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OPEN SESSION

CHAIRMAN WOOQOD: Thisisthe open mesting of the
Federd Energy Regulatory Commission will come to order to
consider the matters which have been posted in accordance
with the government and the Sunshine Act for thistime and
place. Pleasejoin usin the pledge to our flag.

(Pledge of Allegiance recited.)

CHAIRMAN WOQOD: All right, folks. Thisisthe
first anniversary of our wonderful Secretary being a the
Commission. We hope for many more. | want to just say
we're in the process now of continuing the clean up on the
Commission's backlog, and so over the next severa weeks,
severd open mesetings and notationally we're going to try to
get caught up on as much we can dl of the prior items that
are just awaiting Commisson action. So you'll see some of
those in this meeting, and you'll see plenty of those a the
next meeting. | just want to make an open invitation to the
public. If by Easter you haven't had action on something
you redly care about, | want to hear about it, so please
let us know.

Sorry we started late but we were able to get a
few items put over to the consent agenda, so with no further
adieu, well let the Secretary tell what those items are.

SECRETARY SALAS. Good morning, Mr. Chairman,

good morning Commissoners. The items that have been struck



from the agenda since the issuance of the sunshine notice on
January 22nd are asfollows:

E-1, E-3, E7,E14, E-21, E-35, E-36, E-43, G-3
and G-6.

The consent agenda for this morning is Electric
ltemsE-2, 4,5, 6, 8,9, 10, 11, 13, 15, 16, 19, 20, 23,
24, 25, 26, 28, 29, 30, 31, 33, 38, 39, 40, 41, and 42.

Miscdlaneous items and one gasitems. G-5, 6,
7,8,9,10, 11, 12, 13, 14, 15, 17, 18, 19, 20, 21, 22, 23,
24, 25, 27, 28, 29, 30, 31, 32, 33, 34, 35, 37, 38, 40, 41,
42, 43, 44 and 45.

HydroitemsH-1, 2, 3, 4,5, 6, 7, 8, and 9.

Certificates C-2, C-3, C-4, C-5, C-6 and - 7.

The specific votes for some of these items are as
folows E-40 Commissoner Brownell concurring. E-41
Commission dissenting. G-21 Chairman Wood concurring. H-9
Commisson Massey dissenting, and Commissioner Brownell
votes firg this morning.

COMMISSIONER BROWNELL: | noting the concurrence
on E-40 and the dissent on E-41.

COMMISSIONER MASSEY: | with my dissent on H-9
noted.

CHAIRMAN WOOD: And | with my concurrence without
statement on G-21.

SECRETARY SALAS: Thefirg item for discussion



thismorning is A-4, it's a seams resol ution presentation
and our guest this morning for this presentation are as
follows From the RTO West Bud Krogh, dso from RTO West
Frank Afranji, Rich Bayless, Steve Walton, Dean Perry,
Krigi Walace. Also for this presentation from West
Connect, Charlie Reinhold and Ed Beck. And from the
Cdifornial SO Elena Schmid and Armie Perez.

Mr. Krogh will lead the presentation this
morning.

MR. KROGH: I'm technologicdly chalenged right
a the start. Isthat on now? Okay. Chairman Wood,
Commissioner Browndl, Commissioner Massey, it's a pleasure
to be before you again thismorning. | want to thank you
very much for giving us this opportunity to report to you
today on the progress of the seams steering group western
interconnection. Thisisthe vehicle through which the
three western RTOs are resolving seams issues in the west.
Before getting into the briefing, just so you know who is
here at the table before you. Thelist has been read, Elena
Schmid from the Cd 1SO, Charlie Reinhold from West Connect
and Armie Perez to my far right from the Cdifornial SO.
Rich Bayless and Frank Afranji from RTO west and Steve
Walton from RTO west.

When we get to that portion of the briefing on

planning, Dean Perry will be joining us on the table and on



market monitoring, Christie Wdlace, dso with uswill be
joining us & the table.

Let's see, we have the dides. Go to the next
dide.

(Slide)

The basic nature and structure of RTO west or
rather SSG-WI has not changed since we firgt briefed you |
believe it wasin November of 2001, Mr. Chairman, in Segitle
when you and Commissioner Brownell and we presented SSG-WI
asit wasinitssort of infancy at that point. Since that
time we have been functiondly actively as a seams
discussion forum for the three western RTOs.

| wanted to be clear at the outset that SSG-WI
itsdf is not adecisonmaking body, it isadiscusson
forum that has been set up by the three RTOs to enable each
one of them to meet their function eight requirements under
order 2000 which isinterregiond coordination. So aseach
of them dedswith these ssamsissues asthey arisein the
development of those market designs for those RTOs, they
refer the seams issues into the segue process. And Elena
Schmid will go through the process as we have structured so
you can understand how it works.

The other point that | wanted to make isthéat |
know two weeks ago, you had before you some of the senior

executives from the northeastern RTOs;, | bdieve New Y ork,



New England and PIM. They gave, as| understand it and
having looked through their dides, some very detailed
presentations on seams issues that they had been working
with for sometime. These RTOs or the ISOsin the east are
mature. They've been operating for avery long time. They
have a history of working together as| understand it, and
they are able to go into detalls that the western RTOs are
simply not at that point to present to you today.

The western RTOs are il in a development
dage, dl three of them. Onethe Cdifornial SO far in
advance of the other two RTO west, and West Connect, but |
think it'simportant to understand the different stages of
development that we find oursalvesin for those you came
before you two weeks ago.

However, this dso gives the western RTOs the
opportunity to resolve seams issues as we move along, and
before they become more difficult to solve later on. So
there's some advantages being where we are today but we're
smply not at the point where some of the other 1SOs that
have come before you to discuss seams are.

| think on the 8th of January you received our
report to you which included the memorandum of understanding
that was executed on the 5th of December by the three RTOs
This represents a strong commitment by the western RTOs to

work through the seque process as the principal means for



addressing seamsissues.



With the next dide, could we go back to the
organizationd chart?

(Slide)

MR. KROGH: Thisbascdly isthe same structure
that was presented to you ayear and a half ago. We have
made a few changes in the number of work groups.

Y ou can see that we have five workgroups thet are
currently in places Transmisson Planning, Market
Monitoring, Price Reciprocity, Common Systems, and
Congestion Management.

Y ou have had some presentations here, | know,
from Don Watkins, who isthe Chair of our Common Systems
Interface Committee. He's not with us today.

Frank will be able to respond to some of the
questions that you may have about what CSIC isdoing. Were
till working our acronyms. He's got a subgroup caled
Business Architecture Development, and we told him to take
BAD off of this

So we have -- Don is not here today, but Frank
can answer questions regarding CSIC. 1'd like to make the
point that these are the workgroups that we havein place
today.

It may be that there will be issues that we need
to addressin the course of development that will require

another workgroup to be set up.



The steering group itsdlf, that's one of its
assignments, in working with the RTOs, is to decide what
workgroups do we need to set up, so that we can address
these seamsissues most effectively. These are the ones
that we think do encompass most of the issues that we have
to ded with in ssamstoday.

Now, I'd like to turn to Elena Schmid, who can
brief you on the process.

(Slide)

MR. KROGH: | know thet this chart looks alittle
complex, and thereare alot of arrows, but | think it will
work out so that we can al understand it. Elena?

MS. SCHMID: | assume that you have the chart in
front of you, Snceit's not now up on the screen, but Il
walk you through it as best | can, Sarting in the upper
left, which is where we have the three RTOs, and as Bud
indicated, they are the ones that make the fina decisons.

So we will move around, basicdly inacircle,
showing how we get feedback into the RTOs, but that it'sthe
RTOs that make the find decisions.

So, Box No. 1, towards the center, shows the
Issues to be identified for discusson. Thoseissues are
going to come from avariety of sources. They will come
from the stakeholders; they will come from the steering

group itsdf; they will come from the RTOs.
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Aswe begin to look at the issues, begin to
identify what may make a difference as we cross the seams,
then it will go to the steering group to begin theinitid
discusson. Andit's at the steering group that we move to
Box No. 2, over on my right-hand side, where we had the
initid formation and the ongoing direction.

So, a some point, we say, okay, there'senough
here that it needs to go to aworking group, the working
groups basicaly being the technica groups who can begin to
dive into the issues and to begin to look at the issues.

For the working groups, well do an initid cut
a what isthe issue, try to define the issue, give them
some ongoing direction on the kinds of things that were
thinking about &t that point, give them a schedule that says
thisiswhen weld like you to come back with a
recommendation or to at least lay out some options for us.

That then goes to the working groups. Well dso
be the ones that appoint the chair of the working groups.

The working groups are public participation, wide
open, anybody can go. Weve actualy had very good
participation in most of the working groups.

They then will work through whatever issues that
they seethat come. If, in fact, they want to broaden it or
they want to focusit from what the steering group has given

them, because we ask for periodic reports, we go dong with
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them, we listen to what their concerns are, soit'san
iterative process between the steering groups and the
working groups.

Moving then over to Box No. 4, after due
consderation amongst the working groups, they come back to
the steering groups and make some recommendations, or lay
out some options. It'sat this point that the steering
committee will do acouple of things

Well ligen to what they've got to say, listen
to the pros and cons of the options that are there, but we
aso have to keep in mind, the integration of the issues;
that as one group will come forward, the Planning Group or
the Congestion Management Group, we have to make sure that
whatever recommendation they are coming forward with, fits
into other things that are going on & the time.

So part of our respongbility isto do the
integration of the issues at that point.

CHAIRMAN WOOQOD: Let meask aquestion about the
dynamic of those, having moved through those a ERCOT. It's
an important dynamic a the level where alot of key policy
ISsues are getting hashed out.

In the room, is there a diversty of opinion that
is driven by something other than the economic interests of
the participant's employer? I'm trying to think, isthis

kind of stakeholder kind of Caifornia SO Setup Part 11, or
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isit -- you went through that, didn't you, Elena?

MS. SCHMID: Sure.

CHAIRMAN WOQOD: Isit amilar to that and just
bigger, or isthere something quditatively distinguishable?

MS. SCHMID: And you'e talking about the working
groups, or are you talking about the steering group?

CHAIRMAN WOOD: Wéll, theinterplay of both. The
process that's used to create adecision, isthere kind of a
west-wide perspective that's taken on the answer, or isit
kind of the three of you dl?

MS. SCHMID: 1 think it goes to probably the
degree of experience. So, the Cal 1SO probably brings some
depth of experience, of operations experienceto the
discusson thet is alittle bit different than what other
people bring.

So therés dready immediately a diversty there.
Everybody is going to come at it from their own point of
view and from their own ether experience of how it operates
now or how they think it would operate under an RTO, so
thereisadifferent leve there.

| think that we arein alittle bit of a
different Stuation since we have formulated the market
design, and RTO West and WestConnect are still developing
their's, and so there is a difference of how we approach the

problems. That is sometimes where you can get into thisis



asfar asweve gone and we can't go any further on this
particular issue.

So | think that there have not been alot of
issues that have come back to the steering group for fina
resolution, but in the iterative process of going back and
forth, the discussions have been open. There have been a
number of issues that have been put out there, but it's been
difficult.

At this point it would be difficult to say
exactly how the diversity is going to come about when we
cometo afina decison.

CHAIRMAN WOQOD: So are the people participating,
employees of the three RTO/ISOs, or are they stakeholders
from the individua companies and other market participants,
or amix of both?

MS. SCHMID: If you're taking about the steering
group, it is the representatives of the organizations, of
RTO West, WestConnect, and Ca 1SO. The chairs of the
working groups aways participate, but they aso -- | think
that at this point, they are dl members of an RTO or
employees of an RTO.

MR. KROGH: No, Wally isnot.

MS. SCHMID: Wadly is not, that's correct, so one
IS not.

And what they are doing is that they are dso



bring, the chairs are bringing to the steering committee,
the stakeholder comments, because we ask what was the
discussion, what were the pros and cons, who put them
forward, and that kind of thing, so that we're getting the
stakeholder input viathe chairs a that point.

CHAIRMAN WOOD: And asto -- asthe RTO West and
WestConnect participants on the steering committee, who are
thosefolks. Arethey sill employees of apublic utility?

9

MR. KROGH: Yes, they are. They are employees of
the respective tilities, like Frank is an employee of
Portland Generd Electric, Rich iswith Pecificorp, Akut
Mansur, who is not with ustoday, is from BC Hydro.

Also, in terms of the stakeholder participation,

Mr. Chairman, | will get to that in Slide 6. We have opened
up the steering discussions to full stakeholder

participation. | will get to it in aminute, but we did

have a meeting where everybody attended.

And these are dl interests; everybody isinvited
to come to those sessions.

MR. AFRANJ: If | may, | think that if you look
at the workgroups, dl the workgroups are open to dl the
market participants, so you have vendors, you have | PPs, you
have state commissioner affs. So the working groups are

redly open to the entire industry.
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CHAIRMAN WOOQOD: And that'sfine, but | think
where I'm going isthat | kind of want to make sure that
there is somebody looking after something other than the
individua interests of acompany and just the individua
interests of the RTOs, since what we're interested in and
what kind of kicked off our, | think, attempt to empower
SSG-WI to a higher leve, was the thought that there might
be awestern market design, perhaps, that looked different
than the one we were contemplating.

And, if S0, is somebody looking at thisiswhat's
good for the west, as opposed to thisis what's good for my
organizetion?

MR. AFRANJ: At least | can speak for RTO West.
For RTO Weg, the decision has been made interndly that as
we gt and discussissues at the RTO West, we can bring up
our individual company issues. But once adecison is made
there, then when we go to the steering committee of SSG-WI,
then we're representing the interests of RTO West, rather
than our individua companies.

And | can't speak for the rest of the folks, but
that's the Situation in RTO West.

MR. KROGH: Your question, | think, Mr. Chairman,
went more broadly to --

CHAIRMAN WOOD: That'stheright direction.

MR. KROGH: That'stheright direction. We're

16



moving from company to RTO, but then to the western
perspective. Steve, would you like to add to that?

MR. WALTON: | think that in large measure, the
individuas and the committees and the working groupsthat |
have been on, have been thinking about how do we make this
work across the system? How do wet get a transaction that
goes from hereto there? What are the piecesthat have to
go together.

And certainly the marketing companies that are
participating think in those terms, so | think that that's
kind of what we're working towards as individua workgroups,
IS, how do you do the transaction that goes from a cod
grip to Californiaor from Arizonato the Northwest, or
viceversa

COMMISSIONER BROWNELL: But nobody -- picking up
on Pat's theme, no one -- a best, you're getting three
RTOs vison, 1SO vison of theworld. Thereisn't the
steering committee or agroup that says a western market
design might be preferable and it would contain the
following dements; it's each of the design dements of the
three RTOs have to be reconciled in some way.

