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PROCEEDI NGS
(10:10 a. m)

CHAI RMAN WOOD: Good norning. This neeting of
t he Federal Energy Regul atory Conm ssion will cone to order
to consider the matters which have been duly posted in
accordance with the Government in the Sunshine Act for this
time and pl ace.

Pl ease join us in the Pledge to our Flag.

(Pl edge of Allegiance recited.)

CHAI RMAN WOOD: Since our last formal neeting
t oget her, the nei ghborhood got a little nmore scenic. | did
| ose a nei ghbor and got a new one, instead. At this
neeting, we wanted to take the good opportunity to recogni ze
recently-retired colleague, Bill Massey, for all his years
of wi sdom prudence, hunor and occasional off-color remarks
whi spered in nmy ear here, so, Suedeen, you don't have to
continue that tradition.

(Laughter.)

CHAI RMAN WOOD: | just wanted to say we have the
pl easure of having Bill here today, that | had the
opportunity recently to walk through our little hall of
menor abi lia down the hallway here and observe that not only
was he fun and smart, but he served at this Comm ssion for
the | ongest period of time since FERC was formed. That's no

nmean feat, considering the type of things that have happened
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since May 24, 1993 in both the gas and the power industries,
and know that Bill Massey's fingerprints were not only all
over those, but, in fact, inspired a lot of the activities
t hat happened to nove our nation's whol esal e energy markets
fromtraditional, and, | think relatively inefficient
regul atory reginmes, to one that is driven by market forces
and one that is based on efficiency and technol ogi cal
i nnovati on.

I think, Bill, you' ve been a great coll eague for
Nora and me during these challenging tines that we' ve been
at the Comm ssion, with the pick up of all the pieces of the
West ern power markets crisis, with the fall of Enron, the

doubl i ng of natural gas prices, the blackout over one-sixth

of the continent -- it has not been a real quiet tine here
at FERC, but | can't imagine a nore stable hand to be
working with than yours. We'Ill mss you very mnuch.

We have sone little party favors for you,
however, so | want to take the opportunity now to wel cone
you back, and also ask if there are any thoughts or

comments, any barbs you want to throw. This is your chance.

(Laughter.)
CHAI RMAN WOOD: Let nme give you these things on
behal f of all of us. Wy don't we all get up here. It is

tradition at FERC to present to a Commi ssioner, the flags
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that flew in his office.
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As | nmentioned, Bill was here from May 24th 1993,

forward, and this is the Anerican Flag and the FERC fl ag

that are now farnmed for

forward to comng to visit.

(Appl ause.)

your office, which we will all [ook

But these are yours.

CHAI RMAN WOOD: Finally, it's well earned, but

it's no surprise, presented to Bil

deenmed an exenpl ary publ

career in which her served the vision

of the Federal Energy Regul atory Conm ssi on,

i n Decenber, 2003.
(Appl ause.)
MR. MASSEY:
(Laughter.)
MR. MASSEY:

t hought | woul d begin w

Massey who i s hereby

ic servant, for a distinguished

m ssi on, and val ues

dated this day

I have sonme remar ks here.

It's a few of my better speeches.

th a few of those.

kidding. | won't do that.

' m just

Pat failed to mention ny chai rmanship.

(Laughter.)
MR. MASSEY:
(Laughter.)
MR. MASSEY:
great weekend, I'IIl tell
(Laughter.)
MR. MASSEY:

Thank you, that's better.

My chai rmanshi p, boy, that was a

you.

That was fabul ous.

Ten and a hal f
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years ago when | was first sworn in by Betsy Ml hler, | had
sone hair.

(Laughter.)

MR. MASSEY: A little bit of hair, not nuch, but
alittle more than | do now. But it's been a |long tine.

I have served with really outstanding public
servants, Comm ssioners, and Staff of this Agency. | have
SO many great menories.

As Pat said, the whole tine |I've been here, this
Agency has been about this steady novenent toward better and
better market structures for natural gas and electricity.
That's what it's been about, and sonetinmes it's gone
smoot hly; often, it's gone in a rocky fashion.

It hasn't been a steady march forward; there have

been set backs, of course, but every day of the ten and a

hal f years, | have absolutely |oved being at this Agency.
Every nmonment, | wouldn't trade any of the experience |'ve
had.

|'ve cast 25,000 votes, and | wouldn't change a
one of them and | have worked with sonme of the finest
people | have ever known in ny life, the people in this room
and the people listening in on the TV.

What a great gift it has been to me. [It's been
the nost satisfying time in nmy professional career, and it

was just like a gift. You know, a |ot of people go through
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their careers and don't have the experience of actually
working with a group of people that are very sharply focused
on the public interest. [It's in the air here; it pernmeates
t he buil di ng.

It's what this Agency does. It is an exquisite
Agency that does the Lord's work, day-in and day-out.

| thank you for giving me the opportunity to work
with you these ten years. | thank Betsy, all the other
Conm ssioners that |'ve served with. Pat and Nora, you
know, I'm a yell ow dog Denocrat, always have been

(Laughter.)

MR. MASSEY: But | have |loved working with these
two Republicans over the past two years. We agreed on just
about everything, and they have been about as focused on the
public interest and making it work for consuners as any
people in this City. And | have huge respect for Joe and
Suedeen. | didn't get to vote with them but | think this
Agency is in very good hands.

So, | conme here today to bid you adieu, but, you
know, 1'Ill be around.

(Laughter.)

MR. MASSEY: Susan Court, after ny year's cooling
off period, I wll be around.

(Laughter.)

MR. MASSEY: | won't be around until then. The
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other thing 1'd like to do today is to honor ny right arm
over the past ten years, ny fine staff. | think everyone

who has served with nme is here this norning, and I want to

recogni ze them Donna G asgow -- if they would cone up here
with me -- Donna d asgow.
(Appl ause.)

MR. MASSEY: Linda Lynch. \Where is Linda?

(Appl ause.)

MR. MASSEY: Phil Peters.

(Appl ause.)

MR. MASSEY: Andrea Hilliard.

(Appl ause.)

MR. MASSEY: Bud Early.

(Appl ause.)

MR. MASSEY: Valerie Mercier. |s Valerie here
t his norning?

(No response.)

MR. MASSEY: |'msorry she's not.

Goria Barfield, is Goria here?

(No response.)

MR. MASSEY: Mary Doyle? Mary is always here.

(Appl ause.)

MR. MASSEY: Regi na Speed- Bost ?

(Appl ause.)

MR. MASSEY: And M ke Bardee.
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(Appl ause.)
MR. MASSEY: | am so proud of nmy team They have
been exceptional in every way. | have trusted themwth

everything I have done, and they have never fail ed ne.

Thank you so much for your service with me, and thank you

al I .
(Appl ause.)
CHAI RMAN WOOD: That's how we start neetings.
(Laughter.)
COWM SSI ONER BROWNELL: It will be hard to top
t hat one.

CHAI RMAN WOOD: That good Sout hern Baptist is
going to be m ssed up here anmong us Irish Catholic kids. |
want to say, though, that it is a pleasure to welconme Joe
and Suedeen here. |It's an exciting monment for me. |'ve
gotten to know you two so well in the past two-plus years.

| don't know how many tinmes we've vacuuned and
shanpooed those carpets. You've got the cleanest offices in
the entire City of Washington.

(Laughter.)

CHAI RMAN WOOD: It's been just for these | ast
three weeks. | know we were neeting together with hydro
licensing | ast week. At our first formal open neeting, |
just want to say how much it neans to nme, and | know Nora

shares this, to have people of your character and integrity
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and intellectual rigor here at the Comm ssion.

| think we've got sonme firmand, in sone cases,
sonme hard decisions ahead, but | think -- | just want to
t hank you, and the people of America ought to, too, that
fol ks of your calibre are up here. W'Ill do the Lord's work
in so many different ways. Welcone to the Conm ssion, and

we | ook forward to the many fun days ahead.

COW SSI ONER KELLY: Thank you, Pat. 1'd like to
take this opportunity to tell Bill, publicly, that | have
been honored to have known you for many years. |'m sad that
" mnot serving here with you, but | amthankful that you

have left sone of your staff here.

| wanted to introduce nmy new staff to all of you

Donna 3 asgow is on my staff, so that's one very good thing
comng fromBill's |eaving; Maria Vouras, Rahi m Amerkhai l
and M chael Krauthamer. 1[1'd |like to say that this staff in
the | ast few weeks, has put in many nonths of work.

(Laughter.)

COW SSI ONER KELLY: They have hel ped nme prepare
for this neeting, and |'mvery grateful to them Thank you.

COW SSI ONER KELLIHER: | al so want to commend
Bill's service. | feel like it took me ten and a half years
to get here.

(Laughter.)



COW SSI ONER KELLI HER

12

But you are a true public
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servant. | have always adm red your dedication.

I would also like to introduce nmy staff. | have
not worked here at FERC before, so | hired three grizzled
FERC veterans, Kathy Tripodi from DAE, and if you want to
stand up, Kathy, so people know you, Kathy came over with ne
fromDOE. W have three FERC grizzled veterans who are here
hel ping me -- M chael Henry, Len Tao, and Nils Nichols.

They' re hel ping me on everything across the
board. |I'mvery happy to be here. 1|'ve been watching these
neetings religiously for two years. | sonetines nute the
vol une and pretend I'm a FERC Conm ssi oner.

(Laughter.)

COW SSI ONER KELLIHER: | had some prepared
comments and | always tried to close the door beforehand, so
t hat people can't observe ne.

(Laughter.)

COW SSI ONER KELLI HER: But | have been
practicing for awhile. Thank you. |'mvery happy to be
here, and I'll try to keep the smle off nmy face during the
nmeeting and try to appear appropriately serious.

(Laughter.)

CHAI RMAN WOOD: Smi | es are okay. Madam
Secretary, it's all yours.

SECRETARY SALAS: Good norning, M. Chairmn

good norning, Conmm ssioners. Once nore, welcone to
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Conmm ssi oners Kelliher and Kelly.

The following itens have been struck fromthe
agenda since the issuance of the Sunshine Notice on Decenber
10, 2003:

E-16, E-21, E-55, E-57, E-58, E-67, E -78, G 2,
H-9, and C-8.

The consent agenda for this nmorning is as
follows: Electric Items - E-6, 10, 11, 12, 14, 17, 19, 20,
24, 25, 26, 27, 29, 30, 31, 32, 33, 36, 38, 40, 41, 42, 43,
45, 46, 47, 48, 52, 59, 60, 62, 63, 65, 66, 68, 69, 70, 71,
72, 74, 75, 76, 77, and E-79.

Gas Items: G5, 6, 7, 8 9, 10, 11, 12, 15, 16,
17, 19, 21, 23, 24, 25, 27, 28, 29, 31, 34, 36, and 37.

Hydro Items: H6, 7, 10, 11, and 12.

Certificates: C-2, 3, 5, 6, and 7. The specific
votes for sonme of these itenms are as foll ows:

I would first note for the record that
Conmm ssioner Kelly is not participating in the follow ng
matters: E-12, E-17, E -20, E-24, E-25, E-32, E-40, E-63,
E-66, E-76, G5, G 15, G 17, C 3, and C-7.

We al so have Conm ssioner Brownell dissenting, in
part, with a statenment on E-38, on E-42.

Comm ssi oners Brownell and Kelliher concurring
with a joint statenment on E-63; Comm ssioner Brownell

di ssenting, in part, with a statement. On E-70,
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Comm ssi oner Brownel |l dissenting, in part; and G 37,
Chai rman Wbod concurring with a separate statenent; and
Conmm ssi oner Brownell votes first this norning.

COWM SSI ONER BROWNELL: Aye, noting ny dissent,
in part, on E-38, 63 and 70, and ny joint concurrence with
Comm ssi oner Kelliher on E-32.

COW SSI ONER KELLI HER:  Aye, noting ny
concurrence on E-42.

COW SSI ONER KELLY: Aye, noting that |I'm not
participating in E-12, 17, 20, 24, 25, 32, 40, 63, 66, 76,
and G5, 15, and 17, C3 and C-7.

CHAI RMAN WOOD: And aye, with the concurrence on
G 37, as noted.

14
15
16
17
18
19
20
21
22
23
24
25
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SECRETARY SALAS: The first matter for discussion
this norning is A(2). This is a presentation by our staff
as a follow up to the Decenmber 1, 2003, reliability
techni cal conference.

CHAI RMAN WOOD: | wanted to actually put this
item for just some general discussion since we net | ast
Monday.

We had tal ked with interested people who cane up
to the m ke about reliability standards and the possibility
of legislation and the possibility that we may not get
| egi sl ation and how the Comm ssion can nove forward on
certain itenms there in that regard. | know we've had sone
good feedback both at that conference and since that tine.

I know that, Cindy, we had sonme ideas about a
relatively quick step or two that we could take in that
regard. Do you want to kind of flesh that out a bit?

MS. MARLETTE: Staff is currently reeval uating
the Comm ssion's authority under existing |aw to address
reliability issues. But one of the things we would
recommend that the Commi ssion consider on a fairly quick
turn basis would be an order proposing to inpose reporting
requi rements on public utilities and jurisdictional
i censees that would require themto report to the
Conm ssion at the sanme tinme they report to NERC any

violations of the NERC standards and also to report to the
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Comm ssi on when NERC has actually found a violation so that

information will be public and on file at the Comm ssion.
CHAI RMAN WOOD: I f you all agree we will prepare

an order for notational voting to do that. It sounds |like a

nodest but appropriate step forward.

COWM SSI ONER BROWNELL: | certainly agree | think
it's a nodest first step. | think that we need to explore
per haps a couple of other things. |'msure the industry

recogni zing that reliability is critical and the credibility
of the industry on this issue is critical, | think we ought
to do a couple of things. | think we ought to explore the

i dea of asking the conpanies to report to us and to the
general public the investnments that they have nade in
reliability technology. Certainly the interim blackout
report identified a nunber of m ssing pieces in terns of

i nformation technol ogy particularly.

The second thing I think we ought to think about
is sonmehow getting a benchmark in ternms of where we are
conpany by conpany in terms of reliability -- not certainly
with the intent of enbarrassing anyone or exposing themto
any way to criticism

But since for the last 20 or so years these have
been self-reporting, and we know very clearly there has been
a real lack particularly in certain regions of reporting, |

don't know that we have an idea where we're starting from
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and | don't know how we'll have an idea of where we go.

So | fully support this as a start. But | think
we need to go further so we kind of get a size and scoping
pi cture of what we're dealing with here.

CHAI RMAN WOOD: A thought in that regard, we did
recently as, | think, last week -- the President signed our
budget authorization that included an additional $5 mllion
for this fiscal year for the Conm ssion to use in
reliability issues and in post blackout issues.

Certainly one of the things would be neeting
| ater this week to come back with the plan to bring back to
all of you is the ability to audit actual conpliance with
t he existing standards.

They' re voluntary but | think it certainly
behooves us and NERC and the industry to make sure that sonme
sort of conpliance audit in addition to what NERC does today
i s handl ed and now we have the resources to actually do
that. | think we can certainly do that step in conjunction
with the reporting function back as to actual conpliance.

Reporting is great but the double check, the
trust but verify froma great Anerican conmes to m nd when
you t hink about sone of these issues with conpliance. So
"1l be bringing back to you all in the near future a plan
for how that audit function and what our role conjoined with

t hat of people outside FERC could be, and quite frankly
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we've got to use dollars to hire people, to | oan people
until we can actually hire them on our own payroll

I think we certainly have a long history of doing
that in sone of our other prograns at the agency of using
outside help when we need it to fill a need.

