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PROCEEDI NGS
(9:00 a.m)

PRESI DI NG JUDGE: Good norni ng, everybody, this
is a Commission inquiry into issues surrounding the M dwest
| ndependent System Operator, PJM Regi onal Transm ssion
Organi zations, as directed by Conm ssion O der issued
Sept enber 12th, 2003 in Docket Number ER03-262, et al.

"' mJudge Cowan. |'ve been designated to preside
over these proceedings. Wth ne today, |I'm honored to have
t he Chairman of the Comm ssion, Pat Wod, Comm ssioner Nora
Brownel |, and just joining us, Comm ssioner Bill Massey.

As the Comm ssion ordered, we have received
prefiled testinony fromthose entities ordered to file,
nanely, the Anmerican El ectric Power Conpany, Conmonwealt h
Edi son Conmpany, Dayton Power and Light Conpany, Illinois
Power Conpany and Anmeren Services Conpany.

W will take this testinony into evidence in the
formof sworn testinony subject to cross exam nation by the
Commi ssion and Advisory Staff. | will take the testinony in
the order | just presented, AEP, followed by Contd, then
DP&L, Illinois Power, and Aneren.

Representatives of the Mdwest ISO PJM and
North American Electricity Reliability Council and the
affected states, including state comm ssions and i npact ed

Canadi an parties are also invited to submt testinony. O



those entities, the PIMand M chigan Public Service
Conmi ssion have filed testinony. That will be received
follow ng the testinony of the regulated entities | just
ment i oned above.

The testinony of Conmm ssioner Chappelle fromthe

M chi gan Public Service Conm ssion, | understand is going to
be taken in by tel ephone, and we'll nmake arrangenents for
that as we progress. |I'mgoing to ask for the assistance of

counsel for the M chigan Public Service Conm ssion to use
t he phone that's available here to nake that call and get
Comm ssi oner Chappelle in. I'mnot sure if she wants to
participate in the entire proceeding, in which case you're
wel cone to do that now, M. D Al esandro.

MR D ALESSANDRO. Thank you very nuch, Your
Honor. In fact, the phone, as | understand it, has been
turned on. Conmm ssioner Chappelle is listening in.

PRESI DI NG JUDGE: Very well, you are way ahead of

MR D ALESSANDRO. Thank you, Your Honor.
PRESI DI NG JUDGE: W will also receive testinony
fromother interested parties as invited by the Comm ssi on.
| have received testinony fromDetroit Edi son Conpany, the
I nternational Transm ssion Conpany, PP&. Electric Uilities
Corporation, a joint filing headed by Edi son M ssion Energy,

and a filing fromthe M chigan and Wsconsin Stakehol ders.



That will be taken following the testinony fromthe state
i nterests.

Al parties presenting testinmony will be all owed
and encouraged to briefly sunmarize their presentations
bef ore undergoi ng cross exam nation. | would ask that you
keep this relatively brief, but make the major points that
you want to nmake in this sunmary. Parties wll be given an
opportunity for oral rebuttal, to the extent that tine
permts.

As you know, we are limted to two days. W're
going to try to fit a lot of testinony and questioning in
that timeframe. | urge the parties to be concise in their
presentations, and you should be direct and responsive in
replies to questions. | would ask that you be respectful to
your coll eagues and specifically ask that you turn off
ringers on cell phones and keep any necessary conmmunications
anong yourselves at a | ow vol une.

The first order of business this norning will be
to identify those who are here as participants. | would ask
the representatives ordered to be present by the Conm ssion
to identify thenselves, followed by the representatives of
ot her invitees.

You should respond only if you intend to present
testinony or otherw se participate today and tonmorrow. |l

start with Anerican El ectric Power.



MR DUFFY: Your Honor, on behal f of American
El ectric Power, | amKevin Duffy, fromthe Legal Departnent.
|'d also like to enter the appearance of Joseph Hartsoe, who
is our Vice President of Federal Regul ation, and our
wi tnesses are Dr. E. Linn Draper, Susan Tomasky, and Craig
Baker .

PRESI DI NG JUDGE: Thank you. Representatives of

Commonweal t h Edi son?

M5. HILL: Good norning, Your Honor. [|'m Karen
HIll, attorney, Vice President for Federal Regul atory
Affairs with Exelon Corporation. |'d also like to enter the

appear ance of Elizabeth A Mdler, the Executive Vice
President for CGovernment Regul ations, CGovernnent Affairs,
and Environmental Policy.

PRESI DI NG JUDGE: Thank you, Ms. HIl. Wl cone,
Ms. Mol er. Dayton Power and Light?

M5. BRUNER  Your Honor, |'m Becky Bruner of the
law firmof Wite, MAuliffe. Qur witness is Patricia
Swanske, Vice President, Dayton Power and Light.

PRESI DI NG JUDGE: Thank you. [Illinois Power?

MR PALMER  Your Honor, |'m Randal | Pal ner,

i nhouse counsel for Illinois Power Conpany. Also with ne
today is Larry Al tenbaunmer fromlllinois Power Conpany.

PRESI D NG JUDGE: Thank you, M. Palner. Ameren

Servi ces?



M5. THOWSON: Good norning, Your Honor and
Conm ssioners. |'m Carolyn Thonpson with Jones Day, here on
behal f of Ameren Services Conpany. Here as our witness is
David A. Witeley, Sr. Vice President of Aneren Services.

PRESI DI NG JUDGE: Thank you very much, Ms.
Thompson. 1'd now |like to ask Comm ssion Staff to enter an
appearance and identify the Staff nmenbers that will be
aski ng questions today.

MR BARDEE: Good norning, Your Honor. M nane
is Mchael Bardee. 1'll be appearing on behalf of Advisory
Staff this nmorning. Al so appearing on behalf of Advisory
Staff are Kevin Kelly, Cynthia Marlette, WIIiam Heder nman,
Dani el Larcanp, Alice Fernandez, and M chael MLaughlin.

PRESI DI NG JUDGE: Thank you, M. Bardee. | now
turn to other invited parties. |Is there a nenber of PIM
| nt er connecti on?

MR SPECTOR  Your Honor, ny nane is Barry
Spector, with the law firmof Wight and Talisman, counsel
for PIMInterconnection, LLC. Wth me today is R chard A
Wdyka, Sr. Vice President of PIM who will be our wtness.

PRESI DI NG JUDGE: Thank you, sir. How about the
M dwest | SO?

MR FLETCHER  Steve Fletcher, Your Honor, with
the aw firmof Duane Morris, representing Mdwest |SO

Wth me is JimTorgerson, CEO of Mdwest |1SO Steve Cosi,



General Counsel, Mdwest |1SO and Al ex deBossier, Vice
Presi dent for Government Rel ations.

PRESI DI NG JUDGE: Thank you. Representatives of
the North American Electricity Reliability Council?

MR COOK: Good norning, Your Honor, David Cook
on behal f of NAERC.

PRESI DI NG JUDGE: Thank you, M. Cook. Wl cone.
On the phone, we have a representative of the M chigan
Public Service Commssion. |s that correct, M.

D Al esandro?

MR D ALESSANDRO.  Yes, Your Honor, we have on
t he phone, Conm ssioner Laura Chappelle. 1'd like to enter
ny appearance, David D Al essandro with the law firm of
Stinson, Mrris, and Hecker.

PRESI DI NG JUDGE: Thank you very nmuch. Are there
representatives of other state comm ssions or state entities
in the roon? Please identify yourself.

MR HEMPLING Scott Henpling on behalf of the
M ssouri Public Service Conmssion. Wth nme is M. Dan
Wight, General Counsel, M ssouri Public Service Conmm ssion.

PRESI DI NG JUDGE: Thank you, M. Henpling. O her
state entities?

MR LEVIN.  Your Honor, Abe Levin, Assistant
Counsel , Pennsylvania Public Wility Conmm ssion.

PRESI D NG JUDGE: Thank you, M. Levin. Yes,



sir?

MR EILBACH  Your Honor, Eli Eilbach from Duncan
Wi nberg Genzer and Penbroke, on behalf of the Virginia
Conmi ssi on.

PRESI DI NG JUDGE: Thank you, M. Eil bach.

M5. HALL: Sandra Hall, on behalf of the Maryl and
Publ i c Servi ce Conmm ssi on.

M5. W SSVAN.  Ki m W ssman.

PRESI DI NG JUDGE: Thank you. Any other state
entities in the roon®

(No response.)

PRESI DI NG JUDGE: Any Canadi an parties
represented today?

(No response.)

PRESI DI NG JUDGE: | see no response. The other
parties that have submtted testinony, | would Iike to get
your appearances in next. Detroit Edison Conpany?

MR SMTH  Good norning, Your Honor, Roger Smth
with the law firmof Troutman Sanders, on behal f of Detroit
Edison. 1'd also like to enter the appearance of WIIliam
Gerasno of the sane firmand Ray Sturde, |Inhouse Counsel for
Detroit Edison. Wth us today is Barry Hartwell, the
Director of Regulatory Affairs.

PRESI DI NG JUDGE: Thank you, M. Smth.

I nt ernati onal Transm ssi on Conpany?



MR MacGUI NEAS: CGood norning, Your Honor, Biard
MacCui neas for International Transm ssion Conpany. Wth me
today is Larry Bruneel.

PRESI DI NG JUDGE: Wl cone, M. Bruneel. Thank
you, M. MacCuineas. PPL Electric Uilities Corporation?

MR KAPLAN  Yes, Your Honor, ny nane is Donald
A. Kaplan of the law firmof Preston Gates and Ellis. 1'd
also like to enter the appearance of Heidi M Wrntz of ny
firm and Paul E. Russell, Associate General Counsel of PPL
Servi ces Corporation.

I will have with us tonmorrow, John F. Sifficks,
Vice President, Asset Managenent of PPL Electric Uilities
Corporation. Tonmorrow he will be the President of PPL.

(Laughter.)

MR KAPLAN. Also with ne today is Gabriel Lutzow
of PPL Electric Wilities.

PRESI DI NG JUDGE: Thank you, M. Kaplan. The
entities headed by Edi son M ssion Energy?

MR O DONNELL: Your Honor, Earle O Donnell, from
the law firmof Dewey Ballentine. I1'd like to enter the
appear ance of Andrew Young, also of that firm

Wth nme today are John Mathis, who will be
testifying here for you today or tonorrow, and the General
Counsel of M dwest Generation.

PRESI DI NG JUDGE: Thank you, M. O Donnell. How



about the M chigan and Wsconsin Stakehol ders. Are they
represented? Yes, sir?

MR BACHVAN. Good norning, Your Honor, Gary
Bachman with the law firmof Van Ness Fel dman, representing
Wsconsin Electric Power Conpany. Wth ne today is M.
David Heller, Director of Policy and Planning for Wsconsin
El ectric Power Conpany, who is presenting testinony on
behal f of the Wsconsin-M chi gan St akehol ders.

PRESI D NG JUDGE: Thank you, sir. Are there any
other entities represented here today that will be
submtting testinony or comments?

(No response.)

PRESI DI NG JUDGE: (Ckay, very well, 1'd like to
advise, first of all, that any pending notions that have not
al ready been addressed by the Comm ssion, will be considered
in due course. | will not be ruling on those fromthe
Bench. | believe some of the interventions are under
consi deration and may be rul ed upon as early as today.

Are there any prelimnary matters before we begin
taking the testinony, that anybody wants to raise before we
start?

MR DUFFY: Your Honor, just two mnor procedural
poi nt s.

PRESIDING JUDGE: | didn't think we were going to

get away with that one.



(Laughter.)

PRESI DI NG JUDGE: W cane very cl ose.

MR DUFFY: | assune that the rebuttal statenents
wi |l be put on after everyone has testified on direct and
been crossed?

PRESI DI NG JUDGE: That's ny intent, yes.

MR DUFFY: The other issue is that we have joint
wi tnesses, joint testinony filed by Susan Tomasky and J.
Craig Baker. W would like to put themon as a panel.

PRESI DI NG JUDGE: There are a couple of such
cases in here. 1'lIl leave it to you as to whether you want
totry tofit the two people up at the witness box. There
is achair. | didn't test it out. O, you can do it from
t he table.

I's there anything el se before we proceed?

(No response.)

PRESI DI NG JUDGE: What |1'd like to do nowis to
get all the witnesses to take the oath, all w tnesses that
will be offering testinony today or think you will be
speaki ng today. Please raise your right hand and stand up.

(Wtnesses sworn en banc.)

PRESI DI NG JUDGE: Thank you. Pl ease be seat ed.
As | indicated, the procedure we'll follow today is, | wll
call each witness that will offer sworn testinony. Their

counsel will be expected to present the witness and ask for



the witness to sunmarize his or her testinony, then offer
that testinony for introduction into evidence.

I wll mark the testinony as an exhibit and rule
on its admssion. Counsel will then offer the witness for
guestioning. Joint testinony may be heard as a panel.
Copi es of the testinony should be supplied to the Reporter
for marking as exhibits, and questioning today will be
undert aken exclusively by the Comm ssion Staff and the
Comm ssioners and |ikely exclusively by them | may
participate to a snmall extent, if | feel the need to do
t hat .

I will rule on any objections that nmay be taken
during the course of the questioning. Before we begin, |I'd
like to ask the Conm ssioners if they have any opening
coments. M. Chairman?

CHAl RVAN WOOD:  Thank you, Judge Cowan. Thank
you for the parties, the Staff, and counsel for all the
parties for being here and for participating in this. CQur
goal today is a little different than the traditiona
Comm ssi on on-the-record heari ng.

W do have a nunber of proceedi ngs before the
Commi ssion in various different dockets, | think, which nost
of you referred to, collectively anong yourselves, and the
testinony that we've read recently --

There are sone questions we have about how we're



going to get the proper RTO formation in the inportant

m dwestern part of the country. | think we've got certainly
nost, if not all the players in this joint inquiry
proceeding to try to get sone discussion about that.

This is not a "gotcha" proceeding; this is a
proceeding to really understand the conplicated and
i nterwoven issues and | ook for solutions, perhaps even sone
out - of -t he-box solutions that may facilitate forward
progress, while recognizing as nuch as possible, the
different parties' needs as far as business needs and as far
as customer needs are invol ved.

Wth pending cases, it's best to address the
process like this as we're doing today, and |'mpl eased to
have t he capabl e Judge Cowan back at the Comm ssion and in
charge of this proceeding to steer it through the shoals for
us.

PRESI DI NG JUDGE: Thank you. Conmi ssi oner
Massey?

COW SSI ONER MASSEY: Al the parties represented
here today and the Comm ssion have been struggling with this
issue of RTO formation in the Mdwest for quite sone tine
now, so | hope we can nmake progress today. | appreciate all
interested parties attendi ng.

COW SSI ONER BROMNELL: | ook forward to getting

a better handle on the actual facts since we have a | ot of



conpeting information to deal with here. | would rem nd
everyone that | think we all at this point share the
frustration that was expressed by the state conm ssioners at
our recent neeting in PIM al nost unaninmously, that it's
tinme to get on with this. It's tinme to bring the value to
cust oners.

Wiile | think we have a | ot of conpeting
interests to balance, |I don't think the interests of
customers ought to be considered in that category. So,
let's put the custonmers first, and figure this out in a way
that we can nove forward and kind of quit wasting the
custoners' noney on these kinds of proceedi ngs.

PRESI DI NG JUDGE: Thank you, Comm ssi oner
Brownell. | amgoing to begin now with the taking of the
testinony and the questioning of the witnesses. M. Duffy,
you | ead of f.

You have three witnesses. Two will appear as a
panel and one separate.

MR DUFFY: Yes, Your Honor. W call Dr. E. Linn
Draper, Jr.

PRESI DI NG JUDGE: M. Draper, | rem nd you that
you' ve been previously sworn, and you' re under oath. You
may proceed.

Wher eupon,

E. LINN DRAPER, JR ,



a witness, having been called for exam nation, and, having

been first duly sworn, was examned and testified as

fol |l ows:
DI RECT EXAM NATI ON
BY MR DUFFY:
Q State your name, title, and business address?
A | am Linn Draper, Chairman, President, and CEO of

Anerican Electric Power Conpany. M address is 1 Riverside
Pl aza, Col unbus, OCnio, 43215.

Q Dr. Draper, did you prepare prefiled direct
testinony in this proceedi ng?

A Yes.

Q Do you have before you, what has been marked for
identification as Exhibit AEP-1?

A | do.



Q I's that your testinony?

A Yes, it is.

Q Do you have any changes or corrections to that
testi nony?

A Yes, there are several.

On page 2, line 19, the words "our [50 to 60]
mllion orange road project installed" should be changed to
"the 56 mllion invested in projects.”

On page 3, line 1, the words "at |east"” shoul d be
struck.

On page 4, line 15, the brackets around 185
shoul d be del et ed.

On page 6, line 8, the word "to" before
"encour agi ng" shoul d be struck.

On page 7, line 3, the word "operation” shoul d be
"operational" a-I.

And finally, on page 8, lines 5 and 6, the word
"di sagreenent” should be changed to "some agreenent.”

MR DUFFY: Thank you, Dr. Draper.

Your Honor, first of all, we apologize for the
nunber of clerical mstakes but this was a rather expedited
proceedi ng here. Secondly, we have copies of the fully-
corrected testinony that we can give to the Reporter.

That's probably the best way to do this.
PRESI DI NG JUDGE: That woul d be appreci at ed.



Are you offering the testinony for adm ssion, M.
Duffy? O do you want to summarize it first?

MR DUFFY: W'd like to ask Dr. Draper to
sumari ze his testinony.

PRESI DI NG JUDGE: You may proceed, Dr. Draper.

THE WTNESS: Thank you, Judge Cowan, Chairnman
Wod, Conm ssioners Massey and Brownell, as | said, |'mLinn
Draper, Chairman of the American El ectric Power Conpany. M
testinony stresses two points.

First, AEP is commtted to neani ngful progress on
RTGCs. We've spent and committed about $50 million and a
tremendous anmount of time and energy of our enpl oyees,
managers, top executives in pursuit of RTO nenbership. |
can assure you that we don't commt this |evel of resources
for goals that we don't seriously intend to achieve.

Second, | want to set the record straight. AEP
supports conpetition and enbraces open access, but we have
two fundanental interests at stake here. The first is
protection of the value of the AEP transm ssion system You
need only look at a map to appreci ate the extent and
strength of the AEP transm ssion systemrelative to the
surroundi ng systens and the interest of stakeholders in
using the AEP system for access to | owcost power supplies,
particularly in higher priced regions such as M chi gan and

t he Eastern Seaboard.



The AEP transm ssion system has been a prize that
many mar ket participants and stakehol ders are fighting over.
We can support the elimnation of pancake rates to support
conpetition, but only with a full and cont enpor aneous
revenue neutrality mechanism To do ot herw se woul d
represent a massive wealth transfer from AEP sharehol ders
and native |oad custonmers to other users of our system

I want to be clear that we won't stand by while
ot hers make deci sions about our transm ssion systemto the
detrinment of our custoners and sharehol ders. Al so, |
bel i eve that actions that dimnish the value of transm ssion
assets are not good public policy. There's a recognized
need to provide incentives for transm ssion investnent. The
Conm ssion's focus in the past several years has been on
reduci ng the delivered price of power to end users or to
encour agi ng the devel opnent of generation. And while these
are |l audabl e goals, the Comm ssion, in ny view, has often
| ost sight of the significant benefits to a conpetitive
mar ket pl ace that a robust transm ssion system can provide.

The second fundanental interest is the protection
of the integrated transm ssion system Sonme advocate
splitting AEP's eastern transm ssion zone, having AEP
participate only in those states that have approved or do
not object to such participation. This is not a solution

and we'll vigorously oppose it.



It may be technically feasible but the nunerous
| egal regulatory operational, political and other issues
associated with it would make it a | engthy, expensive, and
certainly not a cost-effective process. |t does not make
sense and, indeed, it would be counterproductive to
i ntroduce costly and conplicated operational changes to a
robust transm ssion systemthat held together during the
bl ackout, and prevented a further cascade.

There nust be a better solution to accommodat e
sone of our state's desire to carefully exam ne the
ramfications of our RTO participation, particularly since
the definition has changed so significantly since our merger
conm tment was accepted three years ago.

W' ve been asked to propose a solution to the
current delay in our RTO plans. A forced solution is not
likely to be in anyone's long-terminterest. | strongly
urge a workabl e conprom se anong all of our regulators that
doesn't unfairly penalize our conpany to satisfy any
particul ar set of regulators or stakeholders. | wll commt
t he necessary resources to see that this takes place.

| think there's comon ground for a meani ngful
conprom se. Everyone seens to agree on certain aspects of
RTGCs, particularly the need for an independent entity to
strengthen the reliability of the grid through a broad,

regi onal approach. These were the essential RTO el enents at



the time of our nmerger commtnment. It's the nmarket aspects
t hat have engendered the concerns.

Let's at | east conprom se on those areas in which
we have sone agreenent, then we can deal with the other
issues. | appreciate the opportunity to address this group
and pl edge ny commtnment to a successful resolution of these
conpl i cated i ssues.

MR DUFFY: Thank you, Dr. Draper.

W nove the adm ssion of Exhibit AEP-1, subject
to cross exam nati on.

PRESI DI NG JUDGE: Any obj ections?

(No response.)

PRESI DI NG JUDGE: AEP-1 will be received.

(The docunent referred to was
marked for identification as
Exhi bit Nunber AEP-1 and was
received in evidence.)

PRESI DI NG JUDGE: M. Bardee, you nay inquire.

MR BARDEE: Your Honor, M. Larcanp wll begin
t he questioning of Dr. Draper.

MR LARCAMP: |'ma West Virginian and was raised
on AEP power, so it's a pleasure to have you here today.

THE WTNESS: A pleasure to be with you.

CROSS EXAM NATI ON

BY MR LARCAMP:



Q I"d like to start on page two of your testinony.
You reference the nmerger condition. | just heard you
testify about the nmerger conmtnent. 1'd like to clarify
the distinction between those two terns. Could you confirm
that 1'mcorrect when we tal k about the nerger conmtnent,
this is the stipulation the conpany filed with trial staff
on May 24, 19997

A Yes.

Q When we tal k about the RTO condition, that was
the Conm ssion's directive for this order, accepting the
voluntary comm tnent that the conpany entered into it with
trial staff?

A Yes.

Q You indicate and |I believe in your oral summary,
you address sone $50 nmillion that the conpany has spent or
conmtted on conplying with the commtnent. Do you have a
rough breakdown between the amount you spent and the anount
that you' ve comm tted?

A | don't have that but I'mcertain it's avail able.

Q Can you al so detail for staff the relative
br eakdown bet ween what you spent on the various state
proceedi ngs and what you spent at the Comm ssion in
attenpting to fulfill the conmtnent?

A No, sir. | don't have that. M. Baker w |

foll ow nme and he, perhaps, will have that information.



Q Thank you. | believe, at the bottom of page two,
if I"'mcorrect, with the revision to your testinony, on |line
19, it now tal ks about major investnments in transm ssion

infrastructure, such as our $56 nmillion invested in projects

installed. |Is that the way it reads?
A Yes, sir.
Q Coul d you detail what those expansions to the

transm ssion grid invol ved?

A | can enunerate a couple of them Again, we
coul d doubtl ess provide a conplete |list, but major anong
them are the Orange Road Substation Project, north of
Col unbus near the town of Delaware. There were al so
activities undertaken in the Marysville area in Chio. As |
said, there are others as well.

Q Were those certificated projects by the Chio
Comm ssi on?

A Yes.

Q I think your testinony is that those projects
were to increase the transm ssion capability for
transactions fromthe south and east to the north and west?

A Yes, sir.

Q In your state certification procedures, did you
identify which beneficiaries of those expansi ons would be
payi ng for those expansi ons?

A I don't know



Q Wul d M. Baker be able to testify to that?
A He' s noddi ng his head, so yes, the answer is yes.
PRESI DI NG JUDGE: M. Larcanp, if | may interrupt
at this point, just for a second? There are a |ot of sort
of comm tnents being made to furnish additional infornation
and that kind of thing. | think, before we conclude the AEP
testinony, we'll need to pin down nore specifically when
that will be provided. W'I|l have a proposal from AEP and
you can react to that, | guess. kay?
MR LARCAMP: Thank you, Your Honor.
BY MR LARCAMP:

Q Dr. Draper, on page three of your testinony, you
tal k about the conpany's capital and O%M expenditures over
the last ten years, | believe. WII| the conpany be able to
detail those at sone point?

A Yes. W have that data by year

Q Al so provide information about whether those
expansi ons required state conm ssion authorization and
whet her the costs for those upgrades were identified in the
applications how they woul d be paid for.

A I'"mcertain we can provide that information.

Q On line 13 on page three, Dr. Draper, you
reference that there are others maki ng deci sions about the
conpany's transm ssion systemto the detrinment of custoners

and sharehol ders. Are there any Comm ssion orders that you



believe fall within that statenent and, if so, could you
detail those and expl ai n?

A I can't detail those and explain what Conm ssion
orders there are. There are a nunber of parties that have
suggested ways in which our transm ssion system should be
dealt that we think would be detrinental to the custoners
and sharehol ders of AEP, and it's those collective decisions
that we're concerned about.

Q Thank you.

Moving to page five of your testinony, | believe
you al so addressed this in your oral summary, about your
desire, appropriate, | believe, to protect the value of the
conpany's transm ssion system On page five, you indicate
that you' re not tal king about trying to protect the
conpany's generation fromthe conpetition. But then, on
page four, and maybe |I'm m sreadi ng your testinony, the
inference | draw is that you' re suggesting the value of the
transm ssion systemis tied by your ability to transmt
power fromyour large, nostly coal-fired plants. And | just
want to nmake sure | understand that.

A The attenpt was to descri be how our system had
been built. It is a large, geographically dispersed system
Much of the generation capacity being along the Chio and
Kanawha Ri ver, and many of the |oad centers distant from

that. So we built a transm ssion systemthat was integrated



to nove power to our native |l oad custoners over the last 75
or 100 years. That systemalso has the capability to nove
| ots of power for other people.

' m not suggesting that we're trying to protect
our generation; I'msinply trying to describe how the system
was built.

Q Thank you.

Wien you' re novi ng ot her conpani es' generation,
that's your testinony about the $185 mllion of revenue for
third parties and the $86 mllion of transm ssion service to
non-nati ve-|l oad custoners?

A Yes.

Q Coul d you provide a breakdown, expl aining where
t he revenues fromthose transacti ons went back in your cost
of service?

A Let me see if | can get it. Can we do that?

Yes.

Q You' ve also just indicated that the transm ssion
system can al so be used for off-system sales by the conpany.
Can the conpany provi de a breakdown, maybe for the |ast
three years, of the off-system sales.

It's ny understandi ng, under the conpany
agreenents, that those off-systemsales are credited back to
t he individual offering the conpany, pursuant to a formula

tied to, | believe, the off-systens sales the year before



the merger wwth CSW or has that now been nodified?

M. Baker again is nodding so we can ask those of
M. Baker?

A M. Baker.

(Laughter.)

BY MR LARCAMP:

Q Thank you.

Dr. Draper, on page six, | believe, starting at
line 6, you tal k about the Conm ssion's focus has been
reduci ng delivered price of power and encouraging the
devel opnent of generation, and you go on to say that those
are | audabl e goals, so | assume that you agree that the

Comm ssi on should be noving to do those things?

A | do.
Q But you go on, | think, to suggest that the
Comm ssion -- and let ne ask this question -- is it your

testinony that the Conmm ssion should spend nore tinme on
transm ssion incentives?

A | don't know about tine, but | think that
transm ssion incentives are inportant if there's a desire to
have a nore robust transm ssion system which | think is
sonething that this nation needs.

Q Is it correct that the conpany, since the nerger,
has only filed for one transm ssion rate increase?

A I don't know the answer to that.



Q So we can ask M. Baker about that, as well?

(Pause.)

MR BARDEE: Your Honor, if | could, there's one
small issue I'd like to raise with M. Draper, and ask hima
coupl e of questions about that.

PRESI DI NG JUDGE:  Proceed.

CROSS EXAM NATI ON

BY MR BARDEE:

Q Dr. Draper, could you turn to page six of your
testinony. On lines 19 and 20, you say that splitting the
AEP systemis not a solution, and we will vigorously oppose
it?

A Yes.

Q On page seven, lines 9 and 10, you say that any
solution to the current inpedinents to RTO devel opnent t hat
conpri ses these principles cannot be said to represent
voluntary action on AEP s part.

Is it the conpany's position that splitting AEP
East, as the nmeans of fulfilling the nerger commtnent, is
not a voluntary action by AEP?

A Yes, sir, it is.



Q Your conpany has suggested a different approach
toward nmeeting the nerger comm tnent, which would involve
fulfilling the Order 2000 functions as part of PJM but
excluding AEP fromcertain other aspects, such as doing it

in real-tinme narkets.

A (Draper) Yes, sir.
Q If that type of approach is used as the neans of
fulfilling AEPs nmerger commtnent, is it not a voluntary

action by AEP?

A (Draper) Yes, it would be if the conditions were
right.

Q Can you explain that |ast part?

A (Draper) | think it depends on the details, but

our objective is to be sure that the transm ssion systemis
operated efficiently, that it provides access to all comers,
but we are concerned about the aspect of either splitting
the systemor detailing with these market issues to which
sone of our states have been so violently opposed.

(Pause.)

Q Are you suggesting that the approach your conpany
has proposed in its testinony is voluntary if all of your
states go along with it?

A (Draper) Well, we certainly think that if the
proposition for incorporating the AEP systemin PJM

recogni zes the rate issues that are of concern to the



states, that they woul d be supportive, or at |east neutral

Q Let's talk about a third approach to integrating
AEP and the PJM an approach under which AEP is fully
integrated into PJM including congestion nmanagenent, real -
time and day-ahead markets. |[If that is the nmeans for
integrating AEP into PIM is that a voluntary action on the
part of AEP?

A (Draper) | think it probably would not be if we
had states that are vigorously opposed to it. After all, we
must live with the states for a very long tine and it's our
view that this is best handled by working out an agreenent
bet ween the Federal Conm ssion and the several State
Comm ssions that accommodate the needs of each. W have
suggested a possible way to do that. W would hope there
woul d be di al ogue and that the needs to all parties could be
accommodat ed.

Q In the nmerger conmtnent the conpany nmade with
trial staff, was there any condition stated along the |ines
that your conm tnment was prem sed on acqui escence or support
fromeach of your states?

