The net result of fracturing is that each of the
three major constraints affecting MAPP as well asthe
Canadian interface will be under partial RTO control.

| think one could look at thisas asimilar to
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the dysfunctionality of Frankenstein's monster -- pieces
being put together of similar characteristics.

Missouri River Energy Services, on the other
hand, will end up with load which is now within MAPP split
among three RTOs. We do not see this as progress. We see
it as a step backwards, and hope that the Commission would
leave no doubt in anyone's mind that their first priority is
scope of RTOs.

Thank you very much.

CHAIRMAN HEBERT: Thank you, Mr. Heller. Mr.
Torgerson?

MR. TORGERSON: Mr. Chairman, Commissioners,
thank you for the opportunity to address you today on this
important issue. | am Jim Torgerson, President and CEO of
the Midwest 1S0.

The Midwest Independent System Operator recently
emerged from the settlement process directed by the
Commission, and now the Midwest SO isin the midst of
determining with its stakeholders, the Midwest 1ISO
transmission owners, and the Alliance transmission owners,
the details that have to be agreed on to fulfill that
promise that will allow the Midwest SO and the Alliance to
afford the transmission customers throughout our super
region in the benefits of a single seamless market.

In other areas of the country, the RTO
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coordination and cooperation takes place largely aong
boundaries or borders of well-devel oped organizations or
longstanding interfaces. Because of the departure of the
three Illinois companies from the Midwest SO, we are |eft
with some members that are surrounded by Alliance
transmission owners, and the remainder of our transmission
owners separated into two groups, one in the upper Midwest
and a second group in ECAR.

It wold be an understatement to say that our
success depends on a well-coordinated arrangements with the
Alliance. The development of robust markets within the
Midwest does aswell. BEcause of these intertwined aress,
the operational details must be carefully determined and
agreed to by the parties. Thistakes agreat deal of time,
effort and input from many sources, including our
stakeholders. And our people have been working diligently
onit, and I'm very optimistic that the arrangement can and
will work.

The cornerstone, as Mr. Baker had talked about,
was the Inter-RTO Cooperation Agreement. And it delineates
about 20 areas where the two RTOs are to agree on protocols
or procedures and make filings or take actions to ensure
compatible operations and that work is underway on all of
these. And in fact, four items due by May 31st, protocols

on ATC coordination, security coordination, TLR coordination
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and imbalance markets are completed and have been posted on
our websites.

The generation interconnection is due at the end
of this month, and the balance over the balance of the year,
including one-stop shopping for the entire super region.

Isit working? Yes. Our technical staff and
their Alliance counterparts are meeting and working very
diligently. Do they always agree? No, we don't. No one
should expect total agreement on every singleissue. If
that were likely, then the two of us probably would have
merged along time ago. But you can count on us continuing
to meet and continuing to work against the deadlines we
face. We have specific deadlines for meeting every one of
these criteria.

We can reach the high degree of commonality and
compatibility that are tightly entwined arrangement will
demand. The Midwest SO has other seams that are being
worked on. Our agreement to purchase the MAPP core assets
or MAPP along with the ancillary agreements as part of the
purchase will eliminate the seams because the mgjority of
MAPP members will be joining the Midwest I SO.

There are certain MAPP entities, specificaly,
those trying to form Crescent Moon, that may not join the
Midwest 1ISO. However, we will be offering the transmission

and administrative services from the Midwest 1SO through the
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existing MAPP center in St. Paul, again, eliminating those
seams.

Now the Midwest 1SO and MAPP are really waiting
Commission action on two filings that will allow this
combination to proceed. The Midwest SO and the Southwest
Power Pool have had many joint activities, and we're working
together. And aso, as Mr. Baker said, the Midwest 1SO,
Southwest Power Pool, Alliance, Grid South, PIM, TVA and
Southern have been meeting for over ayear in the original
Commission-sponsored seams collaborative process, and
progress has occurred. But we need to let it continue. And
| think with some Commission direction, we can -- with
guidelines and as far as deadlines, that can happen, and |
think we are striving to make sure that we are operational
by December 15th, and more importantly, that we do have a
seamless market by that time.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Torgerson. All
right. We started at left, we'll go right thistime. And
well start the questions. Commissioner Wood, do you want
to start us out?

COMMISSIONER WOOQOD: Yes.

CHAIRMAN HEBERT: And before we get started, let
me remind, the Commissioners are still working on the

California Order. | know we're all trying to get out, got
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another hearing tomorrow. From time to time we may have to
excuse oursalf from the table. We will get your written
comments. If we missit, we certainly have the recorded
version as well.

So thank you. Commissioner Wood?

COMMISSIONER WOOD: Let mefollow up on this last
set of issues. I'm the new kid here, so kind of dumb it
down for me. Am | hearing from the last two witnesses that
-- and the Alliance witness, Mr. Baker -- give me just a
status. Isthisall growing together into being one? Are
we talking about fractionating? | don't even know what
Crescent Moon is, other than something in the sky. What are
we doing? What's kind of going on in that part of the
country?

MR. TORGERSON: In the Midwest, the Alliance and
the Midwest SO are working jointly to create one market.
That was the objective coming out of the settlement process
that the Commission established, that we would have one
marketplace. And that's what we're pursuing.

Now Crescent Moon is aformation of public
entities -- Western Area Power Administration, Basin and a
few others -- in the Western part of the MAPP region that
have not elected to join the Midwest SO at this point and
would like to form their own RTO.

The other part of what we were talking about was
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we have an agreement, the Midwest 1SO, to combine or buy the
assets of MAPP, provided two-thirds of the MAPP members join
the Midwest 1SO. So far we have 34 percent. We have
conditional members who said they'd join the Midwest 1SO.
That would take it over 50 percent.

Our Board has the ability to waive that
condition, which we probably will do once we get enough
support from the MAPP members, and that will alow usthen
to combine MAPP, have the MAPP become part of the Midwest
SO region.

So we will create avery large region. Part of
the settlement process was that a super region would be
created to encompass al of the Alliance, al of the Midwest
I SO, where transactions can occur seamlessly with one rate
over that entire region. And we're working on al the
issues, because there will be two RTOs, that we have
compatible process between the two.

COMMISSIONER WOOD: And so it's the creation of a
super region from | guess the eastern side of Wyoming over
to the Chesapeake Bay? Isthat kind of what we're looking
at here?

MR. TORGERSON: Yes.

COMMISSIONER WOOD: By December 15th?

MR. TORGERSON: Yes.

COMMISSIONER WOOD: What can we do to help?



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

53

MR. TORGERSON: WEéll, the one on -- we need to
get the MAPP closed, deal closed. That'soneissue. And
there are some things in front of the Commission right now

-- filings that have to be approved.

We need to just continue with the discussions and
the work we're doing with the Alliance. Our technical folks
are working very well together, and if we don't agree, the
Commission has the ability to interject themselves if
someone files something if we can't agree on a process.

So far, we're not agreeing on absolutely
everything, but I'd say on 80 percent of the things, we are.

COMMISSIONER WOOD: Kick them up when you're
ready. Welll make a cut where you al can't. | don't know
alot of the history of why there are two if it'sone
region. | mean, that's two overheads, two staffs, two
offices.

MR. HELLER: Commissioner Wood, Mr. Chairman, if
| may address thisaswell. The one follow-up | wanted to
make on the issue is that the Crescent Moon RTO does contain
two jurisdictional utilities as well -- Montana-Dakota
Utilities and Northwest Public Service as well asthe
public's. They're mostly in the Dakota areas.

The concern we have, as | indicated earlier, is
that that formation of that RTO takes an existing market

today, which isthe MAPP market, and splitsit in two,
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splits our customers and our market in two, and we take an
existing market that we think is well functioning and have
two RTOs form. We think that's going to be suboptimal.

So the iteration between --

COMMISSIONER WOOD: Why are they not in MISO?

MR. TORGERSON: The reason they haven't joined
MISO is the cost shift that would occur because of our
tariff. Since they have significant generation, long
transmission but no load in their region, our tariff would
require a cost shift to them which is unacceptable. It
would raise their costs significantly to their
constituencies.

COMMISSIONER WOOD: What isyour tariff?

MR. TORGERSON: It'sazonal tariff. It'snot a
postage stamp.

COMMISSIONER WOOD: Does that mean like alicense
plate?

MR. TORGERSON: Yes. It would create cost shifts
for them. That's the main reason they have been unwilling
tojoin.

| am meeting with Crescent Moon next week, and
I'm going to talk to them about some alternative proposals
which we're working on that would allow perhaps a second
tariff or another tariff that would alleviate their

concerns.
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We've had preliminary discussions with them. |
think there are some things that could happen that would
bring them into the seamlessness so we're not duplicating
facilities. We dready have the ability to provide them
services for the MAPP center once that's done. So there
won't be aduplication there. But we need them more
directly interconnected.

And Mr. Heller mentioned about TransLink. We've
had numerous discussions with TransLink about them becoming
an ITC underneath the Midwest SO under Appendix I. We're
working directly with their principals on accomplishing
that. | see every reason that that's going to occur. It
will require us to unbundle our administrative adder and
charge them something differently based on the services they
are providing. But we fedl we can accomplish that, and
TransLink has given me every indication they will be within
the Midwest 1SO.

COMMISSIONER WOOD: Okay. Now I've got alot
more on that, but let me just hop to the Northeast real
quick. Mr. van Welie and Mr. Museler, I'm looking at the
chart in Mr. van Weli€'s testimony that compares the markets
on page 4. You might share that with Mr. Museler.

And then the ultimate there, why do we not have
really one set of rules? You folks are probably the three

most mature, throwing PIM in there, too, our oldest RTOs
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around. What do we need to do to kind of get some
consolidation of all these seamsissues| guessthere? If
you al can make it work, then everybody else can get this
done too.

Y ou're making alot of progress here. So |
wanted to just figure out what kind of is left to do.

MR. MUSELER: Wéll, thereis quite ahit left to
do. If you work off of Gordon's chart there, you'll see
that at the present time there are two middle markets, the
capacity market and the reserve markets. There are capacity
markets now, but people moving to different capacity
markets.

One of thethingswe aretryingto doisget to a
common capacity market. | mentioned earlier PJ -- he just
approved some changes in the PIM capacity market. Our
members were proposing something somewhat different but very
close. We're going to try to conform those and see if we
can get an agreement to adopt those.

New England is aso moving in asimilar
direction.

Right now New Y ork has spinning reserve markets
and nonspinning reserve markets. The other ISOs don't.
They are in the process of developing those markets. We
have agreed to try to reach a common reserve market design.

And if we need to change the New Y ork markets, even though
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they're operating, our Board has agreed that we will
certainly work in that direction.

In the transaction scheduling area, we will
either adopt the same protocol which basically comes down to
an argument over do you have physical rights or financial
rights at the interconnections. And we think there's away
to make those conform and use the financial rightsin New
Y ork and the physical rightsin the other two. But if there
isn't, we are committed to working towards finding a common
market design so that in its simplest form, we either all
adopt the physical rights system or we all adopt the
financial rights system.

In those markets that are still developing, we're

moving | think very well to try to get to acommon design.

COMMISSIONER WOOD: Andthetimelineg, isthat the

year-end deal aswell for the three of you all?
MR. MUSELER: Interms of the reserve markets,

I'll have to defer to Gordon and Phil.

COMMISSIONER WOQOD: On the whole, on thiswhole

chart?

MR. VAN WELIE: No. Let metry and explain the
chart again. | didn't put the timeframein place. The
current market, that doesn't need any further explanation.
What we filed recently for New England is the implementation

of standard market design, and we've committed ourselves to
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getting those new markets up and running, congestion
management, multi-settlement by the first half of 2003.

So we have a project underway at the moment, and
it was avery crucia decision for us three months ago to
pick adirection and go. Our concern was if we had gone the
way we were previously headed, we would have ended up with
another unigque solution up in the Northeast.

So by taking this step, | think what we're doing
istaking a significant step towards standardizing the
markets. | can tell you it was a very difficult process
within the Northeast within NEPOOL to actually get to this
point.

In general, the people support the idea. They
think it's the right thing to do. The problem we've got --
and thisiswhere | was hoping that there would have been
further progress between PIM and New Y ork -- is we were
hoping to kind of ride in on the back of some of the seams
issues that were being resolved between those two parties.
Because in some sense, if we don't solve the seams issues
between ourselves, New Y ork and PIM, we have reduced the
problem from two seams to one to deal with. But
nevertheless, we've got to make progressin this area.

I know Bill is anxious to talk about how we might
move forward in this area, but | think it would aso be

helpful. | know the situation that I'm in, and | can only
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imagine that Bill isaso in the situation, where there are
many stakeholders putting pressure on the SO to move in one
direction or another.

| think clear direction from the FERC would be
helpful in fact in allowing us to move forward expeditiousy
on thisissue.

COMMISSIONER WOOD: And the clear direction, I've
heard that from | think Phil and Mr. Museler, on what? Tell
me what you want to hear, and | would love you to put it in
an Order that | could sign if | agree with it.

(Laughter.)

MR. VAN WELIE: Wéll, | think the one thing that
| would struggle with here, because | don't want to be so
bold as to presume to have arrived at the best answer yet --

COMMISSIONER WOOD: Be bold.

MR. VAN WELIE: Okay. Wéll, | think your options
range from mandating something like standard market design
as being the way forward, at the one extreme, to --

COMMISSIONER WOOQOD: That's an extreme?

MR. VAN WELIE: WEéll, there are more extreme
formsthan that. You can create larger RTOs. That would be
an organizational form of trying to reach the same end
State.

So from a market design perspective, from a seams

perspective, the one extreme would be to say standard market
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design isthe way to go. A lesser approach would be to say
you can pick on certain issues within that such as the issue
of external transactions and the way transactions are
managed across the interfaces and say there you've got to
actually drive a standard.

Because | can tell you that the roots of that
problem lie al the way down into the market design as well
asinto the software systems. And so you have inertia al
the way down from your IT folks and your vendors, all the
way up to the people, the stakeholders that are putting
pressure to obviously protect their perceived economic
interests, to the extent that there's areligious

affiliation with doing it one way or the other.

COMMISSIONER WOOD: And onefinal question |

think for the three of you all, and I'm particularly

interested because you al have made some structured moves

forward for integration kind of on your own, what -- | mean,

and I've seen these things work -- how much inertiais there

kind of at the staff level toward doing anything, you know,

some other way? Y ou know, my way's better than your way.

And maybe it goes on up to your level aswell,
but I'm concerned that we never get there with the voluntary
Stuff.
And it's not just at the stakeholder level, but it goes al

the way down to the administrative staff for these 1SOs.
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Who's overriding that?

And I'm going to ask Nancy that same question,
too. Mr. Harris?

MR. HARRIS: Thank you, Mr. Wood. First of al,
I'd like to answer the first question. Y ou asked what would
it take to go forward. Well, the standardized market design
is basically a bid-based security constrained dispatch with
nodal pricing, transmission rights, secured with license
plate transmission.

Nearly over four years of empirical work has
shown that that works. And the standard market design goes
around that.

COMMISSIONER WOOD: Say that all one more time.

MR. HARRIS: The bid-based security constrained
dispatch with nodal pricing, transmission rights -- what do
you call them, FTRs or CTCs as the case may be -- license
plate transmission pricing. And then given generators
choice -- choice to hedge, choice to bid, choice to
bilateral, whatever they want to do, that combination works.
And throughout the world, it's ultimately coming down to
show that that's the combination that works.

On the other issue, one of the things | have --
our members have stepped up to the table. We have nearly
four years of work in the market, and our members voted to

provide our blueprint available to anyone at just strictly
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the incremental cost to make it available, which makes it
about $500,000 to just get the basic blueprint; about
$200,000 for each and every element from that.

Our members, al 207 members, voted almost
unanimoudly to do this because they recognized that
different people have investments at different points down
theline. And thisiskind of like buying the blueprint of
the house, but at least they can take it as something that's
kind of away to start that we've learned empirically. And
this was something that came from our members or the active
traders and bidders in the marketplace.

And so that is available, and we've made that
publicly available.

Thethird thing is attitudinal. | have
challenged my staff and have challenged our members that our
attitude has to be everything is a variable except for
liability. We are changing too fast. There are too many
things happening. No one has the right answers. We're
learning empirically it islittle steps for little feet, it
istrial runs, and if we go into it with an attitude that
everything is variable and no stakes in the ground, then we
can work together alot better.

And so they are beholden to me. They will work
with that kind of attitude. It will be avariable. We want

to look at things and proceed on arational, reasoned way to
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the future.

COMMISSIONER WOOQOD: Let me ask Nancy. Y ou know,
we walk in the same shoes on this, trying to balance al the
parties interests. Y ou've seen the inter-regional group
work. What role can FERC play in kind of getting us over
the hump here?

MS. BROCKWAY:: Herel don't know whether thisis
going into something which is an active docket. Y ou have
before you two filings on the standard market design, one
from the 1ISO New England and one from NEPOOL | think. | may
have the dockets wrong. But there are two different
approaches to doing that.

And the New England Conference of Public
Utilities Commissioners, we either have or are about to
weighinon that. Actualy, | don't know whether I'm
allowed to say any more than that at the time. But do what
we ask you to do.

(Laughter.)

COMMISSIONER WOOQOD: In which docket now?

(Laughter.)

MS. BROCKWAY: Maybe Gordon can help me out.
There's a docket in which the standard market design is
before you, and there are a couple of different ways of
getting to it. And the differences have to do with

governance and aso in our view with the independence of the
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Another thing that the FERC can do isto send its
staff again to the Northeast and repeat the work that was
done last year in studying the markets. We didn't
coordinate our presentations beforehand, but | think
everyoneistelling you that there's been a great deal of
movement very recently since your November 2000 report.

And | think the process of coming and
interviewing us and reporting on that would not only give
you some up-to-date detailed information about what's going
on, but it also -- anytime you folks are in amongst us, it's
asort of physical reminder to get on with the task.

Thisis not something necessarily authorized by
the Regional Coordination Conference, but one thing that's
been of great concern to me is how the individual states and
contribute to these processes. And as| said before, in New
England, and | believe dso in MACRUC, people are very
committed to the concept of seamless market.

But we aso see that there are some particular
issues. And the examplethat | giveiswhat if New Y ork had
not moved quickly enough to deal with itscrisisin
downstate New Y ork and start bringing on capacity? It's
already having an impact on ICAP pricesin New England. But
| don't have -- | told Maureen Helmer that | don't really

have away to call her up. SHetold meto call her up
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anyway.

But we need away of communicating these concerns
down at the local level. And we are actually working on
that through this MOU process. And we're going to be
working more on that when we report to you on that.

And | think the final thing that | would say
about it is something that I've forgotten so | can't
remember. Must not have been very --

CHAIRMAN HEBERT: Thank you, Commissioner
Brockway, Commissioner Wood. Let me go to Commissioner
Breathitt.

COMMISSIONER BREATHITT: | have heard calls for
strong FERC involvement and I've heard calls where we're
making alot of headway on our own without regulatory
intervention so to speak.

| would like to ask to anyone who wishes to
answer, what is the danger of letting individual protocols
evolve? Conversely, what are the benefits of letting
individual protocols evolve?

MR. HARRIS: Yes, Commissioner. | think it'sa
head and atail to acoin. You can't dance unless there's
two to tango. We need RTO'sform. You can't solve the
problems without bounding the problems with 10 or more RTOs,
then you have independent staffs, independent governments

that can work together to solve the problem. That's the
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head of the coin.

Thetail of the coin isthat, asyou are very
well aware from your activities this year, that electricity
touches the very fabric of our lives. A single misstep can
have huge unintended consequences. And so therefore, aswe
work through the issues, we must go through alittle step by
little feet approach: Test, develop, learn and grow through
the processes.

So the head of the coin, you control. Get RTOs
formed, bound the problem, hold them accountable to you, and
ten or so would do it, because you've solved the boundary of
the problem. And then the tails side of the coinisto
allow the process and the talent to work and increment the
way to the future.

COMMISSIONER BREATHITT: So, Phil, you are
arguing or making a point that FERC should not come in at
this time with a mandated approach?

MR. HARRIS: My point would be --

COMMISSIONER BREATHITT: | don't want to put
words in your mouth. That's why I'm asking you if | --

MR. HARRIS: My recommendation, the first thing
iswe have to get RTOs approved. Then you have ten entities
accountable to you that are FERC-regulated to deliver
results.

COMMISSIONER BREATHITT: Tenin the East Coast,
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did you say earlier?

MR. HARRIS: Ten in the Eastern Interconnection.
Then you have independent governance and staffs that would
be accountable to work the issues on this very complex thing
called electricity so we can get measurable and deliverable
results over time. And | think that's the way to go in the
future.

MR. MUSELER: Commissioner Breathitt, you asked
what perhaps you could do to avoid some of the problems that
we've experienced. And with perfect hindsight, there are
some things that we have learned and your staff | think has
learned. And I'll just give you one example between New
York and PIM. Thisis certainly not the fault of the
Commission nor the fault of the parties.

But we have in one of the most crucial areas or
issues with respect to seamlessness between the markets, we
have two different approved methodologies for dealing with
transaction scheduling and particularly transmission
prioritization. On the one side there's the physical system
which is much like the pro formatariff. On the other isa
financial based system which is based much like the LBMP
congestion management system, which is used on both sides of
the fence.

