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PROCEEDI NGS

CHAI RMAN WOOD: Good afternoon. |'m Pat
Wbod, Chairman of FERC and |'d |ike to wel conme you
all to our White Paper Technical Conference for the
New Yor k i ndependent system appraisers. This is a
formal neeting of the Federal Energy Regul atory
Commi ssi on, FERC, and the discussion here will be
transcri bed today. So as we go through the day, if
you haven't been introduced or otherw se recognized,
if you could, for the courtesy of the transcriber
here, just say who you are, that will be great.

If you have a cell phone or sonme audible
device, if you want to put that on silent, to
vibrate, that will be great as well.

The point of our conference today is to
under stand where we are as we travel across the
nation in response to our initiatives on standard
mar ket design, which we put out for discussion and
for proposal last summer and revised in April, with
the White Paper that is its nanme.

This conference was a commtnent to go
across the country to the different regions, to the
di fferent devel oping electricity, whol esal e markets,
and get an understanding for the status of those

mar kets, for the issues that remai ned unaddressed or
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out standi ng or unresolved in those nmarkets, and we
pl ayed for a tenplate of eight |large mpjor areas in
the White Paper to focus on.

Fromthat tenplate here in New York, based
on both our discussions with | SO | eadership, with
the Station Comm ssion | eadership, with market
partici pants and, inportantly, from prior orders of
our Commi ssion, we had identified three |arge
groupi ngs of itenms for consideration that we would
like to focus on today.

The first of those is transm ssion
pl anni ng and transm ssi on expansion; the second of
t hose i s pancaking and transm ssion rates and seans
with the nei ghboring regional transm ssion
organi zations or 1SGOs; and third, governnent issues
that we tend to see really in the nore mature | SGCs,
in this one, and the PYMs cone up for narket
participants that are of interest to our Comm ssion
as we try to nove along with the agenda toward
conpl ete transparent, vibrant, robust, fair,

i nvestor-friendly, custoner-friendly, wholesale
mar kets. A | ot of adjectives there.

We want to make sure you check them all
Al'l of the, I want to say the groundrules for this,

as it has been for all of the other comm ssions, has
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been as robust and w de open as possi bl e.

We want to discourage people from sticking
to scripts or giving party lines, but we really want
to understand and we will be involved in asking
questions, certainly. M two colleagues, WIIliam
Flynn and Bill Massey are pros at asking questions
of market participants, but at the end of the day,
when we open it up for discussion with other
regulators and with industry participants, we want
to basically let that be a tinme when issues that
have not been addressed, have not been raised by the
invited panelists, are welcone and invited at that
tinme.

We really, again, find these
opportunities. Unfortunately, they are nore settled
than they need to be, but we try to conmt to doing
nore outreach as these markets devel op and mature,
but we really want to get a very cl ear understanding
fromthe regulatory point of view as to what is
negligence, to ensure that all those adjectives in
front of the power market are satisfied up here in
New Yor k

"' m honored to wel cone the nenbers of the
i ndependent system operating board who are here

today. The Chairman and board nenbers are sitting
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over here. | want to thank you all for your

participation, fromBill Flynn, Chairman, New York
City PSC and his coll eagues, Ross at the PSC. [|'m
honored to have the Ken Fell, fromthe New York

Comm ssion and Tom Wel ch, from the Maine Conm ssion,
who are col | eagues and al so representatives of

adj acent |1 SOs and RTOs and probably have sone

t houghts to share with us |ater today.

So with those thoughts and introductions,
at this point, I would like to turn it over to
ei ther of ny colleagues, if they have anything to
add.

MS. ROBI NSON:  Not hi ng.

CHAI RMAN WOOD: Qur host, Conm ssioner
Bill Massey fromthe New York | SO.

Bill?

COWMM SSI ONER FLYNN: Good afternoon.
Thank you Chairman Wod, and wel come everybody.

I"d first like to welcone Pat and
Comm ssi oner Brownell and New York State and New
York City, as well as to thank FERC for holding this
conference today. Bill Massey and staff at the New
York |1SO deserves thanks as well for their efforts
and cooperation with nmy staff in preparation for

this conference.
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| would also like to thank G McGraph and
Consol i dated Edi son for hosting this conference.

Last, let nme take this opportunity to
personal | y thank enpl oyees of Con Ed and generating
plants in New York City for their efforts in
restoring power in New York City follow ng the
August bl ackout. Al the state's utilities,
generators and other market participants, including
the |1 SOCs, deserve credit and thanks for their
efforts to restore power follow ng the bl ackout.
When the lights went off in New York City, the
nati onal spotlight was, once again, shining bright
in New York, to see howthe City would respond to
its latest chall enge.

The professionals working for Con Ed and
generators in the city responded adm rably, under
the circunstances, to bring power back to the City
wi t hin about 30 hours, and I want to commend them
for their efforts.

Over here we discuss issues associ ated
with standard market design and to address ideas
that can occur for nore efficient inprovenent and
pricing following electricity, following the state
and | egal boundaries. What | would like to start

with, it goes slightly off the subject, is briefly
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to tal k about the bl ackout.

It was just about two nonths ago | ast week
that nore than 50 mllion people in the northeast
and Canada were thrown into the darkest, | argest
bl ackout in the nation's history. A lot of them
wr ot e about the event and | think in a rush to reach
concl usi ons, there has been some m sinformtion and
specul ati on that may have been reported as if it
were fact.

For better or worse, the frenzy and sense
of urgency surroundi ng the bl ackout seens to have
waned, but | can assure you, within the walls of the
Publ i c Service Comm ssi on, understanding the cause
of the blackout and its effects on the power grid in
New York State remain the highest priority for our
staff.

| mredi ately foll owing the blackout, at the
request of Governor Pataki, the Public Service
Conm ssion took the lead role in the state's inquiry
on the effects of the outage on New York. Based on
the results of this inquiry, we worked to devel op
sound recomendations to avoid future outages of
this nature.

At the risk of venturing into specul ation

before our inquiry was conplete, | would like to
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address sone of the information out there by

di scussing briefly what kind of policies or

regul atory changes | don't see com ng out of this
bl ackout in New York State.

First, | don't see the state turning away
fromenergy industry restructuring. This blackout
didn't distinguish, between regul ated or deregul ated
state, it inpact Ontario in nmuch the sanme way it
i npacted New York State. For sonme, deregulation nay
be a conveni ent explanation for the blackout. The
facts, as we know them sinply do not support that
conclusion. W believe deregulation is not the
answer .

Restructuring in New York State remains an
evol ving process and has probl ens and i ssues that
are identified that hinder the markets. We wil|
continue to devel op market-based sol uti ons and
adj ustments to enabl e conpetition and pronote
greater choice.

Some have suggested that deregul ati on has
all owed for a decline in capital investnment in the
transm ssion and distribution systens. They have
pointed to a statenent in the New York State
Pl anni ng Board that examned the liability of the

transm ssion and distribution systens in the state.
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Those referencing this liability study
failed to point out that it states very clearly that
the transm ssion systemin New York State actually
inproved in its ability to withstand severe
di sturbances, despite the decline in transm ssion
i nvestnents. | do not argue that no additional
i nvestnent in the transm ssion systemis needed in
t he post-bl ackout area, but to blame deregul ation
for the decline in transm ssion systens is sinmply
unfounded. In fact, our pro conpetitive
restructuring policies are attracting significant
interest where it's nost needed, including Cross
Hudson Cabl e and the proposed HVDC Cable, from
Al bany to New YorKk.

The liability study al so nmakes it very
clear, the transm ssion investnents began declining

| ong before the restructuring process was initiated

in New York State. In 1988 the transm ssion
investnment level in the state was 304 mllion
dollars. In 1994, the investnent |evel was already
|l ess than half it was in 1998, or about 160 mllion

dollars. That decline in investnment is a natural
response to changes of the siting of generation
facilities over the years, anong other things.

Large transm ssion investnents were

11
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necessary in the '70s and '80s, because at that tine
| arge generating facilities were being constructed
far away fromthe centers. During the late '80s and
t hroughout the '90s, nuch smaller generating
facilities were built in New York State and | ocated
closer to load centers, decreasing the need for
addi tional transm ssion. Since the blackout, others
have pointed to statenments fromthe New York | SO
that there is congestion on the transm ssion grid in
New York and investnments and upgrades to the grid
woul d al one alleviate that congestion. Again, |I'm
not here to refute that, but congestion is an
econom c issue and not a liability issue.

The fact that congestion exists on the New
York grid does not nean the grid isn't reliable or
even unecononmical. It sinmply nmeans that lines in
congested areas are effectively operating at full
capacity during peak peri ods.

It is onits owm a fact that there may not
be enough transm ssion to take advantage of the
| owest cost generation capacity during these tines.

Sonet hi ng that many people fail to
recogni ze is that congestion also has the ability to
nove around on the grid. 1In 1992, the central east

interface in New York State was congested only about
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four percent of the tine.

I n 1996, due largely to changes in
purchasi ng patterns, that sane interface was
congest ed about 70 percent of the tine.

By 2000, with no new i nvestnent or the
rei nforcenment of the transm ssion system congestion
on this interface had dropped down to about 40
percent of the tine.

VWhile there still may be econom ¢ reasons
to upgrade this area of the system clearly the
econom cs changed over tine.

Sol utions for a 70 percent congestion
problemare likely to be quite different from a
solution for a 40 percent congestion problem A |ot
of investnment could have been thrown at this,
"congestion problent in 1996. By allow ng the
mar ket to address the congestion issue first, we can
make a nore responsi ble analysis of the need for an
upgrade. Furthernore, there are numerous ways to
reduce congestion on the transm ssion system such
as siting power plants within | ow pockets,

i nvest nent and denmand reducti on and energy
efficiency measures or building generation on-site.

Congesti on does not necessarily warrant

i nvestment in new transm ssion |ines. That is

13
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sinply one of many nethods we are addressing. There
is clearly a need to identify any weaknesses in the
transm ssion systens and devel op solutions to
reinforce the system However, we should not use
t he bl ackout for an excuse to push for investnment
t hat may not be necessary. W need to understand
t he root cause of the blackout, devel oping pragmatic
solutions and do the right thing, rather than sinply
do sonet hi ng.

We sinmply cannot afford to throw noney at
a problemthat has not yet been identified just to
personal ly respond to personal agendas. | woul d
like to thank you for allowing me to venture
slightly off topic a bit, but | think the bl ackout
has a direct bearing on issues we'll be addressing
t oday, nost notably, transm ssion planning. |If the
bl ackout teaches us anything, there is a need to
view transm ssion planning on a regional basis, and
the rules for investnent nmust provide clarity and
certainty to market participants. | think the New
York 1SOis commtted to putting forth a sound
pl anni ng process and the departnment staff wll
continue the partnership we have established with
the 1SOin this process, but I don't think we should

necessarily end there. The next |ogical step would

14



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

be to integrate our planning process to ensure New
York transm ssion planning is optimzed with the

pl anni ng going on at PIM the New England | SO, and
our nei ghbors in Canada.

The PSC generally favors market investnment
in by transm ssion systenms, but we recogni ze the
mar ket may not al ways be capable of providing all
i nvest nents needed. Regulated investnment shoul d be
permtted but limted to projects identified by a
pl anni ng process, |ike the New York I1SOs that is
cl ear and understood by all market participants.

These regul ated i nvestnments shoul d be
carefully nonitored to ensure their necessary
responses to market failures, rather than a
roadbl ock to market based investnments. To the
extent market participants are adequately investing
in the new generation capacity, new transm ssion
capacity or even demand reduction to address
transm ssion issues, regulation should be avoi ded.
And to the greatest extent possible, beneficiaries
of these regul ated transm ssion investnments should
bear the cost of the upgrades.

In ternms of nmerchant investnments, we need
to ensure adequate centers are in place to stinulate

activity where it is warranted, and it nmay be

15
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necessary to create alternative streans rather tor
merchant transm ssion, than relying solely on
congesti on revenues which may not be sufficient. |
know t he New York State Public Service Conm ssion,

t he Federal Regul atory Energy Conm ssion and the New
Yor k i ndependent system operators |largely share the
sane vision of standard nmarket design and how

regi onal standard markets should ultimtely
function. W should elimnate rate pancaking and

t he Departnent endorses a recommendati on FERC
proposes in its White Paper. Pancaking is the |ow
hanging fruit that we can address relatively quickly
to produce a bigger seans inprovenents and having
wor ked closely with the 1SOin New York State to
devel op a proposal to elim nate pancaking, we | ook
forward to addressing the issues of our neighbors,

of PJM and the New Engl and | SO,

We are pleased to establish a new group to
address market nonitoring. Conpetitive markets
function best when consunmers have confidence in
them That confidence can be obtai ned when adequate
resources are in the market to di scourage
mani pul ati on by indentifying instances of
mani pul ati on and take corrective action. Any

increased efforts in this area will be greatly
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appr eci at ed.

Today's neeting will give us the
opportunity to go into the details of these issues
and take steps towards achieving our comon Vi sion.

| have confidence in devel oping the
relati onships. We prefer, New York | SO and the
mar ket participants operating in New York State. W
can work through any differences in the details
toward our common goal s.

Thank you, Ms. Chairnman.

CHAI RMAN WOQOD: Thank you, Chairman
Fl ynn.

We appreci ate those opening thoughts and
i ssues for today.

For our final opening coments, we have
t he Chai rman of the Managenent Commttee, Joe Qates
fromour host utility Con Ed, nenber | SO

MR. DEW TT: Those of you who know nme

wel | know that I'm not Joe P. Oates. Joe has been
detained and will be joining us |later.

| am Larry DeWtt. | work for the Pace
Energy Project. | represent environmental and

consumer interests at the New York ISO, and |I'm here
because | also currently serve as Chairman of the

Busi ness |Issues Committee for the New York | SO

17
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Busi ness | ssues Committee.

What |'mgoing to do is sinply read in the
first person Joe's comments, and | begin:

| thank you on behalf of all of the state
coalition for comng to New York for a technica
conference on whol esal e power nmarket design issues.

My remarks are general in nature and are
of fered as an overview for today's discussion.

I ndi vi dual market participants nmay not
necessarily agree entirely by choice -- and |I'm sure
they will let you know this when they do not. In
New York we believe that many of the el ements of the
proposed mar ket design al ready exist here. W have
been operating a whol esale electricity market for
about four years now and are living proof that many
of the elenments work: Locational pricing,
transm ssi on congestion contracts, capacity markets
and mar ket power nonetary.

As |'m sure you' ve heard, and will hear
| ater today, there are different opinions about the
way New York can inprove these el enents, but despite
t hese opinions, the fact is that our nmarkets are
wor ki ng.

VWi le New York is still an evol ving

mar ket, we believe we offer, in addition to the PIM
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a very good nodel of what works. In the first four
years, our markets, as is no surprise, singularly
have had sone grow ng pains. W have al so weat hered
an industry financial crisis and lately a bl ackout.
In spite of all of these challenges, the New York
mar ket still works well.

| think all market participants support
the need nationally for at |east some degree of
regional flexibility. As we recognize, in nmany
i nstances the physical nature of our galactic
systenms are different than in other parts of the
country, which sometinmes requires us to do things
differently.