MS. SCHMID: If I may, | think that that's right.
| think that as we begin to formulate the Seams Steering
Group, it was that if we want to maintain our individud

designs and have integrity within our individua designs,
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what isit that we need to do to ensure that the seams are
not a barrier?

So we looked at it as either an overlay, an
integration or whatever, but we looked &t it astaking the
three designs and trying to work in such away that they can
cometogether. And that was a different starting point than
saying shal we start with awestern market design and
figure out how to make awestern market design.

So | think those are two different garting
points.
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MR. BAYLESS. Weve got kind of a predicament in
that welve got alot of partiesin the Northwest coming
together under our DOS. They redlly can't afford to goto a
whole other parallel performance. We have asked the
stakeholders to figure out away to do it such that there
can be sort of arepresentative stakeholder input to the
SSG-WI stakeholder process so we can get that fixed, so
we're sort of waking in pardle with the RTOs doing their
design, trying to come together and identify places where
they need to fit on a SSG-WI level and not try to trample on
the stakeholder processes that are very fragile and the RTOs
that aren't done yet, sort of the dynamics we have to go
through.

MR. KROGH: Charlie, you want to take on --

MR. RHEINHOLD: Certanly asfar astheinitid
question from West Connect on the Seam Steering Group, we
have two of the members are jurisdictiona, represented as
jurisdictiond utilities. | work for the interim committee.

I'm hired by the group which includes the SAlt River Project
as anon-jurisdictiond entity aswell.

So dthough I'm looking & my perspective is
implementation of the RTO efforts. That dso includes

stakeholder views to the extent that they're made known

through primarily the previous West Connect processes and we

have yet to restart aforma stakeholder process following
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the orders that we got from the Commission last fdll.

CHAIRMAN WOOQOD: Just to set the pattern for the
two that aren't set up yet, where are we on it seemsto be
getting aboard and getting some decisonmaking authority and
getting a budget and dl that is agood way to kind of
fecilitate getting decisons made. 1'm looking down on the
chart here. Wdll, it'sgone. At item number 6, proposals
from the Steering Committee go to the different RTOs, how do
we get decisons made. | mean we've got a board and
management there. But where are we, Bud, on that? | can't
remember from the orders that we got.

MR. KROGH: With RTO Wes, we do have afiling
utility group, we have a corporation that's designed to put
together the filings to cometo you. At present, when we
would get a proposa from the steering group, it would go to
that filing utility group for consderation. We would get
stakeholder input on that, and that board or group would
make afind determination. It doesit in conjunction with
the regiona representatives group with is the stakehol der
group in the Northwest that's been very actively engaged
with us over the last two years. But it would come to that
group. That'sthefind sort of decisonmaking point for
RTO Wes a this point isthat filing utility group.

And Charlie, I'd have to ask you to describe the

interim committee for how that works with West Connect.

20



MR. REINHOLD: For West Connect, we have an
interim committee composed of the five transamisson owners
that are funding the on-going efforts of West Connect
formation. Through the name, we recognize they are an
interim step for decisonmaking until the limited ligbility
company is formed and we have aforma board of directors.
And certainly they recognize the limitations --

CHAIRMAN WOOD: What's the time frame for that
effort?

MR. REINHOLD: Frankly were ill trying to
determine what the time frameis. We have a meeting of the
chief executive officers of the transmisson owners upcoming
next week, and we expect to be alittle more formdized in
what that time line would be following that meeting.

CHAIRMAN WOOQOD: And just to kind of put on the
table, my interest in, and my colleagues would probably,
agreeisthat ultimately the balance market rules when
they're developed and ratified through a process that meets
our independents standard are alot easier are to assume are
going in the public interest direction. | think our
experience with non-independents has been pretty
unidirectional that's not where we want to go. That doesn't
result in good decisons, good outcomes, and usudly results
in spending alot more money than we need to.

So I'm redlly looking on down the line here after

21



we get through step five here and it goes back to the yelow
boxes, our independent entities they're making those
decisons with the best interest of not only the RTO but of
the Western Interconnect in mind. If that isthe answer to
that isyes, than our job getsredly smple. If the answer
to thet is, well, no were not there yet, then our job is

till to be pretty intrusive and pretty hands on here. So
any progress we can make in al 1S0Os toward that kind of
independent decisionmaking with a broad view toward the
public interest and that starts to really make this process
awhole lot more effective | think.

So that's kind of my mode of preaching and I'm
sorry to interrupt your wonderful presentation.

MR. KROGH: Okay. Elenadid --

MS. SCHMID: | think we're actudly pretty close.
Wedid five. That's when the working groupsto havethe
reports or recommendations to the steering group, listen to
that, take those then, bring it back to the individuad RTOs
for the decison. That then would mean that we would have
to do thefilings that the RTOs/1SO would do thefiling
individually and we would ensure that they're coordinated
practices, coordinated rules that the implementation of
whatever it iswefiled for you isput in place. So that
takes you complete circle dl the way around.

MR. KROGH: Maybe we could move to the next
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dide, and Charlie could talk about making it work.

MR. REINHOLD: Certainly. In my moment of
rebuttal to the moment of preaching earlier, in the west we
do have ahigtory of getting together, even absent FERC
direction, on some issues of trying to resolve critica
issues throughout the West. And some examples that we have,
certainly loop flow has been an issuein the West in the
past and we put together the unscheduled flow mitigation
program which was brought to the Commission by the Western
Systems Coordinating Council for its gpproval. And that
certainly deals with loop flow issues and operation of *
throughout the West.

The formation of the Regiond Transmisson
Associations was completed regionaly and certainly in
hindsight, a couple of years ago, we recognized that some
adjustments were needed there and we've recently merged two
of those regiond transmission associations with WSEC to
form the Western Electricity Coordinating Council.

Another issue that was brought to this Commisson
for gpprovd was ardiability management sysem whichwas a
contractud effort to ensure the reliable operation of the
system throughout the West.  So we do have some history of
working together and finding solutions in the absence of a
single cohesve organization throughout the West.

An additiond point is that there is an inherent



feedback look between the SSG-WI efforts and the RTOs.
Certainly we are usin working on these problems. Another
critical issue we have facing usin the West isjust the
large preponderance of non-jurisdictiondly owned
tranamission assets and weve got to find waysto
accommodate that within al of these ddiberations.

And as were going on with this, what we do need
from --

CHAIRMAN WOQOD: Arethey being included in the
work groups and al?

MR. KROGH: Yes, they are.

CHAIRMAN WOOQOD: | don't know who they are. |
mean | think they'rein there. Isthere something that you
al have heard as people in the leadership of this effort
from the non-jurisdictional s about this process? | mean are
they positive, negative, neutra about the SSG-WI process as
far as how to resolve these broader market design and
interregiond coordination issues?

MR. REINHOLD: Within West Connect, the non
jurisdictiond entities participating with us arein fact
are participating and they are enthusiagtic in working
towards resolution of the issues through the SSG-WI work
groups.

MR. KROGH: And with RTO West and the Bonneville

Power which is nor-jurisdictiond is avery active, maor
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part of the filing utility group. Participatesindl of

the work groups and Sid Burweger is an dternate on the
deering group itsdlf from Bonneville. Weve dso had
strong support in terms of the work group work from a number
of the large publicsin the Northwest that are non-
jurisdictiond, the City of Sesttle, Snohomish, a number of
the public utility districts. They participate. | think

they acknowledge that SSG-WI isthe entity for trying to
resolve these seamsissuesin the West but yes, they have
come. And BC Hydro obvioudy yes. It'sahuge entity, a
very criticd part of RTO West filing utility group, and
they've been actively engaged for the last two years.

MS. SCHMID: And Cdifornial SO cannot have a
meeting without the public's being present and participating
actively.

MR. BAYLESS: The only concern we may have heard
about in the Northwest is that we don't inadvertently get
drug in to some market design that we haven't been able to
come to agreement on in the Northwest through the SSG-WI
process. Werre having avery fineline. In that regard,
especidly aswe tdk about timing of the three RTOs
developing.

CHAIRMAN WOQOD: Istha most | guess of thefive
work groups in the congestion management Sde?

MR. BAYLESS: Yes, gr.
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MR. KROGH: And we're going to go through each of
the work groups so you can see.

MS. SCHMID: | think it dso comesupin the
systemsin the CSIC part.

MR. KROGH: Charlie, you want to finish that
dide?

MR. REINHOLD: The only other points| have on
this particular dide iswe certainly gppreciate the
flexibility that the Commisson has given so far in dlowing
usto find adesign that works in the West. Given your
views on the need to continue to push prior to full
independence governance of the RTOs, we certainly appreciate
that and | think we need to continue to have the time and
the ability to work through these issues.

And additiondly we do have FERC Staff
participating in some of our work group efforts. We
certainly want that to continue and in fact expand into
other work groups as the interest appears both from the
Commission and | think is gppropriate isthe levels of
issues are discussed within those work groups.

CHAIRMAN WOQD: They'll bethere.

MR. KROGH: Okay, next dide.

(Slide)

| think we've dready addressed most of these

points, Mr. Chairman, about the work groups being open to
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al stakeholders. We had the first open mesting of the
Steering Group January 21 in Las Vegas. We had 50 people
attend in addition to the Steering Group, people from all

over the West. We're going to rotate these meetings around
the West so0 that we can have people can come to those
mesetings who maybe can't travel avery long distance, s0
thiswas in the relative Southwest area. Well have somein
Cdifornia, somein Portland. We're going to be moving
those around the West over the next few months.

Commissioner Brownd|?

COMMISSIONER BROWNELL: | know that there's some

date commisson g&ff involvement on the working group
mesetings and then theré's CREPC is kind of looking over the
shoulder asthe policies develop, reserving ther rightsto
do what they need to do in their individua Sates.
| think there was a recent meeting of CREPC to
talk about some of theseissues. How did that go? What's
the involvement of the state commissoners a this point?
MR. KROGH: Wéll we had a SSG-WI, had a meeting
with CREPC lagt fal and it was well-attended. In terms of
how they are going to represent the states, the state PUCS,
| don't think it's been completely worked out just yet asto
what kind of entity will do it. The members of CREPC, the
Committee on Regiond Electric Power Cooperation, told us

that they're there representing themsaves individudly, not

27



CREPC asagroup.

And | think there was amesting in Cdiforniaa
couple of weeks ago where Marsha Smith did describe -- one
of the Commissioners from Idaho PUC -- some of the
organizationd efforts they're going through right now to
dructure state participating with SSG-WI when working out
these ssamsissues. | haven't heard specificaly how that
isevolving but | know that's something that's on their list
right now. You probably have heard more about that then |

have.

COMMISSIONER BROWNELL: A little bit but I'm just

trying to get ahandle. Shelton, maybe you can tdll us more
about recent meetings and the involvement of state
commissoners throughout the Western Region?

MR. CANNON: Wdll pretty much what | have heard
dovetails very closdly with what Bud just described that
there's a sense that they want to participate but they
haven' redlly defined how and | think there's this sense
that they want to keep their powder somewnhat dry in terms of
subsequent decisons they'll be called upon to make in their
PUC role.

That said, my reaction to the whole process chart
iIswe need to try to figure out ways not only for this
Commission to becomeinvolved a agt&ff leve in helping,

not to shape, but to make sure that we're comfortablein
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giving whatever guidance we can in terms of how the process
evolves, and | would suggest we aso need to figure out a
way to get the states to sort of play that same kind of role
becauise as excdlent asthis process looks, | don't think it

can be successful without ared firm sort of handshake
between what we're trying to do and what the Sates are
trying to aswell.

COMMISSIONER BROWNELL: So that when there are
CREPC mestings and at the meetings where state commissioners
areinvolved, therés full involvement from mogt of the
states from different regions a the commissoner level?

MR. CANNON: That would bewhat | think we should
be trying to am at but I'm not sure we're there yet.

COMMISSIONER BROWNELL: Thank you.

MR. KROGH: Commissoner Browndl, just on that
point, | think we can work together on how to engage the
sates with us because | think we acknowledge that we have
to work, go forward in partnership with the states as best
we can in this process.

Thefind point on thisdide is that we asked
the stakeholders to submit some proposasto us asto how
they would like us to organize these open mesetings of the
dteering group, and we've given them until this Friday to
get reports back to us, proposals back to us. Were going

to post those on our Web dte, and then sart working with
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them to set up the next meeting. But | think that's
underway and that was in response to direction that we got
from you al on your September to RTO West.

Next dide.

MR. AFRANJ: | won't spend alot of time on this
dide because basicdly it summarizes the January 8th report
that we havefiled into you and we understand that you have
taken acloselook at it, so I'll spend about five seconds
for the folks that didn't see this report.

What the purpose of that report was to basicaly
highlight the seams issues that we're trying to address
through SSG-WI in the West and to detall the work plans as
to how we're going to address those seamsissues. And to
give somewhat of atimetable on when were going to be
addressing these issues. So you have that report.

Jugt in anutshell, that report dedt with four
different eements and those are to start with, we wanted to
reiterate and emphasize the constant of SSG-WI and that is
that SSG-WI is not the decisionmaking body and you've heard
that dready, but it's basically the entity where proposals
are made and discussed and then sent back to the RTOs for
decisonmaking.

The second part was we summarized the memorandum
of understanding that was sgned by dl three RTOs and

detalled some of the coordination to date with some of the
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states such as the mesting that we had with CREPC and the
various commissons.

The third iswe basicdly provided you with a
summary on the current activities and what we hope to
deliver, what are the ddiverablesin the year 2003, this
year. And there were many other issuesthat we basicdly,
some incidenta, some very important, thet we detailed in
that report.

MR. KROGH: | think getting into the details of
implementation work during 2003, and we understood that that
was main issues that you wanted us to address and 1'd like
Steve Wdton to go through this next dide, is dide number
eight, which are the milestones for 2003. Steve?

(Slide)

MR. WALTON: Okay, there are more detailed layout
of the milestonesin the back of the report and beginning at
about 28. Thisisasummary that indicates by quarter
gpproximately what the mgor issuesare. Of the five work
groups, dl of them are presently working. The congestion
management group isintending to put out quarterly reports
of each of the quarters.

The first quarter, the effort is focused on
identifying what the issues are and well cover that morein
detall later, and towards getting a common proposa by the

end of the third quarter towards into the fourth quarter.
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The planning work group and the others are also
laid out here, and each of those groups, as they make
reports this morning, will cover those issues.

(Slide)

MR. KROGH: Okay. And then the next dide on
sequencing development, Rich?

MR. BAYLESS: Okay, hereé's where we're sort of
walking on top of the fence trying to figure out how to, at
least in the two that aren't done yet, get the RTOs markets
designed and set up. At the same time make sure that the
three market designs are compatible where they need to be
and standardized where they need to be.

