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FEDERAL REGULATORY ENERGY COMMISSION
786TH REGULAR MEETING
(10:10am.)

CHAIRMAN WOOD: Good morning. This meeting of
the Federal Energy Regulatory Commission will come to order
to consider matters which have been posted for February 27,
2002. Pleasejoin mein the pledgeto the flag.

(Pledge of Allegiance recited.)

CHAIRMAN WOQOD: It wasniceto seethat flagina
number of meta ceremonies over the past two weeks. It's
just as niceto seeit back there.

Before we start, Ms. Linda has something to say.

COMMISSIONER BREATHITT: | have an announcement
thismorning. | would like to announce that Mary Bench who
has been with the Bresthitt office for alittle over four
yearsis sadly leaving us but happily joining Sullivan &

Woodter, a Bogton law firm, with a new Washington office,
Mary isgoing to be sorely missed by me and the rest of the
people in my office. She kept us laughing, needlessto say,
through lots of long, tedious difficult days that weve had

in the past year-and-a-hdf, and is aterrific writer, isa

fine person, and is very loyd, and | would like to
congratulate Mary on her new business opportunity and to

tel you that we will dl missyou very much and to thank



you in short, Smple words how grateful 1 am for your
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wonderful years of service in the Breathitt office.

(Applause)

COMMISSIONER BREATHITT: | would aso liketo
announce that Dave Fairburg, who is an attorney in OGC, will
be coming up on adetall and will be sarting this Friday.

And, Mary, no more casesto read over the
weekend.

Dave, would you please stand so everybody can
recognize you. Thank you.

(Applause)

COMMISSIONER BREATHITT: That'sdl | have, Mr.
Charman.

CHAIRMAN WOOD: Thank you very much.

Madame Secretary?

SECRETARY SALAS. Good morning, Mr. Chairman,
good morning Commissioners. Y our consent agenda for today
isasfollows

Electric E-2 through E-4, E-7, E-9, E-11, E-12,

E-15 through E-18, E-20, E-23 through E-26, E-29, E-31, and
E-33.

Gas G-2 through G-5, G-8 through G-11, G-13
through G-17, G-19 through G-29, and G-31 through G-33.

Hydroelectric H-1, H-4, H-5, and H-7.

Certificates C-1 through C-6 and C-8.



The specific vote descriptions for these items
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areasfollows E-3 Commissoner Brownell concurring. E-18
Chairman Wood not participating. E-20, Commissioner
Breethitt concurring, Commissioner Brownell concurring. G-8
Commissioner Bregthitt dissenting in part. G-11
Commissioner Bregthitt dissenting in part. G-13
Commissioner Bregthitt dissenting in part and Commissioner
Massey votes firg this morning.

COMMISSIONER MASSEY: Aye.

COMMISSIONER BREATHITT: Ayewith partia
dissents and concurrence noted.

COMMISSIONER BROWNELL: Aye with concurrences
noted.

CHAIRMAN WOOD: And aye, including not
participating on E-18.

SECRETARY SALAS: Thefirg discusson item this
morning is E-34, Electric City Market Design and Structure.
More specificaly today, you will hear a presentation of the
RTO cost benefit analysisreport. Presenting for you this
morning a the table from the Commission Scott Miller and
Bill Meroney, and at the table from ICF Consulting John
Blaney and Jm Turnure.

CHAIRMAN WOQD: Tointroduce this, I'd liketo
just put it in the context of what was going on here. On

November 7th, we initiated a cost/benefit study on the RTO



policy. While other studies have been performed by the
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Commission in the pagt, to capture nationa net benefits, we
have not further disaggregated that to try to understand the
net results on aregiond leve. Today we received the
results of the study from the contractor, 1CF, as introduced
by the Secretary.

I'd like to say afew things about the generous
involvement of some of our date friends. |CF consulting
and FERC Staff had the benefit of working with an advisory
team of some of the state commissioners from across the
country. The members of this team are James Buddy Atkins
from South Carolinawho I'm pleased has joined us here today
at the table, Michael Dworkin, Chair of the Vermont
Commission, whom | understand is joining us by phone,
Chairman Marilyn Showalter of the Washington Commission who
isdso | believejoining us by phone. Alan Schreiber of
the Ohio Commission, David Schwanda from Michigan, and
Connie White from Utah.

I'd like to thank these hardworking folks and of
course those on our Staff and the consultant for helping us
out on the study. While the presence of the commissioners,
the state commissioners, does not imply they agree, it was
very vauable to usand | believe to the consultant, from
my understanding, that we had accessto their views, issues

and requests. We very much appreciate the time that the
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meade for amore credible product.

Our efforts do not end here, as | believe will be
detailed alittle bit more later between March 4th and
March 15th, our Staff and the consultants will hold a series
of conferences and teleconferences with state commissoners,
members of the industry, customer groups and other parties
to discuss the study's results. Well announce the dates
and times for those specifics shortly so anybody interested
can participate.

We dso have with us the members of saff here
and with no further adieu, I'd like to turn it over to Mr.
Miller to introduce the project.

I'm sorry, | was adso told Commissioner Atkins
would like to say something fird.

MR. ATKINS: Thank you, Mr. Chairman. Again, |
appreciate the opportunity to be heretoday. Let's seeif |
can gather up my notesthat |1 have momentarily lost. 1 do
appreciate the opportunity to be here today and | want to
thank the Commissioners and dl the Staff that | have the
opportunity to work with. | think moving forward, it's
important that we keep in mind where weve been. These are
extremely important issues and ones which will have amgor
implication on supplies used, generation issues, and how we

scope RTOs out into the future. And | think well have an



important role in how states move towards their evolving
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markets. Being a southeastern commissioner, we are il
regulated there, and clearly there are anumber of important
decisons that we are going to have to make in our generd
assemblies as we move forward. | think the key to thisis
to make sure that were open minded, and that ultimately we
have aforward looking, robust model that looks a awhole
range of issues which hopefully will optimize system costs
in the dectricity sysem. Those might include siting of
transmission and generation and the planning that goes with
that, needed transmission improvements, and aso, and |
think very importantly, the design and implementation of
fair and reasonable transmisson operating rules and
tariffs

| think to that end, the cost benefit sudy

that's been initiated by FERC that has been supported by

NARUC should begin to offer guidance to dl of ustowardsa

consensus of how these RTOs should be implemented. Asa
state commissioner, | think it's important for everyone to
redlize that | have to keep in mind that we again remain
verticdly integrated in South Carolinaand in most of the
southeastern states, and it'simportant that | keep in mind

the potentia impacts there are to consumers and incumbent
utilities. However, | believe that we must look forward to

the future and be open to the potentia benefits which could

15



accrue from well-designed RTOs.

16



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Asafinder of fact, | have to remain keptica
until the dataarein. 1 must say I'm redlly looking
forward to going over the outcome of the modd, and to
working closdly with the FERC Staff and with the consultants
as we move forward to aresolution of thisissue.

Let me emphasize again, as | have in many other
Stuations, the importance and critical role which | believe
has to be placed on formalizing the process and
collaborative effort between the FERC and state commissions.
| think we have to do that in order to continue to move
forward to resolve thisissue in atimely and efficient
manner. Mr. Chairman, | just again appreciate the
opportunity to be sitting up here a the table and having
the opportunity to have input both today and as a member of

the Advisory Group.

CHAIRMAN WOOD: Thank you. Well thank Buddy

for being here. They are kind of numbers guysand |
appreciate your comments.

Mr. Miller? Mr. Patton, are we patched in?
Wecome, Marilyn. It's Pat and the gang. We're going to
turn it over now to Scott Miller on our Staff to introduce
the project.

Scott?

MR. MILLER: Good morning. It'sniceto seea

17
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(Laughter.)

MR. MILLER: Themain purposeisto givea
briefing, an overview of the results that we got from the
cost benefit analysis that we initiated back in November.
Before | turn this over to ICF Consulting, to give usan
overview of the results, the presentation that you're about
to see and the report itself should be up on the Web ste
shortly.

Let me say afew words about the process
involving the state commissioners because we had heard so
frequently from anumber of the states that they wanted a
cost benefit analyss that drove down some regiond results.
The Commission initiated a process which was alittle bit
unique but was designed to try to give us the benefit of the

perspectives of the state commissioners. Working with

NARUC, Chuck Gray and Charlotte Barklin, we arrived at a

group to work with us on assumptions and issues that were
important to the states and a group that was provided
regiond diversity, abackground of people who either had
some modeling experience or had expressed an interest in
such amodel being run, and awide variety of perspectives
with regard to RTOs.

Asyou mentioned, Mr. Chairman, there were a

number of them but it had to be kept to aredatively smal
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them by teleconference on at least five or Six different
occasions and actualy had them come to the ICF Headquarters
for anearly al day event to go through the logic of the
model we used, and we very much appreciated their input. It
was mogt useful.

| can say that we tried to incorporate nearly al
of theissuesthat wereraised by the states. There were
some that were difficult from the perspective of the modd,
but we did try to take dl these serioudy. Before turning
it over to ICF, let me say afew words about their
qudifications.

| CF has been around for quite some time, and has
afairly goried higory in the 25 yearsthat it's been
around for first working on the U.S. Government's response
to the oil embargo in the 1970s, working on Project
Independence. They dso lent their expertise to a number of
initiatives which were important to both energy and
environmenta policies. These policiesinclude the Natura
Gas Policy Act, the Clean Air Amendments, and most recently
the President's proposed Clear Skies Initiative.

Working for us, they've provided anadyss for the
environmenta impact statement for Order 888, the
environmental assessment for Order 2000, and they have done

anumber of studies to support U.S. Agency for Internationa



Development, the World Bank, and the Environmentd
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Protection Agency.

Without further adieu, | will turn this over to
John Blaney who isthe Vice President for ICF and well go
through the firgt part of the overview.

MR. BLANEY: Good morning. | want to thank the
Chairman and the Commissioners and the FERC Staff and the
members of the State PUC Panel for working collaboratively
with uson thisstudy. And we are pleased to present the
results this morning.

On page 3 of our presentation, you see an outline
of the scope of the discusson for this morning.

(Slide)

We're basically going to try and cover three
things. We're going to first talk about just providing an
overview of the study. Secondly, were going to talk about
the process and the analytic approach that was used, and
lastly we're going to talk about the results.

(Slide)

Turning to page 6 of the presentation, you seea
summary of the approach that was used. The Commission
announced further cost benefit analyses in federd/dtate
consultations in the November 7th, 2001 Order. The purpose
of the analyss that we understood, as the Commission said,

was to "determine whether, and if so, how RTOswill yield
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the appropriate number of RTOs." To that end, | CF undertook
developing computer modeling scenarios by combining sets of
anaytic assumptions because the Commission described three
magor types of economic benefitsin Order Number 2000.
Three policy scenarios were developed to andyze relive
contributions of different assumptions to economic outcomes.
The firg study, the andysis that we did wasa
base case that embodied current regulations resulting from
FERC Order 888. In addition to that base case which set the
framework for the analys's, we did three additiond core
policy scenarios. The firg was a transmission and
generation case which combined transmission efficiencies
with improvementsin generator performance. Thefirst two
types of benefits that the Commission identified.
Secondly, we did atransmisson-only casein
which we tried to isolate the improvements that would result
in the transmission grid only as aresult of FERC Order
2000, the adoption of RTOs. Lastly, we did ademand
response case which added in alimited demand response
benefit to the transmission and generation case assumptions.
In addition to that, two sengitivity cases were dso
developed, onefor alarger RTO case and one for asmaller
RTO case, to examine the impacts of varying the RTO's scope

adone

25
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On page 7, you see asummary of the results. The
policy scenarios result in awide range of potentia
economic benefits, production cost savings for the entire
system range from $1 billion to $10 billion per year. Ona
net present value basis over the 20-year time frame of the
study, total product cost savings range from $7 billion to
$60 hillion.