What works for one area may not exact work
in ours, but while we agree that this is an
i nportant feature, we also want to rem nd the
Commi ssion that we need to be m ndful of
st andardi zati on and seans issues as well, to the
geogr aphi ¢ boundaries set forth by the northeast and
M dAtl antic | SOs may not be the sanme boundaries that
t he power systemfollows, and it is critically
i nportant that all markets work well together.

| am also here to tell you that nost
parties believe that the governmental process we

have set up in New York generally works well
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Through the managenment committee, we
continuously eval uate and periodically update nmarket
rul es and make changes that are needed to keep our
mar ket s wor ki ng effectively.

There are many issues that we deal with
that make their way to the Conmm ssion and at tines
t he Comm ssion has to be the arbitrator, to help us
deci de controversial issues, but it is also
i nportant to recogni ze that these issues are often
only a fraction of all the issues that we address
t hrough our stakehol der process.

Wth nmore than 30 conm ttees, working
groups and taskforces all chaired by stakehol ders
with full adm nistrative and technical support of
the New York 1SCs staff, we make these changes al
of the time. Many of these changes are in the end
generally agreed upon and make their way to the
Conm ssi on without any controversy. O course, if
we continue to nake additional changes to our market
and our processes, we will identify sonme issues
oursel ves and sonme issues will be directed by the
Commi ssi on.

Some will be controversial, sone will not,
but in any case, we |ook forward to working cl osely

with the Conm ssion to conti nue our successful

20
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mar ket .

As | close, | would like to |l eave you with
three inportant points to consider as we begin these
panel di scussions:

First, the New York |1SO already has
i npl emented the ultimte proposed whol esal e power
mar ket design and New York should be heral ded as an
exanmpl e of how the market design can work well. In
fact, we view sone benefits, sinultaneous
cooperative energy and ancillary service that is
superior to any other | SO

The stakehol der process: It just happens
t he stakehol der process usually works well for nost
mar ket participants. W work together to conprom se
and reach consensus on nmany i ssues.

| should al so note that the market
partici pants generally have a good wor ki ng
relationship with the New York |1SO staff and the New
York | SO board. All of these contributes to a
better understandi ng of the issues for many
different points of view.

Third, the issues that you see com ng
forth fromthe New York | SO stakehol der process are
but a fraction of all of the issues we work through

each day, and it seens |ike we always have |ots of

21
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comments and energi ng attendants on issues. Pl ease
remenber we are New Yorkers. There is no shortage
of thought wontedness or forthrightness here. Thank
you for the opportunity to share with the nmarkets.

| think Bill Museler will be taking up the
next presentation.

COWM SSI ONER MUSELER: Thank you, Larry.
Good afternoon, Chairmn Wod, Comm ssioner
Brownel |, Comm ssioner Massey. Thank very nuch for
joining us here today.

My role today is to set out nmjor issues
and provide the framework of the discussion you are
goi ng to hear.

What you will hear fromthe market
participants in the succeedi ng panel discussions
will really be a mcrocosm of how the New York | SO
wor ks, not perfect coordinating neetings, but
t here's enough consensus to make continuing progress
towar ds our common goal, ensuring reliability,
advancenent, conpetitive, robust markets. New York

generally neets the requirenments of the White Paper.

Wth the area still requiring major work,
bei ng pl anning, | know that we are noving
aggressively and will provide additional details in

a few m nutes.

22
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Qur work is admttedly a work in progress,
but 1 believe one of enough record of success to
war rant continuing on our current path, and with the
depl oynment of our new realtime scheduling system
next spring, we'll be in full conpliance with FERC s
direction on nmarket design as enbodied in the
Conmm ssion's network and White Paper. 1In fact, by
next summer the NYISO will be the only independent
transm ssion provider in the country with fully
automated ancillary markets evoked and headed into
real time.

As advocat ed by yourselves, by our board,
by our market participants, we have taken the
initiative in a nunber of areas to resolve sone
issues in order to achieve a majority of benefits
that will accrue from conmbi ning FERC s operations
and conbi ning di spatch fromthe general areas.

The NYI SO have several inter-area
coordi nating agreenents in place that include all of
our nei ghbors and whi ch address operation, planning
and mar ket design issues of conmmon interest.

As you know, from our coordinating to our
Commi ssi on, significant progress has been made in
addressi ng and resol ving numerous inter-area seans

i ssues throughout the northeast, including PIM W
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are also taking steps to devel op broad regi ona
reserve and regul ation sharing agreenents.

The |1 SO Council, which I Chair, is |eading
the efforts to further inprove inter-area regional
conmuni cation by noving toward a conmon data fl aw.

I would note especially that New York, New Engl and,
PJM and Ontario al ready exchange operati onal
information via the data |ink and New York and New
Engl and and the | SO RTO Council for devel oping the
common i nformati on extension which will allow a
realti me exchange of market data for the first tinme.
This is the technol ogy direction that FERC has been
encouraging to allow capability between the |I1SO and
RTO software systens.

Pancake, the elim nation of export fees
bet ween New York and the adjacent regions is the
hi ghest priority of the New York I1SO. During early
2003 NYI SO was successful in working with the New
York service transm ssion and New York Conm ssion
for devel oping a set of principles for the
elimnation of export fees fromthe New York contro
area, and that was presented to our stakeholders in
June. Bill Flynn was instrunmental in achieving
this agreenent.

It is just that since that tinme we have
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worked with many control areas, including IM3s, to
schedul e agreenents | eading to reciprocal agreenents
on each of our borders, determ ning basically, it
takes two to tango. Qur goal is the elimnation of
export fees, to actually start reduction,
elimnating them next year, in 2004, starting with

t he New Yor k/ New Engl and i nterface.

We recently held a productive neeting with
| SO New Engl and and the transm ssion owners from
bot h New York and New Engl and, at which both present
i ndi cated their support for reaching a reciprocal
agreenment as soon as possi bl e.

Good progress was nade and there is
anot her neeting scheduled for m d Novenber.

The New York |1SO has been working since
early 2002 with PJM and | SO New Engl and to devel op
the details of a common forward market, for capacity
in accordance with the framework established by New
Engl and. The group contacted a consultant in New
York last spring and charged themwi th the
devel opnent of the principles for this forward
mar ket and the recomendati on of an appropriate
wat chi ng nodel for its sinple inspection.

In parallel, several inter-ISO working

groups are developing criteria for research
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eligibility, verification of testing, applicable
demand response criteria and credit requirenents.

The 1SOs will bring the results of these
efforts to their respective stakeholders to discuss
tariff and market clarification, market rule changes
needed for inplenmentation. We will be naking a
status report in our efforts to you, in February of
2004. Indeed, the acconplishnents in the seans area
have been and continue to be the results of
ext ensi ve stakehol der participation within the |SOs
comm ttees.

There are nultiple opportunities for broad
st akehol der participation in devel oping the
proposals for our SMD2 realtinme scheduling system
t he open scheduling system OSS, eventual regional
di spatch, and the resource adequacy nodel .

We report regularly on progress with
resol ving | eads and ot her seans issues with our
three principle stakeholder commttees on a nonthly
basi s.

The devel opment of a conprehensive system
pl anni ng process that neets the Conm ssion's
requi renments has been the open issue for New York,
and in that area, too, we are noving forward at an

i ncreasi ng pace. Early in the year the | SO brought
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this issue to our stakeholders and there was w de
support for taking action. As a result, we forned
the Electric System Pl anning G-oup conprised of
representatives fromthe Business |Issues and
Operating Commttees and the State Public Service
Commi ssion to work with our staff on this
initiative.

After four nmonths of intensive efforts,

t he NYI SO operating committee voted unani mously | ast
nonth to endorse phase one of that process and to
nove ahead expeditiously to address the remaining

i ssues.

Phase two will develop the criteria of
dealing with the liability and econom ¢ needs
identified in that planning process. The New York
St ate Departnent of Public Service has been deeply
involved in this process and | believe we will be
able to send you an acceptable filing in the second
hal f of 2004.

Qur Board of Directors is fully supportive
of these efforts and it is nmonitoring them cl osely.
Through its adequacy and reliability neeting
significant acconplishnments have al so been made
t hrough the year with inter-regional planning with

our neighbors. Early in the year an inter-regional
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task force was established, consisting of all the

| SOs and control areas of MPPC, including the
Canadi an entities as well as PIM This group is
devel opi ng a proposed protocol for coordination of
inter-regional planning for the northeast, starting
with the basics, such as ensuring consistency of
dat abases, planning nodels and assunptions. This
protocol al so addresses coordi nati on of

i nterconnecti on and system enhancenent studi es and
has the | ong-term goal of devel oping a northeastern
regi onal plan.

We expect a draft protocol to be made
avai l able with our stakeholders in our prospective
regions at the end of year. Governance is an area
where the majority of our stakehol ders and the
Public Service Comm ssion feel strongly that our
shared governance is working. This is an area where
New Yor k does have a regional difference and a
regional difference that works.

Qur diverse market participants have
wor ked together with our board to create the nost
advanced mar ket designs, increased diversional
tradi ng demand in both capacity and operati onal
research markets, and a cutting edge realtinme system

that is nmoving toward market trial energy nonthly.
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Applying in major issues, such as those that are
shared governance, in general, is a major plus for
this arrangenent.

Soneti mes the pace has been agoni zingly
slow, as in the devel opnment of a conprehensive
credit policy, but the end result was superior to
what we woul d have produced wi thout the extensive
st akehol ders' input and the nmultiple iterations.

We know t hat our market participants bring
to the table extrenely val uabl e know edge and
experience and 1'd like to think of the working
group and committee process as preconsulting
searches to the New York | SO

On the other hand, when we have had to, we
have noved quickly, as denonstrated by joint
filings, to address scarcity in pricing and new
mar ket rules at non conpetitive pricing just this
past spring. It is true that it seenms difficult to
achi eve a 58 percent consensus of narket
partici pants, but an inclusive process |ike this can
and does produce a fair and nore efficient result
and | believe that ours does that.

Nor do the shared governments conprom se
an i ndependence over the | SO board of directors

whi ch has the ultimate authority over budget and
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managenent deci sions and which can require original
standards at FERC 205 wi t hout market participants,
wi t hout absol ute necessity in exigent circunstances.
The existing process has enabled the |1 SO to make
i ncremental changes in its governance as the
occasion requires, and we expect that it wll
continue to so.

The | SO strategic plan currently under
devel opnent will include a process for eval uating
possi bl e future enhancenents in the area of

gover nance.

A majority of 1SO market participants, the

NYI SO board and the New York Public Service

Conm ssion believe this el aborate governance process

is working and the NYI SO and Comm ssion can conti nue

under this arrangenent to focus our efforts on
achi eving these goals, ensuring liability and
enhanci ng conpetitive electric markets, and al so
avoi d encountering the potential different |egal
issues raised in the Atlantic City decision in the
D.C. Circuit Court of Appeals.

Those are the NYI SO t houghts on maj or
focus areas relative to FERC s SMB. W believe we
are conpliant with the principles outlined in your

White Paper and that where we have regional
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di fferences they provide equal or superior results.

One area that we owe you a conprehensive
filing on is planning, and we will have an SMD
conpliant process on your desk next year.

Li ke you, I'mlooking forward to the
di al ogue with New York market participants and
st akehol ders on behalf of the NYISO | want to
express ny appreciation for you inviting us here to
the "Big Apple.”

CHAI RMAN WOQOD: Thank you very much,
Bill.

At this time | would like to invite the
partici pants who are on Panel Nunmber One to cone
forward. We have a table set up right in front
her e.

MS. ROBI NSON: " m El ai ne Robi nson from
the New york 1SO, and ny job here is to basically
keep time for the panelists.

On the first panel we are going to open
with the transm ssion owners represented by Masheed
Rosenqvi st, from National Gid of Con Ed.

MR. NACHM AS: Good afternoon. Thank you
for the opportunity to share the views of the New
York Transm ssion Owmers with you today on these

maj or issues. | am Stuart Nachm as from Con Edi son
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and | am together with Masheed Rosenqvi st of

National Grid. W have the privil ege of
representing our sector today and sharing with you
our thoughts for the effective planning process in
New York, one that conpletes the conpetitive markets
t hat we have devel oped and that, as we have just

di scussed, work very well. | wll cover issues
related to reliability and Masheed will cover issues
related to congesti on.

For sure we need a needs assessnent as
part of our planning process, and the New York | SO
shoul d have the responsibility to identify regional
reliability needs.

Transm ssi on owners should have the
responsibility to identify local reliability needs.

As to the identification of specific
reliability projects, we have the responsibility and
the authority to propose specific projects to
address reliability needs that are identified by the
New York |1SGOs planning process.

The New York |1SO woul d have to verify that
a project adequately addresses the identified need.

TOs should have the responsibility to
construct these projects with up-front assurances

that costs are fully recoverable through rates. The
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TOs should have the ability to contest a New York
| SO finding of reliability needs through the New
York | SO di spute resol ution process.

And, lastly, its transm ssion owners
shoul d be the back stop, subject to conditions of
cost recovery for the devel opnent of solutions to
neet reliability needs that are identified by the
New York 1SO and that are not met by market-driven
proposal s after the market has had the opportunity
to propose such projects.

The Comm ssion nust not allow for an RFP
at that point, if such a request for proposal is
i ntended to provide regul ated recovery, for all or
part of the market solution will cause nmarket
solutions to wait for the RFP so that a subsequent
need for devel opnent is available. This would al
begin to unravel the conpetitive nmarket.

The New York 1SO planning process shoul d
also identify what we call gap reliability needs.
These are interimneeds to maintain reliability
until a permanent project that maintains reliability
and has been identified and included in the plan is
conpleted. Gap projects should include
transm ssi on, demand response, and generati on.

And the appropriate transn ssion owner or
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owners would identify the specific project to neet
t hat need and take the lead with coordi nati on anpong
appropriate regul atory bodies on the devel opnent of
the project that is specified.

The transm ssion owners al so are
identifying the need to provide appropriate signals
for the developers to locate their facilities so
that the output is deliverable to the |oads that
need it.

The di scussion invol ves consideration of
three methods to address the deliverability,

i ncl udi ng:

One, using locational capacity markets and
requirenents as is the current practice in New York.

Two, the PJM nmet hodol ogy to require
deliverability for persons to be able to qualify for
sel f-capacity.

Three, a conbination of those two.

We are currently considering the process
and counsel of these nethodol ogies in both the
context of conplying with 2003 as well as working
t hrough the New York | SO as stakehol ders' conmmttees
i n devel opment of this planning process.

And the last issue | will cover is the

recovery of costs related to construction of
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liability projects.

TOs should be assured by the Public
Service Conmm ssion and FERC of a full-cost recovery,
including alternative nethods for reliability
pr oj ect s.

Reliability projects need to conply with
FERC and with PSC, and New York State reliability
counsel are quite serious that provided system w de
benefits should be funded by ratepayers throughout
the state, and projects that require | ocal benefits
shoul d be funded by ratepayers |ocally.