Each of the other three RTOs has very digtinct
jurisdictiond issues, percentage of non+jurisdictionds.
Weve avery large percentage in the Northwest, and were
driving to set up a market design that we can get voluntary
participation from al and have them join. So we're
focusing on getting those market designs done as best we
can, and trying to retain the flexibility and the deference
that we need for the individual RTOs as well asthe way we
make them al fit together in the west.
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What we are trying to do is do the individua
market designs while at the same time the SSG-WI activities
are looking a how they meet at the seams and where they're
compatible and where they may need to be standard across the
seams.

And that's sort of our sequencing problem with
thetiming of theindividuad RTOs. But wethink it'sthe
best way to proceed, and you'll hear from the work groupsin
abit on how that's working.

| think that's pretty much dl | need to say in
thisdide.

(Slide)

What will happen out of the work groupsis as
they see and look at the three individual market desgns and
see how they fit, they'll be coming back to the policy group
with recommendations on what needs to be fit together
better, what's compatible and so forth with solutions. And
welll be taking those back to the RTOs and working on
getting the designsto fit.

So we've sort of got apardld process going on,
one that's somewhat fragile in some of the areas, and that's
sort of the sequencing problem we've got.

COMMISSIONER BROWNELL: Sol just need to get
clarity here because I've heard mixed reviews on the impact

of the seams group on RTO deva opment, and we don't want to



be dealing with unintended consequences here.

Is the seams process, which has been going on for
quite some time, in some of its new responsbilities from
us, delaying the RTO development? And any of you can
comment on this.

MR. BAYLESS. I'm not sureit's delaying anything
a the moment. We're alittle concerned about what might
occur as we get down the road on our timeline with the
different ratesthe individud RTOs are going. | think
we're moving on both parald processes asfast aswe can,
50 | don't believe it's delaying anything yet.

MR. KROGH: Commissoner Browndl, | know that
you've addressed this question before and expressed --

COMMISSIONER BROWNELL: Endlessly it seems.

MR. KROGH: And concern that the SSG-WI process
would somehow impede or delay the work of the respective
RTOs. That isnot our intent at al.

COMMISSIONER BROWNELL: Intent, | understand
intent. In practice, isit happening?

MR. KROGH: | think | would let the individua
RTOs spesk to that. Elena?

MS. SCHMIDT: Wédll, certanly for Cdifornia,
we're marching forward as quickly as we can to get our
implementation in place, market desgn having been thought

dthough aways iterations as we look at the implementation



detalls.

SSG-WI isnot in any way that | have been aware
of ddlaying the implementation of our work. We have some of
the same people going to some of the working groups, but
mainly we have different people going to the working groups.
So even on aresource call, it is not impeding the work.

COMMISSIONER BROWNELL: Good. Thank you. | can
deep a night. Charlie, now the bal isin your court.

MR. REINHOLD: From WestConnect's perspective,
our mgor efforts right now in formations are getting loca
approvals done.

| see the SSG-WI efforts as an iterative process
as we reach agreements and understanding on the three
different market designs and how they might meld together.
We then will have to adjust what eventudly will be the
WestConnect market design. But at this point it'sdl sill
at the rather conceptud level, and were not investing time
and dollarsin actua software/hardware design.

So | think the efforts will minimize in any
redesign later on by deding with it up front now on a
conceptud level. And we frankly see alot of meetings for
the work group efforts from SSG-WI. Weve got folks pretty
much involved inthat. But | think it will be productivein
the final andyss, and at the end of the processin getting

a cohesive WestConnect market design, however that might

35



change based on the decisions reached or conclusions,
through the SSG-WI process.

MR. AFRANJ: From RTO West's point of view, |
redly look at it differently. Without SSG-WI, thereisn't
going to be a compatible market in the West. And in order
to have a compatible market in the West, | think SSG-WI will
reduce the time of getting the RTOs to move forward.
Because otherwise we're going to end up with three
incompatible sysems possibly. And if that happens, then
we're going to have to spend quite abit of time trying to
get to one compatible market.

S0 in essence, theway we look at it isit's
redly cutting down on the time that is going to creste a
compatible Western market. So my views are different on
this.

COMMISSIONER BROWNELL: Certainly theissue of a
compatible Western market has been atop priority for al
three of us. But so we now kind of have it eiched in stone
that we won't see afiling from any of the RTOsin here
saying we've got to delay because were working on SSG-WI.
| just wanted to be sure we al understood that.

MR. BAYLESS. We see SSG-WI as hdping us get to
a compatible market fagter than we would if we dl went to
our corner. We just have to be careful not to get caught in

atrap where we get drug into a market design that one of



the RTOs can't live with and some of the big parties that
need to be a part of the RTO fdl off. That'sthe only
hazard we have.

COMMISSIONER MASSEY: Areyou taking about
getting dragged into an LMP-based market? Isthat redly
what you're talking about?

COMMISSIONER MASSEY: Wéll, LMPisavery broad
term. Its provisons under the market design, it may adopt
certain provisons of LMP. Therésalot of wrinklesto it.
But we have one party that's connected by a big river and
they clam it'stoo little storage and they can be
manipulated by other parties, and some parties believe they
got too much storage and they can be manipulated depending
on how you structure the day-ahead market.

And it's not necessxrily the samein al the
RTOs. And we just have to be careful that we can meet
those. We bdieve we can, and that we don't get put into a
position where one party can't live with dl the terms.

MR. AFRANJ: If | may, let me just add one
little point to give you an example of how in some cases
it's speeding up the process.

For example, the folks that are working on the
systems developments, there is cross-fertilization. There
are entities that are ahead of other entities. Soin

essence, it's cutting down the time that's going to be
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needed for system development and process development in
those cases, because peopl e are picking up the experience of
the others. And in this case, this specific example, it

redly is reducing the time that is needed to get the RTOs

up and running.

MR. KROGH: Mr. Chairman, I'd like to now, if we
could go through the work groups, specificdly the
Congestion Management Work Group and the Planning Work
Group, Market Monitoring, which are our three principa ones
that we were going to emphasize today, and then well have
some follow-up and price reciprocity in the common systems
interface.

Steve, do you want to start with congestion
management?

MR. WALTON: Yes.

(Slide)

Thefirg dide, Side Number 10, lays out the
purpose. But | think another way to shorthand that purpose
isto say, a least from thiswork group, this particular
work group, is focused on the notion that you have to be
able to make transactions across the boundaries and they
have to be executable. They haveto be practicdly ableto
doit.

S0 the question weve been focusing on is how

would atransaction occur, what seps would haveto be. If
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there are different congestion hedges in each one of them,
what do they have to be, and how do they fit together. So
we're redlly focused on trying to make these, how the
transactions take place across the seams.

And we're conscious of this, because if you look
a our flows on linesin the West, even during the cris's,
you'll see energy moving back and forth on adaily basis
from the Northwest to Californiaand vice versa. Everyone |
think for at least my whole working career, 1've been
dedling with how do we sl to buy from Cdiforniaback and
forth in the various companies that | worked for.

(Slide)

Turning to Slide 11, then, the framework of the
work that were doing as to congestion management is that
each of the RTOs has conditiond approvd for the various
approaches so we're attempting then to diminate and
mitigate those seams issues between them and figure out what
matters.

The god is aconsensus proposd, but | think the

guestion is what key issues matter? What issues have to be

the same or where do we have to meet, and what things can be

different? What differences can we have?
CHAIRMAN WOOD: What's the answer to that?
MR. WALTON: That'sthe next dide. Thank you.

(Side)
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These are the three issues where we have focused
on, trying to andyze where we think the key issues that we
need to talk about. Thefirst one iswhether we -- and
Slide 12 isthe question of amixed modd. WestConnect is
largdy aphyscd modd where RTO West and the Cdifornia
ISO are both operating on what we cal the financia modd,
meaning that they're locationdly priced, you can say LMP or
locationd prices, however you want to use the term. But
they're based on those, which means that the rightsin those
two are based on pread of congestion price, and in
WestConnect, they're trying to manage congestion based on
schedules through them.

Now to some degree weve dways had amixed
market in the system. We've dways had adud model because
ingde each individua control area, they made decisonson
apricebasis. They sadindgde of our control area, what
do we dispatch next? How do we usethis? Between them,
we've used aphysical model. Now we're actudly compressing
some of those up to where we have three systems.

And 0 the question has to be then for usis what
aretheimplications of usng the mixed modd? Canwe
continue to stick with the mixed mode we have, or isthere
away that we can accomplish this that alocates the
transmisson efficiently that uses these two modds? Is

there away to build connectors that can connect WestConnect
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and RTO West together in such away that we accomplish what
we want to, even though we gtart from different models?

So that's the first issue.

The second oneis to determine, to the extent
that we need to use redigpatch among oursalves, do we need
to cometo asingle set of congestion clearing prices & the
border.

One of the quedtions, even if the parties have
different hedging instruments, if at the border they came to
the same price, so that when | look South from Cobb or look
north from Cobb, that | as a marketer would see the same
price, then | can hedge up to that point with one instrument
from the other -- therés another instrument, and it redly
doesnt -- it doesn't mean that | -- | just know what the
rules are, then | can execute that as long as there's some
way for me to control my risk across the seams boundary.
Certanly that's an issue.

So were looking at the question, is there away
to get to asngle set of prices? Istha single set of
prices needed? How do we pull them together? How do you
get them to converge? Thistakes us back again then to the
physicd model. If they have aphysicd modd, istherea
way we could do a price overlay and address the seamsissue
on aprice bass, or do we need to go to flow-based

scheduling, which is away to handle it on aflow bass?
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So those are the two mgor threads of the
discussion that's underway there.

And then findly we have another issue that goes
to the physical modd each party uses. It'sreferred to
here as different granularity. But another way to look at
it iswhen each sysem islooking & its own system and it's
optimizing or doing its dispatch in its own system, how does
it recognize the rest of the sysem? What physicd model
doesit use when it looks outsde of its sysem?

Thisis particularly important in the West
because adthough we're actudly, the number of
interconnections, given the Sze of our load, is quite a bit
higher. 1 think it's maybe two or three times as high, you
know, when you measure the interconnections againgt the
total load isthere arein alot of the other parts of the
country. Because we only have about 120 megawaitts of tota
load, but we have interconnections on the order of 10,000
megawetts among dl the parties, or higher.

Soit'safarly high number. Sowereadl
conscious of the fact that when you schedule from coa strip
to NP-15 in Cdifornia, that a certain percentage of that is
going to go through WestConnect's syslem. Most of us cut
our teeth arguing about loop flow back in the seventies, so
thisisn't new information to us. Were trying to find

another way to attack the same problem that we've been
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spending our careers a.

And s0 the question hereis, for thislast
bullet, is how do you recognize that. And so0 | think weve
al come to the conclusion that you have to have what we
cdl the closed loop. Y ou have to show the entire loop. So
the question is how big should the model be? How do we get
to acommon modd? |s there data exchange should occur from
hour to hour or should it be done day ahead to line the
systems up fairly close to each other day ahead and then
dlow them to individualy dispatch into red time and
minimize the amount of problems up front.

So that's another modding area where we have the
area. SO those are the three primary areas where we've gone
to look right now is the mixed model, the question of
whether we need asingle set of prices, if that will work,
and then the issue of how do we get amodel so that each of
uslooks at the world the same way.

CHAIRMAN WOOD: Let me step back to the prior
page, the assumption that our conditiona approva of
differing CM approachesis kind of like etched in stone.

| think our thought was these look different.

Let's get SSG-WI to put together asto what's the best
approach. |sthere one that works that accommodates the
hydro of the north, that accommodates the long lines of the

Southwest and of the Rocky Mountain West, and that



accommodates the difference in the Cdifornia market, rather
than trying to judtify three different ones and iron them
across, it lookslike that it redly isjust looking at how

to make decisons that quite frankly aren't that firmly made
in any of the three.

At that point, that's why we thought SSG-WI quite
frankly could be more helpful isthat people weren't
concreted down on the specific detals of how the LMP should
work, or how congestion management should work, that maybe a
comprehensve method that doesn't require awhole ot of |
guess page 12, | kind of characterized when | heard you
describe them, Steve, is excuses, band-aids and workarounds.
I mean, in software, that usudly spells, you know, computer
crash.

MR. WALTON: Wel, yes. Especidly if you do it
after the fact. What we're trying to do in advance of this
issay, for ingtance, if there's away we can resolve the
problem -- people have preferences for the way they'd like
to go about it. WestConnect certainly has a preference for
using aflow-based modd.

If therésaway -- if we canfind asolution
that ingtead is an overlay that resolves the issue between
them so that we have the best solution. If each individua
optimizes on their own and then we put the three together,

the likelihood it is everybody will be better off.



And certainly there's some work others have been
working on dong the sameline. And so theintentionisto
acknowledge the fact that people have preferences but then
to go out and look and see what's the best attack for
bringing the three together. And the critical issue it
seemsto meis, iscan you do atransaction? Canyou do a
ressonabl e transaction without awhole lot of headache? Do
you have to do 14 steps, or can you have one step?

CHAIRMAN WOOQOD: But if you've got the three
different grids and the overlay, you're paying for two
systems per customer as opposed to keeping the cost down.

MR. WALTON: But the overlay in't redly -- when
| usethe term "overlay”, it probably sent the wrong
impresson. What we're talking about is can we adopt a
common gpproach to how we fit together? So that, for
ingtance, if RTO West comes up with its redispatch in one
way or its sysem model, Cdifornia comes up with its,
WestConnect comes up with its day ahead.

Then in the day ahead process we then exchange
that information between ourselves, and the prices, and then
iterate one time, do we come to a common set of prices?
That's one approach.

There are three separate parties, but because
they've agreed to become a process to share the data and

exchange the data, it actudly converges to the same number.



Now isthat an executable possbility? Perhaps. But it
redly is-- thereé's no overlay involved so much except to
the extert that you have this data sharing up front.

Everybody knows what linesarein service.

Everybody has the same physical modd. They may have taken
the detalls, their part of the systlem out, smplified and

put their detailed back in, but they're going to get

accurate representations of what happensin the outside of

the network.

So it'sthe details of how to do that or the kind
of process we might use to accomplish that that's on the
table.

CHAIRMAN WOOD: Just back to the core decision, |
mean, we looked kind of across the country and WestConnect's
the only people that are redly advocating a physicd rights
mode. Why isthat?

MR. REINHOLD: In large part, well, WestConnect
Is advocating is the stakeholder process we went through.

The conclusion a the time was definitdy a physica rights
model was preferred.