The core issue about the standards thenselves is
sonmething | do want us -- | do want to actually wel cone the
i nput we've gotten -- a little bit -- quite frankly not as
much as | had thought, from fol ks | ast week, subsequent
week, | think I may have received one |letter but we may have
gotten nore. | didn't check this norning but |I would Iike
to wel come just in general anybody to file in the docket for

this posting which is ADO2-7. \What was the other one? RW

The docket from | ast Monday's neeting? W can ask for
comrents on that.

The comments would be on the Comm ssion's | egal
authority despite our years of admtting that we didn't have
explicit authority in the statute what parts of our various
statutes could we | ook at, either us individually or perhaps
with the Departnent of Energy or other agencies, to support
a further step of nmaking these hit for voluntary standard
mandat ory or conpul sory in sone manner.

I f people in the outside world have thoughts pro

or con on that, if you actually say "you don't have



authority?

We'd |i ke to have you conme out and say that

20
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earlier rather than |ater and | et us know before we wander
very far down this path.”

If we could get sonme thoughts on that in the next
three or four weeks that would be hel pful for us in Docket
ADO2-7 woul d be the perfect place to nake those coments and
all the Comm ssioners and our staffs will get those and we
can | ook at them

Joe?

COW SSI ONER KELLIHER: | just want to say |
support a reporting requirenment and | just wanted to express
di sappoi ntnrent that Congress didn't pass the energy
| egi sl ation which would have elimnated the need to ask the
gquestion of what is FERC s authority, because as you alluded
to, FERC s testified for years before Congress in pretty
clear terms that it didn't have this authority.

Since the question has been raised by the
Congress and didn't pass the legislation | think it's
appropriate to revisit what is FERC s |l egal authority and
how far can we go?

Hopeful ly the Conm ssion can then be in a
position to add if it's determ ned we do have authority, in
t he event Congress is unable to pass legislation to act
rather than to add.

COWM SSI ONER KELLY: Pat, nmy sense was that the

neeting several weeks ago on the blackout that there was
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consensus that mandatory reliability standards were
necessary and as quickly as possible. | appreciate staff
initiating this step. | support it and | look forward to
hearing fromall of the industry about FERC s authority to
do nore than just have reporting requirenents.

CHAI RMAN WOOD: We'l |l keep this on the hottest of
hot burners until we resolve it or Congress resolves it for
us. So we'll look for that over the next days and weeks and
get that reporting requirenent issue dealt with.

We appreciate your work on that and thoughts in
t hat regard, okay? Okay-doke.

SECRETARY SALAS: The next issue for discussion
this norning is E-1, the M dwest | SO business plan update,

i npl ementation of reliability inprovenments and mar ket design
steps. Today we have a presentation by M. Janes Torgeson,

t he president and CEO for M dwest | SO acconpani ed by M.
Janmes Young, chairman of the board of directors and T. Lanm
Edwar ds, nenber of the board of directors.

CHAI RMAN WOOD: Wel conme back, M. Torgerson.
Again, | want to also welcome M. Young and M. Edwards from
the board of MSO. | think | was out there two nonths ago -
- no, | was out there | ast week for the nonthly menbership
and board activities in Carnmel. W were very interested and
commtted to hel ping resolve some of | guess the devel opnent

i ssues starting with the events of August 14.
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We pointed out through August that that
transformati on has not gotten finished yet so we are very
interested to visit with you and hear fromyou to hear about
the steps M SO has been taking with its board, with its
constituencies out there with the other state interests out
there as well as with us at FERC, to address particul ar
reliability issues but al so broader organizational issues so
we're going to give you the opportunity to update the
Commi ssi on on those.

And at the end of that we'll engage in sone
di scussi on about next steps.

MR. TORGERSON: Thank you, M. Chairnman.

Comm ssi oners, we have a Power Point presentation

that | thought I'd just run through but please as nornmal ask
me questions whenever they occur. Put the slides up and
we'll just start going forward.

(Slide.)

If we can go to the next slide the topics for
di scussi on we have today --

(Slide)

-- we're going to give a brief introduction of
the M dwest | SO and then tal k about the business plan we've
put together. It's still in draft form W sent it into
our stakehol ders and we've also | think circulated it to the

Conmm ssion. It's out on our website right now also or wll
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be today.

| want to go a little bit over the | essons
| earned. This is incorporated into our business plan from
t he August 14 outage. The inprovenent in reliability, we're
taking on the things we've already done and the things we're
doing in the near future. W'Il|l spend a m nute talking
about the joint operating agreenment with PJM and then the
outreach for the activities we have for the external
parties, then an update for the market itself.

If you go to the next slide --

(Slide)

-- this is just a brief introduction of the
Mdwest 1SO. | think as npst are aware we are an
i ndependent nonprofit, non stock corporation that nonitors
the transmi ssion grid. W went operational just a little
over two years ago on Decenber 15, 2001. W have 35 contro

areas, 23 transm ssion owners. W operate two centers, one

in Carnmel, Indiana, one in St. Paul, M nnesota.

The map you're | ooking at assunes that Illinois
Power and Aneren will be comng in, at |east Ameren, through
GidAnmerica and Illinois Power will be part of the M dwest

| SO And although it covers areas that you see on the map,
it's colored in in the upper Mdwest, there are a nunber of
entities that really aren't part of the Mdwest |SO such as

the Western Area Power Adni nistration, Basin Electric,
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Dai ryl and, Great Rivers, Nebraska Public Power, Omaha Public
Power, and in Iowa M d-American.

So those are not part of the Mdwest | SO even
t hough the chart shows in nore color

CHAI RVAN WOOD: M dAnerica is not?

MR. TORGERSON: It is not.

CHAI RVAN WOOD:  An i nvest or - owned?

MR. TORGERSON: Yes. They were going to be part
of TransLink. That has not happened.

CHAI RMAN WOOD: The TransLi nk nmenmbers originally

were part of M SO except for Nebraska -- the investor-owned
utilities that were part of TransLink are still part of
M SO?

MR. TORGERSON: That is correct. Excel and
Reliant are part of the Mdwest ISO MdAnerica is the only
ot her investor owned, to give you just the scope, including
Ameren and Illinois Power we would have 110, 000 negawatts of
generation, 96,500 mles of transm ssion |ines over an area
of over 900, 000 square m | es.

The next slide --

(Slide)

-- on the business plan is, | broke it down into
three areas of focus. This is the thing we've tal ked to our
enpl oyees about. These are the areas that we really focus

on the business plan.
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First is reliability. Reliability is the top
priority of the Mdwest ISO. W need to get to the point
where we have the sane observability and visibility as a
control area does today and that's what we' re working
towards by inplenmenting the tools, adding the staff, and
increasing the training to nmake us the premer RTO. That is
where we're headi ng.

Custonmer service is the second area. [In custoner
service we're training all of our enployees to nake sure
t hat they understand that custoners have choices, that our
customers are nore than just transnm ssion owners or the
mar ket participants. They're the state comm ssions and
really all the stakeholders so we put in a programto really
start training all our enployees to understand who our
custonmers are and how to react to them W' re noving from a
call center nentality to one where we have a proactive
customer service organization.

We're al so creating an outreach programto work
with all of them

Thirdly, the market inplenentation -- part of the
mar ket i nmplenentation is making sure that we comruni cate the
benefit of the market, the ones that | see are very
inportant -- and this really enhances reliability through
the security constraint, the commtnment, the security

constrai ned econom ¢ dispatch. Those are really key
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conponents of reliability that the market will bring.
We believe that is critically inportant. W also

believe we have to have a flaw ess schedul e inpl enentation.

This has been pushed back too nmany tinmes. W have to carry
this out perfectly this tine. W also have a thorough
trials testing programthat's being inplenmented al ong the
way. Most of the software changes if not all of them would
be done in the early part of the program and the bal ance the
| ast six nonths to be dedicated to training and

i npl ementation for the market participants.

Next slide.

(Slide.)

The | essons | earned fromthe August 14th event --
we realize that the bar has been raised with a new forward
focus on reliability. The things we've done in the past are

not sufficient today so August 14th clearly pointed out.

One thing we clearly have to do is restore the
public confidence. That is critical for us because we think
we lost it during the August 14th events so that has to be
regai ned.

We're applying the I essons we learned fromthis
unfortunate situation and we're noving forward. We're
addi ng tools and we're aggressively inplenmenting robust

reliability tools on a very accel erated schedul e.



(Slide.)
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On the next slide we have what we've done since
August 14th. We have reviewed operations with the control
areas, not all of them but a limted nunber of them The
state estimator that is on schedule to be fully operational
as the primary tool for our reliability coordinators as of
January 1lst. We've added 15,000 data points since August
14th. We now have 81, 000 data points and 30, 000 busses in
the network nodel. That's what feeds the state estimtor
since we put our |last software nodification in on Decenber
1st we've actually been running at a 98 percent solution
availability for the state esti mator.

We've al so added and begun nonitoring an
addi ti onal 200 flow gate nmonths in our flow gate nmonitoring
tool. That's a 50 percent increase since August 14th.

We' ve added voltage stability studies, we're doing daily
studies nowin the MSO reliability area and continuously
nonitoring those against the voltage stability limts that
we have for each area.

19
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In our alarm ng software, we've added the real-
time bus voltages and negawatt flows against the limts for
everything that's 100 KV and above. That has al ready been
acconpl i shed.

Qur control room enhancenents -- and we're
arranging to neet with others who run control roons, Florida
Power and Light in particular -- where we can go visit them
and gain best practice and make sure that what we're doing
is tops in the industry.

Qur real -time overview displays in the contro
room have greatly enhanced the ability of the operators to
see what's going on, see the big picture imediately. W
have al so increased staffing and bol stered the training of
t he control room personnel.

(Slide.)

MR. TORGERSON: The next slide gives us an
overvi ew of what the upcom ng activities are. W're adding
nore staff in both Carnel and St. Paul. W' re adding shift
supervisors in St. Paul on every shift. W're in the
process. We haven't hired yet, but we're in the process of
hiring a new Executive Director for the St. Paul office that
will report directly to ne.

We're enhancing our voice conmuni cations systens.

In the first quarter, we're going to install a new al arm



1

systemthat wll

al |l ow direct connecti on,

not only to all
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the control areas, but all the outside parties, and with the
touch of several buttons, we'll be able to programit so we
can get any nunber of parties that we want to pick up in one
phone call.

We have a conprehensive operator training program
that we're just starting to put into place. W have our
simul ator which is going to be fully operational in the
first quarter. All we have left to do -- we have all the
software, we just have to put the scenarios into the
simulator, and in the first quarter, we'll be running all of
our operators through the sinmulator training.

Once the state estimator is fully operational,
we'll also start on sone enhanced functionality. This wll
be after January 1lst, and the other tools we're
i npl ementing, which are all outlined in our business plan,
will really inprove the information and the flow of
information to the Reliability Coordinators. That's al
going to be added in the second quarter of next year.

We're going to spend about $13 million in capital
and operating costs in these reliability inmprovenents,
starting from probably a nonth ago, through the second
quarter of 2004.

(Slide.)

MR. TORGERSON: The next slide will give you a

qui ck overview of the joint operating with PIM W have a
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mut ual data and communi cati on exchange that really takes
continuous real -ti me exchange of data, the SCDA data, the
EMS data, operation planning data, and the planni ng nodel s
that we will have, we'll be sharing that.

We al so have conpl enentary system processes such
as the ATC and AFC cal cul ati ons, reciprocal coordination of
fl owgat es, outage coordination, and then energency
pr ocedur es.

Then there is the coordi nated system congestion
managenent that's based on the congestion managenent white
paper we put together, and we both will be inplenmenting
that; then coordinated system planning. W plan to have a
joint RTO planning comm ttee and al so an interregional
pl anni ng st akehol der advisory commttee to work on the
pl anni ng, and then the analysis of the interconnection
requests will be done jointly.

The shortcom ng right now for the joint operating

agreenment -- there are a couple of itenms that have not been
included to this point, and we'll be pointing this out to
t he Comm ssion when we make our filing. One is the PIM

classic and the AEP Conpani es, where the flowgates, we
bel i eve, need to be included in the reciprocal flowgate
coordination. So far, that has not been agreed to.

CHAI RMAN WOOD:  Expl ain that issue.

MR. TORGERSON: The PJM cl assic woul d honor the
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fl owgates, or AEP woul d honor the flowgates in the M dwest
| SO and vice versa, and they woul d coordinate on the

fl owgates, on making sure they're honored in the

cal cul ati ons of AFCs.

CHAI RMAN WOOD:  The reason that's not resolved is
what ?

MR. TORGERSON: We haven't reached agreenent.
Mainly, it's nunbers; it's nonetary issues.

CHAI RMAN WOOD: Isn't it always?

MR. TORGERSON: Al so, the outage coordination has
to be applicable to AEP.

The third itemis the M chi gan-W sconsin hol d-
harm ess resol ution, which we know no one is putting in
front of the Conm ssion yet, but | would expect sonething
woul d happen, at |east | hope, soon, because the M chigan-

W sconsi n hol d-harm ess have to get resol ved.

CHAI RMAN WOOD: For the benefit of ny new
col | eagues here, could you kind of tell us again, what, in
general, what kind of issue it actually is.

MR. TORGERSON: It goes back to the July 31, 2001
or 2002 Order that said that for the former Alliance
Conpanies, to allow themto have their elections and go into
either PIMor the Mdwest |1SO there have to be certain
condi tions.

One of the conditions is that the utility -- the
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States of M chigan and W sconsin and the utilities in

M chi gan and W sconsin had to be held harm ess by the

el ection of former Alliance utilities to go to PJM how t hey
wor k that out, whether there's conpensation. Those were
acknow edged or whatever. They have not been.

We had a settlement conference; we've had
di scussion and there has been no agreenment. The parties are
at the point where sonmeone has to put forth a plan or a
settl ement proposal and get it in front of the Comm ssion so
that the Comm ssion can act on it. Right now, there's
not hi ng t here.

The idea was that the parties should be held
harm ess fromthe el ections of those conpanies to not be in
the Mdwest 1SO and to join PJIM That's really the
requirement.

(Slide.)

MR. TORGERSON: On ny next slide, talking a
little bit about our outreach program we are going to have
a nore active approach with the nmedia. Burson Marsteller is
working with us to help develop this plan, which is being
put together within the first quarter, and then we'll be
actively working that, starting imredi ately.

We have a coll aborative effort for the market
tariff. All of our stakeholders are providing input to the

energy market tariff, which will be filed March 31st.
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We're doing training to support the stakehol ders.

We're readying this for the market. We have a very
aggressive training program W started it |ast summer, and
then the delays in inplenmenting the market were really
pushing some of it back, so it will start in the sumrer, so
that all market participants understand and know how to
really work in the marketplace and know what the
ram fications are to them

We're also working with the OMS, the Organization
of M SO States. They are on the FTR, financial transm ssion
ri ght allocation and also on resource adequacy and a nunber
of other issues, mainly related to the cost allocation for
the construction of new facilities and how that could be
wor ked out anong the states.

We're having very active input and continuous
i nput fromthe Organi zation of M SO States. W also intend
to take a | eadership role anong the RTOs and 1SOs in
eval uating the strengths and the weaknesses of training
operators and what needs to be done, making certain that the
operators are doing everything that they possibly can.

(Slide.)

