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PROCEEDINGS
(10:15am.)

CHAIRMAN WOOQOD: Good morning. This open meeting
of the Federad Energy Regulatory Commission will cometo
order to consder the matters which have been duly posted in
accordance with the Government in the Sunshine Act for this
time and place.

Pleasejoin mein the Pledge to our Hag.

(Pledge of Allegiance recited.)

CHAIRMAN WOQOD: | would like to start the meseting
with an announcement of someinterest: Due to the request
of both parties, both sdesin the case of * our offices
have agreed to hear ord argument in the CPUC vs. El Paso
case, RP00-241 on Monday, December 2nd. An Order will
follow.

Madam Secretary?

SECRETARY SALAS. Good morning, Mr. Chairman.
Good morning, Commissoners.

The Struck Items: Since the issuance of the
Sunshine Notice on October 23rd, the items are as follows:
E-10, E-19, E-20, E-21, E-26, E-27, E-32, and H-10.

Y our consent agendafor thismorning isas
folows Electric- E-3,4,5,6, 7, 8, 11, 12, 14, 16, 18,
22,23, 24, 25, 28, 29, 30, 33, 34, 35, 36, 37, 38, 39, 40,

41, 42, and 43.



Gasltems- G2, 3,4,7, 8,9, 10, 11, 12, 13,
14,17, 19, 20, 21, 24, 26, 27, 28, 29, 30, 31, 33, 36, 37,
38, 39, and 40.
Hydro- H2,4,5,6.and 7.
Cetificates- C1, 2, 3,5, 6, and 8.
Miscdlaneous - M1.
The specific votes for these items are as
follows E-18, Commissioner Massey concurring; G-28,
Commissioner Bregthitt dissenting, in part, and Commissioner
Brownd| votes firg this morning.
COMMISSIONER BROWNELL: Aye.
COMMISSIONER MASSEY: Aye, with my concurrence,
as noted.
COMMISSIONER BREATHITT: Aye, with partia
dissent, as noted.
CHAIRMAN WOOQOD: Aye.
COMMISSIONER MASSEY: Mr. Chairman, | think H-10
was noted as having been struck from the agenda; is that
right?
SECRETARY SALAS: Yes, Commissioner.
COMMISSIONER MASSEY': | understand there is some
interest in leaving it on, a least for discusson purposes,
and if you'd rather do that, that's fine with me. Perhaps
there will be enough of a consensusto vote, but whatever

vou'd like to do.



CHAIRMAN WOQD: WEell tak about that in the
hydro section.

SECRETARY SALAS. Okay. Thefirg iteminthe
discussion agenda this morning is E-9, Midwest Independent
Transmission System Operator.

COMMISSIONER BREATHITT: | asked to cdl this
item, but | didn't ask for a presentation, but | wanted to
explanwhy | cdled it.

Theissueisn't of huge relevance to thiscase at
hand, but there is an associated issue which was my reason
for cdlingit. | will talk about that right now.

As| just mentioned, | cdled thisitem to rase
an issue that isreferred to in afarly minor fashionin
the Order. Theissueisnot one that directly rlatesto
the compliance issues at hand.

S0, the Staff gave it the gppropriate trestment.
| am looking at Staff, as I'm saying that, because I'm not
disagreaing with that. But | wanted to use this caseto
illustrate a point, because it is relevant to the case-in+
chief.

That is having to do, in alarger context, with a
voluntary remand from the courts that the Commission has
decided to ask for with respect to the issue of cost-
trgpping with adminigrative cogs.

Cost-trappina, in the M1SO context, isthe



payment of the cost adder by the transmission owners, based
on the totdl load, including bundled |oad and grandfathered
contracts. Trapping of costs occurs when transmisson
owners can't recover those costs from bundled |oad because
of retail rate freezes, or another reason could be because
of grandfathered contracts that have not been ableto be
successfully renegotiated to alow cost recovery for these
adminigtrative admin cost adders.

The issue arose in Order 2000, and the
requirement in that rulemaking that dl load within the RTO
be placed under the RTO tariff. And | voted for that and |
agree with that.

| fill believe that where RTOs are voluntarily
formed or formed however, that al load, including bundled
load and grandfathered contracts should be placed under the
RTO taiff. That'snot my issue.

| 50 believe that bundled load and
grandfathered contracts do gain from the benefits of the
formation of the RTO, and the cost causation principles
would have them pay some of the adminidrative costs of the
RTO. However, | note that the potential cost-trgpping isan
important issue that | admit | havent fully resolved in my
mind.

It was something that perhgps was not fully

envisoned when we dl decided that the public policy aods



should be to include dl load for these adders. So | hope
that there is some possible middle ground on thisissue
between the two extremes of dlocating dl these cogtsto
the wholesale customers and dlocating the costs to
transmission owners where these costs might be trapped.

I know that my colleagues will give full
condderation to the issue of cogt-trapping when they take
up the voluntary remand. That'sredly dl | haveto say on
this. It wasjudt to raise it in the context of this case.

CHAIRMAN WOOQOD: Great. Soundsgood. Anything?

(No response.)

CHAIRMAN WOQD: Let'svote.

COMMISSIONER BROWNELL: Aye.

COMMISSIONER BREATHITT: Aye.

COMMISSIONER MASSEY: Aye.

CHAIRMAN WOOQOD: Aye.

SECRETARY SALAS: The next itemin the discusson
agendathismorning is E-31, Open Access Transmission
Service and G-35, regulation of short-term natura gas
trangportation services, with a presentation by Richard
Howe.

MR. HOWE: Good morning. The draft Order in G-35
addresses three issues concerning Order No. 637, remanded to
the Commission by the Court of Appeds for the Didtrict of

Columbia



Firg, the Court remanded the issue of why the
Commission continued the five-year term-matching cap for an
exiging cusomer's right of firg refusd. On thisissue,
the draft Order removes the five-year term matching cap,
finding that exiging regulatory controls minimize the
ability of pipdinesto use their market power to force
captive customers to enter into longer-term contracts than
would be required in a competitive market.