It was preferred for the price certainty ahead of
time, and it was a0 preferred in large part because by
some of our larger nonjurisdictiond entities, who fdlt that
the sanctity of their own contracts, the way their systems

were put together, were preserved by a physical rights modd
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much better than it would bein afinancial modd.
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CHAIRMAN WOOD: Why would we have not heard that
elsawhere in the country? Werre hearing it in afew
places, to be fair to those that say, gosh, weve got a
little problem with this

But, it just hasn't been as dominant asit has
been there. I'm just wondering, what's different about
Arizonaand New Mexico in that regard.

MR REIHOLD: | don't know what's different. |
would think that some of the same issues would comeupin
other parts of the country. Certainly other PMAS have
smilar contracts, and the tax implications for private use
certainly should be the same in other parts of the country
aswell.

CHAIRMAN WOOD: Elena, what is different between
Cdiforniaand RTO West? | mean, certainly you've got alot
of hydro in Cdifornia, maybe not as much, but you've got
certainly, of anywhere elsein the country, you are one and
two.

What would necessitate a different gpproach
toward a locationd mode on congestion pricing between the
two?

MS. SCHMID: As| understand what RTO West is
talking about -- and | do not know the details, but if |
understand what they are talking about, it's probably a

question of degree; that we're probably closein what were



doing, but if were going dl the way to nodd and running
it dl the way through to the endpoint through redl-time,
sending the prices out a noda and real-time, | believe
that RTO West does not takeit al the way forward.

It's a question of the degree that's being done.
| think were actudly very Smilar in what's going on.

MR. KROGH: Steven, did you want to respond?

MR. WALTON: Yes, intermsof the locationa
prices, werethe same. Were going to have anoda system
and nodal prices.

The question is the processes that come up to it.
For ingtance, in the Northwest, the hydro resourceis redly
the margind resource. The thermal resource is a baseload
resource; it does not follow the load that hydro does.

And because that hydro islargdly in the hands,
or alot of it isin the hands of non-jurisdictiond,
parties have legd implications, and we redly need to have
avoluntary process, and so there is some of the structure
on how you build the market and what obligations are, how
you measure market power, and what the requirements are for
resource adequacy.

Those are the details where we have differences.
In accomplishing nodal prices, | think were very close.

MR. BAYLESS. Weretrying to stay more towards

the tranamission market in the Northwest to try to get
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around some of these issues, as opposed to an energy market
totally. Weve got -- our one entity is 80 percent of the
market, depending on how you cut it, which isalot of

market power.

Some are concerned about that, if they don't have
amugt-run provision, for example, because they can't, by
statute.

So those are issues thet we're trying to work
around in our design for those reasons that may be different
in Cdifornia

COMMISSIONER MASSEY: Am | hearing then redly
that the toughest issue, to get right down to it, is that
WestConnect has such a different mode from the others?

MR. WALTON: That'soneissue. The other oneis,
in RTO West, we have not said that we would have afull day-
ahead energy market. Cdiforniasaid they will, so the
guestion is, when we try to do this dignment, if we do an
adignment day-ahead, how do we go about that?

That's where we go back to what | was saying
earlier; isthere away that each one could come up with
their digpatch, however, and then a common way to redispatch
to get the best ded?

MR. BAYLESS. Now, we bdieve were desgning --
as people move in and actudly have to implement and spend

money on system and software, we beieve we're getting the
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design such that it can be flexible enough to adapt as we
figure these things out and make them fit.

And that's one of the key pieces were having to
work with as a SSG-WI.

MR. WALTON: And if we can nail down alot of
these issues now, in the next 12 months or so, most of us
won't be -- Cdiforniaisin adifferent postion, but the
rest of uswon't be writing any software.

Certainly, astha system comes up, we will be
building those software systems up with thisin mind, and
hopefully were avoiding building incompatible systems.

Instead, we're trying to get the theory and
philosophy common, so that as we build those systems, they
actudly work together a the end.

CHAIRMAN WOOD: That's good; that's the goal
here.

MR. KROGH: Okay, Steve, do you want to finish
these up here.

MR. WALTON: Thelast item on congestion
management was just to mention the two work groups on Side
13. Weve broken it up into two subgroups:

One group isworking on scheduling issues,
transaction, how will atransaction occur, how do you put it
together, what are the problems associated with that? What

incompatihilities are going to be difficult, if we -- what
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would we have to change?

The second group islooking at -- it'scaled
Modeling, but it'sredly trying to come up with an example
of the kinds of processes | mentioned earlier about how you
would bring the systems together.

Those groups are dso looking at the modding
Issues. That'sdl.

MR. KROGH: Okay, thank you.

CHAIRMAN WOOQOD: Can those subgroups get the
technicd information back to the steering group on atimedy
basis?

MR. WALTON: What's happening thereisthat the
subgroups, we're saying let's -- everybody can't work on the
project. You work on this part; I'll work on that part.

The Congestion Management Group is meeting on
about amonthly basis. We have atarget to produce a
quarterly report each quarter as we try to put up the
options on the table, test the options, and so on, so that
over the three quarters, were at least targeting -- and
it'soptimigtic -- to come to some sort of proposal, arough
proposd, by the end of the third quarter.

MR. KROGH: And, Mr. Chairman, those didesfrom
28 through will give you the schedule that we are proceeding
on for each of the work groups, so that you can see what

we're going to be meeting during the course of 2003.
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| thought we could go quickly next to the
Transmisson Planning Work Group, which has been very
active. Dean Perry has been the chair of that work group
from the outset. Dean?

Also, | should say that Armie Perez has
participated in that and can respond to questions as well.

MR. PERRY': | think that the planning area that
we're working on under SSG-WI, is one of the areas that we
can chak up some successes in, because basicaly we are
moving forward to indtitute aregiond planning process
prior to the RTOs getting up and running.

What we are doing islooking at the total western
interconnection, looking to the future where there might be
future congestion. Well be looking at some possble
dternative solutions to future congestion, and possibly
making recommendations.

Redly what were trying to do is move forward
and provide information to the marketplace and to those
builders of transmisson, and, again, we're sarting this
right now. Were actudly implementing this process right
now, this year, and we plan to issue our first report on our
work in September of this year.

| did want to mention thet our effortisa
combined effort of not only those working on the RTOs, but

there's probably actualy more participants outsde the RTOs
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inour process. We areinvolving the folks, the cod, the
gas, renewable resources, in helping us develop future
scenarios that we're looking at.

We're looking at five and ten yearsinto the
future, and were dso actudly looking at about 20 years
into the future, ared long-range effort, so it's quite a
concerted effort that we've started.

Many people are involved. | fed the effort,
persondly, as chairman of the group, ismaking alot of
successes and people are redlly cooperating in moving
forward to do this. | fed persondly very good about it.

Weaeintheinitid phases of actudly setting
up amode for the western interconnection, acommercia
modd. Right now were collecting the data and developing
the database to run these studies, which we will be doing
shortly.

The next dide, please?

(Slide)

MR. PERRY: Thisjust indicates some of the
products that we have come up with, that we have devel oped
so far. Initidly, we have developed a draft of the
planning process, and this was included with the January
filing. It'sour description of this.

Essentidly, this process is describing the

product that we are developing, and it's describing what



inputs go into developing the plan and that type of thing,
how it interfaces with others that are doing planning. It
just basicaly describes the planning process that we are
embarking on.

And as| indicated, as we're developing the
process, we're actudly starting to do some of the sudies
thisyear and collecting the data. We're currently
devel oping the database to do these studies right now.

CHAIRMAN WOOD: When | look at the chart on page
29 that shows atask of developing a SSG-WI tranamisson
plan, isthat going to actudly have the recommended
projects o that the state commissions can then take up or
the federd agencies can take up?

MR. PERRY: Inthefirg year, Mr. Chairman, we
will a least ligt the dternatives that we are looking &t.
I'm not sure, by this September, that well be able to
actualy develop a consensus on recommendations, but at
least we're going to analyze, and well be at least ableto
show where we think congestion will be occurring and what
some aternative solutions are to that.

And werre trying to hold to the September date, |
guess, as amatter of just getting some information out, So
at least welll get that far this year.

CHAIRMAN WOOD: Sotherewill & least bethen a

professond saff's recommendation asto these are the



projects that are needed to bring the western grid up to
wff?

MR. PERRY: That's correct.

CHAIRMAN WOOD: And thenit'sup the states at
that level and the RTOs asto how they get paid for and
built?

MR. PERRY: Right. Were providing information,
that'sright.

CHAIRMAN WOOD: Soit'snot just the planning
process that's going to be done by the end of September, but
an actud first year's plan for the entire West?

MR. PERRY: Right.

CHAIRMAN WOOQOD: Great.

MR. PERRY: Again, it should include
dterndives, but | don't think were going to get, in al
cases, to developing actua recommended projects.

CHAIRMAN WOOQOD: Now, thiswill include both the
relief of congestion and, of course, the normal reliability
kind of traditiona planning that's gone on, or isthat --

MR. PERRY: Our focusisgoing to be onthe
commercid part and what the market needs.

CHAIRMAN WOOQOD: Whereistherdiability
planning? Isthat with one of the other agencieswith a
couple of |etters?

MR. PERRY': | think thet the religbility part is
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coordinated through the WECC, Western Electricity
Coordinating Council.

CHAIRMAN WOOD: So you seethat if you fix
something for rdiability, you might actudly fix the
commercia problem, too, so you don't need to recommend it
separately? Why can't we just do dl of that together?

MR. PEREZ: The main purpose of the RTOswill be
to make sure that their system is reliable and compliant
with the reliability criteria

CHAIRMAN WOOQOD: Right.

MR. PEREZ: The main purpose of SSG-WI isto make
sure that whenever there's an economic need for aline, that
the line is brought to the RTOs for their consideration.

CHAIRMAN WOQOD: Isit lineswithin RTOs, or just
those between them?

MR. PEREZ: Lines-- for the economic priorities
within RTOs and, in generd, it will be the ssamsissue.

CHAIRMAN WOOD: $o both, right?

MR. PEREZ: Both, right.

CHAIRMAN WOOQOD: Because you need something
between Oregon and Idaho and then something between maybe
Idaho and Nevada -- | guessthat's not in RTO West -- Nevada
and Arizona, those would al come out of this process.

MR. PEREZ: That's correct.

CHAIRMAN WOQOQOD: Istherdiahility planning
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that's done at WECC, isthat rolled into here as an
assumption that those get dedlt with and then those don't
present any problems? My experience isthat building aline
sometimes results in a couple of problems.

MR. PEREZ: WECC, per se, doesn't have a
reliability planning function. WECC, per 2, iswherethe
ligbility criteriais crested.

CHAIRMAN WOOQOD: Right.

MR. PEREZ: And then theindividud RTOswill
make sure that their expangon planning is designed to meet
that WSCC criteria

CHAIRMAN WOOQOD: Thetwo that aren't set up yet,
who is doing that planning now for those areas.

MR. REINHOLD: Theindividud control aress are
respongble for providing that initid planing within the
same context that the RTO doesin the Cdifornial SO case.

CHAIRMAN WOOQOD: So, just kind of clear up for me
how does that planning that's done by ether the control
area RTO, depending on where we are, get integrated into the
SSG-WI planing process?

MR. AFRANJI: Let metakeacrack at it. Theway
religbility planning is done today, each transmisson
provider does their own planning, and then they take the
plansto WECC, to the Western Electric Coordinating Council

to make sure that they fit together, that they -- oncethey



meet with each other, it's not going to create an issue.

WECC reviews the plans and decides, you know,
that looks fine, or they make some recommendations on how to
coordinate better. My view isthat in the future -- and
that'smy view -- isthat you would have the rdiability
planning done at the RTOs and possibly then to coordinate
the rdligbility piece of it a the seams, there would be a
WECC/SSG-WI interaction to make sure that the reliability is
well coordinated, asit is done today.

On the adequacy piece, you're looking at the SSG-
WI looking at the adequacy of economic planning for the
sysem asawhole. So that's the difference between the
two.

One, on the rdiability, there would be
coordination like today at the seams, through WECC or an
entity likeit.

MR. REINHOLD: Mr. Chairman, to get back to one
of my earlier points, the same people that are doing the
reliability planning are working on the SSG-WI planning
effort on the commercial sde aswell, so we have the same
individuas working both sdes of the problem.

MS. SCHMID: | guess| just want to give alittle
bit of a California perspective here. When we talk about
religbility, the religbility decison on the decison on

building ardiability line or upgrading alinefor
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reliability purposes, rests at the CPUC, rests at the
Cdifornia Public Utilities Commission.

When we talk about the economic transactions,
whichiswhat SSG-WI islooking at, we're looking at the
high voltage lines and whereis it that we need something to
happen that will ease the commercid transactions throughout
the West?

And, for me, that's a clear distinction between
thetwo. Obvioudy they have to feed into each other, and
they will share the information, as Charlie says, because
it's basically the same people who are working on it, but it
comes from different perspectives.

CHAIRMAN WOOD: DoesthelSO in Cdiforniado an
andyss that they provide to the CPUC?

MS. SCHMID: Wedo, yes.

MR. PERRY: Yes just acomment | might make on
this discussion weve been having isthat asin the SSG-WI
planing process, as we mode the system to look for future
commercid needs or marketing needs, we are representing al
the projectsthat individua owners may develop or that they
take through this WECC process.

Our mode aready encompasses those projects that
they planning, and so we're representing those in what were
doing. And then what well do islook and see whether those

are sufficient, whether there might be additiona problems
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that we gtill need to address.

Another thing we might look &, | think, isif
there are projects proposed, and then through this SSG-WI
process, we may decide or we may fed that that project
could be modified in some way to maybe make it a better
project for the interconnection then as awhole, so that's
where we would look for those kinds of things.

We're working closaly with the WECC, as| think

Charlie dready mentioned. A lot of the members are dready

WECC members, but we're working with the WECC staff. Were

usng some of their data and things like that in what were
doing, so there's a close, good working relationship there.

(Slide)

MR. PERRY: Thelast didethat | had isredly
just asummary of the issues that the Planing Work Group has
identified that need to be worked on in developing our
process. And those were dready included in thefiling. |
don't need to go over those other than to just summarize
quickly.

One would be that the process needs to identify
the projects. We need to agree on how we're going to do
that; we need to agree on how we're going to evauate the
cost effectiveness of projects. We need to take alook at
what role SSG-WI might have in possible implementation of

projects or how we would kind of fit into that process with
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the states.

And, by the way, | wanted to mention that in the
work that were doing, the Sates are very actively involved
in what were doing in the planning part. Actudly two of
the commissioners have been participating, coming to working
group meetings and actudly participating with us, aswell
as many of their staff. So, we have established a good
rapport, | think, with the states on an individua basis and
with CREPC.
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| guessthat'sbasicdly it. One of the main
points | wanted to make was that we are embarking -- we're
moving forward on setting this process up, and were
actudly doing it, and well have areport out in September.

