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Discussion of RTO Progress

It has been more than two months since we discussed Regiona Transmission
Organizations (RTOs). Inlight of the events that have happened in that time, it is
important that we give the effort some additional focus and guidance today to bring the
transition period to an end. Federal Reserve Chairman Greenspan noted last Thursday
how much more improvement is needed in the nation's energy infrastructure to keep pace
with long-term demand.

Our goal isto have a seamless national power marketplace.

| view the RTO effort as two parallel tracks. One should get the RTOs up and working,
while the second addresses business and process issues.

On the first track are the Spring 2001 M1SO/Alliance settlement and the Northeast and
Southeast mediations of the past several weeks. | understand that the MISO/Alliance
parties are to issue a status report in early October, and the mediation judges have
recently issued their reports for the other two regions. | plan to place these important
efforts on an October Open Meeting.

Some guidance from us today on the efforts in the Western USA would be useful. |
suggest a two-pronged approach there. Continue with RTO West, and encourage Desert
Star to join forces. On a separate track, as Nora has suggested, perform an audit of the
substantive operations of the California SO and make recommendations to us about any
changes that are needed. In light of the progress the Western Governors are making
toward region-wide transmission and resource planning, it is not as imperative that a
single Western Interconnection RTO be pursued at thistime.

By early November, we will indicate which RTO organizations are approved, consistent
with Order No. 2000 for governance and scope.

The second parallel track is the substantive track -- how should these organizations
accomplish the functions and characteristics of Order No. 2000? The Commission, since
Order No. 2000, has issued a number of orders on discrete issues raised by the succession



of independent RTO filings giving some guidance on key market design issues. | am not
comfortable that this effort to date has been as focused as it should be. This was made
clear to me during the very helpful June 19 seams conference. To remedy that, | propose
we initiate, under Section 206, a rulemaking on market design and market structure, to
trandlate the eight RTO functionsin Order No. 2000 into concrete protocols for the RTO
organizations. Thiswould begin with a series of Commissioner-led workshops in mid-
October with broad participation from the brightest minds available focusing on each of
the core subject areas (congestion management, cost recovery, market monitoring,
transmission planning, business and reliability standards, nature of transmission rights,
etc.). This Section 206 proceeding will yield anew pro forma tariff to replace the Order
No. 888 OATT, and will be required of all public utilitiesand of all RTOs. It will lean
strongly toward market design standardization and build upon efforts already underway
by various industry and commission initiatives.

What to do about the December 15, 2001 date in Order No. 2000? | recommend that this
be changed to be the date by which all jurisdictional utilities must either elect to join an
approved RTO organization or have all market based rate privileges by any corporate
affiliate be prospectively revoked, following a Section 206 investigation. | would also
recommend that no mergers be approved relating to entities who do not become part of an
operational RTO. And for an public utility that chooses not to be part of an RTO, |
believe we would need to take a hard ook at the transmission rates they are permitted to
charge to ensure that they are just and reasonable and recognize the interdependence of
the power grid.

| would also like staff to take alook at the pending rehearings and RTO filings to make a
recommendation on their disposition in the near future based on where we are. To the
extent parties wish to place into the rulemaking filings from the pending compliance
dockets, that would be welcome.

In addition, we should also complete cost/benefit studies to demonstrate to those for
whom the balance is not self-evident that RTOs yield significant customer savings. There
was arecent study by Mirant for the Northeast RTO that would be useful here, and the
Commission did some preliminary work on thisin the past. More such work is needed.

Although | received more calls of elation than letters of opposition, we need to heal the
rift with some of our state regulatory colleagues caused by the abruptness of our July 11
orders. State regulators must be included in all aspects of our October market design
workshops and the NOPR process, particularly on the critical issues relating to cost
recovery and on market monitoring.

Handling important market design issues in a rulemaking context rather than the
contested case format we have used to date will allow us to have more open



communication with states and with al other parties. It will also let us gather broad,
insightful input from a variety of stakeholders and make these important decisionsin a
coordinated and expeditious manner. Thisis how FERC made successful, smart policy
on the gas agenda a decade ago. And it ishow | propose we get the RTO ball across the
goal line.