MR. TORGERSON: In ny final slide, we have quick
update on the M dwest nmarket. We're shooting not -- nore

t han shooting -- we will hit Decenber 1, 2004 for the market



to be starting.
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In March of 2004, we're initiating initial trials
in the market. We'll have the tariff finally in March of
2004, and then we'll start running parallel operations in
August of 2004 with final trials in October. W have sone
sof t war e upgrades or updates, whatever you want to cal
them that are going to occur through March, whether it wll
actually be inplemented. So that's why we do the parall el
oper ati ons.

We're going to want to start parallel operations

in the mddle of the sunmmer, so we're not going to start the

paral l el operations in the mddle of the summer; we'll start
in the August tinmeframe so that we'll see what kind of
partici pati on we get. Then the final trials will begin in
the Fall when all of the market participants will be in a

position to participate.

That concludes the remarks | have, and kind of a
qui ck update on the business plan, which hopefully you al
have. It's in draft form | already saw a couple of things
that | need to change in there, nore typos than anything
el se, but really, we would appreciate comments from not only
the Conm ssion, but fromall of our stakeholders as well.

COWM SSI ONER BROWNELL: Busi ness plans are
dynam ¢ docunents. W expect themto evolve. | have a
coupl e of comments and a couple of questions: | want to say

that ny visit |ast week was enlightening. | think that for



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

39

the first time, | appreciated the size and scope of the
t ask.

MSOis creating what | believe will be the
premere RTOin the country, and in a relatively short
period of tinme, conpared to what we've seen. We're always
t al ki ng about other nodels. They had 20 years to do it.

The M dwest is doing it on a |arge scal e and
scope with a nore diverse set of custonmers and nenbers in a
much shorter period of time, and | think we need to renmenber
that. | think that the | eadership shown by the Board has
been comendabl e, and the enpl oyees are just extraordinary,
havi ng been through what has been, at best, as traumatic
experience.

They have risen to the task, and just the nunber
of changes -- you highlighted a few, but there are two pages
of very specific measurabl e changes they have nmade since
August 14. | just want to comrend you for that.

MR. TORGERSON: Thank you very much

COWM SSI ONER BROWNELL: 1 have a coupl e of
comments, Jim How much did the delay in opening nmarkets
and sonme of these m ssed deadlines, what are the costs of
that? W all agree that we need to focus on reliability,
but I just want to get a handle on sonme of those costs.

MR. TORGERSON: The software costs, which are

really the consulting costs, added about $18.6 mllion.
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Then we have another $22 million of costs resulting fromthe
delay from fixed expenses we have, such as interest,
depreciation, rent, having enployees on staff. | just can't
term nate enpl oyees and expect to hire themagain in six
nont hs or three nonths. W have to keep all the enployees

t here.

And then we do have a number of fixed expenses.
Qur insurance is another big one. All those are costs
associated with the delay in the market, because we're
delaying it. Basically, the |ast one was March of next
year, pushing it back eight nmonths, so you're |ooking at
sone significant costs. In total, it's like $40 mllion.

COWM SSI ONER BROWNELL: One of the things that I
t hink you have agreed to do in the business plan and that we
di scussed with all the stakeholders, including the state
conm ssi oners who have shown really remarkabl e | eadership as
well in the Mdwest, is to begin to put a price tag on sone
of the decisions.

The stakehol der process, while neani ngful,
sonetimes adds a |l ot of costs, and we want to hold ourselves
and ot hers accountable, so when they want the gold plate or
t he special change in the software, | think we have to be
pretty clear about what those costs are.

I know you're doing sone auditing of that, and

think that will add some value, and frankly, informall of
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us.

MR. TORGERSON: We shoul d have the answer to that
on what costs went up as a result of stakehol der requests,
hopefully by the end of this week. W will certainly get
that to you and to the Commi ssion on that point.

The other key is to nake certain that as
st akehol ders or even people within the M dwest |SO, any
partici pants ask for changes in what we're doing, it refers
to analysis to determ ne how nuch it costs, what the
benefits would be that we would derive fromthat change,
before we junp in and say, yeah, this is sonething we need
to do.

As you say, the cost to change and the cost to
nodi fy are very expensive, especially as soon as you get
into the software changes. They get horrendous because you
have to have the vendors who put the software in, nake those
changes.

COWM SSI ONER BROWNELL: When | was visiting with
one of your nenber conpanies, they raised an issue that
their perception was that there had been a decline in
service since mgrating to M SO.

| asked you to |ook into that, and to wite all
of us a letter, which | believe you have. | don't have it
here, but could you kind of describe what you found?

Descri be the issue and then descri be what you found to be
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the actual facts.

MR. TORGERSON: The issue was, are the AFC or
avai l abl e fl owgate capacity val ues, since the M dwest | SO
has taken over, have we gotten nore conservative in selling
transm ssion service? What we found was that this was up in
the MAPP region, and we still use exactly the sane tool that
was used before. W still have the sane enpl oyees, the sane
software, and it's being run in St. Paul Center, so we
haven't changed any of the basics that would | ook at how the
tool s operated, what the flowgate capacity would be, and how
t he val ues woul d change.

VWhat we did find was that there has been a
significant shift in the power flows. Manitoba has had a
draught, so in the past, the would export 1200 to 1500
nmegawatts in peak periods to the south, to the U S.

What happens is, the power flows are now
reversed. They're inporting power into Manitoba. That has
al so caused a reduction in the AFC val ues that we have and
the ability to sell because of the change in the power
flows.

We've al so seen a significant increase in TLRs,
especially TLR-5s in lowa because the flows are com ng up
mai nly fromthe M ssouri-lowa region, even the Sout hwest
Power Pool, where they are now selling up into Canada.

So we've seen a change in the flows; we've seen
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TLRs being inplenmented, at -- | won't say a significant
rate, but we've seen | oadings on flowjates that we never saw
bef ore.

That is the main reason for the changes we saw
and the reason that people thought naybe our service was
degrading, or at least we were selling | ess transm ssion
capacity. But it was really a function of the draught in
Canada and the fact that we're still using the sanme tool and
t he same people are still doing the sane anal ysis.

We don't see that there was any change as a
result of M SO taking over, but because of the weat her.

That was the primry reason.

COWM SSI ONER BROWNELL: Presunmably those
conpani es or that conpany that experienced the problem is
actually maki ng sone noney selling into that market in
Mani t oba. Do you think that's probably true?

MR. TORGERSON: They nmy be, yes.

COWM SSI ONER BROWNELL: The reason | bring it up
is, I think it's inportant, as we evolve into the nmarkets
and there are |ots of questions, that we be a little nore
di sci pli ned about raising issues and doing the fact-checking
before we start making statenents that reflect upon the
service quality.

If there's a service quality problem we need to

deal with it, and your efforts in that regard, | think, are
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going to be well accepted. So | want everyone to know t hat
if there's a problem let's deal with it, but let's really
be sure about what that problemis.

MR. TORGERSON: The thing I want to make sure of
is that if people, if they have a problem call us and | et
us know, and we can research it and get back to them
qui ckly. That's the other thing we have to do, is respond
very fast.

We put in really a rapid response teamthat's
made up of senior people within the Mdwest |SO so when
i ssues get raised, where they're coming from the Comm ssion
-- and with Patrick and Christopher there, they hear things
at our site and they can feed it to them W'Il|l feed things
back to them al so.

So we're responding to issues that are raised by
whet her it's stakehol ders, market participants, whoever, and
t hey get resolved as quickly as possible. W don't put the
days or weeks between soneone's concern and an answer comn ng
out .

COWM SSI ONER BROWNELL: | think that's really
i nportant for your custonmers. | appreciate that comm tnent
and it would probably be helpful to all of us, as those
i ssue come up, if you kind of let us know, so we are arned
with a better understanding of what sone of those chall enges

are.
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MR. TORGERSON: That is our intent, to nmake
certain that the responses go to the Comm ssion, as well as
the participant who raised the question to begin wth.

COWM SSI ONER BROWNELL: Thank you.

COWM SSI ONER KELLY: Jim | understand from
readi ng your presentation that you received a | ot of input
fromthe Organization of M SO St ates.

MR. TORGERSON: Yes, we did.

COW SSI ONER KELLY: Coul d you explain for ne,
new FERC Conm ssi oner, how that organization works and the
role they played?

MR. TORGERSON: Certainly. It was forned
voluntarily by the State Comm ssioners fromeach state and
the Province of Mnitoba where the M dwest | SO has
operations or the transm ssion facilities that M dwest |SO
has control over.

So, they all pretty much came together, agreed to
formthe organization. The issues they deal in are M SO
wi de issues such as allocation of the financial transm ssion
rights. They | ook at resource adequacy on a broad regional
basi s.

22
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One of the big things they're involved in already
is planning, planning the entire transm ssion system W're
working with themalready. | think they have seven
commttees that are set up, planning being one of the key
ones where we work with them on our plans for the system

They will look at it not just state by state but
in the OMS on a regional basis and determine if there is a
way to allocate benefits and costs for transm ssion
upgrades, not only ones that are just needed but ones that
coul d be done for econom c reasons.

They coul d expand the generation for exanple of
wi nd power. That's one issue we're dealing with right now,
how do we get transm ssion to access those who want to add
wi nd power in the upper M dwest and North and South Dakota
and M nnesota because there isn't the capacity there. But
t hen who pays for the transm ssion upgrades?

If you' re | ooking at | arge upgrades that wll
have to occur, the OMS will be the entity that's working
with us on how the benefits would be allocated and al so how
the cost could be allocated.

So that's one big area | think the OMS is going
to provide great value, and all the Conm ssioners, they
el ect their own vice president, president, officers and then
t heyhave neetings which seemto be about every two weeks, on

t he phone generally. They just had their annual neeting at
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our headquarters |ast week.

l"mvery optimstic that the OMS is going to
provi de great value to the M dwest sinply because we have
all of the Conm ssioners working jointly on projects that
affect their states but also the entire region and they're
| ooking at it froma regional perspective. They still have
their state interests. They always will but they're trying
to address things on a regional basis now so |'mvery

optim stic.

COW SSI ONER KELLY: |'mvery pleased to hear
that. It sounds |like an innovation that sounds like it's
working. | think it's a big step for the states to take.

I'"'m hoping that, if it does work, continues to work, that
it could serve as a nodel for other parts of the country.
Certainly our issues are nuch broader than just within the
state boundaries and having states com ng together and
working to plan and on the other issues that are inportant
is really encouraging and | want to encourage you and thank
you for M SO being open to that and being a forum where that
ki nd of participation can be neani ngful.

I have one other question. You tal ked about cost
benefit analysis. Could you explainto ne a little nore

specifically how it works, how it's formalized within M SO

Who does the cost benefit analysis and how specifically is



1

it taken into account

i n maki ng deci sions?
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MR. TORGERSON: The cost benefit analysis | was
tal ki ng about related to the planning and the transm ssion
system as one. That's where our planners will | ook at what
the inpact of the flows on the system are.

When | say "benefits,” who actually benefits from
havi ng additional transm ssion there? Does it nean
addi ti onal transactions can occur? Does it mean generation
can access markets? Does it nean the |oad has nore access
to generation and can they use the transm ssion systemwth
t he expansion that's there?

So you | ook at the cost of putting themin, then
who can derive fromall these benefits? The benefits are
many. The reliability of the systemis very nuch one.
Anytime you add transmission it will inprove the reliability
of the system unless you actually do it wong but |I'm not
t he engi neer.

But as soon as you put in nore transm ssion
capacity it should inmprove the reliability so those are
benefits everybody would derive in the region where you have
this transm ssion. So our people are the ones doing the
anal ysis then providing this analysis to the OMS then we can
jointly make determ nati ons of how we could come up with
met hods to all ocate the cost and what kind of late structure
may be appropriate and will bring back to the Comm ssion for

approval of that --
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COW SSI ONER KELLY:  And whet her the cost shoul d
be incurred --

MR. TORGERSON: Right. To begin with, we do an
econom ¢ anal ysis before we put anything into our plan to
determ ne are there benefits broadly and that is and we cal
it the "M SO transm ssi on expansi on plan" that came out | ast
June. It was approved by the board but we put in there our
anal ysis of what potential benefits are at a broad | evel and
now we've got to get it fine-tuned when we actually go to
| ook at the OMS on this cost benefit study.

COW SSI ONER KELLY: Thank you. | think it's
i nportant that the public know that you're not running an
operation where there's a blank check. | appreciate your
el abor ati on.

MR. TORGERSON: Thank you.

CHAI RMAN WOOD: W Il the OMS be driving toward a
standard approach to be used for all projects or would it be
ki nd of project-specific?

MR. TORGERSON: It's going to have to be project
specific. W'd like to have an overall framework we can
work off of but | think each project nmay be a little bit
different and you nay have different states involved. W
will, we know that. W're going to break it down by the

areas within the Mdwest |1SO where the states are inpacted.



For

exanmpl e,

i f you have North Dakot a,

Sout h Dakot a,
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M nnesota, there's no need for Indiana and Ohio to get
really involved in that.

But we want to have the sanme net hodol ogy but |
think the projects are going to dictate --

CHAI RMAN WOOD: The net hodol ogy is really what
I"m | ooking for.

MR. TORGERSON: The net hodol ogy has to be the
sane.

CHAI RMAN WOOD: |Is that kind of on track to be
proposed as a net hodol ogy that would be part of your fornal
tariff; i.e. we would approve the nethodol ogy, simlar to
what we were tal king about with New England a few dockets
from now?

MR. TORGERSON: | hadn't thought through whet her
we wanted it in the tariff but it probably nakes sense. W
may very well.

CHAI RMAN WOOD: | think we've had sone
encouragenment from people across the footprint that they're
nore interested in getting sone certainty for transm ssion
i nvest nent purposes in the methodol ogy that woul d be used so
that they know if the M dwest trans-expansion plan has
identified this need. How do you get fromthat
identification to construction and what do you do when one
of the utilities that would be the natural designee for that

says "no | don't want to do it. | can't access the capita
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mar kets or for whatever reason | don't want to do it. Does

M SO then hold an auction or designate sonebody el se? Those

ki nd of processes where you actually can get fromthe
concept phase to the energized facility phase?

A really inportant infrastructure issue -- in
solving infrastructure issues not only in your region but
ever ywher e?

MR. TORGERSON: In that transm ssion owners
agreenment that fornmed the Mdwest 1SO it does tal k about
that. If it's for reliability purposes we'll start with
that and the transm ssion owner in the area that it would
get constructed. They're the ones that are supposed to
build it if they can for the reason you just cited. They
can't access the capital markets. There's a financi al
hardship -- then anyone in the Mdwest | SO can step up to
any party and say "I'll build it. THey can be the ones to
do that.

If we don't have anybody then the M dwest |SO can

actually step in, hire the contractors, have it built and
t hen charge everybody so we have the ability under our
transm ssi on owners agreenent to do that right now That's
one avenue.

Ideally we want to make certain that the
transm ssion gets built so what we're doing and |I've

directed our planning people to foll ow up on every project
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that we have in the transn ssion expansion plan and give ne
a report quarterly as to what the progress has been made on
those things that were in the plan, are they being built?
How are they going through the process of citing? Were are
they at? Making certain that the utilities are actually
doi ng what they said they were going to do in the plan so we
get it done. W have to get the transm ssion and, if we
just put together a plan and don't follow through on it,

we' re not doi ng enough.

CHAI RMAN WOOD: | just think we've got to nove
fromthe talking to the wal king phase pretty fast.

MR, TORGERSON: We agr ee.

COW SSI ONER KELLI HER:  Thanks for your
presentation. | had a couple questions. One about the
signing issue and a few about reliability. You just
i ndicated the M dwest 1SO could step in and build if the
utilities declined to do so in your footprint?

TO  Yes, that's the final step.