Now that | would propose since no one knew early

enough what that was going to do, there is something that we
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now know and your staff knows if there are two RTOs and
they're both proposing something and those fundamental
systems -- not the details, but the fundamenta systems are
different --that's aformulafor a problem that we're still
working our way through, and | think we've got away to
solve it now.

But that's the kind of thing that | think the
Commission should be aware of when you are dealing with
various filings, particularly between adjacent RTOs. If
someone were to propose an LBMP system and adjacent to it
some other system for congestion management, | think that's
something you would need to look at very hard. So that's
the kind of thing I think you can pick up and prevent the
problems, now that we've had that experience, from occurring
in the future.

COMMISSIONER BREATHITT: Mr. Baker and then Mr.
Afranji.

MR. BAKER: Thank you, Commissioner. There are
two things that | wanted to mention, working off of what Mr.
Harrissaid. | think it's not only have the RTOs approved,
but it's to have them operational .

If we at the Alliance were required to expend the
effort between now and December 15th that we are doing with
MISO to solve al these seams issues, with every seam that

we have, given that we're interconnected with four RTOs as
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well as Ontario and TVA, it would jeopardize being able to
meet the deadline of operational status. Asl said, |
believe they will evolve.

Secondly, what I'd like to note isthat | think
one of the things rather than dictating a specific approach,
creativity comes from the ability of people to work together
and come up with new and different ways of dealing with it
as opposed to one single standard which doesn't alow for
evolution over time.

MR. AFRANJI: Commissioner Bresathitt, for someone
like me who sat through endless hours at the NERC, NIC,
listening to discussions, downing many cups of coffee to
stay awake because | could not relate to the issue because
it isnot aWestern issue, | would urge us to take care of
the uniqueness of each region.

The OASIS, the TLR issues are prime examples of
why we shouldn't have one-size-fit-all, meaning there are
unique regiona aspects. And in the West, | can speak for
the West, we are moving fast forward to resolve those issues
and create what we hope will be a seamless market across the
Western Interconnection.

And | fed if thereis a nationwide imposed
parameters that it will impact the competitiveness of the
marketing in a very negative way.

COMMISSIONER BREATHITT: Mr. Mansour?
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MR. MANSOUR: Madam Commissioner, when you look
at the Northeast and you see how it came from and how mature
those organi zations have been for the last 25, 30 years
maintaining some sort of trade and tide pool operation, they
came from a different state altogether. They have been
formed voluntarily as 1SOs before even Order 2000 to alarge
extent.

Now when organizations like these comes from
that, then they really have every sympathy to try to
coordinate rules that have been existing and we have to give
them time to do so. What I'm having difficulty accepting is
for areas where nothing had been formed, like the RTO West,
doesn't exist yet. Desert Star doesn't exist yet.
Cdiforniaistrying to decide what they're going to be like
tomorrow.

(Laughter.)

MR. MANSOUR: And then we accept that they would
be different first and then sit down and coordinate later.

Now the danger is the perception of fast, or how
fast do we move, with al due respect, you listen to my
colleagues saying we have been working on it for ayear now.
And you know what? The RTOs haven't been formed yet.
There's about five or six working groups with 10, 20 people
in each working group. And they haven't even started yet.

Imagine how many issues each one will do independently as we
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move forward and how slow that process would be if we alow
new independent entities to structure themselves and their
rulesin different way. It'sjust not going to work.

Now you say, what can we do? If itisone
natural market like the West, you can make it clear that you
are not going to accept different concepts and many issues.
Y ou can give that signal, and from the beginning then can,
just like they try to coordinate, it would be easier to be
standardized from the beginning. Or when you get al the
RTO applications, you look at them in one shot and say why
are they different? Or send them back or say, well, if this
worked for you, why does it not work for you?

But just accepting people who are just coming to
you to be different and coordinate later is something to me
that's difficult to accept.

COMMISSIONER BREATHITT: I'mjust going to ask
this round of questioning that | just asked. Then if
there's time with this panel, I'll ask a second one. Don't
answer this, but I'm also curiousif FERC or you as an
industry decided that there needed to be standards or
standards that evolved, I'm curious as to how -- what the
dollar amount is on certain things.

| know software programs are very expensive.

Y ou've talked about that, Phil. And we've heard in courtesy

vigits that RFPs are being issued for software programs, and
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those have high dollars. But isit expensive dollar-wise to
change a protocol that would have to do with other of the
seams things? Soit'sacuriosity | have right now that |
don't know much about. Maybe we can get into that in a
little bit. But | want to pass this on to my colleagues

now.
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CHAIRMAN HEBERT: Thank you, Commissioner
Breathitt. What I'm trying to do is somewhere in the area
of ten minutes. Commissioner Brownell, let me remind the
Commissioners you're certainly welcome to add questions to
the record.

COMMISSIONER BROWNELL: Mr. Mansour, just for a
point of clarification, | think we do know where
Californias going to be tomorrow. | think that's what we
did yesterday.

[, like Commissioner Breathitt, am just alittle
bit confused about "leave us done" and "give us more
direction.” Would it be helpful, perhaps, if we, working
with you, identified the issues on which one might agree
that we need standardization and then set some deadlines
about when we expect to hear from them?

We've got a pretty short-term deadline here. |
think you said that some of the issues in this wouldn't be
resolved till the end of 2003. | may not live that long, to
be honest with you.

Would it be helpful if we set deadlines for
responses to certain seams issues?

And then | have a quick, second question.

Phil, you've made your program available, | don't
know, for six or eight months, and I'm not endorsing

anybody's program. But | don't hear awhole lot of takers.
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| hear us, | think the point that Mr. Mansour was trying to
make iswe are starting all over againin alot of areas.

Is the problem that there just isn't commonality
on some of these issues? I'm just confused.

MR. HARRIS: Maybe two or three of the points.

| think first of al, agreeing with Craig, you
have to have an entity that's up and running to deal with
the problem. That means you have to get RTOs established
and they have to be operational. That should be priority
one. You just can't complete the details you need to
without having these things up and running, independent
governance and so on. That should be job one.

Job two, and that is exactly the issue. What you
are hearing here is that if you have individually-devel oped
standard market designs, and individually-devel oped rules,
such as in congestion management, you are creating untold
Sseams among the seams you're trying to solve.

So any direction the Commission could give to
that would be exceedingly helpful. The mechanics can be
worked out amongst the details as far astimelines go. |
think the first timeline to stick to isto get operational.

Y ou only have basically three operationa
entities now that could even have a hope of truly being an
operational RTO. The others have to be created from

scratch, get their governance cleared up and then get in
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existence. That's a daunting task.
In that process then, to come up and agree on
what the standard markets should be and let's work on it.
MR. TORGERSON: Commissioner, on should we set
deadlines, | agree with Mr. Baker, that getting the Midwest
SO and Alliance up and operational by December 15th, we are
working with them. | do not have people that | can put on
another task force to deal with all the other seams issues.
However, | think unless some deadlines are set at
areasonable point in time, things will drag. | think
that's been somewhat of our experience, but | think some
reasonable deadlines in the future could be worked, but we
cannot do all the seams between now and December 15th.
WEIl have the Midwest 1SO will be operational
and we're going to market trials August 1st. In alittle
over 30 days, our systems arein. They're being tested at
our site right this minute, and we will be running. But to
do more would be very difficult.
MR. BAKER: Just one point | would like to make
and it goes back to the creativity issue and the evolution
of designs. PIM has a market design which clearly works
very well for them. Three of the RTOswho arein
discussions in the seams collaborative process are looking
at adifferent market design for transmission constraints,

one that is a hybrid that deals with flow gate rights and in
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combination with locational margina pricing.

| think that needs to be given a chanceto be
tested as opposed to just taking the one model which is
functioning and may or may not work because the
characteristics are different in these regions from one to
the other. We have to have a chance to test various models.

Aslong as we can manage the fact that you do
have to interact between a hybrid model and a pure LMP
model, and work together to manage those seams.

MR. VAN WELIE: I'm sure the point's not lost on
you, but in terms of having liquid markets, markets that
work and having reliable delivery of eectricity, | think
the thing we need isinvestment. We need capacity, we need
infrastructure, and to jump in here and support what Phil
was saying.

In order to do that, you've got to create some
certainty. Thefirst step in creating certainty isto get
the RTOs up and working. The next step in creating
certainty isto give direction as far as standardization is
concerned where it's appropriate.

Until you do that, you're going to have people
not taking the step and banking the investments that are
necessary. | think therefore that would be my request to

youl.

COMMISSIONER BROWNELL: You're preaching to the
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choir on that one.

MR. AFRANJI: Just along the same lines, if you
need investments, my hope is that we take a closer look at
transmission transcos for-profit transmission companies.
Those are the entities that will put forward the dollars
that will do the proper investments and will have all the
efficient reasons to do al the efficient thingsin the
market, rather than do the gold plated solutions.

COMMISSIONER BROWNELL: That'sit.

CHAIRMAN HEBERT: Thank you, Commissioner
Brownell.

Commissioner Massey?

COMMISSIONER MASSEY: Let me ask this question to
whoever wantsto respond. In each RTO, it seemsto me
here's the problem. Here'swhere we are. If each RTO
invests millionsin idiosyncratic software and other
structures to implement idiosyncratic market design and
congestion rules, won't that make it harder ultimately to
get to acommon design?

Would you al agree that the answer is, yes, it
will makeit harder?

So what if this Agency got more aggressive, that
RTOs were appropriately formed, sized and shaped, because if
they're the right scope -- I'm intrigued by Mr. Heller's

comment. To eliminate seams right off the bat isto make
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sure that you have the right scope and shape for the RTOs.

But then, number two, what if this Agency, after
this conference, this Commission issued an order saying that
we think that ultimately we need a single market design, a
single protocol for congestion management?

Y ou know, we haven't decided what that ought to
be but we're just telling everybody that we think that would
be good for consumers in this country.

What would happen then? What do you think the
response from the marketplace would be?

Nick Brown, and by the way, Nick, I like your
tie. You told mein Michigan you'd burnt all your ties, but
you've got on one.

MR. BROWN: | had, and | appreciate that. That's
three-and-a-half years. You know, | was forced to get one
for last week's meeting, so | decided I'd wear it again
today.

MR. LAUNER:

MR. BROWN: Bottom line, what would happen if we

had a single market structure? Well, obviously the
marketplace would loveit. | think we are headed there.
There is no question in my mind that ultimately that is

where we will be.

COMMISSIONER MASSEY: Hasthis Agency given a

clear signal that that's what we want?
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MR. BROWN: [ think you have. The problem is how
far can we get in one step.

Within Southwest Power Pool, we have investor-
owned utilities with transmission assets committed to the
tariff. We have cooperatives, we have municipal, we have
state agencies, we have afedera agency. Trying to corra
that diverse group has been problematic to say the least.

And until we can, as Phil said, take some baby
steps and reduce the number of negotiating parties, it's
going to be much more difficult to reach the end state.

I'm also reminded | think particularly your
comments on issuing Order 888, the encouragement of regional
laboratories, the bottom line, no one knew the exact end
state of these market-based congestion management systems,
and that we would get there through experimentation.

We are headed toward locationa based marginal
pricing in terms of dealing with congestion management in
the Southwest Power Pool.

We have visited with Phil's staff numerous times,
and one of the things that |'ve thanked them for is being
very up front about the fact that they're where they are
today through an evolutionary process.

They didn't begin with the rules that they have
in place today. They have in fact made numerous filings

with this Commission in changing those rules over time.
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So the question is, does anyone have it exactly
right today? | don't think so. | think all of the markets
are still evolving and the question is, do we want to force
everything to the same model right now.

Y esterday's order by this Commission very much
recognized that markets take time to mature, and that
maturation process | believe is occurring and we are
attempting to get there.

And then last, in terms of getting to that end
state, we need certainty going out to the marketplace.
Today to attract the personnel that's necessary to implement
these systems is difficult when the regions are very
uncertain in terms of their ultimate recognition as regional
entities and so on, as well going to the financial markets
to obtain financing to pay for these systems.

And yes, they are expensive but at the same time,
saying that it's going to be hard to evolve from these
systems over time, | just don't believe that.

Hereswhy. All of these systems today
especially are not as long-term as a one time EMS systems
were. Average life now isless than three years before
hardware and software has to be changed out. So the cost
and investment in these systemsis not what it was at one
point in time, and is not such that it has to be capitalized

over longer periods of time.
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COMMISSIONER MASSEY': I'm concerned that our
California experience is the result of let 100 flowers bloom
in the marketplace.

Mr. Mansour, did you have a comment? | know that
severa people do. Pleasefed freeto jumpin.

MR. MANSOUR: You said what would happen if you
did that. First, asking for standardization within the same
natural market is different from standardization across the
country. Yes, they are different in nature. Some are for
some regions and not for others.

But if it works for one region, it has to make
sense for the entire region or it doesn't. So
standardization for one region, that puts asimple fine
character on it.

What would happen is you would probably end up
with aless expensive system because when you have five RTOs
in the west, for example, each one is developing their own
software. Yes, it costs alot of money.

If you have them doing the same protocols, the
same timelines, the same reservations, the same scheduling
systems and so on, you would have one set of tools that have
been developed. There's some custom design or tailor
fitting for various operations within the same region, but
to alarge extent, it would be the same tool.

Actualy, you may end up having even third
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parties, if things are consistent, offering many of those
services for free. Not necessarily be a cost of RTOs.
We've seen that in the voluntary power exchange and other
things. | mean, there are alot of things that would have
tremendous benefit if that happens.

What you'll also seeisresistance. That's what
we're seeing today. God knowswhat itis. Asl said, the
boundaries of RTOs are based on who joins who, and then we
draw the line and say they are different. Just because they
are two different entities with two different sets of
people, you will see that resistance. Y ou can soften that
by not necessarily saying one model and this is the mode,
but say one model and work it out. It will all be worked
out.

MS. BROCKWAY: Commissioner, | think in the
Northeast, if the Commission were to make such aruling, it
would accelerate a process that is already well underway of
moving towards a standardized market design. | think the
problem that we have had primarily is -- and maybeit's
limited to us, | don't know -- it isfor us adistraction, a
taking of resources away from actually making the markets
that we have now work. And not only do we al know that
there are problems with the markets now, thank goodnessin
the Northeast, they are orders of magnitude different from

the problems in the West.
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Y et, at the same time, they are real problems and
they need to be worked through, and we need to make the
markets better.

In fact, one of the mgor reasons why many of the
Northeast Commissioners have been supportive of the standard
market design that the 1SO worked out, |SO New England has
worked out with PJM, is precisely because it allows us to
solve some of those specific market problems. It's not just
standardization, it's the fact that we're now getting some
guicker movement on congestion management and multi-
settlement which, since the beginning of our marketsin New
England, have not been there and have caused problems.

| think all of us need some humility about
whether or not we know what is the best design, and | would
particularly point to the fact that none of the 1SOs or the
RTOs in the entire country have gone through afull cycle of
investment; in generation, investment in transmission,
investment in energy efficiency.

We don't know how these markets are going to play
out over that time. We have seen some of the problems that
you get when you have a capacity crunch and were al trying
to work through those and we'll get some more capacity in
line but then what happens when you get to the next cycle of
that in a commodities market which is going to have a

natural boom and bust cycle.
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Particularly because of that problem, which |
spent alot of my time worrying about for the Northeast,
we're coming into a very nice period, we hope, in the next
couple of years, so I'm thinking about 2007 and 2010 and
what type of structures do we need in place then.

That maybe at the retail level, we can provide
physical hedges and financial hedges and protect ourselves
from aboom and bust at the wholesale level.

But we will be forced into greater and greater
reliance on those if the wholesale markets don't get
themselves straightened out and don't work over the long
term.

We think the standard market design is good but
even that has not been road tested through the whole boom
and bust cycle.

COMMISSIONER MASSEY: Do we need to move on, or
can Mr. Heller comment? Very briefly?

CHAIRMAN HEBERT: Sure.

MR. HELLER: Mr. Chairman and Commissioners, just
in response to your question, we would support your
suggestion very strongly of establishing boundaries and
establishing some sort of structure in which business
practices could be looked at smilarly across RTO regions.

| think if you would open a docket and have an

investigation similar to this on technical issues, what
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business practices can we standardize on, | think the whole
industry would be much better served.

CHAIRMAN HEBERT: Thank you, Commissioner Massey.

Just a couple of thoughts and then perhaps a
guestion or two.

There has been much conversation over the last
couple of years, certainly within the last year, about where
we go with seams and how do we solve the problems that we so
clearly know are going take place in the future.

I commend you and admire you for thinking about
eight and ten years as opposed to one and two. | think
that's how this gets done correctly, and | think that isin
the best interest of consumers.

This Commission has, based on my experience here,
at least in the last half year dmost, any time there's been
an interconnection issue or a seams issue that's been
brought before us, we have acted expeditiously and we will
continue to do so.

| guess my first question would be, isthere
anything we should do in the near term to better fast track
that? Do you see any difficulty?

If you don't know of any, don't say any because
I've got several questions, but if you do, I'd like to hear
about it.

(No response.)
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CHAIRMAN HEBERT: Okay, next question.

| guess the main reason for calling this
conference right now isjust the very ripeness of the issue.
And | think so many of you have talked about that to say
that we kind of guessed at what the issues are. We don't
know what the issues are until we get RTOs. We've got to
have RTOs up and going.

Having said that, | think it isright, and |
think now's the time to have this discussion and try to
maybe start making some calls here.

But | go back and Commissioner Breathitt and |
have had conversations about Order 2000 and Function 8. We
obvioudly saw the importance of it in Order 2000 and that's
why it is one of the eight characteristics. Actualy we
have four characteristics and eight functions. But it's one
of the eight functions.

At this point, what more than Order 2000 Function
8 and requiring that within an RTO, should we be doing? Or
should we call stricter balls and strikes in the RTO filings
themselves.

Mr. Museler?

MR. MUSELER: | think with respect to, | think
you characterized it within the filings, characterized it as
calling balls and strikes, | don't mean in the details so

much as| mean in the principles. Again, thereis enough
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experience with the markets that have been operating and
even California has contributed some knowledge to the
process, such that both you and your staffs can recognize

when certain features that are proposed, particularly in

adjacent RTOs, are incompatible where we know they're going

to be causing problems.

And so in that respect, I'm not suggesting that
you dictate in advance what things should be but as people
propose various options and various ways to design certain
market features, | think it is recognizable for you to
determine that in certain cases, there may be incompatible
structures that are being proposed in adjacent RTOs, so |
would encourage you to call stricter balls and strikesin
that regard, as opposed to trying to define world peace,
which | don't think is possible.

MR. HARRIS: Mr. Chairman, | would agree with
Bill. I think, you know, we have seven or eight years of
dialogue. There have been four or five years of operationa
empirica experience. | think there's time that you can
make certain decisions on certain things and provide
positive direction. It doesn't mean it's the end state. It
doesn't mean it resultsin the right thing.

But you do have some evidence now on what will
and can work as a starting point. With that done as a

starting point, the Commission should ook at some way to
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backstop the seams issue so that people have away to come
to you to get resolution that is necessary because you have
asymmetry at the development of marketplaces at this point
intime.

We talked about between New York and PIM. Some
RTOs do not have markets. Some have spot market
administration by the RTO. That creates a symmetry. It's
going to be very difficult to get together and resolve those
market seams issues with that kind of environment. We would
need a process that was known and provides some sort of
quick adjudication so we could come to you as a backstop to
resolve these issues so we don't get a bottleneck in working
through them.

CHAIRMAN HEBERT: You had mentioned, Mr. Afranji,
the transcos. Doesthat play arole in what we're doing?

MR. AFRANJI: Absolutely. | was having a
different direction, but maybe I'll answer that first.

Asyou well know, thereis atransco in the
Northwest with a happy marriage at this stage with RTO West
and we're expanding our discussions to the Desert Star area.
It may very well expand where we have a for-profit company
across a sizeable portion of the west.

Where | was going with my earlier commentsis,
there are different stages of evolution of RTO formations

across the nation at this stage, and having to standardize
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or force the standardization may impact the formation of
RTOs in different ways because of their different evolution
stages.

And the Northeast pools have been there in place
for along time. They know exactly -- if not exactly -- but
they know better what direction they should be heading in.

Asfar asthe West is concerned, they are just
evolving and trying to come to some consensus, something
FERC has aready done that has contributed significantly to
the healthiness of some of the seams discussions we've had.

Y ou had a member of your Staff, Mike Kolen, who
attends alot of them, and he helps to bridge alot of the
issues. His mere presence has contributed significantly
having to force a standardization that may very well fit in

the Northeast on the West, may do nothing but backfire on

the process of forming RTOs because forced marriages hardly

ever work. They either have an aggrieved party, or you end
up with adivorce.

Wed rather, as of now, we have three entities

that seem to be moving forward and willing to work through

the issues, and have made significant progress. And forcing
this issue may, one, thwart the evolution of the for-profit
transmission companies, as well as put in my opinion,
endanger the RTOs themselves.

CHAIRMAN HEBERT: Thank you.
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Mr. Mansour?

MR. MANSOUR: | want to address the Canadian
issue of RTO, Order 200, Mr. Chairman.

The Order articulated invitation very nicely. It
also articulated the vision of how the two regulators would
work together, and asked us to be available, so the
invitation was well-articul ated to the Canadian side, that
there was no expectation to your jurisdictional entitiesto
actually accommodate the Canadian participation.

That is an issue that we're facing. We're not
being accepted as you envisioned, it is considered
voluntary. Over ayear of negotiations that go once every
few months, not a priority in spite of the fact that the
Canadian provinces in the West have amajor roleto play in
the market.