The transm ssion owners will support the
devel opnent. The transm ssion owners are working to
determine if it is possible to have criteria for the
all ocation of costs for a transm ssion project to
address econom ¢ needs, which would be approved by
FERC and the PSC and adopted as part of the NYI SO
pl anni ng process.

Now, I will turn it over to Masheed.

MR. ROSENQVI ST: Thank you. Good
afternoon. MW nanme is Masheed Rosenqvi st, and ny
focus is on planning for market efficiency.

Provi di ng i nformati on about historical
congestion is the first step in understanding the

causes and i npact of congesti on.
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New York 1SO prerecords rates for sone
concern anmong market participants as to the nost
appropri ate neasure of true congestion in an LM
world. The work is underway at the electric system
pl anni ng wor ki ng group to better define quantified
congestion. The transm ssion owners al so understand
that there is a general desire for a forecast of the
congesti on.

We support the projection of future
congestion by New York |1SO, provided that the
assunpti on upon which the projections are based are
revi ewed, and are approved in the NYI SO committee
process. The range of function and the
corresponding results are provided and projections
are acconpani ed by appropriate disclainmers on
assunptions that may or may not prove to be correct.

How to identify projects to relieve
congestion: In the first instance, market
partici pati on woul d, on an ongoing basis, take
action that may |l ead to nmarket based investnents
t hat potentially address econom c needs.

If the market does not respond adequately,
the transni ssion owner may propose a regul ated
solution to relieve such a condition. It is

proposed that the determ nation for a regul ated
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project to address an econonmic need will be nade by
the FERC and the New York PSE. The New York | SO
woul d not neke that determ nation but will report
its view on the proposed regul ated projects to the
regul ators for their consideration.

How to recover cost-regul ated projects
that relieve congestion: |If a Keogh constructs the
transm ssion project on a regul ated process, the
Keogh shoul d be assured the full cost recovery from
the regulator; in applying the beneficial pay
concept is not easy and w thout significant issues.
The transm ssion owners are working to determne if
it's possible to have criteria for cost allocation
for such transm ssion projects that address econonic
needs, which will then be approved by FERC and the
PSC and adopted as part of the New York | SO pl anni ng
process.

Any such criteria will be netted through
t he stakehol der process and would qualify as the PSC
nati onal

We will be happy to answer any questions
you may have

MS. ROBI NSON: The next panelist is Jim
Par nmel ee, representing Public Power Environnental

Cent er.
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MR. PARMELEE: Good afternoon. |I'm Jim
Par nmel ee, Director of Power Anerica for Long Island
Power Authority. | also chair the budget standards
and performance comm ttee of New York | SO

Today |I'mrepresenting the public
envi ronmental sector, which consists of three
subsectors: Public power authorities, nunicipal
utilities and environmental groups. On behalf of
all of us, | would like to thank FERC for this
opportunity to provide input on the whol esal e power
mar ket platform and regional flexibility.

In such a diverse sector, a consensus is
often difficult to reach. | believe that nost of

what | say today represents the majority position of

our sector. I[f it isn't, then |'m sure soneone from

our sector will speak up.

As Bill Museler nmentioned in his
present ati on, devel opment of the transm ssion
pl anning in areas where market participants are
actively working with New York | SO to develop a
process nore conpliant with the FERC whol esal e Power
measuring platform

Many in our sector are actively involved
in the Electric System Pl anni ng Group addressing

this issue. They supported the phase one process,
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and | believe you have a general consensus in many
areas of the phase two process.

| think sone of the key areas of agreenent
in our sector includes:

One, the planning process should report
t he cost congestion in a manner that helps to
facilitate the correct solution to transm ssion
i ssues. Careful attention nust be made to
devel opi ng definitions of how congestion is handl ed
to avoid i nappropriate responses to congesti on.

Di fferent measurenents may be required for
di fferent purposes. For instance, the neasurenent
of congestion in the New York | SO power alert,
three, while adequate for reporting overall |evels
of congestion occurring in the SO it would be
m sapplied if used on the side of the wind built
transm ssion. It grossly overstates the revenues
t hat buil di ng congestion relief projects would
receive in the market building such projects. It
woul d al so be m sapplied if it were used to gauge
benefits of a congestion relief project to |oad or
the overall benefit to society. The Electric System
Pl anni ng Group is working on devel opi ng appropriate
measurenment criteria.

Two: Resol ution of transn ssion probl ens
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shoul d be open to all types of solutions, including
transm ssi on generation, distributed generation, and
demand si de nmanagenent neasures.

Wthin the past few years, LIPA has used
all of these approaches to address local liability
i ssues. The planning process should facilitate
finding the best |owest-cost sol ution.

The process al so needs to consi der other
criteria, such as ensuring the project is sited and
built in a timely manner, and the project is able to
address reliability probl ems adequately and does not
adversely affect the functioning of the conpetitive
mar ket .

Three: To allow the market to work, the
pl anni ng process nust identify both reliability and
mar ket needs for transm ssion.

And we recognize that nost projects wll
have both market and reliability benefits. Because
of this, opportunity should be provided to the
mar ket to devel op solutions to the problemoprior to
i ntervention by a planning process, whenever
possi bl e.

Generally, we believe that reliability
projects should be treated sonewhat differently than

mar ket - based projects.
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For the next mnute I"mgoing to focus on
the reliability-based projects.

First, for projects built primarily for
reliability, the agreed | SO process shoul d address
bot h power assisted reliability and then
transm ssi on owners should be able to identify | ocal
reliability needs that the 1SOw Il not capture.

Second, in the event that other solutions
to the reliability issues are not viable, the
transm ssi on owners should have the obligation to
i npl ement transm ssion-based sol utions.

Such an obligation should be inplenented
towards the end of the planning process and is
subject to the ability to secure the necessary
permts.

In assuming this obligation, the
transm ssi on owner nust be assured of the way of
recovering the cost of building, financing and
operating the project.

Third, we agree that in the event that
| ong-term sol uti ons cannot be inplenmented in tinmes
of duress, reliability needs, there is a need to
construct on an interimbasis gap projects that
address reliability needs.

Qur sector needs to reach a consensus on
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the details of inplenenting such gap projects.

Next, | will address the need for
transm ssion to support markets.

VWi le there is nuch agreenent regarding
the reliability-based projects, there is |ess
consensus about the market-based projects. For
purely market-based solutions to work, the market
must provide proper pricing to all types of
sol uti ons.

Generation, inside managenment and nerchant
transm ssion projects nust receive appropriate
conpensation for services they provide to the
mar ket. This includes conpensation for energy
capacity ancillary services.

Currently New York 1SOis a |eader in this
area conpared to its neighbor | SO RTGOs; however, the
New York |1SO does not provide full conpensation for
energy capacity ancillary services for all types of
solutions. These issues will need to be addressed
in the | SO nmarket design in the planning process.

G ven the current market structure or even
with enhanced conpensation for the benefits provided
by the projects, there nmay be tinmes when the nmarket
does not provide solutions to congestion problens

that need to have resol ution. We have | ess
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agreenment anongst oursel ves whet her regul at ed
projects should be built through the planning
process, and if regulated projects are to be built,
how to do it.

However, if one accepts the presunption
that there are to be such regul ated projects, we do
have agreenment in the follow ng areas:

First, the New York | SO pl anni ng process
shoul d identify the need for regul ated congestion
relief projects, and transm ssion owners shoul d be
all owed to propose regul ated projects.

Regul at ors, such as the New York PSC and
per haps FERC, should play a clear role in
det erm ni ng whet her such identified projects
actually do get built and how the costs are
recovered.

VWil e cost recovery should be assured to
t hose who build regul ated projects, there should not
be the opportunity for such builders to double dip
by collecting both the narket benefits of the
project, plus the full cost of building the project.
Cost- regul ated projects could be offset by any
mar ket benefit revenues received.

I f such regul ated projects are built,

those that benefit fromthe project should pay for
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the cost of building the project. O course, that's
a difficult nut to crack.

The above discussion is focused on the New
York | SO pl anni ng process. W also believe that it
is essential for there to be a regional planning
process that provides for stakehol ders' input for
t he devel opnent of regional plans.

As with the New York process, stakehol ders
input is essential to ensure that the cost of
m st akes are voided and the interest of market
partici pants are protected.

For New York, the planning region should
especially conprise all the national systens. In
many ways, regional issues are the sanme as the New
York issues, but nore conpl ex because of the seans
i ssues that interfere with the market-based
solutions. LIPA s experience with both the merchant
and the regul ated transnm ssion across the seans has
not been good. Not only has the politics in
Connecti cut prevented operation of new |ines and
suggested renmoval of existing |ines, but the market
rul es between the national |SALIPS have prevented
scheduling the transactions and the flow of energy
across lines. This inability has not only adversely

af fected supply, but all the market participants
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that should be able to use the transm ssion |ines.

Resol ution of these issues is difficult
since it requires a cooperation, interest and
comm tment of all of those involved 1SOs to reach a
solution. While LIPA continues to work with the
st akehol ders and the 1SCs for solutions to these
probl ens, the performance to date has been
di scovering that based on the track record those
| ooking to invest in inter-1SO transm ssion should
be cauti ous.

In closing, | would |ike to observe that
t he devel opnment of answers to these issues, to both
t he New York planning process and the regiona
pl anni ng process, will be a challenge to the
st akehol ders and the 1SCs. We | ook forward to the
opportunity to present our solutions to FERC. W
urge FERC to provide the flexibility for a New York
consensus- based sol ution, provided such a solution
is able to work well within the regional planning
process and regi onal work.

MS. ROBI NSON: Next we will hear from
M ke Mager, representing the end users sector.

MR. MAGER: Thank you. Good afternoon.
Thank you for the opportunity to speak with you

today regarding transm ssion planning and incentives
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for infrastructure developnent. M nane is M chael
Mager. |'m counsel for Miultiple Intervenors, which
is an association of 57 |large comercial and

i ndustrial consumers with facilities |ocated

t hroughout New York State.

Multiple Intervenors is an active
participant in the New York | SO comunity and the
various proceedi ngs before the New York Public
Servi ce Comm ssion and FERC.

Initially Multiple Intervenors would |ike
to commend the New York 1SO for initiating a
pl anni ng process that will address the need for
addi tional investnent and transm ssion
infrastructure. The nmenbers of Multiple Inrervenors
require reliable electric service for their
busi ness. Although it appears the August 14th
bl ackout was caused by circunstances unrelated to
t he New York bul k power system that event does
serve as an inportant rem nder that reliability
cannot be taken for granted and infrastructure
cannot be negl ect ed.

At the sane tinme, how capital investnent
and transm ssion infrastructure should proceed in
unregul ated markets, and who should pay for it are

i ncredi bly conplex issues. Any rush to spend noney
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must be wei ghed against the fact that unregul ated
el ectricity prices in New York during 2003 have been
t he hi ghest since the New York | SO began operati ons.
These high prices are having an adverse inpact on
the conpetitiveness of New York's businesses and the
state's econony as a whole. Therefore, any
eval uation of transm ssion infrastructure
requi rements must proceed deliberately, with full
consi deration of the effects of New York's nascent
mar ket pl ace and our consuners.

There is general recognition that,
i deally, transm ssion planning should take place at
the regional level. Transnm ssion planning in New
Yor k cannot ignore what is happening outside of the
State's borders, particularly in the adjoining
control area

G ven the m xture of regulated entities
and conpetitive energy markets, it is not clear at
this time precisely what entity or entities should
be responsi ble for planning. Therefore, we urge
that the roles of the New York |ISO and the New York
PSC and FERC be clarified with respect to
transm ssi on pl anning.

It is Multiple Intervenors' expectations

that the New York 1SOs initial planning efforts wll
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be informational in nature. Clearly, the planning
structures nust be cogni zant of what the market is
doing to solve constraint problenms. For exanple, in
t he New York |1SOs markets, generators have responded
to price signals by obtaining permts to site power
pl ants on the constrained side of the system This
is precisely what LBMP was designed to do. The fact
t hat actual construction has been del ayed or
postponed is a reflection of uncertain credit
mar ket s and ot her factors, but not incorrect price
signals. Mreover, to the extent that planning
efforts indicate that new generation will not be
avail able to solve a constraint and, therefore, that
addi tional transm ssion investnment is needed, it is
Mul tiple Intervenors' hope that the market wil|
respond to those signals in a tinmely manner.

However, if the market fails to respond,
it may be necessary for some entity to step in to
ensure that needed transm ssion investnent is nmade
to preserve reliability. Miltiple Intervenors
bel i eves that the New York 1SO the New York City
PSC and FERC all process requisite authority to take
certain steps to ensure that necessary
infrastructure investnments are made. For instance,

the New York PSC still regul ates the New York
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State's transm ssion owners and could direct one or
nore such conpanies to construct a transm ssion |line
that is needed to maintain reliability. However,
before such a mandate could interfere with

unregul ated markets, that authority nust be
exercised judicially. Potential transm ssion
upgrades for reliability purposes nust be eval uated
on a case-by-case basis, and the responsible entity
should strive to ensure that, to the greatest extent
practicable, the beneficiaries of the upgrade pay
for the investnent and hold other custoners harmnl ess
from any adverse price inpacts. For instance,
custonmers on the unconstrai ned side of a constrained
system shoul d not be required to fund upgrades that
will increase their prices with no offsetting
benefit.

This hold harm ess principle applies with
even greater force when transm ssion upgrades are
proposed for econom c purposes. Since upgrades
af fect market participants on both sides of the
constraint and could result in financial harmto
generators, marketers and consunmers who nade
i nvestments, entered into contracts, or otherw se
hedged their positions based on their forecast of

mar ket forces undi sturbed by governnent al
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interference. Regulators should be extrenely
cauti ous about ordering upgrades for economc

pur poses only, and if they do, they should foll ow
this "hold harmnl ess” recovery principle.

Turning to the issue of incentives:
Multiple Intervenors is very concerned that
custonmers not be asked to fund excessive rates of
return to ensure a reliable electric infrastructure.
For regul ated transm ssion service, Miltiple
I nvest ors supports cost-based rat emaki ng.

On March 13th of this year, Miltiple
Intervenors filed comments in response to FERC s
Noti ce of Proposed Policy Statenment in a docunment
entitled "Proposed Pricing Policy for Efficient
Operation and Expansion of Transmission Gid." 1In
t hose comments, Multiple Intervenors recomended
that FERC refrain from adopting its proposed policy,
whi ch woul d have provided financial incentives, in
the form of higher authorized rates of return, to
entities that transfer operational control of
transm ssion facilities to an RTO and/or that
participate in an I TC. VWhile Miultiple Intervenors
support efforts to increase investnents in
transm ssion infrastructure, it has a nunber of

concerns regarding the direction of FERC s proposed
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policy.

First, the proposed policy appears to
create significant opportunities for free ridership.
For instance, in New York the state transm ssion
owners have already transferred operational control
of their transm ssion assets to the New York | SO
These entities do not require additional financial
incentives to do what they have already done.