COW SSI ONER KELLIHER: Is the M dwest |SO
legally the authority that could seek transmi ssion citing
approval in all these states covered by the footprint?

MR. TORGERSON: That would be an interesting
footprint because we haven't had to do it yet. W are a
utility under the Federal Energy Regul atory Comm ssion.

COW SSI ONER KELLI HER: But to seek state signing
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approval you have to be a utility under state law. | can
understand the willingness to build but then there's a
gquesti on of whether you actually could build. [|'mjust

curious. Any kind of analysis you have of whether you woul d

nmeet the definition of '"utility' under the various state
| aws?

MR. TORGERSON: We'd have to check that because
we haven't had to do that yet. W have nore than enough
peopl e who want to build but it's worthwhile pursuing that
to make certain we could have that ability.

COW SSI ONER KELLI HER: Sonme of the reliability
guestions your presentation tal ked about applying the
| essons | earned but didn't really discuss what those | essons
were. Could you briefly describe what the | essons | earned
by M SO were from August 147

MR. TORGERSON: Sure, the things we saw were a
| ack of communication between let's say the M dwest | SO and
the control areas or even the other RTGs that we've already
addressed with comuni cati on plans and then putting in a new
phone system That's just the technol ogy.

We really had to get the protocols down which
we' ve addressed into when do you call, when do you send
messages on?

We were putting in a nessaging system W have a

messagi ng system W're adding to it. So we can do a bl ast
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out that will get the people on the control area on the
pagers which we have internally now Any tinme there's a TLO
our senior people get a nessage on a pager or through their
phone or whatever that says "there's a TLR issue.”™ W'II| be
sending that out to all the people that could be inpacted.

The other lesson | think that we saw and
probably alluded to this, we didn't have enough coverage of
the entire area. W were nonitoring key facilities under
the NERC guidelines. That's what it says, "key facilities."

My concl usi on being not an engi neer but best
| ooking at it objectively is to say "we need to be
nmonitoring all of the facilities not just ones that soneone
desi gnates as key." W need to know what's goi ng on
ever ywher e.

That was the big | esson that | saw because we
were nonitoring key facilities but still |ines were going
down that we didn't see. That to ne was the eye opener and
it said "we've got to be nmonitoring all this."

So we're putting in place on our flow gate
monitoring tool which is still used, we're going to have two
maj or tools, the state estinmator and the flow gate
nmonitoring tool -- the flow gate nonitoring tool will have
information on every 230 kV |ine and above throughout the
entire M SO footprint. The state estimator has information

on all lines. Some of them go down to 69 kV but nobst of
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t hem 180 and above and then our alarm ng tool has everything
that comes in from 100 kV and above so we really have three
tool s.

We' ve expanded this to make certain that the
state estimator and the flow gate nonitor are getting all
the facilities that are inportant, not just the key ones.
That was the other |esson that really opened nmy eyes from
t hat .

COW SSI ONER KELLI HER: Have you all reached any
conclusions with respect to control areas, what the right
number of control areas is or is that still open?

MR. TORGERSON: | think that's still open. W
opinion is it needs to be fewer. Thirty-five of themis way
to many to manage. We're going to have to work with those
who have the control areas and consolidate them and get down
to a nore efficient nunmber. | don't know that one is the
ri ght answer because this is a very large footprint but it's
got to be less than 35.

COW SSI ONER KELLIHER: | don't pretend to be an
expert in the mechanics of the grid operation but I'mtold
that redi spatch is one inportant tool if not the nost
i nportant tool to assure reliability. Does the M dwest |SO
have the authority currently to order redispatch?

MR. TORGERSON: Yes we do. In an energency

situation or where reliability is threatened we can order
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redi spatch. That's in our transm ssion owners agreenent.

COW SSI ONER KELLIHER: Did you do that on August
14t h?

MR. TORGERSON: We did it, well not in the first
Entergy area, we did when we were working with Cynergy and
sone other areas. We did order redispatch.

COW SSI ONER KELLI HER: THey conpli ed?

MR. TORGERSON: Yes. It took alittle tinme. |
mean, it took some time to nmake it happen.

COW SSI ONER KELLI HER: But they did ultimtely
conpl y?

MR. TORGERSON: Yes and it wasn't Cynergy it was
anot her party that was in the Cynergy area. | think it was
an Al l egheny subsidiary |I believe.

COW SSI ONER KELLI HER: Just to be fair, you had
authority to order redi spatch once we suggested di spatch?

MR. TORGERSON: We have the ability to order. W
have to make certain that people understand that, when we're
tal ki ng about it, we're saying and the words that we have to
use are "We direct you to start this generator and run it at
X or bring this generator down and we have to actually
direct themto do that.

And we do have real neans to do that but you have
to have sufficient know edge to know t hat what you' re doing

is not going to exacerbate a problem
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So that was the situation we were pretty much in
in the M dwest.

COW SSI ONER KELLI HER: My | ast question arises
fromthe reliability neeting fromlast week. Last Monday
t he di scussion was about the Western Electricity
Coordi nating Council nodel so-called contract nodel to
assure adherence to reliability standards and ny question
is, whether MSO is considering making a simlar filing that
woul d use the contract nodel to naeke reliability standards
enf or ceabl e?

MR. TORGERSON: We have not |ooked into that yet.

We were hoping that the energy bill would pass and it would
make it mandatory so now we're going to have to rethink what
needs to be done on reliability standards. | think we need
to have mandatory reliability standards and what nechani sm
do we go through to make sure that that occurs?

I think the Commi ssion is |ooking into it, at
| east that's what | understand. We may have to do sonet hing
on our own.

You al so have to renmenber we worked within --
there's three reliability councils that have jurisdiction
within the Mdwest |SO. W have MAIN and ECAR that have
jurisdiction within the Mdwest jurisdiction. W have NMAPP,
MAI N and ECAR



Actual ly you pack this into the Sout hwest

power
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pool which has reliability standards for that entire area,
so there's the one that has standards. |It's a matter of
maki ng sure that people follow them

But in sone cases, at l|least | understand it
differs by resource adequacy. They're different from
jurisdiction to jurisdiction.

COW SSI ONER KELLI HER: Thank you very much.

CHAI RMAN WOOD: On the control area issue that
Joe raised, |I've been to PIJMand it's a different nodel
t here than ERCOT, where ERCOT actually got rid of control
areas and there is one with a backup. PJM assuned in the
unbrella a lot of the traditional control area
responsibilities but the offices actually still remain in

the classic PIMfootprint that performcertain functions.

61

Is there a thought as to what actually M SO woul d

do as control areas shift in their responsibility to the
nore regional approach? What is it that really has to

happen first with regard to that sharing of control area

functions that nmay not have been divvied up that way back in

August ?
21
22
23
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MR. TORGERSON: We don't have any authority at
t he noment to even take over those responsibilities. They
weren't given to us by the transm ssion owners when it was
formed and then approved by the Comm ssion. W have to go
down that path first.

| think the PIJIM nodel is probably a good one. As
you said, the control room operations really don't go away
fromthe control area. They're still done at the | ocal
utility which is ny expectation of what would occur, that
they send a signal or a directive to that operator and tell
them what to do with generation or load. That is kind of
the nodel | would see us tackling. W are working with the
entities within the Mdwest 1SOto start talking with them
about how we can start transitioning and what changes shoul d
be made.

We haven't gotten too far yet. That needs to be
done because without it you have very separate |levels. The
M dwest 1SO can't control the generation which we will need
to once we have the market. We need to be able to send that
signal to tell people what to do.

That was sonething that will have to be
i ncorporated into our market staff as to how that is going
to occur, so when we file that in March we'll have to have a
pl an for how that will operate.

CHAI RMAN WOOD: 1'Il follow up on the question
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Joe asked. | noticed fromsonme trade press reports about
the neeting that was held yesterday in Philadel phia on grid
authority, grid condition issues, the headline said "in the
aftermath of the blackout, top grid operating officials on
Tuesday said that reliability coordinators nmust be able to
order actions in real tinme during energency conditions and
that this authority has to be clearly defined before

probl ens crop up with the power grid."

Is that sonething we need to do at MSO or is it
done?

MR. TORGERSON: | think we need to nake sure how
we define how that works. | think we have the authority in
an enmergency situation where we have enough know edge, we
can order things to occur.

CHAI RMAN WOOD: If it's kind of a pre-energency,
whi ch is probably where everything was that day.

\ MR. TORGERSON: You need to know ahead of tine.
That's the issue. You have to have sufficient know edge to
order sonething to happen. When we have the market, that's
why the market will inprove reliability because we'll be
doi ng the security constrained comm tment and econonic

di spatch so we'll know what's going on with each generator

We'Il be able to tell the generators what to do.

The other part of it is, when do you shed | oad?



We still

don't

have the ability to throw breakers and I
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doubt that we ever will to open and close the breakers, that
will still be the job of the local utility. THey have their
pl ans on what |oad to shed because you don't want to shed
| oad for hospitals and police stations and so forth. W
have to have those plans in place. Those would be the ones
cl osest to the working systemto go and naeke that happen.

But we will have to be in a position to tell them
we need to shed 1,000 negawatts which we have the ability to
do today. Again, you have to have sufficient information to
be able to carry that out.

CHAI RMAN WOOD: To hop to that, you nentioned the
i nprovenents on page 6 of your presentation a nonment ago.
Sone changes that had been made for the system w de
nonitoring and you gave a nunber currently the state
estimator had 98 percent perm ssion ability. Tell ne what
that neans? 1Is it a good number? 1|s 95 good enough? Do
you need it to be a hundred? What does that nean?

MR. TORGERSON: It neans the solution solves
successfully within the five m nute period 98 percent of the
time. If it didn't then you revert to the previous
solution, the state estimator that it sol ved.

Qur state estimtor and continued state anal ysis,
the state estimator right nowis solving every 90 seconds.
Qur target nowis to have it down to every 60 seconds. Then

it does the contingency analysis using three solutions from
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the state estimator so that |ast three sought valid
solutions, then it takes that and runs it into the
contingency analysis and currently we're runni ng agai nst
5,500 contingencies and that occurs and it runs every six to
eight mnutes -- is about the tinme frame it takes to run.

But the 98 percent? Obviously I want it at 100
percent but you're not going to have a solution 100 percent
of the time because the |line may go out. That could cause a
m smatch in the state estimator which won't allow themto
get a valid solution. But as |ong as you have had valid
solutions you can keep relying on that in the contingency
analysis. It also then tells us if sonmething needs to be
| ooked at. That's the other reason.

So you have that, you want to see it and you go
check it out immediately as soon as you don't have a valid
sol uti on.

CHAI RMAN WOOD: How many of those points that
you' ve added are actually outside the M SO footprint?

MR. TORGERSON: That one | don't know the answer
to.

CHAI RMVAN WOOD: There are sone?

MR. TORGERSON: Oh yes, for exanple, 30,000 buses
that we have in our state estimtor nodel, about half are in
the M dwest | SO and the other half are outside so we go to

the first tiers and we try to get within two nodes outside
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of the M dwest | SO

CHAI RMAN WOOD: The part of that is just to make
sure that everything that can inpact your systemexternal to
t he system - -

MR. TORGERSON: We're picking up, yes.

CHAI RMAN WOOD: That's good. M particul ar
i ssue, what if sonething is happeni ng outside your system
and you're not in charge of that? Actually I don't know if
FirstEnergy is in or out of your system

MR. TORGERSON: FirstEnergy was not a nenber at

t hat point when we were doing the reliability coordination.

That was the only responsibility we had for them They
weren't a nenmber at that point. They becane one on Cctober
1st.

The issue becones are we getting the information
from let's say the next RTO over? That's why the joint
operating agreenment with PJIMis so inportant. W are
transferring informati on and data. We've got to | ook at how
much do we need to have so we know it coul d inpact our

system There's always going to be sone judgnment involved.

How far do you go 'til you see that you' re getting enough to
det erm ne what the inpacts are?

But if they see for exanple an occurrence



happeni ng they need to comrunicate to us. Now, we've

probably gone to the far

end now i n conmuni cating nost
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things that are occurring. W want to |let everybody know
we' ve probably gone past what we maybe shoul d need to be
communi cating. But |I'd rather err on that side.

CHAI RMAN WOOD: That | ast thought, |I'm
remenbering a pleading for rehearing which we dism ssed
because the energy markets tariff was actually just an
advi sory opinion -- are the issues between the transm ssion
owners and M SO resol ved about who's got authority to do
what with regard to control area functions in both emergency
time frames and non-energency tine franes?

MR. TORGERSON: In the enmergency tinme frame it's
in our transm ssion orders agreenent. That one | don't
think there's an issue. It has to get resolved ultimtely
with the market tariff as to what authority the M dwest | SO
woul d and should have in relation to the control areas.

We have to put something in front of you and we'd
like to work with out transm ssion owners to conme up with an
approach that we can all agree on but we need that at the
time we actually go with the markets.

CHAI RMAN WOOD: You m ght have needed that | ast
week. |I'mnot sure. | nmean, you have to have it then. The
other 1SO, we've all kind of understood the ISOis
continuing. Oher than M SO, do you actually have the |1SO
or RTO as a NERC certified control area? That is not the

case here in M SO yet, correct?
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MR. TORGERSON: That's correct.

CHAI RMAN WOOD: It's your assertion that that
shoul d actually be the case to operate the Day Two markets?

MR. TORGERSON: We believe we're going to have to
get there to be a NERC-certified control area operator.
Agai n, what the relationship is within the control area, and
the relationship with the control areas as they stand, has
to be sorted out. But we're going to have to be in a
position to work generation.

CHAI RMAN WOOD: I n a non-energency timefranme?

MR. TORGERSON: In a non-energency situation, or
the market won't function well.

CHAI RMAN WOOD: | "'m personally interested to see
that that issue -- | think we've got a pretty solid
timeframe for the market inplenmentation, which is well and
good, but | don't know that that's the only reason that M SO
needs to do it. M SO needs to do it to be a robust enough
reliability coordinator to do this job.

I know that's not been a resolved issue by NERC
yet, just because it hasn't faced it, but 1've been
followng with substantial interest, the proceedings with
t he Bl ackout Task Force. When we drill down deep enough
into this stuff, clear, direct accountability -- and you're
t he guy responsi ble and here's why, as opposed to the excuse

we all have, it was not my authority. |t happened to us
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once that we didn't have authority over reliability, but
custonmers don't expect that answer to ever work a second
time and we shouldn't either.

MR. TORGERSON: And we don't.

CHAI RMAN WOOD: We're here to buttress vyour
efforts and sit down and address the legitimte needs of the
exi sting control area operators, transm ssion owners or
ot herwi se, to flesh those issues out fully and get them
resolved. That needs to happen well in advance of Decenber,
and hopefully can happen before the sumer.

MR. TORGERSON: | fully agree. Qur plan was to
have it in front of the Comm ssion with our March filing.

CHAI RMAN WOOD:  Perfect.

COWM SSI ONER BROWNELL: Pat, you tal ked about
this very issue on, if not August 14th, August 15th. |
t hink what you're hearing us say is that this is critical,
and if we can offer some adult supervision to help nove
t hose di scussions along, we don't need death by a thousand
cuts, and peopl e kind of holding up the process for
sonething else. This is exactly what you said, | think,
ri ght after blackout, are just non-negotiable. Maybe we
shoul d have been maki ng that clear before.

So, please, yell if you need us.

MR. TORGERSON: | will do that.