So the direction to the jurisdictional entities
to accommodate the Canadian participation is needed.

CHAIRMAN HEBERT: Thank you. And I understand
that not only do we need to work strongly with the Canadians
north of us, but Mexico south of ustoo, to get a North
American grid that will work.

Mr. Baker, then I'm going to close out real
quick.

MR. BAKER: Yes. | would support the idea that

transcos will facilitate transactions. It'sjust in their
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business interests. They make money by filling the pipe and
they will reduce their risk by working well in seams.

One of the things that both the Alliance and
Midwest are not planning on running spot energy markets. We
both welcome | believe an independent for-profit entity
coming in and developing those markets in the region. That
is something that we think is better done by someone who has
that market experience as opposed to running transmission
grids, things that you could do to facilitate devel opment of
those for-profit spot markets | think would be helpful in
advancing market development.

COMMISSIONER BREATHITT: Could | just ask a
quick, clarifying question?

Curt, the spot market, are you saying that
there's a difference between devel oping a spot market, and
the imbalance, two different things?

MR. BAKER: | mean those independently. That the
imbalance market has one set of components that the market
operator needs to make sure that he keepsthe areain
balance, and then there is the desire, by many market
participants, not all but many market participants, for a
very active spot market where counter-parties can trade and
you can have settlements.

CHAIRMAN HEBERT: A couple of things real quick.

One. I've heard all of you talk about how
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important it is that we move forward with the RTOs and we do
that quickly.

| think you're going to see and know that this
Commission is committed to that and we hear you.

The other thing, Mr. Baker or whoever knows, who
isin charge at this point of the Eastern Interconnection
Collaborative on these seams issues? Who's kind of heading
that up?

MR. BAKER: Itisacollaboration of all of the
groups. Thereisasingleindividual named Joe Bamanek of
Consumers Energy who is the person who has been chairman of
that group on a going forward basis.

CHAIRMAN HEBERT: One of the things that was
brought up was the number of people involved in
negotiations. If you would share with Mr. Bamanek -- |
don't believe he's here or going to be here -- that it would
be my recommendation that we try to limit the number of
people involved in that process as to actual people who need
to be thereto call balls and strikes, and try to come up
with some recommendation.

| think that would help us all. 1 think
everyone's experience is, the more people you get involved,
the harder it is to make a decision, and | don't want
anything to be misread that | want to exclude anyone who

needs to be in the process, but | certainly want to exclude
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everyone who needs not to be.
All right, we're going to have a break for ten
minutes. Next panel. Thank you, panel, we appreciate it.

(Recess.)

CHAIRMAN HEBERT: All right, Commissioner Nelson.

MR. NELSON: Chairman Hebert, Mrs. Breathitt and
Wood, | appreciate the opportunity to be heretoday. | am
here today to address the issue of regional coordination of
electric power markets, specifically asit relatesto the
Midwest.

And in particular, the topic of this panel
dealing with concerns about current seams issues.

In thisregard, | want to commend this Commission
for approving the March 21, 2001 settlement involving the
Midwest 1SO and Alliance RTO. That settlement, which was
approved on May 8th, recognizes that there were two distinct
business models that the affected transmission owners wanted
to pursue, and although it wasn't possible to achieve a
merger of these two models, it was appropriate to devise a
single transmission rate for the area encompassed by the
Midwest 1SO and Alliance RTO.

To require adherence to the inter-RTO Cooperation
Agreement and the Super Region and to ensure the independent
operation of both the Alliance RTO and the Midwest SO by

December 15th.
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The settlement represents on paper, | believe,
the essence of Order 2000's promise; the development of a
seamless market encompassing the broadest geographical
region in this country.

Now | know Mr. Baker indicated that he was proud
of that settlement and | think he should be, and | think the
Alliance Company deserves credit for that. In my view, it
was the close coordination of the positions of virtualy all
the State Commissions in the Super Region and this
Commission's insistence on securing a settlement for
approving the withdrawal of Illinois Power which made the
difference.

Despite all the efforts of this Commission, the
State Commissions, user groups and market participants, the
promise of a seamless market in the Midwest may be
evaporating. And | believe that it's important that these
efforts not go for naught and that with this Commission's
active involvement in the process and its insistence that
the parties adhere to the terms of their promises, thiswill
not be for naught.

In this regard, without getting into the merits
of pending cases, | would smply note that Michigan, joined
by other Midwestern State Commissions, has filed a protest
to the Alliance Company's compliance filing related to the

Alliance RTO.
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Asdifficult as | think some of you former State
Commissioners know, it isto get State Commissioners
together on an issue, we managed to get nine State
Commissioners to get together not only with regard to the
settlement but also with regard to this filing that was made
yesterday.

So | think it's important that, given due
consideration, it does represent the views of a very broad
range of different views on the State Commissions.

In my remaining time, | want to focus on two
things; the importance of a meaningful stakeholder process
to the success of this Commission and the State Commissions
in promoting fully functional and responsive RTOs that will
facilitate the vibrant wholesale competition and broad,
seamless regiona markets.

Two, the need for this Commission to ensure that
would-be RTOs are taking timely steps toward independence
prior to the planned dates of initial operation. A true
stakeholder process should treat stakeholders not as pesky
antagonists but as partnersin an effort to create a
seamless, regional market.

My discussions with fellow State Commissionersin
the Midwest convinced me that they are willing and able to
play a constructive role in the stakeholder process.

The worst possible outcome for the State

95



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commissions would be to disengage from the process out of
frustration. | therefore urge you to closely review the
stakeholder processin progress to date, and take all
reasonable steps to ensure a stakeholder process in which
reasonable participation of the stakeholders is ensured.

| want to emphasize that RTOs don't spring up
fully grown on the date they begin operation. Transmission
owners, who also own generation or whose affiliates who own
generation, will have an inherent incentive to favor their
own generation.

Decisions on market monitoring, independent audit
process, energy imbalance service and congestion management
areal critical issues that must be made by atruly
independent entity. Those decisions will be skewed if they
are not made by transmission owners, rather than independent
entities.

| call upon this Commission to vigorously enforce
the terms of al orders and settlement agreements including
the stakeholder advisory processes that are meaningful and
devel oped with the consultation, not the mere presence of
stakeholders.

Finally, | want to offer the services of the nine
State Commissions who have devoted considerable time and
effort to achieving the goals of Order 2000 in the Midwest.

The State Commissioners have recently organized
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an effort to share the load among themselves and have a
science technical staff on various State Commissions to work
on behalf of the codlition of states engaged in the Alliance
for M1SO development.

Without these conditions of intervention,
however, our offer of services like our attendance at
certain stakeholder advisory meetings, will be given as much
consideration as Oliver Twist's pleafor more gruel.

To the great detriment to the interest of
creating a seamless regional market, we hope you will
consider our involvement a resource on which this Commission
can rely.

Thank you very much.

CHAIRMAN HEBERT: Thank you, Commissioner Nelson.

Mr. Reed?

MR. REED: My nameisHarvey Reed. I'm here on
behalf of the Alliance of Energy Suppliers. We are
customers of the RTOs and the ISOs. Our perspectiveisa
little different than what you heard from the previous
participants.

WEe're part of the process by which wetry to
reach consensus. The last speaker talked about a
collaborative process. What I've noted from the
collaborative processes for RTO development or for would-be

RTOs, istheindividual RTOs and | SOs are developing on
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their own motion. They're moving in their own direction and
they're not coordinated, as you would think.

The transmission owners themselves control the
process in the transco-type RTOs, and you have some say, you
have an ability to get up and say something in those
processes but they're off running the process on their own.

And the on-going collaborative processes are not
working and they arein need of revision. | likened them to
the process that | engaged in when | went to New Y ork for
the first time to engage in the process where we had an open
meeting with the New Y ork Power Pool, and they had three
answers for you.

One was, well get back to you later; twois,
well do awhite paper; and the other oneis, well take
that one under advisement. | think that's where we are in
the processes we're engaged in right now.

And it's of critical importance for the market
that we actually get collaborative processes that work.

With respect to the RTO development, the energy imbalance
markets and the congestion management systems are in fact
the spot markets that are under development in the Midwest,
and they are already developed in the Northeast.

It is those markets that need to be coordinated.
Without some coordination between those markets, you are

going to have disconnects, and those disconnects will
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manifest themselves both in the forward market and the spot
markets.

The open architecture that the Commission has
prescribed allows for different spot markets if you're going
to allow for different spot market designs. It'sgoing to
create seams if you don't manage them as you go forward.

And | think there's alesson to be learned from
the Northeast. The lesson to be learned from the Northeast

is, in the Northeast we created market-driven seams at

50,000 feet. New Y ork and PIM are the same. They are LBMP

markets. Why should there be a problem?

Fundamentally, oneis afinancial model, oneisa
physical model, and there's areal difference in terms of
schedule. That market-driven seam has created untold
problems for market participants in terms of trying to fix
the problems. These seams themselves | think we are well on
the way to fixing.

I've got a suggestion for you in terms of helping
us get it done. But | think we ought to learn from that
lesson in the other markets that we're dealing with. From
my perspective, absent prescribing a standard market design,
and | don't know if anybody knows what the right market
design to prescribe if you're going to prescribe one.

The Commission need to require a seams

coordination template. You just can't leave the
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interregional coordination to the RTOs to develop on their
own.

We have to have some kind of template and it's
got to have a common interface to it. Deviations can be
permitted if they are demonstrably better and they are
agreed to by the neighboring RTOs.

Action is required now and the reason why you
want action now is there's alot of money going to be spent
on systems by those would-be RTOs for congestion management
systems. The time to put the template in place is now, not
after they've built it, built the architecture.

With respect to the Northeast, they are well on
their way with the high priority issues to resolving them,
but | think what you need to do is hold the Northeast to
resolving those issues by a date certain. And the date
certain that | would recommend is by this winter.

| think they can resolve the seams issues by this
winter and they should be held to it. They've had the MOU
process in place for amost ayear-and-a-half. And given
that MOU process, | think we ought to get something out of
it from the market perspective.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Reed.

Ms. Fahey?

MS. FAHEY: Good afternoon. My name is Reem
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Fahey with Edison Mission Energy.

I would like to focus my presentation on the
Midwest 1SO Alliance settlement agreement to create a
seamless market in the Midwest.

What | hope to do is share with you three
examples where | believe that the two organizations have
already decided to diverge from achieving the objectives of
this agreement, even though the settlement agreement has
only been approved six weeks ago by FERC.

We're dready on the wrong path.

| would like to direct your attention to the
second page of my handout which should be service territory
of the Midwest ISO. Asyou can see, there'salargegap in
the middle of the SO and that's basically the State of
lllinais.

The three lllinois entities were alowed to leave

the Midwest ISO to join Alliance. Obvioudly, thisisnot a

desirable configuration for the RTO. However, FERC approved

this configuration based on commitments that both
organizations will work to create a seamless market.

If this objective fails, then the Alliance RTO
will physically segregate the MISO into two sub-regions, the
Midwest SO East and the Midwest 1SO West.

Thefirst areawhere | see the two organizations

diverging isin energy imbalance, which isavery critica
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aspect of Order 2000.

Both organizations committed to create a day-one
design for energy imbalance by May 31st. However in spite
of that commitment, the designs that they have right now are
fundamentally different. The Alliance RTO has an imbalance
engine that directs the generator to provide increments on
incremental base on 15-minute increments.

They have a 15-minute settlement interval. They
do have regional participation, which meansif a generator
iswithin the footprint, it can serve any load imbalance
within that footprint regardless of where that generator
resides.

So it's not based on a control area by control

areabasis. And they have no penalties.
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On the other hand, if you look at the Midwest 1SO
proposed design, it's fundamentally different. They really
don't have an intra-hour energy imbalance. They alow the
supplements to have been on one hour versus 15 minutes for
Alliance. They have a vulcanized approach, which means you
can only balance on a control-area-by-control-area basis,
and they are proposing penalties.

So there is absolutely nothing compatible about
these two markets. They are fundamentally different.

Again, | would like to emphasize that the settlement
agreement was approved six weeks ago, and thisis not a good
Start.

The second aspect is security coordination. This
isacritical aspect for the Midwest region because it's
frequently congested and it's highly networked, leading to
substantial loop flows.

Unlike the assertions that the Alliance made in
front of the judge in the settlement agreement that they
were willing to accept services from the Midwest 1SO as long
as the Midwest 1SO would be competitive, in this case, for
security coordination, the three Illinois entities decided
that the MAIN region should do their security coordination,
and they did not want to go with the Midwest 1SO, even
though the Midwest 1SO repeatedly indicated that they would

be competitive, they were actually excluded from providing
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that bid.

Again, thisis contrary to what they told you in
thefirst panel. Things are not going very well.

Part of the concerns for security for the nation
isif this proposal is allowed to happen, we're actually
taking a step backwards. The MAIN region has one security
coordinator right now, and if thisis allowed to happen, the
MAIN region will have two security coordinators. The MISO
members will have M1SO do the security coordination and the
three MAIN members will have the three Illinois companies
that are part of Alliance will have MAIN do their security
coordination.

To sum up, | would liketo -- I'm going to skip
my last example. However, what | believe needs to be done
is| believe that FERC needs to direct both Alliance and the
Midwest 1SO to design this market through a unified effort
instead of independently designing two markets and then
trying to piece them together at alater time.

| dso believe that FERC is missing from the
scene. | believe that FERC needs to dedicate staff to
attend these meetings to assure that this market is created
seamlessly. And | also believe that FERC needsto call a
time out if the things that | shared with you are happening
before alowing the entities to go operational in December

and experience seams problems, and before each entity spends
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hundreds of millions of dollars.

Thank you.

CHAIRMAN HEBERT: Thank you, Ms. Fahey. Mr.
Hughes?

MR. HUGHES: Thank you, Mr. Chairman, for the
opportunity to present the views of industrial consumers on
RTO seams issues.

| speak on behalf of large multinationa
corporations with major manufacturing facilities in most of
the 50 states. If all proposed RTOs are approved, it will
not be uncommon for my members to operate in four, five, six
or more different RTO systems. Their corporate energy
buyers are deeply concerned that each RTO will speak a
different language, operate a different market structure,
administer different tariff provisions and business
practices and force them to manage multiple, inefficient
procurement strategies. Sadly, thisis a picture that may
be emerging. Competitive markets exist to serve
end-use customers. RTOs were conceived as an essential
platform for competitive power markets. But if RTOs do not
deliver tangible benefits to end-use customers, then we
don't want them.

We are not convinced that the RTOs currently
under development are on track to deliver the promises of

Order 2000. We saw the potential problem severa years ago
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and suggested three separate interconnection-wide RTOs. The
Commission was not willing to accept the merits of that
proposal, understandably. Instead, a more light-handed
approach was adopted, based on voluntary compliance and open
architecture. What followed was a hodgepodge of proposals
that to us defies logical, especialy the logic of the
marketplace and reliability.

Order 2000's decision to tolerate multiple RTOs
within a single interconnection creates the seams problems.
It has been compounded by the unintended consequences of
Order 888, or more correctly, the inevitable consequences of
no follow-up rulemaking that parallels Order 3636 in the gas
industry.

| chaired a small working group at NERC that
recommended the need for interregional coordination of RTOs.
In Order 2000, FERC adopted the recommendation and it became
Function 8.

| guess my position today isto warn you that
this problem isn't going to go away, and it will not solve
itself. Thereisno industry out there that will solve
seams problems all by itself and absolve you of the need for
regulatory activism.

In fact, many of the seams problems are embedded
in tariffs and 1SO agreements that FERC approved.

So my first point is to urge you to recognize
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that your policies on voluntary compliance and open
architecture are failing. 'Y ou cannot continue to expect
industry consensus to provide the leadership that will get
the job done. We urge you to assume that leadership role.

We offer a series of recommendations. Each of
you should have copies of my written remarks, and | will go
over just a couple of them in the time that remains.

But first, RTO proposas must be consolidated in
some rational fashion. Y ou have wisely pushed for West-wide
RTO. Continueto do so.

We urge you to direct the merger of some RTO
proposals in the East. Something has to be done there.

Next, FERC staff must attend all RTO meetings to
serve as an informal mechanism that provides each of you
with timely feedback on the progress or lack of it. Failure
to do so would undermine the credibility of both the RTO and
this agency.

Y ou should establish more definitive milestone
objectives with the threat of penaltiesin al future
compliance filings in your Order 2000. Y ou enumerated
several possible hammersthat are available. Should
transmission providers continue to resist your directives,
we urge you to use them.

Finally, we are deeply concerned with NERC and

its failure to rationalize commercial practices with
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reliability standards.

NERC continues to be dominated by transmission
providers, many of whom are also control area operators and
security coordinators. Some are using NERC rules to
preserve for themselves and their merchant affiliates
certain commercial advantages that are denied to other
market participants.

There is much industry talk about an expanded
GISB that might assume responsibility for these commercial
practices. Unfortunately, the industry is getting mixed
signals from this agency, and thisisinhibiting efforts to
advance to a workable solution.

Finally, there seems to be a presumption among
some regulators that Adam Smith would frown upon any
exercise of regulatory activism. | represent free
enterprise, including some of the most successful
corporations in the world. We want to limit government's
role in competitive markets as a matter of principle and
practicality. But there are no competitive electricity
markets in the United Statestoday. There's nothing but a
costly brawl between the new and old owners of market power.

Only FERC can undo the baggage of six decades of
regulation, and that's going to require some action.

Thank you very much for you attention.

CHAIRMAN HEBERT: Thank you, Mr. Hughes. Mr.
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Hayden.

MR. HAYDEN: Thank you, Chairman and
Commissioners. I'm Jolly Hayden, the Vice President of
Power Delivery for Dynegy. |'ve been there for about six
years. Prior tothat | grew up about 12 yearsin the
regulated environment in a control room, so I've been on
both sides of the fence.

Let's be perfectly clear here. | don't think
there's anyone in this room that is naive enough to think
come December 15th that when we flip the switch for these
RTOs that our seams issues go away. Any of those who have
had any experience on the trade floor will tell you that we
have serious problems still out there.

These seams in competitive markets we see price
anomalies that have occurred over the last several years,
and they're still occurring today. And | would argue
they're not going to be fixed anytime soon. In fact, those
of usin thisroom that have grown up with this, we can go
back to 1989 when alittle group formed called an Inter-
Regiona Transmission Coordination Forum. It was created to
discuss parallel flows. Some of the same things we were
talking about then we're talking about today. Acronyms have
changed. The number of players have changed. The problem
is still the same.

| have provided for you three examples, and I've
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targeted the Northeast. We won't go through them. | didn't
target the Northeast to try to pick on the Northeast. |
highlighted the Northeast because the previous panel had
mentioned we had the most experience under our belt in the
Northeast.

Again, as previous panelists have mentioned, at
the 50,000 foot level, they are ssimilar market designs. But
yet when we come into the day-to-day operations, we have
serious glitches.

During Q&A if you want to discuss those examples,
feel freeto do so. But I'd highlight '99, the blowup in
Cinergy and the Northeast's contribution to that. | talk
about last year and the price spike in New Y ork and if we
have a summer thisyear, | highlight a problem in the
Northeast that could contribute to another problem in price
anomalies.

The bottom line that we see in the seams
problems, the business practices and rulesis that it
increases liquidity, it increases market vulcanization, it
increases market volatility. |1 would argue that it reduces
reliability, therefore, and obvioudly it reduces market
confidence.

The thing that | want to aso emphasize, back to
the early days from my career is that in the early '90s when

we talked about when we think of seams issues, we think
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about the last four or five years. But in the early '90s we
were one outage away between MAIN, ECAR and TV A of blacking
out a large portion of my home state. Thiswas before a
power marketer exists. The only difference is now we have
increased volumes, an increased number of players, and
obvioudly that adds to the complexity.

What | would like to | guess go to in the last
few pagesis Dynegy has proposed ten steps to interregional
coordination. Rather than to go through each one of these,
| would like to say that | can summarize those in two major
points. We on several occasions have put thisin various
filings dong with many others. But one of the problems we
have is there's too many different tariffs out there --
network service, point-to-point, et cetera. Thereisa
difference.

Some of this was highlighted before. We want to
get everybody on the same page. We want everybody in the
same boat. Everybody needs to be on the same tariff. The
bottom line s, if we're al on the same tariff, well all
suffer the same consequences and ills and then welll al
have the same motivation to fix it.

The other thing that | want to highlight is the
fact that having gone through the NERC process in my career,
you know, progress has been very slow. 1 think the

collaborative process, the voluntary process -- we need to
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go from the voluntary process to more of a mandate and
Dynegy supports, as previous speakers have stated, somewhat
of a GISB approach.

Wed implore you to, as you said earlier
Commissioner, call the balls and strikes, tighten the strike
zone. Thetimeisnow. We can't keep waiting.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Hayden. Ms.
Kdly?

MS. KELLY: Thank you. I'm Susan Kelly,
appearing today on behalf of the Transmission Dependent
Utility Systems. Thank you for giving us the opportunity to
speak, because we know there are many others who requested
and were not given adlot.

The Transmission Dependent Utility Systems are
made up of the following rural electric cooperatives which
are owned by the members that the serve and strive to
provide service at the lowest possible cost to their
members. Alabama Electric Cooperative, Arkansas Electric
Cooperative, Golden Spread Electric Cooperative, Kansas
Electric Power Cooperative, North Carolina, Old Dominion and
Seminole.