Edtimates of RTO establishment costs range from
$1 billion to $5.75 billion, but these are one-time start-up
costs. On anet basis, the results of the study show that
implementation of RTO policy leadsto gains, even if RTO

benefits are rdaively low while cogts are relatively high.
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The sengtivity cases examining RTO results show that larger
RTOslead to larger economic gains. Thee effectsarein

the range of one to three hundred million dollars per year.
The assumption that RTOs lead to improvementsin generator
efficiency, particularly through better generator

performance, is the most important factor determining the
results.

Energy price impacts vary across regions. Most
regions show price declines, but afew regions show price
increases. The incresses are smdl and transent but raise
issues of equity and revenue didribution.

That provides abrief summary and overview of our
study approach and results. What | would like to talk about
now briefly is the process and anaytic approach that was
used. Turning to page 11.

(Slide)

MR. BLANEY: Mr. Miller dready described the
collaborative process that we used. We worked closely with
FERC Staff to develop an initia framework of the study. A
state PUC pand was aso engaged via a series of conference
callsto congder issues that should be addressed in the
study, anaytical methods and specific state concerns. And
on January 8, 2002, an al day meeting with the state PUC

pand and FERC Staff was held at |CF's headquartersin
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and provided input into the scenario sdlection. Actud
anadysis and final results were not subject to FERC or state
officia review or revison.

I'd like to briefly now talk about the modding
framework that was used, and | would like to turn to page
14.

(Slide)

MR. BLANEY: Thereyou see adiagram depicting
the integrated planning modd which was the tool used for
thisanalyss. Y ou see depicted there the mgor inputs and
outputs into the modeling system. The darting point on the
left-hand side as it's depicted there is the database with
information on every bailer and generator in the United
States aswell as information describing the cost and
performance of new generation technologies.

The mode inputs aso include eectric demand,
gas supply representation, coal supply representation, as
well asavery detailed representation of ar emisson
regulations as well as pollution control strategies for
deding with them. Obvioudy, another very important input
into the model was the specification of the RTO regulatory
scenarios that we will be describing shortly.

Having run the model for the base case and for

the three policy scenarios and the two sengitivity
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electric generation capacity additions, fue consumption,

both natura gas, cod and ail, dectric pricesaswell as

capital O&M and fuel costs aswell as NOX, SO2 and carbon
emissons.

(Slide)

MR. BLANEY: Turning to page 16, you seea
depiction of the geographica dtructure of the modd. We
divide the U.S. dectric syssem into 32 regions. The
garting point for those regions are the NERC regions. In
addition to that, we further subdivide those NERC regionsto
capture what we view as sgnificant transmission bottlenecks
in the electric system. So we have a representation of all
the dectric generators in the United States. Those are
assigned to these 32 regions based on their location. And
then we have estimates of the transmission cagpacity linking
these regions so that we can model the generation and the
flowsfor the entire U.S.

(Slide)

MR. BLANEY: | would like to briefly, turning to
page 18, describe some of the key features of the model.
One of those featuresis a very detailed representation of
cod supply. We have 40 different coa supply regionsin
the modd, each cod plant in the model is assgned to one

of 41 different coa demand regions, and there's a cod
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(Slide)
MR. BLANEY: Smilarly, onthe naturd gas Sde,
turning to page 20, the natural gas supply Structurein the

integrated planning model is developed from ICF's North

American Naturd Gas Andlysis Sysem. The NANGAS modd has

descripted an anaytic cgpability that alows assessment of
gas resources in markets from reservoirs to burner tip,
working from a database of more than 17,000 U.S. and
Canadian natural gas reservoirs.

So the point | want to make at this point is that
the integrated planning mode provides an integrated
assessment of the U.S. eectric system, the natura gas
supply and demand, aswell as cod supply and demand,
because we believe that you have to have an integrated view
of those converging markets to develop ameaningful policy
andyss.

(Slide)

MR. BLANEY: Turning to page 23, | would like to
place the modd resultsin some context. The IPM framework
estimates e ectric generation costs which represent about
two-thirds of the total cost of providing eectricity to
end-use consumers. While the mode includes transmission
charges, it does not directly estimate transmisson and

digtribution costs. 1PM focuses on those generation costs



that are relevant for short-term operations and long-term
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investments.

The generation costs excluded from the modding
framework are not expected to be changed by RTO policy since
they dready incurred and therefore are insengitive to
regulatory changes, the so-called sunk cogts. Themain
relevant cogts not directly estimated by the model are for
transmission investments and transmission operations. These
were estimated by the research team separately from the |PM
modeling framework.

At thispoint | would like to turn the discussion
over to James Turnure, who isaprincipd in our firm, to
talk about these scenarios as well as the results of our
study.

MR. TURNURE: Thank you, John. Good morning. |
also gppreciate the opportunity to address these issues
before you this morning.

In order to conduct an analysis of thistype
using smulation modeing, you have to work up policy
scenarios, which are combinations of assumptions. Y ou vary
al these assumptions in tandem in away that's designed to
represent a specific implementation of apalicy, in this
case aregulaory policy, and I'm just going to describe
briefly the scenarios that were used in the sudy. And of

course it goes without saying thet theres alot more
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(Side)

MR. TURNURE: The map on dide 25, page 25 of
the presentation shows an RTO configuration that was used
for the main policy casesinthisstudy. Thisisafive RTO
configuration for RTOsin ERCOT. Thisisthetype of
critical assumption that needs to be made when you're doing
this type of modeling, and there are alot of choicesto be
made here.

We are trying to represent very broadly the
national and regiona outcomes, and wed just like to point
out repeatedly that there are much more regiond detailed
studies that could be done on specific regions that go
beyond what were able to do with the national mode!.

(Slide)

MR. TURNURE: On the next dide 26 isatable.

It may not be the most trangparent table, but it showsthe
scenarios that were developed and the key assumptions that
go into them. As John mentioned in the summary, because the
Commission laid out three main types of economic benefits
that were hoped for from RTOs, we decided to run scenarios
that try to isolate those different categories and economic
benefits, so that first column there lays out whether it's
transmission, generation or demand response -- more

responsive demand in a competitive market.
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scenario. Then we talk about the specific model
assumptions. Therésafew for transmisson and afew for
generation and basically one for demand response. Then that
shaded bar on the top just lists out the scenarios. As John
said, there was a base case that's designed as a status quo
regulatory case. Then there are three main RTO policy
scenarios. They are called transmisson-only, transmisson
generaion and demand response, again, following the main
categories of benefit.

And then two sengtivity cases, one with larger
RTOs and one with smdler. There are maps of those in the
sudy aswell. 1 am going to talk about the results after |
describe how we get from the base case to the model
scenarios, and | will talk about the sengitivity cases at
the end.

| just want to mention briefly dide 29, page 29.

(Slide)

MR. TURNURE: Thisis cdled mgp modd
cdibration. It'sahbit technicd, but it'sakind of key
step when you're talking about having a base case that
represents inefficiencies in the market today, you have to
worry about having amodel thet is an optimization model
which is cregting an efficient outcome if you leaveiit to

its own devices.



Thisdide about modd cdibration Smply
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describes the process that's explained in more detall in the
sudy in which we actudly have to use the modd to smulate
an actua base year, in this case the year 2000. So when we
get the modd to replicate the actud regiona generation
patterns that took place in order to mimic how the NERC data
came out from the year 2000, what that means is we actudly
have to condrain the modd. We haveto limit it, because
the model will want to put chegper power into some areas
than in others so we actudly have to create the barriers to
trade that represent the current system inefficiencies.

After we do that, we then move on into policy scenariosin
which RTO policy is assumed to solve some of those
interregiond transmission barriers and afew other benefits
to the economy.

So I'm just going to turn from that to results.

And | would go up to dide 32, page 32 of this presentation.

(Slide)

MR. TURNURE: And just describe briefly what
happensin the model when you change the assumptions.
Bascdly, thereis physical and economic representation of
the eectric sysem in amodd of thistype. So when you
reduce the transmission barriers, the hurdle rates between
regions, this effects the pattern of interregiond tradein

dectricity.
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country. Anayzing these effects requires andytic tools
with nationd scope. Y ou can andyze the Northeaest in
isolation, but the Midwest and the Southeast may very well
be doing things that affect what happens in the Northeast.
That'savery key finding in thistype of andyss.

In these scenarios anadyzed for this sudy, we
found fairly sgnificant interregiond trade flows that
occurred over the large areas of the United States, in
particular, interregiond trade shifts towards Horidain
the Eagtern Interconnection and Californiaiin the Western
Interconnection. These are mgor demand centers which are
higher priced export regions. So the regions that can get
there with eectricity do their best to do so.

In the Eastern Interconnection, these shiftsin
regiona generation and the larger interregiond power flows
change the export pattern of Midwestern regions avay from
the Northeast and towards the Southeast. So areas that are
currently exporting into PIM and points north and east of
PIM whed around and ship power instead south, primarily
through TVA and other areas and southern into Forida.

That's a pretty large change in the way power
flowsin the Eastern Interconnect. Inthe Western
I nterconnections region throughout the interior West export

more power towards Cdifornia. Thisincludes Arizona, New



Mexico, the Rocky Mountains, Montana. There are maps of
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these flow changes in the sudy itsdf.

(Slide)

MR. TURNURE: On the next dide, page 33, as|
mentioned, there's both physica and economic representation
of the sysem in thiskind of modding. So when the power
flows change, the economic outcomes change dso. Increasing
the opportunities for interregiona trade dlows regions
with lower production costs to export more power and
displace higher cost production in importing regions. At
the same time, changes in the assumptions that describe
generators and market efficiencies aso result in economic
changes. For example, changesin reserve margin
requirements and interregiona reserve sharing can result in
deferrd of new plant construction to meet reserve needs.

This reduces capita investments, resultsin
production cost savings. Theimpact of economic changesis
measured in two ways in the IPM -- integrated planning model
-- framework. The model estimates both production costs and
wholesale energy prices. While these two measures usudly
move together, they do not dways coincide. In some
regions, changesin interregiond trade creste energy price
effects that are greater than the efficiency savings and
production costs. That isto say, you can havethe

production costs go down in some areas while the prices move
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true. It dl breaks down to the specifics within each
region.

(Slide)

MR. TURNURE: On the next dide on page 34 we
have atable of the results of the three main policy cases.

The study timeframe runs from 2004 to 2020. We have here
represented the production cost savings in these three
different cases. I'll get to the energy pricesin a moment.

This represents the base case production cog,
which isthetotd of incrementa going forward capitd fue
fixed and variable operations and maintenance, as John
mentioned earlier, and then the changes from thet in the
scenarios that we ran.

Asyou can see, there are three main policy
scenarios. And thereé's asummary of these on the next dide
on 35.

(Slide)

MR. TURNURE: | think that you can look at these
numbers -- you can dice these numbers severa different
ways. Weve got both the savingsin absolute dollars and
the percentage savings in production costs. One way to look
a it isto take arepresentative year, such asthe year
2010. By the year 2010, mogt of the policy changes, most of

the assumptions have taken full effect in the modd, and
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these cases.

Asyou can seein thet firg trangmisson
generation, which again combines some generation
efficiencies with tranamission efficiencies, savingsin 2010
arein excess of $5 billion per year. These savings
increase over time. That gets you into the neighborhood of
5 percent savingsin production cost terms for that
scenario.

We a0 have other scenarios with other results.
We have the transmission-only case, which has no market
improvements that lead to generator or demand response
savings. Asyou can see, those production cost changes are
considerably smaler in the year 2010, dightly over $750
million per year, dthough again increasing over time.
Those percentage savings are less than 1 percent.

Another way to look at these -- well, first let
me summarize the demand response case. The demand response
caseredly incudes dl the benefits that the Commission
has been looking for in these policy contexts. It's
important to note that more responsive demand isavery
important economic driver. And the way that weve dealt
with that assumption we can discuss if you have questions
about that.

If you add that into the generator savings from
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$7.5 billion per year, rising over time. And that gets you
into the 7 percent range in production cost terms.