CHAI RMAN WOOD: To repeat that thought, the
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concern was that the voluntary RTO formation that has led to
what we have so far, | fear, has resulted in sone

conprom ses on both independence and reliability. | just
want to commt us to make sure we don't make that m stake
again and that we hold firmto the right principles in
setting up 1 SOs and RTOs.

A final thought -- and it was actually two, |I'm
sorry. Stakehol der issues: Are we on track with the
st akehol der process and OVMS process, to ensure that when we
file, we don't have the sane response we did to the August
filing? 1s everybody taking the timeframe sufficiently
seriously that we really are going to have this stuff done
by Easter and then nove it to the tariff process here at the
Conm ssion and |l et you guys get on with the testing and
training issues? O are we going to have these issues one
year after the 3/31/04 filing?

MR. TORGERSON: People are working very actively
to get these resolved. As you are aware, there are a couple
of major issues. One is on the grandfathered contracts; one
is on FTR all ocation; and the control areas are going to be
anot her one that we will see hamered out. Those are
probably the three.

The grandfathered contracts, my understanding is
that there has been a |lot of progress made. That's tied to

the FTR all ocati on, obviously, so there's novenent. | think



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

73

peopl e are working pretty aggressively on it. | can't say
for certain that by the tine we get to March 31st and we
want to have full consensus with everybody, |'d be surprised
if that occurred.

Because you're tal king about nonetary issues,
sone decisions are going to have to get made. | think

we're going to get a |lot further along than we were this

last tinme, and we will have -- the Mdwest 1SO w Il put
forth the position that we believe is fair. That will be in
our filing and it will be based on all the information we

got fromthe stakeholders and all the issues we' ve heard.
We have to tee up sonething.

CHAI RMAN WOOD: When | was at the Board, shortly
-- | think it was at the time that you asked to pull down
the tariff so that you could continue to work, and the two
i ssues that | wal ked away fromthat neeting that needed to
be resolved to get M SO kind of up and done were the
footprint issues which, thanks to the events with I P and
their recent announcenent about joining MSO and | assune
t he associ ated Aneren issues -- | nmean to think through
where the TransLink issues go in |light of your information a
nmoment ago.

But the footprint issues and the ability to work
t hrough the open issues on the nmarkets tariff were the two |

wal ked away with that were kind of my punch list itenms to
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work on. | just want to make sure that whatever we can do
fromthe Staff and Conm ssioners' side to support that
energy markets tariff issue nmoving along in the right
timeframe with the right Ievel of attention fromall the
interested parties, as nuch as possible -- | nean, to get
unanimty is an unachi evabl e goal, but to get a broad
consensus is not, and | think we can work toward that.

What ever we can do to help, we're commtted to
that. It's a top priority itemat this Conm ssion to get
t hose di scussi ons wapped up and on track so that we can
wor k through the Comm ssion process here. But keep your
eyes focused on getting reliability upgrades that you've
| aid out here, fully inplenmented and tested and then wal k
t hem t hrough kind of the necessary allocation and
responsi bility issues across that very broad and inportant
grid. We just want to keep your focus on that and have us
do what we do.

But the delay questions, as Nora's question is
putting out, are costing us all a bunch of nobney and that's
not how custoners want it.

A final question: Actually, I"'minpressed with
this business plan. |It's exactly what, frankly, | |ook for
as a regulator, and if | were a constituent out there, |
woul d look for it in a professional organization. So, this

has got the |evel of specificity, commtnent, and anal ysis
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and understanding that | think a well run organization
shoul d have. So, congratul ati ons on that, because | know
fromgoing through it that it's not just words, but a | ot of
this stuff is the distillation of what has been done and
what is already well underway. So that's hel pful.

To build up on one that we were tal king about,
and, | think, Joe, you brought this up, at the Decenber 1st
hearing we had on reliability, there's this operator
training issue. Nora, | think you had some questions on
this as well on.

Page 14 of the business plan tal ks about the
traini ng. | also noticed that in your presentation a
noment ago, on the | ast page of the outreach goal, taking a
| eadershi p goal anong all the RTOs on this issue. Wat Kkind
of training goes on now? \What's the enhancenent that we're
t al ki ng about doi ng?

These are a pretty critical part of our nation's
econonmy. Since you're the first one here after that
conference, tell us what kind of training goes on today and
what really should be going on that is in your plan.

MR. TORGERSON: All of our operators are NERC-
certified control room operators. They all have that
desi gnation. The ones that are in | ead positions and the
seni or people, all have extensive experience with other

utilities, actually running control roons as reliability
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coordi nators, because they all have reliability coordinator
experi ence before they even canme to us.

Then we did training with themon the M SO our
tariff, our requirements, I'll call it manuals and books
that we have as to what they are supposed to do. So they
have done all the training on that.

Where we need to go is, first off, we have a
sinmulator. W haven't utilized it. That is one area that
needs to be used. Every person has to go through the
traini ng.

What we've done is added shifts, so that every
person has the ability through training every six weeks for
a week. That's our plan.

Every person will be going through training on
t hat schedul e, including the sinmulator training. And the
simul ator, the only thing we have left to do with the
simulator is put the scenarios into the sinulator, make sure
they work right, and run it off of our system

They can train on that, so what will happen is,
you have a supervisor, the trainer, running scenarios, and
the operator will sit there and see a scenari o com ng up
t hat says we just |ost x-nunber of megawatts of flow over
this line, and what are you going to do?

They actually have to act. That's the training

that needs to be done.
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The other training is also cross-training with
the control area operators to nmake certain that we're
tal king the sanme way. W go and visit them they cone and
see us, but when they see a situation that it's clear what
we're both tal king about, we're doing cross-training with
all the control area, and the training may be just getting
to know them but it's getting to know their systens, their
capabilities, what they do, what they can do froma
reliability standpoint at the local |evel and what our
responsibilities are.

We're also reinforcing what authority they do
have. We do have the authority. They can tell soneone to
shed | oad; they can redi spatch. They have al ready signed
and they have done this in the past, a docunent that states
that they know what their authority is.

We're reinforcing that part of the training, and
what we're going to end up doing is having training
protocols and prograns that we believe will be far in excess
of what NERC woul d even require.

And then we will certify all of our operators and
reliability coordinators to standards that we have for the
M dwest 1SO. We're going to set our own standards for al
of our operators, so when | tal k about enhanced training,
that's really what we're getting to.

CHAI RMAN WOOD: The plan for the enhanced
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training was conplete it by Decenmber 1. What's your
timeframe for actually inplenmenting it?

MR. TORGERSON: First quarter, starting after the
first of the year.

CHAI RMAN WOOD: Great. | appreciate that. |
just got this this nmorning, so I'"mgoing to keep reading it,
but | appreciate your |eadership on that, and your other
constituents will as well.

I want to ask Chairman Young and M. Edwards if
y'all have anything you' d |ike to add fromthe perspective
of the independent board. W appreciate y' all being here
t oday.

MR. YOUNG It's kind of hard to add anything to
what Jimsaid. Jimwas very thorough, and obviously knows
the systemvery well.

What |'d like to do is, fromthe Board, thank you
for your support. It's been kind of a rough road for us
getting started and we've had our ups and downs. We
appreci ate your support.

We understand -- and the Board has directed Jim
very strongly, that the first thing we've got to do is get
reliability right. |1'mvery pleased with what he's done. |
spent 35 years in system operations with another utility, so
I have some background in what goes on, and | think Jim and

his staff have done exactly the right things.
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| think they' re doing them on a very aggressive
timetable. | think you will be proud of the results, once
it's all finished. Again, thank you for this opportunity to

be here, and we're going to do our best to make you proud of

what we do.

CHAI RMAN WOOD: Thank you, M. Young.

MR. EDWARDS: M. Chairman, if | may, |ust
briefly, I want to thank the Comm ssion for a couple of

things: One is for your visits to the Mdwest |SO
headquarters. | think it's been beneficial, both for us as
well as for you, but also for M. Clary and M. Mller's
full-time support out there, to be | odged there, to be in
our headquarters, to have access, it helps you all, but it
al so adds value to us as well, as well as M. Larcanp's

att endance at our neetings.

Whenever you have a constituency process, there

are so many different opinions. For your staff to hear
those firsthand, | think adds a | ot of value, both for you
and for us. So we want to thank you for that, and also for

your support of the Mdwest 1SO and | reiterate what
Chai rman Young said; we will get it right.

|"ve always said that the worst thing is
i npl ementing a market that's not right. W wll get it
right and we will get it in on tine.

MR. TORGERSON: |I'd like to add one thing: |
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woul d Iike to thank you for the high | evel support we've
gotten fromthe Conm ssion and Staff. It has been the best
thing we ever did, was to agree to have the two people,
Patrick and Christopher, there.

CHAI RVAN WOOD: Two or our best.

(Laughter.)

MR. TORGERSON: | know that, but you offered
t hem

(Laughter.)

MR. TORGERSON: We agree. W' re very thankful
they are there. That relationship is phenonenal. The
information flow, | think, is where it needs to be. W talk

constantly. We know what's going on. We try to keep them
informed and they keep us infornmed. It works both ways, but
t he support we've gotten fromthe Conm ssion at the highest
| evel s, we really appreciate and we need because of a | ot of
the i ssues we have going forward, so | want to thank you for
t hat .

CHAI RMAN WOOD: Thank you all for your
| eadership. We follow with probably the nost active of
interest, what you all are doing. |It's very critical to
customers in a real broad swath of the country, and as you
cone into deeper integration with PIMand the JOA that we
| ook forward to getting by the end of the nmonth, we'll

attest that you never can stand al one; you' re always as good
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as your nei ghbor.

We really intend to help you and we'll be there.

Thanks for com ng today. W appreciate it.

SECRETARY SALAS: The next item for discussion
this norning is A-3, report on the New Engl and Natural Gas
Infrastructure. This is a presentation by John Schnagl,
acconpani ed by M sha Bond, Cam |l a Ng, Raynond Janes, and
Jeff Wi ght.

MR. SCHNAGL: M. Chairman, Conm ssioners, it's
our pleasure this norning to brief you on the New Engl and
Natural Gas Infrastructure study. My | have the first
slide?

(Slide.)

MR. SCHNAGL: Next one.

(Slide.)

MR. SCHNAGL: The Pipeline Safety | nprovenment Act
of 2002, directs the Conmm ssion to evaluate the ability of
New Engl and's natural gas infrastructure to neet demands of
el ectric power generation and to evaluate the ability of the
natural gas systemto neet all other current and projected
demand.

(Slide.)

MR. SCHNAGL: New Engl and has no native gas

supplies. Natural gas is provided through the interstate
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LNG i nport termnal in Everett, Massachusetts.

The source of supplies to New England are
di verse, comng fromboth western and eastern Canada, from
south central and eastern United States, as well as foreign

sources through the LNG from Al geria and Trinidad and

Tobago.

Next slide, please.

(Slide.)

MR. SCHNAGL: New Engl and al so has no underground
bul k storage facilities. It relies on above-ground LNG

facilities. Sone of the peak shaving facilities are shown
in this map. Next slide, please.

(Slide.)
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Custonmers in New England also rely on bul k

underground storage facilities in New York and Pennsyl vani a.

However, they nmust have capacity on interstate pipelines in
order to bring the gas fromthese bulk storage facilities in
New Yor k and Pennsyl vania, into New England. Therefore,

t hey nust have avail able capacity on that interstate

pi peline system Next slide, please.

(Slide.)

MR. SCHNAGL: CQur exam nation of the |oad factors
for the interstate pipelines during the peak demand peri ods
shows that between Decenber and February, the |oad factors
on these interstate pipelines are quite high. As a region,
the regional net |oad factor for Decenber through February
is well in excess of 90 percent. Next slide, please.

(Slide.)

MR. SCHNAGL: This shows a nmap of the United
States during the peak nmonth of January. This is actually a
projection for 2004, with red highlights indicating the
interstate pipelines with |oad factors in excess of 90
percent. This shows that while New Engl and has a
particularly high density of them there are other areas of
the country with high | oading factors.

This does limt the opportunities for custoners

in New England to gain access to bul k storage. Next slide,
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pl ease.
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(Slide.)

MR. SCHNAGL: The natural gas used in New Engl and
has i ncreased steadily since 1995 and is projected to
i ncrease through 2010. |If one |ooks at this graph
carefully, one sees that the residential, comercial, and
i ndustrial use is pretty flat.

If you go straight across there, it's a pretty
flat line. The increase is pretty nmuch due to the anmpunt
used for electric generation. Next slide.

(Slide.)

MR. SCHNAGL: This graph shows the relationship
bet ween natural gas used for electric generation, as well as
the overall total amount of electric generation in New
Engl and.

Whil e the amount of electric generation in New
Engl and has steadily increased, there's been sone fairly
significant increases in the anount of natural gas --
natural gas usage is indicated by the gold bars --
especially between 1998 and 2002, there was a sharp rise in
t he use of natural gas for electric generation.

This is caused by the construction of new gas-
fired electric generation and it's pretty nmuch endi ng here
in 2003 and will pretty much be finalized in 2004. Right
now, the electric reserve capacity is now up to around 22

percent in New England. Until that decreases, we expect
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little new construction of electric generation. Next slide,
pl ease.

(Slide.)

MR. SCHNAGL: There's been concerns in New
Engl and about the rapid rise in the use of natural gas for
el ectric generation, so we wanted to take a |look at it and
conpare it against the national average.

This shows the various NERC regi ons throughout
the country, and it shows the U. S. average is just under 40
percent. That's pretty much where New England is, right
around that national average, being approxi mately 38
percent. Next slide.

(Slide.)

MR. SCHNAGL: New England's electric generation
capacity is fueled by many sources. This slide shows that
bet ween now and 2010, that capacity is expected to increase
only marginally.

What |'d like to point out is that two separate
bands, one, the sal non colored band, which is the gas and
oil dual fuel band, is pretty constant with very little
change.

These facilities can use either natural gas or
fuel oil to fire electric generation. [It's pretty nuch
determ ned based on the econom cs.

The nmustard col ored band directly belowit, is
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the gas-only facilities. These have expanded here recently,
as you can see. It's inportant to note that these
facilities must have natural gas in order to generate

el ectricity.

During the conduct of this study, we were asked
to investigate a concern that the |1 SO New Engl and had, that
the gas-only facilities were obtaining their natural gas
under interruptible contracts and the |1 SO of New Engl and was
concerned that if the gas purchased under the interruptible
contracts was, indeed, interrupted, that the |ISO of New
Engl and woul d not have the capability of being able to
supply electricity to New Engl and.

So we set out to take a closer | ook at that.

Next sli de.

(Slide.)

MR. SCHNAGL: Figure 12 quantifies one of the
contracts, the commodity contracts for purchase of the
commodity of natural gas. There are two types of contracts
used to actually acquire natural gas -- the comodity
contract and the transportation contract. Both nust be
executed in order for a consuner to actually receive natural
gas.

For the commpdity contract, it shows that 61
percent of the contracts are firmcontracts.

(Slide.)
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MR. SCHNAGL: The next slide shows the results
for the transportation contracts. This shows only 40
percent of the contracts are firm

We assunmed that those who purchase the nore
expensive firmcontracts for transportation, backed it up
with also a firmcomopdity contract, and, therefore, just
doi ng the math, we assuned that only 40 percent of the gas-
only electric generation had firm contracts.

Anot her way of saying it is that 60 percent of
them potentially, were interruptible, so we wanted to take
a | ook and see what would happen if 60 percent of the gas-
only electric generation was not operating.

This graph basically shows the bottom line of
that conputation. The first colum on the |eft shows the
base condition with all facilities operating with
essentially all gas facilities available. It shows an
operabl e capacity margin, very healthy at 5,725 negawatts.
If 60 percent of the gas-only facilities are taken off
system that operable capacity margin drops to 1,225, a
si zabl e drop.