Asyou can tell, most of these people arein
regions of the country that have yet to see up and running

ISOs. SO we'rein the early stages of RTO formation.
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We depend on the transmission systems of the
investor-owned utilities near us to get our power to our
loads. And that informs our world view. We have strongly
supported the formation of RTOs since the start of the
rulemaking process that's resulted in Order 2000.

We believe that wholesale markets would
immeasurably benefit if we had fully independent and
optimally sized RTOs. We understand and sympathize with the
seams-related concerns that people who are asking for this
conference to be held identified. But we believe that
inter-RTO cooperation is amost a second-tier issue compared
to the bigger problem: The acknowledged failure of many RTO
proposals filed to date with this Commission to meet
Characteristic Number 2, which is scope and configuration.

Our message to you issimple. To redlize the
benefits that RTOs can provide, the Commission must get
scope and regiona configuration right. As matters now
stand, many RTOs are undersized and gerrymandered. Thisis
because they have been set according to the individual
business strategies of the transmission owners. Mr. Mansour
on the previous panel got it right. Wherever three or more
of them are gathered together, you have an RTO.

These factors should not determine RTO
boundaries. Rather, the needs of regional wholesale markets

should determine RTO boundaries.
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Starting in January of this year, this Commission
has worked very, very hard to issue awhole series of RTO
ordersin the Southeast and the Midwest regions that are yet
to have RTOsin place. I'm not going to read back to you
your own orders. Y ou know them better than | do and they're
actually in the written versions of my remarks. But | would
love to quote to you from your own order pearls of wisdom to
the industry. It's from the SPP order.

CHAIRMAN HEBERT: | thought you weren't going to
do that.

(Laughter.)

MS. KELLY: | left al the other stuff out. This
isjust the one quote: "We want to see evidence of serious
efforts to form RTOs that combine a number of RTO proposals
to form maor RTO regions in the Southeast, the Midwest and
the West." Well, so do we. We want to see that, too. But
so far, we haven't seen it. We've seen lots of paper filed
in May, lots of Memoranda of Understanding. But we have
seen no concrete results.

So long as the Commission alows transmission
ownersto freely join and freely leave RTO negotiations, and
even RTOs, we will see the transmission owner equivalent of
what | call Temptation Island.

(Laughter.)

MS. KELLY: We have seen individual members of
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our group have reported the following subliminal messages --
not quotes -- subliminal messages at RTO negotiations:

One. Without me, you don't have critical mass.

Soif | leave thetable, you're dead. | can put a huge hole
in your doughnut. If | leave, I'm going to divide your
region in two.

Or, I'mreally big enough al on my own. | don't
need any of you at all because I'm big enough on my own to
be an RTO.

Or, yes, it'strue, | originally agreed to
participate, but that was then and this is now.

These things are driving us all crazy. We cannot
get afirm grip on who isin what RTO for keeps, not just
promise rings, not just engagement rings. We're talking
marriage here.

The Commission needs to do a mid-course
assessment on whether its policy of alowing transmission
ownersto chose their own RTO isworking and a specific
proposal in my paper as to how you could do proposed
boundaries in the Southeast and in the Midwest that would be
considered presumptively compliant with Order 2000. And if
those people who did not want to use those boundaries would
have to prove to you why their boundaries are better.

We think this would put a stop to indecision and

heavy-handed negotiating tactics. Of course, we redize
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that even if you get the seamsright, thisis not going to
be the end of the problem, the boundaries. There are till
important seams issues to be addressed.

Weld like to see standardization of firm service
offerings across RTOs because the rules are very different,
as other speakers have identified. But we ask you to deal
quickly and effectively with the scope-related issuesin the
Midwest and in the Southeast. As Commissioner Wood said
just yesterday, the consumer should come out of this better
off, not worse off.

Thank you.

CHAIRMAN HEBERT: Thank you, Ms. Kelly. Mr.
Meyer?

MR. MEYER: Thank you, Chairman, fellow
Commissioners. My name is John Meyer. | work with Reliant
Energy and I've participated personally in at |least three of
the RTO formations. PRobably | would have been more -- not
al of them are voluntary. That's going to be the scope of
my message as far as participation.

The Commission asked for three things we could
do. | want to emphasize three particular things | think
FERC can do for the industry.

Number one. Make sure the number of seams are
minimized, start out with lesser problems.

Number two. FERC should require a collaborative
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process for seam solutions as well as market structure
developments that each RTO must have.

Lastly, standards should be developed, must be
developed by al stakeholders and adopted by FERC similar to
what happened in the gasindustry. I'll try to explain
these in the next comments as time permits.

As| gotomy first Slide, it deals basically
with what RTOs really should be focused on. | can summarize
it real easy by just saying that not all existing |SOs can
or should become an RTO. Basicaly, that's because RTOs
should be developed or evolve around natural regiona energy
markets, not who gets together first.

The measurement in RTO's scope and configuration
has been discussed quite a bit, aslaid out in Slide 2. |
think that's very important. Because to be an RTO, you
should internalize most of your congestion and you should be
able to demonstrate these, able to meet the reliability
objectives, including having a self-sufficiency and
generation capacity. Y ou need to show that ssams will be
minimized or eiminated.

And of course we talked about one transmission
rate, no pancake rates. And lastly, all transactions can be
hedged and effective congestion management system. That
means not only one that's designed well, but one that's

implemented correctly such that all congestion rights aren't
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allocated immediately such as the market has access to none
of them.

To accomplish this, it's going to need more than
voluntary only formation. That'sasfar as!'ll state that.
Obvioudy, as Commissioner Massey said earlier, even with
this great objective, we're going to end up with five or six
RTOs. It's probably not realistic to think you're not going
to have one in Texas, one in the West and three or four in
the East.

I'm not proposing an Eastern RTO where you have
three only, though some people have. So you're going to
have some seams to deal with. You're not going to eliminate
the problem, but you can minimize it. And the problem
evolves in seams, as we've heard, different market
structure, different congestion management, even different
standards.

The request and reservation standards, study
processes are totally different. So Slide 3 deals -- what
we've got to do is figure out how to standardize things,
particularly reservation scheduling and the studies for
requests.

Slide 4, which is on the top, deals with actua
tariffs, timing. These aren't things that we dug up. These
are actually approved tariffs such that if you tried to

reserve between RTOs you will be stuck in timing differences

118



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that will create you to have partial paths such that you may

reserve one path and be stuck paying for it and get denied

by the other one. You just cannot make it smoothly.
These are in approved tariffs. | will skip to

Slide 6 actually and just talk a minute about total transfer

capability. Thisisarea simple one I've dealt with |

don't know how long both in utilities and with NERC, and we

still can't get it right. We go between two areas, control
areas or RTOs, and we can't have the same transfer
capability going in the same direction, total transfer
capability. I'm not talking about ATC. Because it depends
on the number of commitments, on how they treat different
reliability criteria, et cetera. But we can't even get the
standard right.

And lastly, | guess| want to deal on Slide 8
with the collaborative formations. |'ve led several
efforts, particularly in Texas, and tried to lead them in
other places, but basically if you don't have stakeholders
to buy in with the transmission providers, you're not going
to get a meaningful participation or process or redly
acceptance by the industry.

This requires deliberate processes formed with
stakeholder voting in al stakeholder such that the industry
and FERC endorsement will make it ago. GISB isagood

example. | think what has happened there, and | would
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endorse moving that to the Energy Industry Standards Board.

Finally, just resummarizing, make sure as RTOs
get approved that the number of seams get minimized. We
don't have too many to work with. Make sure that their
collaborative processes required from each RTO or they don't
get approved so that these things can be worked out among
stakeholders and encourage standards to be developed by an
industry standards board and then incorporate it into
tariffs such that the whole industry will benefit.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Meyer. Mr.
Regis?

MR. REGIS: Thank you, Mr. Chairman. First of
al, 1 would like to thank this Commission for giving me the
opportunity to speak at this conference here. My nameis
Jacques Regis, the president of TransEnergie. My interest
here -- and I'll be focusing on taking full benefit of
existing transmission facilities via better coordination.

Now | would just say there were some dides
handed out to your people. | guess I'll be using these to
make my presentation. First of al, TransEnergieisthe
entity that was created in 1997 by Hydro Quebec to open its
transmission grid. It'san open tariff. And it's regulated
by the Regie d'Energie du Quebec.

Asyou can see, then that iswell known, | guess,
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we have important export capability in the range of 7,000
megawatts. And that is nearly 4,700 megawatts, which isfor
the U.S., New England and New York. So we have 17
interconnections. So we're quite concerned about what's
going on, and our purposeis redly to see from example here
how we can get better return on what's going on.
I'll be just stating from NERC's summer
assessment report from this summer concerning the New Y ork
and New England situation has been atight situation. If
you look at the assessment of available assistance, PIM, no
surpluses, Ontario, no significant export availability, and
up to 5,000 megawatts of assistance available from Quebec.
Now I'll be using two examples here to show how
that can be improved or better use of the existing
facilities. There'stwo main interconnections with the U.S.
Oneiswith New Y ork with the 765 kV interconnection line
which has the built capacity of 2,370 megawatts. Now for
sure it's subjected to transmission constraint. ANd here
I'm not trying to jeopardize reliability. We're always
talking of considering the reliability.
Before June 2000, it was limited to 1,200
megawaits. Better reserve here and coordination could
permit use up to 1,800 megawatts. It's presently limited to
1,500 megawatts because of voltage constraints in New Y ork.

Real time transmission between TransEnergie and New Y ork
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could permit the deliver of up to 1,800 megawatts.
TransEnergie could increase the capacity up to 2,370
megawatts in the short term.

On the New England side, the DC line with New
England, which was built with a capacity of 2,000 megawatts,
is subjected to voltage limitsin New York and PIM. It's
used at the capacity between 1,200 megawatts and 1,500
megawatts.

PIM emergency redispatch procedure increases up
to 2,000 megawatts. Permanent implementation of such a
procedure could increase normal use at 2,000 megawatts.

In conclusion, regiona coordination could
increase our interconnection actual transfer capacity up to
their maximum capability for the benefit of the Northeast
region. TransEnergieisready to participate in any form
related to the transmission issue in the Northeast, and that
would be a mandate for change as an objective.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Regis. Mr.

Cazalet?

MR. CAZALET: I'm Ed Cazalet from Automated Power

Exchange, afor-profit power exchange scheduling coordinator
and proudly FERC jurisdictional.
(Laughter.)

COMMISSIONER BROMWELL: Good move.
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(Laughter.)

MR. CAZALET: I'd like to speak about smplifying
the seams between RTOs and thereby ssmplifying the RTOs
themselves. The Eastern Pool RTOs use or are moving towards
LMP with, importantly, security constrained unit commitment
in the day ahead markets.

Western RTOs, D Star, RTO West, are moving toward
aflow-based system that requires balanced and covered
schedules. "Balanced schedul€e" ssmply means that for each
participant, the supply they bring to the market must meet
the load they bring to the market.

"Covered schedules’ means you must acquire
transmission rights necessary to deliver that portfolio of
generation and loads, acquire transmission rights not only
in your own RTO but in adjoining RTOs. Some RTOs, mostly in
the Midwest, were opening initially with contract path
methods but intending to move to more flow-based systems
that use LMP for the real time within the hour dispatch.

Pool RTOs using security constraint unit
commitments as the three Northeast RTOs have been grappling
with thisincreasing wall of complexity and trying to
coordinate those RTOs. Separate RTOs employing these
securities constrained unit commitments can't easily
coordinate these optimizations. This complexity is delaying

progress in solving these seams problems.
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Flow-based scheduling uses balanced energy
schedules covered by transmission rights on parallel paths
inal RTOsas| just mentioned. This allowsthe
participants to self-manage the congestion among the RTOs
before it getsto the RTO itself. This simplifiesthe RTOs
themselves and puts the problem where it can best be handled
in the forward markets.

The FERC has in its recent California orders
especidly, has emphasized the need to develop and rely on
forward markets and forward transactions to minimize the use
of spot markets. Again, thisis where congestion management
seams problems need to be solved among the market
participants.

This can be achieved smply by requiring balanced
and covered schedules. Once FERC makes clear that the
participants are responsible for balancing energy schedules
and covering those schedules, then independent parties --
software developers, scheduling coordinators, the market
participants themselves -- will figure out how to do all
thisand do it in innovative new ways that reduce the cost
of RTOs and don't lock us into asingle way of doing things.

We will continue to face this complexity,
delaying solving seams problems, delay in getting these
markets up and running until you've simplified these rules.

And | think | laid out the ssimplest possible prescription
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for how you design the seams between the markets.

Until these mechanisms are in place, these RTOs
will largely operate as idlands and will not achieve your
goal, FERC's goal of a seamless nationa energy network.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Cazalet. Let's
start with Commissioner Brownell.

COMMISSIONER BROWNELL: Mr. Hughes, you suggested
in point number 4 that NERC is dominated by transmission
providers and that some are using the NERC rules -- I'm
guoting you -- to preserve for themselves and their merchant
affiliates certain commercial advantages that are denied to
other market participants. Could you say more about that?
And could you say if some of those issues are addressed in
the proposed reliability legisation or they're exacerbated
or don't have any effect at all?

MR. HUGHES: For thefirst part of your question,
| would direct you to two excellent reports prepared by a
NERC taskforce called the Control Area Criteria Task Force.
One report deals with a new reliability model whichisan
attempt to develop a new paradigm, sort of an engineering
paradigm of the industry that isimmune to old industry
structures.

It doesn't deal with control areas, fora example,

or vertically integrated utilities. It breaks the industry
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into core functions that will always exist but will be
reconfigured in different ways as the markets evolve. What
that taskforce concluded was that some of these functions
have a competitive advantage to them, and therefore, it is
essential that those functions be corporately independent of
any merchant entity that isin the market to seek commercial
advantages.

The second report that | mentioned deals with
thisissue in quite a bit of detail. What happened during
the deliberations within NERC was that many entities did not
like the use of the term "independent” in the reliability
model. And were concerned that NERC might even make any
suggestion that some entities not qualify as security
coordinators or as balancing entities or some of the new
functions that are specified in the model.

So therefore, the separate report had to be
prepared. Unwittingly, it'savery good report. It'sa
very readable report. And in fact on the broader issue of
thisreliability model, I would urge the Commission to adopt
it and to begin using it as a typology by which you rewrite
your rules and regulationsin the future. Itisan
excellent way of looking at the industry. And for some of
us that are really concerned about market power, it'sa
really easy tool to use to uncover where market power abuses

are likely to happen in some of these new structures that
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are being formed out there.

COMMISSIONER BROWNELL: Could you just restate
the two reports? Pat and | are slow writers.

MR. HUGHES: | can send them both to you
electronicaly. Oneiscadled "The Reliability Model" |
guess. It'sthefinal report of the Control Area Criteria
Task Force on reliability modeling. And the second report
isabig block letter, Independence on it. They're both
located in the same location at the NERC website for the
Control Area Criteria Task Force.

| think Marv Rosenberg isin the room here. He
could probably get those documents for you.

CHAIRMAN HEBERT: Since you brought that up, why
don't you provide that for the record?

(Information.)
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COMMISSIONER BROWNELL: Thank you. Otherson the
panel agree that the model that is espoused in this report,
thislatter report, is acceptable and a good idea?

(No response.)

MS. KELLY: Before we have consensus -- that
would be wrong. | just want to note that my group has not
given me any signoff one way or another.

COMMISSIONER BROWNELL: So well expect a
postcard in the mail saying what a great ideaiit is because
everybody dseis?

CHAIRMAN HEBERT: Speaking of that, since the
entire panel did speak to it, Ms. Kelly, why don't you check
with your people and get back and make it for the record?

MS. KELLY: I'll do that.

(Information.)
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COMMISSIONER BROWNELL: While werein consensus,
wereon aroll here, | might aswell keep going. Did |
hear a universal endorsement of GISB as the mechanism for
getting to uniformed business rules? Y es?
MR. HUGHES: | think it's officially our
position. We're still sitting on the fence. We would like
to work with both organizations to see how this shakes out.
COMMISSIONER BROWNELL: But you're asking us, in
your testimony, you're asking us for asignal. Soto get a
signal, you know, everybody has an opinion. Wed liketo
hear yours.
MR. HUGHES: What we like about the GISB model is
up front. It isanindustry segment model and nobody, no
group, has alock into the positions taken. That's not true
with the NERC. With the NERC, you have a 50-50 split
between consumers and providers. Then they have some other
groups out there within those two groups. But it's
basically a bicameral type of structure, and transmission
customers are often affiliates of the utilities.
So, you know, there's a potential for the
transmission providers to basically carry the votes whenever
they really want to in any kind of a voting structure like
that. GISB gives us protection away from that.
COMMISSIONER BROWNELL: Bob, you wanted to say

something?
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MR. NELSON: Commissioner, | purported to speak
for nine commissioners earlier, and | don't want to speak
for them on that issue either until | get back to you. But

on the surface, | think it makes sense.

COMMISSIONER BROWNELL: To the extent that we can

get at least some resolution on some of the issues, it
leaves us free to tackle those more difficult issues. So
that's why I'm pushing people. Yes? Your organization has
not yet taken a stand on this.
MS. KELLY: Correct. But we will get back to
you. | would like to note one other thing, though. For
those who have grown up only in the electric industry, the
GISB isanew and strange organization. Those in the
natural gasindustry know it well. | used to practicein
the natural gasindustry. | know it well. But how do | put
this politely? Maybe | just won't try.
COMMISSIONER BROWNELL: No need to be polite.
MS. KELLY: There are some factionsin the
industry who fedl likeif it's being imported from the gas
industry it comes primarily through the conduit of the
marketers. And if that isagroup that is strongly pushing
for that, then other people naturally say, well, it must be
bad for us, because that's what they want. So everybody has
to get comfortable with the concept.

Let mejust say, | think it is correct that there
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IS sector voting, that there are procedures in place to
ensure that the rules are fair, but | think more work needs
to be done to make people in the industry who may not be
intimately familiar with that model more comfortable with
it. | just wanted to note that.

COMMISSIONER BROWNELL: May | echo my colleague,
Commissioner Wood on thisissue? The purpose for which we
are al hereisthe customer. So you guys get comfortable
with each other, but we're here for the customer. And so
that's what at least is going to drive me, and | think I'm
quoting him accurately from this morning. Yes?

MR. REED: | can't speak for my group whether
they would endorse GISB. But what | can tell you iswhat we
would endorse is a collaborative process where you have
stakeholder involvement. It sounds like the GISB would meet
that criteria. We'll get back to you on it.

COMMISSIONER BROWNELL: Yes?

MS. FAHEY: I'd like to make a comment regarding
the reliability model. In my opinion, there's another way
to achieve this independence by making sure that RTOs are
formed correctly and by making sure that FERC insists that
the current vertically integrated utilities do not keep the
control areas, which iswhat we have in the Midwest. If
they did not keep the control areas, we would not need this

model. If we would end up with one control areafor the
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wholeregion, it's alot better.

COMMISSIONER BROWNELL: Thank you. Since we even

just got close to agreement here, I'm going to quit.
(Laughter.)

CHAIRMAN HEBERT: Commissioner Massey?

COMMISSIONER MASSEY': If you wouldn't mind moving

to Commissioner Wood. I'm going to have to leave at ten
minutes of three for a conference call and I'll be gone
about 20 minutes.

CHAIRMAN HEBERT: Do you want a minute and a
half, then?

COMMISSIONER MASSEY': | want aminute and a half.
I'll take that.

(Laughter.)

COMMISSIONER MASSEY: Isthereaconsensusin
this group that this agency should move forward aggressively
to ensure the right scope and configuration for RTOs? Does
anybody disagree with that?

(No response.)

COMMISSIONER MASSEY': Let the record reflect no
one disagrees. Point two, should this Commission be pushing
toward standardization of a number of rules and practices
among the RTOs? Isthere a consensus on that? Should the
Commission be mandatory about it or just nudge the industry

along, number one? A nudge or a mandate? What do you
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prefer? A hard nudge. Let's compromise on that.

(Laughter.)

MS. KELLY: Can| say it'swhich areathat you're
discussing which determines the answer. | was listening to
the first panel and thinking about the offer that Mr.
Harrison made, the K-Mart Blue Light specia and the PIM
software at marginal cost for you only today, and the
concern that | have about that is that that model grew up in
an area with atight power pool foundation, a centralized
market.

Now we're talking about RTO formation where
markets are much more fragmented, bilateral. Thereisno
entity, despite the invitation the Alliance has made, who
has rushed in to start setting up the spot market in the
Midwest from a central market.

We need to be careful about exporting models that
depend on that paradigm to upper regions of the country that
don't yet haveit. That isamajor caveat, and why I'm not
like rushing to put my hand up. But there are certainly
many aress, such as firm service offerings, business
protocols, ramp-up rates, lots of technical areas where more

consistency would be very helpful.

COMMISSIONER MASSEY:: If | could just make one

other point, and then I've got to go. Maybe staff can tell

me. | think GISB has promulgated between 400 and 500
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standardization rules. Has this agency ever rejected one?

(No response.)

COMMISSIONER MASSEY: | don't think we have. Oh,
we have? Never mind.

(Laughter.)

COMMISSIONER MASSEY:: | can't make that point.
In any event, we have, | hate to say rubber-stamped, because
that sounds like we didn't review them, but we have put in
place | think 450 or so standardized practice rules that
were determined by this approach with fair voting rules
where no segment of the industry dominates. And it seemsto
me that has alot of merit in that approach. Yes?