Second, the Court remanded the issue of whether
the Commisson intended the ROFR that's st forth in its
regulation to govern, regardiess of any contrary provisons
in the pipelines tariff.

The draft Order clarifies that the Commisson
will interpret theright of firg refusd provisonsin the
pipdines tariff, condstent with the regulaions, whenever
possible, but where the tariff is contrary to the
regulation, the tariff will control until the Commisson
modifiesit under Section 5.

Findly, if the Court remanded the palicy in
Order No. 637, the pipdines must permit segmented
transactions that include aforward haul and a backhaul to
the same point, each of which is up to mainline contract
demand.

The draft Order regffirms this policy, but in

order to implement the policy, the draft Order reauires



pipeines to modify the terms and conditions of sarvicein
their tariffs to expresdy permit forward hauls and
backhauls to the same point.

The draft Order in E-31 addresses two issues on
remand from the Court of Appedsfor the D.C. Circuit
concerning Order No. 888 on what a reasonable cap on
contract extensons made for existing customers right of
firgt refusa would be, and the Commission's trestment of
energy costsin the stranded cost and marketing option in
Order No. 888.

On the firgt issue, the draft Order resffirmsthe
Commission's existing policy in Order No. 888 that there
should be no limit on the length of contract extensgons an
exiging customer must match when it exercisesits right of
firgt refus.

Thisis conagent with the holding in the G-35
Order on asmilar issue on remand of Order No. 637. With
respect to the stranded cost marketing option, the draft
Order finds that the Commission did not intend in Order No.
888, to dlow departing customers that choose to buy and
resell stranded power to recaive awindfdl a the utility's
expense. Thank you.

CHAIRMAN WOQOD: Thank you, Richard. | thought it
was important for these two cases that they reate to

sonificant initiatives of the Commission in the past decade



to have a Staff presentation. Linda, you might have a
thought on the gas.

COMMISSIONER BREATHITT: | wanted to express
during this presentation, that | am going to be dissenting
on one part of the Order 637 remand with respect to forward
hauls and backhauls.

Staff has put alot of hard work into this Order
on remand, and | thank dl of you. | agree with most of the
Order, however, | will be dissenting again on the decison
to permit forward and backhauls to the same ddlivery point
in excess of the shipper's contract demand.

| don't think that's a surprise to anyone who's
been following thisissue. The D.C. Circuit, asthe Staff
pointed out, remanded the issue to the Commission because we
had not adequately explained why dlowing forward hauls and
backhauls to the same ddivery point, why alowing forward
hauls and backhauls to the same ddlivery point in excess of
contract demand is not an unlawful contract modification.

The Order gates that the Commission is meking
the necessary Section 5 findings to modify pipdines
tariffs to prevent forward hauls and backhauls to the same
point.

The Order dso sates that it need not modify any
term in an individud service agreement between pipdines

and their shippers to accomplish this, Snce service



agreements incorporate the terms and conditionsin their
tariffs. | don't believe that the issue is that clear-cut.

Asthe Order states, contractua rights and
obligations are the foundation of the relationship between
the pipelines and their shippers, and they areredly the
underlying bass for filings before the Commisson.
Ddivery-point rights are an important aspect of the
contractua relationship.

The Order recognizes that the Commisson is
providing an additiond right for firm shippersto use
ddivery points on a secondary basis. While | support
increased flexibility for shippers, | don't bdieve that it
Isjust and reasonable to expand these shippers without
giving them the corresponding cost respongibility.

So | don't believe that has addressed that
corresponding cost respongbility; therefore, | will be
dissenting, in part.

CHAIRMAN WOOD: Anybody else?

COMMISSIONER MASSEY: On adifferent issue, the
cap on the matching term for theright of first refusd, |
wasactudly -- | was here during the promulgation of Order
888, and aso 637, and it seems to me that -- and that
Issues arises in both cases,

And the Commisson has been sruggling with this

auestion, obvioudy, for vears. And the oriaina concern, |
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think, that led to acap was -- particularly on the pipdine
Sde, was twofold:

Firg of dl, it had to do with market power by
the pipdine, and, secondly, whether the pipdine afiliate
might bid up the term for cgpacity to aleve that was
longer than you would seeif you had aredly good market.

| think | have stated that concern reasonably
accuratdy. We now have thisissue sent back to us, at
least with respect to our pipeine agenda, two or three
times by the Courts of Appedl.

We gruggled with it in a case cdled -- involved
with the net present value question. | think it was
Tennessee Pipdine. That case went up to the Court of
Appedls, once, maybe twice, and came back to us.

It seems to me that we're getting a message from
the Courts that if we just choose a number -- five years,
eight years, three years -- we don't seem to have avery
good factud judtification for any particular term limit
that we choose.

It seems to me that we're getting a message from
the Court that unless you can judtify a particular
conclusion here, perhaps you don't need alimitation at dl,
especidly if you have other palicies that would mitigate
market power of the pipeline or of the effiliate.

Y ou have the complaint process. If there seems

11



to be some abuse, parties can come in and file acomplaint.
That's the approach that these Orderstake. | won't say
that I'm 100 percent confident about this, but it seemsto
be a message that we're getting from the Courts, and I'm
willing to adopt this policy and see how it goesinits
implementation.

CHAIRMAN WOOQD: | think | would associate mysdlf
with those remarks, 100 percent. Y ou get beat up enough by
the Court, you findly just roll on those issues that you
can't come up with a better answer for. Thisis probably a
good example of that.

COMMISSIONER BREATHITT: | agree with those
comments, too. | have some sympathy for caps, because there
are recourse customers who sometimes lose out without that.
But | waswilling to vote for thisfor the same reasons that
Bill, you articulated very well just now.

So, were voting it out as amgority on that
Issue.

CHAIRMAN WOOD: Okay.

COMMISSIONER BROWNELL: | can't add to the
elogquence, so | can just vote aye.

COMMISSIONER MASSEY: Aye.

COMMISSIONER BREATHITT: Aye, with my partia

dissent on the forward haul-backhaul.

CHAIRMAN WOOD: And aveon both Orders. That was

12



for both, because they were both caled up together.