However, in order to neet peak demands, you only
need a positive operable capacity margin, so what this is
showing us is that even with the loss of all interruptible
gas-only facilities, the I SO of New Engl and has sufficient

el ectric generation capacity to neet its needs on a
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systemnm de basi s.

This is not to say that there wouldn't be
porti ons of New Engl and, especially the very isol ated areas,
RVR areas, that are dependent on single gas-only generation
facilities that may have service interruptions.

(Slide.)

MR. SCHNAGL: We also took a | ook at New
England's ability to transfer electricity in from other
areas. This slide shows the transfer capabilities for both
Canada, as well as | SO New Engl and.

We found New Engl and had a very healthy ability
to transfer as nuch as 12 to 14 percent of its peak demands
for electricity between this capability and its own native
generation capacity, we felt that New England currently has
very good ability to withstand curtail ment of interruptible
gas supplies, at least for short periods of tine.

Next slide, please.

(Slide.)

MR. SCHNAGL: 1In order to evaluate the ability of
exi sting capacity on the pipeline systemto nmeet current
demands as well as projected demands, we put together this
graph, which shows pretty clearly that rel ationship.

The straight red line indicates exiting capacity;
the blue line indicates demand, current and projected

demand. Let's focus on those two to start wth.
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You notice that exiting capacity is nore than
adequate to neet current and projected demands up through
2005. However, in 2006, demand exceeds capacity.

Once we saw t hat happeni ng, we went back and
| ooked at the projects that either this Conmm ssion has
already certificated that are yet unconstructed or other
proposed projects with schedul ed conpletion dates in the
near term W | ooked at the LNG expansi on, as well as
pi pel i ne expansion, and potentially also the new LNG
term nal s that have been proposed.

We added to the capacity line here, those new
projects based on when the proposed conpl etion date is.

Once we did that, it becane very clear that with either
certificated, unconstricted projects, once they conme online,
or the projects, when they are constructed, the capacity
will stay ahead of projected demand, at |east through 2010.

CHAI RMAN WOOD: John, what specific projects are
t hose, so that we can keep an eye on that and keep everybody
focused on these issues, so that those two |ines stay apart?

MR. SCHNAGL: The LNG expansion that has already
been certificated is the existing Everett project. W also
have an expansion proposed, at least in the trade press, by
Keyspan, of their Providence facility.

The pipeline expansion is the Freedom Trails

Project, which would bring gas in fromthe west, fromthe
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bul k storage facilities.

CHAI RMAN WOOD: |Is that approved or pendi ng?

MR. SCHNAGL: That is still pending.

CHAI RMAN WOOD: Who is the Applicant?

MR. WRI GHT: Excuse ne. That project is still
pl anned. It has not been filed at the Comm ssion yet, but
it would be expected within the next year or two to be filed
her e.

CHAI RVAN WOOD: 1/ 067

MR. SCHNAGL: Yes, it's still scheduled for 1/06.

CHAI RMAN WOOD: Back to the LNG expansion, the
Keyspan LNG expansion is, again, what project? Does it
require approval ?

MR. SCHNAGL: It's the Providence facility and it
woul d require our approval, and it's schedul ed for
conpletion in early 2005.

MR. WRI GHT: The Providence LNG facility is a
current storage facility, and, as such, the tanks are in
place. It would just need docking facilities for the boats.

CHAI RMAN WOOD: Okay. Then the last, so the new
LNG term nal on the right-hand box, is different than that?

MR. SCHNAGL: The new LNG termnal is different.

There is a host of options, as we'll explain in the next

slide, as to which may fit into that.
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anot her one will.

CHAI RMAN WOOD: How many will be needed for that
curve to go where it does in 2008?

MR. SCHNAGL: Just one.

CHAI RMAN WOOD: I n addition to Providence and
Everett?

MR. SCHNAGL: That's correct. There is also one
ot her factor that can be included in this, and that's
probably a host of new proposals that we will see for
i ntegration of existing pipeline systenms, in sonme cases
intrastate pipeline systems, to achi eve what interstate
pi peline systens are currently doing.

Currently before the Commi ssion, is a new
proposal by New Engl and Gas and Yankee Gas Service to
basically link the systens together to achieve interstate
transport of natural gas fromthe Al gonquin system

I think that is a very innovative type of
approach to solve sonme short-termproblens, and | think it's
one that we'll see many nore of.

CHAI RVAN WOOD: That's filed here now?

MR. SCHNAGL: It is.

CHAI RVAN WOOD: What's the status?

MR. SCHNAGL: | don't know. | can check on that
when | get back.

(Slide.)
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MR. SCHNAGL: Just to give you sone sort of
perspective on the nunmber of LNG facilities that are
currently either proposed or pendi ng sonmewhere before the
Comm ssion, | wanted to provide this graphic to show you
that not only are there a nunmber of proposals out there, but
al so we have sonme expectation of having additional gas
comng in fromthe Sable |Island Area.

Dependi ng on the tim ng of the devel opnent of
t hat supply, that supply could be replaced by LNG facilities
up in Nova Scotia and still result in a new supply of
natural gas com ng into New Engl and from eastern Canada.
Next slide, please.

(Slide.)

CHAI RMAN WOOD: We've got to get basically two of
t hese to happen to make that curve right, one of them
per haps being the expansion and then one other one.

MR. SCHNAGL: The Everett facility is currently
expandi ng. That's underway. The proposed Providence LNG
expansion is not here yet, but it's something we feel is a
pretty high probability event here. And Keyspan is wel
underway. They have discussed filing with us, and will not
require much in the way of new construction.

And there are also a nunber of others -- the Fal
Ri ver Cove Project, the Sonerset in Massachusetts. They are

all conpeting projects. They are proposing new construction
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of facilities for new term nals.

MR. WRIGHT: 1'd just like to note that the
Weaver's Cove is under our NEPA prefiling agenda, so we are
al ready analyzing the Weaver's Cove facility and should add
that to the Fall River and Sonmerset, because it should be
Fall River, Waver's Cove, and Sonerset.

(Slide.)

MR. SCHNAGL: Figure 18 shows the expected work
flow analysis for natural gas in New England. It basically
shows snapshots fromthe 2004, 2007, and 2010 peri ods.

The major difference between 2004 and 2007 is
the increase in LNG comng into the New Engl and regi on, but
by 2010, we see an additional supply com ng in from Eastern
Canada. Next slide, please.

(Slide.)

MR. SCHNAGL: The Act basically asks us for
recommendati ons on how to i nprove the existing natural gas
infrastructure in New England, so for the short- and m d-
term we observe that peak-shaving storage facilities
| ocated in the vicinity of high demand areas, would provide
t he greatest short- and m d-term system benefits.

For the long-term however, as supply areas in
Eastern Canada are further devel oped or additional LNG
term nals are constructed, additional natural gas pipelines

will be built to supply the New York City area.
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I nterconnection of these new onshore pipelines with New
Engl and' s existing pipeline and LNG facilities would be a
| ong-term sol ution, thereby increasing the gas pipeline
infrastructure to neet New England's | ong-term natural gas
supply needs.

Thanks very much. We'll be happy to answer

guesti ons.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

98

CHAI RMAN WOOD: Thanks again. Any questions?

COWM SSI ONER BROWNELL: Very hel pful

COWM SSI ONER KELLY: | have a question: How did
you estimate denmand?

MR. SCHNAGL: We |ooked at a variety of sources
in terns of identifying demand. We worked directly with the
Departnment of Energy to obtain nunbers concerning demand.

We al so contracted with a group called Energy and
Envi ronnment al Anal ysis, EEA, which we relied on heavily for
their demand nunbers.

We basically did an i ndependent eval uation of
anything that we received fromthe outside. W received a
tremendous amount of input regarding this study fromthe
public utility conm ssioners and comm ssions in New Engl and,
| SO New Engl and, as well as all the industry groups up
there, so we received a trenmendous anount of val uable input
in the devel opnment of this study.

COW SSI ONER KELLY: Thank you, John. Is this
the first issuance of the report? Has it gone out to anyone
before the Comm ssion seeing it today?

MR. SCHNAGL: It has gone out to nobody.

COW SSI ONER KELLY: Thank you.

MR. WRIGHT: It's going up to Congress today.

MR. ROBI NSON: We did have basically the results

of the study and we presented it to the people in Boston who
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woul d be npost affected by this. W had 50 or 60 people
t here who gave us comments on our study and the results of
it, and we incorporated that in this final report.

But as far as a report going to Congress, this is
the first issuance of this report, because it is a report to
Congr ess.

COW SSI ONER KELLY: Staff has done an excell ent
job, and | really appreciate it, thank vyou.

CHAI RMAN WOOD: Thank you all very nuch.

SECRETARY SALAS: The next itemin the discussion
agenda is E-4, New Engl and Power Pool

MR. HUYLER: Good norning, M. Chairman and
Comm ssioners. In this Order, the Comm ssion approves a
proposal submtted jointly by |1 SO New Engl and and NEPOOL to
all ocate costs associated with transm ssi on upgrades.

The Order also rejects the conplaint that an
al ternative approach to distributing grid costs. The
approved allocation method is applicable to transm ssion
nmet hods that have been identified through the | SO s regiona
transm ssi on expansi on planning process that are not
partici pant-funded.

The all ocation nmethod provi des regi onal cost
support to upgrades that produce network-w de benefits. The
costs of upgrades that provide only |ocal benefits will be

supported locally. For those upgrades receiving regional
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cost support, costs will be rolled into the regiona
transm ssion rate paid by all network custoners.

Upgrades consi dered necessary to ensure
reliability would receive regional cost support, as woul d
upgrades determ ned by the 1SO to provide a net econom c
benefit to the region as a whole. Generally, upgrades
related to generation, interconnection, and nerchant
transm ssion facilities would not receive regional cost
support.

Al so, upgrades or additions rated bel ow 115
kilovolts or those rated above 115 KV that do not neet
certain non-voltage criteria, would not receive regiona
cost support.

The cost allocation method al so contains a
provi sion to protect against rolling unreasonable costs into
the regional rate. Such costs could include construction of
transm ssion |ines underground.

| SO New Engl and filed their proposal with the
Comm ssion followi ng an extensive and inclusive stakehol der
process. The proposal was approved by a vote of al nost 78
percent of the NEPOOL participants commttee, which is
broadly representative and nade up of five sectors:
CGeneration, transm ssion, supplier, end user and publicly-
owned entities.

The Order states that RTOs and |1SOs are in a
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uni que position to discern regional needs and address
factors inhibiting the investnment in transm ssion and
generation. The Order recognizes that the New England grid
is highly integrated and the needed reliability or econonic
upgrades on one part of New England's grid provide benefits
to other parts of the grid, both i mediately and to changi ng
beneficiaries over tinme. The Order finds that these factors
support the regional choice made here.

Thi s concl udes our presentation. W wll be
happy to take questions.

CHAI RMAN WOOD:  Questions or comrents?

COWM SSI ONER BROWNELL: You tal ked about the
st akehol der process. |Is there an RSC, a Regional State
Commttee, yet for New Engl and?

MS. FERNANDEZ: No, there isn't one that's been
formed yet. NECPUC, the New Engl and Conference of Public
Utility Conm ssioners, has traditionally taken a very active
role in the NEPOOL and | SO New Engl and proceedi ngs, and they
were involved in this.

| understand that there have been discussions of
com ng up with an RSC that woul d include appointnments by the
Governor, that may go beyond sonme nenbers of the state
conm ssions, but that's still in the process of being
devel oped.

COWM SSI ONER BROWNELL: There was not consensus
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anong the state conm ssions thenselves. About half did not
support this proposal.

MS. FERNANDEZ: There was no consensus anong the
state conm ssions.

COWM SSI ONER BROWNELL: I'Ill just say this: This
was a very tough one for me. We had, | think, sone intense
conversations. The balance are commtted to regional
def erence. We enphasi zed regi onal deference, particularly
to two regional/state comm ssions, and in the absence of
one, that's difficult.

| believe absolutely that socializing the cost of
reliability is inportant and, frankly, it would be easy to
ki nd of wave that reliability around and pretty much say
everything is as they seemto have done here. \What | was
troubl ed by was the |ack of a rigorous econom c anal ysis of
the kind Jim Torgerson referred to in MSOin trying to
really delve down into the details of beneficiaries.

It's not easy. We all know that the
benefici ari es change over tine, but I don't think we can get
stuck on that.

In addition to regional deference, we've also
tal ked about cost causation and how we really are going to
exerci se sonme judicious evaluation in determning that.

| can't support the Order. | would have

supported the alternative. | hope that we are able to
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encourage the market participants and their RTOs and the

| SOs to do a nore rigorous analysis. | don't know that

we' ve found the perfect nodel. |It's very difficult, but I
don't think this gets us where we need to go, so it was a
real tension between regional deference and cost causati on.

CHAI RMVAN WOOD:  Joe?

COW SSI ONER KELLI HER: | support the Order. |
thank Staff for the description. The proposed anendnents
woul d provide the transm ssi on upgrades that produce
regi onal benefits and receive regional cost support. Those
upgrades that provide only | ocal benefits receive |ocal cost
support. That is an approach | support.

I have just one question: In Paragraph 38, there
is sonme discussion about the difficulties in siting, state
and local siting difficulties, and | was just curious if
Staff has information now or |ater about, of the six states,
how many of them bar consideration of benefits to
nei ghboring states in their siting process?

My understanding is that sonething |like 25 state
| aws bar consideration of benefits to nei ghboring states.

" mjust curious about how that breaks out in New Engl and.

MS. FERNANDEZ: | think that's sonething we need
to check on.

COW SSI ONER KELLI HER: Great, thank you.

COW SSI ONER KELLY: | al so support the Order.
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It's clear that the vast mpjority of participants supported
this. |If you ook at the other significant nunmber of how
many partici pants opposed on a pure vote cast, only eight
percent of the participants opposed this, and on an adj usted
basis, only 13 percent opposed it.

There was no consensus in the states. |In fact, a
number of the states supported it. There was apparently not
an econom c¢ anal ysis done before adopting this, however, |
woul d hope that subsequent to the adoption of this
met hodol ogy, NEPOOL anal yzes the inpact that it has on
i nfrastructure devel opnent.

I know we did not put that in our Order. W
tal ked about it. | would like to communi cate to NEPOOL t hat
| hope they undertake that study.

CHAI RMAN WOOD: | al so support the Order. |
think that in the interest of getting transm ssion
construction, which has been identified through a brilliant,
i deal process, it's probably year ahead of the one we heard
about in M SO but an objective, engineering-based, need-
based review of the whole grid goes on in New Engl and every
year and forms the RTEP

The RTEP then determ nes which are reliability
upgrades. | don't know that any of the two plans that we' ve
seen, yet have identified or have studied upgrades, just for

congestion or other econom c reasons, but those could
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concei vably be redone in the sanme process.
This is an issue that | raised a nmonent ago with
MSO It's inportant to be able to nove fromthe di scussion

and pl anni ng phase to the constructi on expansi on, energi zing

phase.

I think our assessment -- and we articulated it
very clearly in the SVD proposal, and, nore so, | think, in
the white paper in April -- is that the investnment community

needs the certainty of knowi ng what the recovery formula
will be. So, quite frankly, congratul ations on New Engl and
for giving us two pretty clear answers.

We' Il pick one here today, but what's inportant
for the rest of the country is that they do a simlar type
step. It's a hard one; it's not popular, but it just shows
you how hard these are.