That'sdl | had.

MR. KROGH: Thanks, Steve. If we could move on
to market monitoring, Mr. Chairman. Krigti Wdlisisthe
chair of that work group. | know she was back here this
last month for atechnica meeting on market monitoring.
Krigti?

MS. WALLIS: Good morning. The Market Monitoring
Work Group has been avery active and productive group. It
kicked off with aworkshop, aregiond workshop, in November
of 2001 and started negotiating.

The group has been mesting actively since
December of 2001. It's had very broad participation. There
has been representation from each of the Western RTOs, but
aso from awide range of stakeholders. We have had state
participation, and what's been especialy helpful, and I'd
like to thank the Commission for this, isthat weve had
active FERC Staff participation, most recently from the
Office of Market Oversight and Investigation, and that's
been very hepful.

The group was initidly tasked with developing a

workable proposd for a 9ngle market monitoring entity that
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would monitor al the Western RTO markets and would satisfy
the Order 2000 requirements for the three Western RTOs. And
the group actualy prepared and presented to the Steering
Group a set of recommendations to establish a sngle market
monitoring entity, and those were presented in July.

Since July, there have been some questions about
whether a Sngle market monitoring entity isthe right way
to proceed or whether there could be a couple of other
options that might work as wdll, including an umbrdla
organization that would be analogous to what you just heard
with respect to planning, that it would be looking a seams
issues. Or athird option would be coordination between
three independent market monitoring entities for each of the
Western RTOs.

The concerns that are prompting further
discussion of these other options are responsvenessto
locd issues, the fact that you'll have three separate RTOs
and three separate market designs, although they will be
compatible, for a seamless Western market, but there will
dill be three separate tariffs.

And there has dso been | think in Californiaas
well asin other 1SOs across the country | think we heard
from the market monitors thet it's important to have people
on the ground and have, dthough they're independent, have a

close rdationship with the operations folks. And so at



least some people are concerned if you go to asingle West-
wide, you might lose some of the benefits of that gpproach.

And 0 the steering group recently confirmed,
reconfirmed its commitment to a Western, a West-wide market
monitoring function, but they asked the work group to
supplement the previous recommendations to bring in those
other options to fully develop them, basicdly identify what
they would be and then do an analysis, prosand cons. And |
think well test to seeif we can come up with a consensus
or mgority/minority opinionsin the work group, but well
be bringing that back to the steering group.

CHAIRMAN WOOD: When do you expect that to be
done, Kristi?

MS. WALLIS: | think it will be probably by the
end of the first quarter. | think it will be this spring we
should be able to accomplish that.

| think that notwithstanding the addition of
other options on structure, there are certain things that
are fundamentd to the work group, and | think they will
day in place. Thefirg isthe tha the market monitoring
function needs to be independent.

It needs to be independent of market participants
and it hasto Strike the right balance of accountability
with the RTOs, but it needs to be to a certain extent

independent from the RTOs aswdl. And it's very important
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that that market monitoring function have adirect
relationship with the Commisson.

And certainly one of the things that were
exploring, and once again it's very beneficid to have,
different members of OMOI beinvolved in the discussons as
to just what the rlationship is going to be and the
divisons of respongbilities.

| think aso there was very strong consensus on
what the responsibilities of the market monitor should be.
It should be actively monitoring markets, seeing if there
are any issues, if there's performance inconsistent with a
competitive market, and then investigates the causes that
could get into conduct aswell as market design. They
should be evaluated in market design and coming up with
recommendations as to what would make a more efficient
market.

And that aso the market monitor would be

monitoring compliance or gpplication, trigger Stuations for

FERC-imposed mitigation measures or RTO design and FERC-

gpproved mitigation measures. So those are -- | think theat
those will ill bein the find recommendations

Weve got ameeting set in February, atwo-day
sesson where were redly going to focusin on developing
those other options, andyzing them and identifying pros and

cons. We're dso going to spend some more time talking
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about collection of datainformation and confidentidity
ISsues.

| think were lso going to need to take alook
a whether the addition of structure options will require
further modification or tweaking some of the other
recommendations. But we have an optimistic schedule, and |
think that certainly by this spring, we should have another
Set of recommendations.

The only potential complicating factor will be
one of the things that we might need to do in detall in an
umbrella organization is identify and specificaly as
between the individual RTO market monitors and the West-wide
function, which entity has which responsbilities. And to
the extent that we don't have find market designs for
WestConnect and RTO Wes, it may be difficult to get into as
many specificsaswe need to. So afina decison may be
delayed beyond this early spring.

But | think the work group should be able to come
up with pretty comprehensive st of recommendations by this
spring.

MR. KROGH: Okay. Anything else? Thanks,
Krigti.

MR. HEDERMAN: Weve been working well with them
and | think it's been helpful in both directions so far.

MS. WALLIS: Thanks.

67



MR. KROGH: Frank, do you want to take on Common
Systems Interface Committee?

MR. AFRANJI: Asyou al know, Don Watkins, the
chair of this group, has appeared before you earlier and
pretty much gave you a detailed description of the CSIC or
the Common Systems Interface Group. So again, I'll try to
walk through some of the description of that group very
fast, and if there are any questions, I'll be happy to
answer them.

That group's purpose is to share theinformation
and coordinate the technica system development. What we're
trying to do, we're trying to avoid having three RTOs
develop the technical systems in vacuum and hopefully well
end up coordinating in a close manner to avoid the pitfals
of creating three systems that cannot talk to each other.

They areredly trying to achieve three gods.
thefirst god isto create the seamless interfaces between
the RTOs so the systems are the keys to get that interface
or ssamless interface between the three RTOs.

The other oneis clearly to lower the cost for
thethree RTOs. If wejointly create or work on those
systems that we agree on at the end of the day, we can go to
the vendors and hopefully get as amilar of asystem as
possible so that we can avoid having to create additiona

patches to get the systems talking to each other.
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And dearly, the third bullet is along-winded
way of just saying that we need reliable system that can
talk and be with each other.

(Slide)

The group has been pretty active and it's been on
the scene for over ayear. And here are some of the key
products that they have brought to usto date. Oneisthe
sngle market interface. What they did is they recommended
amethodology for developing this sngle market interface
across the three Western RTOs early on in the process.

One of the more dgnificant issues that they came
up with is they addressed the back-up control center.
Meaning they looked at how can the three RTOs back up each
other when it comes to the back-control centers. The back-
up control centers are a huge expense, and if each one of us
will have their own back-up control system and back-up
computer system to support that back-up control center, it
would have been atremendous expense.

So what they came up with is creating what
amounts to bunkers as a back-up control center within an
hour's drive of each RTO tha would have limited computer
capability but a the same time you would have, for example,
the computer system of RTO West backing up the computer
system of WestConnect or Cal 1SO by having the sysem in RTO

West in case of an emergency, indead of having afull
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duplication at the bunker of Cal 1SO. And that'sredly a
large cost-saving device.

Also, they spent alot of time on the
communication infrastructure. The communication for back-up
control centers are by far some of the most expensive
elements of those back-up control centers. They pretty much
have come up with some redly innovative idea of how those
communication systems are going to work and what are they
and what haveyou. And if you recall, Don had given you
very detailed descriptions of those.

Another areathey looked at isthe training.
Instead of having each RTO train its dispatchers, nowadays a
dispatcher redly hasto ded with avery limited set of
dispatching responsibilities. When the RTOs are devel oped,
they will haveto look at dispatch issues of the other RTOs
and the region asawhole. So the training requirements are
redly going to be revved up quite abit. It's not going to
be the same type of training that the dispatchers get today.

So they agreed on a process on the three levels
of digpatch training and how they could work with each other
to set up sort of acentrd training center for al three
RTOs.

And the last item on this is the outlined, the
open system for the wholesde dectric transactions. What

they're trying to accomplish hereis dmog like the airline
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reservation systems. In essence, have a centra system that
can talk to each other acrossthe West, whichisredly a
lot more efficient than where we are today.

CHAIRMAN WOOQOD: What doesthe verb "outlined"
mean?

MR. AFRANJ: Badcdly they just set up what
needsto be done. | don't think they're at the stage where
they started the process. They said here's what we'd like
to accomplish, and they put more detailson it.

MR. WALTON: Thisisan areawhere these two, the
Congestion Management Work Group and CSIC need to -- haven't
yet done this, but they need to come together because aswe
understand, develop transaction concepts. Then we'd work
with them asto how you'd implement that. That's an
interlink that hasn't yet happened.

COMMISSIONER BROWNELL: It would be interesting
if somebody started to put pen to paper and do some cost
estimates as you marry these two of the cost of having
different congestion management systems, for example.

Because | think the participants may want to take
alook at whether the cogts of different sysems are
bringing them the vaue and recognizing the importance of
those differences. It would be good to have some kind of
disciplined financid andyssdone, asdecisonsare

made.
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MR. AFRANJI: | think that's redlly valuable.
And just to add on what Steve had said, that's redlly not
the only area where the Common System Interface Group and
the Congestion Management Group are going to have to
cooperate.

Thereis severd aress, as| walk through this,
that they will have to work very closaly because they
overlgp on what they're trying to do.

Some of the key tasks going forward is what we
cdl implementation, coordination. And by the way, if you
look to page 31, thereis sort of atimeline on when they
propose to accomplish some of those issues.

To start with, implementation coordination.

Again, here they're trying to help the Western RTOs keep
current and take into consideration each other's system as
they move forward, meaning our implementation timelines, as
you dl know, are different, and they're trying to

coordinate those as closely as possible.

They're dso going to try to work on smulating
the coordination process. What they're afraid of, they
could build this process, this coordination process, but
unless you st down and redly go through asmulation,
you're not going to find the ggps in the three systems. And
they're hoping to bring somebody from the outside, like

college sudents or what have you, St them down in aroom



and say, here are the systems and here is what were trying
to do, and smulate it on aboard or however they're going
todoit. And hopefully in the process, they'll discover

the gaps.

They will do the same thing with the business
modeling. They will try to modd the process dong the same
vein by trying to make sure that there is a consstency
between dl of the systems.

The last issue that they're working on, and they
dready started the process, islook at other systems that
are dready in existence. For example, the group has
dready spent consderabletime at PIM and went through
their system, looked at their computer models and how
they're interacting with the other New Y ork 1SO and what
have you, and came back with detailed recommendations on
what works in their opinion and what needs, you know, we
need to work on, and what are the gaps and what have you.

So they're not just looking at the West. They're
expanding their horizon to make sure that we get the
learnings from other folks.

COMMISSIONER BROWNELL: Along that line, | was
going to ask this question later, but while the West is
different, and we know the West is different, so we don't
have to have that conversation.

(Laughter.)
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COMMISSIONER BROWNELL: Hasthe SSG-WI group and
its members talked to the Northeastern groups to understand
what they might have done differently were they developing
today? How and what the costs are of various seams issues,
how they've dedlt with contract issues?

It seemed pretty obviousto me at least during
our CRR technica conferences that people who had been
through it in the Northeast had not talked to the peoplein
the Wegt, dthough the West is different, contracts tend to
be amilar | think. And s0 I'm must wondering if broadly
those conversations are going on.

MR. WALTON: Wadll, the kind of discussion that
Frank just described in terms of visits and so on have gone
on. Some of usworked in both systemsin our checkered
past, and so we're conscious of that.

| think going forward, there is a desire to do
more of that, but the primary difference, for instance, in
trangmisson rightsisthat it is this question of the
alocation and the structure and those sorts of things. So
thereés where the differenceslie.

But we are conscious of trying to learn from
there. It'saways cheaper to buy Verson 2.3 of anything
than Verson 1.0, plusit works usudly by 2.3. So were
conscious of that.

We want to learn from what's done, but at the
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same time, we have to keep in mind there's sort of a
learning curve. Therésalearning curve for our folksto
begin to see how they're the same as wdll as different.

MR. AFRANJI: Let mejust add this. I'm going to
take this as a recommendation aswell. | think some of the
working groups have interacted and maybe | will take your
words as a recommendation to rev it up and spend more time
a the higher level, and that's probably a good
recommendation.

MR. REINHOLD: And, Commissioner, the working
group members did spend aweek on the road in December and
spent aday each in | beieve four different control rooms
of the IMO and a couple of the other RTOsin the East. So
that effort has been undertaken, at least at the work group
level.

COMMISSIONER BROWNELL: Thereason| say it, |
mean, | comment on the differences. Thereason | say itis
we're spending cusomers money.

And to the extent that we don't need to reinvent
the whedl or indeed there are lessons to be learned that
would cause usto act more differently and efficiently, that
iswhat isdriving me.

So it's not to impose something that doesn't
work. It'sto just be sure we fully understand what's gone

before and take advantage of that.
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MR. KROGH: Mr. Chairman, we have afind report
on pricing reciprocity. Charlie?

MR. REINHOLD: The Price Reciprocity Work Group
was fairly active early on in the SSG-WI process, and has
been alittle less active as some of the pricing proposas
have gained alittle more solidity over the past couple of
months.

Essntidly thiswork group isinvestigating
pricing barriers to trade throughout the Western
Interconnection, while dso fulfilling that mundane function
of collecting sufficient revenues to pay for RTO operations
and the use of the transmisson ownersfacilities.

Next dide, please.

(Slide)

MR. REINHOLD: Some of the products developed to
date are four aternatives or options for further
consderation have been identified. One certainly isno
change to the existing RTO price dructures, the no-action
dternatives.

We a0 looked at some type of reciproca waiver
for the wheding charges among RTOs, atransfer payment
mechanism, which details would have to be worked out as this
process moves a little further forward, and dso the
potentia of awest-wide wheding charge for any transaction

occurring within the Western Interconnection.
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The group currently isworking on the evaluation
criteriathat will be applied to dl of these options and
the data that they produce, in order to give acommon basis
for evauating which one might be better.

Some of the indiciathat they will belooking a
are eliminating trade barriers between or among the RTOs,
mitigation of cost-shifting of the proposds, the equd
trestment of dl users of the system with any of these
options; and certainly the smplicity and ease of
implementation of whatever option the work group comes up
with.

Some key tasks and key work that they will be
working on here over the next year in Cdendar 2003: They
are currently identifying the gpplicable exiding charges
and making sure they document the magnitude of those costs
to identify existing revenue streams and needs.

They will then be collecting data and creeting a
central database in which to anayze these various options.
They will the move on to making their own determination and
testing consensus within the work group of the option that
seemsto fit for them, and then, as you have seen through
the process dide, bumping that back up to the steering
group for itsandyss, and eventudly taking a
recommendation back to each of the RTOs.

CHAIRMAN WOOD: Let mejust observe something
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because we have seen it in the place where we're dedling
with interregiona costs and the PIM MISO.