MR. NELSON: Commissioner Massey, on the issue of
prescriptive versus voluntary, | think a number of my
colleagues have been urging through our group, our
coalition, to urge the FERC to be more prescriptive and |
think it'sonly as aresult of the fact that the voluntary
agreements that have been reached, for example, in the
Midwest, although well-intentioned, are not being complied
with.

It's FERC's duty | believe to step in and make
sure that provisionsin those settlements are enforced. And
to me that means being more prescriptive than in the past.

MR. REED: On the seemsissues, | think you need

to be more prescriptive. | would say a hard nudge is the
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approach, because you want to get feedback from the
participants in terms of what the standards should be. But
then | think a push in the direction of having arule would
be the appropriate approach.

COMMISSIONER MASSEY: I'm assuming you all agree
that we should throw this out to afair processin the
industry and let you do this, but with some very firm
expectations by this Commission.

MR. HAYDEN: And deadlines.

COMMISSIONER MASSEY: Anybody disagree with that
on this panel?

(No response.)

COMMISSIONER MASSEY: No one disagrees. Thank
youl.

CHAIRMAN HEBERT: Commissioner Wood?

COMMISSIONER WOOD: Mr. Hayden, you mentioned
kind of about the fact that there's network service, the
point-to-point service. Can al service just be network
service, or why or why not?

MR. HAYDEN: We would advocate a network service
for generators would be very desirable. Infact, | argue
that it exists today for incumbent utilities. For instance,
you'll go out on several OASIS sites that will identify --
their marketing arm will identify a specific generator to a

specific delivery point. That unit trips the balance of
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their portfolio, picks up the supply and nothing changes. |
don't have a problem with that. | just want to be ableto
do it with my IPPif | have resources that arein an
electrically equivaent neighborhood.

COMMISSIONER WOOD: What's stopping that now is
what? The network service takesit all up?

MR. HAYDEN: Technicaly, they're saying they're
under point-to-point. | would argue they're under pseudo
network from a generation perspective. So they're taking
generator supply, making -- using, even though they're
supposed to be under point-to-point. Very rarely havel
seen, never have | seen where they end up getting cut
because the primary generator went in that control area,
tripped off. And it was always the portfolio picked it up.
Network customers on the load side have some benefits along
that line.

| think it makes sense -- | refer to it, the OCRT
tariff from '97 -- | refer to it as the wholesale network
tariff.

COMMISSIONER WOOD: Ms. Fahey?

MS. FAHEY: Along the same lines, specifically,
the vertically integrated utilities because they own control
areas sell something called system power, which is out of
their portfolio.

However, |PPs who are within the same control
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areas that own multiple units within that same control area
are not awarded that flexibility. So you have to point to a
unit that serves aload, and if that generator trips, that's

it. Your transaction gets cut and you can't say, well, |

want to redirect it to my other unit.

COMMISSIONER WOOD: Hasthis Commission ever

addressed how that squares up with the comparability
mandate?

MS. FAHEY: | believe it was addressed in the
Entergy case with denial of rehearing. It has been

addressed.

COMMISSIONER WOQOD: | know | asked something that

you don't agree with.

MS. FAHEY: Basicaly iswhat you get a
verticaly integrated utility, what they've always been
doing.

COMMISSIONER WOOQOD: Mr. Meyer?

MR. MEYER: Reliant would certainly support a
system where all load and all generation was treated the
same as far as availability on tariffs. In fact, we think
that's the only fair way to do it.

COMMISSIONER WOQOD: It'sthe only way | really
know. I'm looking at your list, Mr. Meyer, of industry
standardization bullets and | don't know if anybody has

these. I'll just read them off.
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He suggests that industry standards are called
for in the following categories of areas, and what | want to
ask for isif anybody disagrees with any point on thislist:
Reservations, scheduling, real-time data. I'm not sure what
"models of analysis' means.

MR. MEYER: How each RTO, or right now it's
transmission provider, uses the data to determine whether
that's avalid path or not or they need a further request.

COMMISSIONER WOOD: Okay. Information systems
and sharing and then coordination. Those last two are a
little broad, but has anybody heard anything that sounds
very nonstandardized or standardizable?

MR. MEYER: Commissioner Wood, what | was trying
to go toward is that commercial practices should be
standardized.

COMMISSIONER WOOD: I'mtrying to get alittle
more granular on that, because we all can agree at the
genera level. | just want to seeif I'm starting to touch
anybody's raw nerve on doing scheduling on looking at how
they vary across the country.

On your chart number 4, Southwest Power Pool
Energy Map, needs all the PIM ones. The mission of monthly
firm, point-to-point transmission service timelines, they're
pretty all over the map. If we're trying to cut costs to the

customer of what alot of you guys that are on the market
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side of the equation are doing, and Ms. Kelly, what your
people end up paying for, it seems to me that standards are
the way to save money.

I'm just trying to figure out whose feet we're
stepping on by doing it, but | haven't heard anybody squawk
about it. Thefirst panel it was obvioudly an institutional
interest, that they want to do it their way and nobody
esesway. Wedid that in the gas industry and it cost

everybody awhole lot of money.

My good friend Rae McQuade from GISB is here from

way back in '92 before that group was set up. Commissioner
Langen had me driving around about every electronic bulletin
board, which iswhat we called EDI back then, in the state
of Texas and afew other states, too, to find out what was
the state of the industry.
Unfortunately, we'd aready diverged. And Rae,
you're ten speed, and what was Panhandle Eastern's called?
MS. McQUADE: I'vetried to forget those days.

(Laughter.)

COMMISSIONER WOQOD: They were al going this way

and it just cost them awhole lot of money. It'slikea
video machine. | don't careif it's VHS or Beta or whatever
itis, | just want to watch amovie. The delivery system
may not be the best one out there, but we've just got to

pick something and go.
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| appreciate this group's strong push toward the
need for this agency to help in standardization. Likel
think my colleagues here, I'd much prefer that to come from
aconsensus effort, but | know that consensuses are better
had with what was it, timelines. And what was our deal for
the settlement this morning?
CHAIRMAN HEBERT: Timelines and uncertainty.
COMMISSIONER WOQOD: Y ou don't know what we're
going to rule. We might decide 24 hoursis good. We might
say you've got to do it in two seconds. It would be helpful
if you guys would write the timelines, the timeframes, the
protocols and al that stuff, and just let us throw you a
party when we sign off onit.

(Laughter.)

CHAIRMAN HEBERT: Thank you, Commissioner Wood.

Commissioner Breathitt says she has one short one for a

short person.

COMMISSIONER BREATHITT: And it may have aready

been answered. It was anote | took when you were speaking,
Mr. Reed. You called for atemplate that needs to be
established. You particularly, though, sit in the
Northeast.

Pat may have just also answered my question by
saying maybe the template needs to come from you and we

blessit. | wanted to ask you who needs to establish the
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template.

MR. REED: 1 think the template needs to come
from us, and if you blessit, the template needs to deal
with the firm transmission rights, scheduling and checkout
and curtailments, ATC and TTC.

Firm transmission rights need to be defined. And
we'd like to have a common interface tool so we can access
in one area the ability to schedule and get the information
back, put the information in it and get it out.

COMMISSIONER BREATHITT: So you are presuming the
whole universe of seamsissues. You have, | don't know,
narrowed it or defined it to about eight or so more critical
ones?

MR. REED: Those are the onesthat I'd like to
see addressed as soon as possible.

COMMISSIONER BREATHITT: Thank you. That was all
| had, Mr. Chairman.

CHAIRMAN HEBERT: That'sgreat. Thank you,
Commissioner Breathitt. Commissioner Bregthitt and | have
been working together too long, because | had the same
guestion. What was the template? So -- no, | haven't asked
it. So that shortens me by one. So, thank you.

Independence. Everyone seemsto think -- and |
agree. You've heard me speak about independence many a day,

and as we talk about models, is there anyone that disagrees
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that independence, when we look at these RTOs, is going to
be the mechanism that makes it work?

MR. HAYDEN: I'd like to add one caveat. When we
think of independence, most of us think of, you know,
separating the generation from the wire side and all that.

But there's a'so another facet that | think we've got some
examples of entitiesthat are for al practical purposes
transmission providersonly. Well, they aso happen to be
the load-serving entity for that region in the country. And
| think that skews their judgment or their actions at times.

In my state of Nevada, | would argue that a
transmission provider is atransmission provider. That's
al they do. A customer, therefore, isacustomer. It
doesn't matter if there's a generator going out, someone
going across, someone coming in to serve load. And | think
that's an ultimate state that | would like to see us get to.

And then they'll focus with the right incentives
from a ratemaking perspective what will start to devote new
technologies to help increase throughput, because that's how
they're going to make their gravy. That's where they're
going to be incentivized.

| get a paycheck because | bring deals to the
table and | deliver. They need that same kind of incentive,
and the same kind of liabilities if they don't perform.

CHAIRMAN HEBERT: You just want to segregate
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operationa and functional control, correct?

MR. HAYDEN: That is correct. And then
incentives along with that.

MR. HUGHES: Mr. Chairman?

CHAIRMAN HEBERT: Let me go to the Commissioner
and I'll come back to you, Mr. Hughes.

MR. NELSON: 1| think in my comments, and | think
| want to reiterate what Ms. Fahey said, it'simportant when
we look at independence to look at the independence prior to
the formation of the RTO, and | think there are decisions
being made right now in the Midwest that are being made on
behalf of the transmission ownersin effect for an RTO in
formation.

| think that's where we are very concerned,
because | think the decisions to be made in the next three
to six months are critical to where the RTO is going to wind
up. And so at this at this point in time, we believe that
independence should be assured by this Commission in
establishing deadlines and other orders.

CHAIRMAN HEBERT: Mr. Hughes?

MR. HUGHES: There's one issue associated with
independence that's perhaps above the whole area or RTOs.

CHAIRMAN HEBERT: | don't want to re-debate the
RTO process with you.

MR. HUGHES: Oh, no.
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CHAIRMAN HEBERT: Other than that, go ahead.

MR. HUGHES: Wéll, and that dealswith if in fact
this Commission ends up approving severa say transcos as
RTOs in the Eastern Interconnection, then --

CHAIRMAN HEBERT: You got acouplein mind? |
know you do, so don't say it. Go ahead.

(Laughter.)

MR. HUGHES: We may have some concerns with
letting them be their own security coordinators. Because
that's arole that then they could use -- they're in the
business of making profit. And to some extent, they may be
competing with other transcos for the flows, you know, in
the interconnection. And there may be interests associated
with congestion management schemes that would create
advantages for them.

And so therefore, the security coordinator needs
to be very independent from just about any profit-making
function.

CHAIRMAN HEBERT: | hear you. | appreciate that.
So often what we try to do iskind of reinvent the wheel
when we're trying to make something happen. Here we're
trying to get the seams issues out when clearly we have said
through Order 2000 we think it'simportant in the RTO
filings.

We've been acting on RTOs. Granted, we want
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things to go even faster than they are and we're trying to
develop the scope. What would be wrong with FERC just
taking its Order 2000 process and expediting the compliance
filings and trying to move quicker into the Function 8 as
opposed to reinventing and doing something brand new? Do
you follow me? We've got a processin place. Tighten up a
little bit, move forward quicker. Ms. Fahey?

MS. FAHEY: Yes. | don't believe the processis
working well at al. | believeif you're going to get the
markets to work well, you need to, for example, in the
Midwest, you have to design the market as one. And to have
two separate entities designing the same market, the same
rules, dealing with the same issues, and then try to piece
them together through Function 8, oh, and by the way, we
have a procedure or, you know, the seams collaborative
effort meets once a month to talk about 50,000-foot level
issues, that's not working.

| mean, we need to design the markets
fundamentally at the starting level where we talk about
congestion management and energy imbalance, which are the
building blocks. And I think that's what's needed.

CHAIRMAN HEBERT: Yes. | don't disagree. And
there are so many other issues that actually arein the
middle of this that we don't even talk about them. And we

sent aletter, what, a couple of weeks ago over to the SEC
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where we're continuing to try to work with other agencies to
deal with issues involving taxation and capital gains and
others so we can move quicker through this process. But |
hear you and | understand that.

But | do want you to know there are other things
that you're probably unaware of that we are doing to try to
get usthere quicker. Ms. Kelly?

MS. KELLY: Yes. | wanted to address your
comment about just getting the current compliance filing
process speeded up and more stringent.

I've been increasingly concerned as we have
reviewed compliance filings recently, not going into any
details about who, because that would be wrong -- but the
problem we have is that at this moment it's the transmission
owners that are writing the compliance filings, not the
RTOs, in the regions of the country where they are not yet
currently up and running.

So what you have as we rush towards a December
15th implementation date is that, well, we have to do it
because it's got to be done by December 15th. And yet the
people that are doing it have an interest in the market.

And they are making decisions, they are buying software,
they are setting up rules, and they're the wrong people to
dothat. Sol am very concerned abut the why the compliance

processis going, and | just wanted to make sure you
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understood that.
CHAIRMAN HEBERT: Okay. Thank you. Mr. Hayden?
MR. HAYDEN: Thank you. To add to that, | think
it'savery vaid point. I'm aprivate pilot, and I'd like
to refer to the airline analogy that you guys actually
addressed earlier in the day. You know, isit better to be
more from the top down? The FAA | guess with the
trangportation carriers, the Deltas and Uniteds and all
that, isit not the FAA that basically design how the air
traffic control, the ATC system, would work? And isn't that
what we're after?
Aren't we after the ATC, the air traffic
controller, or the ITC, as Dynegy called it, or the RTO, who
has no interest whatsoever in what the airlines charge, how
many people are in the seats, what kind of food they serve,
although some of us may wish they'd interject on that one.
But the bottom lineis, their job isto ensure
that we keep the planes separated. And they work -- yes,
there is regions broken up within the country, but they've
got this umbrella, you know, protocols and rules and
structure that they abide by. And you as a carrier have to
live by that. Y ou may not necessarily agree with it, and
you may incur costs to comply with it. But isn't that what
we need to go to? And didn't that come from the FAA?

CHAIRMAN HEBERT: Mr. Regis?
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MR. REGIS: Yes. Just asaCanadian entity, |
cannot say that | agree or not with the panel here because |
guess we have certainly different concerns.

But certainly one of them is more to say that if
the end result of al this RTO implementation, from the
example I've just presented earlier before would not solve
guess. Wed till have a problem, because there are seams
issues which are not addressed to such an implementation.

And I'm still concerned. | don't know if the end
result will be done. Maybe eventually, but | guess there
will still be alot of these issues on the table which won't
be addressed specifically. And the concerns as a Canadian
entity is how we get into that discussion to be sure that we
can bring the best solution | guess for the market on the
tableif it involves a Canadian entity participation under
the terms that we're in the grid, we're interconnected, for
sure | guess that should be considered.

CHAIRMAN HEBERT: Mr. Meyer?

MR. MEYER: Just to reemphasize, your question
about going through the compliance in the fashion we're
going, | would still have some concerns, because as |
pointed out, | don't think the RTOs are focusing on the
regional marketplace, and | don't think there's enough
attention made on their configuration and size.

And we're not talking about gigawatts. We're
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talking about being able to command these functions that
deal with mainly the seams.

CHAIRMAN HEBERT: | guess that was one of the
things | was going to ask, and we can kind of close it out
with that. 1I'm not certain that -- and perhaps there's a
lot of time spent on ownership issues and how we move
together as one and enlarge as opposed to trying to deal
with the seams issues themselves. So that's the reason for
this conference.

Onelast thing. Speaking of deadlines, people
have spoken to issues that require supplemental information.
Any supplemental answers, | need and the Commission needs
within five days. Please don't ask me for an extension. If
you all want usto act fast, we need you to act fast. Five
days. Thank you.

Next pandl, five minutes. Thank you for being
here.

(Recess.)

CHAIRMAN HEBERT: All right. Mr. Kormos?

MR. KORMOS: Thank you. Good afternoon. My name
is Michael Kormos, and I'm General Manager of Operations for
PIM and Chairman of the Electronic Scheduling Collaborative,
the ESC.

| want to thank the Commission for allowing me

the opportunity on behalf of the ESC to provide our insight
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on the issues regarding interregional coordination.

My comments today represent the ESC and its
diverse membership and are not necessarily intended to
reflect any opinions of PIM.

The ESC originated as the NERC Electronic
Scheduling Task Force over ayear ago with the issue to
address how electronic scheduling could be handled. Shortly
after its formation, Commission issued its ANOPR regarding
OASISII. After reviewing the ANOPR, the original group
decided to expand its membership and scope to respond to the
ANOPR and ultimately work with FERC to devel op standards.

The group decided to open up its membership to
al interested parties and made specific requests to other
industry groups to participate and work on the ANOPR goals.

The group has been very active over the last
year, meeting 12 times with participation from over 65
companies and organizations. The group is quite diverse,
with all segments of the industry in attendance. Asl
already mentioned, the meetings are open to anyone who
desires to attend, and everyone gets a voice and a vote at
the meeting.

The current issues of Function 8 inter-regional
coordination are very relevant to the work of the ESC. The
ANOPR discussed standardizing transactions into, out of, and

through RTOs. And in order to accomplish the goals of the
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ANOPR, the resolution of these seams issues are critical.

The seams issues are caused by alack of
consistency in business rules and market designs. These
issues significantly impact the ability of the ESE to
achieve concessions on how electronic scheduling can best be
accomplished.

Many of the decisions that have been made or are
being made regarding the designs of RTOs were done for
explicit commercial, or in some cases historic operations
reasons, and in many cases were approved by FERC. Itis
very difficult to resolve these issues through an open
industry stakeholder process and consensus-building group.

Another significant obstacle for the group is the
very status and intent of the RTOs and how they plan to
operate. Not only are many of the assumptions, designs and
functions of RTOs different, but the timing and devel opment
of RTOs vary significantly as well.

At the current time there are still many more
guestions unanswered than have been answered regarding how
many RTOs will operate. Because of this situation, ESC held
atwo-day workshop in the spring to hear from RTOs on their
intended direction.

From this meeting and others, the ESC recognized
that a single set of business rules was not forthcoming in a

timely fashion, and that the best course of action was for
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the group to find as much commonality as possible in the
existing models but alow for and accept regional diversity
to exist when it does not impact significantly our desired
results.

The ESC, however, does not believe that all
regional diversity should be acceptable if we aretruly to
facilitate an efficient North American market.

The Commission needs to recognize the importance
of balancing the needs for regiona diversity versus the
need for standardized business practices.

The ESC has identified a significant number of
issues concerning electronic scheduling where common
standards will most likely be a problem. Examples of issues
of the ESC is dealing with are schedule timing and approval
rights, physical versus financia transmission rights,
congestion management and transmission losses as well as
others.

These issues are very complex, and arange of
solutions offered by RTOs can be quite diverse.

The ESC is currently developing a set of business
practices to be filed with the Commission by the end of the
summer. We believe they will standardize much of electronic
scheduling while allowing for regiona diversity to exist
when appropriate.

This has been and continues to be avery
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difficult balancing act that is further impacted by the
incomplete status of many of the RTO proposals. The ESC is
carefully trying to weigh recommendations for

standardization versus innovations by the markets. ESC
respectfully requests that the Commission do the same when
reviewing and approving RTO filings. Many of the current
seams were caused by unique and different structures and
procedures approved by FERC in the current tariffs. We
believe RTOs may face the same dilemma.

The ESC does not desire to stifle innovation and
hopes to be able to help foster moving the industry further
through the use of and acceptance of better technology.
However, the ESC cautions that there needsto be -- I'm
sorry. The ESC believes that many of the RTOs can and
should work out these things between themselves, but FERC
needs to intervene when differences cannot be resolved.

Having FERC approve and enforce them where
standard market design for transmission and energy service
will greatly reduce the existing potential seams.

In conclusion, the ESC would recommend that FERC:

1. Review and approve the business standards
filed by the ESC regarding electronic scheduling.

2. Carefully evaluate the need for individua
RTOsto be exempt from the FERC-approved standards when

approving them.
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3. Ensure RTOs offer consistent levels of
service regarding congestion management and open access to
transmission service and other markets.

4. Bewilling to intervene and resolve seams
issues that cannot be resolved through normal RTO
negotiations.

Thank you for the opportunity.

CHAIRMAN HEBERT: Thank you, Mr. Naumann. While
I've got both of them here, let me thank Mr. Spencer for
gitting in and Mr. Watson coming in as well for helping us
out, both of you. Thank you.

All right. Mr. Naumann. Thank you, Mr. Kormos.

MR. NAUMANN: Good afternoon. My nameis Steve
Naumann. I'm Transmission Services Vice President for
Commonwealth Edison Company, a public utility subsidiary of
Exelon Corporation, and we're participating as a member of
the Alliance RTO.

Today I'm speaking on behalf of Energy Delivery
Transmission Group of the Edison Electric Institute. EEI
appreciates the opportunity to discuss issues regarding
interregional coordination of seams and have submitted more
extensive comments in writing in this docket.

EEI-member investor-owned transmission providers
believe that interregional coordination of seamsissuesis

important to the reliable operation of the interconnected
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transmission systems and to enhance the development of
competitive markets.

Many EEI members as well as regional
organizations are actively working on interregional
coordination issues, but not al entities are smilarly
Situated.

