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PROCEEDINGS

CHAIRMAN WOQOD: Good morning.

Thismeeting of the Federa Energy Regulatory
Commission will come together to consder matters which
have been duly posted in accordance with the Government in
Sunshine Act for thistime and place.

Please join mein a pledge to our flag.

(Pledge of Allegiance))

CHAIRMAN WOOD: Good morning. We will gtart,
Madam Secretary, with the consent agreement first.

SECTARY SALAS. Good morning, Mr. Chairman, and
good morning, Commissioners.

The consent agenda for thismorning isas
follows

Electric. E-2 through E-7, E-10, E-11, E-13,
E-14, E-16, E-17, E-20 through E-22. E-25, E-26, E-28,
E-29. E-31, E-35, E-37 through E-40 and E-44.

Gas. G-1 and G-3 through G-10.

Hydro: H-1 through H-4.

Certificates: C-1 through C3 and C-5 through

The specific descriptions for these items as
follows. E-21, Commissioner Browndl is recused.

E-28, Commissioner Browndl is concurring.



E-31, Chairman Wood is not participating.
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C-6, Commissioner Browndll is concurring, and
Commissoner Brownd | will be voting firg this morning.

COMMISSIONER BROWNELL: 1 vote aye noting the
recusal from both E-18 and E-21 and the concurrences for
both E-28 and C-6.

COMMISSIONER MASSEY: Aye.

COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOQD: Aye, except I'll abstain on
E-31.

Before we move forward, | would like to mention
today that the Commission is aso working on an order that
we intend to issue later today which formaly opensa
fact-finding investigation over whether any entity
manipulated dectric and naturd gas prices.

| just wanted to make that announcement, and |
gppreciate the work of staff and colleagues on scoping this
important investigation to give some certainty as to what
may or may not have happened in the past number of months,
particularly out west and redly focus on the numbers and
empirical datathat exists or may have to be created by us
in our investigation. So | gppreciate the hard work and
pulling that dl together.

COMMISSIONER MASSEY': If | could comment briefly

on that, | think this come as no surprise because you had
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open such an investigation into possible manipulation of
power prices out west, and | think that's the right thing
to do, and | wanted you to know that | support your
efforts.

| also wanted to on a somewhat related matter
just take this opportunity to say how much | respect your
leadership of this Commission and how much I've enjoyed
working with you over the past eight months.

| ds0 just would like to say publicly thet |
consider you to be one of the most public spirited
officasthat | have dedt with in my 22 yearsin

Washington, and | just wanted to make a record of that.

CHAIRMAN WOOQOD: You arekind. Thank you very

much. That'stoo nice.

COMMISSIONER BREATHITT: Theissue that Chairman

Wood just announced | believe has arisen from the
discussions that you had with the Senate Energy Committee.

CHAIRMAN WOOD: Correct.

COMMISSIONER BREATHITT: And | agree with that

approach.

As the chairman mentioned, we're ill working on
the exact language, but we have al agreed in spirit to
move forward with a fact-finding investigation into the

prices of natura gas and dectricity.



So | think that isagood move. | agree with
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that.

| would dso like to dine mysdf with
Commissioner Massey's comments regarding you. You havea
full vote of confidence by me, and werre dl going &
breakneck speed these days with alot of very important
issues, and keeping everything going is achalenge anong
al the other digtractions that we've got.

But you are doing a greet job, Pat, and if this
isavote of confidence from me you've got it.

CHAIRMAN WOOQOD: It'sgoing to look like I've
cooked this up, alittle pep squad. I'll tdl you what:
The hard work isyet ahead. So save those happy thoughts
for later days and dice and dice and al the fun stuff.

But thank you both very much. Isthere anything to add on

the inquiry?

COMMISSIONER BROWNELL: | should try and take a

shot at you.

| would smply like to say I'm glad you and thank
you for putting thison afast track. | think it's
important to focus on the facts. | think an empirica
exerciseiswhet is called for.

We need to bring certainty to this market, both
in the west and throughout the country.

We need to bring certainty for consumers, and
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have been damaged by the lack of information and
understanding.

So I'll be glad that we can complete thisand
hope that we can devote alot of resourcesto it so we can
move on to the next phase.

Thank you.

CHAIRMAN WOQD: GCrest.

COMMISSIONER BROWNELL: And |1 redly like you,

CHAIRMAN WOOQOD: | could be a mean baked potato.
All right.

Linda, | know you had something.

COMMISSIONER BREATHITT: Yes,

| just wanted to note since we just voted on two
mergers, that we just voted on two mergers. One was the
Rdiant-Orion merger, and the other one was approving
changing control of Portland Generd to Northwest Natura
Gas, whichisaLDC in that area of the country.

So we usudly have some fanfare when we do
mergers, but these were on the consent agenda as there were
no issues involved that caused them to arise with more
discussion at the bench. So | just wanted to note that
that happened today.

CHAIRMAN WOOQOD: Gredt. | share your sense of
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moment about those and gppreciate you wanting to make that
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public.

SECRETARY SALAS: The next item on your agenda,
Mr. Chairman and Commissioners, isunder A-1. Thisis
agency adminigrative matters, and we will hear a
presentation by the staff of the chief information officer,
Elizabeth Taylor and Andy Hinz.

MR. HINZ: Good morning.

CHAIRMAN WOQOD: Good morning.

MR. HINZ: | want to make sure a presentation
comes up first before | start.

Good morning again. My nameis Andy Hinz. |
work in the CIO office here at FERC. Beforel get started,
| would like to mention afew people who made great
contributions to what 1'm about to talk about with you.

On my left hereis Elizabeth Taylor, dso in the
CIO office.

To my right isTom Ridey, again dso inthe CIO
office and he works on my team.

They are the main project leads on the FERRIS
project or the RIMS technology refreshment, and they put a
lot of effort into it and done agrest job.

| would ds0 like to mention people from the
public focus group and the staff focus groups that gave us

input into making FERRIS an improvement over the current
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| would dso like to mention staff people in OSEC
especidly that worked with us closdly, Linda Mitry
especidly. | think sheis here today too Sitting behind
Magdiethere. She heped usout alot. Anyway, I'll have
to dispense with that and move on.

Basicaly, our current RIMS3 document management
system or imaging sysem isover fiveyearsold and isin
need of technology refreshment or technology upgrade.

So that'swhet thisis dl about.

The name of the new system isFERRIS. Therewas
acontest. People submitted names. And the winner is
FERRIS, whichis, asyou can see from the dide, Federa
Energy Regulatory Records Information System, and thereis
alogo. It'skind of aFerriswhed of documents. That's
FERRIS.

CHAIRMAN WOOD: | got to pick the name.

COMMISSIONER BROWNELL: You did?

CHAIRMAN WOOQOD: | did.

COMMISSIONER BROWNELL: | don't believe | was

consulted.
CHAIRMAN WOOD: I'msorry. | picked that one
myself and that was the one.

MR. HINZ: We could probably open up voting

agan.
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MR. HINZ: Firg just some Statistics about how
many documents we are handling right now.

Y ou can see amost 100,000 documents we scanned
thispast year. A little over 3,000 documents were
e-filed, and the graphics just show that those numbers
overtime are going up and thankfully the number of
documents e-filing is going up alittle bit faster than
what we received in paper.

The last bullet just points out that when people
come to our website most of the time they goto RIMS or
CIPS, or one of the other sysemswerereplacing. So it
is an important system for the public.

The gods that we were abiding by throughout this
project:

We wanted to consolidate redundant systems.

There are actudly sx systems that we are going
to be replacing. People know about RIMS and CIPS,
especidly. But there are a couple other systems that we
are dso folding into this new system.

We wanted to improve any search capability. The
current system is going to be able to combine text search
aong with the kinds of searches you do with RIMS now. So
that's better functiondity for staff and the public.

We want to make it easier to view and print
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We want to improve the reiability of the
system.

Also one of our design goas was to use industry
standard components.

For example, the search engine is a product
cdled Veity. The document management system is a product
cdled FileNet. So we are using industry standard
components and plugging them together.

Some milestones for the project so far:

We surveyed industry for best practices and other
information back in the spring of 2000. We did an RFPin
the summer of 2000. We awarded the contract to ACSin the
winter of 2001.

| would like to point out that so far ACS has
done an outstanding job and we are happy with their work
and the ASP support contract that is ondte here -- Signa
-- has been working wdl with ACS in integrating the new
system with other current sysemshere. So | would liketo
mention both of those vendors and thank them.

Also in the summer of last year we did some
improvements to the current RIMS. We upgraded the
communication lines and did some improvements to the
serversthat support it.

| will mention the lagt bullet. We did

21
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So we're hoping that what people sart to see soonisthe
result of their input and feedback and people will be happy
withit.

Beth did ademo for saff yesterday and is going
to be doing another one tomorrow. So that'swhat is
happening over the next of couple days.

Later this month we plan to do ademo for the
public. | think we are shooting for February 20, but we
need to work out the details of thet alittle bit, just the
location and everything.

We aso want to meet back with the focus groups
and show them what actualy came out of their input. So we
hope to do that in March.

We hopeto roll out the new system in April after
meaking it available to public to test drive during the
month of March.

So hopefully there will enough time for people to

see what's coming before it actudly is here as afact.

CHAIRMAN WOOD: So thisisredly the public kind

of an announcement to kind of plan your spring breek to be
surfing on our new FERRIS whed, huh?

MR. HINZ: Yes.

And | was going to mention this later on, but one

thing to do now is go to the FERC website to the new search
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how the new oneis going to be.

So even now you could get aflavor for how the
new system is going to work as far as searching.

Okay. I'll try to move quickly here through the
rest of these.

What are the key benefits? Obvioudy one system

makesit easer for us and for the public. You don't have

to go check CIPS and RIMS and Docket Sheets. Hopefully,

you can go one place and get the information you need.

We are going to have a genera search screen
which should be kind of smple, easier to put in a docket
number or date range, and you just press the Enter key and
you get your search back.

Theres more advance search. It hasthingslike
CNN searching and proximity searching and the kind of
things that Sate-of-the-art full-text search engines
have.

Beginning with day 4 with this sysem we are
going to be creating renditions of dl the paper documents
aswdl asthe dectronicaly filed ones.

S0 beginning with this sysem you are given a
full-text search even paper documents that you received as
well asdectronic. So hopefully that will be abig

benefit.
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search parameters, like docket number or the person who
filed it, things like that, is redly pretty powerful.

Insteed of going through reams of information,
you can focusin on a specific st of documents that you
want to look at quickly. So hopefully that will beabig
help.

Also the docket sheet search in the new system
will show consolidations right when you do the search. You
don't have to execute a separate search for the docket
shests.

Onething | didn't emphasize but | meantto is
with the new screens, you will have one screen for the
basic search. Y ou won't have to go one screen to search by
docket, another screen to search by date, another screen to
search another way.

S0, besides consolidating systems we've dso
consolidated search screensto makeit alittle bit eesier
to use.

Then once you have done a search and you get a
results list back, you will have direct accessto the
document images, the documents, information about the
documents. There will be search highlighting which we have
on CIPS right now but we don't have on RIMS.

Y ou will be able to mark a group of documents and
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For example, you'll have alist of documents.

Y ouve marked them all. Y ou can say, okay, print al of
these. You don't haveto go individudly to print eech
one.

Y ou can download a group of documentsinto azip
file and take it with you and go somewhere.

Well dso be having a capability where you can
request copy servicesto create a CD for you. So you can
have a CD of agroup of documents.

Also you can ped the documentsin quick success
S0 you don't have to search for a document and keep
repeating searches to look at different documents.

Also therés results list of documents. Y ou will
be able to sort, print and save those lists.

So if you are using that list as aworking sheet

to know what documents you need to look at or read, that's

a handy thing to have too.

Of course you will she able to refine your

searches and narrow them and won't have to keep reentering

your search criteria.

Asfar asthe viewer some new benefitss We are

using a package, tool product caled Accuview from Acusoft,

| bdlieve.

Did I get the name of that right, Tom?
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MR. HINZ: NetView from Acusoft.

And it deams the information that you're going
to be viewing.

So if you're viewing alarge map and you need a
high leve, it will sream the information you need to see
that rendition. Soit'svery fast.

Then when you go to zoom in and look for more
detall in a particular area of the map then it brings down
more information.

| guess that wasn't avery good description, but
it isgoing to be faster than the current system.

Y ou can rotate images and do fancy things like
that.