The SO or RTO heads came to us and said these
money issuesredly kind of pit us againgt our members. Is
it really constructed for this to be dedt with honestly at
the independent operator level? Or should we just put this
in the 206 proceeding, as we did there, and as we probably
will do in the Northeadt, and just say thisisamoney issue
and let's just get the right equities there?

| mean, if you're going to spend afull year --

I'm looking at the schedule, and to be honest, truth in
advertisng, it'sdl black and not red, so | think that'sa
good way to alocate resources. Rate pancaking is
certainly, dimination of it isan important god for us, as
well.

I'm just wondering if it's redlly productive,
because, you know, when we were there in November of 01, we
redly heard, | think, three of the four. And I'm wondering
how congructive it isfor you dl to spend awhole lot of
time and head-banging on that effort when everybody isjust
going to look at the bottom line, did my bill go up or not
and not redlly care too much about what's the just and right
thing to do when it comesdown to it. That'sredly kind of
our job. Should we just go ahead and get that going here?

MR. REINHOLD: | think that'safair question.
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What | would add is that some of the rate desgns within the
RTOs has changed since the late 01 timeframe that you
referenced. Frankly, | would like to see some data
collection and some andysis done before we kick it upstairs
for the referees decision.

CHAIRMAN WOQOD: I'm offering that as afriendly
dterndive, rather than y'dl spending what looks like the
ba ance of this calendar year, kicking thisissue around.
Collect the data and that will determine how much net flows
there are between regionsin thefirgt place. | think
there's an assumption in my mind that there will be exports
from your two sSdesto your Sde, and it may bejust a
natural conclusion that, therefore, some of the dollars
ought to go that way, as well.

But, you know, | don't know if that's borne out
by facts or not. 1t would be interesting to see wherein
the past couple of years, the flow patterns have been, to
estimate how the transmission congtructions across the
entire grid benefit different regions. But a some point,
I'm just saying don't bang your head too long, because you
won't get to an answer. And | doubt that your steering
committee will, much less dl three RTOs, accept it.

But if that happens, I'm bringing the champagne
out there mysdlf.

(Laughter.)
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CHAIRMAN WOQD: But recognize that we've got a
role to play there, and that's just what regulators do
pretty well, ismoney issues. So, please use that.

MS. SCHMID: | do think, if | could add to it,
that on amore generic leve, | think thet the money issue
isthe big issue that you probably are going to have to step
in on on more than one account.

| mean, we're talking about pricing reciprocity
here and whedling charges, but | think, aswe get to
recommendations on transmisson lines that we think should
be built, maybe, in fact, they are going to be built within
adngle date, but they are going to benefit the west.

| think dlocation of dollarsthereisgoing to
be very important and very contentious, and | think it's
something that FERC probably needs to look at. Y ou know,
you're going to get comments from the Cdifornia SO on the
SMD, and one of the things that were going to suggest is
that maybe you should start looking &t rate, dlocation rate
accounts, rate standards, whatever the correct terms are,
for the ISOs in genera, so that you don't have dl of these
individua 206s coming at you, but that you begin to have a
generic bucket that we can begin to put our work into.

So | would take you up on your offer that | think
that the FERC does need to begin to look at rates and

alocation and how to spread them around.
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CHAIRMAN WOOQOD: With that, you mentioned,
Charlie, data collection exercises. What kind of timeframe
do you have on that?

MR. REINHOLD: My recollection isthat were
looking at --

CHAIRMAN WOOD: Isthat Task No. 14?

MR. REINHOLD: First of second quarter of this
year.

CHAIRMAN WOOD: Okay, that's that one? | think
the point of alocation of new congtruction, we've heard
that from really when we do our infrastructure tours around
the country, istheré's alot of nodding that we need new
infrastructure, but it's just who's standing when the music
stops?

So everybody is going to stand at one song or the
other, so, there needs to be alot of thought toward that.

But we can -- that's our job; | mean, we do that.

MR. KROGH: Mr. Chairman, that brings usto the
conclusion of our work group reports, and just repesting,
making it work, | think you mentioned earlier about just how
engaged should the Commission be as we go forward over this
next year with this SSG-WI processes and the different work
groups.

My guessis, as one who is helping to coordinate

this, | would say, to be very directly and actively engaged
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with usin the work groups and the steering group mestings,
S0 one of your representatives, Charles Faust, who was at
our first open meeting of the SSG-W!I steering group on the
21« of January, and | know there has been active
participation in dl of the work groups, right from the
dtart.

| think were dtill in a development phase right
now. | think we need dl the help we can get. Thereare
going to be some issues that probably we won't get total,
say, unanimity on a thefirgt crack, and we might have to
come back to you and have you assst in making some of those
decisons with us.

So | view this as an ongoing partnership with you
throughout this process over the next year and beyond.

CHAIRMAN WOQOD: | met you right when | first came
on the job, with RTO West, and then went on out there, in
last June it was, | guess, again. But | gppreciate your
persond leadership and | gppreciate. All of you, | have
gotten to know through some way or the other. | don't think
Mr. Perez and | have met, but | know thisis not the lead
item on your job description, and, quite frankly, that isa
part of the worry, isthat there'sjust not somebody whose
jobitisto bring thisal the way home.

| think I'm going to keep an open mind on how we

o€t there, but it's an impatience that we've got. When |

82



cameto thisjob, as Nora did, we both started on the same
day, your region of the country was the one that had just
blown up, and while it's centered on Cdifornia, it had
ripple effects across the entire pond.

And we are committed to making sure that never
happens again. But that involves a number of things. It
involves getting sufficient infrastructure back, where
needed.

It involves getting balanced market rules back in
place or in place, and it involves avigilant market
oversght function that none of us were able to do
independently, but together, we can dl do alot better.

So this brings together the entire FERC agendain
resolving thisissue, so please know it is of critical
importance to usthat your caendars are aggressively st
and aggressively met; that the formulation of
recommendations through the entire process are such that dl
three boards, when congtituted, which | hope will be soon,
or three independent decisonmaking authoritiesin the three
regions can say, Yes, that isright, and, yes, we're ready
to implement, and, yes, we're going to go ether get the
software or the employee or get the contractor, do whatever
we need to do to implement that decision.

But it's of critica importance that the

thoughtful decisons get andyzed, as | think you've clearly
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set up here. Thumbs up on that, but that the follow-through
processis equaly asrobust.

We are going to be committed to that, both in
resources from our staff level, and from our atention as
Commissionersto this effort, because it was a scarring
episode for our Agency's history and for alot of customers
inyour haf of the country, and we don't intend for it to
ever be repeated.

So thank you again for your leadership.

Colleagues, are there any further questions? Thiswasa
very hdpful presentation.

COMMISSIONER MASSEY': Yes, to follow up on your
earlier comment about teeing up some issues, | hopethereis
away to ensure that there aren't certain issuesthat are
just so tough that you can't resolve them and they don't
ever get resolved; you just talk about them forever, and,
despite your best efforts, you just don't make progress.

And I would like for usto have an early warning
system about those, so that maybe they can be teed up and we
can resolve them to keep this going, keep this moving dong
inavery sharp pace.

| appreciate dl of your efforts, and | share
your frugtration that it takes so long to get this going and
get thisdone. And | hope that if there are issues that we

need to step up to the plate and resolve, that we will do



s0, and | hope thereis aprocessto let us know what those
are early in the process.

CHAIRMAN WOOQOD: One important one was one that
Bud and y'al have mentioned, and | think it was on the
bottom of your dide that we've seen twice, assstancein
issue resolution involves not just us Sitting here & the
end game, but our folks, through our st&ff, participating as
Charles did last week, on the front end, to redly just be
the screen and kind of a vent.

When we were putting together the ERCOT modd,
daff from my prior commisson was involved everywhere.
They were not decisonmakers, they weren't even Stting at
the table; they were dmogt in the confessond booth on the
Side s0 that people could come vent their steam, get it over
with, and then kind of be told to go back into the game and
keep playing, and then that, of course, got back to usand
we knew who was redlly hot about what issues, so we could
kind of work around them.

MR. KROGH: Mr. Chairman, there has been
consderable venting with some of your staff's support and
Mr. Cannon. | don't think that will be discontinued anytime
soon.

CHAIRMAN WOQD: That's good; that's healthy, but
arolethat we can play -- and | want to encourage our staff

to do this -- iswhen entities and y'dl kind of st up to



do that, three kind of come in from different angles of the
interconnect and may have different interests, maybe don't
necessarily see that optimizing solution that works for al
three.

And the gaff person who is quick and on the
outside can look at kind of the broader public interest, can
say, gosh, this ought to solve dl three of their things
that they redly care. 1t might make them alittle bad on
some peripherd issues, but thisis an option.

So were going to make sure that we get the kind
of folks that can do that kind of thinking and be that kind
of role there, but, again, | hope that that kind of role can
aso be home-grown aswell, where folks in a seams process
can step out of their own pecuniary interests and kind of
look after the greater good, because that's redly -- that's
what we're trying to achieve through al of our agenda, is
trying to set up an independence mandate that were being
very committed to, and through detailed tenson to market
design, are those balances, and to make sure that they work
well for y'dl's cusomers.

So, you're off to agood start. | appreciate the
effort, and, as one who has been flying across the continent
lately, thank you for doing that, to come here.

Without -- do you have anything?

MR. CANNON: Jus that we certainly will make
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oursalves avalable in any way we can to try to help this
process and make it successful. And | would recommend that
a some point, we may want to set up another dialogue
between you dl and some of your State colleagues from the
Wed, to try to work through how do we best work together
with them to try to make this effort successful?

CHAIRMAN WOOD: And that's what we were planing
to do in November when it became clear from the Denver
meeting that thisis a useful processto get some of that up
to amorerefined levd than just generdisms. Yes, it's
time to talk pecifics and not just process.

o, that's good, and | would look forward to
exploring that also. Thank you dl. Well take arecess.

(Recess.)
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CHAIRMAN WOQD: After ashort recess.
SECRETARY SALAS. Next on our discusson agenda,
we will take up both G-1 Northern Naturd Gas Company, and
G-2 Tennessee Gas Pipdine Company with a presentation by
Katherine Gender who is accompanied at the table by John
Carlson, Robert Shelton, Mike Goldenberg, and Sandra Elliot.
MS. GENSLER: Good afternoon, Mr. Chairman, good
afternoon Commissoners. Over the past five months a number
of pipelines have filed revisons to the creditworthiness
provisons contained in their tariffs. In each case, the
Commission accepted and suspended the new tariff provisons
for five months, subject to further review, and the outcome
of technica conferences.
Before you today are draft orders on the first
two filings from Tennessee Gas Pipdine Company and Northern
Natura Gas Company. Although these filings address some
issues that are unique to each pipeline, the draft orders
attempt to address common issues smilarly. Among these
issues are standards for assessing shippers
creditworthiness, suspensons and terminations of non
creditworthy shippers, the security on the vaue of loaned
gas, and confiscation of gas.
The draft order in Tennessee requires that the
Fipelines tariff contain objective criteriafor

establishing creditworthiness. Northern's tariff aready
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meets the andard in that a shipper with an investment
grade credit rating is deemed creditworthy. The draft
orders rgject proposals that require non-creditworthy
shippersto post security with five days notice of
suspengon or termination.

The orders find that the pipelines have not shown
five days to be a sufficient period of time for shippersto
obtain the requisite security. The orders permit the
pipeinesto refile, judtifying a gpecific notice period as
providing shippers with a reasonable opportunity to provide
collaterd. The orders dso dlow pipdines to adopt an
dternative arrangement wherein a shipper that becomes nor+
creditworthy would be required to prepay for one month's
sarvice within those firgt five days, but have a least 30
daysin which to provide the next three months security for
svice.

Further, the order suggests that NASBE consider
thisissue as part of their standards development process
and recommend an appropriate notice period. The draft order
accepts Northern's proposal to require a non-creditworthy
shipper to provide security for any loaned gas the shipper
contracts for.

However, the order aso finds that Northern has
not supported its proposal to collect security for the vaue

of dl gasloaned over athree-month period and directs
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Northern to propose a more reasonable security requirement.
Findly, the draft orders rgect proposasto
take possession of gasleft on a pipdings system by a non
creditworthy shipper whose contract has been terminated.
This confiscation mechanism has not been judtified by the
pipelines and may not adequately protect the rights of the
shipper and other parties that may have an interest in the
gas. Thisconcludes my presentation.
CHAIRMAN WOOD: And it wasgood. Thank you.
| want to acknowledge Noraand her leadership on
these orders, particularly your staff folks working on this
to help us kind of draw some correlations between these two
orders and one that we did not dedl with that | believe we
can get out notationdly in the near future to ded with
theseissues. But | hope that parties on the outside can
dart to get a sense of the palicy cuts that the Commission
makes on creditworthiness concerns that are being raised in
these firg tariffs that we have referred the implementation
of to NAESB. | know that people don't want to be making
policy decisons of NAESB. Infact, that's correct, we make
them here but these two cases today and | think the others
to come will give us the opportunity to redly flesh out a
good policy on what we think the creditworthiness criteria
and implications and implementation ought to be for dl the

gas pipdines, 30 | hope these are hdpful decisions today
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to the industry as they move forward in thisera of little

credit uncertainty and to know where we stand.
COMMISSIONER BROWNELL: | wanted to thank the

gaff actudly | learned alot during this process and

particularly my staff in heping me kind of work through

some of theissues. My overriding concern is that we don't

do what we've seen happen | think in the last year, and that

IS the unnecessarily onerousin such away asto cause a

desth spird when one is not necessary. And | think equally

important not to have such variaionsin rules so asto

dlow entities the potentia for discrimination againgt

certain shippers, and so | think we've redlly worked through

some of theseissues. | thank everybody and | know there's

more work to be done but while thisisn't the headline

quff, thisis the underlying important work that we need to

do to bring some stability and certainty to the marketplace

and to the people in the marketplace, so thank you.
COMMISSIONER MASSEY: Let me ask aquestion to my

colleagues and to staff. These issues srike me asfairly

complex and yet they are I'm sure going to be common threads

among the pipelines in terms of how to handle these

guestions, common issues. Isthere a sense that we should

be proceeding more genericaly on this, rather than on a

case-by-case bagis, and | would raise that.

We certainly have plenty of conferences that
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weve dready scheduled on generic policy, questions mostly
with respect to dectric policy, but | wonder about that.

Is proceeding on a case-by- case basis the best way to handle
thisissue that is common to the industry asawhole? And |
raise that question, I'm open to idess.