A (Draper) No, there wasn't. But you wll recall
that the RTGs, as then envisioned were quite different from
what they now are and it was our expectation that the states
woul d find the functions then contenplated by an RTO

acceptable. As RTGs have evol ved over the | ast several



years, that circunstance no | onger prevails.
MR LARCAMP: (One nore, your Honor.
FURTHER CRCSS- EXAM NATI ON
BY MR LARCAMP:

Q Dr. Draper, I'd like totalk a little bit about
your statenment as RTGs have devel oped. The Conmi ssion
issued its Notice of Proposed Rul emaking for what because
Wnter 2000 on May 13th, 1999.

Wul d you accept that subject to check?

A (Draper) Yes.

Q The Commission, in its proposed rule at the docket
nunber -- 1'd like to quote Your Honor fromthe section on
Congesti on Managenent, |, tal ks about "The market mnechani sns
nmust be acconpani ed by participation by market participants
and nust provide all transm ssion custonmers with efficient
pricing signals to show the consequences of their
transm ssi on usage deci sions."

That was, would you agree, a proposal that was
known to the conpany when it entered into the nerger
comm tnment on May 24th, 19997

A (Draper) No doubt.

Q Can you explain -- this is not according to your
testinony, an essential RTO elenent at the tinme of the
mer ger comm t ment ?

A (Draper) | think M. Baker is best prepared to



respond to that detail
MR LARCAMP: Thank you, Dr. Draper.

PRESI DI NG JUDGE: Does Staff have any ot her
questions of Dr. Draper?

(Pause.)

PRESI DI NG JUDGE: Wiile M. Kelly gets settl ed,
anybody that's going to be speaking, either for the record
or for the overflow room you need to sit near a m crophone
when you speak, otherwi se we can't hear you and the Reporter
can't hear you.

CRCSS- EXAM NATI ON

BY MR KELLY:

Q Good nor ni ng.

A (Draper) Good norni ng.

Q The thing I wanted to focus on was your enphasis
on the integrity of the AEP system

A (Draper) Yes.

Q Could I conclude fromthat that AEP has to have a
singl e system for managi ng congestion, it wouldn't do to use
one congestion managenent systemin part of AEP and a
di fferent congesti on managenent system on another part of
AEPs grid?

A (Draper) M focus really is on the physica
reliability of the system And | think that one of the huge

advant ages of the AEP systemis strength of the transm ssion



network. W have, as you know, a 765 KV systemthat runs
from M chigan down to Virginia; that's the backbone of our
systemand really provides nmuch of the strength of the
eastern interconnect. Beneath that we have a 345 system
When the events occurred on the 14th of August, the 765
system never flickered. The 345 systemdid just as it
should do -- it sensed disruptions in the surrounding
systens and di sconnected automatically. It seens to ne that
to take a physically strong systemof that type, which
provides the sort of reliability that it has provi ded over
time and split it up in some way along state |lines or
otherwi se is a huge mstake if we're concerned about the
physical reliability of the physical transm ssion system
Q Could I confer fromthat that splitting managenent
systens woul d be a huge m stake al so?
A (Draper) M. Baker m ght have an opinion on
that. |I'mnore concerned about the physical circunstance.
MR KELLY: Any other questions from Staff?
MR BARDEE: Marty, could | ask one further
question of M. Draper?
FURTHER CROSS- EXAM NATI ON
BY MR BARDEE:
Q M. Draper, let's assune for the noment that the
t hree approaches di scussed a mnute are all considered, not

only by this Comm ssion, but by each of your State



Comm ssi ons, and none of themsatisfies all of the
constituents; neaning, not only FERC, but all of your
States, so that we're in a position where none of the three
proposal s woul d be supported by every one of your

regul ators. Wat woul d you suggest at that point as an
option for this Conm ssion to consider in follow ng-up on
your merger conmtnent?

A (Draper) | think that would be totally dependent
on the facts at that tinme. It's very inportant to try to
get all of the interested regulators to agree on the
fundanentals. |If we cannot, then at that point, depending
on what position various entities have taken, |I think a
deci sion would then be made. But it depends entirely on the
conversations that take place and the positions the various
regul ators take.

PRESI DI NG JUDGE: Anything el se from Staff?

(No response.)

PRESI DI NG JUDGE: M. Chairnman?

CHAI RVAN WOOD: Dr. Draper, fromyour perspective
as head of the conpany, how do you see fromthat |evel the
RTO that you commtted to joint in "99 being different from
the one that you have filed to join back in April of this
year ?

WTNESS DRAPER. | think, M. Chairman, it is

principally the functions that have to do with the narket as



opposed to the reliability of the systemand the assurance
that all prospective users of the systemwoul d be treated
fairly.

CHAI RVAN WOOD: So none of those aspects existed
in PIMin 1999?

W TNESS DRAPER  You will recall at the tine we
wer e di scussing we had not been conmtted to PIM W were
tal king about first Mdwest |ISO and then the Aliance, so we
had not probably focused much on PIJM at that stage.

CHAl RVAN WOOD:  Thank you.

PRESI DI NG JUDGE: Conm ssi oner Massey.

COMM SSI ONER MASSEY: Let's suppose as we nove
forward there are great efforts to try to achieve a
consensus and not to prejudge what will happen. Let's
assune we get to a point where sonebody has to nmake a
deci sion about what is in the best interest of the
intrastate market in this region of this country. Should we
be satisfied with sone sort of stalemate? How would you
suggest that we break through this problen? W essentially
have an agency with clear Federal authority and sone states
with clear state authority di sagreei ng about what the best
policy is for this region of the country. How do we break
t hat stal emate?

W TNESS DRAPER: |1'd start where you started,

Conm ssi oner Masser, with the assunption that it woul dn't



fail, that we woul d be able to reach consensus. But your
guestion then went on to say despite best efforts it did in
sone way fail. Then | think that's a | egal question. It's
certainly not ny conpetence to answer that |egal question.

COW SSI ONER MASSEY: Your voluntary commtment to
participate in PIM can you descri be your goal in making
that commtnent? Wat were you trying to achieve that you
considered to be in the interest of your conpany or the
interest of your ratepayers in your region?

W TNESS DRAPER. Let ne recite the history as best
| know it and then, to the extent you a want nore detail ed
description, Craig Baker can talk about it. But you'l
recall our history of discussions of RTGs started with the
M dwest | SO that enconpassed five conpanies that |later were
called the alliance. In those early discussions with the
Mdwest I1SO we were able to perfect a nechanismto provide
us revenue neutrality. The suggestion then was that the
five conpanies that sort of forned a crescent on the east
and north of M SO had nore in comon than did other M SO
conpani es and the alliance was proposed. Again, there was
appropriate revenue recognition agreenent anong those
various entities. W cane to the Comm ssion on a nunber of
occasions -- Craig can recite when and what happened on
t hose, but a nunber of prelimnary approvals were given but

ultimately it was decided that the alliance did not have the



appropriate characteristics for a stand-along RTO And so
the proposal to formthe alliance canme apart and the various
conpani es went different directions. Qur discussions with
the Mdwest |SO again revol ved around the revenue aspects of
our participation and the earlier agreenent that we had
reached on revenue sharing was no |onger available to us.

We had simlar conversations with the PJM and they were nore
supportive of a way to provide revenue neutrality in the
short-termwhil e working out a | ong-term arrangenent. It
was for that reason, anong others, that we found the PIM
nore desirable.

COW SSI ONER VASSEY: Did you believe that nmaking
this commtnent would allow you to fulfill your reliability
m ssion as a conpany?

W TNESS DRAPER. W di d.

COW SSI ONER MASSEY: Did you feel like it would
provide for an econom cal coordination of facilities in your
regi on?

W TNESS DRAPER. W thought it woul d.

COW SSI ONER MASSEY: Thank you.

PRESI DI NG JUDGE: Conmi ssion Brownel |, do you have
any questions?

(No response.)

PRESI DI NG JUDGE: Anything further fromthe Staff

or the Conmm ssion of this w tness?



(No response.)

PRESI DI NG JUDGE: Thank you very much for your
testinony, Dr. Draper, you are excused.

(Wtness excused.)

MR DUFFY: We call Susan Tomasky and Jerry Crai g Baker.
Wher eupon,
SUSAN TOVASKY
and
JERRY CRAI G BAKER
were call ed as w tnesses, and, having been previously duly
sworn, testified further as follows:

PRESI DI NG JUDGE: Ms. Tomasky, M. Baker, | rem nd
you that you have been previously sworn and remai n under
oat h.

M. Duffy, you may proceed.

DI RECT EXAM NATI ON

BY MR DUFFY:

Q Pl ease state your nanes, and busi ness addresses,
and titles. First, Ms. Tomasky, then M. Baker.

A (Tomasky) M nane is Susan Tomasky. My business
address is 1 Riverside Plaza, Colunbus, Chio, 43215. | am
t he Executive Vice-President for Policy, Finance and
Strategy at AEP. | also serve as the conpany's Chief
Financial Oficer.

A (Baker) M/ nane is J. Craig Baker, Senior Vice



Presi dent of Regulation and Public Policy. | amat the same
busi ness address as Dr. Draper and Ms. Tonasky.

Q Did you cause to be prepared prefiled direct
testinony jointly?

A (Tomasky) We did.

Q Do you have before you what has been marked as
Exhi bit AEP 2?

A (Tomasky) W do.

Q Is that your direct prefiled testinony?

A (Tomasky) Yes.

Q M. Baker, do you have any changes to be nade to
that prefiled testinony?

A (Baker) Yes, we have two changes to be nade.

On page 27, | would propose striking the | ast
sentence starting with "In addition" through "staff data
requests.”

And on page 34, line five, in the parenthetical
| would scratch the "s" in the |ast word and nmake it
"mechani sm' rather than plural. Qher than that, there are
no changes.

MR DUFFY: Thank you, your Honor. Again, we have
corrected copies which we can provide to the Reporter.
BY MR DUFFY:
Q Ms. Tomasky and M. Baker, if | were to ask you

the questions in your prefiled testinony as changed woul d



your answers be the sane?

A (Baker) Yes.

Q Ms. Tomasky, would you be so kind as to sunmmari ze
the direct testinony?

A (Tomasky) I n accordance with your request, Judge
Cowan, | will attenpt to be brief. There are certain
matters that have been el aborated upon that were touched
upon in Dr. Draper's testinony. | wll not recite those for
the group. | want to enphasize that we're here today to
fundanental |y described AEPs efforts to participate in an
RTP and to answer this Conm ssion's questions about the
i npedi ments that have prol onged that process. That
prol ongati on has happened or frustration -- we understand it
has happened to the frustration of the Conmssion. |It's
certainly happened to the frustration of sone but not all of
our states. And it's happened to the frustration of our
nei ghbors and conpetitors. Many of us are here today to
advi se you on how to nmake our systemnore readily avail abl e
to them

AEP has been criticized for just not making it
happen, but the fact is the regulatory | andscape has shifted
radically over the |last couple of years. This is not to say
that that shift was wong, that that shift was not
appropriately enbedded in policy, but it has many facets to

it and, as a consequence, people have begun to | ook at the



RTO formation differently.



Thi s Conm ssion has done so. It has begun to
couple RTO formation with principles of standard market
design that may have been prelimnarily identified in O der
2000 that certainly were not conpleted and articulated to
the full extent that we now understand themto be.

Simlarly, our states have, either through a grow ng
under st andi ng, concern, rightly or wongly, of the risks of
conpetition with the identification of the significant costs
of transform ng diverse electrical systens into RTGs and
also cone to | ook at these issues differently.

So the sinple answer to your question as to what
the inpedinment to the RTOformation is is that the politica
turnmoil around RTGs is huge. W have many, many people with
different views as to how we shoul d proceed. W have our
own views as to how we proceed. W was an apparently
consensus around where RTGs are novi ng now has sone
di ssenting voices. Again, that is not to challenge the
basic principle but that is to recognize that when you serve
many nmasters the policies do have to cone together. The
intellectual argunments may be still quite valid and it is
absol utely the case, as the Chairman has said, that AEP has
not withdrawn fromits wish to join an RTO. W want to do
that as a business matter and also a nmeans of fulfilling the
conmtnment we made at the tine of the nerger. But the fact

is that the consolidation of the industry that this



Conm ssion ultimately seeks, however appropriate its
pur pose, costs noney, poses risks, and, at this point at
| east, there are sone clear winners and losers. It is the
guestions around that that are going to have to be answered
for our dissenting states as we nove forward. W' re eager
to participate in the solution to that crisis but we believe
that that is as inportant a job for the Commssion as it is
figuring out what your legal path is for going forward.
Finally, our testinony outlines in detail the
history of AEP's efforts to participate in an RTO Dr.
Draper also referred to sone of these and | won't repeat
them here, although 1'll be happy to answer questions that
you nmay have about the |egal issues associated with that.
That the fundamental fact is that there's no RTO fornmation
efforts other than those perhaps associated with tight power
pool s that hasn't been bel eaguered by organi zati onal and
econom ¢ conplexities that are associated wth bringing
t oget her diverse electrical systens and what are, in fact,
| arge econom c engines. Qutside of the pools, there are no
proven success stories precisely because true coll aboration
of such diverse entities is a true chall enge.
As our testinony outlines, however, we think
there's no alternative to collaboration in theory, and we
state this in our testinmony. FERC has |egal authority to

override the processes in place in the states that have



asserted jurisdiction and in those that dissent and we have
di scussed that in other filings before this Conm ssion. W
woul d, quite reluctantly, in fact, prefer this option to
unfortunate conprom ses such as the disintegration of our
uni que and, we believe superior transm ssion system

Utimately it's not just AEP who has to live with
our dissenting states. In order for the Comm ssion to
acconplish its public policy objectives, the fact is that
over time there will be countless matters on which state and
Federal cooperation will be required as we nove forward to
deal with these conplex issues. It is for that reason that
we have outlined in our testinony a collaborative -- what we
think is the beginning of a collaborative solution for
noving forward. It seenms quite clear that the nost strident
controversy with our states who are dissenting has
acconpani ed, as | nentioned earlier the conmpany's
participation in RTO and standard mar ket design el enents.

W are therefore suggesting as a starting point
the possibility that AEP participate in PIMon a limted
basi s, adopting all functions except those related to its
markets. Cbviously this is not ideal to those who want full
functionality, but it does achieve full independence, non-
pancaked rates with a adequate | oss to revenue recovery
mechani sm-- which, as you know, is inportant to us --

mar ket nonitoring, regional planning, and independent



reliability coordination. It also, we believe, responds to
sone of our dissenting states' concerns, although ultimtely
they will be the ones, as the questioning has acknow edged,
that will determne that. W do believe such a solution
would fully satisfy our nerger commtnents. And as for
markets, PJMs nmarkets are voluntary in any event, both AEP
and ot her PJM market participants could engage in bilatera
transactions assisted by other features of this proposal and
acconplish, we hope, sone of the results that the Conm ssion
i s otherw se thinking.

"Il wish to close by sinply noting that AEP does
find itself at the center of this controversy but we firmy
believe it's not because we did anything wong but, in fact,
because historically AEP did sonething that was very right.
It built an excellent transm ssion systemthat serves our
custonmers very well. 1t has nade a very significant
contribution to the integration of western and eastern
markets. W continue to want to participate as
constructively as we possibly can in these efforts and, As.
Dr. Draper said, we'll lend our full resources to doing so.
| do not think stalemate is an inevitable outconme, but | do
think that conpromse is in fact the only alternative.

Thank you.

PRESI DI NG JUDGE: Thank you, Ms. Tomasky. | may

bot her you with a few nore m nor questions.



D d you cause to be prepared certain exhibits
attached to your testinony?

W TNESS TOVASKY: We did.

PRESI DI NG JUDGE: Were those exhi bits prepared
under your direction or supervision?

W TNESS TOVASKY: M direction, yes.

PRESI DI NG JUDGE: Thank you.

Are there any changes to the exhibits?

W TNESS TOVASKY:  No.

MR DUFFY: Your Honor, | nove the introduction
of Exhibits AEP-2, -3, -4, and --5, subject to cross-
exam nation of the w tnesses.

PRESI DI NG JUDGE: Any obj ection?

(No response.)

PRESI D NG JUDGE: The af orenentioned exhibits
wi Il be received into evidence.

(Exhibits AEP-2, AEP-3
AEP- 3 and AEP-5 were
marked for identification
and received in evidence.)

PRESI DI NG JUDGE: Staff, you may proceed when
ready.

CROSS- EXAM NATI ON

BY MR BARDEE:

Q Good norni ng.



Can you tell nme how rmuch of AEPs power sales are
at whol esal e and how nuch is at retail ?

A (Baker) | would believe that the vast mgjority is
clearly at retail. | would think sonething al ong the order
of 80/20 as a percentage split, plus or mnus sone
percentage. But that would normally be what we use.

Q 80/20 retail/whol esal e.

A (Tomasky) We can provi de you sone historica
data on that, M. Bardee, but that's basically correct.

Qovi ously what happens on our system when retail denand

i ncreases, generation goes to those retail custoners. W've
actual ly experienced a decline in what you would call FERC
contracts or requirenent contracts. Wen |load to the
retail, load to the system is down power is obviously

mar ket ed el sewhere.

Q Focusing on the part that is whol esale, can you
tell nme roughly what is the annual amount of revenues from
t hose sal es?

A (Tomasky) Whol esal e revenues, we, | believe, had
stated | ast year a breakdown on what we call system sales,
which is in the nei ghborhood of about $300 million total and
we can provide you the breakdown in that.. That includes a
variety of things, including revenues paid by our generation
under the FERC tariff to transport transm ssion, as well as

t he anounts we receive from FERC parti es.



Q Can you clarify that |ast part?

A (Tomasky) |I'msorry, | gave you transm Ssion
revenues. |'msorry, | apologize for that. That was the
issue | was speaking to, is transm ssion revenues. You were
tal ki ng about the system sales nunbers? 1'd have to go back
and check, but | believe last year, it was in the $3-400
mllion range.

Q Then for the part that is transm ssion service,
can you tell nme the annual revenues fromthat,
approxi matel y?

A (Tomasky) Last year, it was around $300 mlli on.
That was the discussion | gave you earlier, which was split
bet ween that which was paid internally and, therefore, does
not produce net earnings, so, fromanounts that are paid
under the FERC tariff by our generation to transm ssion and
roughly the other half cones fromthird parties.

So, roughly half of the $300 mllion?

A (Tomasky) But we can give you that breakdown
preci sely.

Q Roughly half of the $300 million is internal?

A (Tomasky) Roughly a little less internal.

Q Can you tell ne how those revenues, both

whol esal e sal es and the transm ssion for non- AEP conpani es
are treated in your retain rates by the state comm ssions?

A (Tomasky) Craig, you probably know the details



A (Baker) It varies. The way it flows back to
custonmers, the inportant thing to note is that both the
generation margins or profits, as well as the transm ssion
revenues get flowed back to custoners to ultimately reduce
rates.

In sone cases, that is a base rate item The
adjustnment will be done during a rate case. |In other cases,
they are flowed back in a nore expedi ent manner through fuel
cl auses, so each state has its somewhat uni que way of
treating those revenues.

Q Can you estimate approxi mately how nmuch of those
revenues is given back to retail custonmers through a fue
cl ause approach, conpared to a base rate approach?

A (Baker) At today's point in tine? Because they
change. W have certain rate freezes that, in effect, once
they go off, the treatnent may be different, but right now,
| believe the nunber woul d be approxi mately ten percent of
t he generation margins flowed back to custoners inmedi ately.
That woul d be the nunber.

Q Can you provide, under whatever procedures we
| ater work out, a specification of the flowback arrangenents
for each of the operating conpanies in each state?

A (Baker) Certainly.

MR DUFFY: Point of clarification, M. Bardee.



Are we tal king about our Eastern states?

MR BARDEE: Yes. I'mfocusing only on the east
part of AEP.

BY MR BARDEE:

Q Could you turn to page 13 of your testinmony? |
just wanted to get sone background built out here, if I
coul d, pl ease.

You say here that AEP has filed applications in
four states for authorization allow ng AEP East to join PIJM
and that the four states are Virginia, Indiana, Kentucky,
and Chio. Can you tell me which of your operating conpanies
operate in each of those four states?

A (Baker) Certainly. |In the case of the Indiana
Regul atory Wility Conm ssion, that's our Indiana-M chigan
Power Conpany; the Kentucky Public Service Conm ssion,
that's Kentucky Power; the Public Uilities Conm ssion of
Chi 0, we have both Onio Power and Col unbus Sout hern Power;
and in regards to the Virginia State Corporation Conm ssion,
that is Appal achi an Power.

Q What are the other states that regulate parts of
AEP East, beyond these four that we've nentioned?

A (Baker) Tennessee, West Virginia, and M chi gan

Q And whi ch operating conpani es provide service in
t hose three states?

A (Baker) In the case of Tennessee, it's Kingsport



Power. In the case of Mchigan, it's Indiana-M chigan, and
in the case of West Virginia, it's Appal achi an Power and
Wheel i ng.

Q Now, you say that Appal achi an Power has
aut horization fromthe four states I nentioned a m nute ago.
Can you tell nme why AEP did not seek authorization fromthe
ot her three states?

A (Baker) The other states either do not have
state |l aws which require us to file when we are transferring
control, or they haven't interpreted transfer of control to
be noving the assets, noving the functional control assets
to an RTO

I"d have to go through each state's |anguage to
determ ne which it was.

Q That's fine for now, M. Baker. No further
nmention i s needed on that.

Focusing on the four states | identified a mnute
ago -- Virginia, Indiana, Kentucky and Chio, can you tell ne
how much of the total load in AEP East is in each of those
four states?

A (Baker) | can approximate it. |In the case of
Virginia, | would believe it is in the 13- to 15-percent
range; in the case of Kentucky, it runs fromsix to eight
percent; Chio would be, | believe, in the 40-percent range;

and I ndi ana woul d be around 20 percent.



(Pause.)

Q Can you tell me how nuch of the total generation

in AEP East is in each of those four states?
(Pause.)

A (Baker) | don't have those nunbers. 1'd be too
approximating it for you. W'd be happy to supply that.

Q If you could provide that later, thank you.

| have the sane question for transm ssion
investnment total for AEP. Can you tell me, in each of these
four states, how nuch of AEP East's total transm ssion
investnment is in each of the states?

A (Baker) W would have to supply that. W have
owner ship and then we have our pooling agreenments, which
provide for equalization. M nunbers -- | can't separate
out the actual investnent in ny heard.

Q Can you provide that information for all seven of
your states, that is, total transm ssion investnment as a
per cent age of AEP East's total transm ssion?

A (Baker) Yes.

Q Then the question | asked a m nute ago about
generation, can you provide the sanme information as to the
other three states as well, not just the four we' ve been
di scussi ng?

A (Baker) Let ne ask a clarifying question. Yes,

we can supply it, but 1'd like a clarification.



Are you interested in ownership or are you
interested in physical |ocation?

Q Can you provide it for both, please?

A (Baker) Sonehow | knew when | asked t hat
guestion, the answer |'d get.

(Laughter.)
BY MR BARDEE:

Q On page 19 of your testinony, you say that AEP
filed an application in Kentucky for approval to transfer
functional control of transmssion facilities to PIM Then
you say on line 14 and 15 that the evi dence showed net
benefits for AEP East as a whol e.

Can you pl ease descri be that evidence?

A (Baker) Yes, | can, but it was not our evidence.
PJM also filed in support of our transferring functional
control to PIM

They had done a study previously that indicated a
benefit that range from $60 to $81 nillion for AEP joining
PJM  And then what we had shown was our cost which was in
the range of $50 mllion a year to join

So it showed a net benefit, if you took those on
an AEP system basis, to be sonewhere between $10 and $30
mllion a year

Q Dd AEP, in that case, take any position on the

validity or lack of validity of PIMs estimate?



A (Baker) The position that we took at that time
was that we agreed that the directional signs of the various
conponents that nade up the $60 to $81 million were correct,
but we had not had a chance to really get in and anal yze how
the $60 to $81 nmillion was cal cul ated, so we couldn't give -
- couldn't in any way validate that the nunber was correct,
just that the various conponents of how we woul d receive
benefits, seened directionally correct.

Q You had a nunber for costs that your conpany put
into evidence in that case. Conparing that to the PIM
nunber, are you saying that your conpany agreed that there
were net benefits after costs for AEP to do this?

A (Baker) No. What |I'msaying is that we know
what our costs would be. That's very easy to ook at in the
PIMtariff and multiply the various conponent costs to be a
nmenber, whether it be a generator or be a | oad-serving
entity -- multiply it tinmes our |oad we serve and generation
out put, and we can accurately project what our costs would
be, of course, ignoring any cost increases that woul d change
the tariff nunbers.

Wiat we didn't know was whether the $60 to $81
mllion of benefits was a correct nunber, whether the nunber
woul d be higher or |ower than that, once we had had a chance
to fully anal yze the work that they had done.

Q So at that time, your conmpany was not sure



whet her the benefits ultimately woul d be nore or |ess than
the costs that you estinmated?
A (Baker) That is correct.

(Pause.)

PRESI DI NG JUDGE: Have you since done any further
updates on that?

W TNESS BAKER. W have been wor ki ng since March
with PIMto update and to work together to produce a
benefits value. That work is still in progress. W' ve been
sharing cases with PIJIMand we do not have the final set of
cases that works first on NAEP system basis, because you
have to do it first, considering the total systemand a
singl e dispatch for the whol e system

Then we have to take it down through our various
pool ing agreenents and jurisdictionalize it, so the first
step is getting the AEP, as a whol e, done, and then
jurisdictionalizing it.

So that's a process we're working on as we speak.

PRESI DI NG JUDGE: Do you have any estimates as to
conpletion time for that effort?

W TNESS BAKER. W believe it will take us about
a nonth, after we get a full set of cases that will give us
one year of cost-benefit, and we have engaged a consul t ant
to help us take that out for multiple years, and we are

projecting that the multiple years wll |ikely take us out



where we'll be able to make a filing in Kentucky in the
early Decenber tinefrane.

PRESI D NG JUDGE: Thank you. Sorry for the
interruption, M. Bardee.

BY MR BARDEE:

Q Can you provide for us here, the cost anal ysis
produced in the Kentucky proceedi ng?

A (Baker) Yes, | believe | can. If | can't give
you exactly what was done prior to that, | can give you what
our |atest estimate is.

Q That will be fine.

(Pause.)

The anal ysis that you' re working on now, is that
assum ng the type of integration into PIMthat the conpany
has suggested in its testinony here?

A (Baker) No. That is to assunme full integration
into PIM nar ket s.

Q Can you briefly explain for us, the types of

costs that your analysis at that tine indicated, both

categorically, and, if you can recall, any nunbers for each
cat egory?
A (Baker) | just renenber that there were | oad-

based charges; there were generation-based charges. They
are all tariff charges that PIJIM has that they charge users

of PUOM mnultiplied tines the various nmegawatt hours or



megawatts associ ated with our system but | don't have the
breakdown in front of ne.

Q Were there costs in your estimate of $50 million
that were not tariff charges fromPJM but, instead, were
costs incurred directly by AEP to integrate with PJW

A (Baker) | believe that also included an
anortization of our costs that we were going to spend,
expenses we were going to spend, but I would need to check
that to make sure.

Q Let ne turn now to Indiana. |Indiana has recently
approved, with conditions, AEP s request to join PIM is
that right?

A (Baker) That's our interpretation of the order
t hat we received.

Q Can you describe the conditions?

A (Baker) There are a nunber of conditions, some
of themnot dissimlar to the conditions that this
Conm ssion put in to our noving our assets into PIM

They rai se questions about the timng of the
joint and common nmarket, a single integrated dispatch, and a
solution to the question of inter-RTO charges for through
and out.

Q Were there any conditions inposed that wll
affect in sonme significant way, the analysis you' re now

undertaking to estimate the costs and benefits of



integrating into PIM?

A (Baker) The analysis that we are doing will be
sonewhat dependent on the outcome of the through- and out-
rate cases that are in front of the Comm ssion today,
because that woul d change the potential for transfers.

W are trying to determ ne how to incorporate
positive -- possible outcones in that analysis. Qher than
that, I"'mnot sure | know of any other things that woul d
i npact the study.

Q Can you explain what you neant when you said
"trying to incorporate possible positive outcones"? |s that
what you sai d?

A (Baker) | said possible outcones. | think
started with "positive" and then | corrected it to

"possi ble.™



Q For the work that is underway at this point in
that net analysis within your conpany, what assunption are
you making so far or which options are you eval uating for
t he through and out rates?

A (BAKER) Wiere we are right nowis we are
assum ng as a base case, you have to have obviously to
change fromthat AEP is not in an RTO and that the through
and out rates are still in place for the AEP system Then
what we will dois, we will run a case where we are in the
market and we will renove the through and out rates.

Q You mean renove in the sense of not recover those
revenues in any way?

A (BAKER) No. This is purely a dispatch analysis
so you will take themoff as a transactional charge. And
you wi Il assune that there is no charge for the generators
to nove to any point in the |oad as a transactional cost.

Q Let nme ask you a couple of questions quickly
about Chio and Virginia. You say on page 24 of your
testinony that Chio has held AEP's filing in abeyance. |Is
t here any indication when that status may change?

A (BAKER) W don't have any information as to when
it wll change

Q Then, in Virginia that status is that state | aw
prohibits utilities fromparticipating in an RTOuntil July

2004. After that it requires approval fromthe Virginia



comm ssion, is that right?

A (BAKER) That is correct.

Q | have a few questions now about the split system
proposal that you discuss in your testinony. One
possibility discusses splitting the systemso that part of
the AEP East joins PJMand part does not and, on pages 25 to
27 of your testinony you give sonme reasons for the conpany's
position opposing this proposal. For exanple, you say on
page 25 reason nunber two is that hol di ng conpany systens
are required to provide systemw de transm ssion service
under a single tariff. Wen you say this is required, do
you mean required by this Comm ssion?

A (BAKER)  Yes.

Q So if this Comm ssion determnes that the split
system proposal was the nost viable solution for bringing
net benefits to custoners, could the Comm ssion waive that
requirenent ?

A (TOVASKY) The Commi ssion certainly could if it
so chose based upon reasonabl e evidence that there was
actually a benefit to change it's policy. | would assune it
woul d al so have to defend why it felt it appropriate to
abandon that policy in this case since the reasons for a
single tariff were extraordinarily well articul at ed.