You will be adle to view documents as you do with
RIMS and aso be able to open up the native application.
If someone isfiling the document in Word, you will be able
to just launch Word right from the search list and use Word
to look at the document.

| dready mentioned that were going to be doing
PDFsfor paper filings.

Ancther improvement isdl of the images on the
system are going to be stored on online storage where
magnetic storage.

In the current RIMS we have alot of documents
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on optical storage which takes longer for the machine to
go, mount the platter and read and get back to you.

With the new system we are going to put al of
the images on magnetic storage. So if you go look for an
older document you won't have to have about a 30 second
walit to get some of the older documents.

We have tested the new viewer for compatibility
with the Americans with Disabilities Act, and it redly has
some features that are nice for people with disabilities.

For ingtance, you can look at text with a black
background and white text if you have certain vison
problems. So there are some improvements there.

Okay.

What are we going to do with dl thiswith new
system or why do we need this new sysem? Again | forgot
to scroll down the dides. Sorry about that.

Onething that we think is key -- as | mentioned
before, the current RIMS iswell over five yearsold so it
was time for us to update the technology, refresh the
technology for it.

But especidly since we are expanding e-filing we
need an improved system that's state of art because when
you are e-filing you want to be looking at documents on

ling; you don't want to be relying on paper.
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growing efiling.

Once we get into eectronically serving documents
or eectronicdly digributing them, ingtead of using the
mail so much, again it iskey to our Sate-of-the-art
document management system that can grow and is extremely
scaable,

Research available for the public is another
result of reliability. From time to time we do have
especidly problems with the optical subsystem in the
current system.

So this sysem will be up alot, will beup alot
more and we won't have the problems with optical.

Also we believe we should be able to publish
documents a lot faster with this system once we work
through dl the different processes that FERC goes through
to publish documents.

Again, that's a state-of -the-art system and
should support growth and process improvements.

So, that's pretty much dl | had.

| dready mentioned you can go to our website now
and get aflavor for how the new search is going to work.

We will be making the new system available to
saff later this week and to the public in March, and we

will be having demos and our course training as well.
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Any questions?

CHAIRMAN WOOD: | have one.

| have been pushing on getting folksto file
eectronicdly since | have been here. What ability does
eectronic filing have to get published faster under the
new system? Isit about the same as scanning it or isit
gl faster?

MR. HINZ: One key thing iswe need to make sure
the system is sate of the art and reliable.

The current RIMS system, athough it served us
well -- | mean if you go back and ook how much money weve
gpent on it and how much it lasted, | think it has been a
good investment for agood return -- but to move forward |
think we need again something that's state of the art and a
little more reliable,

The new system has alot more redundancy and
doesn't have the single points of failure that the current
RIMS has.

Did you want to add something?

MS. TAYLOR: Yes.

| was going to speak to how much faster we can do
e-filing than we can do scanning.

Complaints submitted to the Commission have a

high priority to get into RIMS, and with the cooperation of

37



the Office of the Secretary, the very best wecan do is

38



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

about an hour and haf from her desk into the RIMS system.
On any given day a comment could best that hands down.

CHAIRMAN WOOD: By comment you mean what?

MS. TAYLOR: Filed dectronicaly.

CHAIRMAN WOOQOD: Filed éectronicaly.

| don't know how else to say it, outside world,
if you're watching therésawholelot of thiswed redly
like you to file dectronicaly to save atree and one
whose last nameisWood. | have apersond investment in
it.

(Laughter.)

COMMISSIONER MASSEY': Y ou know, I'm reconsidering
what | said.

CHAIRMAN WOQD: You can likeme. You don't have
to like my jokes.

(Laughter.)

COMMISSIONER MASSEY: That wasredlly bad.
Everybody laughed.

Any other thoughts for the team?

The main reason | wanted you dl to focuson A is
to take a bow because it's a great effort forward that this
agency has done, and | wanted you dl to have some glory
time but also let the world know out there we do want

this.
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road test so that our outside constituents can tell us what
they think and we can make any necessary changesif they
come forward and people give us good feedback.

But weve gotten some | know from the staff who
used it over the past severd months. | appreciate that
people are bringing back in feedback. Sometime you don't
want to hear it. But that's why we need to make thisas
user friendly as possible. It isagood system. |'ve used
it mysdf and likeit, and | think the outside world will
likeit too.

Tom, Andy and Beth and everybody behind you
working with you thank you very much.

MR. HINZ: Thanksfor your time.

COMMISSIONER BREATHITT: There's one comment |

have. | will admit and confessthat RIMS is very difficult
for me. | figured out Google and Yahoo. If thiscan get
as easy asthose areto do asearch | say hear hear.
That's gredt.

CHAIRMAN WOQD: Thisisvery Google-e<.

(Laughter.)

MR. HINZ: We hoped we've fulfilled that, but
that was the god.

Thanks.

CHAIRMAN WOOD: Thank you dl.
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we are going to consider the following items as a group.

It's E-12, Neptune Regiona Transmission; E-18 TransEnergie
U.S. Limited and Hydro One Déelivery ServicesInc.; E-19,
TransEnergie U.S. Limited.

Commissioner Brownell is recused from E-18.

Wewill hear a presentation by Olga
Kolotushkina.

MS. KOLOTUSHKINA: Mr. Chairman and
Commissoners

In the E-12 and E-19 orders, the Commission
addresses the following filings concerning merchant
tranamisson fadlities:

E-18 addresses the Lake Erie Link interconnector
project, a proposa by TransEnergie U.S. Limited and Hydro
One Dédlivery Services Inc. under which their subsidiary
Lake Erie Link Company will congtruct a high-voltage direct
current transmission cable under Lake Erie connecting the
grid controlled by the Ontario Independent System Operator
to elther or both the grid controlled by PIM
I nterconnection and/or the grid controlled by a
Commission-approved Midwestern RTO.

E-19 addresses the Harbor Cable interconnector
project, a proposa by TransEnergie U.S. Limited under

which its project development subsidiary Harbor Cable
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high-voltage direct current transmission cable system under
the New Y ork Harbor connecting the grid controlled by PIM
to the grid controlled by the New Y ork 1SO.

Under the Lake Erie Link and Harbor Cable
proposals, the applicants request that the Commission (1)
grant blanket authority to make sales of transmisson
rights at negotiated rates and (2) grant waivers of certain
regulatory requirements and blanket gpprovasthat are
customarily granted to power marketers.

E-12 addresses a request for clarification with
regard to the Commission's prior order conditionaly
gpproving Neptune Regiond Transmisson System's proposal
to construct an undersea high-voltage direct current
transmisson system connecting generating capacity-rich
regionsin Maine, New Brunswick and Nova Scotiawith
capacity-condrained marketsin Boston New Y ork City, Long
Idand and Connecticut.

Neptune has requested that the Commission clarify
that owners of Transmission Scheduling Rights cannot be
required by the northeastern RTO to pay transmission
charges or export fees in addition to the purchase price of
TSRs, in order to transmit eectricity through the Neptune
system and that a Transmission Scheduling Right represents

the physicd right to use the Neptune sysem on a
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Scheduling Right is required in order to schedule a
transmission transaction over the Neptune system from one
specific point to another.

The Commission's orders conditionally accept the
proposed TransEnergie filings and grant in part Neptune's
request for clarification. Both TransEnergie orders dso
grant in part and deny in part the requests for waivers and
blanket approvas.

With regard to the proposed merchant transmission
projects, we note the following:

Fird, the investors will assume full market risk
for the projects. All project costs, fixed and operating,
will be recovered from the revenues derived from voluntary,
negotiated sales of transmisson rights. No users of
adjacent grids will be required to contribute to those
costs through mandatory grid use charges. Further, there
isno potentia for cross-subsidization of market risk
because the investors and their participating affiliates
have no captive customersin the United States. Second,
each of the three merchant transmission projects will
create no barriers to competition, snce potential
competitors access to essentid facilitieswill not be
limited.

Third, each of the merchant transmission projects
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regions and will alow efficient arbitrage back and forth.
The pricing differential between the affected regions can
provide the incentive for investors to support these
projects, which will help to relieve transmission
congtraints.

Fourth, the projects have the potentia to add
Subgtantia transmission capacity to enhance competition in

the electric markets proposed to be served. For the

Neptune project, the maximum capacity is 3600 megawatts,

for the Lake Erie and Harbor Cable projects, the maximum

capacity is 975 and 650 megawaitts, respectively; for a
total of 5225 megawatts.

Fifth, by alowing for negotiated rates for
transmission services while that market power issues are
adequately addressed, the Commission's orders have to
provide some regulatory certainty for such investmentsto
proceed.

This concluded my presentation. We would be
happy to answer any questions you might have.

CHAIRMAN WOOD: Thank you, Olga.

| note with interest that these merchant DC
investments are being made in the northeastern region of
the country, and | wonder if there is something about the

market design up there that makes those more attractive.
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why thiskind of kind of seemsto be ground zero for that.

Any thoughtsfrom you dl? Yes?

MR. CLAREY: | think thefeding isthat thereis
going to be RTOs that are going to be up in that part of
the country that are going to administer locationd
margind prices, and | think these RTOswill help provide
better definition of transmisson property rightsin that
part of the country.

Weé're thinking that may be one reason why this
particular area has been found to be attractive for these

kind of projects.

CHAIRMAN WOOD: Make anote for what we need to

do in regard to the transmission property rights issuesto
make sure that what we learn from these cases here about
what an investor needs with regard to transmission property
rights definition?

MR. CANNON: | think were going to haveto be
very specific in terms of defining those property rights
and what they mean.

| haven't thought dl of the different facets of
thisissue through, but it strikes me this may be another
kind of grandfathering issue that we may confront.

To the extent merchant transmisson investors go

out and make an investment decision based on presumptions
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| think that will be one more type of right that well have

to consder how do we meld that up with this new set of
rights that will come out of any RTO and make sure we
respect the underlying investment decisons that were made
there.

CHAIRMAN WOOQOD: | just want to make sure we do
that.

| do think it isanew day coming that we do have
merchant tranamission. | mean, it was kind of a pipe
dream, even as recently as 18 months ago.

| think Neptune -- is that the first one the
Commission has done?

MR. CLAREY: | think the Cross Sound Cable
project with TransEnergie isthe first one.

CHAIRMAN WOQD: It isapretty new world there,
and we aways thought that transmission was going to be
good forever. Maybe not.

| just want to make sure that we think and people
outsde that will be working with usin developing make
sure we accommodeate this, but | think we need to make sure
it is a baance between what the existing transmisson is
and what the new transmission does.

It hasalot of neat issuesinit. It might be

DC and merchant transmission that AC popped in the grid
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Those are not before usnow. So I'll stick with
the easy one DC. It will makeit alot easer to think
thought. | think it iskind of a policy making where we
are now.

COMMISSIONER MASSEY': | suppose the pricing for
thiswill belimited by the generation pricing differentia
on either end of the straw.

Isthat accurate? | mean practicaly speaking?
Probably no one would pay more for this transmisson than
the pricing differential.

MR. CLAREY: | think thet's a reasonable
assumption.

COMMISSIONER MASSEY': Inasense, we don't quite
say thisislike generation, dthough it isin some
respects, but it is different in thet it istransmisson
but it actudly isfulfilling asmilar purpose, dthough
we are being cautious and careful about how we proceed.

There are limitations on these projects so they
wouldn' fit everywhere. | think the point you make about
the fact that it is DC gives us more comfort.

Isthet a safe statement at the staff leve, that
it gives us more comfort?

MR. CANNON: Yes. There have been discussions

among staff about that question, and | think there a number
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COMMISSIONER MASSEY: I'm glad you were
highlighting these projects. | think it isanew day.

We dated some principles| think in our firgt
order on these issues on the project that's under Long
Idand Sound, principles with respect to the auction and
who can propose these kinds of projects, and | think those
are important principles.

| think these are very interesting projects.
They areinnovative. They help meet aneed. And | think
the Commission is sending avery clear and strong statement
that we are opento it.

MR. LARCAMP: | think right now you're probably
right about the congestion differentid setting the
caling.

| think we need to make sure that we don't just
think in the old world when we are in new world. There may
be reliability benefits, for example, that certain
customers would be willing to pay for. That might be
conceivably greater than the current differentia of the
congestion differentids.

| am thinking about from -- we know we have a
load pocket in southwestern Connecticut. We know we have
some cables that are proposed to go across there.