I will ds0 just note briefly this net present
value cdculation on thetable. It'sthefind column
there. That's where we take the total change in production
costs over the whole study period, the whole 20-year study
horizon, and we take a discount rate to that and we add it
dl up. And asyou can see, those range fairly widdy from
aslittle as $6.2 billion in the transmisson-only case for
the whole study horizon, up to as much as $60 hillion over
the study horizon for the demand response case.

So that's the production cost side of the
results.

(Slide)

MR. TURNURE: If you turnto dide 36, therésa
map on dide 36. As| mentioned, the modd calculates
production codts. It aso caculates energy prices,
wholesale energy prices on aregiond basis. Thismap is
base case status quo energy pricesin 2010. It'sapoint of

reference. Modders use thisto determineif they think the

results are reasonable. They wonder why it happens. Were

just showing you this as a comparator, and you can see
prices ranging from allittle under $30 per megawatt hour, as

high as $40 per megawait hour throughout the country, with
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little zoom up of the Northeast. They're the only regions
in the highest cost category.

(Slide)

MR. TURNURE: The next dide then isthe rlevant
dide| think. It'sthe one midabeled 28, but it's the one
after dide 36.

(Laughter.)

MR. TURNURE: And it has energy prices change
from base casein 2010 in percentage terms. These are the
kinds of energy price resultsthat occur in these RTO policy
cases. Asyou can see, there's a variation between regions.
We have avariety of explanationsfor thisthat are redly
laid out in the study, but if people want to discussthe
explanations for specific regiona results, we can try to do
that within the limits of time today.

Most regions experience price declinesin these
cases. Generaly spesking, the price declinesin 2010 in
this scenario range up to 10 percent or so. I'll point out
acouple of specificsin thisingance. We have the

Southeast having a price decline taken asawhole of 4.7

percent in 2010, and we have the Pecific Northwest taken as

aregion experiencing a price decline of 5.8 percent in
2010. So many regions experience price declines in excess

of 5 percent. Many regions experience smaller price
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price increases, as you can see on this chart, arein afew
percentage points generdly speaking. We occasiondly see
in some regions in some years price increases thet are
larger than that in percentage terms.

In generd, these price increases diminish over
time. In many casesthey disappear in later years of the
sudy. But we wanted to highlight this as an important
phenomenon that can occur when you make these kinds of
assumptionsin this type of andysis.

I'll just quickly go through the sengtivity
caseson smaler and larger RTOs. Thiswill be dide 40.

(Slide)

MR. TURNURE: Ther€'s another table on page 40 of
the presentation. Aswe mentioned earlier, there were two
sengitivity casesthat took into account larger and smdler
RTOs. Again, these arelaid out in the study and there are
maps and dl that sort of thing. Thelarger RTO caseisa
three RTO scenario, where you have one RTO in the Western
Interconnection, one RTO in the Eastern I nterconnection with
Texas ERCOT left asitsown RTO, so three.

We dso have asmdler RTO casewhichis
considerably more broken up. Therés nine RTOsin that
case, three in the West, the exigting 1SOs in the Northeast

left by themselves, Floridaleft by itself and ERCOT left by
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The difference between these two casesis
illugtrated on thistable. Asyou can see, the difference
isggnificant, itsthere. It'snot nearly aslarge asthe
differences between the other cases. These differencesin
production cost terms generally are on the order of one to
three hundred million dollars per year. Thisagan
illustrates the difference in changing only transmission
assumptions when RTO scopeis changed. If thereisa
stronger link between the size of RTOs and market
efficiencies, generator and demand response, then the impact
of thistype of change would be much, much larger, the
impact of smaler and larger RTOs. If we don't have that
linkage established, thisisthe sort of result you get.
Thereis dill abenefit from having larger RTOs, but it's
not nearly aslarger as market efficiencies on their own.

(Slide)

MR. TURNURE: Briefly on dide 43, alittle bit
about RTO dartup costs. | think to say that they're
uncertain is redly the bottom lineright now. And the
Commission may very wel be able to improve the uncertainty
range with further research.

We developed a number of indicators for existing
|SOs with the information that's available to estimate how

you could compare them in cost terms and where you might
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country. We consdered cost per installed megawatt of
generation, cost per megawatt hour of power generated, cost
per customer, cost per square mile of territory, cost per
network node, a number of different cost indicators.

Based on these indicators, we worked off the
model but in basically spreadsheet andysis to work up a set
of cogt estimates using existing costs and extrgpolating
those across the country. We ended up with an average low
cogt estimate of $1 hillion for RTO establishment and ahigh
cost estimate of $5.75 hillion. These are of course one-
time codts, dthough you may imagine them being amortized or
paid over time, but they're not recurrent. They're
essentidly one-time costs to be netted againgt the
recurring annua economic benefits of the RTOs once they are
established.

We made the assumption, just to touch on that
briefly, that operating costs for RTOs are a net wash.
They're neither again or alossin thisandyss, smply
because the relationship between potentia saving from
consolidation of existing control areas and operations and
the potential need for increased functiondlity on the part
of RTOsishighly uncertain & the present time. And we
samply fdt that we couldn't adequately or accurately

characterize one way or the other which of those would be
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(Side)

MR. TURNURE: So to conclude, dide 44, under
the andytic assumptions congdered in this andyss, net
economic impact of RTO policy will be postive even if RTO
benefits are toward the low end of the range while the RTO
costs are a the high end.

If RTOs lead to improvements in market efficiency
and incentives for generator performance as modeled in these
cas=s, net benefits will total tens of billions of dollars
over time. Improved demand response would likely add to
these savings even further, resulting in 20-year savings of
over $60 hillion in that demand response case.

While there are production costs, net benefits to
RTO policy isandyzed here. The regiond energy price
impacts vary. Most regions show price declines. A few
regions show small energy price increases, athough these
tend to diminish over time. Thisin turn raises equity and
revenue distribution issues that go beyond the scope of this
study, because regions where local prices increase should
aso redize gainsin export revenues, a point which we can
elaborate on if you wish.

Changesin RTO scope is examined in the larger
RTO and smdler RTO cases can result in larger economic

benefits. The economic importance of RTO scope, however,
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market efficiencies. Possible linkages between RTO scope
and market performance would make RTO scope and
configuration more important.

And thereisaconcluding dide on 45 on
uncertainties and further analyses.

(Slide)

MR. TURNURE: Thisisjust to make the point that
thisrange of potential costs and benefits is quite broad.
It may be possible to narrow this range of estimates with
further research and evidence. It's unlikely uncertainties
can be diminated in thistype of forecasting.

The most important uncertainties for this

andyss are the extent to which RTO will lead to improved

market performance and the need for extensive infrastructure

investments in order to establish RTOs. Better market

performance would increase the policy's benefits, while

reduced RTO infragtructure investments would minimize cods.

Regiond variations in economic impacts gppear to
be an important aspect of this regulatory policy. More
detailed regiond anayses could be performed, including
more sengtivity andysis, to show how market fundamentas
and regulatory decisions can change regiond impacts.

Smilarly, further nationd level andyss could

suggest more detailed information about how RTO
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andysis of key modeling assumptions such as demand growth
and transmisson availability.

And with those caveats, | will conclude. Thank
you very much.

CHAIRMAN WOOQOD: Thank you for that presentation
aswdl. One of the thingsthat came out | guess at this
last page and aso from my review of the study last night
was focus on the key assumptions. And the executive summary
of the study itself observed that severd key assumptions
are actualy conservative in the policy scenarios, and |
guess | wanted to explore with you al on the record some
more detail about the assumptions, and particularly in light
of what you laid out on page 45.

What exactly, in some more detail, would be the
type of assumptions that you chose to be conservative? What
would be an example of that?

MR. TURNURE: Wdl, Mr. Chairman, the term
"consarvative' is of course somewhat subjective. One thing
that is noteworthy in this sudy was that given the
timeframe of it, we made a decison to stick with exiging
anayses to the extent that we could. We are sticking very
close to some types of work that was done for national
studies before, both for the FERC and for the Department of

Energy. The Department of Energy has done studies of, for
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couple of yearsago. There are smilarities and differences
in these studies, and some of that is discussed in the
report.

Wetried not to go developing new types of
research and doing nove innovative approaches with the
mode itsef. If | wereto pick an example of an assumption
where -- you can discuss whether it's conservative or not,
but it certainly fitswithin afied, aresearch fidd, it
would be the demand response approach that we have adopted
for this sudy.

Asyou can see from the study results, it'sa
very important assumption. We describe thisin some detall
in the report itsalf. We decided to make an assessment of
demand response across the country, region by region. And
the way we did that was by assuming, for example, that only
one haf of customerswould actudly be in demand response
programs or be exposed to prices such that they would
respond. Soit'sonly haf of the customer base to start
off with.

Secondly, we applied avery smdl price
eadticity, price response of .1, which most analysts, most
economists would assess as a short-run price eadticity.
That isto say, longer-run price eadticities mean customers

have time to change their capitd, change their appliances,
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short-run dadticity is gtrictly abehaviora response with
everything ese fixed.

That gives you ademand reduction on the order of
3.5 percent. Now a 3.5 percent demand reduction under many
analyses that 1've seen and can point you to isnot a
difficult number to reach. If you want to cdl that
conservative, you can judge that for yoursdf. There are
other examples of thistype. John, do you want to add
something?

MR. BLANEY: Yes | would liketo add that
another way in which the results of our study could be
construed as conservative by some isthe fact that our
results show on average wholesale price decreases ranging
from 3.5 to 5 percent in the RTOs that we examined in 2010.
But we have not examined the sort of macroeconomic benefits
that could accrue from those price declines. And that's
another way | think because of the narrow scope of the study

that one construe the results --

CHAIRMAN WOOQOD: Like more jobs or more tax base,

et cetera?

MR. BLANEY: Exactly. Yes.

CHAIRMAN WOOD: On the other end, are there any
-- | hateto use the "L" word -- but are there any more

liberd assumptions that fit here that kind of on the other
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MR. BLANEY: | think that the assumptions that
we've made here are consistent with previous FERC andyses
aswell as other studies going back to FERC Order 888. And
s0 | think that in that case, the assumptions that were
making are in that family, that mainstream of consstent

andyss.

COMMISSIONER MASSEY: When we issued Order number

2000, one of the benefitsthat it cited of large RTOsisthe
religbility benefits. Did you focuson that a dl in this
study, or was it Smply the cost question?

MR. TURNURE: WEédl, it'san economic study, and
the scope of it was basicaly the economics. Of course,
reliability and economics are intertwined. And you can look
at that in anumber of different respects. If you consider
the transmission efficiency assumptions that we made, some
of them arerdiability rdaed. In particular, the ability
of broader RTOs to more effectively share reserve capacity
and impacts on reserve marging, making reserve margin
requirements less because the regions are bigger, those are
effectively rdiability savings. It costs you lessto buy
the certain leve of rdiability that you're looking for.

We did not andyze line-specific and engineering
power flow types of reliability such asavery detailed ook

a congestion management, for example. That was not in the



scope here. And in technica terms, it's possible you could
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argue that if thereis an outage, thereisacodt to that

outage. And if you assume that you may avoid outages from
better reiability management, you could potentidly have an
economic cost or benefit here that's not included.

This modd, becauseit's long run, tends to not
look at very short-run interruptions of that sort.

COMMISSIONER BROWNELL.: | have a couple of
questions. You talk about the costs and the range of
potential costs for startups. Would a standard market
design reduce those costs and bring some certainty?

MR. TURNURE: Wédll, the range of startup cogtsis
very broad because the experience of 1SOs has been very
broad. Presumably, standard market design may narrow your
assessment of these costs, put you into a narrower range.
Where the infrastructure needs and the functiondity comes
out will redly dictate whether you're on the lower or the
higher end of that range ultimately. But presumably, if you
had a better road map for how the RTOs would be actudly
putting their footprints down, you'd have a better sense of
the kinds of costs you'd be looking at. So, yes, certainly.