SECRETARY SALAS: Thenext itemsinthe
discussion agenda are H8 and H9, both for Hydro Development
Group, with a presentation by Monte TerHaar, accompanied by
Ed Abrams and Al Francese.

MR. Te'HAAR: Over thelast one and a hdf years,
we a Staff have been implementing various measures to
reduce license processing time. Such measures have included
mullti-tasking on workloads and projects, once they are
filed, so they are dways kept moving in the process.

Another measure isto identify individud
projects where we could streamline the schedule, based on
the nature of the resource issues, the project complexity,
and the stakeholder interest.

Findly, one of the most important measuresiis,
weve redly begun to see some of the benefits of our
effortsto foster cooperative relaionships with both state
and federa resource agencies, aswell as project
stakeholders.

The Halesborough Followup Project represents just
one success sory in reducing processing times. Were very
pleased to report that these two projects were completed in
22 months, and that we're going to be issuing alicense
prior to expiration of the origina licenses.

I'd like to take just avery few moments here to



giveyou abrief review of the project's issues and how we
accomplished this 22-month processing time, if we can get
thefirst dide.

(Slide)

MR. Te'HAAR: The Haesborough Followup Projects
are located on the Oswagochee River in the State of New
York. The project conssts of two developments, the
Haesborough 1V development and the VI development.

There are atotd of five very smdl dams a
these projects. There were two other facilities which we
had to congder in our andyss.

Thisincluded the Halesborough VI Project, which
was a project that was exempted, and, of course, the Idand
Branch Diverson Dam, which was a structure that was built
in 1985, but was not licensed by the Commission.

Each of the projects are very smdl; they're
under 1.5 megawatts, but as we have seen in the past, smal
projects can often take just as much time to process as many
of the larger, more complex projects. There are dwaysa
dozen or more issues, which we addressin our andysis, but
I'd like to highlight just two of the principa issues here,
and if we can get the second dide --

(Slide)

MR. T'HAAR: Thefirg issueisthe Idand

Branch Diverson Dam as shown here. 1dand Branch Diverson



Dam was built in 1985, was not licensed by the Commission.

Here we needed to find away to ensure that minimum flows
would aways be provided at this dam.

The solution was to include this structure as
part of the new relicensed Halesborough IV Project, and
after negotiations with the Department of Interior, the New
Y ork Department of Environmenta Conservation, and the
Applicant, this solution was ultimately accepted by dl
parties. Can | get Slide 3, please?

(Slide)

MR. Te'HAAR: The second principd issue we
addressed was enhancing recreation opportunities by
providing canoe portage and boating passage, wherever
possible at the five project dams.

Staff very much agreed that canoe portage was
warranted, wherever we could provideit in both a safe and
feas ble manner, and we recommended portage at severd of
the project Sites.

We did not recommend portages at Stes where we
believed that there were unsafe conditions. This particular
dideis an example of an unsafe Ste, the project area
where portage was not provided.

Thisisadte that is one of the bypass reaches
of the projects. Y ou will notice that the rgpids, indeed,

ook to be vervy danaerousin this particular reach,

15



therefore, we didn't provide the portage.

Every project we work on seemsto haveitslittle
public interest story. This particular project was no
exception.

| hed the opportunity of working with Betty Lou

Baley, whoisaretired engineer. She representsthe

Adirondak Mountain Club in the State of New York. Betty Lou

getsinvolved in many recreetion issues in the State of New
York.

Shel'salady who is extremely dedicated to her
cdling, and in this case, Betty Lou made extraordinary
efforts to provide us with commentsin atimely fashion, and
we were ultimately very pleased to see that she wrote usa
letter supporting our final recrestion measures for this
project.

Findly, I'd just like to note two of the
elements that we believe contributed to a quicker process,
thefirst one being 401 water qudity certification. A 401
water qudity certificate wasissued in just under one year
for this project, which alowed usto proceed quickly.

And, second, both Interior and Commission staff
expeditioudy participated in the 10(J) negotiation process
and came to immediate resolution on the issues, which were

acceptable to all parties.

Incdosna, I'd just like to note that
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Ha esborough Followup represents just the tip of the iceberg
in quick processing times. We have very many more projects
in the pipeline that we expect to process in 24 months or
less. With that, | just thank you for your attention. If
either BEd or Al has any additiona comments?
(No response.)
COMMISSIONER BROWNELL: Good presentation. It's
good to be reminded that we can do this when the parties dl
agree. And | think thisisawonderful illugtration, not
only of terrific Staff work, but that groups who often have
competing agendas can, indeed, when focused, resolve very
complex issues, and that for these hydro projects, | think
we al need to be reminded, serve so many masters that the
challenges are enormous.
So | appreciate the work that you did, and
certainly that Betty Lou did. Maybe she can come and teach
us how to facilitate in other projects. Thank you.
COMMISSIONER MASSEY: | just wanted to thank you
for al your hard work on these cases. It was avery good
presentation.
CHAIRMAN WOOQD: Ditto.
COMMISSIONER BREATHITT: | haveto say ditto,
too.
COMMISSIONER BROWNELL: Can | just ask one quick

question? How wasit that the water quality of the 401
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certificate got done so quickly?

MR. TaeHAAR: Wadll, there definitdly was Staff
effort involved in that, keeping in touch with the
Department of Conservation and keeping it updated and
apprised.

There were issues that they were struggling with
in the water quality certificate, and there was a period
when, you know, we kind of negotiated on ways to go and get
to that issue quickly, so it didn't just happen. It wasn't
part of their typica process.

COMMISSIONER BROWNELL: Any lessonsto be learned
that we could export to other projectsin other states?

MR. Te'HAAR: Beinvolved with the personwho is
charge of issuing that certificate. The more projects we
work with and deve op these rdationships with these saff
members -- and, quite frankly, weve been noticing that
they're also under pressure, too, to get these out quicker,
and weve been seaing an effort in that direction.

COMMISSIONER BROWNELL: Thanks.