I'm just suggesting that as we move forward and
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new customer choicesthat sort of the new world may be very
different in terms of the price the cusomers are willing
to accept for a service than we have today.
COMMISSIONER MASSEY : Isthe pricing for these
projects, the probable pricing tied to locational margina
pricing?
MR. LARCAMP: | think it isright now.
All I'm suggesting is that these facilities once
congtructed will have a pretty long servicelife, and |
just think that we need to be willing to accept new pricing
theories as we move forward into a more competitive

environment.

COMMISSIONER MASSEY : | appreciate that point.

Thank you.

COMMISSIONER BREATHITT: | would just liketo
point out that the merchant transmission lines have
features that are dso not to dissmilar from features that
we are requiring of other transmission such asthey must
provide open access transmission under future RTO tariffs
and, of course, under the OATT that the differences that
they are being congtructed at assuming the full market
rsks.

Other amilarities though are that they will be

subject to market monitoring, that they do address
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secondary transmission rights.

Another feature isthat they will use open
seasonsto initidly dlocate transmission rights,

They are different in some aspects, but they will
be given and required equa trestment in others.

So there are | think very good solutions to
solving issues of condraints and alot of them are going
under water, which makes them aso very different from
other overland transmission longer line cables.

| am glad to see more of these coming in for rate
treatment and gpprova and hope that they will continue to
solve unique pockets and regions of the country where these
are the best solutions that can be proffered.

COMMISSIONER MASSEY:: | have a question about the
open Season issue.

Are these being proposed with open seasons or are
we requiring open seasons?

MR. CLAREY: They are being proposed with open
Seasons.

COMMISSIONER MASSEY: Because of languagein our
previous order encouraging that requiring that?

MR. CLAREY: That's correct.

MR. CANNON: | want to add though | think it'sin

the investors interest in order to get some sense of what
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| think therés aredl businessinterest herein
terms of doing an open season in finding out sort of how
much interest there redlly isin this particular line,
CHAIRMAN WOOD: The game beginshin.
COMMISSIONER BROWNELL: I'll vote aye with
recusal as noted.
COMMISSIONER MASSEY: Aye.
COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOQD: Aye.

SECRETARY SALAS: Thenext item on the discussion

agendathismorning is E-42 Trans Sdect Inc.

MS. WHITE: Good morning, Mr. Chairman and
Commissoners

I'm Lodie White. Along with meis Mike Donnini,
Asher Clarey, Virginia Akers and Mike McLaughlin.

E-42 conditionally approves a proposd by
Consumers Energy Company, to transfer its transmisson
affiliate, Michigan Electric Tranamisson Company, LLC, to
an unaffiliated entity, Michigan Transco Holdings, LP.

After the transfer, transmisson sarvicein
Consumers Energy's service territory will be provided by an
entity thet is not affiliated with any market participant.
Approva of filings related to the proposed transfer is

conditioned on certain limitations to Consumers Energy’s
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the facilities that are subject to the trandfer.

The order also approves, subject to certain
conditions, proposed rates for Michigan Electric
Transmisson Company, LLC. Applicants request aform of
innovative rates, based on a moratorium reflecting the
transmission component of bundled retall rates, to take
effect upon the cloging of the transaction and continue
through December 21, 2005.

Consistent with Order No. 2000, the order
approves the proposed rate moratorium to take effect only
upon transfer of control of the transmisson facilitiesto
a Commission-gpproved RTO and denies, without prejudice,
the request for the moratorium to take extent beyond
December 31, 2004.

Applicants also request authorization to recover
the amount that Michigan Transco Holdings pays Consumers
Energy to compensate for the income tax effect of the
se.

The order authorizes such recovery conditioned on
the amount being determined consstent with the
Commission's previous approva of alike concept for the
Internationa Transmission Company.

In addition, the order conditiondly approves

Settlement agreements with certain wholesale customers,
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transfer on these customers transmission ownership and use
rights under prior agreements.

Approvd of the settlement agreementsis
conditioned on any new use rights being defined consstent
with the terms and conditions of the open access
tranamisson tariff gpplicable to the Michigan Electric
Transmisson Company LLC system.

Thank you, and at thistime well be happy to
answer questions you may have.

CHAIRMAN WOOD: Walk me through the discussion
and the order just publicly on what the find order here
does to the easement issue with Consumers.

MR. DONNINI: Under the easement agreement as it
was proposed by the applicant the use or -- | should back
up alittle.

The Consumersis proposing to retain ownership,
primary ownership of the land and right-of-way associated
with the transmisson facilities, and it is providing an
easement to Michigan Transco Holdings.

It islimited to the existing uses of the land
and right-of-way for exiging transmission facilities.

For new transmission additions or expansionsthe
vacant land is available for transmission additions and

expangons, but the Michigan Transco Holdings must sort of
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USES.

So the easement agreement essentidly retains for
Consumers the economic vaue of the vacant land for
non-electric transmission uses but does provide Michigan
Transco the ability to build trangmission if it iswilling
to pay Consumers opportunity cogts for losing the ability
to use vacant land for nontransmisson uses.

| should probably note that thereis afixed
lease payment that Michigan Transco pays for the easement
and applicants indicate that is based upon the book vaue
of the land.

The order essentidly requires that the vacant
land be available primarily for transmission additions and
expansons and the Consumers retained interests are
limited to uses of the vacant land that don't interfere
with any future transmission additions or expansions.

It essentidly takes the value of the land which
the gpplicants have given a priority for nontransmission
uses and places it with Michigan Transco for transmisson
USES.

And that is dso congstent with the fact that
Michigan Transco is paying for the book vaue of the land
through the easement agreement.

CHAIRMAN WOQOD: | am comfortable with that.
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Consumers and Michigan Transco have a different
understanding of thet.

| think certainly this order stands for the fact
that avirtud utility is certainly like the last batch of
orders. There are some new charactersthat are going to be
gart being on the stage in the new world, and virtud
utilities where they really don't own the assets but lease
them from people under lease arrangements will probably
become more and more part of the scene. | want to make
sure we can accommodate that.

| think what we will probably be hearing, and I'm
glad you brought it out, is what kind of andysswe are
going to pay so much for that lease arrangement range.

At this stage we are now going to make sure the
lease arrangement terms, conditions and rates are just and
reasonable.

So that's how | got comfortable with offering the
settlement in this regard.

| do note from one of our discussonsthét |
think certainly the two of uswould be open to afeedback
on the hearing from the settling parties here asto how
that balance might be more gppropriately struck, but | view
what we are doing here is making sure that the vaue that

the price of the leaseis just and reasonable for Michigan
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fundamentally upset what | think is abusiness srategy
that 1 think has alot of promise.

COMMISSIONER BREATHITT: | am okay with changing
this one feature of the order on the lease agreement,
flipping thet to give -- | don't know if we would say equd
rights or more rights to the new entity.

But thereisabit of alingering question in my
mind, and it arises from my days being a Sate commissioner
when pole attachment issues, which can be quite thorny,
rose to the level of policy discussons and hearings at the
state commission and whether you use a pole attachment to
connect the last mile to a school for high-speed Internet
connections or whether there would be atusde with the
cable company on whether it could use the pole attachment
or whether the uses for the eectric company which ownsit
aways getsthe primary use.

So | was comfortable with changing the result of
this one feature, but | aso know that we weren't parties
to the settlement discussions and whether or not the pole
attachment issues were part of the reason that the
settlement was crafted the way it was.

That'sdl | wanted to say.

COMMISSIONER BROWNELL: | would liketo just add

some thoughts about that, and certainly 1 would be willing
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Settlement.

It struck me as frankly that the staff may have
been a savior here to an agreement that three or four or
five years down the line was going to be contentious and
difficult, and | like you remember those pole attachment
orders.

I think what 1 would Ssmply encourage the parties
to do -- it's often tempting to agree to things to get the
dedl done at the day -- but thisone | could see us being
asked to mediate in the future unless we made this change.

So aswe are looking at new business models, and
| am excited about the business model's we have seen today,
| think parties need to think beyond the deal of the moment
and how thisis actudly going to work in the future
because we have enough to mediate. | don't think we need
to add any new opportunitiesto our list.

| just think the parties need to be watching out
for the long-term liabilities of what they are agreeing
to.

COMMISSIONER MASSEY: Wadll, | actudly fully
support this order.

| would be concerned that under the lease

agreement that we change here that the Michigan Transco is

encumbered in transmisson expangion in ways that Consumers
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faclities

Transmisson uses of the easement are effectively
subordinate to nontransmisson Uses.

Trangmission uses | think should have primary
cdl on the rights-of-way.

My concern is that the easement as proposed might
put a cloud over the independence of the Michigan Transco
and this might proof troublesome to them later on asthey
participatein aRTO.

They have may want to participate as an
independent transmission company within RTO and to carry
out the responghilities that the Commission determines can
be exercised by atruly independent transmission company.

So | think this easement would be troublesomein
that repect to them or potentialy could be.

And aso Michigan Transco pays the full book
vaue of the land in its lease payments to Consumers and,
therefore, should enjoy the unencumbered right to the
land.

So, dthough we aways have an open mind on
rehearing | must say that | think this order heads in the
right direction.

CHAIRMAN WOOQOD: Votes.

COMMISSIONER BROWNELL: Aye.
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COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOOD: Aye.

SECRETARY SALAS. Wewill consder the next four
items for discussion page 8, page 9 and page 10, all
related to hydro power, and page 11, LT of America

MR. BROOKS: Good morning. My nameisKeith
Brooks. With me up here are Barbara Chrigtin, Chris
Nygaard and Tom Dean.

The four orders on the agenda today approve a
comprehensive settlement in issuing new licensesto Erie
Boulevard Hydro Power and four projects located on the
Rapid River in St. Lawrence County, New Y ork, the
settlement designed by 17 participants.

The combined construction capacity of the project
is 161 megawaitts.

Three of the projects generate ectricity and
the fourth is a storage reservoir which provides seasond
and daily flow regulation to optimize downstream power
generation.

The licenses provide for power generation and
long-term protection and enhancement of Rapid River'sfish
and wildlife resources.

Additionaly, the licenses enhance opportunities

for recreation and public access to project lands.
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| asked for a presentation on this because first
| wanted go thank al of the participants, most certainly
our staff and the other bureaus who are involved and the
stakeholders.

This has been a 10-year long re-licensing
process, and | was featured in Hydro Day, which visited
some of theissues, and I'm redlly pleased that some of the
more contentious issues particularly those regarding the
consultation on the protection of cultura resources with
the St. Regis Mohawk Tribe were resolved, and | commend the
tribe itsdlf for such a speedy response to the process.

I'm aso glad because, as| said before, |
applaud, support and encourage, do whatever it takesto get
to settlement, because | think the parties are far better
equipped to determine what their needs are and what the
needs of their communities are.

| wanted to revigit for amoment on the issue
that we talked about a couple weeks ago, and that is what
we do not include as part of our orders from the
Settlements.

It was my understanding that our andard isif
we do not determineit to be enforcesable under our
authority we do not includeit in the find order. Isthat

correct?
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COMMISSIONER BROWNELL: Does anywhere there exist
akind of ligt of things of issues that we typicaly seein
Settlements that we would determine that are not
enforceable by usto give some guidance to the parties
about what they might expect in response?

MS. CHRISTIN: | missed thefirgt part of your
question.

COMMISSIONER BROWNELL: Doesthereexist alist
or aguiding document that would give the parties some
understanding of what we determine to be enforcegble or
nonenforceable just to give them some guidance?

MS. CHRISTIN: In the Commission order iswhere
it's determined what's included and what's not. The
Commission attempts to give some guidance there.

Starting back in about 1994 we said what we
thought would be or should be enforceable by the
Commission, and since that time we have attempted to just
sort of keep refining that. We generdly try todoiitin
particular license order.

In this license order, for example, we took the
settlement -- actudly in the four licenses -- we took the
Settlement it seemed particularly easy to do it here, and
we separated out those conditions that would apply to each

of the four licenses and included those as an appendix to
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S0, in this case anything that's not in the
gppendix is not part of the license and we're not going to

enforce by the Commission.

COMMISSIONER BROWNELL: Okay. | guess| was

going a it from adightly different way, and perhapsthe
stakeholders would like to weigh in a some point with us.