But it is inportant to arrive at a fornula, adopt
it, and get there. Don't |ook back. | think they
commtted, in another proceeding, that this will take place
every five years or at |l east be revised in five years, at
which time | think that we'll have a full blown RSC
perform ng the duties.

But for the certainty of constructing needed
transm ssion, there is no nore inportant thing to do than to
deci de on the cost allocation nethodology and to adopt it

and nove it al ong.
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| appreciate the discussions we had, the hard
work you all did. Sone of us actually went back to New
Engl and for some further questions back in October and |'m
glad we did, because it helped informthe process, but | do
think it's time to make these decisions and then get with
it.

l'"mready to vote.

COW SSI ONER BROWNELL: | cannot support the
Or der .

COW SSI ONER KELLI HER:  Am | supposed to say
"aye" now? Aye.

(Laughter.)

COW SSI ONER KELLY:  Aye.

CHAI RVAN WOOD:  Aye.

SECRETARY SALAS: The next matter for discussion
is E-64. This is PIJMInterconnection, with a presentation
by Di ego Gonez, acconpani ed by David Kat hen, M chael
Gol denberg, and Alice Fernandez.

MR. GOVEZ: Good norning, M. Chairmn and
Comm ssioners. E-64 addresses PJMinterconnection LSE's
filing in Docket No. EL-3-236, to amend tariff sheets
pursuant to Section 206 of the Federal Power Act to revise
the upward price gap rules for nust-run generating units and
to establish a | ocal market option to address |ong-term

scarcity.
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PJM al so proposes to anend the operating
agreenments and PJMtariff to require that all owners of
generation located in the PIMregi on becone nmenbers of PIJM
or otherw se agree to abide by all PIJMrul es regarding
generation and transm ssi on.

The issue of how to price must-run generating
units has arisen not only in PJM but other regions.
Accordingly, the draft Order establishes a generic
proceedi ng in Docket Nunber PLO2-4 and directs Staff to
convene a two-part technical conference. The first part of
the conference will focus on broad, general principles for
must-run generating units and the general franmework the
Comm ssi on shoul d use to address this issue.

The second part of the conference will focus on
PIJM s specific proposal in Docket Number EL03-236 and how it
fits within the broader framework. This conference wll
provide a useful regulatory framework for review ng various
regi onal proposals for treatnent of must-run generating
facilities. Thank you.

CHAI RMAN WOOD: Thank you, Diego.

COW SSI ONER BROWNELL: |'m grateful, actually,
M. Chairman, that you have schedul ed these conferences.
This is an issue of conpensation and equity and fairness.

We have been struggling with it and, brilliant

t hough we are, we don't seemto have conme up with the right
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answer. |I'ma little bit concerned that PIM has conme in
with a tweaked solution that doesn't really enjoy nuch
apparent stakehol der support, so |I'm hoping that in both Day
One and in the broader sense, in Day Two in the very
specific regions, we can really hear sonme creative ideas
that bring some stability to this market.

It's really troubling that this keeps bubbling up
everywhere in the country. So, thanks.

CHAI RMAN WOOD: | really do think even it's
ecli psed resource adequacy in the capacity markets. The
i ssue of local market power mitigation is one or probably
two of the big ten issues on the standard market design that
we' ve been studying for two years that really I don't Kkind
of feel, when | sit down and read these Orders, whether it's
the RVMR case in New England, or what California wants to do
inits mtigation -- that we really have this really wel
put together.

The real fight that we have with all these other
i ssues on congestion and expansion, reliability and pricing
and things like that, this one is just not quite there, so |
do |l ook forward to really rolling up sonme sleeves in January
and plowing into this, because it's not resol ved.

| have to admt that | was expecting, | guess, in
this particular PIMfiling, based on the Reliant versus PJM

conplaint we had in the sumrer and their comrents, which
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then led to the formation of a within-agency task force to
tal k about |ocal market power mtigation, which is going to
culmnate in these conferences now, that we woul d have
gotten a little bit more to work with in this docket.

This may be enough. | don't knowif it is, so |
want to not only focus on the PIJMissue, but try to | ook at
it in the context -- one of the things that the whole RTO
week and the whol e devel opnent of the public debate we've
had on standard mar ket design for the past couple of years
has done, it has allowed nme, at least, to get confortable
with these are the broad kind of objectives of what we're
doi ng and these are some specific things or a specific thing
that will acconplish those objectives that has worked here,
overseas, or in sonme other market.

And so having that real-world experience to
inform on where to go, has contributed to a ot of w se
deci si onmaki ng on our part, and also sone w se proposals
fromthe market participants across the country.

This is one area where | just don't quite think
we've figured it out yet, so | look forward to new hands on
the deck, as well as sonme wi sdomfromthe outside world on
this.

23
24
25
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COWM SSI ONER KELLY: | appreciate your saying
that. |If you think we have a ways to go in figuring it out
it makes nme feel a little better about nmy personal decision
not to participate in several cases on the agenda that
i nvol ved RVR feeling personally that | didn't understand in
any significant way the policy inplications of the various
choi ces or even what the various choices are.

| personally appreciate and | ook forward to
havi ng these technical conferences. OCbviously it's an issue
in PUJM NEPOOL, | hope that we get sonme participation from
ERCOT and California, who obviously have dealt with the same
i ssue. Thank you.

CHAI RMAN WOOD:  Anyt hi ng?

COW SSI ONER KELLI HER: | support the order.
agree it's tine to take a hard |ook at the different
approaches on | ocal market power mtigation. | just had one
question for Diego in paragraphs 8 and 13, there's sone
di scussi on about how one of the four changes PIJMis seeking
is authority. THey want to be able to conpel. They are
proposing to anend their operating agreenent and tariff to
require generation owners to becone PJM nenbers.

|"m just curious what their |egal authority would
be to conmpel the generation owner to become a nenber?

MR. GOVEZ: PJM as the transm ssion operator has

the right to establish "just and reasonable” rules with
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regard to parties when they want to use its system The
specific | anguage that you referred to specifically states
that "the party may either choose to beconme a nmenber of PJM
or agree to abide by its rules regarding transm ssion and
generati on.

So on its face the | anguage proposed as, but it
doesn't specifically conpel, the parties to become nenbers
of PIJM

Havi ng said that, the draft order doesn't
substantively address any issues and sets the issues for
hearing and this is one of the issues staff anticipates w ||
be raised at that conference.

COWM SSI ONER KELLI HER:  You said that that
authority would be an authority the Comm ssion has
previously issued approving a tariff? |If they can either

requi re nmenbership or adherence? \What would they point to?

If a generator said "I'"'min PJMand | don't want to join
PJIM | don't want to abide by your rules,” what would PIJM
point to to say "you can't do that?"

MR. BARDEE: | think at least prelimnarily the
feeling by me and sone people on staff is, they would
certainly have a priority to tell someone if you want to
take transm ssion service fromus, you have to live with the

rules we have in our tariff that ensure that this system
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will operate safely and reliably.
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They phrased it as, "you can beconme a menber or

you can abide by our rules.” If all they had said was, "you
have to be a nmenmber of our organization” | think there would
be some serious | egal question about their ability to inpose
that or our authority to approve it.

But because they've stated it all tentatively
t hat you either becone a nmenber or abide by the rules in the
tariff, I think there's at |least at this point a good | egal
argunment in their favor.

COW SSI ONER KELLI HER: They woul d be conpl ying
with the Comm ssion's approved tact?

MR. BARDEE: Right.

COW SSI ONER KELLI HER: | understand, thank you.

MR. BARDEE: They woul d accept this ultimtely.

COW SSI ONER KELLI HER:  Thank you.

CHAI RMAN WOOD: Ready to vote?

COW SSI ONER BROWNELL:  Aye.

COW SSI ONER KELLI HER:  Aye.

COW SSI ONER KELLY:  Aye.

CHAI RVAN WOOD:  Aye.

| would like to add this is probably going to be
mar ket power nmonth. We are | ooking at a two day conference
on the supply margin assessnment on the 13th and 14th so if
we schedul e around that, | think the |ocal nmarket power

mtigation in conjunction with all the generation nmarket
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power issues will pretty conprehensively broach the market
power subject by this tinme next nonth.

Al right, next itenf

SECRETARY SALAS: The next item on the discussion
agenda is E-3, the transm ssion congestion on the Del marva
Peni nsul a.

MS. MARTIN: Good afternoon, M. Chairman,

Comm ssioners, Ladies and Gentl enen.

This presentation summarizes the findings of fact
and recomendation i ssued on October 10, 2003, by Presiding
Adm ni strative Law Judge Bobbie MCartney in Docket nunber
PLO3-12- 000 concerning transm ssion congestion on the

portion of the power grid on the Del marva Peninsula by PJM

14

(Slide.)

That's PIMand in the |ower right hand corner,
i ght brown, is the Del marva Peni nsul a.

(Slide.)

Since 1998 PJM has used | ocati onal nargi nal
pricing to nmanage congestion. Under |ocational marginal
pricing, prices are higher in areas that do not have | ow
cost generation and a transm ssion infrastructure that
restricts inports.

Del marva has experienced hi gher congestion costs
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due to these |limtations on generation and inport



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

116

capability.

(Slide.)

Congesti on on Del marva Peni nsul a has been an
i ssue in several PJM proceedings including a conplaint filed
by O d Dom nion Electric Cooperative requesting relief from
congesti on charges, transm ssion planning process for
econom ¢ expansions, allocation of financial transm ssion
rights, and | ocal market power mtigation nmeasures.

(Slide.)

As a result, on May 12, 2003, the Commi ssion
established a fact finding proceedi ng concerning congestion
on the Del marva Peninsula to explore the causes, extend
costs and possible solutions to such congesti on.

On October 10, 2003, the ALJ issued a decision
t hat proposed findings of fact and recomrendati ons.

(Slide.)

Congestion on the Del marva peninsula is a pricing
issue not a reliability issue. This is a sunmary of her
findings. LM reveals congestion rather than causes
congestion. Congestion was highest in 2000 and 2001 due to
t emporary outages, due to construction of transm ssion
facilities, limtation on generation and transm ssion
contribute to the congesti on costs.

(Slide.)

As a result the ALJ recommended that PJM shoul d



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

117

consi der changes for scheduling transm ssion outages. |If
def ective transm ssion construction on | ocational marginal
pricing institutes or considers instituting posed
contingency operations, PJM should expedite transm ssion
pl anni ng for the Del marva Peni nsula. PJM shoul d
periodi cally conduct auctions for demand resources and
gener ati on.

(Slide.)

The record does not support an allegation that,

or allegations that market power increased congestion costs.

PJMs mtigation neasures and active nonitoring limted
opportunities for exercise of market power.

As a result, the ALJ reconmended that the O fice
of Market Oversight Investigation review the record for
evi dence of the existence and extent of nmarket power on the
Del marva Peni nsul a.

(Slide.)

Subsequent to that, PJM and ODEK fil ed an
agreenment on Novenmber 6 on the process to address
congestion. The stakehol der process to review potenti al
changes to the PIM market rules. PIMwll file to inplenent
its independent recomrendations by May 3, 2004. PIM will
file changes not approved through the stakehol der process.

(Slide.)
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I n conclusion, congestion has been reduced on the
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Del marva Peninsula. More infrastructure generation,

transm ssion and demand response woul d reduce congesti on,
need cooperation with states and PIMto place infrastructure
in place.

Thi s concl udes our presentation. Thank you.

COWM SSI ONER BROANELL: So we've concl uded
definitively according to the judge's sunmary that LMP is
not the cause of congestion nor the cause of high prices and
that FTRs can and should be used as effective hedging tools
and there seens to be sone suggestion that maybe that wasn't
done.

Shoul d one of the suggestions be that we ask PJM
to do a nore extensive job of educating the market
partici pants on the effective use of FTRs, would that
per haps be hel pful ?

MS. MARTIN. They have actually instituted,
ext ended, added training progranms as a result of this. |
think they said this in their comments.

COWM SSI ONER BROWNELL: Okay. You indicate here
"congesti on has been reduced on the Del marva Peninsul a but
nore infrastructure is needed.” How nuch? What has been
done and what needs to get done?

MS. FERNANDEZ: Part of one of the judge's
findi ngs was that the worst congestion occurred in 2000 and

2001. That was a period when there was a | ot of
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construction. There was additional new generation. There
was transmi ssion that was put in both to serve that new
generation and there also have been some other neasures that
are going on in terns of expanding transm ssion.

In ternms of what needs to be done in the future,
this is an area where it needs to inport power. So there
may need to be a continuing | ook at whether transn ssion
additi ons need to be added, whether demand response can hel p
reduce the need for power.

As part of the econom c process that the
Conm ssion required the PJM adopt as part of its RTO filing,
it will be looking at areas to determne if it would be
econom c to do construction in order to help relieve
congestion areas |like the Del marva Peni nsul a.

Additionally we recently had a nerchant
transm ssi on proposal that would also, by I think having a
i ne across the Chesapeake Bay, would al so provide a way to
provi de additional power and nore flexibility to the region.

COWM SSI ONER BROWNELL: | think this speaks to
the m nd that you introduced in the first business plan. W
need infrastructure. We can dance on the head of a pin but
if there isn't infrastructure, this is the result.

So | would hope that PJM and the folks in
Del aware woul d nmake this a priority -- tell us what we need

to do but nore inportantly | hope.
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And | appreciate the judges' work here and the
staff's work, that we would use this as |essons | earned.

I think it was in fact used to suggest sone
| essons that in fact are not borne out by findings of fact
so | hope everyone will be instructed by the Judge's finding
and we can be effective partners in fixing this problem

COW SSI ONER KELLY: | understand the judge was
not |l ooking at reliability but I was wondering if any of
t hose issues cane up during this case on the Del marva
Peni nsul a that you ot herwi se know about ?

MS. FERNANDEZ: | thought her finding was that
there was sufficient generation and transm ssion capacity to
neet the reliability requirenents and under PJM s pl anni ng
process there has traditionally been an annual review and
pl an that's devel oped | ooking forward for several years if
there are any needed expansi ons that are necessary for
reliability.

However, a | ot of the generation that is |ocated
on the Del marva Peninsula tends to be nore expensive. Sone
of that is because of limtations on the type of fuel that
can be used in there. That's why | think her finding was
it's nore of a pricing issue -- it may be cheaper to inport
power from other parts of PIMbut it's pricing rather than
reliability.

Thank you.
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COW SSI ONER KELLY: Thank you.

CHAI RMVAN WOOD: | notice we do have -- we will be
di scussing this further internally and may initiate further
actions as a result of this so | just want to thank Val and
Alice and M ke and the rest of the staff for their public
presentation and thank Judge McCartney for her work in kind
of a nontraditional format that I hope we'll use again, as
we need to really try to get on sone of these stories that
go out and about around the industry and find out exactly
what is going on so we can do sonething about it.

So after all we've | earned here we nay take
addi ti onal actions, as | believe were recommended here and
we'll do that at a future tinme. Thank you.

SECRETARY SALAS: The next matter is E-2, PIJM
i nt erconnecti on.

MR. CARTER: Good afternoon.

In Agenda Item E-2 the Commi ssion addresses a
settl ement agreenent filed by PJM Interconnection, LLC, and
certain of PIMs transm ssion owners. The settlenent
agreenment proposes to resolve the remaining i ssues pending
in connection with PIM s establishnment in 1997 as an
i ndependent system oper at or.