20
21
22
23
24

25
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CHAIRMAN WOQOD: Thank you. Let'svote.
COMMISSIONER BROWNELL: Aye.
COMMISSIONER MASSEY: Aye.
COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOOQOD: Aye.

SECRETARY SALAS: The next item, at Commissoner
Massey's request, H-10, New York State Electric & Gas
Corporation.

COMMISSIONER MASSEY: Actudly, others wanted to
leave this matter on the agenda, so I'll let othersraise
whatever points or concerns that they have.

CHAIRMAN WOOD: Do you dl want to introduce it?

MR. LISTER: Good morning. My nameisLonnie
Ligter. I'm with the Office of Energy Projects, Divison of
Environmenta and Engineering Review.

Thisisaproposd by New Y ork State Electric &

Gas Corporation to amend the license for its 38.74 megawaitt
Saranac River Hydrodlectric Project by deleting from the
project boundary of its Kents Falls development 101 acres of
project land that would be sold to the county for expansion

of itsexiding solid waste landfill.

The project islocated in the town of Schuyler
Fdls, approximately seven mileswest of the city of
Aattsburg in Clinton County, New Y ork.

On Auagust 30th, 2002, Staff issued an



environmenta assessment on the proposed land transfer. The
EA found that approva of the proposed changein land rights
and conveyance of lands from the Saranac River Hydroelectric
Project would not congtitute amgor federad action

ggnificantly affecting the quaity of the human

environment.

The Staff recommended the adoption of certain
measures that would mitigate any potentid off-gte effects
from the landfill onthe Saranac project.

There are two approaches that the Commission can
take on thiscase. Oneisto grant the proposed land
transfer and require certain additiond mitigating measures,
including preparaion of an eroson control windborne debris
control plan, agroundwater monitoring and coordination
plan, and arevised recreation plan.

Another gpproach isto deny the proposed land
trandfer and defer consderation of the proposa to the
broader context of the impending relicense proceeding.

COMMISSIONER BROWNELL: Isthe parce of land
that they're talking about needed for any project purpose?

MR. LISTER: Our concluson isthat, no, itis

not.

COMMISSIONER BROWNELL: And we did something

smilar anumber of weeks ago | think when we removed a

parce from aproject, aparce | think owned by the Forest
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Service, did we not? Based on the fact that it wasn't
needed for any project purpose?

MR. LISTER: That's the generd approach. I'm
sorry I'm not familiar with that.

COMMISSIONER BROWNELL: That'sokay. Tel me,
now, there were | think a number of intervenors who
origindly objected to this, and they have withdrawn their
objections | guess, based on the mitigation plans that have
been proposed. Isthat correct?

MR. LISTER: Thetown of Schuyler Fdlsinitidly
filed comments opposing the project and then subsequently
withdrew those protests. Other commentors filed comments
agreaing with Staff's concdusonsin the EA recommending
some additional measures.

MS. SEIGEL: The Fish and Wildlife Service and
the Nationa Park Servicedso -- I'm sorry. My nameis
JesscaSagd. I'mwith OGC. The Fish and Wildlife
Service and the Nationd Park Servicedso initidly --
well, the Fish and Wildlife Service initidly opposed. The
National Park Service camein later. But both agreed to the
amendment of the license order if the measuresin the EA
were adopted.

COMMISSIONER BROWNELL: And this proposed
landfill would in fact be overseen by the Department of

Consarvation or the appropriate state agency to ensure that



whatever mitigation was agreed to isimplemented and there
will be ongoing monitoring?
MR. LISTER: They have requirements.
COMMISSIONER BROWNELL: Landfills are never
welcome in anyone's neighborhood, but | was persuaded by the
record that it would be appropriate to approve this now.
And | dso worry about deferring something to a
licenang processthat is dready overly burdened with
different agendas and different needs that have to be met.
I'm not sure what purpose would be served in that regard.
So I'm persuaded by approving this as proposed | think in
Option A.
COMMISSIONER MASSEY : I've read the Department of
Interior protest. And tell me, when does the relicenaing
come up on this project? Ian'tit just afew yearsfrom
now?
MR. LISTER: | have that.
MS. SEIGEL: 2004.
COMMISSIONER MASSEY: 2004. And the Department
of Interior makes that point, that they were not consulted
about this, that they don't have enough information about
it.
And they dso make the point, or it'sin the
record thet the county has sufficient capacity to meet its

needs at least for nine vears, and there are some estimates
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up to dmost 26 years of landfill capacity that they dready
have accessto. Am | accurate in that respect?

MR. LISTER: Yes. | bdieveit'snine yearsfor
the existing operation and 20-something years for the
additiond land that the county owns adjacent to the

currently active parcel.

COMMISSIONER MASSEY: So they have nine years of

existing capacity at least, and perhaps up to 26 years of
exising cagpacity.

S0 it seemed to me that there was redlly no sense
of urgency about this, because it isa proposa that would
dlow alandfill very doseto the Saranac River. And so my
own preference, based upon the record that is before us,
would be to handle this during the normd rdicenang
process. And one of the ordersthat is before us takes that
approach.

It's my understanding from my gteff that dl the
environmental concerns about this have not been resolved at
al. And so sncethey have nat, it seemed to me that the
more sensble solution, since were coming up on the
relicendang processin any event, would be to handle this
issue there when it could receive afuller consderation.

If there was a sense of urgency, if the county
was running out of space, | might fed differently about it.

But thev're not. And so that was my preference. Actualy,
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| had struck this order to alow additiona time to think
about it and consder it and gather additiond information.
And actudly, as | read the environmenta assessment, there
are anumber of concerns expressed in it that | am not
persuaded are fully resolved here.

The environmenta assessment itself seemed to
raise concern after concern after concern. It wasthe
punchline that surprised me a the end, which is, wel, this
can dl betaken care of. At thispoint in the debate, |
don't see the sense of urgency about this. | don't know why
we can't handle this during the norma relicensing process.

Does Staff care to comment on that point? Mark?
Anyone?

MR. ROBINSON: During the course of a 50-year
license, we have amendments and requests for changes that
comein congantly. Aswe gpproach relicenang, we have
sort of adiding scae of whether or not we dlow it to be
part of relicensing or go ahead and try to treet it. The
more sgnificant the issue, the more likey we areto let it
go to relicenang.