MR. MILLER: Excuse mefor asecond. | think one
of thethingsthat | don't know that in doing an overview
that we mentioned was one of the assumptions -- and | think

Jmrefersto it as market efficiencies -- that implies that
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there's some form of a stlandard market design so that you
alow for movement of power. That's sort of one of the key
underlying market efficienciesthat you get. Andit'san
assumption in the sudy, isnt that, Im?

MR. TURNURE: Wédll, the modd clearsregiond
markets as efficient pools, S0 that effectively does assume
that they're al operating in the same fashion, yes.

MR. WHITMORE: As| understand it, the estimates
of the costs here include dl of the experience so far
including alot of learning pains that people went through
in various parts of the country like Cdiforniaand so
forth. Presumably, both the standard market design and the
smple process of having learned what works and what doesn't
work and having some software that's aready done and so on
and o forth, 1 would think would lead you toward the lower
end of the range, dthough | think Jm's exactly right, that
if you put in agreat many requirements as to exactly how
the market has to work that we haven't thought of yet, for
example, that would add cost.

But as a generd matter, with any of these things
whereit'sanew thing, costs would | would think tend to

come down over time.

COMMISSIONER BROWNELL: And we make no atempt to

redly evauate the efficiencies that you would get, asyou
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think was a pretty positive experiencein Texas in ERCOT.

Let'stalk about those areas where it looks as if
there are not obvious benefits. First let's talk about some
of the other impacts that you discussed in terms of greater
returns on exports, for example, and talk about the
trangent nature in some of the aress, that it's a short-
term phenomenon.

MR. TURNURE: Wdl, what you seein some regions
isarace, if you will, between production cost savings and
exports of less expensive supply leading to some moderate
price increasesin those regions. It just depends how that
region's supply happens to be configured.

And so I'll take the trandent part first. It's
samply the case that in many regions over time, generator
savings and production cost savings dominate and overwhelm
those export effects and it just takes afew years for that
to occur. That's why the price increases go away in most
regions.

Even in the areas and the years when there are
price increases, it's important to keep in mind that these
regions are al experiencing production cost declines. And
what is going on is that they're exporting power to a higher
cost region and therefore redizing the revenues from that

coming back.
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that that is a smple producer-consumer surplus situation.
Either the consumers get it or the producers get it. That's
not necessarily the case in complicated regulatory
indudtries that are in trangtion. We would prefer to think
of it asearnings, earnings, if you want to cal it betaor
some other technica earnings term.

What happens to earnings once they get to the

generatorsisnot clear. There are anumber of aspectsto

this. Oneis economic development, employment-type aspects

in the region, which would presumably be of benefit to that
region. Another istaxes. Presumably there are tax
benefits that accrue to the region aswell. And thirdly,
there may very well be equity or revenue distribution of the
earnings, particularly if itsaverticdly integrated
system. That of courseis more of a state matter at the
present time.

So there are alot of different aspects of that,
and to trace through al those revenue flows will require
considerably more effort than weve had time to do here, and
it operates at such a detailed level and such aregiond
level that it was congderably beyond the scope of this
exercise. But conceptualy, those are the sorts of issues

you'd want to condder if you're in agtuation like thet.

81



82



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

COMMISSIONER BREATHITT: | have a couple of
guestions. Oneis focused around afigure that was stated
at the end of the presentation, that by the ear 2010, it's
likely that there may be three-and-a-hdf to five percent
savingsin wholesde prices.

Can any of the results or data be extrapolated
down to retail customer savings? | know thisisfocused on
RTOs and the wholesale side but can some people who are more
used to reading through these reports and assumptions more
than | am be able to take this further to say what it means
to theretail level?

MR. TURNURE: Widll, it'satype of andyss that
I've seen done afew times. The Energy Department's
analyses, because they're more focused on retall
competition, try to take things down to the retail level and
have that kind of priceimpact. Theré'sanumber of
complicating factors if you start looking &t the data on
who's getting what kind of prices. The short answer is, it
would be abit of astruggleto do it, and | would be
tempted to leave it as an exercise for FERC Staff.

(Laughter.)

MR. MILLER: Thanksabunch, Jm. | redly
appreciate that.

(Laughter.)
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look et this purely as the results from savings and costs
associated with merging markets and going to larger RTOs?

MR. TURNURE: Theré'sanumber of other aspects
of competition policy if you want to put it that way. This
is desgned as an analyss of wholesale impacts of RTO
policy, asthe Commission has described it, and that's the
scope of thisandlyss. We were trying very hard to Say
within that scope and to put that in perspective. Soll
think that it's just up to everyone ese now to take the
results and make their own judgments.

COMMISSIONER BREATHITT: And takefromit. Well,
that leads me to another question | have which is, why would
it be important to understand. | come from a coa region.
Why isit important to understand the cod and gas part of
this study that you described earlier?

MR. BLANEY:: | think it's because in today's
market, the coa/natura gas markets, aswell asthe
electric market, and even more so with the environmental
markets, air regulations, those marketplaces are converging.
We don't believe that you can look at the wholesale power
market in isolation without understanding how the coa
markets function because the principa variable cost
component of eectric generation isfuel. So we believe you

have to have an integrated perspective on cod markets,
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environmenta regulationsin order to do thiskind of
andyss.

COMMISSIONER BREATHITT: It even included
representation on coa supply/demand and transportation.
How do you get the cod to the power plant.

MR. BLANEY: Yes. The costs associated with thet
aswdl. Every cod plant inthe modd isassigned to one
of 41 different coa demand regions which are distinguished
not only by location but by mode of ddivery, so were doing
avery careful job of that.

COMMISSIONER BREATHITT: So dl that was factored
ina 3.5t0 5 percent potentia savings by 2010?

MR. BLANEY: Yes, Commissoner.

MR. MERONEY : I'd like to point out, Commissioner
Breethitt, that that question isright on point for these
people. Your state of Kentucky is probably represented in
thismodel in order to be able to show the big differences
in the way coad works in eastern Kentucky and the way it
works in western Kentucky. So we're bringing these kinds of
key detallsinto this andyss.

COMMISSIONER BREATHITT: | have one short find
question. 'Y ou probably have more. On page 34, you taked
of -- not the report but the summary -- the transmission-

only case showed under a one percent savings from the base
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lower with transmission-only. What would production cost
savings be with transmisson-only? Would it be maintenance
or upgrading aline to produce production?

MR. TURNURE: It'sactualy the ability of the
model to share capacity and reserve margins and that sort of
thing. It can bethe casethat if aregion in the base case
would need to build aunit, a new generator to meet its
reserve requirements, if it can share better across the grid
because of the transmission improvements, it may be able to
defer that unit and save the capita costs associated with
it. There are some other effects too involving the
interregiond trading.

MR. BLANEY: You dso havein that casethe
assumption of the remova of the barriersthat exist today
towards free and open access to the transmission system, and
S0 you see power flowing from low cost regions to high cost
regions that would make sense on an economic basisthat is
not occurring today.

COMMISSIONER BREATHITT: Thesavingsin the
transmission and generation cases are much larger, o | was
just interested if the transmisson-only scenario was a
smaller component of the savings?

MR. BLANEY: Yes. That stemsfrom the results of

our study. In the transmission and generation case, we are
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improvements, this opening up of the transmission system,
provides stimulus to the generators to be more efficient in
their production of dectricity which then leads to lower
cost improvement in the efficiency the heet rates of the
units, aswell asimprovementsin ther availability.
CHAIRMAN WOOD: Buddy, if Marilyn or Michad are
on the phone, if you al want to pipe in or Commissoner
Atkins or my colleagues or Staff, thisis the open forum.
COMMISSIONER MASSEY: | haveaquestion. I'll
pose it later because | want some of the state commissioners
to have an opportunity to comment here, but it's going to
relateto TVA and wherethey fit inthisstudy. Let mejust
defer that for now.
MR. ATKINS: Mr. Chairman, thank you. | did want
to go | guess on the summary of the output. | think it's
page 23 dthough | had some of the pages were messed up.
But placing model results in context, in particular the
third bullet there, the main relevant cost not directly
edimated by the modd or for incrementd transmission
investmentsin transmission operations, and those were
estimated separately. And we know, | guess, or at least |
do, having the advantage of gtting in with you folks on the
advisory group, that the optimization routine gill with the

generation component, then you add on the transmission to
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report, and on page 36 of the report, down near the bottom
where it talks about policy scenario pecification, and in
particular transmission transfer capability expansion,

trying to tie dl thisinto the idea of transfer cgpacity,

did the modding that you al conducted within IPM include
consderations of native load? In other words, if we can
include native load considerations, those Smultaneous or
non-simultaneous, whichever scenario you look at, transfer
capabilities between regions can become much lower than
ather thetotd or the actud.

How do you -- Jm, if you could just talk about
that alittle bit, and then how you got to some of these
conclusons since thisis an RTO study, and given that the
outcome of just the RTO-only shows less than one percent
benefit.

MR. TURNURE: Therole of netiveload in
contractsisavery problematic areafor thistype of
modeling. Essentialy you have to make some judgments or
assumptions about whether or not native load or contract
terms or trestment makes the dispatch of aregion less
efficient. If it doesn', then you can run amoded like
this that can clear using efficient dispatch as a pool, and
you get the same result.

If you think that native load and contract
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than the least cost result would be, then you have to do
something about it in the modd by changing assumptions.
Now we have sometimes done that. We often do it with
contract requirement generators, you know, PURPA
requirements type contracts for instance, that actually
require certain generatorsto run.

Doing it for native load on a broad scale,
however, we typicaly don't do -- we would need to have some
reason to do that, some direction, some particulars. It's
an issue which was raised by a number of commissoners at
the gate level. Their concerns were typicaly about
reserving their low cost generation for native load use.

That gets you right back to the same problem which isdoesa
native load restriction of that sort redlly interfere with
efficient digpatch, or doesnt it?

We consdered afew ways to modd that and | can
discuss that with you now or off-line or whenever, but it
gets very complex. You haveto do things like add sets of
dummy regions over the exigting regionsto put the
redtricted units in there and keep them from playing on the
export market. That leads to incons stencies between runs.
So we had a hard time with thet.

MR. ATKINS: | guessin generd just looking at |

guessit's page 34, but the various cases looking out 2010

95



or 2020, it would seem that the RTO istriviad and

96



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

unimportant, and it would seem what was important would be
generation efficiency and demand response. Isthat unfair?

MR. MILLER: That's one of the reasons why the
FERC palicy in the study isthe sort of lead on this. It's
the presumption in both Order 888 and Order 2000 and dl
FERC palicy that efficient operation of the grid and the
ability for al generaion to play in terms of non-
discriminatory open access leads to more competition. If
you have access to more markets, then you're competing
againg more generation, and as a consequence, you have an
incentive to lower your costs so it feeds off of the
presumptions, and that's why we lead off with al the FERC
policy statements on that.

MR. ATKINS: Let me ask one more question, and
thatll bedl. Just again for reference, when | have a
demand scenario in an aggregated area, whether it'sa NERC
subregion or awhole regional RTO. In order to meet that
demand, I'm going to place generation there that's least
cogt, and then any residua or leftover would be exported.
So I'm going to meet my aggregated areals demand first, asa
priority. It seems like getting back to some of the initia
scenarios and assumptionsis key to making sure that we
understand.

MR. TURNURE: | think John or I could actualy
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the entire system. So each region hasto meet its
requirements. But it may have other resources available
from outsdeitsregion. Inthat case, it may be more
economic to not build a unit in your own region but rather
to rely upon some existing capacity outside the region.

Over along period of timein amode like this, what
dictates the way people build has to do with things like gas
trangportation. It may be cheaper to build a combined cycle
plant in the next region over because the gasis much
cheaper for pipeline reasons, and then ship the power
across. There are some variations like that that go on

here. Every region does need to meet its own requirements,
though, but the modd is not optimizing each region asa
separate little decison agent, if you see what I'm saying;

it's optimizing the whole system.

MR. ATKINS: Thank you.