First the settlenent agreenent proposes to
all ocate the Section 205 filing rights of PIM and PJM s

transm ssion owners, specifically the settlenment agreenent
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proposes to allocate to PJMs transm ssion owners filing
rights regarding rate design matters, filing rights rel ated
to terns and conditions of PIMs tariffs will be allocated
to PIM

In a case of a dispute about the allocation of
filing rights that cannot be resolved informally, the
settl ement agreenment proposes that the dispute be resol ved
by a neutral party. The neutral party's decision would be
bi ndi ng and final.

The settl ement agreenent al so proposes that it's
ternms be subject to Mobile Sierra protection, with revisions
to the allocations to the filing rights under the settl enment
agreenment could not be nade by PIJM or by PIJMs transm ssion
owners on a unilateral basis or by the Conm ssion absent a
Mobil e Sierra public interest show ng.

The settl ement agreenent al so proposes to nodify
the rights of PIMs transm ssion owners to withdraw from PJM
specifically the settlement agreenment proposes to elim nate
the existing requirenent that a transnm ssion owner as a
condition of it's withdrawal from PJM recei ve Comm ssion
approval. The draft order approves the settlenent agreenent
as it relates to the settling parties's division of their
respective section 205 filing rights.

However, the draft order nodifies that portion of

the settl enent agreenent precluding Comm ssion review of a
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neutral party's determ nations regarding filing rights

di sputes. The draft order finds that interested parties
must be permitted to have recourse to the Conm ssion on the
i ssue of whether a particular matter is related to rate
design or related to the ternms and conditions of PIMs

tariff.
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In addition the draft order nodifies the
settlenment agreenment as it relates to a transm ssion owners
rights to withdraw fromPJM In particular the draft order
notes the withdrawal from PJM can only be effectuated
pursuant to a revision of the operating agreenents giving
rise to PIM

Accordingly, the draft order finds that

wi t hdrawal from PJM nust be subject to a section 205 filing.
Thank you.
CHAI RMAN WOOD: | think that letter point is very

i nportant, particularly just the | egal aspect of the
agreenment itself is involved that would be the underlying
transm ssi on owner agreenment. But as a matter of policy we
certainly saw, with the M SO issues, that it is extrenely
destabilizing to these very critical organizations,
guestions of who's in, who's out, where's the footprint,
doesn't change when sonebody gets nad because the
i ndependent operator actually operated independently.

However the reliability for markets | think it's
very inmportant and alnpost a mninmumcondition that this
Conmm ssi on have the opportunity to agree under the Federal
Power Act on anybody's decision to withdraw from
participating in an RTO.

The court | think pointedly noted as it was

poi nted out here in footnote 38, the court did not
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adj udi cat e enough, PJM transm ssion owners did not contest
FERC s authority to review a specific w thdrawal under
section 205.

So we quite frankly are doing here what the court
invited which is to make sure that, although it concl uded
and again | think in error, but it concluded and we'll stand
on the books, that we cannot review that under 203, that we
do have that right under 205.

And | think quite frankly the obligation under
205 to ensure that any changes to nenbership in these very
critical organizations for reliability oversight and for
mar ket operations are reviewed as against the public
i nterest standard by this Conm ssion.

| think the rest of the agreenent actually is a
fair balance. | do acknow edge that this changes if not the
word the spirit of order 2000 with regard to the right to
operate the tariff by the independent |1SO or RTO

But | think the allocation of the noney issues to
TOs and the market to PIMis right. [It's the right place to
be. Utimtely we get to pass on al that so the buck does
stop with us.

Again | think it's very inportant to the
sustained reliability and i ndependent operation of these
organi zations that the Comm ssion have a very invol ved

oversight role as our nodifications to their settl enent
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woul d i ndi cat e.

So | support the order. And we're ready to vote.

COW SSI ONER BROWNELL:  Aye.

COW SSI ONER KELLI HER:  Aye.

COW SSI ONER KELLY:  AYe.

CHAI RVAN WOOD:  Aye.

SECRETARY SALAS: The next itemis E-5, Oklahoma
Gas and El ectric Conpany

MR. HUNGER: |'m David Hunger along with Jim
Akers and Julia Lake. Good afternoon.

Today's draft order addresses the request for
Comm ssi on aut horizati on under section 203 of the Federal
Power Act for the acquisition of jurisdictional facilities
associated with MRGs, 77 percent interest in the MC ain
CGenerating Facility by Okl ahoma Gas and Electric. The draft
order sets for hearing the issue of the proper mtigation of
the increase of the OXE' s horizontal and vertical market
power resulting fromthe acquisition.

The McClain facility is located in the OGE
territory. Applicant's analysis of the effect of the
acqui sition on conpetition shows failures of the
Conm ssion's horizontal conpetitive analysis screen in the
OG&E market. Applicants have proposed mtigation, a
transm ssi on upgrade, which would reduce market

concentration by increasing the scope of the rel evant
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market. This formof mtigation will take approxinmately 18
nont hs to conpl ete.

The draft order finds that, until this
transm ssion upgrade is in place, interimmtigation is
required. This finding is consistent with the Conm ssion's
merger policy statement. The Commi ssion stated that interim
mtigation is required to address the harmto conpetition
i ndi cated by screen failures until permanent mtigation is
in place.

The draft order also finds that the acquisition
woul d harm conpetition by increasing OXE s vertical narket
power relating to the control transm ssion facilities
necessary for access to whol esale markets. It finds that
OGE has the ability to use this transm ssion systemto
frustrate conpetition in whol esal e markets by denying rival
suppliers access to the market and the acquisition of 400
megawatts of generation will increase OD&E' s incentive to do
So.

I nterveners have subm tted a nunber of proposals
to mtigate OG&E s vertical market power. The draft order

sets for hearing the question of the appropriate mtigation.

Thi s concl udes our presentation and we woul d be happy to
answer any questi ons.

CHAI RMAN WOOD: Thank you Davi d.
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Any comrents or thoughts?
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COW SSI ONER BROWNELL: This is one of those
ot her tough issues that we've been struggling with as the
i ndustry | think responds in some cases to the chaos of the
| ast couple of years by reintegrating.

It's certainly inportant that the conpany be able
to serve native load. At the sane time | think it does
rai se both horizontal and vertical market power issues.

| don't think this is going away and 1'd like to
see us, and I'lIl be witing in a separate statenent, just
really deal with the issue of vertical narket power in a
generic proceeding, get sone dialogue going on and really
refining our policy so people know exactly what to expect.

There are sonme very specific things here dealing
with horizontal market power but the real issue is how are
we going to nove forward rather than backward, which sone of
these activities | think cause us concern.

| support the order. This is really inportant to
get our arnms around to send the right policy signals from
this organi zation as we tal k about certainty. Here's what
to expect. Here's what we're going to ask you and here's
what the policy is going to be going forward.

CHAI RMAN WOOD: | guess the only thing I would
add here is, | know probably a |lot of you here in this room
worked a ot with the prior Commi ssion on this merger policy

statement that has really inforned what goes on under
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Section 203 applications.

We've actually seen very little of it in the |ast
coupl e of years, but that hard work indicated that
mtigation to address failures in the generation market
screens and/or -- which were nmore specifically laid out in
that statenment than some of the vertical issues and | share
your distinction there. We require mtigation in advance of
approval of the transaction. | don't know that the
Conm ssi on has been quite as consistent on requiring that to
be done in advance of approval for transactions, so | would
hope that fol ks reading this will understand that we are
i npl ementing the policy statenent that we put out several
years ago.

COW SSI ONER KELLY: | am persuaded that the
gquestion of appropriate mtigation both interim and
per manent cannot be determned fairly based on the record as
it currently stands and that it is appropriate for the draft
order to direct a hearing into these issues. So | support
t he order.

CHAI RMAN WOOD: Let's vote.

COWM SSI ONER BROWNELL: Aye, noting ny
concurrence.

COW SSI ONER KELLI HER:  Aye.

COW SSI ONER KELLY:  Aye.

CHAI RVAN WOOD:  Aye.
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SECRETARY SALAS: Next we will take up two
matters, G 1, Northern Natural Gas Conpanies, and G 3,
Cent er poi nt Energy Gas Transm ssion Conpany. This is a
presentation by M. Richard Howe.

MR. HOVE: Good afternoon.

The draft orders in both G1 and G 3 address
pi peline proposals, to amend their tariffs so as to permt
themto offer discounted rates based on fornulas. The
formul as could include the use of the difference between the
gas commodity index price at different points on the system
commonly referred to as 'basis differentials.'

In the G1 order the Comm ssion originally
rejected a proposal like this by Northern Natural Gas
Conpany. However the U.S. Court of Appeals for the District
of Colunbia Circuit vacated the Conm ssion's orders hol di ng
anong ot her things that the Conm ssion had not adequately
expl ai ned the difference between di scounted and negoti at ed
rate transactions.

The G 1 draft order finds that the fundanental
di stinction between di scounted and negotiated rates is that
di scounted rates nmust remain within the range established by
t he pipelines' maxi mum and m ni nrum recourse rates and
di scounted rates nmust reflect the sane rate design as the
recourse rates but negotiated rates are not subject to

either of those restrictions.
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The draft order accordingly finds the rate
formul as that produce varying rates during the term of an
agreenment are perm ssible as discounted rates so long as the
rate remains within the range established by the maxi num and
mnimumrates set forth in the pipeline's tariff.

The G 1 draft order also finds that basis
differentials may be used in discounted rate formulas. The
draft order recognizes that the Comm ssion's July 25, 2003,
negoti ated rate policy statenent nodifies Conm ssion rate
policy to no longer permt the use of basis differentials in
negoti ated rates.

The draft order also recognizes that requests to
reconsi der that policy are currently pending before the
Comm ssion. However, the draft order finds that regardl ess
of the approach the Commi ssion ultimtely takes with respect
to the use of basis differentials in negotiated rates, any
concerns about the use of basis differentials in negotiated
rates that were set forth in the July 25th policy statenent
are not present in the context of discounted rates.

This is because discounted rates unlike
negoti ated rates are capped at the pipeline's maxinum cost
of service rate. Consistent with the G1 draft order, the
draft order in G 3 approves the tariff proposal by
Cent er poi nt Energy Gas Transm ssion Conpany simlar to the

Nort hern Natural proposal approved in G 1.
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Finally both draft orders do require that the
pi pelines revise their proposed tariff |anguage in order to
ensure that any fornula based discounts do use the sanme rate
design as the pipelines recourse rates.

Thank you.

CHAI RMAN WOOD:  Thank you, Richard.

As the one who |I think had the greatest heartburn
and certainly of the current Comm ssion about the basis
differential pricing in the past year, really as was filed
in the TransWestern docket al nost two years ago, | would
like to point out a sentence in the G 1 order right after
what Ri chard was readi ng because di scounted rates unlike
negoti ated rates are capped by the pipeline's maxinum cost
of service rate.

Any concern about basis differential pricing
giving the pipeline an incentive to withhold capacity in
order to achieve higher revenues then woul d be possible and
its maxi mum cost of service rates should be less in the
di scounted rate context.

| think this is actually intuitively sensible and
borne out to be correct.

My continued concerns about basis differential
pricing which are really at the heart of the concern | have
about the pipelines getting back into the commpdity busi ness

after this Conm ssion worked so hard over the |ast 15 years
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toreally force that divorce to happen -- are really
m nim zed here.

I think if a shipper and a pipeline want to agree
on this type pricing it appears from sone of the comments
that we've received that there is quite a bit of that. It's
a useful tool in the financial hedging of prices for
commodi ti es.

I think we should do what we can to facilitate
t hose transactions so | appreciate your urging that over the
past several nonths and | hope that the parties can with the
cap inplemented as a discounted rate invoke the G 1 and the
G 3.

The other one is simlar to that, right?

MR. HOWE: That's right.

CHAI RVAN WOOD: And will facilitate those
transactions. So | support these two orders.

COW SSI ONER KELLIHER: M. Chairman | support G
1 and G3 as well. | just wanted to ask a question and make
a brief comment.

The question is, G 1 in paragraph 11 refers to
how the court invited the Conm ssion to establish what they
apparently describe as a coherent definition of what the
negoti ated rate, the definition of discounted rate policy --

are we essentially adopting the Northern Natural

definition?
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MR. HOWE: Yes we are.

COW SSI ONER KELLI HER: Just a comment -- both
orders do have sonme di scussion of the July 25 policy
statement on negotiated rates and | just wanted to express
my reservations about the policy statenment and indicate that
| tend to agree with what Comm ssi oner Brownell has said on
this issue.

That's it.

CHAI RMAN WOOD:  \Whi ch coul d probably expl ain why
G 2 was struck.

(Laughter.)

CHAI RMAN WOOD: It is my hope that, despite that,
it will be interesting to hear about it fromthe industry.

If parties really think that a | oan has to come through with
a discounted rate with the maxi mum recourse rate cap on it
do not provide sufficient flexibility to acconplish
legitimate financial hedging opportunities for custoners,
then | think we're open to hearing that. It is nmy hope that
the G1 and G 3 fix is enough and we can all just kind of
live with that. If not, we're big boys and girls and we can
take comments and hear what parties have to say.

COW SSI ONER KELLY: M. Chairman, | agree with
your w se comments.

(Laughter.)

CHAI RMAN WOOD: Let's vote. [|If anybody woul d ask
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me |later why was G 2 struck, there's your answer. [It's fun
to be a foursonme isn't it?

(Laughter.)

CHAI RMAN WOOD: Thank you all. Have we voted?
We haven't voted.

COW SSI ONER BROWNELL:  Aye.

COW SSI ONER KELLI HER:  Aye.

COW SSI ONER KELLY:  Aye.

CHAI RVAN WOOD:  Aye.

And that was on both.

SECRETARY SALAS: On both itens.

CHAI RMAN WOOD:  Thank you.

SECRETARY SALAS: The final item for discussion
this norning is G4, Carter's Grove LSB, a presentation also
by Ri chard Howe.

MR. HOAE: This item concerns two other
agreenments for transportation that were attached to a
conplaint. The letter agreenments governing the shippers
rates for firmand interruptable transportation, the two
shi ppers, LSB Cottage Grove and LSB Whitewater, have filed a
conpl ai nt agai nst Northern Natural which alleges that the
pi peline was inproperly billing certain surcharges.

The shi ppers have requested confidentiality for
the letter agreenents so that currently they are not

avai l able to the public.
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The draft order before you concerns the letter
agreenments thensel ves rather than the billing dispute
because the |l etter agreenents raise concerns beyond the
particular billing dispute between the parties.

The letter agreenents appear to contain materi al
devi ations from Northern Natural's pro form service
agreement which were not filed with the Comm ssion or made
public. In addition the letter agreenments appear to contain
sone provisions that are contrary to the Comm ssion's
regul ati ons and polici es.

Accordingly the draft order does three things al
of which are just procedural. It provides the parties an
opportunity to comment on whether the |letter agreenent
shoul d be made public.

Next to that it asks Norther Natural for
information concerning the letter agreenents and, finally,
t he order asks Northern Natural to show cause why certain
provi sions of the letter agreenents are | awful.

Thank you.

CHAI RMAN WOOD: | don't have nmuch to add ot her
than I'm concerned that this has been going on and we
haven't been able to see it due to the fact that the
utilities have not nmet their obligation apparently to file
certain docunments with the Conm ssion.

So | look forward to hearing what the good
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reasons for that nay be and see where we go fromthere.

COW SSI ONER BROWNELL:  Aye.
COW SSI ONER KELLI HER:  Aye.
COW SSI ONER KELLY:  Aye.
CHAI RVAN WOOD:  Aye.

Meet i ng adj our ned.

(Wher eupon the proceedi ng adj ourned at

1: 00 p.m)