(Laughter.)
BY MR BARDEE:



Q Assume for the noment that under the split system
proposal isolating one or two states would require certain
costs but that this proposal still produces net benefits
formcustonmers. |I'mjust stating that as an assunption. |If
t hat happens, what woul d be your conpany's position on which
customers shoul d pay those costs incurred in isolating the
one or two states? Should the costs be split across all of
AEP East's custoners or allocated to the custoners in the
states that are isol ated?

A (BAKER) | think you have to think of costs in a
broader spectrumthan | think you' re asking the question
There are physical hardware change costs setting up a
control area doing netering at differing points, changing
t he tel ecommuni cations. There are also costs that are
likely to result because of changes in the pooling
agreenments or various RTO requirenents. | think you' ve got
a nultiple set of costs. It is hard to determ ne w thout
knowi ng exactly how the proposal would work as to who shoul d
i ncur those costs.

But one of the things that we have found is that
it is very rare that seven states agree on how those costs
shoul d be all ocated anongst thenselves. It always is a
chal | enge when we incur those kinds of costs as to how we
get recovery of them

A (TOVASKY) M. Bardee, | think this is very nuch



a question that this Conm ssion knows how to answer, has
answered tinme and again, and there are a nunber of different
nmet hods, as you know, available to you for decidi ng whet her
you want to socialize those costs broadly, whether you want
to create incentives and advantages to particul ar users of
the systemby the way that you structure them AEP as we
have | ooked at this issue have really tried to separate
ourselves fromthe issues invol ved.

W honestly believe that, as a matter of public
policy, that we have, and when |I say "we" | nean all of us,
t he Conm ssions as well as the conpanies, gone a bit too far
in not attaching to users the full cost of the utilization
of our systens in the way which we do now for conpetition.
These were alluded to sonewhat in Dr. Draper's coments.

W think the Comm ssion ought to be exploring
sone net hods whereby the costs of the infrastructure which
in fact are quite significant are going to grow if we want
to grow the system W have certainly |earned that users do
bear a greater share of those costs that perhaps has been
inherent in the design and the direction that we've been
going in the past, but ultimately as a transm ssion
provider, we are indifferent as |long as the Conmm ssion
doesn't choose to allocate the costs back to us as the
transm ssion provider. That's what we don't think is the

job of rate design



Caig is right. W would certainly |ook at the
speci fics of any particular proposal. W encourage you to
t hi nk about soci alizing whol esal e costs so broadly but
that's partly, quite frankly, a political conprom se.

The other issue you will hear fromus fromtine
totine has to do with timng. Timng is extrenely
significant. W live in an environnment right now in which
the investors in utilities which are not always easy to cone
by in this sector these days, are very, very concerned about
issues |ike security of revenue stream It is basically the
maj or thing. That and dividends are the major things that
we have to offer investors right nowin this marketplace so
we guard this very closely. There is no question about
t hat .

Tim ng, you can have theoretically a full cost
recovery but differences in timng because of the allocation
between the states and federal government that are so
significant that it significantly affects the financi al
profile of a conpany. So you will also hear fromus issues
around timng that are extrenely inportant in putting this
whol e picture together

Q On page 27 you state that, under the split system
proposal , congestion nmanagenent wi |l becone significantly
nore difficult than it is today. Wuat I1'd like you to do is

conpare this split systemproposal and its effect on



congestion managenent systens to a scenario in which
Commonweal th Edison is fully integrated into PJM and usi ng
LMP but AEP is integrated along the lines you advocated in
your testinony, neaning it's not using LMP. If you have a
split system proposal for AEP, in which parts of AEP East
are no | onger doing congestion managenent in the sane way as
ot her parts of AEP East, is that harder, easier or the sane
as a systemin which both sides outside of AEP East are
doi ng LMP and AEP is not.

A (BAKER) W have | ooked at certainly not the
| evel that Com Ed and PJM have | ooked at at integrating Com
Ed into the PIM market using single LMP or an LMP across
t hat whol e region.

W didn't see any major problens with it. W
think it works. Wen you |look at the situation of splitting
the AEP system | see it differently. That is the question
t hat has been debated for a very long tine and continues to
be debated in the reliability plans of NAERC and their
anal ysis of what will happen in PJMand M SO when you have
mar ket on one side and not market on the other

There are many peopl e who are concerned about
that and are not sure exactly how it works. | think the
sane questions would have to be fully anal yzed and addressed
in asplit the systemscenario for AEP because you woul d

have market in part of it and non markets on the other.



Q If I understand you right, and correct ne if |I'm
W ong, Yyou're suggesting that having nmarkets operate
adj acent to non markets is difficult whether it's the
concept you' ve advocated of having AEP East not do LMP yet
surrounded by LMP, or having parts of AEP East do congestion
differently than the rest of AEP East, is that what you're
sayi ng?

A (BAKER) Wiat |'msaying is people have raised in
t he di scussi on about how M SO and PIMw || nanage the
busi ness at the seans. Mbdst of us around know that's a
relatively hotly debated topic, one of the questions. There
are various phases as we all know. There is the non narket
to market phase. That is when M SO doesn't have a narket,
doesn't have the spot market and the day ahead and the LMP.
Then you have PJMthat has a market.

That has raised a | ot of questions by parties and
peopl e are continuing to anal yze the inpacts of that.

Your next life cycle, I'lIl call it is two markets
side by side having different conputer systens but based on
t he sane market design. People are raising questions about
how wel | that will work. Then you get to what has been
termed the desired end state, which is a single common
mar ket across the whol e region and people are pretty
confortable if you can get over the technol ogy issues around

havi ng that broad a nmarket that that will not provide



issues. |'mjust suggesting that we would be in that first
stage whi ch people raise the greatest nunber of issues
about. W would not be in the end state which woul d be

integrated in the market with all the rest of PIM

Q Could you turn to the attachnent AEP 5? Exhibit
AEP 57
A (BAKER) 1'Il have to get a copy of that one.

(Handi ng docunent to w tness.)

W TNESS BAKER: Yes, we have it now.

BY MR BARDEE:

Q On the first page of the cover letter that is
part of AEP 5, the second full paragraph, there's a couple
of statenments that | wanted to ask you about right about the
m ddl e of the paragraph. 1t says, "Returning to the split
system proposal that such a scenario would increase the cost
to survey AEP's custoners.”

Then it ends the paragraph by saying, "Wuld
result in significant additional costs."

The question | have for you on that is, are you
saying the split system proposal woul d increase costs even
after considering whatever benefits there are fromit, or
that just focusing on the cost side of the equation and not
the benefits, there will be costs involved in inplenenting
the split system proposal .

A (TOVASKY) Quite frankly, M. Bardee, we don't



know what those benefits are and I think we don't have a
cost nunber associated with them |[If we saw those benefits
enuner ated, specifically we could perhaps conpare themto
the costs but we certainly have not seen that. W know only
that there are generalized clains of benefits by having at
| east some of AEP involved. W know that sone people
seeki ng transm ssion paths across AEP who don't particularly
care to go into Virginia but would like to go into eastern
markets, may actually realize sone benefits.

But in terns of customer benefits, we haven't
seen an analysis that tells us what the benefits of just
part of AEP would be. So we don't have anything to conpare
it to. Wth respect to the costs, you are essentially
tal ki ng about duplicate systens, you're tal king about taking
systens informati on systens, coordination systens that are
highly integrated and having to recreate them you're
tal ki ng about SCADA security systens in which we've invested
tens of mllions of dollars that would have to be separated.

You' re tal king about a huge anmount of things
that, over 50 years have been built into our systemon an
integrated basis, all which woul d have to be reconsi dered.
| am not suggesting you have to rebuild AEP but | can assure
you that the kind of systemwork, A would take a very |ong
time and take us well past the mddle of 2004, which is the

position, the point at which we would hope that we woul d be



in a position to have an agreenent with Virginia that woul d
permt us to nove forward and the costs woul d be
significant.

Q Are you saying that there are no benefits to the
split system proposal for customers or that you have not
done or seen an anal ysis of what those benefits m ght be?

A (TOVASKY) W are not aware of what those

benefits are.

(Pause.)
Q Could you turn to the next page of the letter
that we've been | ooking at here. |In the next to last full

par agraph, it says, "Splitting AEP East nmay call into
guestion AEP East's continued conpliance with the
integration requirenments of PUHCA. Has the SEC i ssued any
ruling on the idea of splitting AEP East?

A (TOVASKY) Not to ny know edge.

Q Has the conpany nade any filings with the SEC to
ascertain its views on that proposal?

A (TOVASKY) We have not.

Q On page 4 of the letter, it raises the issue of
how to split AEP East, whether by operating conpany or state
boundary? For exanple, it says "The Appal achi an Power
Conpany provides services and owns facilities in Wst
Virginia. |If the split system proposal is inplenented,

woul d AEP recommend that APCO be split at the state boundary



or that all of it be excluded from PIM?

A (TOVASKY) That's a very difficult question to
answer, M. Bardee, because we think the efforts to try to
split up APCO is absurd. So the notion that we would try to
acconplish it with a conpany that has been integrated
financially, operational and physically for a long tine, is
not acceptable. | cannot inmagine that it is equally, we
bel i eve, untenable, to tal k about excluding major portions
of our systemfrom RTO participation if what is going on
here is an attenpt to nove forward in sone way. Then the
choices the Conm ssion has in front of us are to undertake
this, what we think is massive, which we will do our best to
prevent from happening by all |egal neans possible, and nove
forward with that, try to get that done as a neans by which
to lay the groundwork for our participation, or you nove
forward on the basis of the nore limted RTO comm t ment
whi ch, on that basis, brings the entire conpany in. It is
very hard for me to inmagine why the latter is not a
preferable step to the Comm ssion and, as a consequence, it
is very difficult for ne to draw | i nes between whether it's
preferable to split APCOin half or leave it out of the RTQO
Qoviously between the two, we'd rather leave it out of the
RTO conpl etel y.

Q Just to ask a couple of questions related to

that, you have -- could you give us an estimate of how nmuch



of APCO s services or revenues are in Virginia versus Wst

Vi rgini a.
A (BAKER) It's about 50-50.
Q Could you turn to the data responses included in

AEP 5? In the |last paragraph of the response, right at the
bottom of page 9, it states that, "Transferring all of AEP
East except Virginia to PIMwould require significant" --
excuse ne?

A (BAKER) W need you to point where it is.



Q Question 4 of the data response is right at the
bottom of page nine. At the bottom of page nine, it says,
in the |ast paragraph, they're transferring all of AEP East
except Virginia, to PIMwould require significant additiona
capital investments of $7 million to install new equi prent
and nmake ot her hardware and software changes. Are those
one-tinme startup costs?

(Pause.)

A (Baker) The answer was | ooking at a startup cost
that would be one tinme. W haven't anal yzed whether there
woul d be ongoi ng, other capital additions required over
time. That was just an initial investnent.

Q Then it goes on to say, AEP would have to expand
staffing by about nine to thirteen full time workers. That

woul d be ongoi ng costs, correct? Ongoing, non-capital

costs?
A (Baker) Yes.
Q Can you give us an estimate of dollars associated

wi th expanding staffing by about nine to thirteen full tine
peopl e?

A (Baker) This was again a response that had to be
done in a very short period of tine to answer these
questions. W did not take it to pricing out all the
conponent costs associated with a plan that we didn't think

was a good one.



A (Tomaksy) | would al so stress that the
di scussion in that paragraph really refers to the costs that
are described in the paragraph. W also enunerate a | arge
nunber of additional activities that we have not attenpted
to estimate. W have not attenpted to estimate the
absorption of personnel who currently exist into those
issues. W could spend a little bit of tinme and try to give
you a full cost estimate, but | can assure you it woul d be
much nore substantial than just to deal with the narrow
i ssues of control and function that we talk about l|ater on

in that paragraph.

Q Can you provide that |ater, please?
A (Tomaksy) Sure.
Q Turning to Kentucky, since the sentences we've

just | ooked at dealt with Virginia, would you expect the
sane anount of costs to be incurred if Kentucky also were
not included in PIM

A (Tomaksy) | don't think the costs -- it would be
very difficult to say. But the costs really have to do with
the fact that we have one system and you woul d be forcing
us to have two. There would be sone increnmental costs
associ ated with how many systens, and sone increnental costs
associ ated with operating additional systens but | can't,
off the top of ny head, talk about that. It is really

integration of a highly conplex systemthat is supported by



many, many peopl e, many, many conmputer systenms that we're
t al ki ng about here.

A (Baker) | think another aspect on why it's
difficult to do is to know exactly what this kind of
proposal neans. The physical location and the wires don't
connect directly Virginia and Kentucky, so we don't know
whet her you woul d need one additional control area or
mul tiple additional control areas. Wthout fully fleshing
out the aspects, we couldn't estinmate that.

A (Tomaksy) To give you a sense of the proportion
of this notion, let's go back the AEP/ CSWnerger. W
created a contract path line and we created coordination
bet ween t hose systens, just to figure out how to nake that
wor k, where we were not fundanentally disrupting custoners
and service arrangenments on either side of the system It
took many nonths just to figure out the economcs, the
figure out the dispatch arrangenents. Then, once that was
done, we had everybody el se's opinion on whether that was
right or wong that had to be dealt wth. The Conm ssion
woul d certainly face no less here and in fact it would be
creating sonmething far nore conplex and far nore difficult
to do.

| cannot assure you that we could even figure out
what woul d be involved in this, except over a period of

several nonths.



Q In terms of the cost estimate that you indicated
you coul d provi de subsequently, just to clarify, when you
provide that, do you consider it in the context of Virginia
and Kentucky both being excluded fromPJM and then also
state whatever other assunptions you nade in estimating
those costs along the |ines you' ve just suggested. There
are a | ot of considerations.

A (Tomaksy) Does that inply a resolution of the
i ssue you asked nme a nonent ago about the separation of
APCO?

Q I think you' d have to make sone assunption. |
woul d | eave it to the conpany to nmake whi chever assunption
it felt appropriate so long as, at least the Virginia part
of APCO was considered to be excluded from PIM

A (Tomaksy) We will certainly do this. But | wll
tell you two things. First of all, it would be highly
hypot heti cal and, second, we really do do this under great
protest. W think this is a very wongheaded thing for the
Conmi ssion to be thinking about.

Q Let me say, at this point, that |I ask these
guestions for the purpose of eliciting relevant facts for
t he Conm ssion's consideration, and not with any intent to
suggest that the Comm ssion has chosen whatever course it
may take on this matter.

Whi ch agreenents within AEP woul d need to be



changed to inplenent a split system proposal ?

A (Baker) Ones that would have to be | ooked at are
the two transm ssion pooling agreenents that were entered
into, the generation and transm ssion agreenents that were
entered into at the tinme of the nerger, which are the
integration agreenents, then each of the conpanies. The
East woul d have their generation pool agreenent, their
transm ssi on pool agreenent woul d have to be | ooked at, as
well as the joint operating agreenents for various power
plants that are jointly owned by Appal achi an Power and
Kent ucky Power. Those are the ones that come to ny mnd
now. There may be others as well. But those clearly would
i kely have nodifications required, depending on the
appr oach used.

Q O the agreenents you've just identified, would
changi ng any of themrequire approval by the SEC?

(Pause.)

MR DUFFY: M. Bardee, | think that's a | ega
guestion. |'mnot sure that our w tnesses could
appropriately answer that. W could look into it.

(Laughter.)

MR DUFFY: Not to suggest M. Tomasky is not a
fine | awer.

W TNESS TOVASKY: The answer is to Bardee is |

honestly don't know, we'd have to check.



BY MR BARDEE:

Q Are each of the agreenents you identified on file
with this Conm ssion?

A (Baker) | believe they are.

Q Wul d the split system proposal require changes
tothe reliability plan between PJM and M SO?

A (Baker) | would expect that that's a question
better answered by PJMand M SO than for AEP to opine on it.

Q Wul d the split system proposal require changes
to the joint operating agreenent between PJM and M SO?

A (Baker) | believe that the joint operating
agreenent is part of the reliability plan, and I woul d again
say they are better able to answer that question.

PRESI DI NG JUDGE: M. Bardee, |I'mlooking for a
convenient time to take a break. Do you have a lot nore to
go?

MR BARDEE: Ms. Fernandez will have a set of
questions pertaining to AEP' s proposal of partial
integration into PIM and other people at the table may have
m scel | aneous questions. This mght be a good tine to take
a short break.

PRESIDI NG JUDGE: W'l take a ten- to fifteen-

m nut e break.
(Recess.)
PRESI DI NG JUDGE: Wen we broke, M. Bardee was



qguestioning Ms. Tomasky and M. Baker. You may conti nue,
M. Bardee.

MR BARDEE: Thank you, Your Honor. | would now
turn it over to Alice Fernandez for further questioning.

PRESI DI NG JUDGE: Very well. M. Fernandez, you
may proceed.

CRCSS EXAM NATI ON

BY M5. FERNANDEZ:

Q Good nmorning. 1'd first like to sort of ask a
clarifying question on the nmerger wwith CSW Wen did the
nmerger actually take place?

A (Tomaksy) The nerger was conpleted in June 2001

Q June 20017?

A (Tomaksy) Yes.

Q So that it was conpleted and | believe O der 2000
was issued in Decenber 19997

A (Tomaksy) Yes.

Q As a result of the nerger, there were certain
functions that AEP had i ndependently perforned by the
Sout hwest Power Pool, | believe, and that would qualify as a
mar ket nonitor. Could you describe what those functions
are?

A (Baker) Wiat we were required to do, as part of
the nerger condition, was to out source the cal cul ati on of

TTC and ATC. That's total transfer capability and avail abl e



transfer capability at the various points of interconnection
that AEP has with other utilities. That was part of the
function that was out sourced to SPP. In addition, the
guestion in regards to people making requests to reserve
transm ssion service on the AEP system The acceptance or
rejection of those requests were out sourced, as well, to
SPP.

The market nonitor functions, the nmarket nonitor
t ook what had been witten into the order, and nade a
proposal to the Conm ssion about what functions he would
performor what analysis he would perform That was
accepted by the Comm ssion.

Q In terms of the transm ssion service, does AEP
admnister the transmssion tariff other than the
cal culation of ATC, TTC, and the acceptance or rejection of
transm ssi on requests?

A (Baker) | believe that's the case. [|'d have to
go conmponent by conponent, but we do, for exanple, the
billing we receive the revenues directly. | think nost al
of the other tariff provisions we nmanage.

Q In ternms of day-to-day operation of the system
AEP manages that and not SPP?

A (Baker) O her than reservations, and they al so
| ook at the scheduling to nmake sure that the schedul es can

flow



Q Wul d you explain how the scheduling is done?

A (Baker) | believe what they do is, once you have
a reservation, you have to anal yze that the system has the
capability to take the actual schedule and reliably flowit.
That's a coordinated activity of AEP, SPP and our
reliability coordinator PJM

Q Actual |y, maybe that's sort of a good lead-in. |
was going to concentrate on the alternate proposal that AEP
di scussed, starting around page 31 of the testinony. Could
you explain, briefly, howthis proposal differs fromthe
exi sting arrangenent you have with SPP and with the market
noni t or ?

A (Baker) Yes. As | pointed out, as people have
defined functional control, as it was originally | ooked at
for 1SCs and the early RTGs, as | understand it, all of
t hese functions make up the functional control. This would
be taking the total functional control as defined in those
earlier days of the transm ssion system and putting it
within PIM W do sone of our own tariff admnistration, as
your question asked, and it's under AEP's OATT. This would
propose to put it under PIJM and under the PJM OATT. In
this case, for the calculation of TTC and ATC, that woul d be
noved from SPP to PIM They woul d conti nue as AEP' s
reliability coordinator

W have entered into an agreenent with PIMto do



that. Soneone else could do it as well, but since it is a
function of an RTO we would put that in as part of the
total functions they perform

The sane thing wwth the market nonitoring. Right
now, we are not part of any regional planning process. And
then we would then -- PIJM woul d have the functional control
so that they would include our system | would believe, in
the joint operating agreenent where it presently would not
be in that.

Q Let nme ask, first, is AEP's proposal an interim
solution, or is this an end state?

A (Tomaksy) | think that ultimately is going to be
for this Commssion, in talking with our states, to decide.
We actually are fully supportive and, as we have said from
t he begi nning, we have been willing to nove into PIMwith
its full functionality. As | suggested earlier, the
shifting that has occurred anong various views has raised
with it a bunch of concerns around risk, cost shifting, and
t hose sorts of issues.

This could enfold, in nmy view, in either of a
coupl e of ways and the Conm ssion's |eadership in figuring
this out would be pretty inportant. One way, of course,
that it would be a step, a first step, and that over tineg,

t hrough the negotiation of resolution of various issues

t hrough the allaying of concerns through perhaps the



negoti ation of transition nechanisns and, quite frankly,
over tine as the conditions of those states change.
Understand that those states now sit on significant reserve
capacity. At sone period of time, that capacity, that
reserve will erode. They may have different interests in
terns of access to that market over a period of tine, so a
| ot of factors could conbine, including workable solutions,
wi th the Conm ssion, the conm ssions together that could
nove that on

Al ternatively, the Conm ssion could accept this
for a period of time and say, this has worked for a while,
states. W have given you anple opportunity to reserve
this. W think it's time to nove on. The Comm ssion woul d
t ake that step.

The third alternative, of course, is that the
Conm ssion, the interimsolutions that we woul d negoti ate
woul d be sufficient, in this Commssion' s view, to support
the market, and you could accept it for a |onger period of
time. | don't know, | think this Comm ssion woul d have
anple authority and ability to review that over tine.

The fundanental question is, what can you work
out to put this in place with the states.

Q So | guess | can take it that AEP is still

interested in joining PIMin all aspects, including the

mar ket s?



A (Tomaksy) We are interested in doing so, but as
we have stated repeatedly, we are not prepared to do so
wi t hout the authorization of our states. And unless the
Conm ssi on chooses to preenpt those states and, as a
consequence, we have to nove on a basis that's acceptable to

t hose st ates.



Q What type of tinme line did you envision for
i mpl emrenting this solution?

A (Baker) If we're tal king about step one?

Q Yes, the solution that's proposed starting on
page 31 of your testinony.

A (Baker) We'd have to assune that it was a
solution that was acceptable to the various regul ators that
we have. | would expect that if we were to find oursel ves
in that situation with that agreenent, we'd probably be
| ooking at the spring of next year to inplenent the initial
appr oach.

A (Tomaksy) | would like to add that, |ike many
things we tal k about here, this is not a tineline that is
whol | y under our control. The kinds of things that we talk
about, in terns of the studies that we'd need to be done,
certainly our commtmrment of resources would facilitate that
and, obviously that's a tinme frame that coordinates with the
statutory lifting of the prohibition in Virginia. So that
woul d permt Virginia to nove forward if they had a sol ution
that was acceptable to them Cbviously, we can't control,
or perhaps even influence, this Comm ssion's additional
requi renents or the Conm ssion's requirenents of the states
in what would have to be put together. But | think that's a
reasonable tinme frame to shoot for

A (Baker) Could I just interject one nore thing?



Part of this would, of course, we'd have our states, we'd
al so have to enter into negotiations with PJM about their
willingness to do this, and what the cost would be for this
type of service arrangenent as opposed to full integration.

Q | take it fromyour answers that the four states
| think you identified earlier in your testinony where you
had made applications for AEP to join PIJIM that you woul d
have to file simlar applications for this solution?

A (Tomaksy) We probably would, but |I'msure there
are procedural devices available to us to expedite that.
Thi s Comm ssion knows well that if there is support and
there is enthusiasm things can nove pretty quickly; and if
there's not, they don't.

A (Baker) Al so, there are none of those dockets
that are conpletely closed the filings that we nmade, so we
have ongoi ng dockets in each of those states that woul d not
require starting from scratch.

A (Tomaksy) | would al so add, we need to enphasize
this, that there is a spectrum of viewpoints. W have no
reason to believe that Chio shares the view of Virginia, for
exanple, with respect to the issues around PJMintegration
| know that our chairman fromGChio is here, so | won't go
any further than that in speaking for him and | wouldn't do
it even if he weren't here.

(Laughter.)



W TNESS TOVASKY: Also, it's going to be a bigger
and a different issue, but each of those states had devices
avail able to nove if everybody is where they need to be.

BY M5. FERNANDEZ:

Q | guess ny question is also that you believe that
this proposal could not nove forward w thout the
aut hori zation of those four states?

A (Tomaksy) | believe the Conm ssion does have
preenptive authority under sone circunstances, so the
Conm ssi on may choose to inpose that. W have to see what
the specific elenents of that solution would be before we
could cormment on it conpletely, but it may be available to
t hi s Comm ssi on.

Q But you believe that it would either be as a
result of state authorization or federal preenption of the
rules or statutes in several of those states?

A (Tomaksy) Based on what | know how, M.
Fernandez, obviously there's a ot of detail in here and
it's kind of hard to say with precision, but in abstract,
that is what | woul d think.

Q Have you done any studies to ascertain any cost
benefit anal yses of this new proposal ?

A (Baker) No, we haven't. This is sonewhat new as
a thought at AEP in response to what we have been asked to

do recently. And until we have an idea of what the costs



are, we could |l ook at nodifying our study, but we have not

done that.

Q Are you doi ng any studies of what the benefits
woul d be?

A (Baker) W haven't entered into that kind of a

study yet, no.

Q Did you intend to, or were you planning on
wai ting until the Conm ssion acts?

A (Baker) W have, in front of our conmm ssions,
the state conm ssions, a requirenent to do cost benefit
which was really focused on full integration of the market.
That's where we've been focusing our efforts. |If we thought
that this was an option, that was a possible solution, we
could certainly develop a cost benefit analysis that woul d
| ook at a smaller set of functions.

Q In the various state proceedi ngs, would you be
required to do that type of analysis before the states woul d
aut hori ze?

A (Baker) | believe the Virginia statute woul d
require it. Kentucky, there's no statutory requirenent for
a cost benefit analysis, although they have asked it now of
each of the conpani es who have cone in, and had RTO
participation. Either they were participating or would in
the future.

Q In terms of the proposal, AEP would give up its



transm ssion tariff and take service under PIJM s

transmssion tariff. |s that the proposal?
A (Baker) Yes.
Q What type of custoner, or | suppose it's better

to ask, would that require changes to PIMs tariff?

A (Baker) It may require sone changes, but | would
point out that we initially had a phased-in approach to go
into PIM and we were going to have a day one, which is
basically the functions we've outlined here in this
proposal, and then a day two, which was full integration in
the market. As | point out, this parallels day one. So
that work, | would believe, has been done by PIM what is
necessary to incorporate us in a PIMtariff under just these
functions.

Q | guess what |I'mcurious is that under PIMs
tariff, any inbalances by network custoners are results of

the energy markets. How would that apply to AEP under the

pr oposal ?

A (Baker) That was not going to be the case under
day one. In our initial plan to join PIM it woul d have
been managed the sanme way it is under AEP's QATT. | believe

that's the way it was set up to work.
Q So under your proposal, that's now how you woul d
plan on resolving it?

A (Baker) Yes.



Q So that the bal ancing provisions in 888 would

apply to any inbal ances on AEP s systen?

A (Baker) Yes, under this approach
(Pause.)
Q PIMcurrently operates as a single control area.

M/ understanding is, with the PIMwest, there was nore of it
operates as one area functionally, although certain
functions are still perfornmed by the utilities. Wuld AEP
continue to operate as a separate control area?

A (Baker) The answer is yes, but | think -- ny

understanding is that there is a distinction that PIJM Wst

is a separate control area but it is one market. | believe
that's the distinction. No, I'mgetting -- | wll back that
up. |'mnot sure.

Q That's sonething to ask PIM | take it?

A (Baker) Yes.

Q I think, in your statenment, you state that PJM

woul d have control over transm ssion but there wouldn't be a
central dispatch. What types of controls, if any, would PIM
have over generation |ocated within AEP's service territory?
A (Baker) They could require redispatch, as they
can today, as the reliability coordinator.
Q If it's necessary for reliability, they could
require redispatch?

A (Baker) Yes.



Q They woul d have no ability to require redispatch
for econom c?

A (Baker) That's correct.

Q Wth the dispatch of generation, AEP' s territory
woul d basically be the same as it is today?

A (Baker) Yes.

Q In your testinony, you al so say, under this
solution, that you would not adopt the LMP systemfor
managi ng congestion. Could you explain how congesti on woul d
be managed wi thin AEP' s system and between AEP and PJM or
PIJM West ?

A (Baker) At least until there was an alternative
that coul d be achi eved, we woul d be using the TLR approaches
that are presently being used, which of course involves
renovi ng transactions during periods of congestion and

per haps redi spatch, as necessary.

Q So basically it will be no different than today?

A (Baker) That is correct.

A (Tomaksy) | would like to add one thing to this
di scussion. | would like to stress that what we've cone

forward here with is a starting point for discussion and a
request for a process. It is not an answer to every single
guestion that you will have, though you undoubtedly wi ||
raise terrific questions, and the ultimte conprom se out of

this process, | would hope, would be, quite frankly,



informed by a |l ot of other people besides us in comng to
solutions to sonme of these problens.

W don't have hard and fast positions on every
single elenent that is being described here. What we are
trying to do is outline the beginning point, not the end
poi nt .

Q I"d also like to ask, just in terns of the
various functions that would be performed by PIMas the RTO
for AEP. Under Order 2000, one of the functions that's
listed as congestion managenent, Section 35.34(k)(2),
descri bes what congestion nmanagenent neans. One of the
aspects of the regulations is that the RTO nust satisfy the
requi renent for a market nmechani smto manage congesti on
within one year after it conmences initial operation. As
far as the AEP territories, how would the proposed sol ution
satisfy that requirenent?

A (Tomaksy) Again, as a starting point on the
first day, we don't propose that it does. | would inagine
that in the discussions that occur with the states, the
Conm ssion woul d take the position that in order to get to
t he goal of Order 2000, that is sonething that would have to
be incorporated and be addressed. Again, the point, this is
sonething to try to reach agreenment with on the states, but
| would agree with you that on day one, there is not the

solution. The point would be to work toward it.



Q So on day one, there would be, it would not
conply with the requirenents of Section 35 and the objective
woul d be to work out an arrangenent so that it could conply
with the requirenents of O der 2000 in the future?