Second, it has not been denonstrated that
the formation of ITCs will provide substanti al
financial benefits to consuners. Miltiple
I ntervenors is unaware of any econom c anal ysis
whi ch denpnstrates that |1 TC participation in an RTO
or ISOw Il pronmote transm ssion grid investnment and
a comrensurate reduction in prices, to justify the
results of inflated rates of return. Moreover, the
free ridership concerns that I nentioned earlier are
al so present with respect to ITCs. For instance, a
number of New York's transm ssion owners have
expressed an interest in formng or joining an |ITC,
even without the prom se of financial incentives
that may be wholly unnecessary.

Third, the financial incentives discussed
in the proposed Policy Statenent are substantial and

woul d result in higher prices for consuners. As
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noted earlier, consumers, particularly New York

busi nesses, cannot afford higher electricity prices.
Mor eover, there has been no denonstration that the
benefits of the desired transm ssion investnent --
assuming it materializes -- would offset the inpact
of layering substantial financial incentives on top
of cost-based rates. Wthout the proper anal yses
bei ng undertaken, the proposed policy is just a big
ganble with consumers' noney.

I n conclusion, Miultiple Intervenors
supports conpetitive energy markets and, in the
first instance, would like to see the marketpl ace
address the need for additional transm ssion
i nvestnent. The New York | SO pl anni ng process
represents an inportant first step in identifying
what investnents may be needed and provi ded market
participants with hel pful information to eval uate
potential investnments. However, if the market fails
to respond, there nust be a way to ensure that
necessary investnents are, in fact, made,
particularly those needed to ensure reliability.

The New York 1SO the New York PSC and
FERC nust work together to ensure that reliability
is maintained, even if it means directing that

certain upgrades be undertaken. However, in
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consi deri ng possible transm ssion investnents, due
consi deration nmust be accorded to potential cost
i mpacts on consumers.

Thank you for the opportunity to present
Multiple Intervenors' issues on these inportant
i ssues.

MS. ROBI NSON: Matt Picardi w |
represent the other suppliers.

MR. PI CARDI : |"m Matt Picardi, supplier
of Coral Power, of the other sector representing the
retail suppliers that operate in New York State, as
wel | as whol esalers that find ways to hedge, expose
it in the market for retailers who have utilities
and all other market participants that are filed
within the state.

For our other supplier sector, | think
"Il do the short spot of this presentation because
I worked on your -- | worked on RTO official citing
applications back in the 1980's, and that qualified
me, | guess, to be up here today.

But seriously, many of the issues that |
recal |l thinking about back then on the regul ated
side, in sonme ways, are still here today, and what
we could think about today is that we have a market

where we are seeing -- look, in New York State, the
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| ocal pricing of comng lines valued in the form of
transm ssi on, demand-si de response and generati on,
measuri ng generation or even generation put on a
contract, and that's a very positive thing in a pool
that we did not have in the late '80s and early
"90s. If then you were | ooking at cost benefit

anal yses, fromwhat | recall, if the merchant side
of the business, the supplier sectors are concerns
that are probably easy to define. W are concerned
that to determ ne the transm ssion planning process
could end up frustrating the market, and have a huge
i npact on our ability to operate in the market.

Chai rman Fl ynn recogni zed sone of our
concerns when he said regul ated sol utions shoul d be
avoided, if at all possible.

We comrend the New York 1SO for setting up
t he New York System Pl anning Electric G oup. What
that group neans to us is not only do we get to see
t he operational decisions that are made, but we al so
get the opportunity to understand the potenti al
busi ness i npact of those solutions on our ability to
operate, depending on our ability to forecast and
manage risk. And if we can do that by having access
to informati on and understanding the direction the

mar kets are going to proceed in, that is very
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hel pful, and it is helpful in tw ways:

We understand that reliability issues are
al ways going to be there and they are going to have
to be addressed and those tend to be shorter-term
type decisions relating to making sure that we are
an operating system consisting of planning criteria.
VWhere we are to be concerned is when we cross over
to the economc side of the equation in dealing with
congesti on.

The ot her supplier groups pretty uniformy
are opposed to a regulated solution in that area,
but we think that New York State has an exanpl e of
at | east the proposal, and in sonme cases a |lot of
mer chant solutions comng to the fold.

We think that we do need to continue to
work on the incentives that are driving sonme of the
investments that need to be made in merchant
transm ssion and merchant generation, but we think
that there has been a | ot of good things that have
been done.

The ot her concern is that we need to make
sure that the planning process takes a regional
approach. And we have the sane access to
information, to what's going on in the other

regi ons.
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One thing that the blackout showed us, and
if you've been involved with transm ssion for a | ong
time, that an investnent or any change in the system
in one spot can affect people in another spot. For
exanmpl e, nmy conpany holds an interest in
transm ssi on congestion contracts; we use those to
hedge positions. W use those to sort of retailers
or anybody in the nmarket.

Well, we see an event, for exanple, TLRs
bei ng declared in Ontario, and those things you
could find out probably have an inpact on the val ue
of or congestion contracts. Now, not that that
shoul dn't happen, it is just that as people are in
the market trying to offer fixed price solutions to
custonmers, we just need to know that that's
sonet hing that can happen, for |ack of a better
term "handi cap” that, and understand that there is
a potential for that and why. W want no guarantee
when we meke investnents or honor the contracts, but
we just want to be able to understand what we are
faci ng.

So we think one challenge to commt the
Federal Energy Regul atory Comm ssion to is when you
set all these regional or state projects and state

conm ssion conmttees, is howto get regions within
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the northeast talking to each other so that when
transm ssion investnments or generation investnents
or other solutions are nade, they are coordi nated
and we can get those projects done.

And Jim Parmal ee from Long | sl and
certainly addressed one of the concerns with the
Crosst own Cabl e project.

So, | guess, from our sector's view, we
had five basic points, and that is in the process of
| ooking at transm ssion planning, don't discard the
mar ket solutions. W think we are at a point where
t here have been a |l ot of solutions proposed in New
York. There's been a process where nmaybe all are
not being inplemented. Certainly the current
environnent, with the post-Enron credit issues, a
| ot of siting issues have made it difficult, but we
think there are a |lot of projects that came and w ||
go forward.

Agai n, we need access information to the
st akehol ders in a given process, which New York has
i npl emented. It just needs to be extended for the
st akehol ders to the regional state conmmttee that
FERC i s considering as Wite Paper.

Once we go through this process of setting

up a transm ssion plan process, we need to nmake sure
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that the rules for when this econom c versus
reliability upgrade -- that is the direction in

whi ch we are heading, is very clear to us so we know
the potential of liability investment, so we are not
bl i ndsi ded -- we can take sone risk, but we continue
to have to take the risk of unintended or unknown
decisions. That will be difficult for our sector to
oper at e.

We also are a little concerned about
provi di ng regul ated incentives to deal wth
congestion. We think that regul ated investnents
conpeting with nmerchant investnents are very
difficult and have the possible of discovering or
chasing that investnent potential out of the narket.
We do | ook forward to working with New York | SO and
ot her participants, on devel oping a transm ssion
devel opi ng process that neets those needs.

MS. ROBI NSON: Finally, G en Haake wil|
be representing the generator sector, and he is also
the Chair of the NYI SO s transm ssion planni ng
advi sory subcomm ttee.

MR. HAAKE: Thanks, Elaine. | am
representing the I ndependent Power Producers of New
York, and | thank you for this opportunity to

address these issues on behalf of the independent
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sector.

We start our talk with a couple of main
princi ples, which we think enbody the first
commtnment to SMD, as well as the approach that
shoul d be taken as we | ook to the transm ssion
policy.

The first of these is that market forces,
the interplay of conpetitive market forces wll | ead
to the nost efficient allocation and investnment
deci sions, and the nost efficient nmarket design;

the second main principle is that planning
rul es should be devel oped to effect a | evel playing
field in which all resource types, generation,
transm ssi on and demand- si de resources can conpete
wi t hout any one type having a presence over the
ot her.

Thi s being baseball season, and |'m
calling the second set, I'mrem nded of a basebal
photo that said, "Wen you cone to a fork in the
road, take it." Because we are at a fork in the
road here and in |ight of the blackout, | think
Chai rman Flynn has al ready pointed out it would be
easy to say that deregulation was the cul prit, and
t hat woul d be wrong.

It would be equally wong to assune that
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the only response that should be consi dered when

pl anning for the electric systemis transm ssion.

And in this regard, | think the name of this panel
being a "transm ssion planning panel” is a bit of a
m snonmer. It was this sensitivity that |lead us in

New York to entitle our new planning programthe

El ectric System Pl anni ng Worki ng Group, because it
is not just a semantic difference to say we are not
trying not to preordain the decision, before
subsequent raising of transm ssion or demand-side
managenent, that should be the nost efficient
response in a given condition.

NYlI SO has adm ni stered the pl anni ng mar ket
and the process should be structured in the manner
t hat ensures market price signals that provide
incentives for the market to respond to econonic
upgr ades.

| SOs should not be in the business of
di recting econom c upgrades.

It is our view that the theory that
underlines the standard market design based on
principles that |ocation-based marginal pricing wll
send a signal that will spur the appropriate
upgrades, allowing I SOs to undertake what is

essentially a command and control function, is that
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a fall-back to the regul ated integrated resource
pl anni ng paradigmis antithetical to the conpetitive
mar ket forces phil osophy that has been at the center
of FERC s efforts to develop conpetitive regiona
mar ket pl aces vi a SMD.

Such a role for the |1SOs woul d underm ne
the ability of suppliers to rely on conpetitive
mar ket signals as an accurate predictor of the val ue
of their proposed projects and thereby render future
devel opnent even nore risky and uncertain than it
al ready is.

This is particularly the case if
i ndependent projects are conpeting agai nst regul at ed
projects, without a guaranteed rate of return.

We need to be careful with regard to this
i ssue as we devel op the plans process further.

Al so, our experience in New York shows us
t here has been no dearth of econom c proposals for
transm ssi on upgrades and others. W have got
several thousand "mail-w se"” of transm ssion
proposals to deal with congestion, and these include
Pegasus, Conjunction Enpire Connection, and | guess
his project, PSEG Power's Bergen Line, and the
bel eaguered Cross Sound Cable. So it can't be said

that the market is not responding to econonic
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upgrades or the upgrades that would be supported on
an econom c basis.

So it is our view that the focus of the
pl anni ng process should be to identify needed
reliability upgrades as opposed to doing econom c
upgr ades.

If the market fails to respond to needed
reliability upgrades, the 1SOs first response shoul d
be to deternm ne whether the existing market rules
are flawed in such a manner that they are failing to
send the appropriate market signals, and if they
are, they should be revised to send those
appropriate market signals to enable the market to
respond to these needed reliability upgrades.

Only if the market fails to respond to the
needed upgrades and the market rules are found not
to be flawed, should the TOs be given the
opportunity to undertake the upgrade outside of a
conpetitive procurenent process.

So that, again, the 1SOs response or role
should be to facilitate the RFP process to the best
reliability needs that are not responded to by the
mar ket pl ace.

And as we said, no in-house departnent

fighting and no one resource having a preordained
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advant age over the structure of the planning
process. And that sending a regul ated transm ssion
shoul d not have a right to cause fusion.

Criteria should be devel oped that we use
to eval uate anong conpeting progranms, and that's one
of the areas that we need to focus on, the planning
process, as to how you woul d eval uate, and the
procedure should be devel oped to address the
possibility that a reliability upgrade project is
cancel ed or del ayed, and to address the operational
i npact, price inpact. That is sonething we are
dealing with here in New York, in terms of
operational inpacts of the market, of short-circuit
i ssues that are here in New York City.

I nfrastructure should be considered, but
only if they can be structured for those in favor of
a particular type of resource and they are avail abl e
to all resources, not just available to regul ated
TGCs.

And, finally, | would just like to say a
few words on congestion. We believe that it is
dangerous for 1SOCs to be forecasting future
congesti on, because that can send signals that are
sent to the central market.

Congestion is different things to neasure,
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and it is open to a |lot of different
interpretations, so that sends a signal that you are
sendi ng the wong signal to the market, as M. Flynn
poi nted out. Congestion can nove a systemquite a
bit, and if we have a 10 year planning process it
m ght be difficult to send that out or forecast.
Second, we woul d support a planning
process identifying the conmponents of the historical
congestion, and in neasuring congestion, we think it
is inmportant to distinguish between the system
congestion and that which is associated wi th unusual
ci rcunmst ances, such as transm ssion outages or
generation outages. It is really only a consistent
cause of congestion that may warrant upgrades.
Changes in the congestion conponent of
LBMP resulting from changed system conditi ons may
nmerely result in a transfer of costs fromthose on
the erstwhile constrained to those on the
unconstrained side of the transm ssion constraining
and, therefore, do not represent real savings to
consuners at | arge.
Thank you for the opportunity to speak.
CHAI RMAN WOOD: | could also blink my
eyes and be in Atlanta, except the accent is a

little different.
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| have a lineup of the cost beneficiaries,
the | ast participatory funding canmp, and | wonder,
let me ask you first: It seenms to nme, and this is
an i ssue that we have had in your mgpjor |SCS, we
have got pending issues right now with both New
Engl and PIJM on this whole issue of cost allocation.
I think if you addressed this with extreme clarity,
| woul d hope you would, early on in your next round
of the planning process, the first bullet of the
White Paper's fair cost allocation for existing --
and underline for new transm ssion -- what would it
be for the econom c case? How would the cost be
all ocated? What |evel of regulation would the | SO
recomend to the state and federal comm ssions about
al l ocation of that cost?

I f that question can be answered, then |
think you will have pretty clear choices as to
whet her to build upon the nmarket or by the
regul ations. Let ne ask, if you didn't build upon
t he market and you fol ks, Masheed and Stuart, your
conpani es al so have, as a provision, your conpanies
al so have lowserving entities' responsibility;
could you, as a lowserving entity or could the
retailer as rater, a lowserving entity on behal f of

their custonmers, actually enter into a contract wth
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t he nerchant transm ssion, provide for an economn c
upgrade to access for generation nmaybe across the
break? Can you do that under the state processes or
are there economc issues if that nerchant

transm ssion project from say, down to New York
were built?

Coul d Con Ed actually negotiate with the
enpl oyer of that service to get it, or do we just
ultimately fall back to regul ated econom ¢ projects?

MR. NACHM AS: | think the answer to that
gquestion is, certainly in our conpetitive generator
any conpetitive LLC could enter into a contract with
any conpetitive subsequent rater or transm ssion
conbined with generation for any termthat they
desire.

As far as Con Edison as the regul ated
entity, we certainly can enter into a contract, but
we certainly would work with our regulator on the
recovery. The regulator would be the decision
maker on how we can or if we can pass those costs on
to our customners.

In fact, there is a 500 megawatt RFP t hat
we did recently. W did enter into a contract with
a generator to be built, come on service in a few

years, and that was a project that we worked on for
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the use of the process for the RFP.

CHAI RMAN WOOD: For the wires charge or
t he generation charge?

MR. NACHM AS: Well, | guess it is really
t he contract charged and how that will get passed on
to customers.

CHAI RMAN WOOD: More of a purchase power
cost?