CHAIRMAN WOOQOD: Let mefollow up onthat. Inthe

three scenario versus the smdler and the larger, and |

guess the base had five, right, so you've got three, five

and nine, with not alot of spread between them. What does
explain the little bit of spread that there is? Isit that

you'e optimizing within alarger region firs? To follow

up on Buddy's question, that in the three, you're optimizing

within the whole eastern interconnect?
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assuming that within an RTO, there are no transmission
inefficiencies or charges over and above tariff that would
be required to move power within the RTO and so you're able
to more fully optimize the generation of power to meet
demand across that whole RTO area subject to the
transmission capacitiesthat link the physical system
together.
CHAIRMAN WOOQD: So thereason why thenineisa
little bit higher than the five or the three is because of
some rate pancaking for tranamisson?
MR. BLANEY: Yes, that's one of the factors, yes.
CHAIRMAN WOOD: What would other ones be? Would
thet be the main one?
MR. BLANEY: That would be the main one, yes.
MR. MILLER: And that's based on the assumption
that al the benefitsin the smadler or larger scenario are
transmisson-only benefits. If you make the assumptions
that they dso will lead to other market efficiencies,
therelll be other benefits.
CHAIRMAN WOOQOD: That's consstent.
MR. MERONEY: Jus to follow up on that, it's
probably clear but it basicaly meansthat your reference
point for two or three hundred million dollars of benefit

related to larger rather than smaller RTOs should be the
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it'stwo or three hundred versus seven or eight hundred
million rether than five billion. Soin relative terms, the
impact of Szeisnot as smdl asit might gopear a firg
glance.
CHAIRMAN WOOD: Folksjoining us on the phone, if
you dl want to pitch in anything. You al 4ill there?
Marilyn? Michad?
MR. MILLER: While were waiting on thet,
Commissioner Massey on one of your points?
COMMISSIONER MASSEY': | notice on page 25 that
your base assumption isfive RTOs. | notice that you have
TVA in the southeast RTO. Also your study showed that
therés going to be alot of power flowing to the southeast
through TVA. I'm wondering, I'd just like to have any
comment you'd like to make on where TVA fitsin this scheme,
how important isit for TVA to bein the RTO? Don't alot
of these power flows come through TVA? What if TVA isnt
operated as an open access RTO-type system, what happens?
MR. TURNURE: | would just comment on some of the
results and some of the effects that we saw when we alowed
the flows to optimize in the southeast particularly. You're
quite correct. Again, there are transmission flow mapsin
the study for this very reason. Therésafar amount of

power routed through that region. It's not the only route

103



1

that power takes down to the south, it aso routes through

104



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Duke and Entergy and other places. But you know, TVA, if
it's available for athroughway is something thet the
economics would dictate would be used. Wherethet fitsin
the policy context is of course not our responsibility per
. You could do more regiona work. Y ou could reconfigure
these RTOs and take alook at what happensif TVA isor is
not ssavalable asitisin thiscaseinwhichitis
avalable. That'sthe kind of follow-up work and more
detailed work that could inform some of these discussions.
I'm not sure if Staff has any comments on that.
MR. MILLER: 1 think it'simportant to think
about the way that we see power flowstoday. For whatever
reason, TVA isafarrly difficult path to get through, and
what you seeisthat power will ill try to get to the
south and to Horida. 1t will just have more difficulty
getting there which could lead some reduction in benefits.
Having TVA out would definitely be anet loss, | think, but

weld have to do some more analysisto redly quantify that.

COMMISSIONER MASSEY: So we don't know what leve

of that lossit would be until we have more analysison
that?

MR. MILLER: No, sr.

COMMISSIONER BREATHITT: By TVA out, do you mean

out of an RTO?
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MR. CUPINA: Mr. Chairman, may | ask aquestion.
Jm, in what you described asiinitid, non-recurring start-
up costs, $1 to $5 hillion | think, what are the components
of those cogts? Are they mainly software and organizationa
type codts, or are they aso additiona transmisson
capacity?

MR. TURNURE: The components of RTO gart-up
codts that we were looking at are actudly kind of a
different category mostly. There arelogidticd,
operational, labor, and software sorts of codts, but rather
than transmission infrastructure, alarge cost category you
run into is other kinds of infrastructure, essentialy
communication infrastructure. Control rooms, do you build
oneor not? A new one? Do you replace your existing
control areas with a new, dedicated operating center? And

what kind of communication infrastructure do you need to get

the computers and the commands out to the power plants that

you'e controlling from there, i.e.,. doyou lay in
dedicated fiber optic, do you use exigting phone lines, that
kind of thing. Thet infrastructure, hard physicd

infrastructure isared big driver.

CHAIRMAN WOOD: Ed, do you want to talk about the

next steps?

MR. MEYERS: Thank you, Mr. Chairman. Today's of
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report. There are many more sessions to be held down the
road. For example, between March 4th and 15th, we will be
holding regiond teleconferences for every region with the
dtates on the cost benefit sudy. Thiswill give the sate
commissioners afull opportunity to explore dl the issues

and the consultants | CF will bein on those cdls.

There will be smilar teleconferences with the
other partiesaswell. Of course, for these
teleconferences, we will be following dl the noticing and
transcription procedures as outlined in the November Sth
FERC Order. Therewill beaforma comment and reply
comment period to be announced today, and also down the road
we will be holding regiond pands. These arethe
sate/federa regional panels established by the FERC.

These will be out in the regions in the spring and the
summer and needless to say these cost benefit results will
be very much the topic of these regiona pand meetings,
aong with many other issues. So thisisthe first day of
many.

COMMISSIONER BROWNELL: I'djust liketo add our
thanks to the consultants and the Staff who worked under
some grueling deadlines, and probably would have done a
whole lot more had we given them time. | think this report

provides a great platform for usto have an informed and
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may be further questions, and | certainly look forward to
working with our state colleagues and othersin the
indugtry, | think we have aterrific start here, and one of
| think the enormoudy positive aspects of thisisa
confirmation of what we heard during RTO week, and that is
demand side management must be part of our market as we move
forward. Thissmply isgood evidence that supports what |
think dmaost one hundred percent of the participants in our
RTO sessions have said, so agreat start, agreat platform.
| look forward to aredly informed dialogue going forward
and perhaps more questions, but it's greet to have this.
Thank you.
CHAIRMAN WOQOD: | want to add to that. | look
forward to digesting the report that we got yesterday in
more detail but appreciate the time and effort you al spent
today and certainly throughout the process, | would say |
think | share on particularly the demand responseissue |
guessin my mind, that was kind of abig unexpected | think
you expected it would have been better than not being there
a dl. Butl think what | would agreeisardatively
modest assumption, how that plays through in the numbers and
alowsfor loca demand or load to respond to the market
sgnd, not an outrageoudy high market sgnd but just a

traditiond market sgnad of norma pesk summer daysis
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than the base case of transmission plus generation dispatch
in the 2010 scenario which was kind of what | looked &t.
Onceit'sal in and operating, what do we talk about as far
as benefitshere. So | wasintrigued by that finding and
look forward to seeing if there are parties out there that
think it was either too conservative or not consarvetive
enough because that one, from our session that we had on the
14th, with the DOE co-sponsorship on demand response,
participation in the market seems to me to be an unmined
gold mine for customers and | sure liked seeing thet.

| think the generation case, as | think Buddy was
asking through some of his questions, is certainly one
want to understand better what the difference between the
stripped down and the middle case was, those generation
efficiencies, those are achievable. | think wed liketo
test that but those are the two things that | plan to spend
the bulk of my focus on aswell as any issues that parties
may raise during the vetting process that Ed laid out.

| certainly want to make sure that despite my
persona belief that RTOs are good, | think we've got to
base our further decisons on agood record and | think
today was definitely a good start on that and | know parties
on both sides of these issues are anxious to either get

going or go somewhere dse. But | think we are committed to
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remember so clearly back from October when alot of our
colleagues, and Buddy | think you were in the audience
taking it dl in, and that's when you and | first met, but

in October when our colleagues were saying, ook, do this
based on the record, you haven't been at the Sate leve,
everything that you do gets based on the record because
courts are going to review it anyway. That wasarea sound
piece of advice. I'm glad wetook it and | hope we continue
to work in a collaborative manner to pull these together,

but it will take alittle bit longer than just rushing

through, but 1'd rather be right than fast.

Thank you for helping usin our effort to be
right.

COMMISSIONER MASSEY': If | could just comment as
well and wrap up, | appreciate that thisis a conservative
study; it doesn't look at the world through rose colored RTO
glasses. There are overal benefits but you're careful to
point out that there are dight price increasesin some
regions. Some of these are temporary but you don't gloss
that over a dl. | think thisisavery credible effort to
put some numbers on our RTO policy and | thank you.

COMMISSIONER BREATHITT: | do agree with
everything my colleagues have said. For me, thisisthe

fird blush and | gppreciate the summary and your walking us
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come and | look forward to hearing how everyone andyzes
thisfor themsdves and the nuggets that they take fromiit.

It certainly was a good idea when the state commissioners,

at our first RTO week, asked us to undertake this

assgnment. We've got some NARUC folks on the front row, so
I look forward to having the benefit of alot of collective

thinking and dso going into thisin detall for mysdf as

well. Thank you.

CHAIRMAN WOQOD: Okey doke. Thank you al very
much.

(Pause.)

SECRETARY SALAS: Mr. Chairman, Commissioners,
the next item on your discussion agenda this morning, we
will consider together, E-1 Boston Edison Company and E-14
New York Independent System Operator, Inc. The presenters
this morning for these items, John Rogers with Sateev
Jagtiani, Sarah McWane and Helen Manacke.

MR. ROGERS. Good morning, Mr. Chairman,
Commissioners. E-1 acceptsfor filing Boston Edison
Company's unexecuted interconnection agreement with IDC
Bdlingham. The Order finds that the agreement
ubgtantialy complies with Boston Edison's recently
accepted standard interconnection agreement on the issue of

cost dlocation for system upgrades. The order affirmsthe

117



1

50/50 cost alocation between the parties.

118



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

E-14 accepts for filing, subject to modification,
the New York ISO's revisons to its interconnection cost
alocation rules under its open access trangmission tariff.
The rules alocate cost responsibility for system upgrades
necessary to interconnect new generation and merchant

transmission projects. Thank you.

CHAIRMAN WOOD: Thank you. The reason | wanted

to cal these together is, as you know, since I've been here
I've been pretty interested in this new generator
interconnection cost issue. These two cases | think

probably more clearly than any others juxtapose the fact

that welve got apolicy that we developed in | beieve it

was Consumers Power that | think you dl voted on right
before Noraand | got here. Then we talked about the
interest issues and other things like that. But the core

issue that a generator would pay the system upgrade codts as
well astheloca interconnection costs, but would receive
over some future years afull transmission credit for what

he paid for those system upgrade costs as being the standard
policy. | think that was certainly something that | came
around to and got pretty comfortable with as being to me
aufficiently incentivizing for generatorsto locate in

various parts of the country, athough admittedly maybe not

locate in the ideal smartest pot, but at least to locate in
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Since that time, since we've looked more and more
a some of these contracts that are coming up from the more
organized marketsin New Y ork and New England, which are
before ustoday, and | also understand in PIM we've got that
aswell, isthey have taken, because they sarted earlier, a
different approach toward alocating these codts. | know in
the discussions that fell out from the ANOPR process that
led to a standard interconnection agreement that | believe
well be publishing soon for comment as afind rule, that
some of the cost alocation issues do vary acrossthe
country. These are two here, I'm fine with these orders. |
just wanted to say on the record that as | guess the most
pig-headed one on the existing policy, if there are better
waysto do it that address regiona needs, which these two
orders encompass, maybe not better ways but thisis away
that has been successful.

Certainly the increase in congruction in New
England is quite noted by amost any observer. If thereis
away out there that might be different from the FERC policy
that we've incorporated in Consumers Power and its progeny
that might be better, I'm open to that. If there may bea
better fix for RTO West that's different than the one we've
got herein New York 1SO, | would be open to that.