Looking at this and requests like this, it'sthe
type of request that we typicdly treat asit Sts at the
timethat it'srequested. There didn't appear to be
anything that would have thisriseto aleve to makeit

wait for relicengna.
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| think it was Sgnificant thet the Fish and
Wildlife Service, part of the Department of Interior, once
they saw our EA and the proposed mitigation measures that we
had in that, concurred and said that they did not oppose
going ahead with the landfill at thistime.

COMMISSIONER MASSEY: Who opposes this? What
parties?

MR. LISTER: | don't know that we have any
remaining oppostion. Theinitid commentors who opposed it
| believe dl agreed with the Staff's recommended mitigation
measures.

MS. SEIGEL: New York Rivers United, which had
filed jointly with American Rivers and Naturd Heritage
Indtitute, a the end of things, they said that they agreed
with the recommendations in the EA, but they were uncertain
as to whether we were proposing to do that as part of
gpproving this and whether in the EA, it was taking about
doing it as part of this proposed amendment, or doing it at
relicensang.

They weren't redly clear in thair pleading that
they were still opposing, but they were expressing that
question.

COMMISSIONER MASSEY: Wedl, | ill have concerns
about it, I'll say that, whether dl the partiesare

satisfied or not. And it's my understandina that some of
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the parties may have begrudgingly agreed, o | will just
date that | remain concerned about this, and | think at
thispoint if | had to vote today, | would vote to handle
this during the normal relicenang process whereit can be
handled more carefully.

There's no sense of urgency about thisat al.

The county has nine years, perhaps as much as 26 years. So
| don't see why were not handling this during the norma
relicensing process.

COMMISSIONER BREATHITT: Commissioner Massey, |
share your concernsin thismatter. | think -- | wanted to
point that out to | guess explan why we are having this
discusson. It ssemsto be asplit decison. My preference
would aso be to not authorize the sde of theinvolved
parcel of project land a thistime.

One more fact that concerns meis that with the
expangon of the land, there would be a requirement to clear
101 forested acres. That concernsme. Thefact that this
parcd is closer to the river concerns me. We are not
talking about delaying the license. That ison track. It's
dated for '04. Were a the end of '02 right now. This
could eadly be folded in and taken up in probably a process
that is underway now.

| don't think that the environmental concernsin

my mind are sufficient to not automaticaly defer to the



local government preference.

Anocther point is that we do have jurisdiction of
theinvolved parcd. It'snot aparcd of land that is
without our jurisdiction. The other land that the local
government owns, as Commissioner Massey dtates, does take
the capacity of the landfill into the 25-26-year timeframe.

So it's not that they don't have options.

If | were voting today, | would say that thereis
no harm and probably it is more prudent because the issues
in my mind with the requirement to clear 101 acres of
forest, that'sin the EA, isthat correct?

MR. LISTER: That's correct.

COMMISSIONER BREATHITT: And the closer proximity
to theriver. So | have some environmenta concerns that
are raised with doing this now.

CHAIRMAN WOQOD: | appreciate the discussion.
Sometimes on these cases that |'ve not been focusing on so
intensgly during the two-week cycle, | redly liketo talk
about them, and even though we come to a two-two and see
kind of what may be out there. Nora, you raised a question,
and Lonnie didn't know the answer. | wonder if Mark or
maybe, Rich, you do.

We had done something recently where we redefined
the boundary. Do you remember what that was?

MR. ROBINSON: | don't remember the exact case,
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but it's a very common thing for usto do to go in during
the term of the license and reexamine whether or not lands
are indde the boundary that are not being used for project
purposes and then exclude them.

Mogt of those are delegated. It'srare that
something like that reaches the Commission. But | don't
know if anybody ese remembers arecent -- Chris, do you
remember arecent action?

MS. CHRISTIN: Nantahaa Power Company where we
excluded the land around the bypass reach, because we found
it was not part of the --

MR. ROBINSON: And again, that's just an example
of how that comes up during the course of alicense. |
don't have an estimate off the top of my head how many we do
of those ayear, but it's severd.

COMMISSIONER MASSEY: But it'sa50-yesr license,
correct? There'stwo more years|eft in the license term?

MR. ROBINSON: Thisonewas granted in '80. It
was like a 20- some-year license that we're involved with.

It actudly expiresin 2006. The application would be filed
in 2004.

COMMISSIONER MASSEY: The gpplication will be
filed in 2004. So there will be plenty of opportunity to
ded with this. And again, | just ask the question, what's

the sense of uraency about this?



MR. ROBINSON: | don't think wereact toitin
the sense of therés asense of urgency. Thereisa
request. We analyzed it. We determined the impacts
associated with the request were not significant, and those
that did remain could be mitigated, and | believe we did
look at dl the environmenta effects. And therefore, we
found no reasonin our andyss not to proceed with it. It
didn't ssem to have some connection to reicensing and the
broader issues that will come up overdl. | think there are
four or five developmentsin this project that well have to
look at at that time.

Thisisan isolated 101-acre parcel some 500 feet
from the river and the recreation that currently occurs
adong that river. After our andyss, we concluded it was
appropriate to go ahead and grant it.

CHAIRMAN WOQOD: In the Nantahala case, was there
aproposed use, dternate use, that was being talked about?
That'sthe problem | get in here. These guys were honest
about what they were going to do, and then we basicdly get
into awhole NEPA review of their proposed use that's
outside where somebody could come in and say we don't need
this. Then we say, you're right, you don't need this. And
then they've Hill got the state taking care of the
environmental issues.

My aenerd thouaht, despite dl the people who



think otherwise on our SMD initiative, we shouldn't tread
where we don't need to be, and | think there isa sufficient
agency, the New Y ork State agency, to addressthe
environmental concerns with projectslike this.

| guess just based on what I've heard today, that
would be the appropriate place to ded with that, because it
doesn't kind of trigger an interstate commerce issuein my
mind, much asalot of the SMD issues do, for example.

| just hate to see somebody that comesinwith a
frank and honest reason for why they want to change
something then throws us into federa NEPA review as opposed
to leaving that with the other agencies.