In reviewing the needs for seams coordination, we
believe it's important for the Commission to maintain
regulatory stability, such as avoiding new deadlines and new
standards that would distract from the fundamental task at
hand -- to have functioning RTOs by December 15, 2001.

Finally, al costs of these efforts, which are
substantial, do need to be recovered.

EEI members have been working as part of the
Inter-RTO Seams Collaborative Group that was mentioned this
morning by Craig Baker and Jim Torgerson, and that continues
to make progress. 1'm not going to repeat what they have
aready said.

The speakers on the first panel also discuss
initiatives underway in the Northeast to achieve the
Commission's objective of abigger seamless market among
PIM, New Y ork 1SO, and SO New England, primarily through
the MOU process involving those three 1SOs and the Ontario
IMO.

Another tangible success on the seamsissueis
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the Inter-RTO Cooperation Agreement between the Alliance
companies and the Midwest | SO, which was discussed and which
the Commission approved last month.

Seams issues pertaining to market structure are
important as we move to regional rules and practices.
Market structure issues are being discussed throughout
stakeholder or customer processes within each regional
organization. And obvioudly, the Commission is going to
review the filings on these various market structures.

A number of EEI members support a standard market
design going forward.

| would like to touch on a critical issue,
timing of the implementation of seams coordination. Asl|
mentioned before, thereisalot of progress, but as the
speakers on the last panel noted, more has to be done.

In looking at implementation deadlines, the
Commission needs to understand that at this point in time
there are two types of organizations. There are going
concerns like the three operating I SOs in the Northeast, and
then there are the entities that are trying to become
operational. And these two types are not similarly situated
in what can be done quickly.

The new organizations are working diligently to
become operational by December 15th and meet the

requirements by that date. In order for these entities to
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become operational, there is avery steep hill to climb that
includes procurement of hardware, procurement of software,
hiring of personnel. And | would strongly urge the
Commission to resist making changes that would place the
December 15th date in jeopardy.

That said, the second timing issue that the
Commission should consider is which functions relate to Day
1 as opposed to those that could be implemented later in
accordance with Order Number 2000, such as market-based
congestion management and addressing paralld flow path
ISSues.

There clearly is more time to deal with these
later functions. And with respect to the Day 1 functions, |
would ask the Commission, look at the possible impact on
December 15th implementation of any changes to that with the
great benefits that we expect to achieve from RTO formation,
elimination of pancaked rates, better coordination of ATC,
and added independence.

The post-December 15th issues such as market-
based congestion management and loop flow coordination are
issues that implicate seams coordination and would benefit
both the RTOs and market participants to increase the
coordination on those issues.

Thank you very much.

CHAIRMAN HEBERT: Thank you, Mr. Naumann. Mr.
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Boswell?

MR. BOSWELL: Thank you. I'm Bill Boswell,
Chairman of GISB's Board of Directors. With me above my
left shoulder who just sat down there is Jim Buccigross, who
is Chairman of GISB"s Executive Committee. Between the two
of us, we can give agood imitation of people who know what
they're talking about, at least with respect to GISB.

Let me quickly tell you how we work, how we
became involved in the Energy Board proposal, and how the
proposal is related to the seams issue regarding uniformity
in electric business practices.

GISB's Board is responsible for running the
organization and setting the annual plan. Our ECis
responsible for considering and adopting business practice
standards consistent with the annual plan and referring the
standards to our members for ratification. To date, GISB
has enacted well over 400 business practice standards, and
FERC has codified them in its own regulations with respect
to the pipelinesit regul ates.

And Commissioner Massey actualy has a very good
memory, because you've adopted every single one of our
standards. Three of them were sent back for further work
and we did that, but you adopted them, too.

So GISB standards, however, are voluntary. And

that said, it's our experience that most parties follow GISB
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standards, voluntary or not, and that we've gone along way
towards creating a commonly understood set of business
practices within the gas industry that are accepted
throughout North America.

This has occurred because GISB structured itself
to operate openly, transparently and inclusively, focusing
on process as a means of ensuring that consensus is reached.
That mode of operation has taken some extra time, frankly,
but it's aso given us the credibility within the industry
as awhole, with FERC, with the DOE and with the state
commissions.

Minority viewpoints know that they are protected
from the tyranny of the majority in developing and adopting
standards, and all know that the standards themselves, once
adopted, truly are the product of consensus.

GISB came into existence because the FERC and the

Natural Gas Council, among others, thought that the time was

ripe for anational approach to business practices within
our industry, one that emanated from within the industry and
one that presented the FERC with something FERC felt
confident was truly consensus-based.

EISB is being discussed and may shortly come into
existence precisaly because GISB has been successful. And
let me expand upon thisabit. First, GISB did not start

thisball rolling. As of two years ago, we were content to

159



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

continue what we've been doing since 1994, which is ded
with gasissues at the wholesale level.

At our annual meeting September of '99 we were
approached formally by the Committee for Uniform Business
Rules, CUBR, and asked if we would assume responsibility for
maintenance of their efforts to come up with uniform retail
standards for the electric and gas industries as a means of
making it easier for people to do business nationally.

CUBR was trying to create an efficient nationa
market at the state level. It had reached an impasse, and
it looked to GISB to help bridge that impasse. And frankly,
our initial reaction was skeptical or perhaps guarded isa
better term. Our main concern was that in trying to deal
with retail standards and the 50 or so jurisdictions they
represented, some of whom had already dealt with the issue,
was both daunting and likely to lead to adilution of
primary effort in the wholesale natural gas market.

We were also concerned that the request left out
awhole segment of the energy industry, the electric
wholesale market. Nevertheless, we agreed to consider it,
and we started to talk about it.

In the fall of 2000, we issued Strawman 1 for
public comment. It was an attempt to describe an energy
standards board that incorporated the things that had given

GISB credibility. We got alot of comments and came up with
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Strawman 2, which envisions four quadrants, one for each of
the gas and electric wholesale and retail markets.

It also envisions that each quadrant will decide
when and how to populate itself, how its segments will be
defined, and how it will be governed. It also assumes that
each quadrant will vote on its own standards and the members
from each quadrant will ratify these standards. And it
assumes that each quadrant will operate at its own pace
considering and adopting standards when consensus is reached
within that quadrant and not before.

And lastly, there's a provision for cross-
guadrant standard-setting. In other words, if one quadrant
comes up with a set of standards the others think might fit,
they get a say too.

Quadrant procedures aside, everyone operates
under the EISB rules of procedure. That is, they will open,
transparent, inclusive and sensitive to minority concerns.

And what EISB bringsto the table is a process-oriented
structure under which people can feel comfortable that their
legitimate concerns will be addressed.

What we think you get out of thisis adynamic,
responsive organization, one capable of assisting and
enhancing communication throughout all sectors of the
industry. And we've shopped this around. Were comfortable

now that thisis going to happen, particularly with the
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FERC's support.

Two more commentsif | may. When we started GISB
in'74 we had a bunch of people who were certain they had
nothing in common and nothing to say to one another.
Instead, we found out we had alot to say to each other, and
the natural gas industry is the better for it. We also
found out that our problems were not as big as we thought
they were.

And my last point isthis. Industry standards
are best developed by those who have to deal with the
problems across the spectrum on adaily basis. And we think

an EISB like a GISB can do thisand do it well.

CHAIRMAN HEBERT: Thank you, Mr. Boswell. Mr.

Cook, good to have you among us.

MR. COOK: Thank you, Mr. Chairman,
Commissioners. David Cook on behalf of the North American
Electric Reliability Council. NERC welcomes the
Commission's focus on interregional coordination. Achieving
well functioning competitive bulk power markets has been
central to the Commission's policy development for a number
of years. Well functioning competitive markets can also
enhance the reliability of the bulk power system.

One impediment to achieving that goal isthe
current array of differing and incompatible business

practices that characterizes the electric industry.
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In addressing interregional coordination, the
primary questions that the Commission and the industry have
to face are these: To what degree should business practices
be standardized? How much flexibility should be permitted?
When should that standardization occur?

Today there's no common agreement within the
industry on how to answer those questions. | sense through
the course of the day today some coming together around
that. But some entities want nearly uniform business
practices as possible to facility wide area trading with low
transaction costs. Others have devel oped systems that serve
their own region well but work less well for transactions
that cross regiona boundaries or in situations where the

same conditions that they have don't obtain.
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Various regions of the country arein very
different stages of development. The Commission, itself,
has sent mixed signals on the subject. | confess to being
part of those mixed signals when | was still on the
Commission Staff.

The Commission has encouraged interregional

coordination through Order 2000. On the other hand, it has

accepted tariffs that have the effect of perpetuating
differences among companies and among regions.

One example of the kinds of issues that | think

must be considered as we go forward, NERC's market interface

Committee has been addressing seams among regional
transmission organizations, and has devel oped a checklist
for RTO coordination considerations.

I've attached that to my remarks. | recommend

that to you as sort of one indication of the kind of issues

that need to be taken up. The task does not stop with RTOs.

Parts of the grid will not be covered by RTOs.

Where they exist, not all market participants
will be members. The grid isaso international in
character and interregional coordination must effectively
address all of those aress.

Once the industry has a clear understanding of
the answersto that primary set of questions outlined, then

the secondary question, what process do we use, | think
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becomes much easier to deal with.

There are several possible choices, not
necessarily mutually exclusive for the process question.

For reliability rules, NERC will complete its transition to
NARO, will continue to develop for their reliable operation
of the bulk power system.

NERC's new independent board of trusteesis
scheduled to act on arevised standards devel opment process
in October of thisyear. That process meets the standards
set out in the legidation for afair standards devel opment
process, including notice, opportunity for comment, open
balance of interest and due process. No two industry
sectors will be able to control anissue. No one industry
sector will be able to veto.

And with passage of reliability legidation, the
reliability rules will become mandatory and enforceable. As
we go forward, reliability rules and market interface rules
will be closely coordinated.

Another choice for how we proceed from this point
isto promote the work of the electronics collaborative and
the OA SIS scheduling collaborative that Mike Kormos has
talked about. Those groups are continuing the work started
by the OASIS. How and what groups. That's how GISB got
started.

A third choice would be to form an e ectric
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industry standards board to work on commercial and business
practice standards. As that group touched on market
interface issues, and reliability issues, there would be a

close need for coordination with NERC's reliability rule
development.

A fourth choice would be for the Commission
itself to take thison ether in individua cases or by
rulemaking, perhaps sponsoring a negotiated rulemaking for
the industry.

The reliability of the interconnective bulk power
system demands continued and increased coordination. NERC
is committed to promoting that coordination. Reliability
rules and the market interface rules interact and must be
developed in a consistent and coordinated fashion.

| think we will eventually get to afully
integrated market. The real question and the thing that the
variables that we have control over are sort of how soon we
get there, how effective that is, how efficient that is.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Cook.

Chairman Welch, good to have you with us.

MR. WELCH: Thank you, Chairman Hebert, members
of the Commission.

Maine has a particular interest in this because |

think Maine is now in close competition with Pennsylvania
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for the most number of customers who actually shift into the
retail market. We are well over athird of our load at this
point.

We recognize full well that, absent a vibrant and
genuinely competitive wholesale market for which the
resolution of the seams issues is a necessary precondition,
our retail efforts are going to be completely fruitless.

As Commissioner Brockway mentioned earlier,
Commissions throughout New England have been pervasively
involved in the wholesale and retail market development.

As State Regulators, we have both the benefit and
the burden of being fairly close to our retail customers.

We agree absolutely that we have to transform the markets,
but if those reforms are going to last, we haveto do it in
away that maintains public confidence.

All of our interventions at this Commission on
matters regarding the New England Power Pool and 1SO New
England are uniformly directed towards increasing market
transparency and breaking down barriers to entry, but always
with appropriate consideration of the short- and long-term
impacts of our decisions and yours on consumers.

The goal of our activities remains the same.

Fully competitive wholesale, and in most areas of New
England, retail markets. In reaching these goals, however,

it has become clear to me that some fundamental issues
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concerning wholesale electricity markets remain unresolved.

How does a market that is experiencing scarcity
attract investment capital without creating increasesin
price of electricity that are unrelated to the needs as
opposed to the desires of suppliers?

Put another way, where demand is so inelastic
that certain sellers can know with certainty that their
output would be purchased at any price, what constraints on
price can be imposed that will smultaneously preserve
public confidence and till provide sufficient incentives
for capital investment.

In this case, is the development of real time
demand response in the market sufficient, and in any case,
how can such a response be incorporated into the market
structure.

And beyond that, an over-arching question isthe
extent to which owners of generation should be permitted to
have any ownership in, let alone control over, transmission?

Or indeed, whether a stand a one transmission
company isin the best position to answer the alocative
guestion of whether generation or transmission ought to be
built to relieve constraints?

The long-term answers to any of these questions
are not obvious. It iscertainly not obvious that instantly

eliminating barriers between two or more flawed markets will
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simply produce a genuinely unflawed competitive market
between them, though we do recognize the obvious benefits of
having a market that is genuinely larger, as opposed to
genuingly smaller.

No one knows which markets will form the best
practice. There are serious debates along the lines |
described that are continuing, some of which have been
resolved, some of which have not.

And with this background, let me suggest afew
ways in which | believe this Commission can be most
constructive in trying to achieve these goals from a
national perspective.

Paradoxically, | think the first answer isto
think regionally. | urge that you not move precipitously to
completely erase existing RTO geographic boundaries, at
least in places like New England, where those boundaries
bear some relationship to aworking market, as opposed to
some of the more arbitrary boundaries you've heard described
today.

| believe thereis ill time required for New
England 1SO and the other RTOs separately to explore
solutions to their particular market issues, and especialy
to find ways to bring their three respective tools, each
with its own idiosyncratic history and practices into

conformity with the Commission's market and structural
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principles.
There are two approaches. Oneisthe top down
approach, which | think, in this context, if applied too

vigoroudly, risks imposing a solution that really doesn't

work for anyone. And in the Northeastern United States area

risks putting two of the efforts, two of the three, at any
rate, of the effortsin some jeopardy.

| think a more evolutionary course may be more
appropriate here, although I think with strong timetables
and specific guidance.

Second, | urge the Commission invest the
resources needed to develop an understanding of the issues
in each region and take prompt and decisive action to
resolve market and governance issues that are brought to
this Commission. Relying on collaboration or even self-
governance of market participants has limits. Not every
participant in the market wants a genuinely competitive or
liquid or transparent market. Not every participant wants
decisions concerning structure and rules to be made in an
efficient manner.

| think there are categories of decisions that
lend themselves to collaboration, perhaps el ectronic
business transactions.

There are other decisions which most assuredly do

not. For example, who gets the congestion rents. And |
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think the Commission needs to identify quickly which issues
are required for Commission intervention, and intervene and
make those decisions quickly.

Finaly, | join others in urging the Commission
to take a direct and active role in the various
interregional discussions and work groups. | think the
personal presence of FERC representatives is absolutely
vital, both to indicate the seriousness of FERC's effort and
to provide the guidance where it's needed.

Thank you.

CHAIRMAN HEBERT: Thank you, Chairman Welch.
Pleasetell Mr. Green, please tell Mr. Goodman he was
missed.

MR. GREEN: My nameis Barry Green, manager of
U.S. Regulatory Affairs for Ontario Power Generation, but
I'm here today as Chairman of the Federal Policy Issues
Group for the National Energy Marketers Association.

NEM is anational, non-profit trade association
representing both wholesale and retail marketers of energy-
related products, services, information, and energy-related
technologies. It's membership includes small, regiond
marketers, large traditional international wholesale and
retail energy suppliers, renewable energy suppliers, billing
and metering firms, Internet energy providers, energy-

related software developers, risk managers, energy brokerage
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firms, IT providers, aswell as suppliers of advanced
distributed generation and technology.
End of advertisement.

Our June 7th letter to FERC stated, for the

record, many of the seams issues faced by NEM members and

other market participants in dealing with interregional
coordination issues.

Many of these have aready been discussed by
other panelists today, and NEM members are in substantia
agreement with much that has been said by other market
participants.

| wanted to use my time today to suggest a
dightly different approach. To use a baseball analogy, at
the start of today's technical conference, | think FERC was
in the role of the umpire, dusting off the plate and calling
"play bal!" Many of the pandlists -- and I'm happy to say
some of the Commissioners today -- have seemed to be
swinging for home runs.

While | have no objection to home runs, and if
they are successful, | think many of the NEM members will
gladly jump out of the dugout and give them high fives.

From here, the fence still looks very far away.
There are many issuesto be dealt with. And in case home
runs are not achievable, | wanted to look for some singles

to get us alittle closer to home plate without necessarily
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knocking down the fences and redesigning the ball park.

One of the first lessons in management theory is
that which gets measured gets done. | think we have ample
evidence to support that in the context of the Northeast.
After the RTO NOPR was issued, but before Order 2000 was
issued, the three Northeastern 1SOs and later the Ontario
Independent Market Operators, signed a memorandum of
understanding which committed themselves to better
coordination on aregiona basis.

The first meeting of the Business Practices

Working Group of the ISO MOU was announced just before, but

took place after FERC's Northeast RTO conference in
Philadelphia.

A regional day-ahead market study between New
Y ork, New England, and the Ontario IMO was announced just
before the January 15th RTO filing date, but the results
were not available prior to January 15th.

And now just before this Technical Conference,
four 1SOs plus a number of others have got together to
establish the CSS, anew interface tool, and aso have
announced that there will be a future directions working
group established under the ISO MOU and at a meeting which
will be held just after this technical conference.

I'm picking on the Northeast because that is the

active |SOs, other than California, which has few other

173



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

issues, but | personally have no confidence that the other
RTOs will be substantialy different following

December 15th. | believe that FERC needs to establish a
mechanism that will hold RTOs accountable more frequently,
in the absence of periodic technical conferences.

| would suggest a requirement for quarterly
reports by all RTOs, specific to the seamsissues. These
reports would be publicly available to that market
participants are able to comment.

And we have submitted previoudy alist of
subjects that might be included on this report as a sample.
This suggestion is certainly less dramatic than a merger of
the RTOs, or a specific directive from FERC that would
standardize market designs.

But it's made with three thoughts in mind. Hope
that 1SOs and RTOsreally do want to do a good job of
interregional coordination and therefore with increasing
FERC interest in the subject, so it doesn't appear to be the
eighth most important function, and it will get the
attention it deserves.

A merger, at least in the short term, would be
very disruptive to the market, and the reporting requirement
may be a better way to get some short-term improvements.

And amerger of the Northeast RTOs would not do

anything to solve the problems that are bound to emerge in
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the Midwest and elsewhere after December 15th.

The Quarterly Report represents a starting point
and NEM would be glad to work with FERC and others to
develop it further if it were to be adopted.

A fina comment, using New Y ork, perhaps unfairly
again, as abenchmark. It is my greatest hope and my
greatest fear that by year end, New Y ork SO will be looked
onasagood RTO. My hopeisthat with FERC's prodding, it
will successfully implement many of the current initiatives
that have been aready identified and are being worked on.

It's my greatest fear that without FERC action,

New York will be largely unchanged, but the new startups
will make New Y ork look good.

Thank you very much.

CHAIRMAN HEBERT: Thank you, Mr. Green.

Mr. Ross.

MR. ROSS. Mr. Chairman, Mr. Secretary, before my
time starts, may | indulge myself for amoment, please. My
wife and two children are watching today, and honey and
children, | love you and thisis what daddy doesfor a
living.

(Laughter.)

(Applause.)

MR. ROSS. And these are my dear friends.

CHAIRMAN HEBERT: Let's please not take histime
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away. I'll tell you what. Let's give him an extra 15
seconds for that.

(Laughter.)

CHAIRMAN HEBERT: Because he deservesit. Glad
your family's along with us. Y our Dad's working hard.

MR. ROSS: You don't have to go that far.

(Laughter.)

MR. ROSS. Good afternoon. My nameis Glenn
Ross. | work for Dominion Virginia Power. Thanksto the
Commissioners and the Staff for selecting me to speak today.

We're not quite half through the year 2001. And
so far, | think it's been an incredible and dramatic year
for change.

Before | discuss my proposals, | want to share a
bit of my background with you. On the RTO front, | am
Dominion's representative to the Alliance Management
Committee where | serve as the Vice Chairman behind Stan
Swett as the Chairman.

I've just concluded a one-year term as Chairman
of the PIM Members Committee and thanks very much to Phil
Harris for his support.

In the reliability area, | am currently the
Chairman of the CERC Engineering Committee. And last
Tuesday, | was approved by the NERC Board as the Advisory

Engineer to the NERC Planning Committee.
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Finaly, | have been involved in the seams
discussion ever since speaking at the Cincinnati
Collaborative Process. And Linda Breathitt also asked meto
speak at the Atlanta Collaborative Process at the meeting.

| subscribe to the philosophy that involvement is
the key to making change work. | aso fancy myself a bit of
ascience fiction nut, and | found thisis an anaogy, that
the NASA channel is programmable on VCR. My wife often
finds me glued to the television when various components of
the International Space Station are connected.

| see somewhat of a paralel in our activities
here today. The United States orbited Skylab and the Soviet
Union orbited the MIR spacecraft. After atime the MIR was
equipped with a special docking collar which did overcome
the absence of standards. | seethisasaform of seams
management.

Both space projects were a huge success and many
countries participated in the development of the successor
systems that led to the now growing and evolving
international space stations. A new robotic arm has been
installed that was designed after the arm of the space
shuttle. A Canadian company designed that arm.