It s|ems to me that thereisn't afull
understanding, at least in my mind and from what | hear, of
what we redly believe to be enforceable and non, and
perhapsif we could go on individua orders some
consolidation of that into some kind of a guidance document
would facilitate the settlement discussions, dthough
candidly | haveto tdl you | would like to find some way
to acknowledge al of the aspects of a settlement even if
it were something that were attached to the order that
identified al ements of the settlement and their
importance whether we believe we can enforce it or not.

I mean smple things like the ADR provisons and
this.

It strikes me as not particularly encouraging
when we do our own dice and dice, particularly when people
don't understand it.

| don't know how you fed about that, but the

importance of settlement isso greet | would liketo find a
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settlement, whether we particularly can enforce any
individual provision, and no one should be confused about
where we are going.

| think some guidance document would be helpful.

MS. NYGAARD: Commissioner Browndl, | agree, and
as Barbara was indicating we have in recent years we hope
made it clear and clearer.

We generdly regard the rehearing order in the
Erie Boulevard case, 1993 FERC paragraph 61.

MS. CHRISTIN: 61-176.

MS. NYGAARD: Right.

Where we made every effort to be as clear as
possible in terms of sort of catalogue of the types of
settlement provisons that the Commission has thought would
be problematic to enforce.

Redly the only onethat | think has been at
issue exactly isthe ADR provison you spesk to.

| dso agree with your point about an order
should reflect approva of an entire settlement.

Wetry to do that. We have been very careful to
explain when we think when we are saying the settlement
looks really good for everyone and then to say and hereis
what isin the license as specificdly referenced.

Anything that is adopted documented in the licensesin the
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So we have tried to be as crystal here as
possible. We are dways looking to make it en better.

COMMISSIONER MASSEY: Areyou saying that you
think that we have given the equivaent generic guidance on
thispoint? | notice the Erie Boulevard case was a 1999
decison.

Has there been an evolution of the guidance since
then? Would it be gppropriate for more generic guidancein
thisarea

MS. NYGAARD: Yes, there has been -- I'm sorry.
Let me correct myself.

The latest Avista Corporation, 1993 FERC 61, 116,
where you specificaly set out to do exactly asyou
propose, and we could certainly turn that into akind of
generic document that could be made more readily available
to everyone that would benefit by it.

COMMISSIONER MASSEY': | think Commissioner
Brownel makes avery good point.

It's obvious that these settlements include
redlly important provisions that we have said that we
cannot enforce but they are nonethel ess important.

By the way how do those provisions get enforced?

MS. NYGAARD: Those being which?

COMMISSIONER MASSEY: Provisions of a settlement
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cannot enforce them. How do they get enforced?

MS. CHRISTIN: Aswe have indicated, the
Commission hasindicated in its orders that -- there are
two answersto that.

Oneisif they can sructure the settlement terms
to obtain enforcement in other fora, typicaly state court
contractual. Now we understand that some agencies aren't
redly in pogtion awaysto do that.

The other which we have aso suggested in severd
orders, including the Avista order referred to, isto
amply make a dight language modification to the ADR-type
provison which would then make it easy as piefor usto
dedl with.

So | redlly think that perhagpsthereislessof a
problem than sometimes is suggested, and were not aware of
any parties ever telling us that they needed anymore --
that they couldn't settle on account of these
uncertainties.

COMMISSIONER BROWNELL: | don't know that that is
the case, but certainly some of us have heard thet there is
some confusion there.

So maybe in developing and updating the document
you want to do afocus group with the stakeholders to get

their feedback.
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MR. ROBINSON: If | could make one quick comment
before the countdown, Commissioner, you mentioned getting
these projects out in eight or 10 years, and | just wanted
to aso have an opportunity to pat on the back of staff.

Certainly, at the December hydro conference we
learned that we as a staff have a number of stepsto take
to enhance the streamlining of measures that we take to
make sure these projects get out.

| think this project stands for how we are trying
to do that differently since the December conference.

Barbara Chridin in particular and Tom Dewitt
worked very hard on program agreement with the tribes and
the agency and others on avery back and forth
collaborative means to get everybody on board on that
particular issue which was the last piece of the puzzle
that we had to get together before we could bring thisto
the Commission.

| seethat asadirect result of that December
conference and the types of things we learned about how we
collectively staff handle these projects and hope that this
isjust one of severa that will reflect that sort of new

look at these projects.

COMMISSIONER BROWNELL: My remarks perhaps are

not sufficient recognition of the staff's contribution.
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meade great progress and | appreciate al the work that's
been done. Ten yearsislong enough.

CHAIRMAN WOOD: Check another one off.

MR. ROBINSON: Four.

CHAIRMAN WOQD: Then there were --

COMMISSIONER BREATHITT: Dont go there.

CHAIRMAN WOOD: There were 51 two months ago.

MR. ROBINSON: | took my daughter to aLincoln
Park concert last night, and just smple math is beyond me
right now.

COMMISSIONER BROWNELL: Aye.

COMMISSIONER MASSEY: Aye.

COMMISSIONER BREATHITT: Aye.

CHAIRMAN WOOD: Aye.

Thank you, Barbara and Chris.

This concludes the at part of the meeting, and
now we have some presentations under A-3 that we asked for,
and | appreciate the parties up here and, Madam Secretary,
| turn it back to you.

SECRETARY SALAS: Mr. Chairman and Commissioners,
at your request we will now hear an update on our
developmentsin the East, Midwest and Southeast aress.

For this purpose we have representatives who are

joining us this morning to explain recent developments and
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Wewill begin with Mr. Nick Brown of SPP on the
proposed SPP Midwest ISO merger.

MR. BROWN: Chairman Wood and Commissoners, | am
very pleased to again be here and provide you an update on
the Southwest Power Pool and Midwest SO merger.

At the very highest leve | can tdll you that we
are this close (indicating).

Fortunatdly after many months of effort, last
Thursday we distributed to the Southwest Power Pool board
of directors the definitive documents necessary for the
consummation of this particular dedl.

While | would have much preferred thet the
development of these documents occurred in a much shorter
period than five to Sx months, there are two reasons that
it did take thislong.

First, both Southwest Power Pool and the Midwest
ISO utilize a collaborative processinvolving our very
diverse stakeholder groups to provide input on our
processes.

Second, there were just afew other things going
on like implementation of the Midwest 1SO tariff or Midwest
SO Southwest Power Pool PIM common market initiative, 1SO
discussions with Alliance and factory acceptance testing on

the Southwest Power Pool's market settlement systems.
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purchase consumption agreement necessary to affect a
transfer of substantidly al of Southwest Power Pool's
assets to the Midwest 1SO and their acceptance of those
assets and liabilities.

Also included was a conditiona withdrawal
agreement for Southwest Power Pool members necessary to
again affect the particular transaction, and last but not
least the ballot distributed to Southwest Power Pool
members.

Pursuant to Arkansas law our members are required
to approve the transfer of substantialy al of our assets.

So, what is next in the approval process? Our
board meets next Tuesday to consider the recommended
documents from our officer team.

The Midwest SO board meets on Thursday aso to
consider the documents.

The bdlot that I've previoudy mentioned has
been distributed to our members to receive their approval.

I'm happy to say that even though that ballot was
only distributed Monday evening, we have aready received
severd balotsin the affirmative.

And then last but not leest, following the
Midwest SO board meeting the Midwest 1SO transmission

owners must approve modifications to their documents
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Then the next seps include getting our
individua transmisson ownersto sign onto the
organization and filings of our modified documents with
this Commisson.

When we make those filings we will be requesting
your expedited action on those to be sure you understand
prior to our ability to close the deal your acceptance of
those modificationsis required.

Those modifications are in my opinion fairly
smple but considerable in terms of governance,
modification of the Midwest ISO broad's structure to
include four of Southwest Power Pool's non-stakehol der
directors and then, second, certain financial aspects of
the governing documents.

We would hope to close the merger before the end
of the second quarter.

Again, the primary time will be receiving your
acceptance of our filed documents. We will be submitting
those modifications by the firgt part of March in afiling
to you.

Then we will immediately begin assuming gpprova
by our boards next week the integration process that
focuses on obvioudy our staff organizationd structure and

integration of our sysemswhich I'm happy to say are very,
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things that promoted our merger talks to begin with.

Last but not least, back probably the most
important will be the beginning of what we consider to bea
quick win, and that is the filing of a consolidated tariff
with this Commission, which we hope to do within 30 days of
next week's approval.

Now that will occur over two steps. The first
tariff filing will be to implement what we consider to be
one-stop shopping across the combined footprint. 1t will
not be afully detailed consolidated tariff, but from a
market perspective we hope to provide the one-stop shopping
with thet initia tariff filing very quickly and then dlow
our collaborative processesinvolving our stakeholdersto
over the next many months hash out some more of the details
with respect to overdl regiond rates and revenue
alocation.

I'll be happy to answer any questions that you
may have.

CHAIRMAN WOOD: Do you anticipate filing your
consolidated tariff within 30 days of next week assuming
the votes support it and a separate filing, which will bea
MISO filing which would accommodate changing the name of
the board structure or board structure to accommodate?

MR. BROWN: That's correct, and we hopeto do
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CHAIRMAN WOOQOD: All right. So that'sal wrapped

in the March time frame?
MR. BROWN: That's correct. It'smoving very
quickly.

CHAIRMAN WOOD: Okay.

COMMISSIONER BREATHITT: What do you mean by

consolidated tariff?

MR. BROWN: Onetaiff, asngletaiff. Both
the Southwest Power Pool tariff and the Midwest SO tariff
are dready very, very consstent in a number of respects.
Obvioudy they are both pro forma based.

From my particular point of view, it isnot going
to take awhole lot to mesh them together and from the
market's perspective provide one-stop shopping consistent
with business practices, and we hope that thisinitid
filing will dedl with thet issue

Then comes the sticky process of dedling with the
overdl regiond rate and revenue alocation.

Fortunately, both of our rate structures and our
revenue dlocation sructures are very, very smilar.

So | would hope that that process would be
relatively speedy aswell.

However, that dso involves al of our diverse

gakeholders, and we want to utilize our stakeholder
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Thefirg piece is more adminidtrative in nature
and can be handled by the staffs.

It's atwo-pronged approach but on all of these
sepswe are focusing on them in pardlel and notina
sequential fashion.

COMMISSIONER MASSEY: | have two questions.

Describe how you are merging the boards of
directors.

MR. BROWN: Okay.

The Midwest SO board today is acomplete
non-stakeholder board of directors consisting of eight
persons. In the consolidated board we are proposing a
structure where we utilize their existing directors and add
to that four of the non-stakeholder directors from our
non-stakeholder segment.

Southwest Power Pool's board today has 21 seats,
seven owners, seven users from the stakeholder group and
then seven non-stakeholders, and we are proposing to blend
the non-stakehol der sector group from our board with the

Midwest 1SO board.

COMMISSIONER MASSEY: So the SPP-MISO board will

become a non-stakeholder independent board of directors?
MR. BROWN: That's correct, acomplete

non-stakeholder board of directors.
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whether SPP was a party to the letter of intent between
MISO and PIM with respect to the common market design.

MR. BROWN: We were not asignatory to the letter
of intent, but since our boards have approved our
memorandum of understanding to consolidate the merger we
havein that particular regard been acting asasingle
entity.

Infact, | even have one of our folders, and Jm
isgoing to go in much more detail on that, but you see
them with respect to the meeting materias for that common
market structure that the Southwest Power Pool's nameisin
there, eventudly the name of the combined entity.

But we are very much engaged in that process. We
are very supportive of that process, and it is very much
consstent with our board's goa over the years to break
down regiond boundaries that have existed by our
organizations.

COMMISSIONER MASSEY: Yes, | notice here you have
awebsite www.miso-pjm-spp.com.

MR. BROWN: That's correct.

COMMISSIONER MASSEY: Wédll, that's progress.

MR. BROWN: | very much agree, and Jm's has
quite a bit more information on that as well.

CHAIRMAN WOOQOD: What, Nick, are the issues with
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MR. BROWN: | don't know that there are any
issues. It'sjust our particular tariff describes arate
revenue alocation process. The Midwest SO tariff
describes arate revenue all ocation process.

While we both utilize zone rates, we both
alocate revenues very much the same.

Agan you're talking about combining two regiona
organizations that currently are administering regiond
tariffs, and we need to utilize our stakeholder processto
evauate the language that will be filed deding with rates
and revenue alocation.

That's something that we as staff tend to shy
away from handling those adminidrative issueswhen it is
not our asset. We smply manageit. When it comesto rate
and revenue dlocation, we utilize our stakeholder process
to development those.