A (Baker) As | read Oder 2000 -- and I think you
poi nted out that once you're in an RTO there is a year tine
frame | ooking at what has been a different use of the term
day one, day two -- people |ooked at that, using the same
terns for congestion managenent. Wen | think of congestion
managenent prior to SMD, there were a | ot of market-based
approaches that were being discussed that didn't require the
full inplenmentations of spot markets and day-ahead nmarkets
that people were |ooking at as a day two solution. They
never were fully fleshed out because SMDs superceded t hat
and LMP was really what people were | ooking at.

But that could be discussed, as Susan poi nted
out, with the various regulators. There may be alternative
mar ket - based approaches to congesti on managenent that they
woul d be nore anenabl e to.

Q But any congestion nmanagenent approach that's
adopt ed woul d depend on negotiation with the states? |Is
t hat what you're suggesting?

A (Baker) We've suggested that to nove this al ong,
a dialogue with the states in finding a conprom se wll nove

it along faster than other approaches.



A (Tomaksy) Utimtely, this Conm ssion, of
course, has the authority to inpose that. Wat we are
sinply trying to suggest here is that this is not sonething
that we, AEP, can create by itself, and the two
opportunities available to this Comm ssion are to work with
the states to cone up with sonething, or to inpose it on the
states, and therefore on us.

Q One of the other functions of Order 2000 is
ancillary services. Section 35.34(k)(4)(iii) requires that
the RTO nust ensure that its transm ssion custoners have
access to a real tine balancing market. How woul d that
function be net under the proposal ?

A (Baker) Wien we were | ooking at earlier versions
of approaches to RTGs, we | ooked at, for exanple, bulletin
boards for balancing. That was one approach. That coul d be
part of the dial ogue between AEP, PJM and the various
regul ators as an approach to solve the nmarket-based
i nbal ance.

Q So that's another itemwhere your proposal, there

woul d need to be further negotiations in order to devel op

that. |s that what you' re saying?
A (Baker) Yes.
Q In ternms of the regional planning process, how

woul d AEP participate in the process? It's ny understandi ng

that the transm ssion owners in PIMcurrently agreed to



basi cally construct or pursue construction of any facilities
that are identified as necessary for reliability. 1s that
the type of role that AEP woul d be agreeing to?

A (Baker) Yes.

Q So you woul d participate the same as any other
transm ssion owners within PIM?

A (Tomaksy) Yes. (Qbviously, to actually go out
and do the work would require the sane sort of permtting
process that occurs in each of our states.

Q PJM and M SO have been working under a joint
operating agreenent to resolve the seans issues in the
m dwest, particularly seans between PJM and M SO, which
think you reference in your testinony. Have you had any
di scussions with PIMas to whether or not this proposa
woul d require changes in the joint operating agreenent?

A (Baker) | have not had those discussions. As |
say, this is sonewhat new and the only discussions |'ve had
with PUIMwere really around the fact that it was very
simlar to what they planned for day one. But we didn't get
down to the |level of talking about the joint operating

agr eenent .



Q I's this sonething where PJM agreed that this
woul d be an acceptable solution or is that a matter that's
still wunder discussion.

A (BAKER) The level is, we talked about it. They
indicated that they | ooked at this as a day one sol ution.
We did not get into working out every detail or what the
cost would be so it wasn't the final agreenent, but the
inmpression | got fromPIJMwas that they were anenable to
this kind of an approach, but | think you could ask themi f
t hey woul d agree.

Q In terms of the Joint Qperating Agreenent,
there's a |large anount of data sharing that would need to go
on between PJM and M SO. Under the proposal, would AEP be
supplying PIMwith all of the data that's necessary to neet
those comm tnents, particularly, there's an awful |ot of
information that gets into generation that, wthout a
central dispatch, I wasn't certain how under the proposa
that information would get to PIM

A (BAKER) | would certainly expect that we would
be sharing the sane kind of information that other
transm ssion owners in MSOin PIMwould be sharing. W
haven't progressed to the point of saying what exactly do
they need froma generation aspect, but certainly that's
sonething that | think wouldn't take long to work out.

Q In ternms of the market nonitoring function, what



informati on woul d be available to the market nonitor? Wuld
the market nonitor be nonitoring the bilateral market that
AEP engages in?

A (BAKER) | think that's probably a question
better addressed to PIM

A (TOVASKY) W are quite used to cooperating with
market nonitors. It's our experience that we give them what
they ask for. Watever it is that comes out of this
requi renment, |I'msure we'd nmake avail able to the market
noni tor.

But again, we can't design those prograns.

Q But you would be willing to abide by however it's
designed, is that what you're basically saying?

A (TOVASKY) Yes, we'd certainly abide by however
it's designed. There are always |ogistical issues so we
reserve the right to ask if information could be presented
inadfferent way than they request, but if people need
information, we'll make it avail abl e.

Q Actually, what 1'd like to dois a followup to
sone questions | think that you had with M ke when you were
tal ki ng about the revenue flow back. As | understand it,
about 10 percent is flowed back on a current basis, the
revenues from whol esal e transm ssion or whol esal e sal es.

A (BAKER) Whol esal e generation | would estimate to

be about 10 percent.



Q In the other states, | take it that, right now
there is an estimate that was put into the base rates for
t he whol esal e generation and so that there was a credit that

was devel oped when those rates were initially set?

A (BAKER) Yes.
Q Do you have rate caps in those other states?
A (BAKER) W have rate caps in sonme states and in

sone states neither AEP has requested a rate case nor has
anybody el se asked us to cone in for a rate case. It's not
precisely a cap but the rates are fixed until someone cones

in and nmakes a filing.

Q In the states where there are caps, which states
are those?
A (BAKER) There are in sonme places there are caps

and in sone places there are freezes. As M. Tonmasky
poi nted out to ne right now, we are under one of those
reginmes in Chio, Indiana, Mchigan, and Virginia.

Q In those states when the caps or freezes end, is
there any requirenent for AEP to cone in and revise its
rates?

A (TOVASKY) Chio is different fromother states
because Chi o has noved to conpetition and unbundled. W are
currently subject to a rate agreenent that extends with
respect to our wires charge, which is what remains regul at ed

in Ghio. That extends to 2007 and we nmay negotiate a



further extension of that in sone form

Wth respect to other states, they roll off at
various times and they include, there is sone subtlety to
them Virginia, for exanple, has a kind of a rate freeze
and a kind of an opportunity to come in once during their
transition period for a rate adjustnent.

Kentucky, we recently received an environnent al
surcharge. That rate is also, | believe, a rate that sinply
has not been chal | enged, as opposed to be subject to a
freeze. | think that's simlarly true for West Virginia.

Q Are there any requirenents by the states for AEP
to file a rate case?

A (TOVASKY) The state may do so at any tine.
There is no current requirenent in our eastern system other
than Chio, which is governed under a different statute and
Virginia has a little bit of an issue because of its
governing statute, but basically they can require us to cone
inif they choose to.

Q But otherwise, it's at AEP' s or sone other
party's, initiation?

A (TOVASKY) That's correct.

M5. FERNANDEZ: | think that's all 1 have.

PRESI DI NG JUDGE: Proceed, M. Larcanp.

CROSS EXAM NATI ON
BY MR LARCAMP:



Q On page 7 of your testinony, you note that PIM
has been AEP' s reliability coordinator since February 2003.

D d that change requi re NAERC approval ?

A (BAKER) | believe it did.
A (TOVASKY) We think so, yes.
Q I think you testified that, as a reliability

coordinator, PIJMcould direct AEP to redispatch its system
to maintain reliable operations, is that correct?

A (BAKER)  Yes.

Q Dd that type of change in the control of your
systemrequire any approval fromthe SEC?

A ( TOVASKY)  No.

Q Did it require any approval fromany of your
seven state conm ssions in the Eastern Zone?

A (BAKER) The reliability coordination function
has been being done for quite a few years prior to our
transferring it to PIM So that activity had been in place
| believe, since the '90s or maybe |ate ' 90s.

There were questions raised by certain nenbers of
the Virginia staff as to whether we shoul d have received
approval to transfer those functions to an RTO and we
indicated to themthat we believed it was unnecessary
because those functions had al ready been done by an
i ndependent party previous to that and have not gotten any

orders or anything fromthe Conm ssion, the Virginia



conm ssi on since then.

Q Was your response in a docketed proceedi ng?
A (BAKER) No.
Q So your testinmony is that PJM has been doi ng

reliability coordinator functions at AEP since the |ate
' 90s?

A (BAKER) No. What |I'msaying is, we had had,
ECAR was our reliability coordinator. Then, when we had
what was ternmed the "Alliance Bridgeco,"” Aliance Bridgeco
performed that function and it was just as pointed out in
the testinony recently that we turned it over to PIM

Q So your testinmony is that none of your seven
states in your Eastern Zone has to date asserted any
jurisdiction at the change in the reliability coordi nator
function fromECAR to PJIM required any type of state
aut hori zati on?

A (BAKER) They have not clained jurisdiction over
t hat .

Q On page 8 of your testinony you tal k about the
Alliance RTO Wre all of the states in the Eastern Zone
okay with the Alliance I TC proposal to your know edge?

A (BAKER) | believe there were certain states. It
was not their preferred option and, as a matter of fact,

I ndiana at the time just before we got the order from FERC

had gi ven us a disallowance of transfer of control and we



were anal yzing what we could to to nmake | ndiana confortable
with it at the time we got the order fromthis Comm ssion

Q That simlarly would have been an all or nothing
proposition fromthe conpany's perspective?

A ( BAKER) W have to live with our states and our

preference is that they are confortable with our decisions.

Q | take it that's a yes?
a (BAKER) Yes.
Q Were any of the states concerned with the

Al'liance I TC s congesti on managenent proposal, to the best
of your know edge?

A (BAKER) Wien we were close to bringing the
Al'liance on, we had a day one approach, which | tried to
outline earlier. W were working with the various
st akehol ders toward a day two, in which we were anal yzi ng
di fferent approaches and, not surprisingly at that point,
there were parties who were sayi ng what we need to be doing
is full LMP, and there were others who were sayi ng we need
to be doing sonething that is less than that. That was a
di al ogue that was going on with the stakehol ders at the tine
the Alliance was not allowed to go forward.

Q To the best of your know edge, were any of those
parties state comm ssions? And, if so, which ones?

A (BAKER) | would have to go back into the records

and determ ne which of the states took what positions as far



as congestion managenent. | don't renenber.

Q On page 12 you indicate that AEP was under
pressure to join an RTO Was this before you executed the
voluntary stipulation to the trial staff in May of '99?

(Pause.)
A (BAKER) |'msorry, where on page 12 are you

poi nting to?

Q Li ne 12.

A (BAKER) This is a chronology and this statenent
follows the fact that -- the Septenber 30, 2002, tine frame.

Q When you say you were under pressure to join an

RTO, that was pursuant to your voluntary commtnent?

A (TOVASKY) No. Let's be very clear. AEP has
been under pressure to join an RTO since people started
t hi nki ng about RTGs. That's okay, but that's been a
political reality of this debate for sone tine.

Q The conpany coul d have proceeded with hearing in
t he nerger case, but elected not to do so?

A (TOVASKY) A hearing? W had a hearing in our
nmer ger case.

Q As | recall com ng out of that, the conpany
agreed to RTO participation

A (TOVASKY) We did because we never actually
objected to RTO participation, that's correct.

Q And that was intended to address transm ssion



mar ket power concerns.

A (TOVASKY) The requirenent of the Conmm ssion and
the basis for the Conm ssion's position and the position of
the staff was to address the Conm ssion market power
concerns, that's correct.

Q The basi s upon which those concerns woul d have
been nmet woul d have been i ndependent operation of the

transm ssi on system

A (TOVASKY) That was certainly an el enent, yes.
Q And that elenment has not been satisfied to date.
A (TOVASKY) What we have done is consistent with

the Comm ssion's orders, transferred the scheduling and
ot her functions that M. Baker enunerated as an interim
step. W have been pursuing various options, indeed, have
the Al liance nove forward, we believe we woul d i ndeed be in
an RTO and woul d have been there sone tine ago, primarily
because we woul d have done with our states as we enunerated
earlier, exactly what we are proposing to do now, which is
to work with themto resolve these concerns.

Wien the Alliance option was no | onger avail abl e
to us, we began to pursue PIMand we're in the mddl e of
t hose processes now.

Q On page 21 of your testinony you quote from

certain aspects of the Kentucky Conmm ssion comments and |

just want to nake sure.



MR LARCAMP.  Your Honor, we have a nunber of
data matters that we need to review. Perhaps we can review
those with M. Duffy at lunch and conme back with a conplete
[ist, but I just want to nmake sure at this point, when we've
asked for it, | think the conpany has agreed to provide a
breakdown of the off system sales by state and operating
conpany that we will be able to fromthat see what the off
system sal es conme from Kentucky and the other states.

W TNESS TOVASKY: Yes, as |'mthinking about it,
M. Larcanp, | am seeing sonme problens in precision because
the sal es are nade by operating conpanies and the ownership
of those operating conpanies is governed by agreenents and
sort of jurisdictionalizing it physically may in fact be a
chal l enge, but we will do our best to do it.

W TNESS BAKER: Wat we will have to do is give
you the revenues that flow back to the states through the
pool agreenent, which is independent of the generator that
is used to serve the off system sal e.

What | think you're interested in is the revenues
that woul d go back to the various state jurisdictions that
could be included as a credit to cost and service. |
believe that's what you' re |l ooking for and that's the way we
woul d approach this.

BY MR LARCAMP:

Q The reason that certain units are dispatched



differently is that the operating agreenment itself for the
East Zone is a | east cost dispatch operating agreenent?

A (BAKER) Yes, it's a |east cost dispatch for the
entire AEP commtnent for load in that hour, including off
system sal es.

Q So in that respect, the conpanies' existing
arrangenents are not fundanmentally different fromthe way
PIJM woul d di spatch its systenf

A (BAKER) | think that's correct. The difference,
probably the only difference, that I can think of is that we
do it on a cost basis and PIMdoes it on a bid basis. That
woul d be a clear difference.

Q When you say you do it on a cost basis, is that
for purposes of allocating the revenues fromoff system
sal es back to the East Zone conpanies or are you saying that
the transactions take place at cost based rates?

A (BAKER) No. Wiat |I'msaying is, the dispatch of
the generating units to neet the | owest production cost for
the AEP systemtotal load is based on the variable
producti on costs at each of our generating units at various
| oad | evel s at each generating unit. That's how we
determ ne whi ch generation should be on to serve the tota

| oad.



Q For purposes of sal es above that that you may
have in your system are those sales at cost-based or
mar ket - based rates or a conbi nati on?

A (Baker) The majority of themare at narket -
based.

Q So that when we see the breakdown of the off-
systemrevenues, we can get that type of determ nation about
what type of contract they' re being made under?

A (Baker) Yes, that would just add additional tine
to the process, but, yes, we can do that.

Q On page 26 of your testinony, you tal k about
splitting the systemand al so about econom cs. Wen you
tal k about economics there, are you talking primarily about
generation and facilities, cost of dispatch economcs, or
are we tal king about econom cs of the operation of the
transm ssion system or can they be separated?

A (Baker) | think we're tal king about both. There
woul d be potential additional costs fromthe transm ssion
system If there were Gtariffs, there would be the
additional costs associated, as we discussed earlier, with
putting in additional facilities control areas, netering
equi prent, things |like that.

There woul d al so be effects on the integrated
di spatch to neet |owest total cost for the whole |oad, as

opposed to segnents of the |oad.



Q | think your answer is, both.

A (Baker) Yes.

Q On 26, Item9, you indicated that this split
arrangenent m ght require changes to the AEP pool
agreenents, and past efforts at changing the agreenents you
say have resulted in conplex, costly, time-consum ng FERC
proceedings. The last tine we went through that, was that

for state restructuring prograns?

A (Tomasky) Yes. Those are a corporate
separ ati on.

Q Whi ch was necessary to conply with?

A (Tomasky) It was, again, that changi ng | andscape

affects things, but the original design of that corporate
separation programwas to address requirenents in Texas,
primarily, and an adm nistrative provision of our settlenent
in Chio, to bring generation, unregul ated generation under
separ at e ownershi p.

O course, that didn't have anything to do with
separation of the transm ssion system Since that tinme, we
have opted to sell the Texas generation, and, as a
consequence, the Texas Conm ssion has been willing to permt
us to deal with that issue through that divestiture, which
is currently ongoi ng.

That particul ar piece, which was, again, to

separate the unregul ated generation, leaving in place, the



integrated systemin those states that have not noved to
conpetition, that was basically the corporate separation
proposal that we went to.

And even that, that was in principle, relatively
sinple and did not involve huge, huge issues of harm and
value to other systens in the West, took a very long tine
to get through.

Q I want to make sure | understand, under the
alternate proposal, again, Ms. Fernandez asked the question,
but | didn't quite understand about how congesti on
managenent woul d work under the alternative proposal -- is
it fair to say that AEP would continue to operate a TLR
system for dealing with congestion?

A (Baker) That's not the way | would represent it.
The security coordinator is the person who runs the TLR
system

What the conpany can do, just as a conpany within
an RTO if they see congestion or constraints on their
transm ssion system they can nake a request to the
reliability coordinator to take TLR actions, but it is up to
the reliability coordinator to nmake the determnation on
whet her or not to go forward with those acti ons.

MR DUFFY: Your Honor, | mght note that M.
Baker used the term both security coordinator and

reliability coordinator. Those terns are really one and the



sane.
PRESI DI NG JUDGE: So not ed.
BY MR LARCAMP:
Q To summari ze your testinony, that's another area

that's open for discussion?

A (Tomasky) And we're very open to different
sol uti ons.
Q But | want to cone back to the point that | asked

Dr. Draper about this norning. Wen you entered into your
commtnents in May of '99, what were the central features of
the RTO? Do you agree that one of the central features when
you nmade that conmmtnent was a market-based approach to
congesti on managenent ?

A (Tomasky) That was certainly one of the
obj ectives of Order 2000 at the tinme, absolutely.

Q So that the conpany would be willing, any of the
al ternatives under your alternative proposal that you woul d
be | ooking for for congestion managenent, woul d be market -
based?

A (Baker) W are certainly interested in pursuing
mar ket - based sol utions to congestion nmanagenent. W think
that is positive.

The specifics of it is sonething that woul d need
to be worked out during a day one activity and whet her the

states would all be confortable with a full market approach



or sonmething that is less than that.

A (Tomasky) The question is, do we believe we need
to get there in order to satisfy the requirenents of O der
2000? The answer is yes, we're asking for a process by
whi ch we get there, and we don't know right now and don't
pretend to be clever enough to have figured out all those
answers to figure out howto get there.

Q A question on page 32 of your testinony, and |
want to nmake sure | understand: |If this Comm ssion -- and
' m not suggesting whether or not the Comm ssioners w |l
nmove in that direction, but if they provide support for your
alternative proposal, | assune the conpany is willing to

amend your pending state authorizations to reflect any

change?
A (Tomasky) Absol utely.
(Pause.)
Q On page 36 of your testinony, you state that the

noti on of shi pping power from Nebraska to Phil adel phia at a

single rate was startling at the tine of the nerger order.
As | understand your integrated requirenent

bet ween the West and the East Zones, you've got a contract

path, so that it is conceivable for purposes of integration,

that you coul d have been shi pping power from Ckl ahoma to

Vi rgini a.

A (Tomasky) That was startling to people at the



time of the merger
Q | just wanted to |l ook at the statistics. It
didn't seemvery far off, and | wanted to see what was
startling or not startling.
This norning, | believe you heard Dr. Draper

testify about the Conmm ssion needing to do nore about

transm ssion incentives. |Is that a fair question to ask you
all about?
A (Tomasky) Certainly.

MR LARCAMP:  Your Honor, | ought to do this for
aliving. 1'dlike to ask the w tnesses about a statenent
that the Conpany nmade in their letter of transmttal in
their last rate filing before the Comm ssion, which has
subsequently been w t hdrawn.

| have copies of that letter of transmttal that
| can give to Your Honor and counsel.

PRESI DI NG JUDGE: Wy don't proceed to do that.
If there's an objection, we can deal with it.

(Docunents handed to Presiding Judge, to
Commi ssi on, and to counsel.)

BY MR LARCAMP:

Q Could you turn to page 5 of the letter of
transmttal, the first full paragraph? And would you m nd
reading -- well, let nme ask you this:

There's a sentence that begins, "In fact, ..."



|'d be happy to read that or allow you all to read that, if
you' d prefer.

PRESI DI NG JUDGE: Wy don't you read it, so that
we get it into the record.

BY MR LARCAMP:

Q "In fact, the Comm ssion places a prem um on
upgradi ng and expansi on, and has given special incentives to
encouragi ng upgrading in the past. For exanple, in a
Conm ssi on Order concerning the West, the Conm ssion stated
it isinthe public interest to provide incentives to tinely
conpl etion of transm ssion enhancenents, including projects
al ready underway, in order to increase transm ssion capacity
at the earliest possible date.

In addition, Oders No. 2000 and 2000- A,
encour age expansi on and upgradi ng. The RTO nust have
ultimate responsibility for planning and directing or
arrangi ng necessary transm ssion expansi ons, additions, and
upgrades within it region. It will enable the RTOto
provide efficient, reliable, and nondiscrimnatory service.

The AEP anticipates transm ssion upgrades and
additions, once the expanded PIMis operational."

I's that an accurate statenent, to the best of
your know edge, fromthe letter of transmttal ?

PRESI DI NG JUDGE: You |l eft out the word,

"significant," "significant transm ssion upgrades.”



MR LARCAMP: Sorry, Your Honor.

W TNESS BAKER. Yes, it is accurate. If we |ook
at the full paragraph, we were looking to justify the use of
| evelized rates, and believe that that coul d be another
met hod that the Conm ssion would use to incent the
transm ssion upgrades and additions, so that was the purpose
of it.

These are the kinds of things -- there have been
sone actions by the Conm ssion, clearly to incent
transmssion. In the case of sone the adders on our CE that
we' ve seen, that doesn't always work because it doesn't
necessarily flow through to all of our custoners.

W can get it wholesale, but then, on the other
side, we see at tines the elimnation of out- and through-
rates, which could be a disincentive and nake i nvestors wary
of investing in transm ssion.

BY MR LARCAMP:

Q To be clear, this case has been withdrawn. The

conpany did seek an RCE adder in that case?

A (Baker) Yes, it did.
MR LARCAMP: | have no further questions, Your
Honor .
PRESIDING JUDGE: | want to mark this for
identification as Exhibit S 1. W'Il include that in the

record. Any objection?



MR DUFFY: No objection.
PRESI DI NG JUDGE: W'l receive that into
evi dence.
(Exhibit Nunber S-1 was marked for
identification and received in
evi dence.)
PRESI DI NG JUDGE: Does Staff have any further
questions for the panel?
MR BARDEE: Your Honor, M. Kelly does.
CROSS EXAM NATI ON

BY MR KELLY:
Q Just one question, | think, because of the |ong
introduction: | remenber, M. Baker -- | think I renenber,

about a year ago, you appeared before the Comm ssion and
said that one of your reasons for choosing PIJM was because
they had markets that could support the retail access
prograns in Chio and Virginia.

I remenber visits to Colunbus, talking to Chio
i ndustrial consunmers and their support for an RTOin the
Chio area, so that they could get away from TLRs and fee
nore confident in buying fromgenerators farther away, and I
t hi nk they nmeant generators other than AEP sonetines; and
that if they were TLRs, they would have a real-tine
bal ancing market to turn to and that that woul d give them

confidence that they wouldn't feel they had to pay a very



hi gh price because their transm ssion was cut of and there
was no | ocal generation available froma real-tinme bal anci ng
mar ket .

It seens to nme that your proposal, while it's got
alot of -- tone, it had a lot of initial appeal -- has a

nunber of downsi des, including those that | just nentioned.

| wanted to just suggest to you an alternate
starting point for, say, discussion with states and get your
reaction to its general pros and cons, which was, if you
think of AEP as a transm ssion conpany, on the one hand, and
on the other hand, everything else, a generating conpany, a
| oad-serving entity, and so on, in a sense, AEP, the
transm ssi on conpany, could join PJMand participate fully
in the sense of supporting PIMs efforts to put in a real-
ti me, day-ahead market, to have LMP congesti on nmanagenent,
to provide bal anci ng services.

Yet if sone states had concerns -- | inagine
retail access states would be very happy with that
arrangenment and woul d want to take advantage of it, but
ot her states may not.

Those states, in a kind of Pike County sense, a
state could say to AEP, |ook, we don't want you to buy from
the real-tine market; we want you to use your own generation

to engage in firmbilateral contracts because we don't want



to take the risk of having sone California-like neltdown in

the markets, and that wouldn't at all violate the PIMrul es.

Now, as | read your testinony, you really focused
on the states' concern, though, with the costs to AEP
transm ssion of participating in the PIMfull market, sort
of the cost of getting to a real-tinme market or day-ahead
mar ket, congestion managenent. That was nore of the focus
of your testinony than the risks.

So the question, | guess, is, since PIJM has
al ready devel oped the systens, and to your west, M SO has
devel oped the sanme systens, the investnent is |argely nade.

If the incremental cost now of adopting that is
sonething that is -- you have a handle on what size it is.
Wuld dealing with the allocation of that cost be a nore
appropriate starting point for discussions wth the states
than the one you have put on the table? It's a |long
question, but it's nmy only question.

A (Baker) 1'll start and say that the issue that
has been raised is about turning over transfer of functional
control of the transm ssion system and to say we have a
transm ssion conpany that we could put into PIM woul d nean
that we have to disintegrate individual operating conpanies
and nove the transm ssion into a separate conpany that was

one conpany for all of AEP.



That would, | think, require a lot of state
activity to get that acconplished. So |I'mnot sure that
that short-circuits the problemthat we' ve outlined.

I think a second part of your questionis, if you
were | ooking at an increnental charge associated with being
in the market, could states becone nore confortable with
that? H story has said that wasn't a very workabl e
sol uti on.

Wth this Comm ssion, we had proposed that back
| ast Spring, a year ago Spring, | guess it is now, and we
had suggested noving the Alliance into M SO under the M SO
unbrella, and had asked to only be charged the increnental
costs incurred by M SO and that was one of the -- in the
Order that we received fromthe Comm ssion, it was indicated
that we really needed to pay a rolled-in share of the total

RTO costs, not the increnmental cost.



Q Do you have a sense of what that rolled-in cost
share is during PIM

A (Baker) If we would do it on a fully-integrated
basis, $50 mllion a year.

MR KELLY: Thank you.

PRESI DI NG JUDGE: Anything further from Staff?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: M. Chairman, do you have any
guesti ons?

CHAl RVAN WoOD: Ms. Tomasky, thinki ng about what,
in the pure sense, you're a policy person, | understand too.
If you didn't need states' or FERC approval, how woul d you,
in the ideal world, set up an RTO conmtnent in a way that
bri ngs advantages to the conpany and its custoners?

W TNESS TOVASKY: Believe it or not, M.
Chairman, |'mactually the kind of person who sits around
and thinks about stuff |ike that.

| believe that AEP, and AEP has said for sone
tinme, that its interests, both for our custonmers and for our
sharehol ders, are best served by a |l ogical progression to
conpetitive markets.

| don't think that we feel any different about
that today than when we first went forward. As a
consequence, the basic principles of independence of

attenpting to create markets through rate structures that



encourage novenent are really inportant el enents of that.
Qovi ously, revenue neutrality is an inportant correspondi ng
principle for us. But | would want all those things front
and center. | do think -- and this is a personal view --
that | ocational marginal pricing has much to commend itself.
But | think that what fundanentally we haven't cone to grips
with, and by this | nean all of us, are the issues of

econom ¢ di sl ocation that have to do with the fact that
we're joining together markets that have different views of
what their power costs have been and what they shoul d be.

As a consequence, | think that we woul d probably,
if left to our own devices, nove toward the design that you
tal k about, but we probably would pursue it in steps. And
the reason we woul d be confortable pursuing it in steps is,
quite frankly, because what has happened in the | arger
mar ket pl ace. W have nmade huge progress in the introduction
of the values of conpetition already, even without all of
our market structures in place. W see prices have
noderated in the whol esal e market significantly in the
m dwest, and in many regions of the country, we have over
capacity.

The reason | am not anxi ous about having to sol ve
this problemtoday is because | honestly believe that the
single nost inportant set of issues that we have to address

is getting the rules of the road right and rebuilding this



consensus for the tine that the next generation of capacity
investnment is nmade. It seens to ne that, as a consequence,
we accept that AEP is going to be central to this debate.
W understand that we have certain things we need to
protect. W protect those, but beyond that, we are
reasonably flexible. But it seens to ne that the nost
inmportant thing we need to do is to get everybody, including
peopl e who have different economc goals for their states,
on the sane page with respect to the fundanmental principle
of RTO participation access across the systens and
resolution of the seans issues in a fair way.

If you get that, then | think you can begin to
tal k reasonably about critically inportant issues |like
congestion managenent and all the rest of it. For AEP, we
have a coupl e of points where congestion is extrenely
inmportant. In a lot of our systens, we do not. So those
are how !l think that the way that | would proceed is, let's
see if we can get the basics in place. Let's try to get a
sol uti on.

There's a point in tinme in which the Conm ssion
may actually decide, okay, it's time to nove. W' re going
to go ahead and just finish this job. | don't think that
point is yet today because | don't think we've figured it
all out yet as a group.

CHAIl RVAN WOOD:  Earlier in the question, you



suggested sonething along the lines -- | can't put words in
your mouth -- but something about process. How nmany nore
years of that do we need? Gve ne one that works. You' ve
wor ked here, you've worked with states now, we've invited
states to cone here. W have sone of themthat are invol ved
in their own proceedings and are not participating. How
does this happen when you' ve got kind of independent
sovereigns here that you all have to work for?

W TNESS TOVASKY: | agree. That's a really hard
guestion. To ne, the big obstacle in all that is one short-
termone which is that the states have now actual ly
initiated sone processes and until they cone to sone
conclusion with respect to those, they're not likely to cone
to the table. One of the things is that a good idea brings
people to the table where they weren't previously there.
That's one of the reasons we've put this out. | don't know
if it's a great idea. W cane here hoping that nostly what
we woul d get woul d be other good ideas, but that often
brings people to the table.

I think that tinme lines bring people to the
table, saying here's a list of five issues we want to have
identified, here's what we |ike of what AEP said, here's
what our concerns are. Let's see, in a discrete way, if we
can cone to sone very specific concrete resolutions that

take these conflicting economc issues into concern. And



M. Baker identified sone issues with Kevin's proposal. But
t he basic concept of trying to find a different treatnent
for those states that don't want to be part of it through
bilateral activity may be sonething that we want to work on
We can work on that with this Commssion. It's got to be
done in a small group. | understand your frustration over
the process but the world just changed so nmuch right out
fromunder us. And | don't know how to get the nonentum
back, again, unless this Conmm ssion just wants to say that's
the rule.