A truly international effort has led to rapid
assembly. Parts and modules have been assembled and

delivered from al over the world. No one country could
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have completed this task, nor would it have been such a huge
collaborative success had each participant dictated that
their standards be used.

The MIR spacecraft has the record for being the
longest successfully orbited spacecraft in history. There
was some thought we might use it and al of its systems
exclusively but that's not what happened.

| will say, at this pivotal timein our industry,
our efforts may seem about as important as these historic
events, at least | do, and | think we do.

| know there have been times when | felt like |
worked just as hard as the Russians trying to keep my
spacecraft in orbit.

We have had our own share of supply incidents,
leaving scars and dentsin our RTO.

In summary, the solution that is tried and true
may not be the best final solution.

My mama used to say, the early bird may get the
worm, but the worm may not be all the nourishment it needs
to grow.

Although many important points have been made
today, | will limit my remarks to three goals.

First, I hope this Commission will foster an
environment of seamlessness and not seams management.

Second, please work with the industry to avoid
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seams between seams agreements. | think that's a danger.

And third, allow for innovation and evolution
with the very complex business we run. To this end,
business practices should be standardized while still
differentiating market design elements.

| have, in my state, alimit on the December 15th

deadline to implement the efforts. A date slide here would

create some problems for me back home.

NERC and EISB can | believe address seams issues

when entities fall outside of the jurisdictional reach of
this Commission.

Dominion supports the EISB model that has just
been discussed, for the development of standard business
practices. Reliability standards are the purview of NERC,
although it may be beneficial, in my mind, to try the EISB

approach, with an already approved NERC reliability

standard, to seeif there is added value in the EISB method

proposed today.

We support the ERCA as amodé for initiating
seams discussions with others, and | also extend my
compliments to Chief Judge Curtis Wagner, for his
participation, leadership, and guidance, during our
settlement process.

L ong-established business practices can provide

stability but can aso block innovation. Innovation isthe
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key to sound business solutions. Evolution spreads good
ideas and corrects imperfections in previous market designs.

Seams between seams agreements, once again, may
only slow this process down.

I'll close with my two favorite quotes. Those
are those of Stephen Covey: Live out of your imagination,
not your history.

The second and probably a better quote today is
from Attorney Genera John Ashcroft who was talking to the
new Administration about change and about leadership. He
said, and | quote: "The power rests with those that can
solve problems. Little or no power exists with those who
point out problems and criticize the current leaders for the
problems they perceive. Involvement isthe key.
Involvement leads to solutions and a greater sphere of
influence.”

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Ross. It's good

to have the Ross family with us, and I'm a Covey fan myself.

Hopefully we have begun with the end in mind, and we will do

it right. | agree.

Mr. Hogan?

MR. HOGAN: Thank you very much, Mr. Chairman.
My name is Bill Hogan. I'm on the faculty at the Kennedy

School of Government, and | doubt that even my students are
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watching.

(Laughter.)

MR. HOGAN: I'm happy to be here today. I've
been involved in eectricity restructuring in many places
but | don't speak on behalf of anybody else here today, and
I'll try to be brief, given that you've heard a great deal
of what | might have had to say.

| think the seams protocol and interface problems
are going to be there. They have to be dealt with. Some of
them are smple.

There was this problem early on in PIM where the
exit points from PJM to New Y ork were at the same points as
the entry points going into New York. That's something that
had to be solved. Those things can be resolved and they can
be relatively easlly.

More complicated are issues like day-ahead unit
commitment and scheduling. Here, common unit commitment
decisions and associated day-ahead scheduling offer further
benefits for improved trading and reliability.

And | commend to you what was already mentioned
here. The study was completed. | wasn't involved in
producing it, but it's available on the ISO MOU Web page,
and | included it in the submission, How to Get To It. It's
avery good description of day-ahead coordination issues and

different approaches that we have to address that problem.
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We could al benefit from reading it. | learned alot from
reading it.

And then the emphasis and my contribution in the
handout was on real time congestion management. | was
involved in a study of that as afeasibility study with the
MOU group, and | reported on some of the computational
results with realistic-sized networks. And thiswas just to
seeif infact it could be done and if some of the
algorithms that we talked about would work. And | think we
demonstrated that they would.

That kind of coordination of real time congestion
management is quite possible, and | think we've worked out
the details on how to do it. And now they are working on
pilot programs to implement those ideas.

So those are al the kinds of things that are
discussed further in the handout. But what | really want to
do is come back to a basic theme that was launched this
morning and has been continuing here.

| think Commissioner Brockway got us off on
exactly the right start when she emphasized, as | would
emphasize, the importance of the market design within the
regions as being much more critical than how you coordinate
them.

Good coordination of bad market design is not

going to end up being avery good system. What we redlly
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want to focus on and what you need to focus on and where you
would have the most impact is on that market design.

That brings us to this question that you heard so
much about today, which is the standardization issue and
standardization of market design. | think it is no surprise
that | agree with Phil Harris, that the market design, a
bid-based, security-constrained, economic dispatch with
financia point-to-point transmission rights and all the
other things that go along with that package is something
that works in theory. And we now have alot of evidence
that it's been developed that it actually worksin practice
and it's the best thing that we have out there.

It would go too far, even though | may believe it
myself, to say that we've proven that it's the only way to
do it although | suspect that may turn out to be true. But
| don't think it's appropriate to suggest that you have to
decide the end point for everybody in the country.

| do think it is appropriate, however, for this
Commission to take the view that that successful market
design should be the point of departure for every discussion
about market design any place in the rest of the country.

In other words, the burden of proof should now
have shifted away from demonstrating that it works, to
demonstrating that something elseis likely to work better.

That demonstration should face afairly high
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hurdle. The arguments for alternative market designs should
at least be intellectually coherent, meaning somebody ought
to be able to explain it and explain how it actually works.
And if they can't, then you shouldn't take it on faith that
markets are going to solve all problems.

Because if we've learned anything over the last
year or so, we've learned that if you start out with a bad
design, the market is not going to solve the problem for
you. Marketswork very well if you have good market design,
property rights, and al the infrastructure that goes with
it.

But if you don't do that, you're not going to be
able to operate successfully. You're not going to be able
to coordinate successfully. So | think the Commission
should be much more aggressive about it and should set the
standard up as the burden of proof that everyone has to
defeat if they want to do something different.

| think actually it will work virtually
everywhere.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Hogan.

Mr. Y eung.

MR. YEUNG: First I'd like to thank the
Commission for alowing me to speak today. | understand

there were alot of others who requested to speak and
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couldn't.

However, I'm alittle bit had some of my thunder
stolen out from under me with Panel 2. A lot of the points
Panel 2 raised are the points | wanted to raise with the
Commission, and | was glad it was taken by the Commission
and heard.

With that, I'll go through my prepared comments.

Enron believes that transmission providers must
be encouraged to consolidate their efforts and create as few
RTOs as possible. The seams problems that we're dealing
with today are a product of multiple RTOs forming in the
first place.

The fewer the RTOs -- and we've heard it before
-- the fewer the RTOs, the fewer the seams problems there
are.

RTOs must also be encouraged to complete task
force in Order 2000 the comments going to getting the market
models right internally are very key here and should not be
overshadowed by the need to coordinate between RTOs.

However, Enron believes that one of the goals of
this Commission is to emphasize to the RTO designers that
resolution of interregional seamsis asimportant to and can
be accomplished in conjunction with the designer's efforts
to create viable liquid wholesale energy markets within the

RTOs.
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We hope the Commission will take actions today
going forward. We've heard several good suggestions and
inter-RTO issues must be addressed sooner rather than later.

Enron is aso encouraged -- concerned that seams
amongst the individual control areas that reside within
certain RTOs.

Earlier on Pandl 2, John Hughes mentioned a
control area criterion task force model. Seams within RTOs
are detrimental to the marketplace, asinter-RTO seams are.

The Commission should consider the impact of
competitive advantages that control areas continue to have
where they continue to exist in the RTO models.

NERC has not been able to develop the
requirements for independence on these control area
functions, as Mr. Hughes pointed to earlier. However, FERC
employs the control areareliability model as NERC has
developed in unison with the requirements of independents in
Order 2000.

This could be avery powerful and effective
combination to providing truly open marketsin the RTO model
design.

Enron has aso participated extensively in the
electronic scheduling collaborative or the ESC. We fedl the
collaborative has worked diligently trying to find common

ground to establish common industry-wide business practices
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for OASIS Phase 2.

However, | think the ESC provides a good example
of how aback end process to devel oping common business
practices just does not work. The ESC has found that RTOs
are very unlikely to be flexible after they've established
scheduling practices, congestion practices, timing
requirements, and very likely to change those to accommodate
an interregional coordination.

What should FERC do going forward? FERC should
move again toward RTO consolidation, fewer market models,
move towards providing a single market model where it's
feasible in certain regions. The market has to deal with
parale flows and parale flows know no boundaries.

Transmission companies, on the other hand, have
created these artificial boundaries. FERC should require
that inter-RTO issues be resolved before approving
individual RTO proposals.

In other words, within the RTO proposal itself,
have provisionsin there on how that RTO structure will
accommodate the inter-RTO practices.

FERC must press RTOs to proactively manage seams
issues as the interactive RTO processes are developed. We
can't wait till after the fact. We can't wait till RTOs
have completed their model. These things must be done in

parallel with RTO development.
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And one other point. Aswas discussed earlier, |
think the NERC control area task force model should be used
as atemplate as the FERC reviews the RTO proposals.

Thank you.

CHAIRMAN HEBERT: Thank you, Mr. Yeung.

Let me start out just by a quick question, then
I'll go to my colleagues.

Mr. Boswell, there's been some concern as to the
attempt to replicate what's been done for the gas industry
in the electric industry.

Can you talk to me alittle bit about that?

MR. BOSWELL: Yes, Mr. Chairman.

In the first place, as| mentioned before, this
was not something that we thought up. Folks cameto usin
the first place because we were perceived to be doing it the
way that it ought to work, and because we had, for want of a
better term, credibility in terms of how we operated.

The model that we have come up with, this
Strawman 2 that | mentioned, and you have a series of charts
before you on this thing, divides the industry, if you will,
into four quadrants. Wholesale gas, which would be GISB, we
would roll into that wholesale electric, and then retail gas
and retail electric.

If you think of EISB itself as the over-arching

structure into which these four quadrants fit, then | think
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you get a better appreciation of how we think it can work,
and how we think it can work well. In other words, each
guadrant pretty much governs itself aslong as they do so
consistent with the principles of the organization itself.

Open, inclusive, and al the other things that |
mentioned before, al the things that you all are familiar
with, with respect to GISB itself.

| think the nice part about it is that the
guadrants can work at their own pace dealing with things as
critical massis actually achieved within the quadrant
itself. And the quadrants can deal with things on a bi-
guadrant basis.

In other words, if something comesinandis
assigned to the electric retail quadrant, and the gas retall
guadrant or one of the other quadrants or more than one
guadrant believes it has an impact on how they're going to
do business from a business practice standpoint going
forward, they can raise their hand and say, wait a second,
what you've come up with is very interesting but the way
you've designed it, it impacts upon us and our members as
well, so let's think it through allittle bit further.

We believe that's one of the great strengths of
the system. Jim Buccigrossis heretoo. He chairsthe
Executive Committee. They are the ones who handle the

standards themselves.

189



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| served on the EC for three years before | came
to the Board, but Jim is the one who can talk about how you
actually make a standard from start to finish, and you have
achart onthat. It may be worth taking a minute to run
through that if it suits your convenience.

CHAIRMAN HEBERT: Mr. Buccigross, if you've got
something to share, go ahead.

MR. BUCCIGROSS: I'm on page five of the chart.
There's two things | want to say.

One, GISB and presumably EISB does not work on

standards that we dream up out of our heads. It's

membership driven. The membership comes and says we need a

standard on seams. We need business practices on that.

That is then turned into a request which would be
the first blocks there. It goesto the Executive Committee
where the Executive Committee, in a balanced fashion, votes
on whether it believes that's within the scope, does that
have to do with, in GISB's case, wholesale gas, in EISB's
case, wholesale electricity or retail.

Assuming it passes that, it goesto a
subcommittee where industry people work onit. GISB isjust
really Rae M cQuade the Executive Director, and three or four
administrative staff. That is GISB. Therest of the body
are volunteers from the industry. That's the same model

welll follow into an EISB.
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So it is the same people that go to the various
committees now that will work on that. That goes back to
the Executive Committee and ultimately goes out to be
ratified by membership.

Thisis actualy avery smplified 30,000 foot
view of it. | sat down to do achart, to do every step, and
when | ran out of space on the paper, | decided that Bill's
looked better than mine, and we'd use his.

But there are multiple levels of voting, multiple
levels of participation. Thereis protection of minority
views, there is protection against tyranny of the mgority.

CHAIRMAN HEBERT: I'm not as much worried about
the process. 1I'm beat up on process these days.

MR. BUCCIGROSS: Let mejust say this. There
were ahell of alot more peoplein 1994 saying that GISB
would not work for the gas industry than there are today
saying that EISB won't work for the electric industry.

CHAIRMAN HEBERT: Let me ask thisto the pandl.
Is there anyone else that has a concern or wants to make a
comment about replicating on the electric side what we've
done on the gas side with GISB?

Does anybody have anything to add on that?

Chairman Welch?

MR. WELCH: Yes. | think it'saconcern, and |

speak from a position of blissful ignorance on all the inner
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workings of GISB, but as an entity that relies upon a
collaborative process and a consensus building modd, |
think it works very well, or something of that kind works
very well when what you're dealing with is, in what form
should electronic transfers take place.

Situations which can be categorized as onesin
which all of the market participants, from the residential
customer up to the producer, would benefit from some
increased efficiency in the system.

| don't think the model works at all with respect
to agreat many decisions which still have yet to be made

with respect to the electric competitive industry, because

there are alot of decisions |eft where you are taking money

out of one set of pockets and putting it into another set of
pockets.

What we've seen in New England isthe

collaborative models reach gridlock amost instantaneously

in those circumstances. So | think having something like

EISB and GISB are absolutely vital, sort of on an on-going

basis and as an adjunct, but they are not going to solve the

important seam problems, they are not going to solve the

important wholesale design problems because a lot of those

issues do require that this Commission make some very tough

decisions about where the public interest lies, even at the

expense of some of the market participants.
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CHAIRMAN HEBERT: Let mego to Mr. Greenand I'll

come back to you. Thank you.

MR. GREEN: The National Energy Marketers
Association does not have a position on GISB one way or the
other. Personaly, | think | probably would fall into Ms.
Kelly's description of electric typeswho are alittle
uncomfortable necessarily with importing gas solutions into
the electricity industry.

Six months ago, | probably couldn't have told you
what GISB stood for. My concern, though, and it may be
aleviated, isthat one of the differencesin the
electricity and gas model, asfar as| know, isthat in gas,
there was no NERC equivalent.

My biggest concern with bringing the GISB process
into the electricity industry is the areas of overlap.

Where does a commercia practice that might be solved by a
GISB type process end, and areliability issue that needs to
go through a NERC process begin?

And my biggest fear isthat there will bea
number of issues which will end up going through both
processes and perhaps never get solved.

CHAIRMAN HEBERT: I'll go to Mr. Boswell. Then
we'll come back to Mr. Cook.

MR. BOSWELL: Just to state the obvious, we

cannot be all things to all people. We can be many things
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to many people, however. GISB has been successful because
we have focused on business practice standards. We have
attempted not to pick winners and losers and we have
attempted not to do things which | would refer to as

financial standards.

Picking winners and losers, we avoid those things
like the plague. Indeed, anything that smacks of that has
been precisaly the thing that's eventually come up to the
FERC for decision.

There are afew things you've asked us to do over
the years that we ssmply said to you, we can't do that
because you have to make that call. We can't make that call
because you're going to pick awinner or aloser.

And | think that's a very prescient comment on
Barry's part. We need to keep that in mind as we go
forward; what GISB does do.

And | know you are probably beaten to death with
processes. We have a process in place which makes people
comfortable. In 1994, when this whole thing started,
frankly the LDC community, which | represented at the time,
was one of the leading skeptics here.

We said we think this thing is probably pipeline
driven and we're not sure that our interests are going to be
protected, so we built alot of bells and whistles into the

system to make sure that the people would be comfortable.
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Because if they don't trust how the system works,
it won't work. So what you need to do is build trust that
what you're doing is something that people can buy into and
that if they think you are moving too quickly, they can
raise their hands and say, dow down alittle bit until |
better understand what's going on.

Y ou were also absolutely on point, Barry, with
respect to the nexus between NERC and GISB or an EISB type
organization.

Clearly, it seems to me that the reliability
piece in many cases is going to be the driver.

Once NERC has determined what it is going to
require from areliability standpoint, then that can be
turned into a business practice standard in support of the
reliability standard itself.

But it's going to require close coordination
between NERC and GISB as we go forward.

One of the suggestions made by a couple of folks
from NERC, when we talked with them about this a month ago,
is that maybe NERC ought to be part of EISB or at least
affiliated with EISB in some fashion, so that we can talk
with one another.

Because all of this thing comes down to
communication.

And if you have one group or a series of groups
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that do talk with one another on aroutine basis, they're
going to resolve alot of problems that would otherwise crop
up.

Fear is one of the things that lows usdownin
making any kind of adecision.

And if you talk to other folks, over time, that

fear diminishes.
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CHAIRMAN HEBERT: Mr. Cook.

MR. COOK: | think of the range of activities
that we've been talking about along a continuum. Y ou've got
some pure commercial kind of things at one end -- billing
practices, some things of that sort. There are other things
in that category at the other end. Y ou've got some very
pure reliability issues -- operating the system at 60 hertz,
and adhering to NERC's first contingency requirements for
transmission security.

In the middle, you've got afairly broad band, |
think, of sort of mixed questions, market and reliability
interface questions.

Well continue to work, and if there should be
developed an Electric Industry Standards Board, there would
be aneed for coordination at those intersections. And that
would require sort of additional coordination. It's not
undoable if the industry decides to go forward.

| think for the folks who express concerns about
something coming from GISB, from the gas side of the
business, al that isis sort of a governance model and sort
of away of getting to some decision points through an open
process. The gasfolks aren't going to be doing that. It
would be the electric folks that are going to be going
through that process.

And so, if they decide to pursue that avenue,
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it'll be the same entities that are participating in the

NERC process. There's no body of sort of GISB folks waiting
in the wings to do the electric business side of this stuff.

It will be by the industry participants themselves.

CHAIRMAN HEBERT: Let me move to my colleagues.
| think we've morphed on this enough. | would invite anyone
who has additiona comments on thisto pleasefile it within
five days.

Let's start with Commissioner Massey.

COMMISSIONER MASSEY : Professor Hogan, | noticed
at the end of your dlide presentation that you provided in
written form to us, you advocate the presumption in favor of
the PIM market design, and you say time is running out.

What do you mean by that, timeis running out?

MR. HOGAN: Weéll, I don't want to overdramatize
it. Butif you look at California-- and there are many
things about Californiathat are different than other parts
of the country -- but one of the things that people failed
to recognize is that the California market wasin trouble
well before last summer, when prices went up.

As amatter of fact, from the beginning of its
operations, the California market ran into problems. This
Commission is very familiar with al the amendments that
they werefiling to changeit, and to try to do it to solve

these problems without using market processes, because
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they'd ruled these market processes out in their original
design. And at the end of 1999, this Commission found that
critical features of that system were fundamentally flawed,
and directed Californiato go back and redo from first
principles that market design.

That process started in early 2000, and it was a
race against time. And eventually the market broke down,
and they failed to make those changes. Now, in the process
of dealing with the crisis, all of these things have been
ignored, deferred, set aside, and all kinds of ad hoc rules
are going to be developed.

Where this market is going to end up in
Cdifornia-- | have little idea what they're going to do,
because they're in acrisis mode trying to fix this. When
you don't have the crisis upon you is the time you should
fix the market design. We're all worried about what's
happening in the rest of the country because we're delaying
and we're delaying. We're developing things that are
incompatible. We're creating seams problems where we don't
haveto do it.

That's the reason in part for this conference.
Many of the comments you heard earlier, particularly about
the problem in the west, for example, and the other parts --
and eventually we're going to get in a situation where we're

going to have another crisis that's going to show up, and
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then another. Or we're going to get embodied with market
designs that don't work, fundamentally, and it's going to be
too late to change them easily.

We're going to spend alot of money. We're going
to create alot of entrenched interests. | thought this has
been arace against time for a number -- since well before
Order 2000 came out, and I'm amazed we've gotten away with
what we've gotten away with so far. | keep holding my
breath and hope that we can get the successes to spread, but
it's far from obvious that that's going to happen.

COMMISSIONER MASSEY: It seemsto me what you're
saying is a bad market design that leads to prices that we
don't have any confidence in erodes the credibility of the
movement to competitive markets, and we need to get on top
of that.

MR. HOGAN: That's exactly right. The damage
that's been done by the unfortunate crisis that we've been
experiencing, which is avery serious situation in the west,
is damage to this country. It's damage around the world.
Thisis not the only place where people are talking about
that.

The notion that we are going to solve these
problems ssimply or easily, or that it's going to emerge
voluntarily, | just think is defied by the evidence. And |

believe this Commission in the United States is the one
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entity that has the capability and the authority to do
something about it, and | think you should.

COMMISSIONER MASSEY: Mr. Boswell, in 1994, when
the Commission had a similar conference, and the gas
industry came in to talk about the EBBs and how to get past
the seams issues that that created, what signals did the
industry get from this agency that turned that around?