And | know, Bill, you and | spoke yesterday about
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investment or bad policy outcomes, | guess | would pull back
my enthusiasm for letting ten or 12 flowersbloom. | just
want to say on the record, if there are regiond fixes here
that work, | won't run screaming from the room.

COMMISSIONER MASSEY: | might.

(Laughter.)

COMMISSIONER MASSEY: Wouldn't that be fun, wow!
| just wanted to have a didogue with you on this because,
as someone who began to be a broken record about generator
interconnection standards a couple of years ago, and now
moving forward with sandardization in that area has alot
of traction here at the Commission and it's very likely that
wewill findize such arule. And | think it will help end
any sort of interconnection ledger domain that may exist but
my concern with an approach that lets regiona flowers bloom
on the cogt dlocation question is whether that might
somehow creste some inefficiencies in the marketplace.
Whether generators might choose to locate in regions that
actudly have the easiest cost dlocation rules and whether
that's agood thing or abad thing.

| sort of thought we were trying to get away from
that with the standardization process so that
interconnection decisions would be based more on the

economics of saling power in aparticular region rather
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raise that concern and say that | thought we were moving
toward more of anationa policy with respect to both
interconnection standards, terms, and conditions, which we
are, and how to ded with the cost alocation question.

CHAIRMAN WOOD: According to our schedule, we
are, | just want to say here, I'm looking at the region,
particularly the Boston Edison one, looking at aregion that
what certainly from my ERCOT glasses would not be as
generator friendly. Yet New England and ERCOT are the two
places where the most Sgnificant new power investment has
happened in the country in the recent few years.

I'm wondering isit redly more afunction of the
fact that you're competing againgt a bunch of unbundled
generation that might be the mogt attractive reason why a
generator would locate there, as opposed to a detailed
pricing policy? I'm open to being persuaded that. | tend
to think that it's hard for meto look a ERCOT and think,
okay, was it the fact that al the old rate-based generation
was cut free and sent out there to sink or swim based on how
efficient it isthat made new generators come there, or was
it avery sreamlined and standardized generation
interconnection policy, or both? Probably some part of
both.

New England smilarly has unbundled alot of
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some new generators come up there knowing thet they'll
actualy have afair shake and not have to be hobbled by one
foot being broken before they start therace. Did that have
alot more do to with it than the pricing palicy, or did the
pricing policy, wasthat kind of immateriad? | know they
moved from 50/50 to 100 percent now.

So I'm open to being persuaded on that but |
note, with interest, that we do have in some of these more
organized markets that we've looked at, as being wholesale
market leaders, that there is some difference from the
policy that a least up to now | thought was redlly ano-
brainer. If there's a case to be made why something other
than full revenue credits back to the customer works,
certainly we heard that from the PIM parties during the
ANOPR process. Well don't touch, don't trump our dedl.

MR. LARCAMP: Wedidn' let them talk about
pricing a dl. That was off thetable. They tried on
severd occasions. | think what this points out,
Commissioners, is where we have these organized markets, and
I'll sate the obvious, where we have very good oversight
and cooperation with the state commissons that ultimately
many states are required to certificate Siting decisons for
the generation fadilities, if they are willing to move to

something different in the context of those RTOs.
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particularly troubled by that if that's been vetted.
Obvioudy, when those rules are proposed, if the Sate
commissons are dissatisfied, they will certainly let us
know what their podtion ison al of that. Theway |
interpret thet isif the regiond oversight, the regiond
issues are things that we can work in a cooperative fashion
with the gates, and they're okay with it, absent the
identification redlly of some problem that sort of is
impacting the marketsin generd, it would be difficult for
me to see where Staff would have a problem with that.

COMMISSIONER MASSEY: Suppose, let me ask this
fundamental question. Suppose our standard market design
incorporates alocationa margind pricing festure which
essentialy says that we want power to be incrementally
priced. That seemsto me to Sate a certain philosophy
about the marketplace that we are trying to incorporate
through our standard market design. What if you had a
region that decided to socidize al interconnection costs
and blunt the price Sgnd there, blunt the market sgnd by
socidizing those cods?

It s;emsto me, | wonder whether that would be
fundamentaly incongstent with the concept of locationd
margina pricing, and if so, how we could have both say in

the same region? Would that be interndly inconsstent?
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operated?

MR. LARCAMP: | agree that could be a problem,
Commissioner, but | want to see how the locdity intended to
handle redigpatch costs, for example. What you give up on
the front end you can pay on the other end if you will. 1
think I'm just suggesting that certainly | think we should
be moving in favor of giving the correct price sgnasbut |
think thereis an awful lot of judgment involved in
cdculating how much of an expansion is needed for a
particular generator as opposed to how much is needed for
sort of the genera system improvement?

You know, | think to the extent that we make all
of our dlocation decisons in one way or another tend to
blunt some of the Sgnd in some respects and it will bea
judgment call. | just think thet thisis one that it does
not bode well, | don't think, for additiond infrastructure
if we are not working in cooperation with the Sate citing
authorities that are necessary for the infrastructure
additions to be built.

MR. CANNON: And Commissioner, | tend to think of
these interconnection cogts as being more sunk costs. You
can pecificaly assgn them or you canroll themin. That
does have palicy implicationsin terms of decisonsasto

whether | want to stein thisRTO or thisRTO, but | don't
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pricing, where that's focused more on the actua running
cost of that particular unit.

COMMISSIONER MASSEY:: It'snot tied to it but
there's a philosophy that underlies alocational margind
pricing scheme which basicaly says markets operate best and
locational decisions are best made when thereé's an
incrementd price Sgnd that's availablein the
marketplace. And so that seemsto meto be such a
fundamental philosophy of where | hope were headed on
market design, that it ssemsto me that other policies ought
to be consstent with that fundamenta philosophy. Soll
have an open mind. Pat and | talked about this yesterday
and he told me he was going to raise thisissue, so my
colleagues were aware that |1 would raise these concerns and
we will continue to debateit. But | did want to make a
record that | think this question of how to dlocate these
cogs may have nationd policy implications. | may come out
in favor of anationd policy on this point, rather than
regiona policies.

CHAIRMAN WOOQOD: Areyou thinking in light of that
the kind of philosophica equation to LMP that that kind of
argues for an assgnment of network upgrade cost to the

generator?

COMMISSIONER MASSEY': It certainly movesin that
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of the cogts. | think assigning none of the costs would be
farly inconsstent with that policy, with the philosophica
concept of locationd margind pricing.

CHAIRMAN WOOQOD: | wouldn't disagree with that.

COMMISSIONER BREATHITT: | think thereissuch a
differencein the U.S. in terms of where production fields
are, where sources of the commodity isthat power new units.
Theresalot of work being done on cod gadification that
there are significant differences in the country of
infrastructure and where sources of supply are, that | think
that that needs to be factored in on where power plants are
located and how they get power to market.

Power plants, the new power plants are built a
risk just like alot of the new pipelines now are being
built at risk. There may be some areas where there become
gluts. | would hope that it's not because of how different
regions or states Ste power plants, or what the pricing
policies are for interconnecting, but | ill think that
there are enough differences across the country with the
infrastructure that it might be wise to let some of the
thinking develop on how to pricethis. | know that
TransLink has done awhite paper. There are other white
papers around on how to price new power plants and hooking

them up to the grid that | would like to have the benefit of
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something that may not fit everywhere.

COMMISSIONER BROWNELL: Just aquick comment.

I'm glad actudly the two of you raised this issue because |
think that it does have long-term implications and we redly
need to get our aams around it. I'm inclined to agree with
Bill's focus that congstency is very, very important. At
the same time, I'm open to what might potentialy be
regiond differences, but | was reflecting on how wide the
regiond differences were at the beginning of RTO week, and
how they have kind of narrowed as we've discussed the issues
around, for example, congestion management. So | think it
behooves the parties to come in and make a compelling case
that there are Sgnificant differences, and | wonder how
many variations on the theme the market can tolerate. So
I'm glad welveraised it, and | hope that well get some
redlly substantive input as we develop those because | think
itsacritical part of making the marketswork. And |
think weve seen some implications of not having a
consgtent policy.
CHAIRMAN WOQD: Let'svote.
COMMISSIONER MASSEY: Aye.
COMMISSIONER BREATHITT: Aye.
COMMISSIONER BROWNELL: Aye.

CHAIRMAN WOQD: Aye.
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E-6 Centrd lllinois Light Company.

CHAIRMAN WOOQD: | asked to cal this separately
to make this one brief statement and save mysdf from
drafting a concurrence, but one of the issues that was set
for hearing here related to cost dlocation. Asacost of
service guy, | wanted to point out that | have long had a
preference for corporate share or overhead or other outside
costs to be direct assigned as much as possible, and avoid
the use of labor allocators, rate-base dlocators, or other
generic dlocators. | know that's a deviation from FERC
policy, but as aformer retail regulator, who saw an
increasing number of costs come through to over 40 percent
of revenue requirement costs through come through as
alocated costs from a merged parent, it became very
frudtrating, particularly in light of PUCHA and Ohio Power
to basicdly have to take the dlocation factors as a given
from the company and the SEC, who didn't really mind, but we
did at theretall level in preference to adirect
assignment.

| saw that issue being raised herein the
transmission rates and the ancillary service ratesfor this
company, and wanted to just state on the record that
athough the Commission has had some recent case history on

cost alocation that isreferred to in the Order, |
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particular issue for hearing and to alow the company to
make the case perhaps that the direct assgnment is
preferable, so | look forward to seeing how that may come
out, and otherwise in dl regards support the Order.
Vote.
COMMISSIONER MASSEY: Aye.
COMMISSIONER BREATHITT: Aye.
COMMISSIONER BROWNELL: Aye.

CHAIRMAN WOQD: Aye.

COMMISSIONER BROWNELL: Sorry, I'm concurring.

SECRETARY SALAS. The next item on the Agendaiis

E-28 the New Power Company against the PIM. Commissioner

Brownd| isrecused. Presentersfor thismorning on this
item are Morris Margolis, Roland Wentworth, Michael
Goldenberg, Michadl Bardee and Katherine Wa dbauer.

MS. WALDBAURER: Good morning. In this Order,
the Commission denies acomplaint filed by the New Power
Company againgt PIM. New Power isaload serving entity in
PIM, and it filed a complaint aleging that due to the
exercise of market power in PIM's capacity markets, prices
for cgpacity in PIM are unjust and unreasonable and unduly
discriminatory. New Power asked the Commission to a) order
refunds beginning 60 days after the filing of the complaint,

which would be starting September 17, 2001, and b) to order
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to its former daily deficiency charge.

For the mogt part, New Power relies on the events
of January, February and March 2001 as evidence of the
exercise of market power and PIM's capacity markets. PIM's
market monitoring unit recently issued a report finding that
market power was exercised in the capacity markets during
the first quarter of 2001, leading to non-competitive prices
during that quarter. The draft order agrees with that
conclusion.

After the firgt quarter of 2001, however, PIM
implemented two market fixes. Asof May 4, 2001, PIM
changed the dlocation of deficiency charge revenues so as
to create less of an incentive for capacity holdersto
withhold capacity from the market.

Second, as of July 1, 2001, PIM implemented a
seasond deficiency charge regime which firgt required
generators to commit their capacity to PIM on a seasona
rather than adaily basis, and amilarly established
pendties for LSCs on a seasond rather than adaily basis,
making those penalties more deterrent.

Since July 2001, pricesin PIM's capacity markets
have fallen to near zero and have remained there. New Power
has not demonstrated that pricesin the capacity markets

snce that time have been excessve or that discrimination
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denies New Power's request to order PIM to eiminate its
seasona deficiency charge.

PIM isdready conducting areview of its
capacity reserve markets and the broader issue of generation
adequacy is being addressed in the Commission's on-going
proceeding to develop a standard market design.

Finaly, New Power also seeks refunds for alleged
overcharges but refunds would only be available from
September 17, 2001 onward, and since daily capacity prices
have been at or near zero from that time forward, no refunds
would be due for that period.