So | don't know what our case history has been on
doing that. But if we have donealot of it in the padt,
then | guess| should just not worry about it. But thet's
onething I've heard that kind of mekes me alittle
concerned.

COMMISSIONER MASSEY: They probably felt like if
they weren't sraightforward and honest with us, we'd never
trust them again, so they needed to tdll us what was up.

And | agree with them on that point.

CHAIRMAN WOOQOD: But should that trigger us doing
aNEPA review?

COMMISSIONER MASSEY: Weéll, it'sjurisdictiond

to the aoency riaht now. It's part of the license. And 50,
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again, | haven't decided to rgect this once and for dl and
to never let this happen. | just think -- | think it could
get acloser look and a better look during the relicensing
process, which iscoming up in just acouple of years. When
do they file, 2004? Isthat right?
MR. ROBINSON: Yes.
COMMISSIONER MASSEY: So this project hasbeenin
existence since, at least this license, since 1980 or
roughly then?
MR. ROBINSON: | believe the dams predate that.
| don't know if anybody remembers the exact history of this,
but my recollection isthat it was licensed in around '80.
COMMISSIONER MASSEY: So around 1980. It's 22
yearsinto thelicense. It'sjust a couple of yearsto go
before the new agpplication isfiled. The county has at
least nine years of available landfill capacity, perhaps up
to 26 years.
I'm repeeting mysdlf, but I'm just reminding
mysdf why I've come to the conclusion, the sengble
concluson, that we should delay this.
(Laughter.)
COMMISSIONER MASSEY: Actudly, the more| tak
about it, the more persuaded | am.
(Laughter.)

COMMISSIONER MASSEY: By my own rhetoric.
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(Laughter.)

COMMISSIONER MASSEY: I'm just not persuading
anyoneese.

(Laughter.)

COMMISSIONER BREATHITT: | just have one more
question. If we went with the southern expansion footprint,
which is land that the gpplicant or the county owns, would
that avoid having to clear 101 acres of forest?

MR. LISTER: | believe mogt of that land is
forested als0. It's somewhat smaller than 101 acres.

COMMISSIONER BREATHITT: Isn't thereagrave pit
in thet area?

MR. LISTER: I'd have to check. I'm not 100
percent sure about that.

COMMISSIONER BREATHITT: That was my
understanding that a good part of that land was being used
for agrave pit, and that that might avoid --

MR. LISTER: | believe you'reright, but not the
entire parcel.

CHAIRMAN WOOQOD: Well keep an eye on thisone and
maybe talk about it later. | appreciate the discussion.

It's good to do these.

COMMISSIONER MASSEY: Don't you want to hear my

Speech one more time?

(Lauahter.)
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CHAIRMAN WOOD: Know when to hold 'em, know when
to fold 'em.

COMMISSIONER MASSEY: That would be three times|
would give my speech. That'sright.

(Laughter.)

CHAIRMAN WOQOD: Thank you dl very much.

MS. SALAS: And the lagt item for discusson this
morning is A-3, Midwest Energy Infrastructure Assessment, a
presentation by Julia Tuzun, Meesha Bond and Raymond James.

MS. TUZUN: Good morning. I'm Julia Tuzun. With
me are Meesha Bond and Raymond James. Today we're going to
provide an overview of the gas, ail, eectric and cod
infragtructure in the Midwest.

May | have the next dide, please?

(Slide)

For purposes of this assessment, the Midwest
includes the four regions of ECAR, MAIN, MAPP and SPP.
Geographicdly, this area comprises the 15 states shown on
this dide and two Canadian provinces.

Ray will now summarize our assessment of the
Midwest gas and il infrastructure. When Ray finishes, |
will summarize our generation and cod findings, and Meesha
will summarize our findings on tranamisson. Ray?

MR. JAMES. Good morning. | will present an

overview of the natura aas and ail infrastructure for the
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Midwest. Can| havethefirst dide, please?

(Slide)

What this dide representsis the gas facts for
the year 2000 for the Midwest region. What I'd like to
concentrate on firg isthe totd gas consumption. Tota
gas consumption for the Midwest represents about 25 percent
of thetotd U.S. consumption.

The largest users of naturd gas in the Midwest
were the resdertial customers and theindustria sectors.
The resdentid is about 36 percent. Theindudtridsis
about 33 percent.

The smdlest users of naturd gas are the
electric generators. Thisincludes both nonutilities and
utilities. They represent abut 11 percent of the total
consumption within the Midwest. However, the growth in
electric generation between the periods of 1990 and 2000 is
the highest among all these sectors. It represents about 29
percent of growth. What this showsis that the ectric
generators are using naturd gas as the primary fudl.

However, because of the fact that only 11 percent
of the total consumption within the Midwest is dectric
generation, the primary fud that's being used by these
electric generatorsis cod. And when Julia discusses the
eectric generation in cod, you'll get an understanding of

how cod is prevaent in these dectric oenerators.



While the consumption is only about 25 percent,
the production part of the Midwest only represents 15
percent. The Midwest in 2000, it's 15 percent. In 2001, it
decreasesto 13 percent. What thistells usisthat the
Midwest is dependent upon outside deliveries of naturd gas,
particularly in the infrastructure sector and the Tennessee-
owned storage. Those two numbers are representative.

If you take out the two States that we have
included in the Midwest, Oklahoma and Kansas, that
production level drops down to about 4 percent in 2000 and
about 3 percent in 2001. So that's very dependent on
outsde ddiveries for the infrastructure and dependency on
storage.

Let mejust address storage. The Midwest hasthe
greatest amount of storage capacity, and that's what | mean
base gas plus working gasin the United States. It's about
56 percent. The largest storage fidld capacity isin the
dates of Michigan and Illinais, with Michigan having the
largest capecity.

With regard to Canadian gas, Canadian gasis
ddivered into the Midwest through two pipdines. The
grestest amount isin two points which connect into the
Northern Border system and into the Alliance system. In
2000, the net imports of Canadian gas, Midwest had 37

percent of the net imports of Canadian aas, and that's



increased to 42 percent in 2001.