MR. NACHM AS: Yes. | think it would be
entering into a transm ssion, the contract costs,
and that's exactly in the comments that Masheed
said, a transm ssion's owner's, good, for economc
pur poses to propose the project and the New York
FERC and sonmeone can draw their own concl usion,
whet her or not that should go ahead, but woul d not
necessarily have to be a standard process that the
| SO has.

CHAI RMAN WOOD: I think what we are
maki ng absolutely crystal clear, you are menbers of
the SO clinic. This is the process that will work
in the State of New York. This is how we shoul d
anticipate recovering costs of economcally
constructed nmerchant projects; our econonmically
constructed projects that would be put on a

regul ated rate, here's how we would cost allocate
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that rate. We'd spread it across Al bany, New YorKk.
We would directly bill it to the license plate that
was receiving the entity or submt it between the
originating and receiving entities. That would be
done with an amount of regularity, whether you have
mer chant i nvestnent or not.

Masheed?

MR. ROSENQVI ST: I'"'ma little confused.
In a retail access world, you would get the
regul ated entity in the mddl e of a decision for
cust oners.

For example, we go to New England first,
nore to New England. We task through it the
transm ssion. W agree with our statenent, with a
distribution rate, but the commodity products, we
are only a back stop and just thinking for the
customer, and if it changes on a short-term basis
how t he custoners nove in or out of the customer
mar ket, |'m not sure how you would have this
regul ated entity in the mddle of the heart of the
econom ¢ base for these custoners, that junp in and
out of this custonmer market, and tonorrow they my
have to connect with the |ocal generator who nmay not
want them to get contacted.

CHAI RMAN WOQOD: For exanple, if you have
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a regul ated transm ssion working on the process,

then we will all have nmde the decision that, in
fact, the New York customer will, in fact, pay for
that path. | don't knowif it is the entire Lang

study. That was made in the prior environnent, but
we are continuing that paynent and added to that a
regul ated environnent, and | think that project
went, to say regul ated as opposed to nerchant, then,
I think, that decision would have been nade. So it
won't change as the customer's status changes. It
has al ready been deci ded.

CHAI RMAN WOQOD: Regul at ed econoni c
transm ssion world. As a transni ssion custoner you
are saying right, as long as he set up the reels or
set it up, up front. Qur problemis on a case-by-
case basis, as we identify one project, a whole
bunch of custoners, say we are in a renovation
project, | don't really have a bilateral project.

If you bottomline, you are going to affect ny
price, so, therefore, we should hold you harnl ess,
which I think | heard fromthis side of the table.
How nmuch, if they receive the if they haven't
receive an act. So all is taking place in New York
deci ding what is appropriate.

CHAI RMAN WOQOD: Wiy is it we are here
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rat her than on the PIMin New England? Do you think
it is unique about New York, how its market is
| argely mature or |I'm wondering what.

MR. ROSENQVI ST: May | offer one. The
way the rate design is now in New England, rates in
New York are bundled with T and E or what generation
shoul d be. Even transm ssion owners have to do the
ri ght thing because of the right inpact.

For example, | was using ny space outside
and folks in New York seemto be perfectly happy
bet ween, sone junped on nme for the magnitude of it,
sone are 600 mllion dollars a year on congestion
studi es, but they don't want to discuss half that
cost, of the transm ssion that woul d save the entire
region.

CHAI RVAN WOOD:  That's before?

MR. ROSENQVI ST: That's before individua
calls could be continued throughout.

CHAI RMAN WOOD: How does that work?
can understand that the state still has a regul ated
rate.

What is it that you are representing here
that is different than the other states?

MR. HAAKE: One of the differences, as

Masheed says, is the transm ssion goes up, the
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transm ssi on owner charges for transm ssion,
delivery services can go up

I n New York, depending on the entity that
is providing transm ssion services, there is a
di fferent arrangenment for each utility. They may
not be able to pass those increased costs on to the
consuner.

MR. NACHM AS: Sure | was going to say one
of the differences in New York conpared to PIMis we
have a much hi gher |evel of outages; so we have much
nore conpetitive owners, conpetitive devel opers, and
I think we see themrespond to many of the signals
and we al so see congestion changes over tinme because
of transm ssion outages or the next or other
changes, as Chairman Fl ynn poi nted out.

And | think all the panels are confirned
because we see so many nerchant projects be
devel oped both on agreenents, because the effect of
the forecasts are real on the devel opers. They
forecast and if they're right and they take ri sk,
they will win. |If they don't, they will lose. It
is on them and not regul ated custoners, and | think
we are all very wary of regulated intervention for
congestion, being those are costs that are then

based on consuners for the next nunber of years
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goi ng forward, and we just want to be very cautious.

One, if there are costs |ike that, how do
you determ ne them and how woul d you pass them on?
And | think there is a variety. There are sonme of
us that think case-by-case may work best. The
mar kets are so new and we are seeking conpetitive
solutions to develop for the first time. W have to
see what happens. There are other factors that
confound it, but financially, the main thing, over
time, we nay work out over tinme.

Then there are others of us that think we
may need a nore specific process.

So it is just a very tough call as we work
with the market; as we try to work, we certainly
want to be prudent of what the decision is, but we
don't want to pull the rug out fromthe current
i nvestnents that are com ng forward.

MR. MAGER: | just want to junp in and
follow up on a couple of Stuart's coments.

| think the preferred response is a
mar ket - based response. | think New York
st akehol ders, as a whol e, support that and | think
the difference sonetimes between the sectors shows
up when you ask the question: \What if the market

doesn't respond, and we have pretty new nmarkets?
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There is not a |ot of history here, and we don't
know for sure. There are a |ot of projects on the
drawi ng board. It |ooks |likes the nmarket is
responding to price signals and is respondi ng.

But | think where sone sectors differ and
I think where the end-use consuner sectors perhaps
differ fromthe other sectors is that where there is
no mar ket response or where it appears that the
mar ket response is connected, is questionable or is
going to be unduly delayed, | think we are nore open
to regul ated response, particularly in the event of
ensuring the liability, which we don't think can be
conprom sed.

So | think we differ from other sectors
to, say, let the market work and then don't address
what happens if it doesn't.

In terms of cost recovery principles, |
guess, | think we kind of preferred a conbination of
di fferent approaches. | think because this is such
a conplicated issue and the facts differ from
project to project, | think it has to be a case-by-
case analysis, but at the same time, | think it is
i nportant to establish guiding principles with sone
specificity to put out there and agreed upon.

That peopl e have a good idea what the
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rules are probably is going to be subject to
case- by-case vari ances.

CHAI RMAN WOOD: | reconmmend that we don't
go through that. To |ook at the nei ghbors PJM and
NI A of New Engl and, we are noving down toward a
relatively crisp definition, they are not unani nous,
but there are definitely crisp definitions.

But 1SO in many of those cases is involved
very aggressively on the front end of saying to
transm ssion owners of all stripes what their |ocal
| evel of projects are, |ook at their own expertise,
what their interimutility and inner regional
projects are, and I think as you all tal ked about
nore consultation with the nei ghbors, what they are
pl anning to do as well.

But, again, that's probably nore down the
road, but we want to make sure that the regiona
pl an is done through the expertise of the staff on
t he i ndependent system since we are required to nake
sure that the nore disinclination that we have seen
across the country for utilities to build better
i nterconnectivity to the neighboring utility, that
that gets basically overridden on behalf of all of
New Yor k

We are very strong in that concept. W
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actually asked PIMto return quite an established
process that they have, to not | ook at econom c
projects as well. That's not to say, however, that
we go ahead and preordain, that those they know w ||
be regul ated projects included in FERC or state
regul ated transm ssion rate. But we do want those
identified. We want the source, the same in that
case woul d be congestion rel ated, | ooked at and
anal yzed not just from whether we handl e congestion
fromthe | ast year and |l ook at is there enough
transm ssion and generation to neet that |oad? Do
we understand the inability of this state to |ocate
t he generation there?

Looking at really that kind of real broad
vi ew, where we need to think of new transm ssion
because it is not a place we want to be skinpy, that
it makes it one megawatt short of failure, a little
robust in the transm ssion rate is not a bad thing.

But that's what we | ook for as the
pl anni ng process we identified, but it is up, again,
to the stakehol ders that we have pointed out here,
and that you all are planning to do, to tell the
worl d and tell us how we all need to allocate and,
of course, we refer to the regional state committee,

which will be one conm ssion.
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The first preference is how particularly
econom ¢ transm ssion upgrades, if there had to be a
filed and regul ated entity, would be paid for.

Once that vote sought there, the merchant
guys know exactly what they have to conpete against,
t he custoners know if or how they are going to get a
bill, and I think that stuff works.

Matt, you were going to add sonet hing
el se?

MR. PICARDI: Followi ng up on the point
earlier, | think fromthe supplier side, | think we
woul d be, if the regulated transm ssion in naking
i nvestnents would relieve congestion, | think we
woul d |i ke to understand why the merchant responds
to the signal entity that there was significant
congestion. Wiy couldn't anybody do it? There was
a site regulated then unregul ated entity, but I
think that would be one thing we would want to
under st and.

And then I think we'd |like to see, at
| east on the economic side, give it tinme because
even in this environment, where capital nmarkets have
been restricted in the post-Enron fallout, to see as
many projects, especially the transm ssion side to

cone forward, can be quite renmarkabl e.
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| don't think we want to di scourage those,
but I think from our prospective, when we are in the
process and in a working group, to make sure we
under stand why a nerchant sol ution woul dn't work,
for building on Pat's comrents, in terns of the
i ndependent analysis, that's inmportant to us
ef fectively working.

| have a process question that any one of
you or all of you can comment on

You are going to file sonmething with us in
phase one, and I"mnot quite sure what you are going
to file in 2004, but then not until phase two is
t here any discussion of the determ nation of the
ISOs role in the planning process. | guess in our
m nds that actually is the question. | think we
have answered that question.

But maybe you want to take a shot at it
and give us an idea of tinme lines on the second
filing, and then you talk about necessary tariff
changes, which is why I"massumng it is divided
into two phases, although planning, of course, needs
to go on today, and I'mnot quite sure how that is
happeni ng in a coordi nated way, how that marries up
to a regional planning perspective. Can you sort of

di ve down for nme on those issues?
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MR. MUSELER: If | could, I wll try to
address that and let the market participants tell nme
whet her we get it right.

The phase one is actually producing a
transm ssion plan that will include an assessnent of
where we are, a | ook back on the cost of congestion
hi storically, and a | ook forward, based on what we
know, in terns of the state, of the system and the
needs of the system noving forward, particularly any
short-termreliability issues.

So that we will certainly provide the
Comm ssioner with, but we don't feel -- we don't
need perm ssion. W don't need to file to go do
t hat .

The filing we nentioned that we need to
make with you md to late 2004 is a filing that wll
define the rules that we have been di scussi ng here.
What are the rules for determning reliability
projects? How do you differentiate between
reliability projects and econom c projects? | think
t he kinds of things you nentioned we at New Engl and
and PJM are grappling with right now, and then the
response as, well, first, how we do that, the
criteria for how we make those eval uati ons,

i ncludi ng sone scenario anal ysis, because you can't
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predict the future accurately; and then the
responsibility for who gets to make the fina

deci sion on both reliability projects, who can order
reliability projects to be built; whether the cost
of recovering rules that go along with that and the
sanme thing for econom c projects, where | gather
there's certainly anonymty on how we handl e that,
and we actually can start working on those criteria.
So our goal then is by the m ddle of next year we
woul d have the addition of the phase one plan, that
woul d not be other than an urgent reliability issue,
that will not tell us to plan what may be built out

in the future.

W will file the tariff requirenents to
get approval on how we will do the second part of
that process. W don't anticipate that it will take

a long time once that is approved, because we are
going to keep working the process in the interim
To then issue what | will call the first
conprehensi ve system plan, probably within six to
ni ne nonths, the time we woul d get approval on the
changes to our tariff to allow us to do that.
So does that clarify, to sonme extent?
MS. ROBINSON: It clarifies alittle.

So phase one is 2004, not a long tine
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after that is phase two, but "not a long tinme" in
RTO words tends to be a decade. What's not a |ong
time?

MR. MUSELER: Not a long time. There'l
be a conprehensive plan issued not |ater than '05,
the prelimnary.

MS. ROBI NSON: That's a long, long tinme
in our mnds.

MR. MUSELER: Well, we think it is going
to take us a good bit of 2004 to get agreenent on

how we are going to allocate these area deci sions,

and, again, we will have the forward | ooking pl an,
but it will not have that initial plan phase one,
which will be issued the m ddle of next year.

That will not have a, | will call it, it

won't have the recommendati ons on here, the specific
projects that need to be dealt with froma |ong-term
reliability standpoint or from an econom c
standpoint. Any specific projects, we won't be
addressing any short-termliability needs at that
poi nt .

MS. ROBI NSON: WIIl you have to see both
phases nove a little faster?

MR. MJUSELER: Let me be clear. On the

RTGs, it is the planning conmttee's mission to
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outline kind of rules of the road, bring some
consensus, but the analytics of inplenmenting, the
analytics will be done by the I SO and not by the
transm ssion owners thenselves. It will be this
i ndependent vari abl e.

MR. PARMELEE: Saying the analytics wll
be done by the 1SO | agree. But we are still
| ooking at the state's supply process in the
anal ysis and al so review ng the comments on that
process as it noves forward.

MS. ROBI NSON: Just wanted to make sure
t he door was open on the independent issue.

We didn't hear nuch on the demand response

ot her than the passing reference. | don't know if
anyone in the audience -- do you want to comrent?
PARTI Cl PANT: If I may. | thank you for

t he opportunity.

MS. ROBI NSON: I dentify yourself.

MR. FERNANCE: Wth the Price Responsive
Load Coalition. Thank you for the opportunity to
specifically address demand side response resources.
I want to al so thank the Conm ssion for being here.

The New York | SO has been at the forefront
often in demand side response prograns. They were

the first SO to have a day ahead demand response
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program and that program has been a great first
st ep.

Movi ng the demand response forward,

t hough, has required demand responses to be able to
participate in all markets, that neans day ahead,
realtime and ancillary service markets, especially

t he comprom sed reserving nmarkets we heard a | ot
about, to allow denmand side's response to
participate effectively in those markets, there has
to be a proper sense for demand response to

partici pate. Again, renoving as many adm nistrative
hurdl es as we can, and the New York | SO has been
good about that, and as we need to nove forward, not
requiring owners netering or other infrastructure,
but all owi ng people to participate.

Some additional things, the demand
response needs to do as we have tal ked about, being
able to participate in transm ssion problems. LIPA
is a good exanmpl e of using demand response to neet a
transm ssi on probl em

Unfortunately, or fortunately, many areas
are deregulated, in terns of the | oad being served
for someone else in the transm ssion openers, so the
structure, | believe, the 1SO has to be involved,

shoul d be involved in that process, and we have
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tal ked all owing conpetitive solutions such as
generati on owners and denmand side response to bids
al ongsi de transm ssion solutions to solve those
reliability issues, as well as econom c problens. |
believe that the demand side response needs to be
part of that.

Last, | would like to nmention that with
demand response is this whole ranp process, which
you are going to be hearing a lot of, I think, in
the com ng nonths, and the capacity markets.