And as we said in our testinony, we all have to
live with the states, so I'd nake another stab at it, |ook
at 2004 in the mddle of June as the date that the Virginia
statute runs off, and try really hard to have sonmething in
that tinme frane, but | understand the frustration.

CHAI RVAN WOOD:  |' m | ooki ng at page two. You al
gquoted a pleading that was put forth by Chio M chigan and
t he Pennsyl vania State Conm ssions, and quoted that
approvingly, as | guess, kind of a source point for your
alternative proposals. Let ne see where | read that. Line
21 and '2. This was again quoting fromthe other state
comm ssions, but indicating that contracting with an
i ndependent third party who has no interest in the
generation market or operates a transm ssion system which

could be PIMor sonebody el se, in a manner that need not



require legal transfer of functional control or state
approval .

Is it your read that your proposal would in fact
obviate the need to seek state approval in particularly
Kent ucky and Virgini a?

W TNESS TOVASKY: | don't think it would, M.
Chairman. | think we'd still have to get, if we're turning
over full operation of all our system irrespective of the
market rules, | believe that we woul d have to, at |east
under their interpretation, go back to them But | also
believe, as | said earlier, that when you go back to people
with a proposal that actually works, things can work a
little faster.

CHAl RVAN WOOD:  Cd early, the Kentucky Comm ssion
has spoken in an order, but do we have any indication, or
have you got any indication fromthe Virginia Conm ssion as
to what their concerns with your joining PIMare
specifically?

W TNESS TOVASKY: | know of a couple of things.
"Il let M. Baker add. First of all, it is our
under standi ng that the Virgi nia Conm ssi on has sone basic
concerns just around what they perceive as a jurisdictiona
transfer of authority. That | would is enphasize nore a
function of sone of the proposals that were enbodied in the

standard nmarket design as opposed to sonething that's



triggered sinply by AEP's RTO participation, which is
anot her reason why we favor this.

It was our experience that Virginia was initially
pretty synpathetic to AEP's RTO participation. And when we
were tal king about the alliance, they were actually tal king
about PJIM That is not their position today, as we
understand it. | wouldn't want to represent it that way.

I think what really happened in Virginia was the
coupling of standard nmarket design with RTGs, which deeply
elevated -- if there is such athing -- their concerns to a
very significant extent, because they becane concerned that
what woul d happen was that the marginal price of electricity
in our region would be set by natural gas, as it is in PIJM
instead of by coal as it is for regional custoners under the
regul ated rate that we have. And there were in fact sone
charts that would not be hard to challenge if you had a
chance to | ook at them but they even ran in the newspapers,
t hat showed volatility around spot gas prices in PIM And
all of that volatility, whether it was up or down, still was
rai sed a significant |evel above the basic price that you
pai d under AEP.

And the argunent went, well, we're going to |live
with all this volatility and all the prices in our area wll
go up because of this market that's being created. So right

there, | say first of all there's a |ot of confusion around



t hese issues. There are ways in which these things can be
addressed, but we'd really have to sit down with the states.
W' d have to have agreenent that we're not trying to

eradi cate the value that AEP provides for those custoners,
and be open to sone neans by which that value is preserved
but still get us under the PJMrubric. That's the genera
way in which | think you'd try to deal with Virginia

Craig?

W TNESS BAKER: There were two ot her things that
|'ve heard when |'ve been down in Virginia. One is the
concern about LMP. If you renenber, there was sone very
| arge costs incurred by people on the peninsula, which you
have done sone, had hearings on. That was raised as a
concern that that could be in other parts of Virginia as
wel | .

And lastly, | would add that the costs of the
RTCs -- people are concerned that the costs are skyrocketing
to be in RTGs and to have these markets, and that bal ancing
of if you re a |ow cost generating conpany, how do you
possi bly achi eve benefits to offset those costs? So those
are the two ot her areas.

CHAl RVAN WOOD: | haven't heard those.

Excuse nme for being inartful, but why are we just
now doi ng a cost benefit for Kentucky? | nean, isn't that

sonet hing that has been kind of an issue w th people across



the country is, show ne? Wat does it take?

W TNESS BAKER  First of all, we didn't do a
cost-benefit study because we felt we had this nerger
conm tnment and we were going to need to go forward with it.
In the case of Kentucky, there is nothing in the statute
that requires cost benefits, and actually in a court case
t he Conm ssi on was sonmewhat taken to task for asking for a
cost-benefit study as their single determning factor in a
previous case. So we really didn't think that it was
requi red, and we had some form of study which showed a | evel
of benefits and a | evel of costs.

Al of that |ed us not to be concerned about
doi ng a sophisticated cost-benefit study until the Virginia
| egi sl ati on passed, which clearly required it as a first
step in noving forward.

CHAl RMAN WOOD:  Then a final question on | guess
it's an issue that Dr. Draper had kind of | guess
generically punted to you all as well.

On the rate support for your transm ssion
busi ness, with the change to the rate design on the through
and out rate, what is a rate design that balances? | heard
Ms. Tomasky say the need to get the efficiency there, as
wel | as preserve the benefits of the transm ssion business.
What's a rate design that basically elimnates the

transactional fee but yet keeps the conpany whol e?



W TNESS BAKER | believe that we had a sol ution
inthe Illinois Power settlenent, the SECA approach, which
basi cal | y says the benefiting custoners, the | oad who
benefits fromthe | ower cost of generation paying sone kind
of demand charge and access fee that's on an annual basis.

CHAl RVAN WOOD:  Let ne ask a question on that
specifically. Wuld the benefiting custoner be defined on a
fl ow based-type benefit or on a contract path-type benefit?

W TNESS BAKER It woul d be where it sank, and
you woul d | ook at what had been coll ected by the conpanies
hi storically.

CHAI RVAN WOOD:  So it woul d be nore the
contractual path as to who bought the power, as opposed to
where it actually went physically.

W TNESS BAKER: Exactly. And as we see that,
that is a transitional mechanismthat we need to put a
certain period of tine where you put that kind of mechani sm
until we find another one.

CHAl RVAN WOOD:  What's wwong with that one as a
permanent fix, if that's where the benefiting custoner is?

W TNESS BAKER  Because over the long termyou
wi Il have changes in the flows. |'msorry, not the flows;
I'I'l change that to the sources of the generation. So |
think you really do need at sone point to nove onto

sonet hi ng el se.



A fl ow based approach, a distance-sensitive
approach -- those are all alternatives. | think in an order
that you put out, M. Chairman, you tal ked about parties who
inmport a lot picking up a share of the revenue requirenent
as an approach. | think there are a lot of alternatives
that could be studied during a transition period and put in
as a long-termsol ution going forward, again that woul d be
demand-rel ated and not transactional in nature.

CHAl RVAN WOOD:  Thank you

PRESI DI NG JUDGE: Conmm ssi oner Massey, do you
have any questions?

COW SSI ONER MVASSEY:  Ms. Tomasky, | am
interested in your conclusion that ultimately, if the
Comm ssion wants to insist on your full participation in
PJM that we have the authority to do that. |Is that your
concl usi on?

W TNESS TOVASKY: Well, that authority has never
been tested, so | can't assure you that you'd ultimately
win. W have, after all, a Suprenme Court. But | believe
there's a very sound |legal basis for doing that if the
Comm ssion chose to. | think it wouldn't be easy, not only
fromthe perspective of its ramfications, but | also think
it would be hard to figure out how to be so thoroughly
preenptive that you' d actually resolve all the issues, which

is what your job would be if you were going to do it. But I



do think it's possible.

COW SSI ONER MASSEY:  Your argunent is that we
ought to continue to try to work things out rather than
preenpt? It seens to ne that's what you're saying.

W TNESS TOVASKY:  Yes.

COW SSI ONER VASSEY: | guess what we're tal king
about here is how nuch process is really required here. At
what poi nt does the Conmm ssion sinply say that we've got to
neet this goal, and we nmust do it fairly quickly? It seens
to ne that's what we're tal king about here: how nuch nore
process i s necessary.

W TNESS TOVASKY: | think that's right,
obvi ously, Comm ssioner Massey. | also would suggest that,
al t hough we understand the inportance that many peopl e who
use our system beneficially place upon AEP, ny view is that

this goal that you talk about, if the Commssion is going to

act, should be admnistered fairly to everyone. If you
really want to inpose this solution, |I do not believe that
it would be inappropriate sinply for AEP. | think you

really have to decide who you want in what RTO and make it

all happen.



COW SSI ONER MASSEY: Do you bel i eve stronger
regi onal coordination of the transmssion gridis in the
national interest?

W TNESS TOVASKY: | do.

COW SSI ONER MVASSEY: Do you, M. Baker?

W TNESS BAKER:  Yes.

COW SSI ONER VASSEY:  Was AEP's commitnent to
fully participate in PIMdesigned to neet AEP' s reliability
goals, at least in part?

W TNESS TOVASKY: To be candi d about that,

Conm ssi oner Massey, we really believe that there are
enhancenents that can occur through RTGs, but we

fundanental |y believe that the best and nost successful way
to neet reliability goals is through the talent, operation
and the design of the systemand the coordination with the
reliability coordinators and with NAERC. W have not seen
RTGs as a step that was fundanental |y necessary to address
reliability concerns.

W do believe that RTGs, if they becone the
organi zi ng principle whereby the grid operates, nust assune
a very significant reliability function. But the key issue
at that level is the reliability coordinator, and it is
appropriate to house that in the RTO, if you' re going to
have RTGCs.

W TNESS BAKER | would just add that when | was



here, alittle over a year ago, talking about AEP s choi ce,
and now we're not discussing in an RTO or not in an RTQO, but
whi ch one, our constraint area that we have on our systemis
down in southwestern Virginia, so it is better managed by
parties who are overseeing the Dom nion system and the

Al | egheny system and | ooking at the only significant
constraint point on the AEP system That was one of the
reasons for our choice at the tine.

COW SSI ONER VASSEY:  Was AEP's commitnent to
fully participate in PIMdesigned to pronote the econom ca
coordination of facilities in your region, at |least in part?

W TNESS TOVASKY:  Yes.

W TNESS BAKER:  Yes.

COW SSI ONER MASSEY:  Thank you.

PRESI DI NG JUDGE: Comm ssi oner Brownel | ?

(No response.)

PRESI DI NG JUDGE: No questions, all right.

During the lunch break, which I want to go into
right now, I"'mgoing to expect that the staff will neet with
AEP and work out a schedule for the data exchange that is
necessary to conplete the answers to your questions. W
will resume at 1:45 with a presentation of Exel on,
Commonweal t h Edi son, and fornmer Chairman Ml er

(Wtnesses excused.)

PRESI DI NG JUDGE: We're in recess.



(Whereupon, at 12:50 p.m, the hearing was
recessed for lunch, to reconvene the sane day, Mnday,

Sept enber 29, 2003, at 1:45 p.m, in the sane place.)



AFTERNOON SESSI ON
(1:45 p.m)

PRESI DI NG JUDGE: We're resumng the inquiry
after a lunch break.

| understand that staff has infornmed ne that
staff and the AEP have worked out an arrangenent for the
exchange of data. |Is that correct, M. Duffy?

MR DUFFY: That's correct, Your Honor. W had a
working lunch with staff. W have nutually agreed what the
data requests are. M. Larcanp has asked that | read them
into the record. I'msure that if | get anything w ong,
either M. Larcanp or M. Baker will junp all over ne. So
let's give it atry.

First of all, there was a reference in Dr.
Draper's testinony on page 2, line 8, that we have spent or
committed $50 million in pursuit of RTO nmenbership. W will
provi de a breakdown of how much of that $50 million was
spent and how nmuch is comm tted.

There was al so sone reference to a breakdown
between state and federal of that. Staff has w thdrawn that
because we said it's just not possible to get.

The second is that also on page 2 of Dr. Draper's
testinmony, it talks about $56 mllion invested in
transm ssion projects. W were asked whether there was any

state certification and we will provide any state



certifications that were sought with respect to those
projects, so that staff can determ ne what we said in those
state certification applications.

Third, Dr. Draper tal ked, at page 3 of his of
testinony, about how, in the past ten years, we have spent
$185 mllion per year on transm ssion capital investnent.

W were asked for a breakdown for the past three years, to
provide the projects that are involved in those, and a
description of how nmuch were incurred for generator

i nt erconnections, and what the renmai nder were incurred for.
And a description that the renainder of costs were spent for
internal systeminprovenents.

Four, we were asked to explain how, under our
cost allocation formulas, these projects which we are
providing details of for three years, how the costs of those
are allocated as anbng our operating conpanies. Sone are
directly assigned below a certain voltage | evel and others
are spread pursuant to our transm ssion pool .

Nunber five, how many dol |l ars have been all ocated
under our systemtransm ssion pool agreenent for the past
three years. Wen | say the three-year period, we're
tal ki ng about the years 2000, 2001 and 2002. $So the
guestion is, how many dollars were allocated to which of our
eastern operating conpani es under the transm ssion pool for

t hat peri od.



W will also show how nmuch investnent, under the
transm ssi on pool agreenent, there was for those operating
conpanies for the three years in question.

Question nunber six. How rmuch in net revenues
fromoff-systemsales was all ocated to each of the operating
conpani es for that same three-year period under our pool
agreenment, and what capacity equalization charges were paid
by those conpani es under our pool agreenent.

Seven, there was a reference to $300 mllion in
transm ssion revenues for the year 2002. There was al so a
reference to $185 million in revenues under our open access
transmssion tariff. The question is to explain the
rel ati onshi p between those two nunbers.

Eight, we will provide, for those sane three
years, a measure of the nenber load ratio for each of the
operating conpanies. The nmenber load ratio is an allocation
factor under our system pool agreenents. W wll provide
the menber load ratio, or MLRs as we call them for those
t hree years.

Question nine. W wll provide the Kentucky cost
anal ysis that was the basis for our claim or the reference
in the Kentucky Order of $3 million for our participation in
PIM W'l provide the analysis fromwhich we arrived at
that figure.

Question ten. | hope |I'mnot skipping nunbers



here. W will provide a breakdown of the ongoing costs
associ ated with the nine to thirteen enpl oyees we nenti oned
in connection with the split system proposal. Also, we wll
gi ve sone indication of whether or not there will be
additional costs in connection wth addi ng Kentucky and
potentially other states to that split system proposal.

Finally, we will provide the manner in which
system sal es net revenues are flowed back to retail
custoners in each of our eastern states.

PRESI DI NG JUDGE: When will this be conpl eted?

MR DUFFY: We will provide information that is
readily avail abl e one week fromtoday, and we w ||l make best
efforts to provide the information that's not as readily
available in a week after that. And if we really run into a
crunch or a problemw th any particular item we'll give
staff a call and try to work sonething out.

PRESI DI NG JUDGE: Very well. Al set then on
t hat ?

MR, BARDEE: Yes, we are.

PRESI DI NG JUDGE: Thank you very much for your
cooper at i on.

Let's proceed now to take our next witness. |'m
going to turn to Ms. H Il to present her w tness.

M5. HILL: Thank you, Your Honor. Karen H Il on

behal f of Exel on Corporation and Commonweal t h Edi son.



PRESI DI NG JUDGE: Let me just say, former
Chai rman Mol er, you were previously sworn and remnai n under
oath. You may proceed.
Wher eupon,
ELI ZABETH ANNE MOLER
was recalled as a wtness herein, and having been previously
duly sworn, was exam ned and testified further, as foll ows:
DI RECT EXAM NATI ON
BY M5. HILL:
Q Ms. Mol er, please state your nane and busi ness
address for the record.
A My nanme is Elizabeth Anne Ml er, 101 Constitution
Avenue, Northwest, Suite 400E, Washington, D.C. 20001
Q Are you the sane Elizabeth Anne Ml er who
submtted pre-filed testinony on behalf of Exel on and
Commonweal th Edi son in this proceedi ng?
A Yes, | am
M5. HILL: Your Honor, | supplied two copies of
Ms. Moler's testinony to the Court Reporter, and to you,
Your Honor. | asked that they be marked as Exhibit EXC 1.
(The docunent referred to was
marked for identification as
Exhi bit Nunber EXC-1.)
BY M5. HILL:

Q Ms. Moler, do you have any technical corrections



to your testinony?

A Yes, | do. Unfortunately, when we submtted the
earlier copy for the Commi ssion's record, we inadvertently
failed to nunber its lines, so the change is to nunber the
lines. | have no further technical corrections.

Q Ms. Moler, would you pl ease sunmmari ze your
testi nony?

A | would be delighted to. Let nme say at the
outset, I'mdelighted to be here today. This is ny first
time in the witness box. 1've been in this roommany tines
and, indeed, a lot of us have spent a lot of time in this
room when we were here for weeks and weeks and weeks with
Judge Vagner in a previous incarnation of this sane
proceedi ng, when we were settling differences between
M dwest | ndependent System Qperator and what were then the
Al li ance Conpani es.

In that sense, it is not a pleasure to be back
because this has been going on for so long. 1've wanted
many tines to pick up the phone and call you, M. Chairnman,
and tell you howto fix this. But being famliar with the
Commi ssion's ex parte rules, | have chosen not to do so.

But now | get ny chance.

The nost inportant thing this Conm ssion could do

to break the logjamin the mdwest and in the md-Atlantic

region, would be to direct AEP to join PJM by March 1st,



2004. Just tell themto doit. And to direct PIMand M SO
to conplete and file the joint operating agreenent and
reliability plan that has been underway between the two
entities within 30 days.

In addi tion, the Conm ssion should insist that
M SO shoul d not be allowed to delay inplenentation of its
pl anned market. The Comm ssion should reject the attacks of
M SO nenbers to delay or scuttle inplenmentation of the M SO
market. | nplenmenting the M SO nmarket shoul d proceed as the
Comm ssion has directed, along with inplenenting the joint
and common mar ket .

Specifically, | believe the Comm ssion shoul d
first require AEP to satisfy its nmerger condition by joining
the RTO of its choice, which is PJM as soon as possible,
whi ch we believe would be next March 1st, 2004.

Second, | would require M SO and PIMto conpl ete
their proposed joint operating agreenent and for PIMto file
its reliability plan as soon as possible, preferably within
30 days. If the plan requires updating, once DOE and NAERC
and the Canadi an authorities rel ease their concl usion about
t he cause of the blackout, it can be suppl enented as
appropri ate.

Third, | would require MSOto establish its
market no | ater than next spring, as contenplated by the

Conm ssi on order issued May 21st, 2003. | would note that



inafiling made | ast week, M SO now proposes to del ay

mar ket inplenmentation particularly for the day-ahead markets
until Novenber 2004, which is not in accord with the
Conm ssi on' s requirenents.

Finally, I would require PIMand M SO to
establish a joint and common mar ket by COctober 2004, as
requi red by Conm ssion order issued July 31st, 2002. Sone
have urged the Comm ssion to revisit the issue of whether it
shoul d have approved the RTO choices of the former Alliance
conpanies. | would strongly urge that the Conm ssion shoul d
not do so. Rather, the Conm ssion should insist that the
integration of the forner Alliance conpanies into their RTGs
of choi ce shoul d be conpleted as soon as possible, and that
PIJM and M SO shoul d conpl ete and inpl enent the proposed
joint operating agreenent and reliability plan.

| believe that this very direct course of action,
which | believe the Comm ssion has the authority to take
under Section 5 of the Public Wility Regulatory Policies
Act, as outlined in a notion that we submtted to the
Conm ssion | ast March, which is appended to ny testinony, is
the fastest, surest, nost expeditious way to get on with it.

Q Thank you, Ms. Moler. Do you have anything to
add to your testinony?
A | would like to cooment on two matters. First,

after ny testinony was filed, on Friday, Exelon Corporation



and Dynegy issued a press release after the market closed on
Fri day, announcing that Exelon and Dynegy are in a period of
excl usi ve di scussions regarding the possible acquisition of
I'llinois Power by Exelon Corporation. 1t is a 45-day period
fromthe tine that the agreenment was signed.

W are very hopeful that that negotiation wll

cone to a successful conclusion. |If that negotiation does
cone to a successful conclusion, and we hope it wll, we
would intend to file to put Illinois Power under PJM rather

t han under M SO thereby bringing the vast majority of

IIlinois into the same RTO which we think would be a step

f orward.

Secondly, in order to have sone further progress
in this proceeding, | would like to cooment briefly, and I'm
sure we'll get into it in response to questions on AEFP s

proposal that is before this Conmm ssion today.

First let me say that | give thema lot of credit
for stepping up and putting a proposal before the
Comm ssion. | think that we are |l ooking for a solution to
what has been a | ongstandi ng, vexing problem Qur friend,
Ms. Tomasky, has characterized it as a starting point for
di scussion and a request for a process. W are delighted to
have a new starting point for discussion and a request for a
pr ocess.

She al so says that they don't have hard and f ast



positions on every single elenment, and | think that's a
positive statenment as well.

As we | ook at the proposal, and as the Conm ssion
has only had a very brief opportunity to think about it and
tal k anongst ourselves, we do want to point out that we do
not believe it neets their nmerger condition. As AEP
concedes on page 34 of Ms. Tonmasky's and M. Baker's
testinony, their nerger condition requires themto join an
RTO that is Order 2000 conpliant.

My problemw th the proposal that's before the
Conm ssi on now, and whether it neets that requirenent, is
that it specifically accepts sonme sort of market-based
congesti on managenent systemfromthe way they woul d go
forward. In particular, Oder 2000, as was elicited in M.
Fer nandez' questions, does require market-based congestion
managenent. |t does not mandate LMP | ocational mnargi na
pricing, but it does real out non-market-based net hods, such
as TLRs. And M. Baker did indicate that that would be the
way they woul d manage congestion on this day-one approach.

Furthernore, we find out that the statenent that
Order 2000 did not require RTGs to admnister markets is
sonmewhat m sl eading. Oder 2000 clearly says that RTGs have
to have a real tine balancing nmarket, as was also elicited
in the staff testinony.

AEP is proposing to exenpt itself fromthe PIM



congestion managenent, which is not voluntary under PJM the
| CAP requirenments and the bal anci ng market. W had
di scussions with PIJM about how we woul d go and cone in under
a, quote, "day-one scenario." Through extensive di scussions
with PIM we were told that there's only one way to join
PJIM and to really join PIM and that's to go under the PIM
tariff. The AEP proposal does not neet those requirenents.
['1'l be happy to el aborate if the Comm ssion so
desires.
Q Thank you, Ms. Mol er.
If |I asked you the sane questions as in your
prefiled testinony today, would your answers be the sane?
A Yes.
M5. HILL: Your Honor, | nove for adm ssion of
Exhi bit EXC 1.
PRESI DI NG JUDGE: Any objection?
(No response.)
PRESI DI NG JUDGE: The aforenentioned Exhibit wll
be received into evidence.
(The docunent | abel ed Exhi bit
Nunmber EXC-1 was received in
evi dence.)
PRESI DI NG JUDGE: M. Bardee, you nay proceed.
CRCSS EXAM NATI ON
BY MR BARDEE:



Q Good afternoon, Ms. Mol er.

A coupl e of factual questions for you. First, as
wi th Commonweal th Edi son, can you tell nme what percentage of
its power sale revenues are for whol esal e sal es, as conpared
to how nmuch are for retail sales?

A Virtually all of its sales are for retail sales.
W have very little by way of whol esal e narkets.

Q Approxi matel y what do those revenues cone to each
year ?

A I don't have that information. | have with ne
today, Steven Mal non, Vice President of Wol esal e Market
Devel oprent for Exelon Corporation. | also have Susan |vy,
who is a Vice President for Transm ssion of Exelon
Corporation. |If we want to get into detailed technica
questions, | will have to ask themto help ne, or we woul d

be happy to provide that information for the record.



Q For ny purposes, that's the only question of that
kind of detailed nature that | would have for the Conpany,
so perhaps we can have you provide that at a later point. |
don't imagine that would take you long to provide that.

A No, it certainly would not. Steve probably knows
it off the top of his head.

Q Under st andi ng what you just testified to, the
question | have, to start with, is, assumng AEP is not in
PIMat all, is it your Conpany's position that Commonweal th
Edi son can join and should be allowed to join PIMin any
event ?

A Yes, it is our Conpany's position that in the
April 1st Oder this year that the Conm ssion issued, that
it gave authority for Commonweal th Edi son to go ahead and
join PIM

W have expended a |ot of tinme and resources and
made financial commtnents in aid of doing so. Prior to the
bl ackout, we had been hoping originally to have Com Ed
integrated conpletely into PIMas of COctober 1st of this
year.

That date had slipped to Novenber 1st, but we are
pl anning to proceed. Doing so is now tenporarily on hold
whil e PJM assess, in discussion with MSO the causes of the
bl ackout and whet her any changes to their proposed

nmet hodol ogy for collaborating between the two that are



enbodied in the joint operating agreenent and the
reliability plan, are necessary.

But we are hopeful we will be given the green
light to proceed soon.

Q Assum ng you get that green |light and
Commonweal th Edi son joins PIMand AEP is not in PJM what
ki nd of benefits do you see fromthat change?

A W believe that that woul d not be the nost ideal
scenario. The ideal scenario would be to have AEP in as
well, but we see it as a net plus for our custoners.

VW see that we woul d have the devel opnent of a
marketplace in Illinois and in ComEd. W see that
generators that are |ocated in the Commonweal th Edi son
service territory, would have access to that narket.

W see that it would facilitate transactions
bet ween our generators that are located in the East, that
are used to serve Com Ed's | oad, Exel on-owned, and ot her
generators that are located in the East to serve Exelon's
| oad.

And we al so see that it would facilitate further
transactions between generators that are | ocated inside the
Com Ed service territory as they seek to sell their
generation to PIM which is the largest market available to
t hem

Q Has your Conpany estinmated in any way, one of



nore of the kinds of benefits you' ve just described under

this arrangenent where Conmonweal th Edison is in and AEP is

not ?

A No, we haven't done any detailed cost-benefit
anal ysi s.

Q Assum ng that arrangenent, are there any ki nds of

operational concerns of having your conpany in and AEP not ?

A W believe that we have successfully addressed
t he operational concerns that woul d cone about if
Commonweal th Edi son were to join PECO, which is al so one of
our affiliates in PIM

W have spent nonths and mllions of dollars
addr essi ng those concerns, and we're good to go as far as
we' re concer ned.

Q Recogni zi ng your position that AEP should be in
PJM what kinds of econom c problens, if any, would you see,
of using a congestion managenent nodel of LMP, both for
Commonweal th Edi son and for PIM but not within the AEP
ar ea?

A As | said, |I believe we would be better off than
we are today, if we were to go ahead. But if AEP continues
to use the TLR congesti on nmanagenent nodel, which, unless
you have a nmarket-based congesti on nmanagenent nodel, is the

only real tool of choice, we believe that it will inhibit



transactions that woul d ot herwi se occur, that would nmake it
possi ble to have | ower-cost electricity delivered to our
custonmers, and it would also potentially inhibit
transactions where generators that are | ocated within our
service territory would be sinply cut off, rather than
havi ng a congesti on nanagenent system where they can buy

t hrough, get the FTRs, and go ahead and transact. W' ve
enbraced that nodel

Q One option that was di scussed this norning was
what | call the split system proposal for including part of
AEP East in PJM but not other parts, such as Virginia.

Does your Conpany have a position on that
pr oposal ?

A It is not our first choice, as is obvious. |
bel i eve AEP made sone fairly conpelling argunents this
norning on why it would be a bad idea.

Q Wien you say it's not your first choice, if the
Comm ssi on concluded that it was the nost viable proposal
for getting AEP into PIM would it be preferable to having
AEP not in at all?

A Yes. And far be it fromne, of all people, to
guestion this Comm ssion's judgnment on sonething of that
sort.

(Laughter.)
BY MR BARDEE:



Q If the split system proposal were inplenented,
woul d that make any difference on the arrangenents
Commonweal th Edi son has for integrating with PIJM

A No, | do not believe it would. As | reflect upon
that answer, as AEP testified this norning, their worst
constraint place is in Virginia, and by splitting the system
and sectioning off Virginia, | think it wuld not address
the worst constraint, that is, the worst AEP constraint.

It wouldn't be a problemfor our integration, but
it would fail to address a very real and known congesti on
point in the region.

Q You testified a few mnutes ago as to AEFP s
proposal of AEP participating in PIMonly in certain
functions and not for others, that you are not convinced
that it met Order 2000.

A Correct.

Q O her than the issue of congestion managenent
nmet hodol ogy that you di scussed, are there any other concerns
about that proposal by AEP that you would |like to describe
at this point?

A That is really our principal concern, M. Bardee.
It does not have a proper nmechanismfor dealing with the
congestion issues. W do believe that we need a security-
constrai ned di spatch net hodol ogy.

There are seans and coordi nati on i ssues that



woul d need to be addressed as well. W favor what is known
as the Congestion Managenent Wiite Paper as a nechani smfor
dealing with the seans coordination

I"'mreally not sure and haven't had an
opportunity to discuss with either M. Baker or M. Tonasky,
what they nean when they say in their paper that they would
do it according to the joint operating agreenent.

That's just a technical thing in there in the
weeds of this discussion, but it could prove to be
inmportant. But | think those are our principal concerns.

W obviously would |ike to have themin the | CAP
market. W also would Iike to have themin the bal ancing
market. The bal ancing market, in particular, is a
requi renent of this Conm ssion's open access transm ssion
tariff, but the LMP is the biggest thing.

Q If I understand your testinony right, your
Conpany's position is that the optinmal solution here is to
have AEP East conmpletely integrated with PIJM and
Commonweal th Edi son; is that correct?

A Yes.

Q If I understand it right, that would be the
solution here that produces the nost net benefits for
custoners; is that right?

A Yes. | believe that it neets the criteria and

the findings the Comm ssion would have to nmake under Section



205 of PURPA, that it enhances reliability coordination
between the entities over which this Comm ssion has

jurisdiction, and provides a very real reliability benefit.

Q Could you turn to page 4 of your testinony,
pl ease? Toward the bottomof this page, you say FERC shoul d
direct PIMand M SO to conplete and file the joint operating
agreenment and reliability plan within 30 days. To your
know edge, what is the status of work on those agreenents?
A W have not been privy to the discussions that

have gone on between the PIMofficials and the M SO
officials on those docunents.