As| mentioned, alarge portion isto the
Northern Border system and the Alliance system. What is
unique about the Canadian import-export in the Midwest is
that a portion of the Canadian gasis being reentered into
Canadathrough the vector system. What is happening is that
the Alliance pipeine, being what we cal awet pipdine
that carries products, is being processed in the Chicago
area, and the gasis now moving outside of the United States
back into Canada, most likdly into the Northeast again.

With regard to the pipeline infrastructure, most
of the pipdine infrastructure that originatesin Louidana
and Texas, or | should say Southeast and Texas, iswhat
ddivers gasinto the Midwest.

If I can have the next dide, please.

(Slide)

This dide represents the flow patternsinto the
Midwest. And asyou can tell, alarge portion of the flow
petterns originate in the Southeast and in Texas. They go
into the Midwest, but they dso areredelivered, or a
portion of that capacity is now going outsde of the Midwest
to the Northeast.

We have 20 mgor pipelinesthat servethe
Midwest. When | say "mgor”, | mean 24 inches or higher.

They have -- the totdl pipdine capacity into the Midwest is
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about 33.8 bcf per day. It decreased in 2001 to about 33.6
bcf per day. The main reason for the decrease was the
trunkline abandonment and the conversion of part of their
line to a product line.
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Even with this decrease in capacity, we found
that thereis still adequate pipdine capacity to serve the
Midwest. Go to the next dide, please.

(Slide)

This dide represents the expansons that have
been both certificated and pending that affect the Midwest.
I'll concentrate on the first two bullets. Thefirst bullet
has certificated capacity five projects of about 1,914 Mmcf
per day. Of thisamount about 1,130 Mmcf per day isto move
gas within the midwest into Wiscongn and from Wisconsin to
[llinois. It represents two projects. Four hundred and
sxty of thisMmcf per day isfor eectric generation, 324
Mmcf per day isto move gas from Colorado to Nebraska.

I'd like to highlight that portion of it because
what you're seeing is facilities that are being placed to
move gas from the Rockies into pipelines that ultimately go
ahead into the Midwest but not necessarily ddliver the gas
in the Midwest because they may go into the Northeast.

The three pending projects -- I'm sorry, let me
back up on the five certificates. The status of thoseis
that three of them are under congtruction. Oneisin
service and that would bethe Trail Blazer and the one that
sarves one of the dectric generaion plantsin Wisconsin
has not started construction yet.

The three pendina proiects to atotal of about



940 Mmcf per day, one project, the Williston Basin one would
bring again Rockies gas from Wyoming to Northern Border.
One project isto meet new generation and requirementsin
Wisconsin and the last project isto move gas out of the
Midwest into the State of North Carolina.

Agan, I'd like to reemphasize that what we're
having here is projects that are being congtructed maybein
the Midwest. But the ultimate requirements are outsde the
Midwest. In summation of this dide, we're seeing that
where there is amarket there appearsto be an
infrastructure that's being proposed to meet that market.
Some of the problems that may occur isif the new market or
new generation market or the marketers decline new services,
that could impact the pipein€gs ability to comein for
expansons. Next dide, please.

(Slide)

This dide represents the pricing hubs in the
Midwest. With the exception of the spike, you can tdl that
the pricings have been consstent. The price spike was
caused by extreme cold wesather in the Midwest and possibly
in alarge part of the country in December 2000. Can | have
the next dide, please?

(Slide)

This dide represents the Midwest ail

infrastructure and I'm just goina to go ahead and do a quick
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summation. In 2000, fud oil for eectric utilities
accounted for about ten percent of the totd fud ail
consumed inthe Midwest. Again, like naturd ges, the
largest fud oil users are resdentidly industrid
cusomers. Of thefud oil for dectric utilities, what we
found was didtillate fud ail, whichisfud oil number two
and number four, was used in agreater consumption than
resdud fud ail whichisfud ail fiveand sx. Thiskind
of indicated that didtillate fud oil may have been used
with cooperation with another fud.

In redity what's happened isthat didtillate
fud oil isused in some cases for flame stabilizetion in
coal-fired burners. Also too, the Midwest has avery large
amount of smdl ail-fired pesking facilities. They'relike
one megawatts, two megawatts. They're Soread over --
they're located particularly in lowa. lowa hasavery large
amount of these smd| units that use didtillate fud oil.

With that, I'm going to turn it over to Juliawho
will do the éectric generation and cod. Thank you.

MS. TUZUN: Next dide.

(Slide)

Thank you. The Midwest has more generation
capacity than any other region in the United States. Of the
regions, 255,000 megawatts of capacity, 62 percent is coal-

fired. Next in prominence is aes-fired capacity followed by
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nuclear. The Midwest dso generates more eectricity than
any other region in the United States. If you look at the
dide on the right hand sde, the graph will show that hear
again cod predominates but that thistime it isfollowed by
nuclear and then by gas.

Until recently, most of the region's generation
and tranamission facilities were owned by verticaly-
integrated utilities. However, this pictureis changing as
some of the larger utilities are turning control and
ownership of their tranamisson fecilities over to
Independent transmission companies or the Midwest
Independent System Operator. Nearly dl of the bulk power
transactions are bilaterd in the region with no centrd
clearing dte power exchange or centra digpatch order.
Could | have the next dide?

(Slide)

Of the four NERC regions in the Midwest, ECAR has
the most electric capacity. It's approximately 44 percent
of thetotal and it generates the most dectricity. Thisis
primarily because it is the most densdly populated region.
It has an established indudtrid base. The Sting process
in ECAR isrddivey quick, ranging from two to nine
months, and efficient with relaively few problems.

Findly, there is an abundance of cod in the region in the

State of West Virdinia. The Midwest region and principaly
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ECAR isadggnificant exporter of energy to PIM and to DVA,
aswewill highlight later in the presentation. 'Y ou will

see that the reserve margins in the Midwestern region far
exceed the required reserve margins by thelr reiability
councils. The next dide.