Agan, my persond feding isthet thet is not
going to be atough areato facilitate agreement because
again both tariffs are very, very smilar in al rates, but
itsdill time.

COMMISSIONER BROWNELL: Thank you.

MR. BROWN: Thank you very much.

SECRETARY SALAS: WEIl now continue with

Mr. James Torgerson of the Midwest 1SO on the Midwest
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MR. TORGERSON: Good morning. Thanksfor the
opportunity to address the Commission. I'm Jm Torgerson
and I'm with Midwest IS0, but I'm actually spesking on
behalf of PIM, Midwest 1SO and the Southwest Power Pool
today.

The objective we developed when we were looking
at the letter of intent was to develop acommon single
wholesae market with one-stop shopping that meets the
needs of al the customers and stakeholders and using the
power grid in the states serving them.

| think we have a map that we were going to try
to project up. That would show where we are.

But basicdly it's the area encompassed by PIM,
al the Midwest 1SO and Southwest Power Pool.

S0 you can visudize this runs from Manitoba down
into the New Mexico, Texas, Arkansas, Louisanaarea, and
then from the west in Montana dl the way to the Atlantic
seaboard.

One of the reasons we got together isthat our
systems and our philosophy were very smilar. We are dll
using aL &P based or looking at a L& P based system for
congestion management. We're looking at daily and day
ahead markets. So philosophicaly were dl on the same

pang, and it made it very easy to get together.
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high priority on getting thisdone. Wefully bdieve this
will happen and we can get it accomplished.

| think the priority is evidenced by the
resources we have adready dedicated to this. We have set
up a number of teams or committees that are working
immediately.

And the other thing that's very important is both
of our boards, the PIM board and others -- you can see the
extent of the areawe are talking about to have one
marketplace -- both of our boards, the PIM board on January
16, the Midwest 1SO board on January 17 unanimously
gpproved the letter of intent and moving forward.

Since the announcement of the letter of intent we
have formed work groups, and the themes of the work groups
are basically to be customer focused, to do this saving as
much money as we can but then aso leverage our resources
the oneswe have jointly.

Some of the details on what were doing:

We have amarket team that's already met. Their
responghility isasingle market design forum.

We had a meeting here at the Commisson. We
thank the Commission for letting us use their facility.

We had 140 attendees here. We had another 40

registered on the phone and numerous people involved in the
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groups.

The objective is to receive customer and
stakeholder input into how we want to do thissingle
market.

They are currently developing a Sx-month action
plan which going on right now, indluding dl the fegture
mestings of the joint stakeholders so we can develop this
sngle market.

We have an IT team that's aready working. They
have a charge within 90 days from the date we signed the
letter of intent, actudly the date from our first meeting
which was a couple weeks later. So I've got to give them
some dack but 90 daysis not along time.

But we're looking for ahigh level assessment:
What systems we have, do an inventory of what we have
jointly, then leverage what we have with the idea of coming
up with the architecture that supports the one single
market design.

We dso have our communication team, and | think
it was noted dready we have our website up and running,
and they are respongible for the interna and externa
communications including maintenance of by awebste.

Findly, we have an integration team, and they

are putting the overal plan coordination process together
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give you an idea of how were proceeding. Inthe GNT chart
-- thiskind of locked up on us.

MR. WODYKA: I'll get it.

MR. TORGERSON: Thiswas Richard's laptop. So
I'm not quite familiar with it.

But inthe GNT chart we look at our single market
design forum meetings, which we are going to be to be
scheduling throughout the second middle two quarters of
2002.

We're not only going to have a conceptua market
design with the anticipation of filing with the Commission
hopefully by the end of thisyear on where we're heading
with that, and obvioudy it is going to be consstent with
of overdl market design of the Commission. That isour
god and we want to make sure they just dovetail together.

Ealy deiverables We have identified some
dready that we plan on implementing this year.

A couple of those are one-stop shopping
throughout the entire region which we believe we can have
done within the fourth quarter of this year, dso
eectronic scheduling for the whole footprint which again
we believe we should have done by the first quarter of
2003.

Weére dso looking a how we utilize joint
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market design, again consstent with the Commisson's
standard market design.

The other areas were going to be working on
besdes the early ddliverables will be looking at detall
market desgn. We are going to be identifying smilarities
we have with each other and findize our market rules,
again with the Commission's assistance and then do the
filing with the Commission.

By early 2003 we will belooking for making the
RFP process for whatever systems we believe we will need to
implement this one standard market design and doing the
congtruction of the test data, and we are shooting for the
end of 2003 to basicdly to have thisal up and running.

Obvioudy the state and the regulatory and the
stakeholder process is going to be an ongoing process that
we're going to be focused on.

Our IT plan and developing of the data
repository, the market interfaces, the security need to
transport again is ongoing, and we're to be putting the
deadlines to that for our teams to make sure that gets
implemented, and then the adminidrative functions clearly
are ongoing going. But we aso have the objective of doing
our cogt-benefit andysis and having it by midyear of this

year S0 we can look at it and make certain that thiswill
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Finaly, once that is accomplished, we will be
looking at the budgets for next year, 2003, 2004.

Then we have on our schedule abusiness
continuity plan which means how do we keep things going
forward.

And then findly the ancillary services part that
will bethetal end which is probably in the 2004 time
frame.

The other thing | wanted to highlight is we would
be more than happy to provide this Commission with monthly
reports, written or verbally, on how we are progressing,
because we have a strong commitment to getting this done,
and we want to make sure it happens quickly.

So with that | would be very happy to answer your
guestions.

CHAIRMAN WOOD: Jm, thank you for coming today.

| think Nora had asked questions & our last
mesting about going live on the 1t and my report is that
has worked very well.

MR. TORGERSON: Wedid go live on 14.

Always there areissues, but | think it is
actualy doing better than most of us had expected.

There are il things we are working out right

now, getting our settlements done on adaily basis, but
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are moving adong extremey well.

Clearly we have more work to do. We have along
way to go. But we did get up and running and running the
taiff.

CHAIRMAN WOOQOD: | congratulate you and all the
folks behind and besides you that made that happen.

| want to make sure that as they go forward in
the market design that we have significant staff
involvement there. | think the monthly reports sound like
agredt idea. Certainly in writing would be easer for dl
of usto scan around it.

Clearly you arethe one. You arethe bird in the
hand. We want to keep an eye and make sure that anything
you need to support staff in light of what Nick just
reported from SPP.

We know that the filings are coming and from our
level we can keegp them on the front burner and redly
facilitate whatever regulatory time frames that would be as
short as we can possibly make them consist with good due
process.

Again, we gtrengthen the stakeholder process that
has led up to the Midwest and PIM and SPP over the years.

It redly makes this effort on our side of the fence alot

more speedy.
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stakeholders, there maybe some issues. Again theré's not
100 percent consensus. Y ou know that's what we do which
look at those things.

| do like the processes that you al have done.

Y ou mentioned ancillary services. What isit you
were taking about when you mentioned ancillary services?

MR. TORGERSON: We are going to be doing the
energy market first and then the ancillary servicesthat
follow aong with the transmisson because we just fed
it's going to take little longer to get that up and
running.

CHAIRMAN WOQD: So in theinterim what will the
people do for transmisson? Do they buy from the
individud utility or tariff?

MR. TORGERSON: No. Wewill bedoing it. Rather
than having the one-stop shop or the ancillary services
they will be going to each of the RTOs as do today for the
ancillary services, but our objective isto get there as
quickly aswe can. It'sjust wefed it may take alittle
longer.

CHAIRMAN WOOQOD: Oh, you'e are saying that
ancillary services will be one st of three?

MR. TORGERSON: Yes.

CHAIRMAN WOOQOD: Okay. I'vegot it.
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CHAIRMAN WOQOD: What levd of guidance -- since
we are talking about a sgnificant part of the eastern
interconnect here that is being discussed, | think we will
talk about another significant part in amoment -- but what
sort of guidanceis helpful to a common market design or
common wholesale energy market that this Commission can and
should give in the giganova process versus what is good for
that kind of work through this broad collection of
stakehol ders from across the country through your process?
I meen far do you think will beis useful for you guysin
what we do or what we're doing in RMO 1127?

MR. TORGERSON: | think the guidance that you
give early on will be very helpful because we have to put
this system, in and we are going to be working directly
with your gtaff, with the staff of the Commission on our
process.

So | think the earlier we have guidance the
better off we are going to be.

| think making certain that people participate --

I mean | know well get the marketers and the
sakeholders. Thereare afew blanksyet. | think we want
to make sure we fed thosein.

| have had some discussons with peopleat TVA

dready, and | think they have some interet.
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ismaking certain that people are participating.

I'm not sensing any hesitation.

| believe the Alliance companies have indicated
they would like to participate a so.

So | think we are going to be getting there
pretty quickly, but time and having it identified what the
Commission is going to want in the standard market design
quickly isgoing to be our best dly.

CHAIRMAN WOOQOD: InthelT assessment that you
talked about going on high level in 90 days, are the issues
that came up in December related to the Alliance are they
being reviewed in that aswell or isthat kind of waiting?

MR. TORGERSON: Actudly, the 90 daysfor the IT
iskind of the architecture. We are going to be looking at
not necessarily with the Alliance, with PIM, SPP, Midwest
ISO. We would encourage the Alliance to be part of that
and then see what kind of systems they have that could be
utilized also so we are not having stranded assets.

CHAIRMAN WOOQOD: You seewherel am going?

MR. TORGERSON: Yes, gr.

CHAIRMAN WOOD: | would like to addressthe
schedule. | want to make sure that al the people get on
thetrain asit'sleaving the gation.

MR. TORGERSON: Thank you.
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this. But in this common market roughly how much load is
there? Isit roughly 240,000 megawaits?

MR. TORGERSON: | think we said not counting the
Alliance it is 180,000 megawatts. If you add in the
Alliance you are probably up to -- that's another 5,000 or
10,000. Soyou are looking at 290,000, | think.

CHAIRMAN WOOD: On that issue one of the things
on the very last pand last week on software that came out
from the audience questioning was -- and your consultant
was very good at participating in that week by the way --
was that it would be difficult for aregion with that many
generators and that much load to operate as a sSingle energy
market.

I guess my thought in reaction to the number you
just gave Bill was even if one program can't solve the
whole region at once, and that may be what | expect it
probably would, based on what we heard last week. It's
useful multiple programs run under one roof and one
protocol and al that.

| look forward to that. | was very intrigued by
thet issue.

Nora, | know you talked about that aslong as|
have known you.

But the software issues are pretty deep. If they
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rather pull back from to we make sure that isin very good
hands.

So multiple under one roof certainly does diverge
from the concept of a common wholesde energy market that
you dl have brought forward.

MR. TORGERSON: One of the things were looking
at doing is how we take care of this vast system, and we
arelooking at either hierarchia approaches or dispersed
approaches where it does come al together under one so
that we won't necessarily be trying to do everything at one
shot with the software.

But we will look at that, too. | mean they
haven't done the assessment yet.

The person who was here -- Roberto Politsa --
he's actualy an employee of the Midwest I1SO. Histitleis
principal consultant, but heis an employee. Hesavery
senior employee.

COMMISSIONER BROWNELL: Pat, what | took away
from the conversation was that we did not yet know whether
the software existed to support something of this sze and
that it smply was something that needed to explored and
tested.

In fact, the cautionary care to us from everybody

was when we are taking making these decisions we need to be
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| don't think he said it couldn't be done. It
was just we didn't know.

CHAIRMAN WOOD: To meto get the best of both
worlds is good ahead and say look if we need one or three
well do them dl in the same shop, and it if it'sthe
mainframe -- that's an old word.

COMMISSIONER BROWNELL: | hopeyou're not
reaching that.

CHAIRMAN WOOQD: If they have three different
systemsright here and they al working off the same basic
platform, they may just stick nice with each other. | can
live with thet.

Tomeavison in the sate of the market would
be great to accommodate that. But | don't think that to be
fatd flaw.

That was agood Stuation. 1t was your feding
to look a kind of flagged it up as you are getting this
big. We want to make sure that big isn't too big.

MR. TORGERSON: That's right.

COMMISSIONER MASSEY: Let meask. There may be

aspects of acommon market that don't necessarily require
precisely the same software elsawhere everywhere too.
It seems to me you can do planning and take care

of some other aspects of amarket without having precisely
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MR. TORGERSON: | think that's very feasblein
certain aress.