They were wor ki ng on those docunents, they were
ready to file them as | understand it, just before the
bl ackout. | received a call from M. Rudika, indicating
that they had had to put our integration on hold so that
they could be satisfied that they understood the
implications of the blackout for that agreenent.

I believe that they have had neetings since then
between PIMand MSO | don't know if they have yet
conpl eted a review of those docunents wth an eye toward
whet her they are sufficient to nake the two RTGs confortable
with going forward or not, but they would be reviewed as a
part of the NAERC review of our reliability plan, which this

Comm ssi on has required be concluded satisfactorily before



we do the integration.

That was really ready to go in August. Then it
was going to get done in Septenber and now it's again on
hol d because of the post-blackout review

Q Could you turn to page 10 of your testinony.
Toward the bottom of the page, you're tal king about the
hol d-harm ess issue. | just had a couple of procedural
guestions for you on that.

You say toward the end that ComEd will propose a
resolution of the financial issues as to hold-harmess. One
guestion | have for you is, when do you expect to propose a
resol ution?

A | think the specifics of when we will make these
proposals as to a particular day, is really right now a
l[ittle bit up in the air because of this hiatus, | guess
"1l call it, the stall that we are in.

VW have had consi derabl e di scussions before an
ALJ. Those are obviously privileged discussions, but we are
prepared to make a proposal to deal with themwhen it's the
appropriate tine. And | don't know when we're going to get
that to go. W're stalled.

Q In ternms of the vehicle for proposing a
resol ution, are you envisioning this as sonme kind of a FERC
filing or sone kind of proposal w thin the confines of

settl enent di scussions?



A W are envisioning that it would be a FERC
filing, yes. Many of the issues are dealt with in the joint
operating plan and reliability agreenent and inplenmentation
of the white paper that was devel oped.

VW believe that that is the vast majority of what
woul d be necessary to address the hol d-harm ess concerns.
CROSS EXAM NATI ON
BY M5. FERNANDEZ:

Q CGood afternoon, Ms. Moler. | just had a few
guestions. Currently, does PJM performany functions for
Commonweal t h Edi son?

A Yes. They are our reliability coordinator. They
are adm ni stering and cal culating ATC and TTC on the Com Ed
system and, of course, for PECO our other affiliate, was a
founder of PJIM and they are fully commtted to PIM

Q Earlier in the discussion with AEP, they
nmentioned certain other functions that Southwest Power Pool

currently has in ternms of scheduling and reservations for

capacity. |Is PIJMperformng those functions?
A Yes.
(Pause.)
No, I"'msorry. | stand corrected by M. Nauman.

(Laughter.)
BY MS. FERNANDEZ:

Q PIMis not currently perform ng those functions?



A Correct; | was wong. That is in our dreamfor
when we will join PIM

Q In ternms of changes invol ving Conmonweal t h
Edi son's status in terns of joining PIM or, | guess,
turning over additional functions to PIM to your know edge,
do you know to what extent that would require changes in the
reliability plan that would first require NAERC approval ?

A Qur plan has been to have the next step be
actually joining PIM And so we' ve done the steps that we
are in the position to do now, and then our next step has
been full-fl edged operation under the PIMtariff.

So we really haven't contenpl ated any nore
interimor baby steps; we're ready to go conpletely.

Q I"d also like to do a followp to the exchange
you had with M. Bardee where you were saying that the major
concern that you had with AEP' s proposed sol ution was the
| ack of an LMP congestion managenent or narket-based
congesti on managenent .

How do you see, assum ng the Conm ssion was to
accept AEP' s proposal, how do you see the | ack of a market -
based congestion managenent system affecti ng Conmonweal t h
Edi son?

A As | indicated earlier, | believe the ngjor
inmpact will be the fact that we would not have free-fl ow ng

ties to the AEP system and we woul dn't have the kind of --



we woul d have TLRs, in other words, interrupting
transactions that ought to happen if you had LMP on a nuch
nore frequent basis across AEP, and presumably others in the
regi on woul d experience that sanme problemas well, just as
we do today.

I think that's the biggest problem It inhibits
free-flow ng transactions across the AEP systemthat a
properly designed congesti on nmanagenent system woul d
facilitate and nmake happen.

Q Do you see that if AEP's proposed solution in
their testinony, would that nmake it easier for Commonweal th
Edison to join PIM or would it be basically the same
situation as if AEP had not joined PIM?

A | do not see that it is a great leap forward
wi t hout dealing with the congestion nmanagenent. The
Conm ssi on has al ready addressed many of the rate
inmplications inits Oder, so we are de-pancaking in the
M dwest and the Md Atlantic states.

This is not just the Mdwest; it's the M dwest
and Md Atlantic, so we're already dealing with the pancake
issue. |I'mreally not certain, what woul d happen with
redi spatch under the AEP proposal.

There was sone brief conversation of that with
M. Baker this norning when he said that PIMcould require

redi spatch. 1'mnot certain if they nmean just for



reliability purposes or if they nmean for econom c purposes.
Frankly, at lunch, we had a different inpression anongst
those of us who were sitting at ny table as to what they

meant .



I think we certainly have heard from generators
in the ComEd service territory, that they are nost anxious
to have Com Ed and AEP integrati on happen sinultaneously.
They woul d be much conforted by that.

Q Actually sort of the final |ine when you talk
about generation in Commonweal th Edison's territory, how
much of that generation does Commonweal th Edi son now own?

A W own a lot of it. However, | think we've added
9,000 negawatts, an order of nmagnitude to 10,000, oh, excuse
nme, Exelon Generation. | stand corrected. Exelon
Generation owns that. Qur affiliate owmns it. In fact, if
you put on ny Exelon hat, as opposed to ny Com Ed hat, we
owmn the majority of it.

I would be happy to but there is substantial
devel opnent by independent and affiliated power producers in
IIlinois. W also own, there's also capacity in neighboring
areas that would be affected by all this as well. [I"'d be
happy to apply the specifics as to the Exel on Generati on,
owned generation, in the ComEd service territory, as well

as ot her conpani es’ owned generation in Com Ed service

territory.

Q Coul d you supply that? And | understand that
certain of the generation was divested under the Illinois
restructuring. What anounts have been di vest ed?

A Yes.



Q Coul d you just supply that for the record?
A I"d be glad to.
PRESI DI NG JUDGE: Anyt hing further?
MR MLAUGHLIN. Yes, if | could?
CROSS EXAM NATI ON
BY VR MLAUGHLI N:
Q Ms. Moler, | just have a couple of questions, if
| could, to try to understand the Illinois Power
transm ssion assets, if | could. You announced earlier that
you are in discussions with Dynergy to purchase the Illinois
Power Transm ssion Conpany assets.
A Not just the transm ssion assets, the Illinois
Power and transm ssion and distribution systens.
Q And, if successful in that transaction, you would
plan to take those to PIM is that correct?
A Yes sir.
Q Coul d you give ne sone tine line or sone idea, if
you were successful, how that woul d occur?
A M. Mdaughlin, | really can't give you
speci fics about that now. W would obviously file an
application to do the acquisition with this Conm ssion. W
are very circunscribed in what we are describing publicly
right now There's a press release. M. Altenbauner wll
be appearing later. He has copies of the press rel ease |

believe he will submt for the Comm ssion's record in this



case.
But our goal would be to acconplish it as soon as
we possi bly coul d, obviously.

Q I was curious and you may not be able to answer
this, but I was curious, you stated that Exel on or
Commonweal th Edison is ready to go. | just wasn't sure of
the state of affairs with Illinois Power and | plan on
asking them but since Exelon may be the new owner,

t hought | would at | east ask.

A Qur goal would be as | said, to integrate
IIlinois Power, if the transaction, if satisfactory
agreenent is reached, and we get the necessary approval s
fromthe Illinois officials and it may not only involve the
[I'1inois Comrerce Comm ssion, as well as potentially the
II'linois legislature, then our goal would be to integrate
Il'linois Power as quickly as possible.

Q Wuld it be fair to assune, | think you stated
t he Commonweal th Edi son transm ssion assets, you would pl an
on March 1 now of 2004. Do you have any idea, assum ng you
woul d be successful? | think you stated you had a 45 day
period in which to negotiate now.

A | amsorely tenpted to give a date but it would
sinply be a plugged date. | could call it sonething el se
but I"'mnot in a position to say how qui ckly that woul d

occur. It would depend on how quickly the Illinois Conmerce



Conm ssion acts, howlong it takes us to do definitive
agreenents between the two conpanies, how soon the ICC acts,
how soon the Illinois |egislature acts, quickly,

i mportantly, how soon this Comm ssion acts as wel | .

Q So | shouldn't necessarily assume nmuch ot her than
the March 1 date or any other date at this tine?

A Not yet. W would be delighted to give you an
update as soon as we have one.

MR McLAUGHLI N Not hing further.

M5. MARLETTE: One question.
CROSS EXAM NATI ON

BY M5. MARLETTE:

Q Ms. Moler, you nmade very clear in your testinony
t hat you were opposed to AEP's conprom se proposal primarily
because it won't provide for narket based congestion
managenent. Wuld you be as opposed if the proposal were
not adopted by the Conmm ssion as an end-state but rather as
an interim proposal ?

A I think that woul d depend on the length of the
interimperiod. | was very interested in the suggestion
that M. Kelly nmade in the earlier questioning where
potentially you could go ahead and this Conm ssion could
require, after consultation with appropriate state officials
and stakehol ders, AEP to join PIMin order to satisfy the

nmerger condition and then there could be sonething that, a



conm tment that AEP could nmake to the Commonweal t h of
Virginia that mght perhaps hopefully alleviate sone of
their concerns. But that, to ne has perhaps greater

potential and woul d be preferable rather than the interim

sol uti on.
PRESI DI NG JUDGE: M. Kelly, you nmay proceed.
CRCSS EXAM NATI ON
BY MR KELLY:
Q Just a question of clarification on your

testinony. Are you asking the Comm ssion to direct AEP to
join PUIM essentially today? O after sone period of
negotiation with the state, such as AEP proposes and, if
directing i medi ately, would there be an opportunity for

di scussions on howto allocate the costs of PIJMor AEP
joining PIM anong the states, particularly those w thout
retail access?

A M. Kelly, we nmade a judgnent after the Virginia
| egi sl ature, excuse ne, general assenbly, enacted a statute.
W nmade a judgnent that this Comm ssion would have to
resolve in this vital instance, question of who's in charge
her e.

| genuinely fear that the Virginia legislature's
action could well be the beginning of the end for further
RTO devel opnent in this country and that grieves ne and

beli eve that because | believe that there are ot her states



who will seize upon that enactnent and see an opportunity
for themto just say no, as well, and indeed | heard one
state comm ssion chairman gl eeful |l y expoundi ng about that
possibility in a conversation shortly after the Virginia
| egislature was doing it's thing at a NARUC neeti ng.

| believe that Congress contenplated that this
Conmm ssion is in charge of interstate cormerce. | do not
bel i eve that Congress contenplated that the Virginia Genera
Assenbly shoul d effectively inpact the disposition of
transm ssion assets in Illinois or in Chio or in Mchigan.
| believe that is this Comm ssion's role and responsibility
and | really worry about further devel opnent of conpetitive

whol esal e markets if this Conm ssion tolerates that.



My choi ce woul d be for the Comm ssion to use the
authority Congress gave it to do what it's supposed to do.

MR KELLY: Thank you.

PRESI DI NG JUDGE: Anything else fromstaff?

MR BARDEE: That's all the questions we have,
Your Honor. W had asked a couple of factual matters that
they said they could provide later. W could talk later
with the conpany, they' re rather straightforward questions.
Per haps the conpany could state now that, within a week,
they' d provide i.

PRESI DI NG JUDGE: |Is that an acceptable tine
frame to provide the answers to those questions within a
week?

MR KELLY: Yes, Your Honor.

PRESI DI NG JUDGE: W'l do that.

M. Chairman?

CHAl RVAN WoOD: Ms. Mol er, what aspects of the
joint and common narket, that phrase has kind of norphed, |
guess, over the past eight nonths or so. Wat does it nean
to you and to Exel on?

THE WTNESS: For us it neans conpatible systens
for transacting across the seamor nultiple seans,
admttedly involving the conpanies in the md-Atlantic and
the Mdwest, so that the rules will be one and the sane,

even though two regional transm ssion organizations would



have the transactional responsibility. That's the big
pi cture now There's a whole lot.

CHAI RVAN WOOD:  |'s there sone distingui sment
bet ween that and the common mar ket ?

THE WTNESS: | believe "joint and common nar ket "
was the phrase that this Conm ssion used.

CHAI RVAN WOOD: | just wanted to nake sure it
hadn't norphed on. 1'll ask M SO and PJM about that |ater
on.

But M. Kelly asked an interesting question and |
want to ask if you could kind of go a little deeper into

your | ast response about interposing of a negotiation or

di scussion opportunity with states. |Is that fruitless or is
t hat ?

THE WTNESS: | don't know if it's fruitless or
not. | had spent roughly five years working on this in

private practice and now as an executive wi th Uni com
Cor poration and now as an executive with Exel on Corporation.
There's always an opportunity to talk. | find
it, | cannot obviously speak for the Virginia Corporation
Comm ssion. | don't knowif they feel they can do under
their statute. | did read their recent filing. | amnot
optimstic that settlenent discussions and talk will prove
to be fruitful. If you choose to pursue that course, |'l]I

be here and commtted to working hard to get sonething



acconplished. That's what we're trying to do.

But | believe the tinme has cone for decisive
action. | should nmaybe say it nore straightforward.

CHAI RVAN WOOD: | got that the first tinme.

(Laughter.)

PRESI DI NG JUDGE: Conmm ssi oner Massey, do you
have anyt hi ng?

COW SSI ONER MASSEY: | was just | ooking at
Section 205 of PURPA as you were testifying. The Comm ssion
may exenpt electric utilities in whole or in part from any
provision of state law or fromany state rule or regulation
whi ch prohibits or prevents the voluntary coordinati on of
electric utilities.

It seens to nme you could argue that Congress has
al ready expressly authorized the Comm ssion to take the

steps that you're suggesting.

THE WTNESS: | believe it has, too. | think
it's quite remarkabl e that they did so. | actually worked
on PURPA in 1978. | don't renenber that part of the statute
but it was a brilliant person who put it in there.

(Laughter.)

THE WTNESS: This is an interesting system
This is interstate commerce. Congress was prescient when it
recogni zed that there may be actions of an individual state

that would | ouse up the free flow of goods in interstate



commerce and | believe that it's an appropriate action for
this Commssion to take and | think it's al nost easy for
this Comm ssion to issue an order invoking its authority
under that section of the code and directing AEP to join and
we said so in our filing.

COW SSI ONER MASSEY:  So you believe we've had
enough process?

THE WTNESS: You' ve had a whole | ot of process.
Yes, | do.

(Laughter.)

COW SSI ONER MASSEY: Do you believe that there
will be reliability benefits associated with both Exel on and
AEP being full participants in the PGAM syst en?

THE WTNESS: Yes | do.

COW SSI ONER MVASSEY: What woul d t hose be?

THE WTNESS: Those reliability benefits are laid
out in sone sense in ny testinony.

Further, in the filing that we made in March with
t hi s Comm ssion, where we nade a notion requesting the
Conm ssion to expedite its decision on which RTO the fornmer
Al'liance Conpanies could join. W see better security
coordination. W see inprovenents in terns of the
conversations and the comunications if you have RTGs, in
being that half the responsibility of doing the security

coordi nation, directing redispatch, directing generators, to



go off-line if necessary, we see definite plusses for
generators in our region, selling into PIJMand vi ce versa.

In the case of Commonweal th Edi son, when we have
had difficulties in the Commonweal th Edi son control area,
and have had to turn to external resource to serve our
custonmers' |oad, we have turned to generators east of
Illinois, particularly in AEP and PIM

| believe in having all of those under the sane
PIJM control would definitely enhance the reliability in the
regi on.

COW SSI ONER MASSEY:  Is your opinion in this
respect influenced in any way by the August 14 bl ackout ?

THE W TNESS: Conmm ssi oner Massey, | fly on
airplanes a lot. Mre than | did when | was here and |
recently flewto Austin, Texas, for the day and back
because the hurricane was comng. | had in ny briefcase,
did not get a chance to enjoy Austin, | had in ny briefcase
the transcripts that the House Commttee on Energy and
Commer ce rel eased of the conversations particularly between
those in M SO, Cynery and Al egheny.

| was very upset when | read those transcripts.
| believe that the systemoperators, nowthis is just Betsy
reading transcripts. This is not NAERC and DCE and the
Canadi ans doing their formal review, but I do not have a

positive inpression of what happened that day because it was



not clear that decisive neasures were taken.

There were operators who were noani ng and
groani ng about whether they have authority to require
redi spatch. There were operators who were noani ng and
groani ng about nmaybe they shoul d perhaps tell a generator
not to put nore generation on their operators, who were
di scussi ng whet her they have authority to nmake entities
abi de by the voluntary NAERC guidelines. | was appall ed.

| amtalking to Ms. Ivy about having our
operators read that transcript and sayi ng no di scussion.
Wong answer, right answer, for our own operation.

| was really upset. | believe that that
experience, maybe it's just Betsy and not sonething that DCE
wi Il conclude, we need to have soneone in charge. W need
to have a much better picture of the big picture.

You need the kind of automatic systens that wl|
go on that is contenpl ated between M SO and PJM and this has
got to happen. M SO has to seek, as they have had under
di scussion additional authority to do redispatch, to neet
their OATT obligations. This was thoroughly discussed,
again without benefit of the definitive conclusions on the
study that's ongoing at the House Conmttee on Energy and
Commer ce, where Chairman Wod testified as well. It's a
huge, inportant initiative.

COW SSI ONER MASSEY:  Thank you.



CHAl RVAN WOOD: Let ne ask a follow up on that.
The prior w tness, who was from AEP, seened to say that that
reliability issue was sonething distinct fromRTGs. Wat's
your response to that? Could that be dealt w th outside of
an RTO?

THE WTNESS: It could be dealt with outside an
RTO certainly. 1t's dealt wth today outside an RTO W
have a reliable system They have a reliable system |
think the relevant question for this Conm ssion is whether
an RTOw || enhance reliability, and | believe the answer to
that is yes.

CHAl RVAN WOOD:  Thank you.

PRESI DI NG JUDGE:  Conmm ssi oner ?

(No response.)

PRESI DI NG JUDGE: Thank you very much for your
testinony, M5. Molar. You are excused.

(Wtness excused.)

PRESI DI NG JUDGE: |'mgoing to take out of order
Illinois Power next, in light of the announcenent that was
just made. M. Palner, are you here?
Wher eupon,

LARRY F. ALTENBAUVER,

a witness, having been called for exam nation, and, having
been first duly sworn, was examned and testified as

foll ows:



DI RECT EXAM NATI ON
BY MR PALMER

Q M. Al tenbauner, state your name, business
address and title for the record, please?

A M/ nane is Larry F. Altenbauner. | am president
of Illinois Power Conpany and executive vice president of
t he Regul ated Energy Delivered Business G oup of Dynergy,
I nc.

Qur business address is 500 South 27th Street,

Decateur, Illinois, 60521.

Q M. Al tenbauner, did you cause to be filed in
this proceedi ng your prepared direct testinony?

A Yes | did.

Q | had previously submtted to the court reporter
a copy of your testinony that's marked Exhibit IP-1. Dd
your testinony consist of seven pages, including the cover
page?

A Yes it did.

Q Before | ask you to summari ze your testinony, are
t here any changes or corrections that you would |ike to nake
to your prepared direct testinony at this tine?

A Yes, there is, in light of the public
announcenents that were nmade on Friday by Dynergy and Exel on
regardi ng discussions relating to the possible sale of

Illinois Power to Dynergy.



VW will nodify our activities with regard to RTO
participation to take into consideration devel opnents
related to those discussions.

Consequently | want to amend ny testinony on page
6 by stating that Illinois Power will continue to position
itself to nove forward with RTO nenbership as expeditiously
as possible in a manner that is appropriately consistent
wi th devel opnents related to the Dynergy-Exel on di scussi ons.

For exanple, we expect to continue to participate
in discussions with other transm ssion owners regarding the
filing of a revenue neutrality mechanismand to participate
in such afiling if determned to be appropriate under the
circunstances, as it nmay exist at the tine that the other
transm ssi on owners decide to nmake such a filing.

Q M. Al tenbauner, are there any other changes or
corrections that you would like to nmake to your prepared
testinony at this tine?

A No there is not.

Q As you have anended it here today, is your pre-
file testinmony in this proceeding true and correct to the
best of your ability and know edge?

A Yes it is.

Q M. Al tenbauner, would you sunmmarize your pre-
file testinony as you have submtted it here today?

A The testinony itself is relatively brief. Let ne



try to sunmarize what | think is the general thene and
backdrop in terns of why Illinois Power is where it's at
today and not currently a nmenber of an approved RTO

Despite that fact, | believe that [Ilinois Power
has been actively pursuing a nunber of activities that we
have believed to be consistent with the Comm ssion's policy
regardi ng the devel opnent and the advancenent of a nore
effective transm ssion systemincluding participation in RTO
structures.

For us, these efforts began in 1996 when Illinois
Power participated in efforts to formthe M dwest
| ndependent System Qperator. This was an advance RA
requi renent to join such an organization that was stipul at ed
inthe 1997 Illinois electric restructuring |egislation.

In efforts in early 2001, Illinois Power sought
and gai ned approval to withdraw fromthe M dwest | ndependent
System Operator and gai ned approval to withdraw fromthe
M dwest | ndependent System Qperator in order to participate
in the formation of the A liance RTO

This was an entity that we genuinely believed was
consi stent with the desired objectives of the Comm ssion and
inthe interests of the consuners in parts of the 10 states
represented by Alliance nenbers.

W saw the Alliance RTO as a way to expedite

t hese objectives, followng the Comm ssion's decision in



Decenber 2001, denying approval of the Alliance RTO W
began efforts to join PIM This decision was based
primarily on the fact that we felt PJMwas nore advanced in
its operational and nmarket capabilities than other choices
avail able at that tine.

In another effort that we al so believe to be
general ly consistent with Conm ssion objectives, Illinois
Power reached agreenent in the fourth quarter of 2002 to
sell its transm ssion assets to TransEl ect.

As part of this agreenent, and in deference to
the desire of Transelect, we agreed to the process that
woul d have placed Illinois Power's transm ssion assets back
in the MSO RTO. That transaction, however, was not
conpl eted by the required July closing date, July of this
year.

Correspondingly, during the period in the mddle
of this year, we have considered appropriate next steps
related to I PE' s transm ssion system These consi derations
included sinply joining an approved RTO in a renewed effort
to sell the transm ssion assets and, as announced Friday, a
consideration for the sale of all of Illinois Power,
including its transm ssion assets.

Clearly the decisions and actions taken by
II'linois Power to becone part of an approved RTO nust be

subordi nated to other corporate decisions relating to all of



I'l1inois Power conpany.

Nonet hel ess, we believe that, since 1996,
II'1inois Power has consistently taken steps that we have
believed to be consistent with Conm ssion objectives.

One last point that is addressed in ny testinony
relates to the remaining inpedinents that Illinois Power
sees standing in the way of its voluntary participation in
either the Mdwest 1SOor PIM | think one of the nost
significant inpedinments today is the absence of an approved
mechanismto assure that Il1inois Power remains revenue-
neutral once it becones a nenber of an RTO

W continue to support current efforts to define
and inplenment a revenue neutrality mechanismfor a
transitional period that m nimzes shifting of costs back to
the Illinois Power zone. W believe and expect that there
is a very good opportunity, that these current efforts can

be successful.



MR PALMER  Your Honor, at this tinme | would
nove the adm ssion of Exhibit No. IP-1, and tender the
W tness for cross exam nati on.
PRESI DI NG JUDGE: Thank you, M. Palner. Any
objection to receiving this exhibit into evidence?
(No response.)
PRESI DI NG JUDGE: The aforenentioned exhibit wll
be recei ved.
(Exhi bit Nunber 1P-1 was marked
for identification and received in
evi dence.)
PRESI DI NG JUDGE: Staff, you may proceed with
guesti ons.
MR BARDEE: Thank you, Your Honor. M.
McLaughlin will start the questioning for Staff.
PRESI DI NG JUDGE: M. MLaughlin, you nay

pr oceed.
CRCSS EXAM NATI ON
BY MR MLAUGHLI N
Q I"mgoing to ask you a few questions about your

RTO participation and a little bit about your proposed sale
of the Conpany to Exelon. |If | get into a point in talking
about the proposed sale or sonething along those |ines that
is proprietary, please let nme know, so that we don't tread

on that territory.



A I will.

Q You state on page 5 that you were going to update
t he Conm ssion today on your perspective RTO participation
| take it fromthe press release on Friday that now you're
focusing on selling the Conpany to Exel on and Exel on then

novi ng forward on RTO participation; is that correct?

A That is effectively correct, yes.

Q If you engage in the sale, am| correct that the
Il'l1inois Comrerce Commission -- | think Ms. Mler testified
that the Illinois Comrerce Comm ssion and potentially the

I1linois Legislature woul d be required?

A Clearly, there's a series of regulatory approval s
that include the Illinois Conmrerce Conm ssion, that include
this Comm ssion, that include the SEC, and | believe woul d
i nclude al so the Departnent of Justice.

It is possible, depending on the nature of any
transaction, that the Illinois Legislature may al so be
required to take action.

Q It's been a long tine since | have been on the
staff of the Illinois Commerce Conm ssion. Could you give
nme sone idea of the tinmeframe that you expect action out of
t he Conm ssi on?

A Usi ng previous transactions as a gui de, once a
filing has been nmade with the Comnm ssion, the Illinois

Conm ssi on has been able to conpl ete approval of such



transactions in a period of around six nonths.

By statute, they would have 11 nonths and coul d,
under statute, request, | think, an additional three nonths,
dependi ng upon any notions that m ght be nade with respect
to a state order.

Q Thank you. 1In regard to your RTO participation
| know that originally last year, | believe in July, it was
II'linois Power's position that they proposed to join PIM
Has Il linois Power been working on that since then to
participate, or what's the state of affairs with Illinois
Power in its novenent toward participation in PJMV

A Subsequent to the announced transaction in
Cctober of last year for Illinois Power to sell its
transm ssion assets to Transel ect, nost of the efforts that
we expended were in coordination with Transelect and its
desires for noving the Illinois Power assets to the M SO

It was only a little bit earlier this year when
the Transel ect transaction failed to close by the July
contract date, that Illinois Power began to reexam ne and
renew di scussions with both PIMand M SO with respect to
II'l1inois Power's RTO participation

(Pause.)

Q | take it that it's fair to assune that you have
had sone conversations with PJW

A W' ve had conversations with both PJM and t he



M dwest |1 SO Qoviously, because of the areas where we have
been with Transel ect, we've had nore conversations recently
with the Mdwest 1SO than with PIM

Q The last question | would have is, | take it,
given that you are now in discussions wth Exelon, that the
Conpany's focus will mainly be on those di scussions and
trying to deal with those arrangenents, as opposed to any
short-term RTO participation activity; is that correct?

Coul d you kind of give ne an understandi ng of
what's going to be going on over the next few nonths?

A As | nmentioned in ny opening coments, ny beli ef
is that any action that Illinois Power mght consider with
respect to RTO participation, wll be subordinated in terns
of where things turn out at the corporate level as it
relates to Illinois Power Conpany.

That does not nean that we wi || abandon or that
we will sit by idly while that process continues. |
anticipate that we will continue to evaluate our RTO
participation, in the event that there is no transaction
with Exelon or any other party.

So we don't view this as an excuse to not do
anything. We want to continue, as | said in ny comments, to
position ourselves so that, depending upon what the outcone
of those discussions happens to be, we'll be able to

expedi tiously nove forward, either as part of an Exel on



transaction, part of sonme other transaction, or with
II'linois Power on its own in terns of RTO participation
Q That kind of led to one nore question. | take
it, inthat regard, one of those areas that you will be
continuing to work on as Illinois Power, will be the
t hrough- and out-rate proceedings and trying to address
revenue neutrality that you tal ked about earlier?
A Absol utel y.

MR MLAUGHLIN  Thank you, sir.

PRESI DI NG JUDGE: Any ot her questions from Staff
of the w tness?

MR BARDEE: No, Your Honor.

PRESI DI NG JUDGE: Do any of the Conm ssioners
have questions?

(No response.)

PRESI DI NG JUDGE: Thank you very much, M.
Al tenbaum You're excused.

(Wtness Al tenbaum excused.)

PRESI DI NG JUDGE: We're next going to turn to
Dayton Power and Light. M. Bruner, you nmay proceed with
your Wwitness.

M5. BRUNER  Your Honor, Dayton Power and Light
woul d call Patricia K Swanke.

PRESI DI NG JUDGE: You' ve been previously sworn

and remai n under oath.



Wher eupon,
PATRI CI A K. SWANKE,
a witness, having been called for exam nation, and, having

been first duly sworn, was examned and testified as

fol |l ows:
DI RECT EXAM NATI ON
BY M5. BRUNER
Q Ms. Swanke, please state your nanme, your title,

and your business address, for the record.

PRESI DI NG JUDGE: Ms. Bruner, you're going to
need to stay close to a m crophone when you' re asking
guesti ons.

THE WTNESS: Patricia K Swanke. M title is
Vice President of Qperations; ny business address is 1065
Whi tman Drive, Dayton, Chio, 45432.

BY M5. BRUNER

Q Ms. Swanke, do you have before you a copy of the
prefiled testinony you submtted in this proceedi ng?

A Yes, | do.

Q If I asked you the sane questions today, would

your answers be the sane?

A Yes, they woul d.
Q Pl ease give us a sunmary of your testinony.
A Judge Cowan, Chairman Wod, Conm ssioner

Brownel |, Conmm ssi oner Massey, | appreciate the opportunity



to testify before you today regarding DP&L' s proposed
efforts to join the RTO of its choice, the inpedinents we
have faced in these efforts, and proposed solutions to

t hose i npedi nents.

DP&L has made significant progress in its efforts
to join the RTO of our choice, PIM COver the past year, we
have signed the PJM West Transm ssion Owmers Agreenent and
numer ous ot her agreenments to facilitate a snooth integration
into PIM as well as initiated the necessary filings at the
Comm ssion to becone a nenber of PIM

W have thus far spent over $3.5 mllion, so that
PJM can establish the appropriate systens and infrastructure
to fully integrate DP& into PJIM DP&L had rel eased PIM
QASI S managenent responsibility for ATC cal cul ations,
scheduling, reliability coordi nation, and market nonitoring,
so that custoners can be assured they are receiving
nondi scri m natory, one-stop shopping for transm ssion
servi ce through an i ndependent party.