Demand side resources has a | ot of issues
with the current process. W have been active in
these forunms, and we are concerned about the
capacity markets, that they allow for demand side
response to effectively participate in those
mar ket s.

Some of the requirenents that have been
thrown around is that for demand side response, you
have to have three years out, four years out to be
able to commt to reducing so nuch, which often
peopl e don't know what they are going to be three or
four years out, and often where you are going to be
i n your business process, you' re business cycle
three and four years out. |Is this a difficulty for

demand si de response?
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So all those issues, transm ssion, demand
side response, participating effectively in the
ancillary service nmarkets and all energy narkets,
are things that demand side response wants to be
nore active in and we have had great support from
both FERC, fromthe state and fromothers, fromthe
ISOin trying to further denmand side response, and |
think with great retention in the interest of
i ncreasing participation in those prograns. Thank
you.

MR. NACHM AS: I[f I may, | would just
like to briefly follow up on that. Mul tiple
I ntervenors) has strenghtened sone of the |1SGCs and
many of our nenbers participate in those prograns.

Initially I think that you fol ks shoul d
recogni ze that New York | SO has been a nati onal
| eader in demand response prograns and Bill and his
staff have worked very diligently, have been making
sure that demand has an opportunity to participate
in New York I SO s markets, and has worked with us to
try to overcone the barriers of demand response.

And | think kind of the initial phase of
getting the demand response program off the ground
has been conpl eted and conpl eted successfully. And

I think now we are kind of noving to the next step
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of how do we maintain and build upon the success we
have achieved, and | think certainly demand response
has to be considered in planning efforts and in the
devel opnent of markets going forward, to nake sure

t hat demand, which obviously has sonme very uni que
characteristics as conpared to generators and ot her
options, does get to participate on a |level playing
field, and | think that's what we are | ooking for.

And so far | can say that the results
achi eved have been very successful. W |ook forward
to working with the 1SO and ot her market
participants in building on that success.

MR. PI CARDI : A lot of your questions are
addressing the end response, | think merchant
trained transm ssion is also the sane issue of a
| evel playing field.

And, again, New York has been a | eader in
devel opi ng the new cap nmarket proposal to provide
the capacity benefit for merchant transm ssion, but
we still don't have in New York ancillary service
mar ket conmponents nor nerchant transm ssions and in
t he national system the New England |ISO, the
mer chant transm ssion system does not have the
capacity for the ordinance benefits to put it on a

| evel playing field.
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MR. NACHM AS: Il will agree with all ny
fell ow panelists that depend response really has
wor ked well and New York is an exanple of howit --
one of the things going forward with the planning
process is that there is not a process where
custonmers at the end of the day will have to pay
t hrough a regul ated process and reduce congesti on,
because the question is, will that reduce an
incentive to pay visually for a depend response
program that has been invested. In other words,
will they even perhaps be paying tw ce, paying
i nvest nent and denmand response, and again for a
transm ssi on project.

CHAI RMVAN WOOD: To follow up on that, is
what |' m hearing, you do have probably the nerchant
progress per capita, at least for now | was
worried if the announcenent woul d work, but just
about anywhere else in the world. And I'm
wondering, if this is the nodel that you all would
go to, | think it would be, why this going to be the
only way to do it?

I"'ma little worried though about who the
customer for the merchant transm ssion project is.
Who is the custoner? |Is that the |oad serving

entity distribution wires conpany that is basically
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souping up its expanse ability? Does it go to the
transm ssion license plate rate? Does it go, in the
Con Ed node serving entity distribution rate? Does
it go in the Con Ed provider |ast resort purchase
power rate? | mean, once | know who the custoner

is, then | can see that both of these public
entities really get built.

But as of now they are great headlines and
a fun story. W have got one com ng out this week
from anot her part of the country, but I want to see
themturn into hardware.

MR. NACHM AS: | think we have |ots of
chi ckens and | ots of eggs, and certainly conpetitive
retail LSEs can sign agreenments with transm ssion
and generators to get power for their customers;
generators m ght see agreenents in order to sel
their output into perhaps New York City, which is
constrai ned.

The question is, really, what is the term
of that agreenent and really the need to, at that
point, sign along with agreenent? They don't know
whet her or not they will have those custoners for
the long termand | think that's the issue -- in
time, as people becone nore confortable with the

format and are willing to take | onger term
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positions.

CHAI RMAN WOQOD: | assunme now they do not
want to take that kind of risk. What do we know now
that allows congestion to anount, even though it is
econom cal to solve that with transm ssion
construction.

MR. NACHM AS: | think right now that's
goi ng back to the point earlier that the | SOs are
the largest LSEs. |If there is congestion in a
project, that makes sense, should they | ook at that
and propose that and make it nake sense? Maybe it
doesn't, but certainly through that process people
will be able to work with the regul ators and
determne if that's the best course.

MR. PARMELEE: The one thing that it has
hat ched in Crosstown Cable, when those costs in the
case of Long Island Power, they do not go into the
Long Island service charge. They are part of the
retail supply equation and the benefit is accrued to
the retail custoner along the power. So that
deci sion was made in the case of the Crosstown Cable
solutions facility. The custoners are the end-use
cust oners.

MR. PI CARDI : | was just going to add, |

think you have the point a little bit earlier with
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Stuart, sonme of the projects that you | ook to get
are the ones that are connected to the | onger-term
deal, where it may be an obligation to the fixed
price and procedure. And part of that is the
rationale for the idea that naybe we need to, within
the group of the |ISOs, the working group |ooks at
managenent .

CHAI RMAN WOOD: And that, in effect, is
sayi ng the generators get the bill.

MR. PI CARDI : Yes.

MR. MASSEY: There's a lot of comments and
talk around this issue. Let nme ask, nore or less, a
phi | osophi cal question, and it has been raised here
today, it seens to ne. We are tal king about a |evel
playing field for all resources.

There seens to be a phil osophical divide
in the area of transm ssion planning, sort of a
polarity debate. [I'mnot sure | hear it so much
here, but |'ve heard it elsewhere. On the one hand,
there are people, "Let's not worry about buil ding
the transmi ssion grid. W need to upgrade. W have
reliability issues in many parts of the country. W
have too nmuch congestion. W need to upgrade this
backbone of our electricity system Let's not worry

about overbilling. You can never get too nuch
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transm ssion.” That's one side.

And the other side is "Well, wait a
m nute. What we really do want is a |level playing
field. You can resolve congestion in a variety of
ways that have been di scussed here today. W
shoul dn't throw noney at transm ssion. FERC should
not be offering additional incentives for those who
want to build transm ssion projects.”

And even though, | wonder, there's a | ot
of talk here about a level playing field, do you
really want a level playing field? 1s that what
everyone at the panel wants? Let's not tilt for a
transm ssion. Let's not tilt toward any particul ar
resource in solving congestion probl enms, solving
reliability problens.

How do you see it?

MR. MAGER: | will start off for now. I
will take a break in answering that. One of the
reasons you m ght see a divergence of opinion
nationwide, | think it is easier to say you can't
buil d enough transm ssi on when you are paying
buil d-on rates of three cents a kilowatt hour. And,
unfortunately, in New York, we are seeking commodity
prices along at six cents and up sonetines, and add

on delivery. It is very expensive. W don't have
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the luxury of spending indiscrimn nately.

Fortunately, however, | think New York's
systemis probably one of the nost, if not the nost
reliable in the country. | don't think you see the
reliability problenms in New York that you may see
el sewhere. And New York has probably the nobst
stringent reliability rules of any state in the
country, and because of that, probably devotes nore
attention to maintaining reliability.

In terms of the level playing field, |
think, again, it comes down to a question of are you
tal king a project where it's for reliability
pur poses or econoni ¢ purposes? And | think a | ot
nore work needs to be done to distinguish those two
because | think it is not a black and white choice,
as it is easy to tal k about.

But when you are tal king about
reliability, if we see that a transm ssi on upgrade
is needed to maintain reliability, that should be
made. |If that's the quickest way of adjusting the
problem it should be nade.

When you are tal king about an econom ¢
probl em an economi c investnment, | think it really
is in the state's long terminterest to | ook at al

options on a |level playing field. There may be
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solutions to that econom c problemthat are |ess
expensive to consuners. That, perhaps, in deciding,
probl ens can be inplenmented nore quickly.

It really has to be done on a case-by-case
basis. W just want to make sure that if the market
doesn't respond, there are sone facts on it.

MR. HAAKE: | think it is crucial that we
have a | evel playing field because | think if we
don't have one, we are going to really prevent the
i ndependent sector from com ng forward. And the
reason is if you are a devel oper | ooking to
capitalize on the fact of pushing congestion into an
area, and a constrained area is going into risk to
i nvest the funds to develop a project and to
accommodate it in a constrained area, and you are at
the nercy of having the rug pulled out from
underneath you by a regul ated project that cones in
and has a guaranteed rate of recovery and a real |eg
up, | think it is going to operate with difficulty
to convince the independent investor to go in and
put that noney at risk, to take those kind of
chances.

And as Stuart said, it is really, perhaps,
in the consunmer's best interest that those risks are

borne by independent entities as opposed to sort of
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soneone in control, the governnent type thing.

Ot herwi se, you can see what we have seen in New
York, which is a persistence of enmergency generators
have been to be brought in by the governnent, and
that's not really the market design that we want to
| ook to for the long term

MR. PARMELEE: | think you are not seeing
t he divide here because a | ot of people want to see
t he market work and they hope the market will work,
providing a | evel playing field.

VWhere there seens to be a divide in New
York is whether they are willing to accept the
possibility that naybe even with the best |evel
playing field, the rules my not produce a desired
result, including transm ssion econom Cs.

On the other hand, we have to be very
careful, as | said early on, that we neasure what is
econom cally correct. Earlier Masheed pl edged this
6 to 900 mlIlion dollar cost per year of congestion,
and that's exactly the fear that we have, because
the way the market is structured, a |ot of that nine
mllion dollar cost is not a real cost.

It is handl ed by contract for differences.
It is handl ed by the TCC revenues passed back to the

hol ders of TCC and/or the revenues fromthe auctions
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of those congestion contracts being used to reduce
the transm ssion |inks.

You have to take out all of those feedback
mechani sms, and dependi ng on the region, congestion
costs, that's the true congestion costs, nmay be a
smal | fraction, possibly as small as five or 10
percent of that total anount nmay be the true cost
congestion, and Gen, in his talk, nentioned about
t he production cost savings caused by congestion
bei ng a measure of the actual cost congestion. And
LI PA agrees that that's probably the | ower boundary
of what is the true cost congestion.

The upper boundary is sonewhere a little
hi gher than that, but certainly not the nunber that
is expanding to that.

MR. ROSENQVI ST: It is really hard to
argue with phrases |like "level playing field" and
"resource parity" and sone fol ks have really created
-- you have to ask yourself, |level playing feed for
what ?

We decided to go into the generation
mar ket and set up a conpetitive generation market
and a man market later on to the two settl enment
bi ds, and we have a conpetitive market for each

pr oduct .
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The question we have is are we noving into
a conpetitive market for transm ssion? Are we fully
deregul ating the markets as well as the
transm ssion? Are we noving into -- | have seen a
proposal actually that says: Bill transm ssion
solid through rate holders, they can then w thhol d
or bid into the market at the prices that they see
t he market bear, and you bid it only for the anmount
that you wi sh to bid.

So, basically, they are advocating a new

structure for transm ssion that is not regul ated,

and any tinme you can withhold and say, "yes," as
much as you can withhold generation into the nmarket,
and we are going to find out.

But that's the two paradigns. The two
paradi gns is, what the basis of this debate is
shoul d we deregul ate the transm ssion markets, and
basically there's no one there as they deregul ate
the market. Don't build any transm ssion unl ess
sonebody has to be around, sonebody has to pay for
transm ssion and you build anyway you want. Guess
what is happening to then? There are a |lot of jobs
in Brazil for regulators and other conpanies.

They are going back to regulation. Now if

we want to pull the rug out from under the nmarket
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for generation, well, let's try the deregul ation for
transm ssion as well.

We tal k about |evel playing field, ask the
generators in upstate New York whether they are
conpeting on a level playing field for generators in
New York City.

MR. NACHM AS: | was going to say for
reliability, the nunmber one concern, | think,
certainly regulated transm ssion in many cases is a
needed solution, if there is a reliability issue.
You need to ask quickly and swiftly and make sure
t hat we have the systemthat we need.

When it cones to economcs, with people
responding to marginal pricing signal, we want to
make sure that we are sure everybody has an
opportunity to respond to the sanme signal, and LMP
is the one that was encouraged to price the
i nvestnent, which is high, and we just need to make
sure of the level playing field. Everybody needs to
respond to the top prices in the same way.

One of the concerns is you can increase
congestion by either not acting when prices are high
so they stay high or investing when prices go | ower
and you then increase congestion.

If it gets to a certain point in people,
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t hen someone cones in with a regulated solution to
respond, so that those prices are nore |evelized,
you now have an incentive nmechanismin which we
think people will invest when prices are low. It is
possi bl e generally to do it in this way.
Construction costs are blurred. People will build
when costs are |ow, and wait for regul atory
solutions. | think that is not a |level playing
field, and we just need to be careful about turning
the incentives of a |ocational nmarginal system
upsi de down.

MR. PI CARDI : The only coment | want to
make, Comm ssioner Massey, is your question about
the difference of New York and ot her places. Mybe
where you want to make significant investnments in
transm ssions. W have the | ocational -based system
Ot her places don't, so we see the value, econonic
val ue of noving power from one place to the next.

Many peopl e are debating whet her or not
sone type of regulating recession needs to deal with
that and that is going to be sonething we are going
to go through.

| just wanted to make the point that in
addr essi ng what Masheed said, | would be a little

concerned to say we are not going to have a system
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goi ng forward because we think people are going to

commt econonm ¢ w thholding and that behavior is

certainly not condemmed by any marketpl ace system

obvi ously, here and we're very active in this

mar ket, so people engage in that type of behavior.
| think Bill will pick up on it pretty

qui ckly.

CHAI RMAN WOOD: Let nme just add, panel two
can start com ng up.

Masheed, can you envision, I'msorry, a
project to resolve congestion that would be pl aced
with regul ated rates?

MR. ROSENQVI ST: Of course.

MR. PI CARDI : Then | assune the
assunpti on would be, at that point, there is val ue
that is not being captured by the market for
what ever reason. It should be fromthe society or
| ocal benefit that needs to be dealt with, or
addressed in ternms of an investnment of noving power
from one place to another.

MR. MAGER: | think it is difficult to
invest. | think that the markets address these
i ssues, particularly with respect to econom c
upgr ades.

The only thing I can envision is that a
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significant economc need is identified, and the

mar ket i s provided anple opportunity to respond, and
for whatever reason fails to do so and, perhaps, |
don't know, for cited reasons or sonething |ike
that, it can only be done by a regulated entity and,
again, | think we believe that the New York |ISO has
the authority to direct that those upgrades be
built. W would prefer the market to handle it. W
woul d expect the Commi ssion to be reluctant to act
unl ess it was shown that it had, and in those
circunmstances it would be very inportant, in our

opi nion, that the beneficiary of those upgrades pay
for it.