CHAIRMAN WOQD: Thank you for that. | have
nothing to add. | support the order.

COMMISSIONER MASSEY : | do have aquestion. |
think you said that the order agrees with the market monitor
that there was an exercise of market power during the first
three months of 20017

MS. WALDBAUER: That'sright.

COMMISSIONER MASSEY: But our order concludes
then that it is unlikely that there could be future
exercises of market power because the market the defective
market rulesin the ICAP market have now been corrected.

MS. WALDBAUER: | don't know if we would go o

far asto say that al possible future exercises of market
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correct meif thisis not our view -- is that what we saw in
the first quarter of 2001 those particular problems were the
result of these market design problems and those market
design problems were addressed. So that particular way of
exercisng market power has now been taken care of.

Whether other ways of exercisng market power
could arise, were not saying anything at this point asto
that. But in terms of prices, the prices have been low
since July since the second market fix went into effect, so
at this point we are not inclined to take further steps.

COMMISSIONER MASSEY: Can someone articulate how
the market rules alowed market power to be exercised,
number one; and number two, how the market rules have been
corrected so that that kind of exercise of market power is
unlikely?

MS. WALDBAUER: The two things that happened that
led to what happened in the first quarter of 2001 were this.
Firs PIM had aregime where dl of the deficiency charge
revenues were alocated to capacity holders who were long.
This created a scenario by which capacity holders
essentialy had no incentive to sell or provide capacity to
the markets at lower prices because they knew they would
ether get high prices up to the deficiency charge, or that

they would receive the deficiency charge revenues. PIM
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long capacity holders and compliant L SCs should share those
revenues. That was the first market fix.

The second market fix, prior to the second
change, capacity holders could list their generation
capacity as ICAP as reserve capacity in PIM, and could de-
list, basically on a day-by-day basis on days when capacity
holders wanted to sell to PIM or provide reserve capacity to
PJM, they could do that. On days when they wanted to sdll
outside PIJM, they could do that too. That created alot of

volatility, alot of uncertainty.
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PIM imposed a seasond regime where now capacity
holders have to commit for an entire season to reserve
capacity members of PIM. So they must provide -- well, they
don't have to, but they basically won't share any deficiency
charge revenues if they don't. So they choose to provide
reserve capacity for an entire season.

And the other Sde of that isthat LSCsaso
basicaly are charged now, charged deficiency chargeson a
seasond rather than adaily basis, so thereis more
incentive for LSCs to make long-term contractud
arrangements and ensure that they will bein agood position
in terms of meeting their reserve requirements.

COMMISSIONER MASSEY: Thank you. Wdll, let me
say that | support this order, even though we are regjecting
this complaint, | think the fact that it was brought to our
attention has been very vauable to mein understanding
capacity markets, how market power can be exercised in those
regimes and how the likelihood that market power can be
exercised can be diminated, or not totaly diminated, but
it could decline subgtantialy with good market rules. And
50 I'm glad thiswas brought to our attention. It'sredly
been food for thought even though we deny the complaint.

There's one other point, and that is| think as|

recall the order says to the market monitor, we want you to
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MS. WALDBAUER: That's correct.

COMMISSIONER MASSEY: And I think that isan
excdllent addition to this order. If this had been brought
to our attention -- anytime there's market power exercised
and it can be brought to our attention quickly, it's much
more likely that we can ded with it and come up with a
timely remedy.

CHAIRMAN WOOD: | think asthe language of the
order points out, we recognize that here the MMU acted in a
timely fashion by immediately upon observing an anomaly in
the capacity markets in January 2001 apprised PIM's
religbility of the problem and recommending tariff changes.

If the MMU similarly notifies the Commisson of such
problems, we may be able to work with it and other affected
entities to resolve problems even sooner than that.

So | would hope that we would probably in pretty
short digpatch make that part of al the MMUs and not just
PIMs. But wéll ded with that in a different proceeding.
Thank you for pointing out that important aspect.

COMMISSIONER MASSEY: Aye.

COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOQOD: Aye.

SECRETARY SALAS: The next item on the agendais

G-30, Standards for Business Practices of Interstate Natura
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Goldenberg and Kay Morice.

MR. GOLDENBERG: Wdll, now werein the
afternoon, so. G-30isafina rulethat amendsthe
Commission's regulations to enhance the ability of releasing
shippersto recal capacity. Therulealowsreeasing
shippersto make full use of the four scheduling
opportunities that pipelines are required to provide. The
ruleis dso consgtent with the overal god of providing
shippers with the opportunities to reschedule gas flows to
meet their market needs.

Theruleis going to be implemented in two
phases. By May 1, 2002, pipdines must make tariff filings
to be effective by July 1, 2002 that will dlow shippersto
recall capacity at the evening nomination cycle and to
recall capacity that has not been scheduled by the
replacement shippers for use on that day.

Second, the rule provides the North American
Energy Standards Board with six months in which to develop
standards for flowing day or partid day recalls. Comments
on these standards are to be filed October 1, 2002 with
reply comments by October 15th, 2002. Thank you.

COMMISSIONER MASSEY: | had acouple of questions
about this. We have some partiesin this casethat -- in

this rulemaking that believe that this change will actudly
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secondary market. Has Staff taken a close look at those
cams? And what isyour view about those arguments?
MR. GOLDENBERG: The rule does examine those
dams, and the rule finds that when areleasing shipper
would include a partid day recdl requirement in their
release offer that the replacement shipper knows that what
it's getting in that event is akin to interruptible service,
and the replacement shipper under the rule will be given the
same protection that the Commission has accorded to
interruptible shippers who may be bumped by firm
nominations. So the rule will provide that no replacement
shipper can be bumped unless they have an opportunity to
renominate that gas.

Thiswas an issue the Commission origindly

looked at in Order Number 587-G with respect to whether or

not we should alow inter-day nominations of firm serviceto
bump interruptible service. The Commission concluded in
that order that in order to give firm shippersdl the

rights that they are entitled to under their capacity, they
needed to be given the right to bump interruptible shippers.
And in order to maintain some rdiability in the system, we
wanted to make sure that the interruptible shippers would be
given the opportunity to renominate any capacity if that

capacity was bumped. So thisrule provides the same
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COMMISSIONER MASSEY: Okay. Onefear -- | think
it's NY SOURCE expresses the fear that a domino effect might
be created in which recalling capacity away from one market
leaves another market scrambling to meet its customers
needs. What about this concern? Isthis alegitimate
concern?

MR. GOLDENBERG: | think that the replacement
shippers, as the rule points out, have the opportunity to
protect themselves. If they don't want to enter into a
release that has a partid day recal requirement in it,
they don't haveto. They can, for example, pay more money
to get ardease that doesn't have this conditioninit. So
the object of the rule isto make more releases available,
because alot of the LDC commentsin particular pointed out
that LDCs are today reluctant to release capacity at al
because if they can't recall that capacity when they arethe
supplier of last resort -- excuse me. If the LDCs cannot
get the capacity back when they release it, they wont
rleaseit a all.

Because under many of the state unbundling
initiatives, the LDCs are the suppliers of last resort. And
asareault, if, for example, one of their marketersfails
to provide gas on a particular day, they need to get their

capacity back in order to fulfill their supplier of last
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more capacity available for release.

For replacement shippers who want more certainty,
there's no requirement in the rule that there must be a
partid day recdl requirement. Thereeasing shippers, as
it has since Order Number 636, has the ability to structure
the rdlease any way it wants. So if it wantsto say there
will be no partia day recal and the replacement shipper is
wiling to pay for that right, they are able to do that.

And so in thisway the rule creates sort of a
far market between the releasing shipper and the
replacement shipper, where the releasing shipper can place
whatever conditionsit wants on the release, and the
replacement shipper can evauate those conditions and
determine whether it wants to buy the capacity and what

priceit wants to pay for it.

COMMISSIONER MASSEY: So your view would be that

this new policy would actudly increase the liquidity in the
secondary market while affording afair measure of
protection to shippers?

MR. GOLDENBERG: Yes, that's correct.

COMMISSIONER MASSEY: I'm for that. | wanted to

express these concerns for the record because they were
raised rather forcefully by some parties. But Staff has

answered these questions very well and on balance, | favor
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COMMISSIONER BREATHITT: Isthat your vote?

COMMISSIONER MASSEY: And my voteis aye.

COMMISSIONER BREATHITT: Aye.

COMMISSIONER BROWNELL: Aye.

SECRETARY SALAS. Thenextitemisinthe
adminigrative agenda A-1, Agency Adminidrative Matters,
and isareport on the Commission's current reporting
requirements and future information needs. Presenting this
morning for A-1 is Darrell Blakeway and JuliaLake, with
Virginia Strasser and George Godding.

CHAIRMAN WOOD: While they're walking up, |
wanted to put in context here, back in September these fine
folks and others began to redlly cataog from a piece of

-- aclean date what it is that Staff thinks we need in
the future world to really have good market information so
that we can oversee the markets, provide some comfort to
customers that the markets are working well, and dso to
provide trangparency for participants in those markets. And
that was a pretty formidable task that | know that at least
three prior chairmen have attempted to do.

And to make sure that we move forward on this
effort, | want today to put a stake in the sand with you
folks presenting what were up to and kind of lay out for us

and for the public where we're going on market trangparency
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intro, I'll let y'dl take it away.

MR. BLAKEWAY: Mr. Chairman and Members of the
Commission, I'm Darrell Blakeway. Y ou've stolen most of my
introduction dready so I'll have to go from there.

(Laughter.)

MR. BLAKEWAY: To do thisjob, we were divided
into two teams. My team was working on the future
information needs and then Julie Lakes team was doing a
completeinventory of dl of the Commission's current
reporting requirements, filing requirements, et cetera

We do have a PowerPoint presentation to go with
this, and garting with the first dide.

(Slide)

MR. BLAKEWAY : | think this project -- the Staff
has known this project needed to be done at least since FERC
Fird. People redlized that we needed to figure out new
information sources in order to be able to engagein
effective market monitoring. But what's occurred in the
last couple of yearsin Cdifornia probably gavethisa
magjor impetus as well as the support from you and your
assgants. Weredlize we need to get on top of this
Stuation of the market changes before they get out of hand.

We congdered the issue of looking at what the

Commission needs to know, what sort of information it had to
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job.
(Slide)
MR. BLAKEWAY: So Side 2 isjust aquick

overview of what weve done so far and what were caling

Phase|. Another team actually worked up, has reviewed FERC

Form 1, which isthe annud reports for mgor eectric
utilities, and they've made a number of recommendationsto
OMB that will have the effect of reducing the burden of that
form and making it more efficient and rationd and so forth.

And typicdly, that's the way the review of
Commission reporting requirements has been done in the pagt,
just aform every three years. What we were doing istrying
to look at the big picture and at one time look at dl of
the requirements for both the gas and the eectric
industries.

(Slide)

MR. BLAKEWAY: Going to Side 3 says what we
think needs to happen next which were caling Phase ll. We
have to look beyond sort of our initia draft to decide what
information is essentid to meet the Commission's needs for
monitoring and regulaing. And we need to Sreamline the
exigting reporting requirements to make them more pertinent
and more focused and concise.

We dso have to think about what information we



168

can get through third parties, because alot of the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

information we need is not necessary to befiled -- it
doesn't have to befiled with us. In many casesit
shouldn't be filed with us because we redly don't have the
capacity to absorb it.

And then findly, having gone through that
process, we would initiate a rulemaking. Then Side 4.

(Slide)

MR. BLAKEWAY:: Julidsteam, as| sad, has
looked al of the Commission's current reporting
requirements for electric, naturd gas and oil pipeines
that are subject to our jurisdiction. And we don't think
that's ever been done before in anybody's memory.

Side5.

(Slide)

MR. BLAKEWAY : Her team found 43 reporting
requirements and forms that relate specificdly to the
eectric naturd gas pipeine and ail pipeline indudries
and three that were generic reporting requirements that
apply across the board.

Side6.