VW have devoted many hours participating in
wor ki ng group neetings and training sessions so that our
enpl oyees will be ready when DP& is fully integrated into
PIM

The timng of DP&L's full integration into PIM
has been del ayed, pending resolution of issues beyond our

control. W appreciate the Conmm ssion providing this forum



to discuss these matters.

The | egal and regul atory del ays that DP&L has
encountered in its efforts to join PIJMhave, in turn,
del ayed DP&L's efforts to join PIM DP&L's physica
connection to PIMis through AEP, and PIMplans to integrate
the two conpani es on the sane date as one control area.

AEP' s testinony contains a new proposal which
DP&L under stands woul d involve DP&L joining PIMin al
respects, except for market integration. For DP& to take a
firmposition in response to AEP' S proposal would require
nore tine and anal ysis than was avail able prior to our
di scussi on t oday.

Prior to AEP's testinony this norning, it was
uncl ear as to whether they were proposing it as an interim
solution, or whether they envisioned this arrangenent as
permanent. DP&L is concerned that the effects of AEP's new
proposal woul d take away much of the intended benefit from
full participation in the PIJM nmarket.

DP&L desires to be integrated into the PJM market
as early as is feasible, however, DP&L is concerned that
wi thout AEP in the market, DP& woul d essentially be its own
tiny market, effectively isolated fromthe rest of the PIJM
mar ket .

It is DP&L's intention to join the PIJM market,
along with AEP in the Fall of 2004. However, if the FERC



accepts AEP' s recent proposal to join PIMw t hout a market,
DP& will require additional information and adequate tine
to fully evaluate its options.

Second, the nyriad of interrel ated dockets in
front of the Comm ssion regarding this nmatter has nade
novenent forward extrenely difficult. DP& suggests that
t he Conm ssion conti nue an ongoi ng di al ogue between itself
and st akehol ders by providing clear and consistent direction
on an expedi ted basis.

Final ly, decisions in case nmanagenent
coordination will assist in the resolution of many key
i Ssues.

Third, to inplenment the Comm ssion's directive to
create a seanl ess market between PJMand M SO a regiona
rate solution nust be in place. |[If the Conm ssion expect
parties to voluntarily participate in an RTO and feel they
have incentives to make further transm ssion investnents,

t he Conm ssion cannot elimnate transm ssion owners through-
and out-rates w thout sinultaneously replacing themwth a
fair, conpensatory, and revenue-neutral rate sol ution.

Further regional rate solutions that carry out
the FERC directives to elimnate the rate seans, nust
include all parties in the region. To allow certain parties
to opt out will destroy the carefully bal anced revenue-

neutral rate design



To resolve the inpedinments that have del ayed t he
formati on of a successful joint and conmon market, DP&L
respectfully requests that the Comm ssion continue to work
towards resolving i ssues and concerns of the states
concerning RTO integration, allowtine for affected
st akehol ders to anal yze AEP s new proposal, inplenent a case
managenent policy for all the interrelated RTO dockets, so
there is a clear path toward resolving regulatory and rate
filings, and, finally, direct all parties wthin the M dwest
footprint to inplenment the SECA as a regional rate nechani sm
to resolve the rate seans issues in the event the Conmm ssion
el i mnates the individual conpanies' through- and out-rates.

DP&L and | appreciate the Conmm ssion providing
the opportunity to testify before you today to discuss the
best way to advance with RTO integration

M5. BRUNER  Your Honor, | nove for adm ssion of
Ms. Swanke's testinony, which has been marked as DPL- 1.

PRESI DI NG JUDGE: Any objection to receiving DPL-
1 into evidence?

(No response.)

PRESI DI NG JUDGE: W' |l receive that into
evi dence. You may proceed when ready, M. Bardee.

(Exhi bit Nunber DPL-1 was narked
for identification and received in

evi dence.)



PRESI DI NG JUDGE: You may proceed when ready, M.

Bar dee.
MR BARDEE: Ms. Fernandez will start the
guesti ons.
CRCSS EXAM NATI ON
BY M5. FERNANDEZ:
Q Good afternoon. Let ne just clarify up front,

what DP&L's position is. DP&'s objective is full
integration into PIM including the energy markets as soon
as possi bl e?

A Yes, it is, as soon as possible, assumng the

conditions we've stated in previous filings are nmet, revenue

neutrality mechanisns and all the other things -- yes.
Q When you're saying "all the other things," --
A Revenue neutrality, we're contingent on AEP bei ng

in the market; those general conditions have to be present
for us.

Q Basically, it's your position that DP& cannot
join PIMs nmarkets unless AEP is in those markets?

A | don't knowif I would say "cannot." It was our
intention to join with AEP, and that's the path we're
headi ng down.

Q But you haven't had the tinme to study the interim
proposal to see if that would al so be a possibility?

A Ri ght.



Q Have you done any cost-benefit anal yses for DP&L
in terns of joining PIM

A No, we have not.

Q Wre there ones prepared by PIM for DP&L?

A I"'mnot aware of any; | don't believe there were.

Q On page 11 of your testinony, you state that
Dayt on had received authorization fromthe Public Uilities
Conm ssion of Chio to turn over certain key functions to
PIM | take it those are functions that are specified in
your testinony?

A That is correct.

Q Does Dayton have all the state authorization it
needs to fully join PIJM

A Yes, we do.

Q So when it becones technically or operationally
possi bl e, DP&L could join PIM

A Yes, ma' am

Q One possibility has al so been discussed at points
today, that has been a sort of partial integration, maybe of
parts of AEP's systeminto PJM and certain operating
conpani es or states that oppose it, would not be integrated
into PIM

Does DP&L have a position on this, as to whether

this would be acceptable to DP& or not?



A Provi ded soneone can prove to us that there won't
be any adverse reliability or cost inpacts. Those would be
the main conditions, any inpacts on DP& for our
shar ehol ders, our custoners.

I would agree that AEP has sone, | think, pretty
conpel ling reasons for why that m ght not be a good
solution. | think we would agree that that appears to be
costly. | think there would be a tenptation to try to
soci alize those costs and we would not be in favor of having

to subsidize that in any way.

Q In ternms of the interimsolution that's been put
forward by AEP, | know you said that it's sonething you are
still looking at. You did nention you had sonme concern, in

your summary of the testinmony. Could you explain what those
concerns are?

A If you just | ook geographically where DP& woul d
be | ocated, we'd essentially be an island, because of the
way we're contiguous with PIMis through AEP, so if they are
not in the market, that really takes away a | ot of the
benefit of DP&L being in the market, either.

I'"mnot saying that that's a decision we've nade,
but our initial reaction is we'd have to thoroughly eval uate
t hat and deci de whether it nake sense,if the Comm ssion
supports AEP proceeding that way, for us to try to be in the

market or to wait till sone |later date and join the nmarket



when, hopeful |y, AEP did.

Q Does DP&L have any point-to-point firm
transm ssion agreenents through AEP that woul d connect with
PJM?

A No, we do not.



M5. FERNANDEZ: For now, those are all the
guestions | have.

PRESI DI NG JUDGE: Anything else from Staff?

(No response.)

PRESI DI NG JUDGE: Do any of the Conm ssioners have
guestions of this w tness?

COW SSI ONER BROMNELL:  You commented that you
really hadn't had a chance to |l ook at the AEP interim
proposal, and a nunber of other people have said the sane.
Wul d you be able to give us comments in, say, 10 days and
per haps ask the rest of the participants to do the sanme?

Because | think it's only equitable if ny
col | eagues agree that we really get a chance to respond. |
don't think we need a long tinme to do that.

THE WTNESS: Yes, we'd be happy to do that.

COW SSI ONER BROMNELL: |If we coul d ask the other

participants to comment on that interimproposal, Judge

Cowen.

PRESI DI NG JUDGE: Wthin 10 days.

COMM SSI ONER BROMNELL:  Yes.

PRESI DI NG JUDGE: You all have heard that
direction. | expect you to conply, coments on AEFP s

interimproposal within 10 days. And | guess that's all.
You' re excused. Thank you very nuch, M. Swanke.

(Wtness excused.)



PRESI DI NG JUDGE: Ms. Thonpson, you nmay proceed
with the witness for Ameren Servi ces.
M5. THOWSON:. Thank you. | call David Witeley
to the stand.
Wher eupon,
DAVID A. VWH TELEY
was called as a witness and, having first been duly sworn,
testified as foll ows:
DI RECT EXAM NATI ON
BY MS. THOVPSON:

Q M. Witeley, please state your nane, position,
and busi ness address for the record.

A (Wiiteley) David Witeley, Senior Vice
President, Ameren Services. M business address is 1901
Chout eau Avenue, St. Louis Mssouri, 63103.

Q M. Witeley, did you file testinony on Septenber
23rd in response to this Conmm ssion's Septenber 12th order
announcing this inquiry?

A (Wiiteley) | did.

Q M. Witeley, do you have a copy of the testinony
with you on the stand?

A (Wiiteley) | do.

MR THOWSON: | have given two copies of Exhibit
ASC-1 to the Court Reporter.
BY MR THOWPSON:



Q M. Witeley, we've been in this hearing room
since the inquiry began this norning so you' re aware that I
woul d now ask you to summari ze your testinony.

A (Wiiteley) Thank you, I will. On behalf of
Ameren, first | would like to thank the Conm ssion for the
opportunity to share Anmeren's views regarding RTO fornation
in the Mdwest and to respond to the Conm ssion's Septenber
12t h order announcing this inquiry.

I n Decenber 2001, this Comm ssion denied RTO
status to the proposed Alliance RTO In response Aneren
declared its intention to forman i ndependent transm ssion
conpany, the Gid Arerica ITC, with two other forner
Al l'iance nenbers, FirstEnergy Corp. and Northern Indiana
Public Service Conpany and to integrate the Gid Anerica I TC
inthe Mdwest ISO The Gid Anerica Conpany sel ected
National Gid USA as the independent managi ng nenber.

Gid Amrerica, including Areren, cooperated,
negoti ated and conprom sed with the Mdwest and the various
M dwest | SO stakehol ders in various proceedings to secure
FERC aut hori zation for Gid Arerica and its role as an I TC
inthe Mdwest ISO Gid Arerica and Aneren net every
deadl i ne and every condition and now have the necessary
aut hori zati on.

The only open issue before this Comm ssion with

respect tothe Gid Arerica ITCis the zonal transm ssion



rates for the Gid Arerica zones within the Mdwest |SO but
the rates were filed and will becone effective Cctober 1st
subject to refund and therefore are no barrier to Gid
Anerica's going live. FirstEnergy and NNPSCOw || do so

t hi s Wednesday Cctober 1st.

Aneren, however, mnust still secure authorization
to join the Mdwest |SO through participationin Gid
Anerica through another of its regulators, the Mssouri
Public Service Comm ssion. The Mssouri proceeding is in
active settlenent discussions, |If course, | can guarantee
nothing, but | amoptimstic that a settlenment will be
reached. | point out in ny testinony that this Conmm ssion
will need to act to address the concerns of the M ssouri
parties. First, we anticipate this Commssion will be asked
to approve a service agreenent between the M dwest |SO and
Aneren that nenorializes the conmtnent that this Conmm ssion
made in its April 8th white paper. That's the respective
state comm ssions shall retain jurisdiction over the
transm ssi on conponent of bundled retail rates.

Second, the Mssouri parties are particularly
concerned that the firmtransm ssion rates, the FTRs,
allocated to Aneren UE nust be adequate to protect M ssouri
bundl ed retail |oad from congestion charge. A M ssouri
conm ssion will make an i ndependent assessnent of the

adequacy of the FTRs after the Mdwest |1SO conpletely the



al  ocation process.

Finally, assumng there are no problens with the
servi ce agreenent or FTRs, any M ssouri approval wll still
be interimand conditional and Areren will have to undertake
a cost/benefit analysis as to its Gid Amrerica/Mdwest |SO
participation for review by the M ssouri Conmm ssion prior to
the end of Areren's current retail rate freeze in Mssouri.
That is, by June 2006.

| urge the Conm ssion to do nothing precipitous
with respect to Areren. Aneren has addressed the concerned
and security the approval of this Conm ssion. It needs tine
to address these legitinmate concerns of the M ssour
Conm ssi on and hopefully secure its approval also. |Indeed,
Areren believe that its efforts in working with the M ssour
PSC can serve as a nodel to pro-actively address issues
rai sed by interested rates regardi ng the RTO devel opnent and
i mpl erent ati on process which we believe will ultimtely
result in long-termconstructive solutions. That said, |
would like to take this opportunity to provide a nore
focused assessnent of Ameren's views on the appropriate
scope and configuration for any M dwest RTO

A significant portion of Areren's service
territory is situation between territories served by
Commonweal th Edi son and the Illinois Power Company. Wile

Ameren woul d have preferred to have its neighbors join the



Mdwest ISO it has not yet protested the choices of ConEd
and Illinois Power. Why? Because Aneren believes that the
conditions that this Conmm ssion placed on the proposed
PIJM M dwest |1 SO configuration would result in any
reliability or market fragnentation issues.

Not ably, the promse of a joint PIM M dwest | SO
operational plan, a reliability plan approved by NERC, and
the prom se of a joint and common nar ket w thout pancaked
rates has prom se for alleviating any operational and
financial concerns that Areren may have had. Additionally,
in late 2002, Illinois Power announced an intention to join
the Mdwest |SO rather than PIM

*(Check tape) portion of the seans on Ameren's
borders. W now believe, however, that it's appropriate to
reassess the state of affairs in this region given new and
i nportant devel opnents, nost notably the announcenent by M.
Moel l er today that affects a lot of (inaudible) IP. It
intends to take IPinto PIM This is a reversal of |Ps
previously stated intention to join the Mdwest | SO

Let nme start by saying | remain confident that
the market and rate issues will be revolved within a
reasonable tine frame. Wat, then, has changed to cause the
need for a fresh assessnent?

*Has now publicly stated that it intends to take

IPinto PIMat the 11th hour. This is a significantly



destabilizing event at this tinme. The inpact of this RTO
menber shi p change i s exacerbated by two additional factors.
First, the joint PIM M dwest | SO operational plan has not
yet been filed and, perhaps nore significantly, NERC has not
approved a reliability plan.

Second, the August 14th bl ackout affecting 50
mllion people over a huge swath of the eastern
i nterconnection requires the Conm ssion to take action now,
which will ensure to the greatest possible extent that such
an event will not happen again. Based on initia
i ndi cations, the August 14th bl ackout seens to highlight the
fact that reliability will not be enhanced but nmay be
significantly hindered by having an intertw ned PJIM and M SO
configuration. Even if areliability plan can be devi sed
and approved by NERC, isn't the point of RTOformation to
enhance reliability and make coordi nation | ess conplicated?

The af orenenti oned devel opnents or | ack of
devel opnents in the case of the NERC reliability plan, taken
toget her, present Areren with a reality of being sandw ched
between two PIJM nenbers with in the State of Illinois. W
cannot responsibly institutionalize these reliability seans
on the heels of the |argest blackout of the nation's
history. And certainly, given these devel opnents, Aneren
cannot expeditiously proceed to settlenent in the M ssour

proceedi ng. Aneren's preference, frankly, would be to have



the entire State of Illinois in the Mdwest |1SO  Having
said that, ConEd has renmined steadfast in its insistence in
joining PIMand Anreren could live with that choice.
Unfortunately, if ConEd and Illinois Power were to join PIM
Ameren woul d have to reassess its RTO decisions. To do
ot herwi se woul d be irresponsible froma reliability
per specti ve.

The Conm ssion should therefore at |east call on
IIlinois Power to reaffirmits commtnent to join the
M dwest | SO, regardless of the results of *(inaudible-
Exel on) and Dynegy's di scussions regarding the acquisition
of IP. Once this commtnent has been reaffirned, a

timetabl e for expeditious integration should be constructed.

In addition, I would note for this Conmm ssion
that under the terns of the Mdwest |SO agreenent, that if
|P were to join the Mdwest |SO now, Exelon would be able to
renove P fromthe Mdwest |1SO once its acquisition had
closed. Since Areren is |looking for long-termsolutions to
the RGO progress, we would respectfully request that IP and
Exel on make a long-termconmtnent for IP to remain in the
M dwest | SO regardl ess of the outcome of their NVA
activities. Since Areren's election in May of 2002 to join
the Mdwest | SO Anmeren has done everything asked of it by

the Conm ssion and has diligently sought to fulfill its



voluntary conmtnent to participate in an RTO  Aneren has
even refrained fromprotecting the RTO choices of its
nei ghbors, even if that may have proved to be probl ematic.

Ameren cannot refrain fromprotesting any | onger.
The stakes are too high. Therefore, Ameren respectfully
requests that the Comm ssion use this forumto confirm
IIlinois Power's conmtnent to join the Mdwest | SO
regardl ess of the subsequent ownership of IT. W believe
thisis in the public interest. Oherw se, Areren may be
forced to reassess its own good-faith RTO comm tnents and
unfortunately this reassessnment would be as a direct result
of the action of other Illinois utilities.

Aneren wishes to clarify that this statenent here
t oday shoul d not be construed in any way by the Conm ssion
as an attenpt to delay joining an RTO  Nothing could be
further fromthe truth. Ameren remains commttee to RTO
nmenber shi p and joining an RTO as expeditiously as possible.

In sum however, significant changes have
recently occurred. Ensuring that Illinois Power joins the
M dwest |1SO as well as continued progress on the other
condi tions required by the Conm ssion in an expeditious
manner should clear the way for Aneren's pronpt integration
into the Mdwest |SO

MR THOWSON. Thank you, M. Witeley.

I"d like to nove for the adm ssion, your Honor,



of ASC-1 into evidence.
PRESI DI NG JUDGE: Any objection to receiving ASC
1?
(No response.)
PRESI DI NG JUDGE: That will be received in
evi dence.
(Exhi bit ASC 1 was
identified and received
i n evidence.)

PRESI DI NG JUDGE: Staff may proceed with their

guesti ons.
CRCSS- EXAM NATI ON
BY MR MC LAUGHLI N
Q Good afternoon, M. Witeley.
A (Wiitel ey) How are you?
Q Doi ng good. Yourself?
A (Wiiteley) Doing fine. Thank you.
(Laughter.)
Q I"d like to ask a couple of questions if | could,

just about Ameren itself and get an understandi ng of the
three electric affiliates, if | coul d?
Do | understand you have an electric affiliate in
M ssouri, Union Electric, and two in Illinois?
A (Wiiteley) Yes, that's correct. Ameren operates

three utility conpanies: Aneren UE, which is Union



El ectric, doing business as Aneren UE, Central Illinois
Publi c Service Conpany, doing business as Areren CPS, and
Central 1llinois Light Conpany, doing business as Ameren
cd LCO

Q It's ny understanding that Areren CLCO s
currently a nenber of the M dwest | SO?

A (Wiiteley) It is.

Q Could you give ne an idea of the relatively size of
each of those three electric utilities transm ssion
i nvest nent s?

A (Wiiteley) Transm ssion investnents. | don't
know off the top of ny head. Rough size-wi se Aneren UE is
roughly two-thirds of Areren. Central Illinois Public
Service is nost the remai ning one-third because Aneren C LCO
is nuch snmaller. But |I don't have the exact ratios. W can
certainly get that information for you.

Q If you could just supply it for the record, I would
appreciate it.

I"mcorrect that Ameren Service Conpany is the
agent for all three utilities?

A (Wiiteley) It is.

Q In your testinony on page 20 you tal k about the
M ssouri proceedi ngs and the progress being made there and
that you' re optimstic of reaching resolution in that case.

In your testinony and then today you briefly



recapped the issues that are being addressed there. Do you
have sone estimate of the tinme frame for which resolution
may be reached assumng a settlenent?

A (Wiiteley) That's always difficult given the
nature of settlenment discussions. But we've nmade
significant progress over the |ast couple of nonths. |
woul d estimate that if settlenent can be reached, it would
be reached within the next nonth. Then the stipulation of
settlenment would go to the Mssouri Public Service

Comm ssion for their action.



Q I'mnot famliar with the Mssouri Conm ssion's
process, but | assunme they woul d have a certai n anount of
time or they would generally take a certain anount of tine
to act on that?

A (Wiiteley) I'"'mnot sure if the statute actually
sets atine limt. | believe the Mssouri Conmm ssion woul d
act expeditiously on that stipulation.

Q Once the Mssouri Conmm ssion acts on the
stipulation, assumng there is one reached and it's
approved, how nmuch longer -- or is there any other
aut hori zations required for Aneren to join the Mdwest | SO
as a nmenber of Gid Anerica?

A (Wiiteley) As | explained in ny testinony,
there's two other sets of approvals that woul d be required.
First fromthis Comm ssion, the approval of a service
agreenent between the M dwest |1SO and Aneren UE regarding
the transm ssion conponent of bundled retail rates. There
woul d al so be changes fromthe stipulation that says *it in
the Gid Arerica agreenents that are approved by this
Conm ssi on, nost notably, the length of tinme that Ameren
woul d be required to remain in Gid Anerica.

Here what we anticipate -- and again this is
characterizing the present state of the settlenent
di scussions and assum ng that they continue in the direction

that they are, the Mssouri Conmm ssion is concerned about



the FTR all ocation process and the possibility of congestion
charges on M ssouri custoners. Therefore, at present the
settl enment discussions indicate that if a portfolio of FTRs
cannot be properly allocated to hold the bundl ed retail
custoners harnl ess, then the Mssouri Conm ssion woul d have
the right to cause Aneren to withdraw fromGid Arerica and
the Mdwest 1SO Those two itens would require sone action
by this Conm ssion.

W woul d al so need sone action by the Illinois
Commer ce Conmi ssion due to our activity in the
Cl LCQacquisition. That calls for Areren to be in that RTO
by the end of 2004 and remain in an RTO by the end of 2008.
Qovi ously the aforenentioned condition that the M ssour
Conm ssi on woul d have woul d inpact that tine frame and so we
believe in Illinois permssion is also required.

Q Concerning the nerger conmtnent that you made in
the Illinois Commerce Conm ssion and the fact that at |east
the current discussions going on in Mssouri may inpact that
in some way, is the Illinois Commrerce Conm ssion
participating or any Illinois officials participating in the
M ssouri proceedi ng?

A (Wiiteley) They're not participating in the
M ssouri proceedi ng, no.

Q I"d like to explore kind of a Iine of questions

just to see if you had thought about potentially freezing



participation in the Mdwest 1SO Wth the Central Illinois
Public Service Conpany or Anmeren CIPS joining and then | ater
Areren UE joining. As you noted previously, Areren CLCOis
currently a nenber of the M dwest | SO

Have you expl ored the idea of a phased approach
to joining the Mdwest |SO?

A (Wiiteley) W've thought about it but not for
long is the answer. | did hear the testinony of AEP this
norning. For all of the reasons, not surprisingly, that AEP
cited as to why separating a systemthat's presently
operated as one control area with a joint dispatch agreenent
for its generating units and the efficiencies that that
creates, separating that into what woul d be necessary for
two control areas doesn't nmake a whole | ot of sense. So all
of those argunments, which have been well stated, | think,
woul d apply in our situation. In fact, Ameren |ooks a |ot
i ke AEP only about half their size, so we have nmany of the
sane issues and concerns.

That said, there are two unique things. First
off, if Aneren CIPS were to join the Mdwest | SO ahead of
Areren UE, there would be very little benefit to the M dwest
ISOin terns of connectivity. The connectivity that is the
cornerstone of Ameren's participation, that | believe the
M dwest |1SO has tried to achieve for several nonths now, is

only achieved if Areren UE is a nenber as well.



The other thing is we are very close to a
settlenent in Mssouri. And to go to the tine and expense
of splitting a systemwhen literally we believe we are
nonths or less away froma settlenent seens to not be a very
good j udgnent .

Q | was really looking at it nore fromthe
perspective and the assunption that ultimately three or four
nont hs down the road you conme to sonme conclusion that a
settl enent woul d not be achi evable and you would end up in
sone further process in Mssouri.

A (Wiiteley) That's fair. At that tinme, we would
certainly want to reassess that option that we haven't given
a whole lot of thought to right now sinply because of the
ci rcunst ances.

Q Wen you refer to the Mssouri proceedings in your
testinony, you're talking about in terns of Aneren? It is
Areren or Aneren UE that's really the issue in the M ssouri
proceedi ng? Wen you were tal king about FTR allocation, |
wasn't clear really who was the focus?

A (Wiiteley) It's picked up as a footnote in ny
testinony. We refer to "Ameren" throughout the testinony.
But with respect to the Mssouri proceedi ng, the applicant
is Areren UE, the regulated utility within Mssouri.

Q Thank you.

You stated earlier that, given Illinois Power's



deci sion to engage in discussions with Exelon, if ultimtely
that was fruitful and Exel on proposed to take Illinois Power
to PIM you' d have to reconsider your choices.

| take it that it's too soon to specul ate on what
choi ces you woul d have to reconsider? Can you give ne sone
i dea?

A (Wiiteley) | believe | said we'd need to reassess
our RTO options. Yes, indeed, it is very early to
under st and what that woul d be.

What | could assure you is that all options would
be reassessed. It doesn't necessarily nean there would be a
chance in our direction, but it could.

Q Then kind of just to summarize, do | understand
correctly that right nowwth any luck, if all things go
wel |, you should know within a nonth or two if you can reach
an agreenment within the Mssouri proceeding. And then at

that point, assum ng that was successful, you d need further

aut horization fromthe Illinois Commerce Comm ssion at the
FERC and, also during that period of tine, | assune you
woul d be assessing the situation with Illinois Power so that

you could nmake a decision relative to noving forward with
Gid Anerica.
Is that a fair kind of summation?
A (Wiiteley) |I believe that's a fair summati on,

with one exception. @ ven the announcenents today and what



we believe is the significant aspect that they cause in
destabilizing the RTO footprints in the Mdwest, we may not
even be able to sign the Mssouri stipulation, which woul d
i ndeed hold up the process and necessarily delay it.

MR MC LAUGHLIN.  Thank you.

That's all | have.

PRESI DI NG JUDGE: Any ot her questions from
Comm ssion Staff?

CRCSS- EXAM NATI ON

BY M5. FERNANDEZ:

Q I'dlike to start with Illinois Power. Wen the
Conmmi ssion basically found that the A liance conpanies --
that that was not a sufficient RTO did Illinois Power elect
to go to M SO or PIM?

A (Wiiteley) The first election was to PJIM  That
was in the |ate spring-early sumer of 2002 and before any
of the conditions which this Comm ssion correctly placed on
t hose choices. Before any of those conditions could be net,
II'linois Power changed direction and said they would join
the Mdwest SO That is the direction that they have held

since | ate 2002.



M5. FERNANDEZ: Thank you.
PRESI DI NG JUDGE: Proceed.

CROSS EXAM NATI ON
BY MR LARCAMP:

Q One question: Ameren is responsible for the
contract path by which AEP West and AEP East integrate; is
that correct?

A That's correct.

Q Have you in the system-- when the system nerger
has been consummated, is that operation sort of two
different zones of a conpany through anot her conpany

creating any reliability problens fromyour perspective?

A | don't believe so. W treat it as a
transm ssion service request. It's a long-termrequest for
firmservice. It's scheduled as the party desires it to be

scheduled, and it's treated |i ke any other transm ssion
service

MR LARCAMP: Thank you.

PRESI DI NG JUDGE: Anyt hing el se?

(No response.)

PRESI DI NG JUDGE: Do any Conmi ssioners have any
questions of this w tness?

(No response.)

PRESI DI NG JUDGE: Thank you very much for your

t esti nony.



(Wtness excused.)

PRESI DI NG JUDGE: W're going to take a break and
be back at 4:00.

(Recess.)

PRESI DI NG JUDGE: We're back on the record. The
next order of business is the receipt of testinony of the
M chi gan Public Service Conmm ssion, Comm ssioner Chappelle.
M. D Al esandro?

Wher eupon,
LAURA CHAPPELLE,
a witness, having been called for exam nation, and, having
been first duly sworn, was exam ned and testified
(tel ephonically) as foll ows:
D RECT EXAM NATI ON
BY MR D ALLESANDRO

Q Conmi ssi oner Chappel l e, can you hear ne?
A Yes, | can.
Q Pl ease state your nane, title, and business

addr ess, pl ease.

A My nane is Laura Chappelle. 1'mthe current
Comm ssi oner of the M chigan Public Service Conmm ssion. M
busi ness address is 6545 Mercantile Way in Lansing,

M chi gan.
Q Do you have before you, a copy of the Prepared

Direct Testinony of Comm ssioner Laura Chappelle on Behalf



of the M chigan Public Service Conm ssion?

A Yes, | do.

Q Was that testinony prepared, either by you or
under your direct supervision?

A Yes, it was.

Q If today, |I'd ask you the sane questions that

appear in your prepared testinony, would your answers be the

sane?
A Yes, they woul d.
Q Pl ease summari ze your testinony at this point.
A Yes, | will. [I'dlike to first take this

opportunity to thank the Comm ssion for the opportunity to
present the views of the Mchigan Public Service Comm ssion.

Particularly, I'd like to thank Presiding Law Judge Cowan
for allowing ne to participate by phone.

The M chi gan Public Service Conm ssion has been
actively involved for many years in efforts to devel op an
effective M dwest regional transm ssion organization.

M chi gan appreciates all of the efforts and regul atory
initiatives to help us achieve this very inportant goal

This initiative could not have cone at a nore
crucial tine. ldentifying inpedinents to certain utilities
joining an RTO and finding solutions to find ful
menbership, is essential to the devel opnent of a reliable

transm ssion grid and the inplenmentation of a joint conmon



mar ket .

Markets with holes do not work; in fact, they
hurt reliability. There is nounting evidence that |oop
flows played a significant role in the recent August 14th
bl ackout .

It is clear that if the forner Alliance Conpanies
were either nenbers of the Mdwest 1SO or, at the very
| east, were nenbers of a fully-functional joint and common
market, the | oop flow problem would have been significantly
mtigated, if not outright elimnated.