CHAIRMAN WOQOD: And I've thought about it too. |
know we started off, what was the first one, on the
Tennessee case. Some of it took to NAESB and the rehearing
of that case? Have we done the renearing? That's when we
said we are going to, we acknowledge that before but were
going to be addressing these on a case-by-case basis.

| guess my thought to thet, Bill, would be weve
got five to do. Weve got the North Baha and then we've got
two more, isthat right? On the big ticket list weve got
fivetotd. Okay.

| would like to suggest maybe we get through the
batch of those and then at that point if thereis still some
need to kind of pull it al together in a different type
forum, these are clearly orders that could be reneard. |
think at that point, once we make the cuts and lay them out
there, if there needs to be some additional open processes,
| would certainly be open to that and invite the interested
party in maybe like Spring once we lay these on the table to
come talk about how this al hangs together.

But if we do have five dockets, weve got five



months to ded with them or ese they turn into a pumpkin
and so we need to process but I'm open to that Bill if

that's something that | guess partiestdl us that we need

to do come about March or April when we get through al of
these, at least the first batch of them. And if there's not
enough clarity at that point, then perhaps we should.

COMMISSIONER BROWNELL: Yes, Bill, | started as
the person who would like to do everything by a generic
proceeding so the rules are the same and people don't have
to be confused about what works where. | think the exercise
of going through these casesis at least helping me get a
better understanding of some of the very highly nuance
differences in the customer classes of each pipdine and
maybe some different needs. And s0 I'm certainly open to it
and actualy started where you are but began to kind of see
these differences and want to get into these cases to make
sure that we fully explore how real those are and how
meaningful those are and what kind of a difference that
makes, but | would be certainly open to kind of bringing
them dl together at the end.

CHAIRMAN WOOD: 1 think that pointsiswhen you
go through like on G-1, and | was reading these things, and
you were kind of going through, okay, well that's the
implication and you read about it in akind of over policy

document, it'sone thing. And that was very well done too,
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by the way, trying to integrate that asyou dl did. But to
redly see it specificaly here, it doeskind of start to
whittle down the sharp edges of the sword. So | do
appreciate having some red life experience as we do perhaps
walk into a proceeding later on, if there are till some
unsatisfied issues.

You dl add anything, the folks in the front line
here? Mike?

MR. GOLDENBERG: | wasjust going to mention that
| believe NAESB isto report back to usin June of this
year, and they are working on developing standards for some
of the issues that are addressed in these orders, | believe,
such asthe kinds of documentation shippers need to provide
to the pipelines and things like that. So it might be
worthwhile to see what their report is like and then see
what issues are left over if we want to proceed genericdly.

COMMISSIONER MASSEY: And I'm assuming that NAESB
will nat, it's not their business to make policy cals.
That would be this Agency's responghbility and I'm assuming
that we're not taking a cookie-cutter approach but the
precedents that were setting in these orders today will
form the framework of our later ordersin these cases.

Or are you saying are there such differences
among the pipelines that these will not be relevant

precedents?
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MS. GENSLER: Wdl | think | can address that.
The issues that you saw both in the paper and being
discussed here today are somewhat generd acrossthe
pipdines. And they're trying to build in some flexibility
S0 that there's one common idea of thisis the highest
standard one can s, or generally we should be treating
shippersin this manner, but not specifying thisis the only
right way to do it.

It enables pipelines to make some calsasfar as
what's going to work best for their company, for their
customers. And you'll seein future orders that there are
other issues on the table outsde of what's being discussed
today into the broader policy spectrum.

MR. CARLSON: Commissioner, | think in part what
we'retrying to do is establish, at least in for anumber of
items, objective standards that we can gpply generdly so
that they should be gpplied in the future proceedings in the
same manner that you see today.

COMMISSIONER BROWNELL: | will support these
orders.

CHAIRMAN WOOD: Isthat your vote?

Yes. A conversationa vote. | will support
these ordersaswell. And | cant let you dl stand aone,
0 I'll vote aye aswell. Thank you all. Nicejob and

thank you for working things through at the end aswdll.
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SECRETARY SALAS. Inthefind item thismorning
IS A-3, 2003 Natural Gas Market Assessment with a
presentation by Lisa Carter, accompanied by Tom Pinkeston,
Kara Much and Ken Kohuit.

MS. CARTER: Good afternoon, Mr. Chairman,
Commissioners. Everybody else who's waiting to have lunch.
I'm here today to present to you the Office of Market
Oversght and Investigations recently completed, 2003
Natural Gas Market Assessment. There are some dides.

(Slide)

In coordination with my presentation today, this
assessment is being released to the public on the FERC Web
ste. Copieswere available in the back of the room at the
dart of this meeting as well.

Before garting, 1'd like to thank FERC Steff,

the Commissioners and the Commissioners Staff for al of

their comments as we moved this from aworking draft we used

inthefdl to Seer our andyticd and investigative
prioritiesto the final draft that it is today.

The purpose of this assessment isto provide the
Commission with an early warning on market developments.
Guide short-run oversght investigation priorities and
communicate priorities to market participants. The hedthy
functioning of natura gas markets can have profound effects

on the overal economy.
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In 2001, customers spent $142 billion on natura
gasin the United States, which represents 1.4 percent of
the gross domestic product. Of that, dmost one quarter of
the natural gas sold in 2001 was used by residentia
customers who have an average gas bill of $844. OMOI has
identified five pressng concerns for gas markets as of the
winter 2002-2003.

Those issues are the deteriorating financid
condition of market participants, the management of credit
exposure, shaking confidence and price discovery methods, a
continuing need for efficient investment in infrastructure,
and the continuing potentid for manipulation. I'm going to
briefly address each of those in term.

Firg let me address the financid condition of
market participants. OMOI finds that the energy sector is
facing unprecedented financid chdlenges. This graphic
shows the average 2002 change in stock prices for a group of
111 key energy market players. Asyou can see, stock prices
fell across the board for every energy industry category
except producers. Credit downgrades have also been common
and many companies have exited the energy trading business
and other lines of business.

Unfortunatdy, there's potentid for further
financid ingability in 2003 due to the amount of energy

company debts scheduled to be renegotiated over the next few
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years.

Why isthisimportant to the function of energy
markets? Financid wesakness can have a number of
implications. For instance, areduction in the number of
energy traders can reduce the number of agency agreements
as0 known as asset management contracts and shift risk
closer to consumers.

Condtrained finances could also defer necessary
infrastructure maintenance and infrastructure build
potentialy affecting religbility.

What's being done to address this situation?

There are anumber of actions that both the industry and
FERC have taken and planned to take to address the
Stuation. Industry has responded to this criss by
improving its finances through cost cutting and by
developing best practices for energy trading and generd
business behavior. Indudtry is dso increasing its use of
exchanges where they don't need to worry about the
creditworthiness of a particular partner for a bilaterd
transaction.

2002 was arecord year for NYMEX gas futures and
in anew exchange, the Intercontinental Exchange or ICE was
launched thisyear. Findly the industry is encouraging new
entrants including banks and brokerages. FERC will respond

to thisfinancid dtuation by monitoring naturd gas
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markets and natural gas market participant financia hedth
in making policy is necessary.

The second challenge to gas markets addressed in
the 2003 Natural Gas Assessment is the need for successful
management of credit exposure. New methods of addressing
credit management are being adopted and used in naturd gas
markets. Credit clearing is the newest tool. Credit
clearing is amechaniam for settling mutud dams, the
results of which isthat therisk that a company might fall
to fulfill its contract is pooled among many companies.

It's been estimated by the Committee of Chief
Risk Officers that companies can save 75 to 90 percent of
the collaterd required to support transactions by using
clearing.

While generdly vaduable asimprovements over
traditiond methods, some of these new approaches are not
well understood by energy market participants, and their
misuse could have unintended consequences for markets.
Clearinghouse limitations for non-members and limitations
aso exigt that result from the need to adapt traditiond
clearing used in financid markets to energy markets. The
industry needs to ensure that they use these mechanisms
wisely and report on them in thair financid statements.

FERC is planning to cosponsor atechnica

conference on these issues with the Commodity Futures
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Trading commisson in early 2003. FERC is dso monitoring
the use of these new methods from credit exposure and will
showcase positive developments.
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CHAIRMAN WOQD: After ashort recess.
SECRETARY SALAS. Next on our discusson agenda,
we will take up both G-1 Northern Naturd Gas Company, and
G-2 Tennessee Gas Pipdine Company with a presentation by
Katherine Gender who is accompanied at the table by John
Carlson, Robert Shelton, Mike Goldenberg, and Sandra Elliot.
MS. GENSLER: Good afternoon, Mr. Chairman, good
afternoon Commissoners. Over the past five months a number
of pipdines have filed revisons to the creditworthiness
provisons contained in their tariffs. In each case, the
Commission accepted and suspended the new tariff provisons
for five months, subject to further review, and the outcome
of technical conferences,
Before you today are draft orders on the first
two filings from Tennessee Gas Pipdine Company and Northern
Natura Gas Company. Although these filings address some
issues that are unique to each pipdine, the draft orders
attempt to address common issues smilarly. Among these
issues are standards for assessing shippers
creditworthiness, suspensons and terminations of non
creditworthy shippers, the security on the vaue of loaned
gas, and confiscation of gas.
The draft order in Tennessee requires that the
Fipelines tariff contain objective criteriafor

establishing creditworthiness. Northern's tariff aready
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meets the andard in that a shipper with an investment
grade credit rating is deemed creditworthy. The draft
orders reject proposals that require non-creditworthy
shippersto post security with five days notice of
suspengon or termination.

The orders find that the pipelines have not shown
five daysto be a sufficient period of time for shippersto
obtain the requisite security. The orders permit the
pipeinesto refile, judtifying a gpecific notice period as
providing shippers with a reasonable opportunity to provide
collaterd. The orders dso dlow pipelinesto adopt an
dternative arrangement wherein a shipper that becomes nor+
creditworthy would be required to prepay for one month's
sarvice within those firgt five days, but have a least 30
daysin which to provide the next three months security for
service.

Further, the order suggests that NASBE consider
thisissue as part of their standards development process
and recommend an appropriate notice period. The draft order
accepts Northern's proposal to require a non-creditworthy
shipper to provide security for any loaned gas the shipper
contracts for.

However, the order also finds that Northern has
not supported its proposal to collect security for the value

of dl gasloaned over athree-month period and directs
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Northern to propose a more reasonable security requirement.
Findly, the draft orders rgect proposasto
take possession of gasleft on a pipdings system by a non
creditworthy shipper whose contract has been terminated.
This confiscation mechanism has not been judtified by the
pipdines and may not adequately protect the rights of the
shipper and other parties that may have an interest in the
gas. Thisconcludes my presentation.
CHAIRMAN WOOD: And it wasgood. Thank you.
| want to acknowledge Nora and her leadership on
these orders, particularly your staff folks working on this
to help us kind of draw some correlations between these two
orders and one that we did not dedl with that | believe we
can get out notationdly in the near future to ded with
theseissues. But | hope that parties on the outside can
dart to get a sense of the palicy cuts that the Commission
makes on creditworthiness concerns that are being raised in
these fird tariffs that we have referred the implementation
of to NAESB. | know that people don't want to be making
policy decisons of NAESB. Infact, that's correct, we make
them here but these two cases today and | think the others
to come will give us the opportunity to redly flesh out a
good policy on what we think the creditworthiness criteria
and implications and implementation ought to be for dl the

gas pipdines, 30 | hope these are hdpful decisions today
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to the industry as they move forward in thisera of little

credit uncertainty and to know where we stand.
COMMISSIONER BROWNELL: | wanted to thank the

gaff actudly | learned alot during this process and

particularly my staff in heping me kind of work through

some of theissues. My overriding concern is that we don't

do what we've seen happen | think in the last year, and that

IS the unnecessarily onerousin such away asto cause a

desth spird when one is not necessary. And | think equally

important not to have such variationsin rules so asto

dlow entities the potentid for discrimination agangt

certain shippers, and so | think we've redlly worked through

some of theseissues. | thank everybody and | know there's

more work to be done but while thisisn't the headline

duff, thisis the underlying important work that we need to

do to bring some stability and certainty to the marketplace

and to the people in the marketplace, so thank you.
COMMISSIONER MASSEY: Let me ask aquestion to my

colleagues and to aff. Theseissues strike me asfairly

complex and yet they are I'msure going to be common threads

among the pipelines in terms of how to handle these

guestions, common issues. Isthere a sense that we should

be proceeding more genericaly on this, rather than on a

case-by-case bagis, and | would raise that.

We certainly have plenty of conferences that
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weve dready scheduled on generic policy, questions mostly
with respect to dectric policy, but | wonder about that.

Is proceeding on a case-by- case basis the best way to handle
thisissue that is common to the industry asawhole? And |
raise that question, I'm open to idess.

CHAIRMAN WOQOD: And I've thought about it too. |
know we started off, what was the first one, on the
Tennessee case. Some of it took to NAESB and the rehearing
of that case? Have we done the renearing? That's when we
said we are going to, we acknowledge that before but were
going to be addressing these on a case-by-case basis.

| guess my thought to thet, Bill, would be weve
got five to do. We've got the North Baha and then we've got
two more, isthat right? On the big ticket list weve got
fivetotd. Okay.

| would like to suggest maybe we get through the
batch of those and then &t that point if thereis still some
need to kind of pull it al together in a different type
forum, these are clearly orders that could be reneard. |
think at that point, once we make the cuts and lay them out
there, if there needs to be some additional open processes,
| would certainly be open to that and invite the interested
party in maybe like Spring once we lay these on the table to
come talk about how this al hangs together.

But if we do have five dockets, weve got five



months to ded with them or ese they turn into a pumpkin
and so we need to process but I'm open to that Bill if

that's something that | guess partiestdl us that we need

to do come about March or April when we get through al of
these, at least the firgt batch of them. And if theré's not
enough clarity at that point, then perhaps we should.

COMMISSIONER BROWNELL: Yes, Bill, | started as
the person who would like to do everything by a generic
proceeding so the rules are the same and people don't have
to be confused about what works where. | think the exercise
of going through these casesis at least helping me get a
better understanding of some of the very highly nuance
differences in the customer classes of each pipdine and
maybe some different needs. And so I'm certainly open to it
and actualy started where you are but began to kind of see
these differences and want to get into these cases to make
sure that we fully explore how real those are and how
meaningful those are and what kind of a difference that
makes, but | would be certainly open to kind of bringing
them dl together at the end.

CHAIRMAN WOOD: 1 think that pointsiswhen you
go through like on G-1, and | was reading these things, and
you were kind of going through, okay, well that's the
implication and you read about it in akind of over policy

document, it'sone thing. And that was very well done too,
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by the way, trying to integrate that asyou dl did. But to
redly seeit specificdly here, it doeskind of start to
whittle down the sharp edges of the sword. So | do
appreciate having some red life experience as we do perhaps
walk into a proceeding later on, if there are till some
unsatisfied issues.

You dl add anything, the folksin the front line
here? Mike?