(Siide)

MR. BLAKEWAY: My team attempted to look at all

of the potentia information the Commisson may need to

carry out its statutory obligations in today's market,
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this we want to pare down to what we think is essential and
aso reconsider our draft report in terms of the specific
regulatory policies that you're currently working on now,
specificaly the standard market design and other

inititives. Becausein a sense, we can't know specificaly
whet information the Commission needs until the Commission
determines what policies it wantsto utilize.

Next we need to engage, we think we need to
engage the energy industry an the market participants, Sate
commissions, other agencies, consumer advocates and so forth
in identifying what information is most essantiad to enable
the Commission to bring confidence in the stability and the
fairness of the energy markets.

Side7.

(Slide)

MR. BLAKEWAY: We darted this project by looking
a the Commission's grategic plan, the lement to foster
nationwide competitive energy markets and to protect
customers and market participants through this oversight of
the changing energy markets.

| don't want to overstate what we've accomplished
at this point because we've just taken the first steps.

They are necessary steps. But the mogt difficult part is

gtill ahead, and that's to engage the industry and the
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determine how the Commission's energy needs can be met
without unduly burdening reporting entities.

Side8.

(Slide)

MR. BLAKEWAY: Now this dide presents both on
the gas and the dectric Sde so that the mgjor topics or
the mgjor categories of information needs. Look at the top
two items. Absolutely everyone we talked to agreed that the
Commission needs to have timely and accurate information
about the state of supply and demand because of the effects
they have on prices in a competitive market.

And just to take you alittle further down into
the detail of our draft report, dthough it's not shown on
the dide, if you look under the heading Regiond and
National Demand for Electricity, weve listed severd items
which are quite different form what we've ligted for the
demand for gas. So under eectricity, for example, we need
to know peak demand for summer, winter, annua and record
peaks. We need to know demand for power-related ancillary

sarvices. We need to know information about |oad pocket

demand, including 1SOs and RTO loads, zona |oads, and some

even bus-specific loads. We aso need information about
interruptible demand and the load management programs.

Then on the gas Sde under the same heading of
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use of pipdines and storage filds on adaily and annua
basis. We need to know customer demand for transportation
and storage services. We need to know prices for gas,
including spot and forward prices as well as pipeine
trangportation rates.

Now just to take you down one level deeper into
our draft, it you wereto look a what we cal the

electricity data catdog at page 6 under the heading Peak

Demand: Summer, Winter, Annual and Record Pesks, we have

five dataelements. The last one being NERC, RTO regions,
coincident peak demand, stated in megawatts, combining the
individual demands of control areas. And the catalog notes
that possible sources of that information are the NERC and
RTO annud reiability assessmentsand EIA Form 411. So
that's the level of specificity that weve gotten to at this

point.

Let'sgo to Side 9, which were caling Policy
Chalenges.

(Slide)

MR. BLAKEWAY': These are some of the issues that
we think will come up. We want to continue to explore
posshilities of ng information through public Web
Sites, aswe do now to avery large extent, and reports of

organizations that aready collect energy data, such as
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sources, reliability councils, trade associations. But the
ISOs, for example, the ISO monitors have suggested to us
that we may need to authorize their ability to access
information that they need. It may need to be supported by
Commission regulation and be subject to our own compliance
mechanisms. So that would be an issue.

We think that those that manage the
transgportation and the transmission infrastructure will need
to maintain the data on those transactions for some period
of time in aformat that can be quickly and easily accessed
50 that the Commission can get to that information asiit
needs to investigate anomdies. We wouldn't want to be
receive information on billions of transactions, but we
would like for it to be available in some standard formet.

Now we get into thisissue of what information is
to remain confidentia in order to protect the reporting
enemies -- entities --

(Laughter.)

MR. BLAKEWAY': Reporting entities from
competitive harm.

(Laughter.)

CHAIRMAN WOQD: Feed the man some lunch.

(Laughter.)

MR. BLAKEWAY: So theresthe issue of
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what should be available to dl market participants and the
public in order to provide for efficiency and fairnessin
the trangparent market.

So then another policy concern, you have to weigh
the burden. 'Y ou have to weigh the public interest in having
access to information againgt the costs of the burden. And
these issues may be contentious and difficult.

(Slide)

MR. BLAKEWAY: And Slide 10 is sort of where do
we go from here. We think we need to coordinate our own
revisons to reporting requirements with other agencies that
are currently looking at their regulatory policies. We have
had contact dready with an EIA team that's reviewing its
gasfiling requirements, but | think we also need to talk to
the SEC, the Commodities Futures Trading Commission, the
FTC, and the Department of Justice so that we're --

The part that Julie has worked on, we want to
take the information we have now and develop it into a
searchable database so that it will be easy to find all
reporting requirements on a particular topic and make it
easy to compare and so forth. And then we want to begin a
diadogue with the affected market participants, including
state commissioners and the consumer representatives.

And | would think the mode! isthe model you used
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programs, possibly put -- when we have this draft perfected
alittle bit, put it on aWeb dte for comment. | think you
can go to the industry and tell them you know what the
problems in the energy markets have been and you know the
Commission has to take effective steps to prevent a
recurrence of these problems. So please tell us what
information we should have to enable us to ensure confidence
in the sability and the fairness of those markets. Given
the recent crisisin the energy markets, dl of the market
participants should welcome these discussions.

Questions or comments?

CHAIRMAN WOOD: Asdo | welcomethem. |
gppreciate y'dl's diligence in preparing the data catalog
and reviewing what we've got today so we don't -- there is
probably going to be things that we no longer need to
collect, that we need to just kind of send up the river, but
the other things that we do need, and | appreciate y'dl's
sengtivity toward the fact that other agencies may aready
be getting this or other agencies may want to work with that
and strongly encourage thet effort. But just want to say
certainly from my perspective, thisisthefirg tier
project at our Commission, and | gppreciate such astdlar

team onit. Look forward to finishing up page 10.

COMMISSIONER BROWNELL: I'd liketo givethem dll
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think the last point you made in terms of the importance of
rebuilding confidence of dl the participants in the market
isin everybody's best interest.

| would like to amply make two points. | think
it's great and important to be conferring with the other

agencies to see who's collecting what. 1'd also like to see

us perhaps work towards some consensus among the agencies

about collecting information in aformat that dlows dl of

usto useit, dice and diceit the way we need to use it

but aso recognizes the reporting burden on the companies.
| think we have lots of different agencies at

different levels, and we certainly found this in the Sate,

asking for the same information in different wayswith alot

of costs and without much benefit.

The other thing I'd like to see usdo isbuild in
some review process. | don't want to cal it sunset, but
some discipline. Too often we collect data that, as you've
discovered, we no longer need, is no longer relevant. And

rather than find oursalves with this overwheming task five

years from now in a dynamic market we probably ought to be

reviewing, | don't know, every sx months or ayear to see
what information we're using, how were using it, or indeed
if were not usng it so we can build in the discipline up

front. But bravo.
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important effort. It soundsto me like you're on the right
track. I'm very glad that were doing this. It'sbeen my
impression since I've been a the Commission for dmost nine
years that therés alot of information that perhaps we get
that we don't need now or particularly want. There's
information we don't get that need and we ought to be
getting it. And theré's information that ought to be made
generdly available to the marketplace thet is not now.

So it seemsto me that one of the last vestiges
of market power in the industry might be control over
information that realy ought to be public in some form. |
redlize there are commercid sengtivity concerns as well.
But my own view isthat there ought to be alot more
information and data in the marketplace to alow the self-
policing that we al want to see.

And so | think thisisavery vauable effort. |
commend you and look forward to working with you in

findizing this

COMMISSIONER BREATHITT: | have aquestion on

page 5 where you, in the third bullet, where you identified
43 reporting requirements and three that were generic to
three program aress. | have no ideaif 43 is consdered a
lot or alittle bit. If | ask you, | guess your answer

would be subjective, but --
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itwasalot. I'm not sure where you're going with the
question. What do you -- there are alot of reports there,

COMMISSIONER BREATHITT: | guessinthe
cadoging, you sad thiswas the firgt time that this
cataloging had been done to your knowledge.

MS. LAKE: Yes, maam.

COMMISSIONER BREATHITT: And it was more a
question of curiosity if 43 was considered a huge,
voluminous amount of data that we collect. | guessthe next
question is, do we use dl of that in the 43 reporting
requirements and that's what this exercise is going to
determine?

MS. LAKE: Yes. Itiswhat thisexerciseis
going to determine. Some of these forms have been around
for avery long time and some of them we've inherited from
the ICC when we inherited jurisdiction over the oil
pipdines. And while OMB requirements require usto review
these things every three years, that's done on a pro forma
kind of basis, and we generaly don't get alot of
complaints about them so they just stay there until someone
says | think we need to change them or need to update them.
We tend to expand them rather than get rid of any forms. So
we need to take acomprehensive look at it and seeif this

information isredly used by the various program offices.
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review that occurs with the Form 1 and the Form 2. Whichis
the eectric, the 1, Form 1?
MR. GODDING: Form one.
COMMISSIONER BREATHITT: That parties, | think
EEI was one of the parties that asked OMB to -- | don't know
if they asked OMB to ask usto review that Form 1. | think
it was a couple of years ago or maybe three years ago. |
don't know if we ever did anything at that time with the
Form 1. But when wasthe last time we changed the Form 1?
MR. GODDING: In fact, we just went through a
Form 1 review. And on January 17th, we sent it to OMB,
cutting out 11 schedules, whichisabout only 5, 7 percent
of what'sin that form. Butitsadart. And | think the
point here is we keep doing those things one a atime and
we ook a each form in isolation, and this effort and the
cataoging effort aswell as going forward isto try to take
agloba view of what we redly need.
| think in answer to your first question, too, |
think if you asked the industry they'd say it'salot. We
probably have a somewhat different perspective than they do.
COMMISSIONER BREATHITT: The number 43 isasmall
number, but what comprises each one could be from here up to
the ceiling severd times.

MR. GODDING: Sure. Wdl, | think, too, | mean,
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especidly when you're talking about generics, that's-- a
complaint is consgdered aform. So some of these things,
you know, when you make aratefiling, that's aso one of
the 43 filings. So some of these are not, you know, every
year you have to -- or we even have some that are monthly.
But alot of these forms are not of that nature. So you've
got to balance what these forms are.
But thereisalot of datathere, and thereis
datathere | think we probably don't make good use of. A
lot of the data we collect dso not necessarily for our own
review but to put it out there and to let the public review
it, and we're required to do that.
COMMISSIONER BREATHITT: Will the team stay
together? Thisexerciseisn't over?
MR. GODDING: It'snot over. But| don't know if
we know whether were staying together or not yet.
COMMISSIONER BREATHITT: Okay.
MR. GODDING: Probably other people will comein.
COMMISSIONER BREATHITT: Pat, you put these teams
together when you came.
CHAIRMAN WOOD: | would love to take the credit,
but 1 think I'm going to give it to some of our senior Saff
who saw the need that we'd al been talking about but got

together the A Team here to do something about it.
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CHAIRMAN WOQD: It'sjust something we need to
do.

MR. LARCAMP: Isthere money for a condominium
for these people?

(Laughter.)

COMMISSIONER BROWNELL: Thanks. If you're
willing to write the check thereis.

CHAIRMAN WOOQOD: All right. Y'dl can wear shorts
in the middle of winter. It's okay.

(Laughter.)

CHAIRMAN WOQOD: Thank you dl. | look forward to

an ongoing update and whatever y'dl need from us.
Certainly the confidentidity issueisabig one, and you
know, there isamiddle ground there. Therésarole that
we or someone else can play in aggregating information that
if it were granular would probably venture into commercia
sengtivity issues but in the aggregate can be very good
information for the market, much as AGA does for its storage
report. They provide avaue added function by aggregating
that data, but the aggregate number is something that's
pretty useful.

Bravo. Thank you. Andwedon't havea2. So
anything else, Madam Secretary? Mesting adjourned.

(Whereupon, a 12:45 p.m. on Wednesday, February
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27, 2001, the meeting was adjourned.)
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