MR. NACHM AS: | would agree with a | ot
of what M ke just said.

|"d like to say that the market failures
is legible versus ineligible, but frankly, | don't
under st and how t hat works.

So if there is a circunstance where the
mar ket truly fails and the regul ators determ ne that
sone action is needed, in that case, but generally
speaking, we think the process should be set up to
| et the process work.

MR. PARMELEE: In many ways | think I

woul d echo what M ke and Sue sai d. You woul d have
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to have a persistent market problem on an historical
and projecting basis; using that range of projection
denonstrated that the market was not responding to a
significant societal |oss because the projects were
not being built. | enphasize societal |oss because
it is key to the neasurenent process. You have to
have the right measurenents to make that deci sion
and then you woul d have rationale for a regul ated
type of sol ution.

MR. HAAKE: | think the point is that it
has been well made. It is the quality of
conditions, it is unlikely where the market does not
respond to decongestion, unless there is sone
i npedi nent that can't be overconme. |'m having
difficulty envisioning it, but I fully expect it to
happen.

MS. ROBI NSON: Chai rman, woul d you I|ike
us to take our schedul ed break while we sw tch
panel s or nove ahead?

CHAI RMAN WOOD: Keep goi ng because we are
way behi nd.

MS. ROBINSON: If this panel would take
their name plates with them and panel two step
f orwar d.

MR. RUDENBUSCH: There is a | ot of
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di sagreenent that goes on in New York. W do know
how to get things done in New York, even though we
appreci ate having FERC as a back up

As nmentioned earlier, the Public
Power and Environnental Party's sector has three
basi c subsectors. There are two state power
authorities that have their own subsectors. The
envi ronnental parties have a subsector and there are
50 municipal utilities that have a subsector. | am
here on behal f of a subgroup of those utilities
known as FERC orders as the New York munici pal .

|"m here to tal k about the scope
and regi onal configuration requirenent of the
whol esal e market platform | think part of the
publ i c power sector appreciated the issuance of the
white paper on April 28th. W think that it made
sone needed adjustnments to the direction of the
notice of proposed ruling that was taken. We |ook
forward to the incorporation of the white paper in
the final rule.

The White Paper Conm ssion states it wll
not require ISOs to neet the scope and regi onal
configuration requirenment of the final rule.
However, that is to say all nust actively pursue

regi onal coordination of the | SCs.
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My first point here is the New York 1SO is
actively pursuing inter-regional coordination in a
generally satisfying manner. The nunmber of specific
topi cs have been alluded to already but progress is
bei ng nmade in reduci ng seans.

Most of the parties in the public power
sector, along with the great mpjority of other
mar ket participants in both New Engl and and New
York, rejected the nmandate of the northeast RTO.
Costs sinply outweigh benefits.

The nessage | think that | would like to

convey is that we say "no" to RTO but "yes" to
br oader regi onal narkets.

For exampl e, New York | SO are working on a

pr oposal called wvirtual regi onal di spat ch, or

That joint proposal is based on the New York
website, and I'm sure the New York website was wel
-- but, basically, the idea is two | SOs woul d take
it upon thenselves to interchange schedul es between
the two control areas so that the prices, at the
pr oxy buses' coverage, can be -- this sinulates the
ef fect of having one system dispatch for New York.
VRD achi eves the benefits of a simlar

system di spatch wi thout the cost of building the
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infrastructure and bureaucracy that were enbedded in
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t he New Engl and RTO proposal

The power authorities are supportive of
VRD. MEUs are nore cautious, take a wait and see
attitude, but at this point, the New York nunicipals
are not opposed to VRDs

My second topic is pancake transmn ssion
rates. The white paper specifically mentions the
goal of elimnation of nmultiple access fees for
transactions that cross |SO borders.

Page 8 nentions that rate mechani sns
shoul d be used to minimze cost shifts and the
Appendi x A to the white paper tal ks about
adj ustments to revenue requirenents that nmay be
necessary.

New York and New Engl and are di scussing
the reciprocal waiver of multiple access fees as
opposed to cross-border transactions, the concept,
and, nore particularly, there is a proposal of New
York | SO and the New York transm ssion owners that
they issued which is also avail able on the website.

The June 18th proposal of New York |ISO and
TOs contains a statenent of support for elimnating
rat e pancaki ng.

But the key to the statenment is each

transm ssi on owner in New York would be made whol e
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for the loss of the current export revenues.

| understand that the New York Public
Service
Conmmi ssion is also in agreement with this proposal
and has signaled a bit of a denial adjustnent into
the retail rates to cover |ost revenues.

| presunme that the loss in its text is as
a result of elimnation of pancake rates that energy
prices will be lower; that will offset, or even nore
so, the increased retail rates for the wire stretch.

In the public power sector, two state
power authorities are in favor of a proposal, which
is natural since they are also transm ssion owners.

The word is that the transm ssion
customers, while we haven't been consulted yet, New
York munici pals are not pleased with the proposal
t hat makes up for |oss revenues w thout considering
i npact on transm ssion custoners.

It is not, in our view, the appropriate
rate to make a spot adjustnment for whol esal e
transm ssion rates wi thout considering the whole
i ssue.

Al so, we have noticed that the nunicipal
utilities have long-termbilateral contracts with no

statement of reduced price in the energy market for
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themw th offsets in wire processes, increased costs
and no benefits, and if an acconmodation is not
reached any rate nodification proposal wll be
litigated at FERC.

Qur last one is the process. One of the
state power authorities would |ike to encourage a
greater role in market participants in the
producti on process. They suggested that you nay
institute time lines a little bit. Ohers feel that
the NYI SO is doing a very good job.

There is only one authority that can't get
to negotiate within other regions and sonme people
would think it would be a step backward to the new
process where you have 100 stakehol ders.

In conclusion, that's where we are from
t he public power sector and | thank you for com ng
to New York.

MS. ROBI NSON: Just a brief announcenent,
Peter Brown who was to speak to other suppliers wll
not be here today. W IIliam Roberts, who is
representing the generators as part of a teamwth
Mar k Younger will speak for the other suppliers and
I'"mgoing to ask himto do that now in Peter Brown's
absence.

MR. ROBERTS: Again, nmy name is WIIiam
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Roberts with Edi son M ssion and Marketing, Trading.
I"'mwi th the generator sectors in New York but [|'m
standing in for Peter Brown and the other supplier
sector. We both have worked on this particular
seans issue and | thought it would be good to
present the entire picture to you.

| would like to | ook at seans from a
different point of view. Not so much | ooking at
particul ar issues or particular resolutions to
probl ens, but one of the things that we have seen
that is a bit of a concern is that we are doing a
| ot of activities. W are doing a |lot of good
things as far as seans is concerned. W have
quarterly reports. W have a |lot of different
wor ki ng groups, ad hoc groups that have been set up
to address this particular issue of seam

One thing we are really | ooking at is
really a nodel of how to bring these things into
fruition, how to make sure we get these things

acconplished that would get actual results, and I

woul d like to respectfully present today a nodel for

addressing that particular issue, in other words, a
process. How do we actually go through, and not
only in New York and New Engl and, but actually

t hrough the other RTOs and | SOs.
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The key is that we really need to kind of
step back a little and | ook at what we are trying to
acconplish and see is there a nodel that we can put
on to have that so we can see results, tangible
results in a defined tine franme.

One of the things we would |ike to suggest
or respectfully suggest is that on top of addressing
t hese seans issues in the quarterly reports that we
do, that we really set up sone nore formal process
to drive these solutions.

VWhat we would like to recomend is that we
have established in order to resolve sonething, we
have got to get both sides of the seanms in a room

In other words, we can't sit in New York
and sit in New Engl and separately and say, "This is
how we are going to do it in New York." "This is
how we are going to do in New England."” Part of
both steps is to get both sides in the room

We have done that on many occasi ons but we
need to have it nore formalized. For exanple, we
shoul d be the official comnmttee in New York sitting
with the official comnmttees of New Engl and, thereby
parti es have already a nmechanism for resolving the
particul ar issue. Anything they decided will be

of ficial decisions of those particular conmttees.
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| think the other thing we need to do is
set
sone real -- get hard-and-fast m | estones as well as
deadlines. That's one thing that we do and we work
wel |l on, but we don't have a deadline, we don't say
we are going to resolve pancake by Novenber 1, 2004.
We need that.

And nore inportantly, in order to make
t hat happen, we need the participants to help
devel op those deadlines of working with the |1SO and
working with the board and the regulators. Everyone
needs to kind of be in there together, |ooking at
the issues, working out the mlestones and put a
deadline on it.

The ot her conponent | would like to
suggest that we need, as one of nmy New Engl and
partners woul d say, is sonme adult supervision. What
that basically neans is that, as you know, we
sonetinmes get in a roomas participants. W work
t oget her but there needs to be sonebody overseeing
t hat process, driving that process. W recomend
that it be a joint conm ssion, commttee of the
boards, of particular |SCs.

For example, three nmenbers of the New York

board, three nmenmbers of the New Engl and board, they
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woul d oversee this entire process, and what's
i nportant about that, what's neani ngful about that
is we would try to work for consensus. However, if
we could not work for consensus, these boards woul d
agree up front that they would make a filing by the
deadl i ne dates or by the m | estone dates.

So, in other words, the boards will be
up front, and we are going to make a filing of this
particul ar issue or that particular issue. W are
going to try to make a consensus file. That neans
that both boards will try to file jointly.

I f both boards get together and can't cone

to agreenment, they still have agreed up front to
make the filing intended. 1In other words, New York
will make their final planning. New England will

make their plan before.

But the inportant thing is they wll
whittl e down the process, give us sone solution that
can be used to solve the problem whether it is plan
A or B. It won't be bogged down in the participant
process. We will have our input.

Al l of us can argue our particul ar points.
The RTOs are arguing their particular points. State
regul ati on can advocate their points, but nore

i nportantly, we get it docunented and we get it in a
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timely manner and we get to make a filing.

CHAI RMAN WOODS: You are tal king about the
rate pancaking issue but is there anything el se?

MR. ROBERTS: Yes, sir. There's a
docunment in New York we would be working on called
I nter-regional Seans Coordi nati on Agreenment.

Basically, it tal ks about sone of these
processes, but we are going to make sone comment.
This is supposed to be one that is filed for an RTO
and we are going to be nmaking comrents how to take
that particular docunent and interpose sone of the
i ssues | just discussed and put together processes,
so we cannot only handl e work rate pancaki ng, but we
can al so handl e under the sanme sort of process sone
sort of, what we call the RAP process. W can al so
handl e the issues of how do we address schedul i ng,
coordi nation of schedul i ng.

So, in other words, all of these
particul ar issues, although they have a |ife of
their own and are going well, sone of them are
nmovi ng al ong sl owy.

The point is what has to happen with each
one of these particular issues, they have to go back
to the community process one way or another. They

have to go back to New York. They have to go back
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to New England, to PIM to the nenbers comm ttee one
way or anot her.

The point is, too, we work in a separate
group and spend all this time and New York says we
can't do it that way. It is not official. That's
not an official action by a New York conmttee so,
therefore, the New York board can't take a nove
because the official conmttee is not active.

Simlar sort of thing in new England. New
Engl and, the participants there say, "W have never
seen that before,” and it is not an official act of
that commttee so they can't take a step.

So the idea is that we will identify these
key issues and sone of these key issues are
identified with the docunent that we nust | ook into,
to supply of the subject rate pancaking, such as
sone of the scheduling issues.

Oten it is how do we conmuni cate markets
anong those particular RTOs. So the idea is we wl|
| ook at three particular issues. In other words,

why don't we try to find out what word this group

will say. Here's priority number and on nunber two.
In the next six nonths we will work with priority
number one. We will resolve that by a certain date.

After we do that, excuse ny | anguage, cone
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hell and high water we are going to make a filing.
The information is going to have a filing in front
of them hopefully on sonething that is worked out
with the sense of participants, plan B or plan A
and then we go forward. That's sort of the concept,
and you can work, | think, with any of the
particul ar issues you identify all the way down the
road.

And | think what serves as a good nodel
for resolving this, because we all tal k about seans
but we don't have a way of getting out of the nud.
We kind of run around here. We run around here. W
have a plan here and a plan here. No sort of nornal
structure set up here, so that would be our
proposal. Thank you.

MS. ROBINSON: Next | will ask
representing transm ssion owner Ray Kinney.

MR. KINNEY: Good afternoon. |'m Ray
Kinney. I'mwith New York State Electric and Gas
and 1'm here on behalf of the transm ssion owners,
and many of the things |I think Robert pointed to are
good things, but maybe not quite as detailed as Rob
has gone
i nto.

VWhat | would like to do today is touch
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upon sone of the issues we are dealing with here in
New York and maybe sone sinmilar, thoughts but maybe
not quite as in depth or vigorous as Robert has
outlined for you or Wlliam | should say, has
outlined for you today.

| think to our credit the New York market
partici pants and the |1SOs have focused on identified
and renmedi ated seens issues fromthe earliest dates
of the 1SCs. | think maybe that cones froma
general belief that standard nmarket products coupl ed
with the ability to seemtransacti ons across
boundari es are created to broaden the scope or
mar ket's, inproving econom c inefficiencies and
enhancing the transm ssion to conpetitive markets in
the electric industry.

We have had several successful seam
initiatives inmplenented to date. Mst notably, we
have nodified our market to deal wi th phantom
transactions. We have entered into sone | SGCs
agreenments on shares, on | SO shares. W have
devel oped prescheduling and mul ti-annual bl ock
transacti ons.

We have also instituted or in the process
of instituting sonme appropriate market pricing at

nonconpetitive proxy buses. Yet we do have several
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significant issues ahead of us.

Speaking first with regard to rate
pancaking, | think we all recognize this is a
barrier to entering |1 SO transactions. To our cred
I think WIIliam Miusel er pointed out New York | SO
wor ki ng with Chairman Flynn and the PSE staff have
been instrunental in bringing the parties in New
York together, and we do have a general consensus
here in New York to elimnate enbedded cost
pancaki ng for export realty transaction. This
consensus is predicated on two key principles.

First, the elimnation of these charges
must be done in an unusual manner such that the
transm ssi on owners recover the transm ssion that
woul d be | ost when we recover the border issues.

Second, the |1 SOs and control issues on

both sides of the borders need to neet us hal fway i

this process. W need to have reciprocity. Both
control areas need to nmove forward together as we
make t hese charges.

The New York TOs stand ready to nove
forward on this basis when negotiations for
reci procal treatnment with our neighbors are
conplete; while inmportant, rate pancaking, however

isn't necessarily the npst inportant seans issue

it
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before us. Two other critical issues are currently
under active consideration, this being time two
transactions and resource adequacy. The NYI SO

i ndependent advisor, Dr. David Patton, has noted in
the state of market reports that significant
concerns exist for the level of counter-intuitive
transactions that cover NYISO and its nei ghbors,
particul arly under high/low conditions.

Effectively, what's going on here is power
is moving froma high-priced market to a | ow priced
market. It is the epitonme of buy high sell lowif
you will.