What were the elements of the signal, and should
we give the same signa here?

MR. BOSWELL: 1 recdl being in adifferent
conference room, and a different person -- Betsy Moler --
gitting in the chair. And | recall being the witness for
AGA at that time.

And | recall that you all were up on adais,
gitting above us, and it was kind of the finger of God
pointing at us.

COMMISSIONER MASSEY: | aways felt that way when
she pointed at me, too.

(Laughter.)

MR. BOSWELL: Sheenjoyed it, | think.

(Laughter.)

MR. BOSWELL: Shesaid, you will do thisor we
will do this, and | guarantee you will like it better if you
doit. Soit had astrong motivating factor. It reminds me

about the comment from Samuel Johnson, about the process of
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being hanged concentrates the mind wonderfully on the
future.

So inthis particular case, astrong signal from
FERC is probably going to be of great assistance here. That
said, we probably have alittle bit more going for us than
we did at that time, because there was no GISB model in
existence. Thereisone now. People seem to be converging
around it.

But if you all for example were to say, as a part
of the solution to this problem that we see before us, you
really ought to move in that direction, and you really ought
to do so in away that folks have become comfortable with, |
think we can pull that off. | think we could have an EISB
in existence before the end of theyear. And | will tell
you quite frankly, I would very much enjoy being the last
chairman of the board of GISB.

If EISB comesinto effect, GISB will roll into
it. And | appreciate David's comment. We're going to be
one quarter of it. We are not going to be four quarters of
it. Each of the quarterswill run itself. Consistent with
the way that GISB has set itself up, EISB will be set up as
an organization.

Jim, did you want to add anything to that?

MR. BUCCIGROSS: No, thank you.

CHAIRMAN HEBERT: Commissioner Brownell?
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COMMISSIONER BROWNELL: Thank you, Mr. Chairman.

Tom, you said some issues lend themselves to
collaboration, and some do not, and you needed our help --
definition, nudging, whatever -- on those who don't.

Could you specify alittle more clearly what it
isyou think we need to address?

MR. WELCH: First of dl, | wastakingin
categories. | think there are issues where what you're
doing isjust figuring out how, physicaly or
electronically, people are dealing with one another. Those
| think are going to work themselves out. Everyone has an
interest in doing it.

But there is another set of issues -- congestion
management falls roughly in this category; design of
capacity markets falls roughly into that category -- in
which the near-term financial prospects of the market
participants are going to vary greatly, depending on which
result occurs. If you just look at the northeastern
Massachusetts situation, how those costs are socialized
around New England makes a huge difference to the peoplein
Boston, and a huge difference in the opposite direction to
the peoplein Maine. Getting people, even regulators, from
Maine and Massachusetts in the same room is not going to
come out with a solution.

Similarly in capacity markets, there'salot of
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debate, alot of people of good will trying to put forward

particular kinds of solutions. But they make a difference

in how much money people are going to get in the near term.

| think on those kind of decisions, FERC needs to
educate itself quickly with respect to the regional
situations and just make a decision, come to a conclusion --
not wait for the participants to come to their own
resolution and not send it back to them to cometo a
resolution, because it won't happen.

COMMISSIONER BROWNELL: Thank you. Yes?

MR. COOK: Just to follow on your response to the
guestion, the Electronic Scheduling Collaborative intends to
present to the Commission, | think at the end of August,
what's hoped to be a set of consensus business practice
standards. Their expectation, though, is that they're not
going to be able to get all the way there on some of those,
and they will sort of present those issues to you, lay out
the pros and cons on the issues that are involved. They're
going to ask you to make some cuts on those decisions.

COMMISSIONER BROWNELL: Thank you.

Mr. Naumann, you make some comments that are |
think countered by some of the earlier panels and my friends
at the end of the table. And | just want to ask you this
guestion.

| fedl alittle bit caught in a Catch-22. There
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are some who say do nothing, stay out of the way, let us get
there. You say, well, there'skind of a startup issue, and
we're there, and we can wait for things like congestion
management and other kinds of decisionsin akind of Phase
Il.

Y et we have Professor Hogan, who wisely points
out you can't coordinate a bad market design. We've already
tried to do that, and | think we've seen the results. So to
say wait, because we don't have to do it the day we open the
doors -- athough we know a couple months after we open the
doors we're going to be dealing with that -- I'm just not
sure about leaving that much uncertainty, or the ability for
ten options to get out there and deal with these seams
issues that we haven't even anticipated yet.

Respond if you would, and then maybe Professor
Hogan and Mr. Y eung would like to chimein.

MR. NAUMANN: I'm not sure that | disagree with
Bill. What | wastrying to say is, those issues that are
day-one issues that have to be done by December 15 -- to
require changes at this point from where people are will be
very difficult and costly to implement, because there are
contracts and we're at the mercy to some extent of the
vendors to actually implement these things if you're going
to make December 15.

| didn't mean to imply that on the day-two
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issues, the market-based congestion management,
internalization of loop flow, that you should wait to
December 15 to do anything. What I'm saying is that on
those -- and some of those are the very big issues; | think
the issues, more or less, that will end up coming up here --
that there is more time to start now to get a solution so
that they will be implemented within the Commission's
deadline, or if you're looking at some changes to those
deadlines that that isfar more realistic to get done than
the day-one things which, if we dip day one, | absolutely
agree with what Glenn Ross said.

Glenn is sitting there with his state deadline.
He needs to be in operation by December 15, and many of us,
we are going to be in operation. So if | was confusing on
that, I'm glad to be able to get a chance to clarify.

COMMISSIONER BROWNELL: Soyou don't think the
risk -- or anybody can comment on this -- that six months
from now, we're sitting here, we've come to a consensus
that, you know, this model doesn't work but this model
really does. Weve finally agreed on amodel, or maybe two,
of congestion management, and ten people don't sit around
and say, yes, but | just spent 12 gazillion dollars on
software. | can't change that; gee, I'm sorry.

MR. NAUMANN: | think the short answer to the

second question is, too bad, athough I --
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COMMISSIONER BROWNELL: I'd like that in the
record and underlined six times for everybody in the room.

MR. NAUMANN: Understanding that the expenses
were prudently incurred as something that has to be done.

(Laughter.)

MR. NAUMANN: But to get to that, part of itis
because the congestion management systems -- again, I'm
putting aside the three northeast 1SOs that are far more
advanced -- that there is the longer lead time, and the
Commission can control that process and say -- and I'm not
necessarily suggesting that thisis what you want to do --
you may say, by such and such a date, we're going to come
out and we're going to say what are acceptable and not
acceptable designs. And we don't want you to go there yet.

Y ou know, Bill may say that's not quick enough.
The problem is, it will take timeto do al that. There
are, at least in the area | come from, there are a number of
collaborative efforts -- SPP, within the Midwest 1SO, within
the Alliance, within the south -- they're going and doing
their thing.

We may need alittle direction to say, okay,

Order No. 2000 said we want the market-based congestion
management system to be in operation one year from the
effective date. We still mean that. However, we're going

to need some additional guidance or something like that by
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this time so that you can implement that.

Bill may say we're waiting too long, but I'll let
him say that.

COMMISSIONER BROWNELL: | would agree with him,
actually.

MR. HOGAN: With all due respect to the
Commission and Order 2000, | think what Steve is responding
to here is one of the few mistakes that were made in Order
2000, and a quibble that | would have.

COMMISSIONER BROWNELL: Good catch, though.

MR. HOGAN: The decision about what had to be
done immediately and what could be done in the second phase,
the day one and day two -- there was a decision that was
made by the Commission, and it said balancing markets had to
be done right away, and the congestion management system
could be done |ater.

This presents a fundamental problem for the
industry, because these are the same problem. You can't
solve one, as a practical matter, without understanding how
you're going to solve the other. They're very closely
connected with each other.

That's water under the bridge, so there's
nothing. What Steve's worried about is upsetting the
processes that are underway to get to day one, given that

that's what the Commission said before. So what can we do
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about it now?

| think his suggestion is exactly the right one.

Since these things are so closely intertwined, when people
are trying to work out the final details and put in the

ba ancing things, they should have in mind how thisis going
to work with the congestion management system that they're
going to adopt as soon as they can adopt. | think ayear
later istoo late, but the faster the better.

But in any event, you ought to give them advice
today on what's going to be acceptable for that, and I've
already described what | think is a starting point, the
point of departure for that. And if the Commission went out
and said that, that would have an effect on how people are
developing these things, and you would head off some of
this, which is going to happen without doulbt.

The conversation is going to come later -- oh, if
they only told us before, but we can't do it now because we
have all this money we have spent on this software. Some of
that's going to happen anyhow. But | think you should
anticipate where you're going, and recognize these things
are very closely connected to each other, and speak now not
later.

COMMISSIONER BROWNELL: Thank you. Mr. Yeung?

MR. YEUNG: | think | want to point out that

congestion management is probably one of the biggest issues
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asfar asthe market's concerned. If an RTO hasavery

effective congestion management process, which alows the
market to buy through the congestion and to manage it
financially, that's what the market wants. A lack of

coordination between RTOs and congestion management schemes
puts alot of risk on the market.

Physically congestion can more than likely be
resolved through physical curtailment. NERC TLRisa
process that's been in use for years. It getsthe
congestion off. However, there's no financia restitution
foraNERC TLR.

A lack of coordination of congestion management
tools going forward with RTOs will result in physical
curtailments, leaving the market with no financial recourse
to mitigate the congestion. That's what's at risk in the
market.

COMMISSIONER BROWNELL: Thank you. Thank you
al.

CHAIRMAN HEBERT: Commissioner Wood.

COMMISSIONER WOOQOD: | just have one question.
It'sfor Mr. Cook and Mr. Boswell.

Thinking about the division of labor between EISB
and NERC -- explain to me alittle bit more about the makeup
of the subgroups who are really doing the grunt work here.

Independent boards are great and all that, but we know the
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work gets done down at the staff level.

(Laughter.)

COMMISSIONER WOOQOD: Although not yesterday.

(Laughter.)

COMMISSIONER WOOD: That was up at the top, all
right. In most cases, staff was doing the work.

Who are in the bowels of these organizations that
isreally doing alot of the nitty-gritty here?

MR. COOK: For NERC, it'sindustry volunteers.
NERC has three standing committees: an operating committee,
a planning committee, and a market interface committee. And
those committees all have representation from all segments
of the industry: transmission providers, customers,
independent power producers, marketers. Y ou've got some
folks here at the table. You've got two now here who are at
least vice-chairs of some of those committees.

Those groups, in turn, have more industry
volunteers and subgroups working under them to do the
developmental work on the reliability standards as they move
forward. And as has been observed, the reliability issues
inevitably touch on market issues. And so the
interconnection with the market and the way those rules get
played out, the effect it has on the market is sort of built
into the process.

The organization isin transition. You heard an
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earlier panelist describe his lack of satisfaction with how
far the organization has gotten. But you know, the process
isunderway, and there's lots of participation by lots of
people from all segments of the industry.

My assumption isthat if an Electric Industry
Standards Board were created, it would be populated by those
same people, or at least those same organizations. The
governance structure is dightly different from the one that
NERC has, but if you take it one step back, in terms of
openness and balance of interest and that kind of stuff,
it'sfairly characteristic as well.

MR. BOSWELL: I'm aprocess geek. I'mnot a
techie necessarily. The short answer, though, isthat it's
done in pretty much the same fashion at GISB as it would be
done at NERC.

The people who deal with these things on a daily
basis are the ones who come up with the way it ought to be
done, because they know what does work. And it's balanced
among, at least at the GISB level, all segments of the
industry, from producers to end users, all of whom get to
sit on the committees and talk about how to make this thing
work.

What 1'd like to do is kind of knock this one
over to Jim, as chair of the executive committee, because he

can tell you very specifically how the EC works to make this
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happen.

The only thing I'd say before that, though, is
when we developed our first couple of hundred standards back
in the early '90s -- mid-'90s, | guess -- we probably had
500 industry volunteers who deal with this stuff on adaily
basis, working for the better part of ayear to come up with
it. It wasamajor investment of time as well as money, but
frankly no one else could have done it, and | think no one
else could have done it aswell. And the Commission has
admitted over the years that you al couldn't do it, either.
Moreover, I'm not sure you'd want to do it.

Jm?

MR. BUCCIGROSS: Thank you, Bill.

It'sall levels, isthe short answer. At the
Board, you're dealing with senior VPs, CEO level; executive
committee, probably VP, senior director levels. Yet that's
where the business standards are formed.

The implementation standards go down through
various subcommittees where you'll have pure programmers and
techies and EDI people down in the bowels, to use your
terms, doing the real work, making the implementation
manuals and setting those up such that people can then take
those documents and implement the standards.

The standards are great. We put them in a book.

The words say this. But without the implementation scheme,
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the software and the ability for companies to take the
documents and implement them, they don't do any good. So
the level is all the way down there, from the technical
people who make it work to the Board who does al the grand
thinking to the EC that passes the business.
COMMISSIONER WOOD: Where doesit all get woven
together? A lot of times commercial practices have a
reliability implication, and what an engineer may think is
great on reliability may just crater a competitive deal and
not really be necessary. But it's like we've got to put
that engineering factor in there.
Theworld I came from had them woven together
just kind of ingtitutionally. And so it isdifficult for me
to see about the seam being between areliability mindset
standing aone and the commercia facilitation mindset. Do
those things just finally get brought together when it comes
to the Commission, or does somebody start doing that before
it comes there?
MR. COOK: Clearly that would need to happen
ahead of timeif you had arational set of standards. It's
why NERC developed the Market Interface Committee to deal
with those kinds of issues and to work on those kinds of
situations for the issues that touch on those two things --
that is the scheduling, curtailment, those kinds of things

have implications on both sides. That would still need to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

215

be done in a coordinated fashion, presumably just through
NERC as it developed those reliability standards.

In the legidlation that's pending, one of the
things that the new organization is obligated to do is to
take account of the commercial impacts of those kinds of
things so that that's built into the standards on a going-
forward basis.

MR. BOSWELL: We need to develop protocols to
make this piece of it work, because the nexus between those
two actionsis probably the most critical part of thiswhole
thing, at least in my mind. The Market Interface Committee
at NERC, we've aready had one meeting with them at afairly
high level. We've already agreed that we're going to have
more meetings in going forward to figure out what those
protocols ought to be.

One of the ways you could handleit isto have
the MIC come into the electric wholesale quadrant of an EISB
to deal with that sort of thing. The electric wholesale
quadrant will as a quadrant have to deal with these issues,
and it will segment itself as makes sense to the electric
industry.

We have five segments in GISB right now:
producers, pipelines, marketers, service providers, and end
users. | think I've covered all of them. | mentioned LDCs

before, so there'sfive. It doesn't have to be five in each
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of the other quadrants. It'll be whatever number itisin
order to take care of all the interests that are at play.

But let's give you an example of a standard, a
business practice standard within the gas industry. We
defined agasday. What'sagasday? It'saday from 9:00
am. to 9:00 am. central clock time. It took us six months
to come to that, because we had some people in the west who
didn't want to get up that early, and people in the east who
didn't want to get up that late.

But we needed to figure atime when it was going
to work best for the most people. We grumped about it and
we went back and forth, and finally we decided upon that.
Guess what? People lived with it. The sameisgoingto
happen here.

But David is absolutely right. We haveto find
ways of making this piece of it work. Frankly, | think if
we're dealing with pure reliability, the business practice
standard has to be derived from the reliability standard,
not the other way around. But there are so many things
where it's purely business practice and purely reliability,
and they'll just kind of work themselves out as they have so

far.

COMMISSIONER WOQOD: If we have one RTO over the

whole east, would there be a need for GISB and the NERC to

deal with al that, or could that just all bein the RTO?
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MR. BOSWELL: I'll tell you where I'd like to see
it. I'd like to see the RTOs and NERC and others who
participate in the electric quadrant. Because then you can
deal with the business practice issue. Y ou can deal with
reliability. You can deal with any number of things, and
they -- the electric folks -- would be dealing with it
themselves.

COMMISSIONER WOOQOD: Mr. Yeung?

MR. YEUNG: Commissioner Wood, | think your point
about the inextricable link between market practice and
reliability practiceis exactly what we struggle with. |
served on the Market Interface Committee for several years.
Although NERC has come a long way in getting customer
representation in their standard-setting policy, it's still
very heavily weighted on transmission providers and the
operators and their court.

What we're looking at in the EISB processis a
process which provides not only balance, but the appropriate
segment representation on the issues. The Market Interface
Committee does deal with the market interface issues. These
issues currently liein NERC operating policies, so the
structure is such that these are not market interface
practices, but they are really operating practices that have
commercia impact.

And that's what we have to struggle with, and

217



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

it's always a power struggle between customers and providers
on how these rules should be changed to favor the provider
or favor the customer. And with the dominance of
transmission providers at NERC, that's where these policies
don't even get shaped into the appropriate form for proper
Board approval, and that's what we have to deal with.

EISB looks like it provides a process that at
least gets the segments right.

COMMISSIONER WOOQOD: Thank you, Curt.

CHAIRMAN HEBERT: Did you have one follow-up,
just real quick, Mr. Ross?

MR. ROSS: Just rea quick.

| wanted to state that, although | understood Sue
Kely's point earlier, it was brought up on this panel. |
represent a very large gas and electric conglomerate. We
work with GISB. | support the EISB concept. | support the
NERC concept.

To stay with my parental analogy from earlier and
the family analogy, two children’s playpens may make the
parents work less difficult than one battling with the
other. So | support the model. I'm not afraid of the GISB
approach to the e ectric industry. | think it would be a
good thing, so long as we understood NERC is reliability
based.

Thank you.
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CHAIRMAN HEBERT: Thank you, Commissioner Wood.

Mr. Miller | believe had a question or two that
you felt might be important. 1'll indulge him.

MR. MILLER: Thank you for indulging me. I'll be
asquick as| can, and direct.

Barry, | was alittle bit surprised when you were
saying that you wanted there -- it sounded as though you
were suggesting that the process that was in place for
resolving the seams in the northeast should be allowed to
continue, abeit with the inclusion of quarterly reports to
FERC to note the progress on that. My question to you is,
given the fact that this Commission has had a number of
orders where they said, we want you to go to a best-
practices model and get back to us on it, and the MOU
process is coming up on about two years old now, are you at
al fearful that these quarterly reports may be just sort of
happy talk to keep us off their backs?

MR. GREEN: | am fearful, yes. And | think the
point | was addressing is that in the short term, I'm not
sure that amajor market redesign of the three markets gets
us substantial progress quickly.

| think there is a hope, with appropriate FERC
oversight -- and the report is not the end, it's a means.

It's ameans for FERC to keep their feet to the fire and to

insure that progress is being made, not just reports being

219



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

issued. And | think in the short term thereis the
potentia that that may make progress more quickly.

MR. MILLER: The other question -- I'll direct
thisto Dr. Hogan.

Dr. Hogan, | must confess | do have afondness
for the PIM model myself, but I've heard some concerns
raised with regard to it, how it might be applied to other
parts of the country where there are fairly significant
concentrations of generation. How would you respond to
those concerns?

MR. HOGAN: Concentrations of generation and
market power, and al the things that are associated with
it, are real problems that this Commission has to deal with.
The advantage of the PIM model is not that it solves the
market power problem. The advantage of the PIM moddl is, it
deals with al of these complicated electrical network
problems, those things that make electricity special, so
that it actually operates like other markets which also have
market power problems. But now you can start trying to deal
with them.

And | think the way it's done in PIM actually, in
their market power mitigation, is something that can be used
elsawhere, and it's not unfamiliar to this Commission.
Basically, if you think generators have market power, use

bid caps. Bid capsfit naturally into the design of the
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markets.

If you want to emulate the competitive outcome
that produces different prices at different locations, that
flows into the economic dispatch just like everything else,
you don't have to do it on new things. You can just do it
on the existing stuff, and so on. So | think that's the
best of abad bargain for dealing with that.

But you can't ignore the market power problem.
There is no market design that solves the market power
problem. The PIM system is better than anything else in the
sense that it doesn't create new market power problems,
which some of the other designs do. But you still have to
address market power mitigation.

CHAIRMAN HEBERT: Thank you.

Let'ssee. Wewereto finish at 4:30, and it's
about 4:55, so 25 minutes. But we were held up 45 minutes
by the U.S. Senate, so we're 20 minutes to the good. So we
have overscheduled.

(Laughter.)

CHAIRMAN HEBERT: Although no one redly
understands it absolutely, it almost makes you feel good,
doesn't it?

| want to thank you, Mr. Miller, and thank Mr.
Gelias. | want to thank Kevin Kelly and his group for

putting this together. | thank all of you for your time and
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dedication. | know you took time out of your busy schedules
to come and give us information, and those of you that will
file supplementa -- | know asking you to do it in five days
is extraordinary, but we're trying to move as quickly aswe
can on everything that we can.
Mr. Court Reporter, thank you for your time and
thank you for being here.
COMMISSIONER MASSEY: Let mejust say to everyone
who participated in this conference -- | don't think I've
ever attended a conference that has been quite as helpful to
me in understanding these complex issues and helping develop
the consensus to move forward. | think it's been excellent.
Thank you.
CHAIRMAN HEBERT: Thank you, Commissioner Massey.
| want to thank my colleagues for being here as
well and working through this. You all have agood day. Be
sefe.
(Whereupon, at 4:55 p.m., the hearing was

adjourned.)