The ones where you have like the one-stop
shopping in the dectronic scheduling you clearly want to
have one software packages.

Others where you are doing planning that's more
on aregiond basis you could use thingsthat are alittle
bit different, but still have to work together because we
are going to bring things together through interfaces.

Y ou don't want to get too far afield and at least
have the same architecture so you are aways on the same
platform.

COMMISSIONER MASSEY': | agree with that.

COMMISSIONER BREATHITT: | am wondering if --
thisis something that just popped into my head -- if you
can end up with market power issuestha arise if you have
flaws in the software program and it encompasses such a
huge areaif you could end up with some pervasive
problems.

| guess that's something that the new MOI office
would detect and then they could be corrected.

MR. TORGERSON: Yes. And our independent market
monitor will belooking at exactly what were doing and the

mearket operation office of the Commission will be looking
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As| sad before, we going to be providing our
data directly to the Commission and then the Sate
commissons.

Hopefully if there is something thet's not going
correctly and someone is gaming the system that it is found
out immediately. But with that big a market hopefully it
won't happen, but well al be on guard againg it.

But | see your point.

CHAIRMAN WOOQOD: Youretdling usthat despite
the breadth of the market there could be some fault in the
software that would cause power problems.

MR. TORGERSON: Yes.

CHAIRMAN WOOD: That'sagrest point.

| think saw alittle of that in the older case
snce | have been here with New England where the software
resulted in some problem, online problem.

MR. LARCAMP: Could 1 just address one clarifying
point?

The monthly reports | assume would be
informationd filings with the Commission so that we won't
be getting another round of comments on each one of those,
and | assumethat at least three organizations do a great
job of stakeholder outreach, but | assume the copy of those

will be directly emailed to the state commissions and
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advocates that would be interested in what is going on so
that they could directly updated as we are.

MR. TORGERSON: Yes. Wewill provide
informationd filings and post them on our on website aswe
do with dl of them. We e-mail everything to stakeholders
as soon asit goes on our website. So we will continue
that.

Thanks.

CHAIRMAN WOOD: Thank you very much.

SECRETARY SALAS:. The next presenter this morning
is Mr. Richard Wodyka from PIM who will be addressng PIM's
expanson plans.

MR. WODYKA: Good morning. It'smy pleasureto
be here today to give you alittle bit of an update on what
is happening with PIM.

| thought 1'd firdt try to share with the
Commission that we share the Commisson's vison of
coloring in the map, as the chairman likes to characterize,
for a competitive marketplace across the nation.

Wethink PIM isin agood postion to facilitate
that. From what we have developed in the mid-Atlantic
region, it helpsto bring vaue to the consumers and some
market participants through a competitive marketplacein

our region.
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about individuas. It'sredly about a process that we

have in place that has open planning and operating rules
under a competitive marketplace, and these rules and market
design were not of just PIM's making but redlly were
through this open collaborative stakeholder process and
through alot of hard work, alot of it through sweet.

Through alot of activities, we have cometo a
design that five years ago we started out with. There was
avery good design a the time, but we have evolved in five
years to a current design and that as reflected a
sgnificant amount of changes over thosefive years.

| think we filed over 200 different filings with
the Commission changing our operating, our planning, our
market rules to continue the evolution of the marketplace
in the mid-Atlantic region, again to bring vaueto the
consumers.

So from our perspective thisis not redlly about
geography. Redly what it's about is market and
competition.

| think that the Commission has thet vison of
putting competition out through a competitive marketplace,
and we support the development of a standard market design
through the Commission's activities.

| did want to report to you on three specific
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Thefirst oneisour PIM West gart-up. From our
perspective PIM West is the ultimate proof of concept for
our standard market design. It can be operated over
multiple control areas and multiple reliability councils.

We are grateful for the Commission's recent order
expressing interest of getting PIM West started up on March
1

PIM's perspective iswe are redly standing by,
ready to go, staffed up, hired people. They have been
traned. The infragtructure has been put in, the facility
has been put in now, and were ready to go.

Unfortunately thereis a procedura snag at this
time, and that had to do with -- because I'm sure that the
magnitude of the dl the other proceedings that were going
on inthefdl that the order that just came out in
January, while it gpproved al of PIM West's compliance
activities, it did set the Allegheny’s transmission rates
for hearing and that has produced allittle bit of aglitch
in that since thiswasjust st for hearing in January
Allegheny has requested rehearing on this sort of to seek
out clarity of the scope of the tranamission rates
hearings.

In this rehearing they have requested that the

Commission give them expedited hearing on this even so much
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with PIM West on April 1.

Officidly PIM has no position on the Allegheny
rates but just to point out that this uncertainty with the
Allegheny rates could postpone the implementation of PIV
West for sometime.

We don't believe thisis redly what the
Commission intended, and we do think that you can provide
clarity to this rate hearing process and address through
this thorough review and due process dl the rate protests
that came in through the PIM West filings.

Thisis redly important for not just PIM and
Allegheny but the five states who have supported this
implementation for the last year or so.

And | dso believe that thisis one of the
critica pieces of the puzzle to address the Midwest and
Alliance issues asfar as being able to solve a competitive
marketplace.

Unfortunately Alliance sits between the MISO and
PIM.

So in coloring in the map, as the Commission
would like to do, we are supportive of that. We need to
get the resolution of Alliance on how that is going to work
out.

Just to comment alittle bit on the M1SO, PIM and
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overview and presentation on:

From a PIM perspective we are very excited and
very committed to thisinitiative.

We think that thisis going to further the
industry. Wethink thet thisis going to redly solidify
competition in markets across the nation.

From our members perspective -- and that's an
important perspective that you should understand -- our
members do more business with the Midwest, twice as much
business with the Midwest as we do with our systems to that
are north of uslike the New York 1SO.

So, again, while past practice may not be an
indication of future activity, we do believe that the past
practice of how the market activities have come into PIM,
the Midwest and the Southeast, are very viable to
competition in the mid-Atlantic aress.

Even our recent cost-benefit analyss that we did
as part of our support of statesin the Northeast RTO
indicated that one of the things that would benefit both

PIM and New Y ork would be a stronger competitive

marketplace Southeast of PIM and in the Midwest. So we are

supportive of that.
Thethird initiative that | wanted to give you

some background on is PIM and the Southeast, the SeTrans
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PIM was requested to submit its qudifications to

become the independent system administrator for the SeTrans

geography.

We have eva uated that, and in our evaluation
that independent system administrator would do amost dl
the same functions that PIM does today.

Theinitid market that is being proposed in that
geography is very smilar to the PIM marketplace we have
today.

So we are very supportive of that.

We bdieve our marketplace can handle municipas
and co-ops, generation, merchant generation aswell as
verticdly integrated utilities in this marketplace.

So we are very favorable for trying to become the
independent system adminigtrator in that geography.

We think we could help jump start that region of
the country through our support, and if we get the
opportunity to be the independent system administrator for
that areawe think we could provide value to the customers
and the market participants in that geography.

One of the things in the geography, though, is
we're not connected obvioudy to the Southeast. Again
Virginia Power stands between us and the Southeast, and

again thisrevolves back to an Alliance issue.
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Alliance group, and again thisis a critica issuefor
deciding how Alliance is going to move forward.

Once that decision is made we be even then able
to color in the map even further for the Commission.

S0 judt in summary | think one of the fundamentd
things that the Commission has done for PIM recently isthe
need to put the marketsfirst in aregiona structure.

That in your Alliance order was very fundamenta
for PIM'svision of establishing competition in markets as
we move forward.

A competitive marketplace doesn't just facilitate
generation competition. It redlly doesfacilitate a
competitive marketplace where generation, transmission and
load on demand side management process can bein the
competitive marketplace, can then try to take advantage of
their materid interests and their fiduciary
regponsbilities to their stakeholders.

So, again, we are very supportive of keeping the
word competition and markets as the main thing, and we want
to keep the main thing the main thing and support the
Commission in doing thet.

| appreciate the opportunity, and I'll to address
any questions you might have.

MR. LARCAMP: Mr. Chairman, | just want to
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darification. There was heavy email traffic in last
couple days, and we will be bringing thet for judicious
resolution by the Commission.

CHAIRMAN WOOD: Any questions? Any questions for
Richard on PIM?

Thank you.

MR. WODYKA: Thank you.

COMMISSIONER BREATHITT: Richard, you said you
were requested by SeTrans.

MR. WODYKA: Wewereinvited. I'm sorry. That
may have been the wrong word. We were invited to submit a
request for qudificationsto their process. | believe we
are one of seven respondents who have interest.

COMMISSIONER BREATHITT: Thanks.

SECRETARY SALAS: Mr. Chairman and Commissoners,

the find presentation thismorning is by Mr. William
Newman of the Southern Company who will address the SeTrans
proposal. Accompanying Mr. Newman thismorning is
Mr. Frank Gdlaher, arepresentative from Entergy
Corporation.
MR. NEWMAN: Thank you for dlowing usto be
here. Weve made some significant progress with SeTrans
and look forward to reporting that to you.

One thing, though, to the point you just hed, |
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out by the transmission owners group to try to get ajump
gart on anybody that might be interested. It was sent to
those in existence that we knew about and others that we
thought might have an interest, and it was aso posted on
our website.

And since then there was the proceeding of the
Stakeholder Advisory Committee. They asked that we do that
again, and we've done that again, and we have | think maybe
afew more than the seven respondents that you were talking
about just to put that in place.

It was not atotal blanket because there were
some that we knew that were in the business and hed
experience. We wanted to be sure that we got to those as
well as others.

Today | will be reporting where we are, what we
have accomplished at this point.

The structure of the owners committee  this
point is about 10 players, dl with the title of the same
footing.

Our gtructure, unlike some of the corporate
structures you talked about, is collaborative effort
between those entities as well as now the Stakeholder
Advisory Committee.

The point of dl thisis| don't spesk asa
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speakers have, but representing as | understand the
position of those owners.

I will begin by giving you alittle history. |
think it isimportant to see where we are now.

The Southern Company worked with the public power
companies, particularly MEAG, GTC and Ddton, that were the
ITSjoint ownersin the state of Georgiain early 2000
which that was the bas's of an October 2000 filing which
was partidly rgected by the Commission.

Subsequent to the October 2000 filing, we begin
working, this Southern Company, a this point with other
public power entities who expressed an interest in the
SeTrans concept. There were eight others at that time.

All the SeTrans participants were actively
involved in the mediation processin the Summer of 2001 as
well as many other utilities but dl of those were donein
the Summer of 2001.

We learned much from the interchange of ideas and
modified our basic proposal of aRTO.

After that mediation process, we included the
Stakeholder Advisory Committee with a structure very
smilar to the one used in Horidain fact.

Also, locationd margina pricing which of course

was a change from culturd rights versus financid rights.
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Inthe Fal of 2001 Entergy joined in the effort
and the overdl proposa was modified and improved. The
addition of Entergy increased the scope tremendoudly.

SeTrans dtretches from Texas to the Carolings,
and | could give you some other additiond gatistics, but
aslong asyou have amentd pictureitisavery large
areain terms of megawatts of capacity and transmisson
lines.

Wefiled a gatus report with the Commission on
November 20 that specified the basics of the SeTrans
transmission owners proposal.

By the way, those transmission owners, we talk
about collaborative process and the need to get commondity
before we bring the issues to the Commission, to my way of
thinking one of the mgor accomplishments & this point,
because when you count the heads; it is mostly public power
in terms of a head count and to bring those together to
bring a common view | think isvery are hdpful aswell as
the other stakeholders.

An RFQ wasissued on December 14, 2001, and
therefore the response that you heard about earlier, in
order to determine a priminary list of those who might be
qudified to be the sysem adminidrator. You aredl

familiar with the system adminidrator. Itisan
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With the full provisons for the Stakeholder
Advisory Committee to seek additiona candidates, that was
intheinitial RFP. Y ou heard some other comments about
that.

That was dways the intent and has come about.

On January 14, 2002, Central Louisiana Electric
Company joined the SeTrans effort, and the first
Stakeholder Advisory Committee meeting was held in Atlanta
on January 15, following the stakeholder meeting on January
14 at which the Stakeholder Advisory Committee was elected
by the condtituents of their sectors.

They chose though whatever € ection method odd
they wanted and how they would select their dternates and
whét role the dternates would play and so on. That was up
to each of those sectors.