Assum ng the Conmm ssion stays with its approval
of the new PJM Conpany's decision to join PIM it's
essential to hold Mchigan harmess fromloop flow W nust
be assured of the sane degree of protection fromloop flows
that we woul d have enjoyed, had all of the former Alliance
Conpani es joined the M dwest | SO

It remains to be seen whether a properly
structured joint operating agreenent can achieve this very
i nportant objective. M chigan applauds FERC s elim nation
of all through- and out-rates as an essential step toward
elimnating the irregul ar seans caused by the choices of a
new PJM conpany.

Not wi t hst andi ng the source of those probl ens,

M chigan is not opposed to providing conpensation of the

resulting | ost revenues, provided that Mchigan entities do



not have to pay nore for their nost recent 12-nonth invoices
over a two-year transm ssion period.

M chi gan cannot overstate the inportance of the
instant initiative to break the RTO |l ogjam Achieving ful
RTO nenbership without seans, is essential for inproving the
reliability of our transmssion grid and inplenentation of a
joint and common conpetitive nmarket.

To achi eve these goals, FERC needs to act
pronptly under its existing authority to resolve the issues
pendi ng before it on Mchigan reliability issues, |oop flow,
and | ost revenues, and continue working with the state to
resolve the inpedinents to the utilities joining the RTGCs.

Agai n, thank you very nuch for our opportunity to
participate in this very inportant hearing today.

MR D ALLESANDRO. Thank you, Comm ssi oner
Chappelle. At this point, Your Honor, would nove into
evi dence, what's been identified as Exhibit MPSC-1 and MPSC
2. Two copi es have been given to the Court Reporter
al ready, Your Honor, and | have one for you, the sane one
that was filed with the Conmm ssion

PRESI DI NG JUDGE: Very well, thank you, M.

D Al l esandro. Any objection to receiving MPSC-1 and 2 into
evi dence?

(No response.)

PRESI DI NG JUDGE: |f there's no objections, the



aforenmentioned exhibits will be received into evidence.
(Exhi bit Nunbered MPSC-1 and MPSC
2 were marked for identification
and received in evidence.)
PRESI DI NG JUDGE: Commi ssi oner Chappelle is
avail abl e for questioni ng?
MR D ALLESANDRO.  Yes, she is, Your Honor.
PRESI DI NG JUDGE: Does Staff have any questions?
MR BARDEE: Yes, Your Honor, and Ms. Marlette
will start the questioning.

PRESI DI NG JUDGE: Pl ease, Ms. Marlette, you may

pr oceed.
CRCSS EXAM NATI ON
BY M5. MARLETTE:
Q CGood afternoon, Conm ssioner Chappelle. | just

have a couple of prelimnary clarification questions. n
page 12 of your witten testinony, you state that M chigan's
Legi sl ature enacted a | aw requiring AEP's M chi gan
affiliate, Indiana-Mchigan Power Conpany, to either divest
itself of its transmssion lines or belong to an RTO
Wul d you please clarify for the record, is that

the legislation that was signed into |law in June of 2000,
over three years ago?

A Yes, it was. That was Mchigan's restructuring

law, which is Public Law 141 in 2000.



Q So AEP's M chigan subsidiary currently is in
nonconpl i ance with the M chigan | aw?

A Vel |, we do have an open docket on that, so |
won't give you the finality of an answer to that. W do
have an open docket to explore that very issue, and, in
fact, ask why they should not be held out of conpliance for
violating that |aw

Q Thank you. You also reference on page 12 of your
witten testinony, the actions of the Virginia Legislature
and the Kentucky Public Service Conmm ssion, which prohibit
AEP fromtransferring functional control of transm ssion
facilities located in those states, to PIM

You al so state, and | quote, "Your decision could
have an adverse inpact upon the conpetitiveness and
reliability of electric service in Mchigan, particularly if
the actions of one or two states result in prohibiting all
AEP operating conpanies fromjoining an RTQ " end quote.

Wul d you pl ease el aborate on the potenti al
i mpacts that these other state actions could have on
M chi gan cust oners?

A Particularly with the formation at this very
critical time of a functional joint and common market, even
with regard to whol esal e markets, the fact that we -- as one
staff nmenber commented, what appears in the Mdwest right

now | ooks |i ke swi ss cheese.



The fact that we have real holes in our market
and those hol es affect seans issues and |oop flow issues, it
affects the rates and the terns and the availability of
service, just even on a wholesale level, are primarily what
is inmportant to M chigan.

W do operate -- you may know M chigan is part of
t he organi zation of M SO states, a grouping of about 15
regi onal bodies that have cone together to try and address
certain transm ssion issues.

What | particularly |ike about that organization
is that you have sone states |ike Mchigan and Illinois,
which are retail wheeling states, however, you have ot her
states that are not, Indiana being one of them

But we can all agree to the inportance of a
functional whol esal e market, and | think, predom nantly,
that is our biggest concern, is the functionality of the
market, the reliability of the market that certainly August
14t h has brought to bear.

Just as one state should not force upon other
states, pressure to open up their retail markets, other
states, directly or indirectly, shouldn't stop reliability
i nprovenents and the inprovenents in whol esal e markets from
formng, as well.

Q Thank you. This next question will overlap with

the one | just asked. I'mgoing to state it a slightly



different way.

If AEP fails to transfer its facilities to an RTO
as a result of the actions of Virginia and Kentucky's
governnental entities, will that, in your opinion,
negatively affect the economc utilization of facilities and
resources in the state of M chi gan?

A Yes. | would defer -- | know Detroit Edison and
| PC are both there today to present testinony, but certainly
we woul d say, yes, in a very negative manner, we would be
af f ect ed.

Q Thank you. | don't know if you were able to hear
all of the discussion today, but in your testinony,
including in your summary of concl usions, you state that all
maj or transm ssion systens within the Mdwest Regi on nust be
fully integrated into an RTO, pronptly.

Today, AEP, both in its witten testinony and in
oral discussion here, has proposed an alternative conprom se
under which AEP would partially integrate the system It
woul d transfer functional control of facilities to PIJM but
woul d not be integrated into the PIJM market and woul d not
participate in PIMs market-based congestion nanagenent
system

AEP also refers in its testinony -- or states,
excuse ne -- that this proposal resenbles a solution that

had previously been put forward by the Conm ssions of Chio,



M chi gan, and Pennsylvania. | don't know if you have had
time to think about their alternative proposals. Do you
have any prelimnary views about it?

A | don't think that we woul d agree, necessarily,
that that is our proposal. | would say that, prelimnarily,

we woul d have sone real concerns with that.

Again, | think the end ganme -- and the qui cker we
get there, the better -- has to be a fully-functional, joint
and common market. It can't be steps that further

per petuate seans issues, unfair pricing issues.

And, again, what's predom nant on Mchigan's m nd
right nowis reliability, and it hasn't been shown how t hat
woul d even help reliability, so with all due respect, |
t hi nk we woul d be wanting to get further comment on why,
exactly, kind of that half-step approach isn't really the
necessary approach that | think needs to be taken for the
sol uti on.

Q Just as a rem nder, Judge Cowan gave parties ten
days to file witten comments, so please feel free to do
that on that issue.

My last question: 1t's very clear to all of us
inthis roomthat AEP' s transm ssion systemis a prine
exanple of a nmultistate interstate systemand that their
operation and use of their transm ssion system can

significantly affect interstate commerce. |In fact, | think



we're talking 11 states here.

How, in your opinion, can this Conmm ssion best
resolve the interstate conflicts that have cone about from
the differing state decisions wth regard to AEP' s RTO
participation? | would wel cone both substantive
recomendati ons, as well as any next steps, procedural
reconmendat i ons.

A I"mgoing to give a couple thoughts and preface
this that these are going to be ny personal comments as a
Conm ssioner. Certainly, informally, you do have this
association that is well along the way, this organization of
M SO states that's attenpting very quickly to work out sone
of these very difficult issues, and so, again, | think, as
FERC has reached out to these nultistate entities, in
response, we are trying to respond by doing what we can to
bring nmultistate approaches to very difficult issues.

| also would agree with those commentators that
FERC al ready has existing |legal authority to address
interstate transm ssion issues, and | say that carefully
because | have been a strong opponent of exercising that
authority over certain states.

I am on many records, opposing FERC preenption,
either by way of a backstop or outright preenption of a
state's siting authority.

But having said that, again, | think, as an



attorney, | could still note that that authority exists
within FERC and on a |l egal basis, | think that FERC has the
option and the legal right to exercise their authority in
this regard, to nove nmarkets along where it directly inpacts
interstate conmmerce

M5. MARLETTE: Thank you. | don't have any ot her
guesti ons.

PRESI DI NG JUDGE: Does any other Staff nenber
have questions? Kevin?

CROSS EXAM NATI ON

BY MR KELLY:

Q Conmi ssi oner Chappelle, this is Kevin Kelly. |
have just one question.

I n your opening remarks, you called on FERC to
act pronptly, and also to confer with the states. Wat,
exactly, were you asking FERC to do pronptly?

A I think we're starting to get at a crossroads of
needi ng sone real decisions to be nmade by FERC. | respect
previous parties for various reasons, who need tinme or are
suggesting nore time for negotiation, and | certainly
respect that.

Certainly FERC has done -- | think | cannot
commend FERC enough for listening to states. You've
listened to us when we were saying that states had to have a

role in these transm ssion issues, and your response was a



very effective role could be nultistate entities. And I
think you will see nore and nore states that are respondi ng.

But to your exact question of what FERC can do
promptly: Pronptly, what FERC can do, even though, again,
as to Mchigan, we wouldn't necessarily agree with exactly
how t hese markets are formul ated, given our preference, we
woul d have preferred that Com Ed and AEP join M SO

That does not appear to be the case. It |ooks
now | i ke what we just need is a parent up there in D.C. to
start maki ng sone of these tough decisions and nove the
market along to the best of its ability to benefit, as
Conm ssi oner Brownell said in the opening, really to put
custonmers first and forenost and to try and | ook in that
regard to start resolving these issues.

MR KELLY: Thank you.

PRESI DI NG JUDGE: Anything else from Staff?

(No response.)

PRESI DI NG JUDGE: Do any of the Conm ssioners
have any questi ons of Conm ssi oner Chappelle?

CHAl RVAN WOCOD:  Conmi ssi oner Chappelle, it's Pat
Wod. | don't have any questions. | just want to thank you
for participating today, and appreciate the Conm ssion's

interest in our proceeding here.



COW SSI ONER BROMNELL: | would like to add to
that the consistency and substance wi th which the M dwest
Conm ssi oners have commented | ong before we even envi si oned
RSCs has really added great value to the discussion. W
appreci ate your |eadership and the | eadership of your
col | eagues and hope you'll keep it up. We'Ill provide that
adul t supervi si on.

PRESI DI NG JUDGE: Very well, thank you for your
testinony, Comm ssioner Chappelle. | have the pl easure of
sayi ng you are excused as a w tness.

(Wtness excused.)

PRESI DI NG JUDGE: Cetting back to the order of
witnesses in the proceeding, let nme just say that this
category that we're in now includes state conm ssions and
state interests. The testinony you just heard from
Conm ssi oner Chappelle of the Mchigan commssion, is the
only formal testinonial subm ssion we've received fromthe
states for testinony here today, but we have received
comments fromthe Kentucky Public Service Conm ssion, the
I ndiana Public Wilities Regul atory Conmm ssion, a joint
filing by the North Carolina Uilities Conm ssion, the
public staff of the North Carolina Public UWilities
Conm ssion, and the Attorney-General of North Carolina.

W' ve al so received comments fromthe Virginia

State Corporation Conm ssion and the M ssouri Public Service



Conmi ssi on.

I know that today we al so had the Chio Conm ssion
represented in the audience and | believe they intend to
file comments after the close of today and tonorrow s
proceedi ngs and taki ng advantage of the 10 days | think that
we provided and will include their participation in that
time frame.

Are there any other state interests or state
parties that wish to be heard at this tine? Yes sir?

MR LEVIN.  Your Honor? John Levin fromthe
Pennsyl vania Commssion. [|'d like to note that we filed
coments as wel |.

PRESI DI NG JUDGE: You did. | apologize for that.
| was using an old list and you weren't on there. | do have
your comments.

MR LEVIN. Thank you, Your Honor.

PRESI D NG JUDGE: Thank you. Very well.

The next witness, and | think we should proceed,
is the PIMInterconnection LLC. | think we have M. Spector
to present that w tness.

Wher eupon,

R CHARD A. WODYKA,
A w tness having been called for exam nation, and, having
first been duly sworn, was exam ned and testified as

foll ows:



DI RECT EXAM NATI ON
BY MR SPECTOR

Q M. Wdyka, state your full name and position
with PIM
A Ri chard Wdyka, senior vice president in charge

of RTO coordi nation and integration.

Q You have before you what's been marked as Exhi bit
PIM 1, the prepared direct testinony of R chard A W.dyka on
behal f of the PIJMInterconnection LLC?

A Yes | do.

Q Was that prepared under your supervision?

A Yes it was.

Q Was it true and accurate to the best of your

bel i ef and know edge?

A Yes it is.
Q Pl ease summari ze that testinony.
A Yes, thank you. Judge Cowan, Chairnman Wod,
Conm ssi oner Brownel |, Comm ssi oner Massey, PJM conmends the

Comm ssion for taking the initiative in this area and
appreci ates the opportunity to contribute to the record the
Comm ssion is developing in this proceeding.

My testinony on behalf of PIM | update the
Conm ssion on PIMs efforts to integrate each of the new
conpanies into the PJM market.

PJM was on schedule to integrate ComEd into the



PJM mar ket on Novenber 1, 2003, being fully functioning in
the market in Northern Illinois. This is predicated on
neeting all the Conm ssion's conditions related to getting
NAERC approval of PIJMs proposed reliability plan that was
negotiated with the m dwest | SO

PJM was positioned to receive the MRC approva
of the reliability plan at the end of August, but the
bl ackout of August 14 preenpted the M RC operating commttee
review at that time. PIJMhas worked well with the M dwest
ISOto arrive at a proposed joint operating agreenent and
reliability plan and was planning to file this docunment wth
the Conm ssion at the end of August.

The joint operating agreenent grew out of a super
regi onal congesti on nmanagenent white paper which was jointly
i ssued by PUIM and M dwest |1SO  This underwent severa
iterations and extensive stakehol der comments. PIJMis now
working with the Mdwest 1SO to incorporate any changes
needed in the joint operating agreenent and the reliability
pl an.

As a result of the August 14 bl ackout, PIJM
continues to proceed with all other necessary integration
work so we will be able to inplenent and extend the PIM
market to Northern Illinois as soon as M RC approves the
reliability plan and the Conmm ssi on approves the joint

operating agreenent and other related tariff changes.



PIMw || provide the market participants at | east
t hree nonths' advance notice of a new ComEd integration
date, which can be as early as March 1, 2004.

As to AEP in Dayton, PJMcontinues to work
towards a market integration commencenent date as of Cctober
1, 2004, for those two transm ssion owners. As has been
previously referred to the Comm ssion, this date was
selected with the cooperation of those transm ssion owners
reflecting the restrictions placed on the AEP by the
Virginia legislation. PIJMs systemand infrastructure wll
be available to integrate AEP and Dayton at any tinme on or
after that date, although PIJM coul d accelerate this date
into the Spring of 2004 absent any regulatory restrictions.

It is not advisable that we integrate all the new
conpani es sinultaneously or to integrate any of the
conpani es over our summer peak peri od.

As requested by the Septenber 12 order, ny
testinony also identifies areas where the Conmm ssion action
can facilitate integration of the new transm ssion conpani es
into PIM

Thank you again for this opportunity to provide
you this testinony today.

MR SPECTOR | would like to nove the adm ssion
of Exhibit PIM1 and offer the witness for cross

exam nati on



PRESI DI NG JUDGE: Any objection to receiving this
exhibit into evidence?

(No response.)

PRESI DI NG JUDGE: PJM 1 is received into evidence
and staff may proceed with any questions they have on cross
exam nati on

MR BARDEE: Ms. Fernandez will begin cross
exam nati on

(Exhi bit Nunber PIM1 was narked
for identification and received in
evi dence.)

CROSS EXAM NATI ON

BY M5. FERNANDEZ:

Q Good afternoon. | guess I'd like to start first
with the interimsolution that AEP di scussed earlier today
in their testinony, under which AEP would turn over
functional control of its transmssion facilities to PIM

However, AEP woul d not participate in congestion
managenent system nor would it participate in the energy
markets. Has PJM discussed this proposal w th AEP?

A AEP has not consulted with PIJM before they put
forward the proposal. | did consult with themon Friday in
response after having read their testinony, but not
bef or ehand.

Q Does PJM have concerns about this proposal as to



how well it would work within the PJM market? This proposa
|l ooks a lot |ike day one integration.

In POIM our integration originally included the
day one and day two integration. The AEP proposal, while
it's not identical, it is very simlar to our original plan
to take over certain transmssion related functions first,
then nove on to a full integration of the markets a short
tinme |ater.

This particular proposal, as | said, |ooks a |ot
like a day one integration and we woul d not be opposed to
proceeding with a day one integration.

However, the instant reaction of nost of the PIM
nmenbers who call ed ne between the tinme the testinony was
filed and today, expressed significant concerns about not
having a day two integration date selected. |If they viewed
this as the end state, the PIJM nenbership woul d not view
this as a positive nove forward.

Q In order to go ahead with these changes you woul d
have to make a nunber of changes in your original proposa
when you had a day one proposal and a day two proposal for
t he new PJM conpani es. There were a nunber of proposed
changes to PIMs tariff, | believe also to the operating
agreenent and also to the reliability agreenent.

A That's correct.

Q So all those changes woul d have to go through the



PIJM nenbership in order to go ahead wth AEP s proposal ?

A | believe the magjority of those changes have
al ready been filed and accepted by the Conm ssion. Again,
we haven't dealt into the details of what AEP has proposed.
There m ght be nodifications to those changes that were
previously filed. W would have to take that and eval uate
t hat .

Q Wul d you have to go back to the nmenbers as you
stated before when you nade the proposal for day one and day

two? The difference between day one and day two was several

nont hs.
A That's correct.
Q Until there's full integration, based on your

di scussions with the nmenbers and | guess within the by-Iaws,
woul d you have to go back to the nenbership to seek approva
for adopting this as a day one solution without a definitive
date when there woul d be a day two for integration of AEP?
A For sure we would reviewthis with all the PIM
st akehol ders whet her we woul d need their approval to make
any agreenent changes, it depends on what those agreenent
changes woul d be, but for sure, we would go back to our
st akehol der process and discuss this with all the
st akehol ders.
Q Do you have any concerns about how AEFP s proposa

woul d operate if it was for nore than a few nonths?



A | do have sone concerns that this would be an
open ended proposal. It could affect a nunber of itens |ike
our planni ng process, obviously our congestion nmanagenent
pr ocess. There are a nunber of itens that this could
i npact and we haven't eval uated those since the proposal
just cane out.

Q How woul d this affect the planning process?

A Vell, | think it was suggested earlier that they
woul d cone under the sanme general authorities that the
current PIJMtransm ssion owners conme under as far as the PIJM
regi onal planning process. | would have sonme concerns
whet her we coul d evaluate their systemfor economc
i nprovenents to nmake the market nore efficient if there
wasn't a market, for exanple.

So there would be a m xed bag of our authorities
and responsibilities regarding the AEP territory.

Q What about congestion nmanagenent? Wat woul d
your concerns be there?

A Just that there wasn't a congesti on managenent
system W would have to inplenent that as a market to non
mar ket integration.

Q How woul d AEP' s proposed sol ution, how woul d
that, in your opinion, affect the integration of Dayton
Power and Light and Commonweal t h Edi son?

A Commonweal th Edi son is very straightforward.



That does not inpact that at all. W are prepared to nove
forward with Commonweal t h Edi son.

As Betsy Molar testified earlier, both parties
were ready, willing and able to proceed. Unfortunately, the
August 14 bl ackout has caused PJMto call a tinme out to
eval uate thoroughly what nmay have caused this and are there
i nprovenents to our reliability plans and our joint
operating agreenent that effectuate that?

Dayt on, unfortunately, because of the topol ogy
and geography of the system bei ng enbedded basically within
AEP, that's a different circunstances, whether a conpetitive
mar ket could be put in there for them we have not eval uated
t hat scenari o.

Q Coul d you explain why it would be easier to
integrate Commonweal th Edison? |s it because?

A They had the firmtransm ssion service avail abl e
whi ch allows us to connect the nmarket pl aces.

Q And because of that transm ssion service, there's

a path through AEP to PIM?

A That's correct.
Q Wiereas there isn't one with Dayton Power and
Li ght ?
A That's correct.
Q I"d like to talk nowa little bit about the joint

operating agreenent. Wlat is the status of the joint



operati ng agreenent ?

A The joint operating agreenent was a very good
cooperative effort between PIMand M SO W had published
that to both sets of stakehol ders back in August. W had
planned to file it at the end of August. Unfortunately the
August 14 bl ackout occurred.

In response to that, both parties agreed that we
would call a tinme out and evaluate were there any additional
i nprovenents that we should be making to that joint
operating agreenent before we noved it forward on to the
Conm ssion's approval. W had sone neetings. W are
preparing that docunent. W are evaluating fromboth sides
what may need to be changed in that docunent. W feel very
confident that we'll nake sone inprovenents in that docunent
and file that early in Decenber for the Comm ssion's review
and approval .

Q Have you gone through discussions with their
st akehol ders in PJM about the joint operating agreenent?

A Previously in the August tine frame we had
solicited comments fromboth the M SO and the PIM
st akehol ders. W had received sone. W' ve already begun
t he process to incorporate those.

The next set of changes in response to what
happened on August 14 are the ones we're still evaluating

and plan to update the joint operating agreenent and



reliability plans to consider those then put those back out
for stakehol der review in the Novenber tinme frame and hope
to file that, as | said, in early Decenber.

Q In terms of under the joint operating agreenent,
there was a contenplation that | believe you would use the
whi te paper to manage congesti on between a market to non
mar ket situation and a market to market situation?

A That's correct.

Q How woul d the joint operating agreenment apply in
a situation such as AEP' s proposed sol ution where they woul d
be part of PIJMthat would not be under a market solution for
congesti on managenent ?

A Again, we've not evaluated that. | can only
opine at this point that it would be treated as a market to
non market solution. W would have to evaluate that.

Q Wul d adoption of AEP s proposed sol ution,
guess it mght be prelimnary to use, whether it would
require other changes in the joint operating agreenent?

A | don't believe so. | believe, again, we would
treat themthe sane as we woul d any of our nei ghbors who do
not have markets at this point intine. | don't believe
that woul d necessitate any changes to the joint operating
agreenent for that.

Q I"d also like to clarify sort of what aspects of

the joint operating agreenent and | guess changes in PJM



menber shi p, would require changes in the reliability plan

that woul d be subject to NAERC approval? Is it the addition

of, I guess we now have the possibility of AEP under either
full integration or interimsolution? Comonweal th Edi son
and Dayton Power and Light and potentially Illinois Power,

whi ch of those woul d requi re NAERC approval ?

A Just to set the record straight, there is a
reliability plan in existence today. That reliability plan
was i nproved or predicated on the fact that we were going to
integrate actually AEP and Dayton | ast spring. That went
t hrough the official NAERC process and received official
NAERC approval for that particular reliability plan.

Wiat's mssing is the ComEd part of that, the
expansion of the territory to enconpass ComEd. As a result
of the configuration of ComEd joining PIMpotentially on a
stand al one basis, there are additional changes to
accommpdate that firmtransm ssion service pathway between
ComEd's territory and the existing PIMterritory that
necessitated us updating the reliability plan as well as
t hen we had proceeded with significant progress in
devel oping this interregi onal congestion nmanagenent protoco
that's part of the joint operating agreenent. The
reliability plan, technically is a subset of the joint
operating agreenent. The joint operating agreenent is the

| arger docunent that enconpasses nore el enents than the



reliability plan does.

So the reliability plan is a subset of the joint
operating agreenent and we do need to take that back to the
of ficial NAERC process. W were positioned to do that in
August. Again, unfortunately, the August 14 episode
happened. W are positioned again to take that back through
t he NAERC process. W believe the reliability plan on the
joint operating agreenent as they exist today are superior
to any other reliability plan or coordination agreenent
bet ween nei ghboring systens. W believe this is a superior
docunmentation that will again inprove the reliability,
enhance reliability and send us toward the joint and conmmon
market. The joint operating agreenent is a necessary step
to achieving a joint common mar ket between PJM and M SO

Q If I can clarify, then, you, PJM does not
bel i eve there woul d be changes needed for the reliability
pl an that woul d require NAERC approval to integrate Dayton
and AEP?

A W' re evaluating that reliability plan in
response to the August 14 blackout. That's the only
necessity for updating that and if there are additional
changes, we've received sonme comrents fromthe stakehol ders
on the joint operating agreenent. W are eval uating what
changes we are going to incorporate as a result of the

st akehol ders' feedback. W would Iikely nake and update



that reliability plan that is in place today.

Q In ternms of the joint and common nar ket
devel opnent of that, what is the current schedul e for
devel opi ng an actual inplenmentation of the common narket,
the joint and comon market ?

A The joint and common markets | believe was in the
end of the 2005 - 2006 tine frame. |If | could just try to
put a definition on the table to make sure that all of us
are tal king about the sane thing. Wen PIJMand M SO have
tal ked about a conmon market, we believe what that
represents is essentially the same type of markets being run
on both territories, including a security economc
constraint, dispatch |ocational marginal pricing, all the
el ements that conprise pretty nuch the PJM mar ket pl ace
t oday.

What the joint market was | think originally
| ooking Iike was a single security constraint dispatch
across the entire two territories, so the difference is a
security constraint dispatch for PIMand M SO as part of the
common mar ket coordi nati on of the seans and actual ly the
joint operating agreenent addresses how units on one side of
t he boundary can be utilized in congestion relief for
probl ens on the other side of the boundary and how t hose
units then get conpensated for that.

It's a question whether you have all that in



pl ace for the common market, what then is the val ue of
trying to go to a joint and conmon market with a single
security dispatch across that entire footprint which may
have sone technol ogy issues associated with it.

Q At what point would M SO and PJM achi eve? Wat's
the tine line for achieving the coordi nati on across seans?

A That coordi nation across the seans is part of the
joint operating agreenent that we plan to file as |I said, in
Decenber. Once that gets approved, there are provisions in
there even on a market to non nmarket basis for utilizing
generation on one side of the border to help relieve

probl ens on the other side.

Q But that's for the end state of going to a market
to market?

A Utimately with a market to market, correct.

Q The market to market is envisioned to take place
when?

A M SO just republished their market schedule. [|'m

not totally famliar with it other than the original plan of
impl erenting the full market in next spring has been
del ayed, | understand.

Q How does the uncertainty regarding the status of
AEP affect the time line for the devel opnent of the
coordi nati on between M SO and PJMWP

A It does not affect it because, again, the joint



operating agreenent allows for a market to non market
interface. One of the things that is necessary, though, is
t he coordination agreenent between M SO AEP and PJM absent
AEP belonging to an RTO W' ve had discussions with AEP on
that matter. W expect to have a coordi nation agreenent.
It's necessary if that is howthe systemis configured at
that point intine. So when we integrate ComEd, if AEP is
not in either PIMor M SO, then there has to be a

coordi nati on agreenent between M SO AEP and PIJM

Q When you're saying "not in PIM" do you nean
short of a full integration into PIM

A Correct. Just as a transition step. |If we nove
forward with ComEd we still need a coordinati on agreenent

with AEP and we have been working on that.

But again, in light of the August 14th, we needed
to re-evaluate that. W needed to bring M SO into those
di scussions, which we are in the process of doing. It needs
to be a three-way agreenent between PIJM M SO and AEP

Q Wul d the coordi nati on agreenent affect the
reliability plans?

A | don't believe they will. | believe those
reliability plans, again, are nore affected by the August
14t h eval uati on and stakehol der input we've already
recei ved.

Q Again, this is something where you don't believe



you can nove forward with the coordination agreenent until
you sort of see the outconme of the August 14th
i nvestigation?

A Vell, | wouldn't say we're waiting totally on the
August 14th investigation. W anticipate getting sone
prelimnary findings in the next nonth or so and we're very
much a part of those discussions as we find things out.

W're trying to update things as we go down the
path. W're not waiting until the final report.

Q Are there el enents that require approval by NAERC
bef ore you could nove forward on thenf

A | don't believe so.

Q In AEP's proposal, they say they would
participate in the markets through bilateral arrangenents.

Do you see any benefits to that type of participation?

A That's no different than they have the ability to
do today.
Q In terms of their proposal do you see benefits

for the conpetitiveness of the market or integration?

A Not fromthat perspective. They have the ability
to bid into PIMs narketplace today on a bilateral basis.
They would not bring the true value of an entire marketpl ace
t hat enconpasses Com Ed, AEP, Dayton, by them participating
in that now.

Q One final series of questions in terns of cost



benefit anal yses. Has PJM done cost benefit anal yses that
sort out the benefits of all the new PJM conpani es
integrating into PIJM?

A Just to clarify, we don't do cost benefit
analysis. Wiat we try to provide the joining nenbers is a
mar ket anal ysis. That market analysis evaluates a single
security constraint to dispatch across the newterritory and
how that froma production cost basis then could provide
val ue to the custoners of that expanded territory, as well
as the existing custonmers in PIMtoday. W have provided
that analysis in different instances to several RTGs.

Q Have you done that separately for each of the new
PJM conpani es?

A I believe we have done that separately for each
of themexcept | don't believe we did one for Dayton.

That's ny best recoll ection.

Q Coul d you provide those for the record?
A Sur e.
M5. FERNANDEZ: Thank you. | don't have any nore
guesti ons.

PRESI DI NG JUDGE: Does any ot her staff nenber
have any questions?

(No response.)

PRESI DI NG JUDGE:  Chai r man Wod?

CHAl RVAN WOOD: | ' m okay.



PRESI DI NG JUDGE: Al set?

(No response.)

PRESI D NG JUDGE: Thank you very much for your
testinony, M. Wdyka.

(Wtness excused.)

PRESIDING JUDGE: | think we're going to call it
a day. Thank you very nuch for your participation. W'l|
| ook forward to seeing you at 9:00 a.m tonorrow norning,
sane place, sane station. W'Il pick it up fromthere.
It's ten to five. W are recessed until nine tonorrow.

(Whereupon, at 4:50 p.m, the hearing was
recessed, to reconvene at 9:00 a.m, Tuesday, Septenber 30,

2003. )
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