(Slide)

Over the five-year period ending 2001, electric
capacity increased by eight percent, and dectricity output
by deven percent. Thisdide highlightsthe fact that a
subgtantia portion of that capacity is gas-fired, and that
the increases in output have been mainly from nuclear. Next
dide.

(Slide)

Over the next two years, the Midwest plansto
Increase capacity by abut 17 percent or basically about
44,000 megawtts. Asin previous years, the bulk of the new
additions will be gas-fired. Next dide.

(Slide)

Over the next ten years, demand is expected to
grow in the four regions that are shown on the graph by
between 1.7 and 2.4 percent per year. When the projected
demand is compared to the available resources, it appears
that the Midwest will continue to have hedthy reserve
margins which, in most cases, far exceed the margins

mandated by their rdiability councils. Asaresult, aswe
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mentioned earlier, there is substantid energy for export
into other regions. Next dide.

(Slide)

MR. LARCAMP: Thisisan excdlent dide coming
up, | might note.

(Laughter.)

MS. TUZUN: Thanks Dan. Cod isaprimary fud
source in the Midwest. Three-quarters of the Midwest
generation is cod-fired and nearly dl of that cod that
was consumed in the Midwest was consumed by eectric
utilities. West Virginiaisthe largest producer of cod in
the United States, and the second -- wait a minute, let me
back up.

(Laughter.)

MS. TUZUN: Wes Virginiaisthe largest producer
of cod inthe Midwest and it's the second largest producer
of cod inthe United States. One of the interesting things
to noteisthat athough the Midwest has ample supplies of
coal, 41 percent of the cod that is used by the eectric
utilitiesin the Midweg, isimported from Wyoming. Thisis
mainly because cod from Wyoming is chegper and it's cleaner
burning.

MR. LARCAMP: Thereisarailroad problem though.

(Laughter.)

MS. TUZUN: Meseshawill now summarize the



transmisson findings.

MS. BOND: Thank you. Were looking at the
ectric transmission infrastructure in the Midwest.

(Slide)

We observe that congestion events have been
increasng during the summer for the mgority of the
Midwest. Congestion events arereferred to as TLRS,
transmission loading rdlief procedures & leve 2c and
higher. TLRsare aNERC approved method to manage
congestion on the Eastern Interconnection. We're looking at
the number of congestion events through the summer. You can
see that congestion is a serious issue in the Midwest. The
number of congestion eventsin MAIN and MAPP have increased
every summer and ECAR and MAIN experienced twice the number
of congestion eventsin the summer than SPP. Next dide,
please.

(Slide)

The location of congestion events can vary from
summer to winter. The direction of congestion in the
Midwest can dso vary because the temperature gradient
between the Midwest and the Southeast. During the summer of
2000, the south was hotter than the north, resulting in
north-to-south congestion. Next dide.

(Slide)

The Midwest has several transmission projects



that will help dleviae congestion but thereis not enough
new transmission projects compared to the amount of
congestion that we're seeing in the Midwest. One of the
barriersto new transmission projectsis the siting across
multiple jurisdictions and the lack of pricesignds. The
lack of price agnasin the Midwest makesiit difficult to
asessthe cost of congestion. RTOswill help locationa
margind pricing, LMP, and in 2004 NESA will implement LMP.
LMPwill hep highlight the costs of congestion and
encourage appropriate projects to relieve the congestion.
The right price sgndswill dso encourage merchants to
come and build transmission.

Now I'll turn the presentation back over to
Jdulia. Thank you.

(Side))

MS. TUZUN: On the next dide, we have a summary
of our findings. In short they are, the Midwest has
adequate pipeine capacity and storage capacity to meet
market needs. The Midwest dso has adequate electric
generation capacity to meet current demand.  The Midwest
has an abundance of cod and nuclear generation which would
tend to act as astabilizing factor on prices. Findly, the
price sgnadsthat are needed for transmisson expanson
currently do not exist but with the beginning of the Midwest

SO in 2004 we are hopeful with that and the implementation
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of LMPtha dl of that will change.

That concludes our presentation. If we could
have the next dide, please.

(Slide)

On that dide, we havetheligt of theteam
members that worked and hel ped us to prepare this report.
We would like for them to stand.

(Applause.)

MS. TUZUN: Thank you. Are there any questions?

CHAIRMAN WOOD: Thank you, Meesha, Julie and
Raymond. Thiswill be our initid presentation at the week-
after-next's conference in Chicago, correct?

MS. TUZUN: That'sright.

CHAIRMAN WOOD: Weve comealong way in doing
these and | appreciate the qudity we have for them. | know
you gave some additiona back-up materid to usto the
source book for the presentation. | thought it was well
done. It points out just how important dl fud mixes are
in this country and how important it is to keep the country
tied together so we can take advantage of seasona changes.
Werethereany -- | guessin that fina assessment andin
light of last Friday's conference, were there any gasissues
that came to mind? Y ou pointed out afew, Ray, that appear
to be met by pending pipeline projects. Istha sufficient,

do vou think, to meet the traiectory?
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MR. JAMES:. | would say yes. Some of the issues
that came up in the Friday conference with regard to LNG or
quaity of serviceissues, you probably woud have qudity
of sarvice issues because you're deding with pipeline
infrastructure in generd. LNG, therésno LNG terminds or
anything of that nature in there.

Agan, asit rdates to qudity of service
issues, | would probably say yes, you may have those in the
Midwest.

CHAIRMAN WOOQOD: | looked at the storage map that
was in the backup materids here. Isthe storage growing?

MR. JAMES. From looking at the EIA figures, it
seemsto be constant. | didn't see too much new growthiin
the storage part. The numbers go up and down but they're
not that drastic. | do notice that | think it was on the
Horizon projects, | think there are two storage projects on
that dide. But that's only Horizon.

CHAIRMAN WOOQOD: Gregat. Any other thoughts? You
can certanly explore these morein two weeks. Thank you
al. We gppreciate good work. This open meeting of FERC is
adjourned.

(Whereupon, at 11:25 am., the open meeting of

the FERC was adjourned.)
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