John Hughes of Elcon was eected chairman of the
Stakeholder Advisory Committee and has directed two
mesetings a this point. Oneis going on today, the third
one. He dso st five additiond meetings, including the
onethat's being held today.

The sectors of the Stakeholder Advisory Committee
are

Investor owned utilities, power marketers and

brokers; generator owners and devel opers; transmission
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munis, TDU co-ops; transmission owned co-0ps; transmission
owned municipd joint action agencies and munis; date
government agencies, consumer advocates and environmenta
interests, and by the way we don't have that particulars

sector populated but we think we will have that soon, one
particular one from Texas, indudtrid end use cusomers;

and then transmission owners or transmission dependent
utilities, federa utilities and State owned authorities,

such as Sandy Cooper and the Southeastern Power
Adminidration.

Also, the public service commission sector, which
isnon-voting at their choice, can provide import put to
the Stakeholder Advisory Committee and they can dso
provide input to the utilities under their jurisdictions by
their traditiona paths.

The Stakeholder Advisory Committee requested that
the RFQ be extended, and | mentioned that earlier, and
another RFQ was issued on February 26 to the state for
find response.

We have afew additiona potentid system
administrators as a result of thet.

The market design document was distributed to the
public and the stakeholders on February 8, 2002.

The SeTrans market design proposa we bdieveis
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and incorporates el ements of FERC gtaff papers.

So we look forward to further devel opment of
standard market model so we can get this thing working
sooner.

The Stakeholder Advisory Committee got alist of
preliminary sdection criteriafor the sysem administrator
and will complete thislit at the next meeting on February
13 and 14, 2002. That will begin to be an interesting
process. Some ided sdection isbeing proposed there and
be quaified if they do what they want done, but | guess
that iskind of what we expect.

The proposed market design will be discussed with
the stakeholders on February 15, 2002. We set two full
days for opening comments and discussion after abasic
presentation of the concepts.

This market design will be discussed with the
Stakeholder Advisory Committee, but | make the ditinction
here: The full stakeholder group will have an opportunity
to see presentations and discuss this on Friday of this
week and the full stakeholder group will have two other
opportunities to provide any comment input they want, so on
and so forth, and we set aside afew days for discussion of

those. The planning protocols --

CHAIRMAN WOOQOD: So Bill, youve got adiscusson
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that was circulated on the 28th?
MR. NEWMAN: That'sright.
CHAIRMAN WOOD: That was generated.

MR. NEWMAN: By the transmission owners.

CHAIRMAN WOOD: So that's now out there to the

stakeholders advisory group to get incorporated on for the
broad stakeholdersin that. They are doing that Friday.

MR. NEWMAN: All the stakeholders haveit now.

CHAIRMAN WOOQOD: Okay.

MR. NEWMAN: And the Stakeholder Advisory
Committee hasit aso.

The Stakeholder Advisory Committee is probably
talking about it as we speak here today.

We wanted an opportunity where we focused the
full meeting on, not dl of the other things that we have
to do with that particulars paper.

If you don't set that time aside, it will end up
being relegated to where it is one the last items.

We want to be sure we get dl the input from
everybody that we can.

That paper by the way, again based on previous
models that have been put together, comments from the
Commission and FERC dtaff papers, is not exactly abrand

new, never seen before kind of a document.
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common models asit evolved.

The planning protocols paper will be distributed
to the stakeholders on February 22, 2002. The issuance of
the operating protocols, the system administrator retention
agreement, which we shorten to SARA, and the transmission
operating agreement with pricing revenue protocols and
tariff papers will follow soon after February 22. We have
aplanned schedule for that.

A series of meetings have been scheduled to
discuss the basic documents and receive input and advice on
al of those.

The schedule calls for the SAC to select four
candidates for the system adminigrator, for the
independent system administrator (1SA) -- excuse me for
shortening those names -- by April 25, 2002. The owners
who participate on the Stakeholder Advisory Committee will
not vote on the selection of the four.

The transmission owners plan to sdlect an
independent system administrator by May 15, 2002.

The transmisson owners plan to submit the
following proposas for the Commission's consideration by
mid-May:

Market design document; planning protocol

document; operating protocol, the SARA or system
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agreement; and the open access transmission tariff.

Those three, the SARA, TOA and the open access
transmission tariff will bein pro forma because we would
be working with the system administrator and others to come
up with the find form, particularly the SARA and TOA,
which are especially contracts for them to do the job. So
we wouldn't be able to file those contracts without having
input from those and negatiation.

The negoatiation of the find SARA and TOA will
take place in the summer of 2002, followed by afilingin
thefdl of 2002 to seek find Commission approvals and to
transfer control of assetsto the ISA, subject to approva
of our state commissions.

Subject to FERC approva by early 2003, the RTO
could begin operations by May 1, 2003, and | think when you
back up dl the things that have to be done it'sa very
aggressive scheduling.

We are being told by many stakeholders and I've
even seen some of theletters, that the scheduleis much
too aggressive.

We are being torn in both directions. We want to
get thisin place as soon as we can, and we can use many of
the things that have been done as you heard reported on to

make this process much faster than previous processes have
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aggressive schedule.

The operation on May 1, 2003, will include
essentidly dl of those functionsthat | think that we and
you want to be sure are independent:

OASIS, scheduling, planning and operations
oversight, security coordination, facilities and staffing.

Now in addition to that, the full functioning of
the market will be sometime after thet, but &t least at
that point you would have the independent system proceed.

SeTrans participants, Entergy and Southern signed
amemorandum of understanding with TVA on July 25, 2001,
having to do with working out a common tariff arrangement,
ATC cdculation, pardld flow issues, future planning, al
of those things, and progress has been made on agreement
for actions, and there's an outline of that, and | expect
progress particularly on the ATC soon.

SeTrans participants aso sgned a memorandum of
understanding with the three GridSouth participants on

January 14, 2002. That iswherethereisasmilar purpose

to work out seamsissues and ATC, and make one market work

for thewhole region. We dl have that common godl.
We don't know for sure. None of us can respond
for thefuture. GridSouth is whatever that might be.

Working those things out standsin the best interests of
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We look forward to working with the Commission,
and we of course had staff people present at some of these
meetings, to findize the development of the RTO four our
region that meets your goas while respecting the legd
requirements of the wide range of individua participants
in the SeTrans effort.

| think that we can do an awful lot concurrently

to speed up that schedule if after we make that filing we

can get some guidance from the Commission, but we will have

al that in fina form because the system adminigtrator

would have some e ements that would need to be negotiated.

| think the market design that you are working on
would help to make that effort go much more quickly.

With that | would be glad to answer any
guestions.

Frank, do you have anything you want to add?

MR. GALLAHER: No.

CHAIRMAN WOOD: How does the governance
arrangement that you envision for SeTrans compare to like
some of the other ones we just heard about?

MR. NEWMAN: | think it may be sgnificantly
different. There may be away to match those, particularly
if one of those entities met the qudifications and

criteriafor being the syssem adminigtretor.
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entity that had experience in operating eectric systems
and markets that was independent and you can list that
independence criteriafor forever, but the fina judge of
thet is four or five commissoners, but thet has a
regpongbility for operation of the eectric system and for
being certain that al the economics are met.

Our view was that entity would have a preexisting
board. We did not envision a stakeholder board. Obviousy
everyone is a stakeholder in some fashion but not stacking
it as a stakeholder board.

Wethink that isacertain formulain the region
thislarge to ensure that progress is made over the long
run.

I'm editoridizing here. | have to be cautious
that you dont interpret al entrieswith SeTranslabd in
it. | believethat persondly.

So there they have their own board. Itis, by
the way, the same mode we presented in that respect last
summer in the industry process.

Some have suggested, and you may have seen a
suggestion adong this line, that we should stop progress
until we name a board and then later name the system
administrator.

That is absolutely opposite of where we intend to
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My comment earlier about those who were proposing
criteria, take alittle casuaity there, but as you see
that list of criteria each person is proposing thosein
many cases are persond interests as opposed to criteriain
generd that that system adminigtrative would need.

CHAIRMAN WOOQOD: What has the reaction of the
Stakeholder Advisory Committee been to the narrowing to
four and then the TO is picking the one?

MR. NEWMAN: It depends which onesyou are
asking. That's the track we are on now.

| think some who have been involved in other
processes would prefer to change this, but | think it is
pretty well accepted. That's the course we are on, and |
think one of the reservations they have had, and you
probably heard this dready, isthat in the end result the
transmisson owners are the dominant votersin this
process, and that's smply not the case.

There are seven of the sponsors on the
Stakeholder Advisory Committee, and none of them will vote
in this selection to thefinal four. There are 11 others,
including federd, state, utilities such Cigd,
tranamisson dependent municipalities, transmisson
dependent co-ops, generators, power marketers, industrial

customers, and | think we will have consumer advocates at
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So it depends. | hate to represent here. You
will hear dl views on al subjects subject before this
over. | am confident of that.

CHAIRMAN WOOQOD: Do you have anything to add?

MR. GALLAHER: No, not redly, Mr. Chairman.

I would say, though, | think the reaction overal
in the Stakeholder Advisory Committee, even not counting
the transmission owners on that committee, has been
positive to the progress that we have made. And the fact
that the particular design of having someone who has
experience a this| think has been received postively as
well.

CHAIRMAN WOOD: | don't think thereisasingle
formulafor generating aRTO. | think we have been pretty
clear about that in our ordersincluding thosein
December.

| think the ultimate test is you get to the
result that creates a market that the stakeholdersthink is
aviable market for serving their customersin, and not
only the big ones, but dl the smal onesyou al reeched
out to.

| want to ate publicly | applaud you for that.

We learned from Judge McCartney's report back in

September or October how different it isin the South with
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interconnected with throughout your whole region. That's
an important accommodetion to make in light of the federa
law leaving them out.

I think your footprint i s certainly together,
and | appreciate we haven't had a chance to publicly talk
to you two dl together, but you al come together, coming
on board.

Bill, can you flesh out again what the nature of
your discussions with GridSouth was?

MR. NEWMAN: Yes.

They have sgned amemorandum of understanding
that essentidly isthe same as we sSgned with TVA.

The purpose of that isto be sure that as we work
out the market, everything, every dement of this, that
they can come in, and we can learn from whét they have
already learned as well asto go ahead and address as best
we can the issues of ATC, make sure that congestion
management is cond stent across the seams and maybe even
eliminate those seams with the idea that we -- | only spesk
for Southern, and | aso speak for Entergy, and Frank can
correct me, but we discusson many times -- | believe that
including the GridSouth areainto the market and making it
aseamless market is one of the critical eements.

To methat's sort of ameasure of successif we
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magjor accomplishment.

It will dso enlarge the area that we are talking
about.

They have not Sgned the participants Tennessee
agreement that the rest of us have signed.

They have something that is at least -- and you
correct meif | use the wrong term -- conditionaly
gpproved by the Commission. That processis going on each
of their gates as of today, to my knowledge, that the
dates are trying to reach some conclusion on.

So until those things are resolved and even
possibly after thet, they might not be able to sgn the
participant agreement. But we found away to include all
their input and get the best knowledge they aready
gained.

They aredl in the same region and undoubtedly
will be affected by whatever we put together and us by
whatever they put together.

CHAIRMAN WOOD: And anything with the
Foridians? Arethey observing or what?

MR. NEWMAN: | could mention two Horidians we
worked very closdly with, and that's Bill Hensen with AEA
and Bill Holloman.

| would only speculate. Thiswould haveto be
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speculation it's not going to make progress, it's not worth
much.

Asto what we might do with the utilities that
have been involved in Grid Horida, considering when their
state commission down now, and you know more about that
than |.

MR. GALLAHER: Mog participantsin Horidawere
in attendance at our large stakeholder meeting a which we
elected the stakeholder advisory committee.

CHAIRMAN WOOD: That's Entergy. Doesthe state
of the proposd right now 4till have Entergy'sITC
concept? Where isthat stated?

MR. GALLAHER: Yes, it does.

CHAIRMAN WOOD: And the board and al that this
Commission has aready addressed in an early order?

MR. GALLAHER: Yes.

MR. CANNON: Mr. Chairman, this has changed from
what we saw in Atlanta. The RTC proposd is very important
but it's limited in respect that it basicaly isintended
to handle explosion decisonsis our understanding within
their footprint pursuant to oversght following the I1SA and
ISO protocols and we went into also to address pricing
issues. But dl of the other functions as | understand it

would be performed by |SA.
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COMMISSIONER MASSEY: | would like to commend
both you for your efforts here.