MR. GOLDENBERG: | wasjust going to mention that
| believe NAESB isto report back to usin June of this
year, and they are working on developing standards for some
of the issues that are addressed in these orders, | believe,
such asthe kinds of documentation shippers need to provide
to the pipelines and things like that. So it might be
worthwhile to see what their report is like and then see
what issues are |eft over if we want to proceed genericdly.

COMMISSIONER MASSEY: And I'm assuming that NAESB
will nat, it's not their business to make policy cals.
That would be this Agency's responghbility and I'm assuming
that we're not taking a cookie-cutter approach but the
precedents that we're setting in these orders today will
form the framework of our later ordersin these cases.

Or are you saying are there such differences
among the pipelines that these will not be relevant

precedents?

107



MS. GENSLER: Wl | think | can address thét.
The issues that you saw both in the paper and being
discussed here today are somewhat generd acrossthe
pipdines. And they're trying to build in some flexibility
50 that there's one common idea of thisisthe highest
standard one can s&t, or generally we should be treging
shippersin this manner, but not specifying thisis the only
right way to do it.

It enables pipelines to make some calsasfar as
what's going to work best for their company, for their
cusomers. And you'l seein future orders that there are
other issues on the table outsde of what's being discussed
today into the broader policy spectrum.

MR. CARLSON: Commissioner, | think in part what
weretrying to do is establish, a least in for anumber of
items, objective standards that we can apply generdly so
that they should be gpplied in the future proceedings in the
same manner that you see today.

COMMISSIONER BROWNELL: | will support these
orders.

CHAIRMAN WOOD: Isthat your vote?

Yes. A conversationa vote. | will support
these ordersaswell. And | cant let you dl stand aone,
0 I'll vote aye aswell. Thank you all. Nicejob and

thank you for working things through at the end as wel.
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SECRETARY SALAS: Inthefind item thismorning
IS A-3, 2003 Natural Gas Market Assessment with a
presentation by Lisa Carter, accompanied by Tom Pinkeston,
KaraMuch and Ken Kohut.

MS. CARTER: Good afternoon, Mr. Chairman,
Commissoners. Everybody e se who'swaiting to have lunch.
I'm here today to present to you the Office of Market
Oversght and Investigations recently completed, 2003
Natural Gas Market Assessment. There are some dides.

(Slide)

In coordination with my presentation today, this
assessment is being released to the public on the FERC Web
ste. Copieswere available in the back of the room at the
dart of this meeting as well.

Before arting, 1'd like to thank FERC Steff,

the Commissoners and the Commissoners Staff for dl of

their comments as we moved this from aworking draft we used

inthefdl to Seer our andyticd and investigative
prioritiesto the final draft that it is today.

The purpose of this assessment isto provide the
Commission with an early warning on market developments.
Guide short-run oversght investigation priorities and
communicate priorities to market participants. The hedthy
functioning of natural gas markets can have profound effects

on the overdl economy.
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In 2001, customers spent $142 billion on natura
gasin the United States, which represents 1.4 percent of
the gross domestic product. Of that, dmost one quarter of
the natural gas sold in 2001 was used by residentia
customers who have an average gas hill of $344. OMOI has
identified five pressng concerns for gas markets as of the
winter 2002-2003.

Those issues are the deteriorating financid
condition of market participants, the management of credit
exposure, shaking confidence and price discovery methods, a
continuing need for efficient investment in infrastructure,
and the continuing potentid for manipulation. I'm going to
briefly address each of those in term.

First let me address the financia condition of
market participants. OMOI finds that the energy sector is
facing unprecedented financid chdlenges. This graphic
shows the average 2002 change in stock prices for a group of
111 key energy market players. Asyou can see, stock prices
fell across the board for every energy industry category
except producers. Credit downgrades have also been common
and many companies have exited the energy trading business
and other lines of business.

Unfortunately, there's potentid for further
financid ingability in 2003 due to the amount of energy

company debts scheduled to be renegotiated over the next few
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years.

Why isthisimportant to the function of energy
markets? Financia weskness can have a number of
implications. For instance, areduction in the number of
energy traders can reduce the number of agency agreements
as0 known as asset management contracts and shift risk
closer to consumers.

Congrained finances could aso defer necessary
infrastructure maintenance and infrastructure build
potentialy affecting religbility.

What's being done to address this situation?

There are a number of actions that both the industry and
FERC have taken and planned to take to address the
Stuation. Industry has responded to this criss by
improving its finances through cost cutting and by
developing best practices for energy trading and generd
business behavior. Indudtry isdso increesing its use of
exchanges where they dont need to worry about the
creditworthiness of a particular partner for a bilaterd
transaction.

2002 was arecord year for NYMEX gas futures and
in anew exchange, the Intercontinenta Exchange or ICE was
launched thisyear. Findly the industry is encouraging new
entrants including banks and brokerages. FERC will respond

to thisfinancid dtuation by monitoring naturd gas
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112
markets and natural gas market participant financial hedlth
in making policy is necessary.

The second chdlenge to gas markets addressed in
the 2003 Natural Gas Assessment is the need for successful
management of credit exposure. New methods of addressing
credit management are being adopted and used in natura gas
markets. Credit clearing is the newest tool. Credit
clearing isamechaniam for settling mutud dams, the
results of which isthat therisk that a company might fall
to fulfill its contract is pooled among many companies.

It's been estimated by the Committee of Chief
Risk Officersthat companies can save 75 to 90 percent of
the collaterd required to support transactions by using
clearing.

While generdly vauable asimprovements over
traditiona methods, some of these new approaches are not
well understood by energy market participants, and their
misuse could have unintended consequences for markets.
Clearinghouse limitations for non-members and limitations
aso exig that result from the need to adapt traditiona
clearing used in financid marketsto energy markets. The
industry needs to ensure that they use these mechanisms
wisely and report on them in thair financid statements.

FERC is planning to cosponsor atechnica

conference on these issues with the Commodity Futures



Trading commisson in early 2003. FERC is dso monitoring
the use of these new methods from credit exposure and will
showcase positive devel opments.

They are chdlenged in natura gas markets at
this time has shaken confidence in price discovery methods.
Confidence in naturd gas price indices has weakened amid
dlegaions and missons of fase reporting. The qudity of
the methodology used by the trade press to create gas price
indices has aso been questioned.

A drawback of the methodology isthat the traders
who traditionaly provide the price quotes have financid
incentives to influence market behavior. Unfortunately no
serious dternative to the trade press developed price index
system exists to day.

What does this mean for markets? Price discovery
viathe price indices hopes customers determine the cost of
mesting their needs, helps sdlers determine the value of
ther invesment and when working correctly officidly
allocates resources to the customers who most vaue them.

Difficulties with price discovery can affect
parties willingness to enter into new contracts. It can
a0 lead to the unraveling of exigting contracts as parties
question the validity of the data upon which their contracts
are based.

How areindustry and FERC responding to this
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Stuation? Theindustry has taken thisissue quite
serioudy. They're currently developing best practices for
price reporting that industry participates will hopefully
follow.

| firgt include the Committee of Chief Risk
Officers development of best practices for price reporting,
the Codlition for Energy Market Integrity and Transparencies
chdlenge for price reporting and publishing guiddines, and
actions by some trade publications to look for waysto
incresse confidence in their data.

FERC has ds0 taken thisissue quite serioudly.

On January 15, 2003, FERC Staff reported concerns regarding

price index formation to the Commisson at its open mesting.
Staff recommended that in the future, the Commisson require
the price indices meet certain minimum standards before
natural gas pipelines are permitted use of indices and new
tariffs or for other new regulatory purposes.

FERC isdso andyzing naturd gas price index
issuesin its fact-finding investigation of potentia
manipulation of dectric and natura gas pricesin Western
markets.

Findly, the Office of Market Overdght in
Invedtigations is planning atechnica conference to address
price index issues.

The fourth chalenge to gas markets addressed in
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the 2003 Natural Gas Market Assessment is a continuing need
for efficient invesment in infragtructure. Despite its

current financid problems, the natura gas industry

requires continued investment to maintain adequate supply,
ddlivery facilities and operationd flexibility and safety.

The chdlenge to industry isto maintain adequate efficient
levels of investment in today's competitive environment.

Pricesthiswinter are higher than they have been
in the recent past. However, market participants appear not
to believe that the current high priceswith las. NYMEX
futures prices for delivery of natura gas over the next
three years show prices generdly lower each year for the
same month.

The challenge then isfor industry to continue to
invest in naturd gas exploration and production in this
shifting price environment. Shifting supply and demand
patterns dso chalenge the market's ability to provide
aufficient transmisson and ddlivery infrastructure. Areas
of concern include the Rockies, the New Y ork metropolitan
area, other parts of the Northeast and parts of the
Southeast. Recent price spikes of over $20 in New Y ork City
reinforce our concern about that area.

What can we do to address the need for efficient
investment in infragtructure? Thefird thing industry can

do isto maintain its existing infrastructure. The
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extengve facilities required to supply and deliver natura
gas to customers makes it inherently vulnerable to
disruptions. Fallure of any part of the system, rigs,
pipdines, compressons, sorage, facilities can result in
falure to ddiver to certain customersfor some period of
time.

A second step industry should take isto improve
the performance of price discovery mechanisms and forward
markets for capacity. Both of these improvements can
increase confidence and the price sgnasthat provide
markets with an indication of the vaue of investment in new
infrastructure.

Findly industry needs to make use of risk
management services. Tightening supply pipeline condraints
and reduced operation flexibility can al increase short
term price volatility to cusomers. Industry focuson
gability iscritical for customer confidence. FERC actions
in thisareawill incdlude continuing to monitor regiond
markets and capacity condraints, supporting development of
forward markets and encouraging state regulators to make
rulesthat dlow timely price sgnadsto reach retal
customers.

Thefind chdlenge I'll addresstoday is
unfortunately the continuing potentia for manipulation.

Evidence indicates that price manipulation has occurred in
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certain U.S. natural gas markets and may be continuing.
Since OMOl'sinception, it has increased the number of
active naurd gasrelated investigation steadily.

A reflection of manipulation taking place during
the current period of stress on energy markets.
Manipulation is more likely when liquidity islow, price
discovery is obscure and capacity is congtrained.
Investigations are currently taking place in the following
five categories of price manipulation.

Control of market prices through wesk liquidity,
withholding of capacity in violation of regulations,
manipulation of illiquid physica market placesto affect
prices and associated financia market places.
Communication of market information from pipdinesto the
marketing affiliates in providing false data about price or
volume information to index publishers.

Companies active in the naturd gas marketplace
must take respongbility to stop manipulation of markets,
ether by their employees or by others. Our experience has
been that some companies have taken actions to clean house
internaly and others have reported suspicious behavior to
the Commission and other governmentd authorities.

Collective indudtry efforts have include those
spearheaded by the CCRO, Committee of Chief Risk Officers,

related to appropriate controls and by the Electric Power
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Supply Association related to ethical behavior.

Commission activitiesin this areainclude the
following: In early 2001, the Commission formed the Office
of Market Overgght Investigation. Since mid-2002, the
Commission has recaived energy market briefings a regular
closed meetings which review price movements, financia
conditions, market intelligence, system outages, potentia
market manipulations and more.

OMOI isdeveloping aside of market metrics and
thresholds designed so that when anomalies occur, OMOI
investigates to determine if the deviaions can be explain
by market fundamenta's, market structure, or by improper
market behavior. OMOI operates the Commission's toll-free
enforcement hotline which is available to people who wish to
report problems.

Findly, the Commisson isincressng its
coordination with other regulatory bodies as they
investigate issues in the energy marketplace.

I'd like to spesk with OMOI Steff believes the
natura gas marketplaces are manageable but industry
participants and regulators must seek out and aggressively
promote solutions to assure efficient, cost-effective, and
vauable natura gas serviceto dl U.S. customers.

The promote these solutions, FERC will monitor

the markets to ensure firs deteriorating company financia
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hedlth does not impair dependable deliver of natura ges.
Result in rating of affiliated unregulated assets reduce the
liquidity of gas markets.

Second that new methods for managing credit
exposure are used beneficidly. Third that price index
issues areresolved. Fourth that regiond and nationd
infrastructure exists to support market needs. And findly
that any instances of manipulation are identified and
addressed.

FERC will aso continue to monitor the market for
new issues which need to be studied and addressed. Thank
you. We would be happy to take your questions.

CHAIRMAN WOOQD: Thank you, Lisa, and the rest of
you dl on the team and dl the folks | know that helped you
in pulling this together. | think it'swell written and
well said, and quite frankly don't want to detract by adding
one word because | think you said is exactly what our agenda
isand should be about. So thank you for articulating it S0
well.

COMMISSIONER BROWNELL: Thanks as one who
probably made everybody's lives miserable during the
development of thisreport. | want to say thank you.

| think it's important -- | think you've done a
terrific job of summarizing kind of where we are now, and as

you should focus or the greatest areas of vulnerability.
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But | think it suggests one thing and | want to focus on yet
another.

Thefirg istha markets evolve in this process
of evolution, we need to be responding with kind of changes
in the way we do business and making sure that were on top
of them. But in pointing out the vulnerabilities, | don't
want to lose sight of the fact that we dso have a
marketplace that has worked very well for this country, and
that we talk about, you know, having enjoyed the benefits,
and | think we talk about $6,000 per family of savings and
50 | don't want people to lose sight of that.

What were doing hereisour job, is saying what
next, what must we do and the industry do to evolveto
respond to new opportunities, changing business models and
changing market conditions. And that's good and that's what
we are herefor, dl of us. But we do have amarketplace
that isin need of fine tuning, but unlike the dectric
marketplace which needs complete restructuring, we have
restructured those when you were here and did a pretty good
job. Sol just want to keep sight of that.

CHAIRMAN WOOD: | agree. I'mlooking at redly
the five baskets of issues and they're redlly none of them
except probably the latter which isatraditiona
enforcement function in any mature indudtry.

The five baskets of issues are ones that quite
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frankly just benefit from discusson, from participation,
but don't require the government to get in and do what we
did on the eectric Sdewhich iskind of st up a
framework. It'sjust bringing to peopl€e's atention that
there are issues, as you point out, Lisa, and used the good
word, was it manageable?
MS. CARTER: Manageable.
CHAIRMAN WOOD: Manageable. They're manageable by
dl of us Weare a avery different point than we arein
the other industry that were busy with today. It'sagood
point.
MS. CARTER: Thanks.
COMMISSIONER BROWNELL: Tharks, nicejob al
around.
CHAIRMAN WOQOD: Wewill closethis meeting and do
our closed meeting at 2:00, I'd say 2:10.
(Whereupon, the Open Session of the above meeting
was adjourned, to reconvene in Closed Session a 2:10 in the

same place))
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