Obvioudy, the proof will be in the ultimate
pudding, but it sounds like you've made substantia
progress.

There are Sgnificant developments, and | know
thisis very hard work. We ill have alot of work to do
with the state commissonsin your region as well as some
of them have expressed ambivalence about thiswhole
effort. So we know we 4till have alot of work to do. We
appreciate your efforts.

Based upon what I'm hearing here today, it sounds
likeit is generdly moving in the right direction.

I'm sure this question of who sdectsthe ISA
will ultimately be fairly vetted here a the Commission by
those who like your proposal and those who dont likeit.

So that will be a hot-button issue, but it seems
to me that you are making extraordinary good faith efforts
to get thisgoing.

MR. NEWMAN: Thank you.

COMMISSIONER MASSEY : Inregard to who sdlects,
makes the find sdlection of the system adminidrator, if
the Stakeholder Advisory Commiittee brings forth four

candidates, they should al be satisfactory in your view.
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critica to the transmission owners because of ther
obligation, be they public power or an obligation through
legd requirements, but in the case of joint action
agencies and GNTS, and so on, to meet their commitments to
their customersis such that as they have aready committed
to have this tranamission system that you may have invested
in and must keep it reliable, and | can defer that
specificaly to the IOUs in state commissions.

And if they can point to collectively that
qudified, in my opinion qudifications, the two most
important ones are experience in operaing eectric sysems
s0 you don't collgpse the thing. The other is experience
operating markets.

Then | think it goes along ways towards solving
some of the problems that we might have and possible
jurisdictiona debate with state commissons, because they
gl hold us accountable.

I know you know this, but it is awful important
to us of usthat operate eectric systems to keep the thing
around.

And having that choice after you have four
candidates that have been accepted by the full sate
advisory committee.

| think it is avery sound process and helps with
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COMMISSIONER BREATHITT: Bill, what percentage of

your footprint is public power?

MR. NEWMAN: Goodness. | can run those numbers

for you quickly.

COMMISSIONER BREATHITT: Not megawatts. Isit 50

percent or what?

MR. NEWMAN: Y ou know, the footprints of some

theseislike thiswith the |IOUs.

In particular I'll give you an example of South
Missssppi. There aretwo transmisson systems that touch
one place. So they cover the geography, very smilar
geography. That's the South Mississippi Electric Power
Authority and Missssppi Power.

In Georgiathe largest of the trangmisson
systems of Southern isajointly owned systems, and they
own transmission based their load ratio.

S0 even the lines that were previoudy owned one
by the other, they integrated al those together. They are
not severable.

Thiswould it make it o critical. Itis
essential. 1 don't see how you could do otherwise.

It'sthe sametotd system. The strongest
advocates are RTS members.

The one in Georgia, the one | can point in public
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That's avery close number.

We calculate those ratios every year to settle up
onthis. It isabout that number.

In other areas like in South Missssippi itis--
| can't calculate those numbers of it. It isasgnificant
part.

| hope | have answered your question. | can
generate datisticsbut | don't have it off the top of my
head.

COMMISSIONER BREATHITT: You mentioned just a bit
ago joint action agencies.

MR. NEWMAN: Yes.

COMMISSIONER BREATHITT: They are operated by
those JAAS?

MR. NEWMAN: Yes.

In the case of Municipa Electric Authority of
Georgia, my best example | guessisagroup, and there
about 48, | believe, and MEAG has contracted with the
Southern Company to operate the transmission system control
areas and at this point security coordination.

They are responsible to their customers. Their
customers look to them to provide them transmission
sarvices. Infactit's part of alegd document. So |

shouldn't spesk for them. Some of them are here. Severd
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going to count on them jumping up.

But they have legd requirements that they
provide the transmission service to those in the previous
contracts.

So they are severd other joint action agencies,

and I'm probably going to mention afew. There are others

in the footprint that are not at this point transmisson
owners, such as | believe Municipa Power in Missssippi,
may be one of the joint action agencies, but MEAG isthe

onethat jumps out at mefird.

COMMISSIONER BREATHITT: And the two Florida

members are TO members, but they are public; they own the

transmission ore are they transmission dependent?

MR. NEWMAN: No.

All of the members of the transmisson owners
group, those who eventualy will have to ded with the
control of dealing with mein afiling somewhere, al of
those are transmission owners, and I'd rather not off the
top of my head -- I'd probably missone. | would never
live that down.

Givemeasecond. I'll besure. I'll haveto do
it off the top of my head.

Obvioudy, you know the investor-owned

utilities
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Talahassee, Cleco Corporation, Daton Utilities, Entergy,
Services, Inc., on behalf of Entergy Arkansss, Inc.,
Entergy Gulf States, Inc., Entergy Missssippi, Inc., and
Entergy New Orleans, Inc., Georgia Transmisson
Corporation, JEA (formerly Jacksonville Electric
Authority), MEAG Power, South Carolina Public Service
Authority, South Mississippi Electric Power Association,

and the Southern Company Services, Inc., acting as agent

for Alabama Power Company, Georgia Power Company, Gulf

Power Company, Mississippi Power Company, and Savannah

Electric and Power Company.

Thee are dl the transmission owners, and |
believe looking & that list al the generation owners,
too.

COMMISSIONER BREATHITT: Thank you.

MR. CANNON: Mr. Chairman, as| recall inthe
participation agreement there isalisting of the net book
vaue of the various transmisson systems.

As| recal the public power was well over $1
billion in terms of net book vaue. | think it was closer
to $2 hillion hill.

MR. NEWMAN: I'm comfortable with that. That's
in the range because I'm particularly familiar with BH and

GGC. Sothat sounds right.
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billion in tota net investment.

Thetota net investment is the reason we're
talking about is over $9 hillion, and these are not for net
investments so much as how it's depreciating.

We'rre talking about an awful lot of transmission
asts 53,000 milesof transmisson lines. Itisabig
area.

COMMISSIONER MASSEY: It's my understanding that
this independent system administrator will be under your
proposa afor-profit independent system administrator?

MR. NEWMAN: That'sagreat question. I'll pass
on that.

COMMISSIONER MASSEY: Thank you very much.

MR. NEWMAN: I'mjust trying to characterize that
guestion you can debate on forever and ever.

COMMISSIONER MASSEY': | would just liketo
understand how it would make a profit.

MR. NEWMAN: If we need to put label on it we

That system administrator would work for afee
and if they did extremdy well, like our law firms, | hope,
if they do extremely well, the fee might be higher and then
that's a profit.

It's some margin above their cogts, and their
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business would run in a business-ike fashion.

Now, the reason that it islittle dangerousto
say for-profit, unless you qudify it that way, isthe fact
that some would look a it and say thisis $9 billion of
investment, and alot of for-profits earn off of the
investment that they are managing, controlling or
whatever.

A new tenths of apercent of $9 billion or $11
billionisalot of dollars.

Ten percent or set the number at 15 or 20
percent. End of year incentive on the operating cost of a
RTO isamuch smdler number.

It has afee with the potentia for the fee being
larger based on quality of performance. | kind for-profit
profit.

But not to confuse it with the nature of somebody
who has billions of dallars of investment in for-profit is
generdly congdering overal invesment expensesand dl
the rest.

COMMISSIONER MASSEY : In other words, what you're
saying is for-profit is generdly assumed to mean you make
aprofit on your asset base?

MR. NEWMAN: That's correct.

COMMISSIONER MASSEY: Will thisfor-profit
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on some other criteria?

MR. NEWMAN: Some of that is not absolutely
resolved, but the asset base that we are talking about at
this point being the tranamisson investment, no, they
would not own that.

Now, their asset base might include computers,
office buildings, whatever, other things.

| would expect that they would earn areturn on
that, whether it was explicit in terms of some caculated
return that you might gpprove, or whether it was implicit
interms of an overdl fee. | don't know the answer to
that.

We are going to have to see who we get that steps
up and who wants to make a proposa and that would be part
of that negotiation of the SARA and the TOA.

I'm not trying to evade your question, but again
that's part of this process were going through, but |
don't see them owning -- in fact it is one of the criteria
we have been very firmon. It would be atransmisson
owner to participate in the market in this region.

COMMISSIONER MASSEY:: | notice Craig Glazer is
out there and others from PIM. PIM is afor-profit
inditution. Am | correct?

MR. NEWMAN: You are correct.
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COMMISSIONER MASSEY: I'mjust curious.

MR. BROWN: It'saLLC incorporated in Delaware.
Itisafor-profit LLC. Any profits we have made through
other activities, which we have, have been rolled back to
reduce our costs to our membership.

COMMISSIONER MASSEY: Doesit sound smilar to
what they are proposing or how would it differ?

MR. BROWN: It could be set up that way.

Y ou know, again we are afor-profit entity. If
we took those profits and figured out how much profit we
anticipated, that could be a profit margin for PIM, for
example.

Like | said what we have done is we have gained
profits from our activities. We have lowered the costs to
our membership. So our net to membership has been
reduced.

But the employees of PIM, the management of PIM
are dl on an incentive compensation program. So our
performance to our membership is reflected in the amount of
monetary compensation for the employees and the
management.

MR. GLAZER: It would fit the corporate
structure.

MR. BROWN: Yes. It fitsthat corporate
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COMMISSIONER MASSEY: How would what you going to
propose differ from that?

MR. NEWMAN: [ think I understand the way they
arein PIM and based on what | just heard | think that
might qudify for being a system adminigrator.

If 1 go any beyond that and pretend | really
understand the depths of their corporate structure then |
midead. Soyou I'd rather not do that.

COMMISSIONER MASSEY: Yes.

For years | thought PIM was a not for profit, and
then somebody disabused me of that notion.

When | first heard you were proposing a
for-profit entity here | sort of scratched my head, but |
think 1 now understand it better.

CHAIRMAN WOOD: 1 think in light of the debate
that you and | started in October, one of the differences
that | hear from what they are proposing is from what we
may have seen elsewhere,

Asl| think Bill pointed out, the for profitness
of it isnot tied back to just focusing on transmisson
only but how well do you adminigter the overal market.

| think that iskind of theissue. Isthe profit
motive tied to just one type of asset or isit tied to

excdlent performance?
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me the profit motive varies not the profits that we see
elsawhere perhaps.

COMMISSIONER MASSEY: They are going to be
independent because they won't own generation, transmission
or demand-side resources, the three types of competition
that you have in the marketplace. So they would be
independent.

I'm assuming they will earn their money based
upon performance. So, you would probably propose some sort
of performance standards for this system administrator; is
that right.

MR. NEWMAN: That's correct.

COMMISSIONER MASSEY: Okay.

MR. GALLAHER: That isin discusson now and
essentidly the for-profit as the chairman indicated is an
economic incentive for the efficient operation of this
system.

CHAIRMAN WOOQOD: All right. That isan
interesting idedl. 1t sounds promising.

MR. NEWMAN: Wewould like for them to have some
kin in the meeting as many of uswill have.

CHAIRMAN WOOD: Skin has so many meanings around
this building.

MR. NEWMAN: Sure.

215



216

CHAIRMAN WOQOD: It makeslife pleasant just to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

find out what skin means.
MR. NEWMAN: We're talking about maybe beyond
skin, to muscle and bone. We are making our commitment.
MR. GALLAHER: Mr. Chairman, just over here,
Oakley, apharmacist in Southeast Texas will be able

purchase dectricity from the East Coast if he s0 desires.

COMMISSIONER MASSEY: Thereyou go. God bless

you.

COMMISSIONER BREATHITT: Isthat aplug for
opening up Texas.

CHAIRMAN WOOD: That transmission served my
mother and father, served them for their entirelife. It
al comestogether.

MR. CANNON: Mr. Chairman, --

CHAIRMAN WOOQOD: Can we get that as the power
people talked about bring the markets together.

| dso would dso envison that we would step up
our kind of day-to-day participation from the staff level
aswell so we can have some eyes and ears and shoulders and
mouths and whatever is done there to help facilitate any
issues.

MR. NEWMAN: | might mention, Mr. Chairman, that
the staff's participation in the stakeholder processin

Atlantais extremdy helpful, and we appreciate their
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CHAIRMAN WOQOD: Anything esefor you guys?

Thanks very much. Thanks for coming up to vist
with us

(Whereupon, at 12:35 p.m., the meeting was

concluded.)
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