These transactions tend to raise the price
in the high-priced market, while lowering it in the
| ower-priced market. It sends bad price signals and
it fails to dispatch nore efficient resources when
they are avail able. Recent estimates by Dr. Patton
i ndicate that the potential savings frominproving
could be as high as several hundred mllion dollars
of each year, as we nove forward.

| guess the good news is there are efforts
underway to address this issue.

The NYI SO SMD project, where we are going
to put in a newrealtim scheduling system is a

positive step in the right direction.
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SMD software will inprove the consistency
of system representati on between day ahead realtine
mar ket s and provide market participants with some
enhanced scheduling tools at the outset and,
hopefully, some nore to conme as we get the system up
and runni ng.

Additionally, to their credit, |SO New
Engl and and t he NYI SO have eventual |y proposed a
VRD. The VRD would allow the 1SOs to schedul e
econom cally efficient transactions across the
boar d.

VWhat this will do is allow themto display
expensive resources with nore efficient resources,
then, by bringing the price in the adjacent markets
t oget her and | owering costs overall.

VWile we can't really get into extensive
detail, the transm ssion owners believe that VRD is
a positive step towards formulating a single
nort heast coordi nated di spatch and is a nuch needed
el ement for correcting counter-intuitive
transactions with regard to research adequacy.

The northeast is currently amzed t
di fferent product and market rules. The
transm ssion owners believe with standardized

resource products we may realize significant
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benefits in resource devel opnent, nmarket efficiency
and electric systemreliability.

Once again, sonme positive action is under
way .

The three northeast |1SOs have fornmed a
resource adequacy nodel working group, alternative
wor ki ng nodel s have been identified and a consultant
is in the final stages of evaluating the benefits of
t hese proposals.

So where do we nove from here?

Taki ng a good point that WIIliam Roberts
made, | think one of the inportant things to do is
actually put sonme tinelines for conpleting these
efforts, particularly rate depancaki ng, VRD and RAM
Moving forward fromthere, it is reasonable,

I think, to continue to foster sone of these target
efforts to resolve new i ssues as they cone al ong.

We have got sone reasonabl e successes in
wor ki ng one on one with New England. For exanpl e,
for noving VRD forward | think it is also hel pful to
recogni ze that, at least initially, sone of these
i ssues are best handled by elimnating discussions
with a single border, developing a pilot project,
proving the concept before you go to a broader scale

to i nplenment these things and sone days it nay not
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be rational or necessary to inplenent certain
initiatives on a broad regional basis.

Again, taking a point fromWIIliam I
think there is some effort or sonme opportunity to
i nprove our market sharehol ders' participation in
t he process.

Currently we handle this through
commttees in the | SO and any other |SOs getting
together with the 1SOs that share, people handle
this process at this point.

| think it would be reasonable to inprove
the reporting that goes on to the commttee. W
don't usually have enough opportunity to discuss,
for exanple, quarterly reports in nuch detail within
our own commttee structures before the commttee
chairs and the 1SOs. So it would be a good
opportunity to make a nmore formal process to get
these things out in the conmttee structure and
enhance market participants' involvenent in
identifying and resolving these issues.

We brought this issue to the 1SO and they
are giving us sonme positive feedback. They are
going to consider this issue on how to do that and
the TOs stand ready to work with themto nove

forward on that process, and the three market |SGCs
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have also forned a chief information offer
comm ttee.

We comrend them for doing this. W think
this is a positive step in the right direction.

One constructive inprovement to this
process may be to also bring the independent narket
nonitor together with the CIO commttee. This wll
allow themto review the software in regul ated
mar ket ruling text to ensure that not only is the
software going to work well together, but the nmarket
rules thenselves will work well together to create
conpetitive conditions and enhance efficiency at the
bor ders.

We al so woul d recommend FERC actively
participate in this process to help facilitate the
di scussi ons anong the 1SOs and the expeditious
i npl ementation of any issues that come out of that.

This process should include clearly
identified mlestones in the schedul es agai nst which
we can nmeasure the progress.

Wth the comm ssion continued vigilance on
i ntegrating what are fundanmentally LPM markets in
t he northeast, TROs are confident market equi pment
i nprovenents will continue anong all three U S.

mar ket s and our Canadi an nei ghbors as wel | .
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This concludes ny comments. | appreciate
t he opportunity to cone before you today.

MS. ROBI NSON: Mark Younger and W I Iians

Roberts will speak for the generator owners. Mark
will go first since WIliam has already had a turn.
MR. YOUNGER: |'mtaking 98 percent.

Chai rman, Conm ssioners, thank you very
much. My nane is Mark Younger. |1'mvice president
of Slater Consulting. |'ve been involved in
deregul ation of the New York nmarkets since the md
"90s when 1 SO was still the termwe were all trying
to learn and there was no real |1SOs operating in
Ameri ca.

Since then |I've been actively invol ved
with dealing with market rules, trying to help the
ISO. |I'mone of those three consulting services
provided to the |ISO

|"d like to address three specific areas
related to seans. One of themis the need to
elimnate through outcharges on the border.

Last spring when we first heard that the
PSC and the TOs had worked out an arrangenent to
keep the TO essentially whole for elimnating the
charge and to take the position of noving forward as

|l ong as there could be reciprocal treatnent on the
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ot her side of the border, we all cheered.

And | ast summer when we first heard that
New Engl and was not so much willing to tal k about
elimnations outright inmediately, but phasing it
down over sone period of time, we cheered as well

And now that |'ve heard that New Engl and
and New York were actually talking |ast nonth and
have nmet, I'mstill cheering, but | have to agree
with ny fellow panelists that | think this is a
perfect exanple of where we need sonme sort of
gui dance and deadl i nes.

What we are essentially tal king about here
is redistributing noney, reallocating noney.

| agree with the idea that people should
be at fault, but this is a substantial barrier to
trade. | nmean, there is no nore obvious barrier to
trying to keep the markets from com ng together than
the fact that when you step over the border you pay
five or seven, or whatever nunber dollars per
megawatt hour, and | would like to see some sort of
deadline for something to be fil ed.

And if we can't work it out, maybe FERC
can step in with a little parental guidance in
hoping to cone to an agreenment between the different

ar eas.
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I'"d like to see us nove ahead with New
Engl and quickly. It seenms that they are npbst ready
to nmove ahead, but | think they are ready to nove
ahead with our other neighbors as well.

Second area | would like to address is the
area of virtual regional dispatch

The way the transactions are schedul ed now
here in New York, you have to |line them up anywhere
froman hour to two hours in advance in the realtine
mar ket and | ock themin.

It is now surprising that you get a fair
number of counter-intuitive transactions going
because a | ot can happen in one to two hours after
you've lined your transaction up, virtual regional
di spatch, which woul d essentially have the | SOs
trade anongst thenselves on a 15-m nute basis based
upon | ooki ng ahead on where they think the val ue of
power is on the two 1SOs, is one way to address the
i ssue.

But in the sinplest formis what VRD is
the 1 SOs buying and selling at one proxy bus. Buy
at one proxy bus, sell at another, on a 15-m nute
basis when it currently will not allow nmarket
participants to do the sanme thing.

The reason the market participants aren't
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able to do the same thing is because they say we
have a very | ong and cunbersone checkout process.

It seens to me that we need to be | ooking
much nore at a market participant based sol ution.
Maybe there needs to be a way to create market
participants to trade on a 15-m nute basis where the
mar ket partici pants actually buy one of the proxy
buses and deliver the other and the |I1SGCs are
constantly checking out that the power can flow
reliably and schedul e changes can be accommodat ed.

VRD is not the unified dispatch. It is
not even necessarily a nove that crosses to a
uni fied di spatch because as we have gotten further
intoit. It is painfully apparent that there are
del ays; rather than | ooking ahead to the next five
m nutes which are very good, they are actually
| ooki ng ahead, 15 or 30 m nutes ahead.

And the other things we found is -- we
| ooked closer at VRD -- is to make the whole thing
work or redefining certain consents, there's
congesti on where across the interface, congestion
will no |longer apply. Only when the interface is
constrai ned, can you interface with New Engl and.

You' ve got your full six or 800 negawatts.

You' ve been noving into New York or noving out of
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New York; what is, instead, we are noving forward,
defining the cost of congestion as any tine there is
a deviation in price that would be defined as the
cost of congestion, whether we are noving up in
megawatts, whether we are actually fully utilizing
the interface. This makes it virtually inpossible
for any market participants to trade across the
bor der.

So, as | say, | think we need to be
| ooking much nmore closely at ways that we can have
the market participants alter schedules or the total
| SO schedule altered on a 15-m nute basis based upon
t he market participants know ng arbitrage, buying
one area, delivering another.

CHAI RMVAN WOOD: Did you file what PJ and
M chael are working on to try to acconplish this,
actual gray areas of this? There is a different
approach to be taken of the VRD, are you follow ng
that at all?

MR. YOUNGER: | have not had a chance to
revi ew that.

The third area | would |like to address is
t he RAP process, the resource adequacy process, and
in particular, the inportance of the New York | CAP

demand.
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Currently | CAP demand curve has been
absolutely critical in providing appropriate |ong-
termprice signals to the resources in the market.

It has enabl ed market participants to make
| ong-term deci sions and to get appropriate price
signals for those |l ong-term decisions so they don't
ei ther drop out of the market when they are going to
be want ed back in the market within a year or two
because nornmal ly, as a generator, when you drop out
of the market, it is a fairly permanent deci sion,
and, also, to begin providing signals to a new
entrance, that they can conme in and the market w |
be rational, and that they will not see their value
i mmedi ately dropped the day they show up

VWhen we | ook at the RAP process, the nost
i nportant piece, which naybe hasn't been getting
enough focus, is the ability to define products that
can be traded across the market to elimnate
barriers to trading across the markets, such as a
requirenment to delist an entire issue in New Engl and
to be able to sell caps to anyone in New York.

That kind of thing can be very hard for
capacity to conme out of New England to New York
where here you can sell part of your capacities in

New York and part of your capacities to New Engl and.
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It is much easier to go ahead and enter
into the a New Engl and narket because it is not an
all or nothing decision.

Li kewi se, when we focus on the RAP
process, we should be not so much focusing on the
quantity that is in any giving area, New York

essentially testifying in a variable area

requirenment. We will never have purely unified | CAP

mar ket because if you | ook at New Engl and, New York
and PJM even if you had an unified | CAP market, you
woul d still be |largely defined by the individual
ar eas.

New Yor k needs roughly 31,000 nmegawatts of
install ed capacity, and you can only bring in 27
pl us hundred negawatts. Even if you had one big
mar ket, you would still have a very, very large
requi renment for a consultant capacity |ocated just
in New York, and |ikew se in New England and PJM .
So the biggest focus should be how can we get it so
that resources in New England want to sell in New
York, giving those limtations that exist and vice
versa and in the PJM have that arrangement set up
and there are rationale enough markets in each of
them to enabl e people to nmake those ki nd of

deci si ons.
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Thank you very much for the opportunity to
speak to you.

CHAI RMAN WOOD: Before we | eave you on
that, so then your advocacy woul d be for not
necessarily going for a pure approach across the
t hree but just address --

MR. YOUNGER: Absolutely. | think the
nost inportant thing is to set up rules where it's,
we are all going to ECAP, enforced capacity, and
that's -- it looks like we will all be going to
simlar time periods. That makes it nuch easier to
trade because you don't have a gap if you try to
switch markets.

Hopefully, we will be resolving sonme of
t hese issues, |ike how you delist in one versus
anot her to make transacti ons between the markets and
novi ng between selling in one market versus another
much easier. Those to ne are the nost significant
parts.

| do not think it is absolutely critical
that the quantity that is required in the different
mar ket s be arranged ahead of tine.

MS. ROBINSON: WIlliam you have two
percent.

MR. ROBERTS: | will let go, | just want
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to make a real quick followup coment in the sense
of what Mark just said, | think it is inportant, for
exanmpl e, we have a large city in Pennsylvania that
we sell it to New York and we would like to do the

| CAP. And the idea is the consistent rul es between
the two, in what's inportant as opposed to
establishing sonme sort of exact product, exact
megawatt requi renment for | CAP.

So that's inportant and what's
i nportant, in other words, being able to get it.

MS. ROBINSON: Tariqg, if you would like to
clean up here. Tariq Niazi representing the end
user.

MR. NI AZI: Good afternoon. M nane is
Tariq Niazi. |I'mon the commttee with the New York
St at e Consuner protection board.

First, I would like to think FERC and
Chai rman Wbod for arranging this technica
conference and giving the sector an opportunity to
directly address the Comm ssion on these very
i nportant issues.

The New York State Election Board has been
actively representing consunmers on power isSsues.

For approxi mately al nost 30 years we have been ably

active in the New York City |1SO process in all the
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commttees and we're also active in determ ning
consuners in front of the New York State Public
Servi ce Commi ssi on.

We strongly support those goal s of
elimnating rate pancaking in the export freeze
whi ch can be an inmpedi nent to otherw se econom c
transaction and elim nating bringing benefits to
everyone by filling the regions.

The cost benefit study that was perfornmed
by the staff of the New York | SO and | SO New Engl and
during the process of establishing showed that the
singl e source of savings that would come fromthis
was fromelimnating pancake transm ssion rates, but

the region as a whole was telling us of estimted

conbi ned savings of approximately 220 mllion in the
first five years snapshot. Qut of that,
approxi mately 65 percent or 142 mllion would cone

by the inpacted risks.

The second snapshot, it would be anot her
68 mllion or 45 percent of 50 mlIlion savings would
again conme fromelimnating pancake rates.

Simlarly, the sane study al so showed t hat
a three way nerger between New York, PJM and the
| yon share of the savings would, again, conme from

the elimnation of pancake transm ssion rates.
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Both 1SCs, I1SOs in New England and the New
York | SO have been working on a nutual agreenment to
el i m nate pancake transm ssion rates, ancillary
standards as was reported this norning by Bil
Musel er, that a | ot of progress has been nmade.

| believe a plan has been to file for the
elimnation of these rates and we fully support that
effort.

However, we do urge FERC to nonitor the
process, and if for sone reason things cannot be
wor ked out nutually by the two |1SGCs, that FERC take
sone nmeasures to elimnate pancake transm ssion
rates as soon as possible. As you know, everybody
is aware this is the |l argest source of savings
potentially from your regional cooperation.

We al so agree that this New York |ISO, the
PSE and TOs have net and there is cooperation
bet ween the three entities and we al so agree that
the TOs should be made whol e for any | oss of
revenues fromthe elimnation of pancake
transm ssion rates.

And it is also our understanding that
these revenue |losses will be a fraction of the
potential savings fromelimnating transm ssion

rates with regard to seans, alnost all the remaining
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benefits, again the sane study perfornmed by the two
| SOs, that indicated alnpost all the savings and many
savings came fromelimnation of seans.

And even though, as | believe Tom
menti oned, that even though we don't support those,
in fact, it's no |onger a reservation.

By elim nating pancake rates and by
wor ki ng on the seamissues, we will be able to
achi eve alnost all of the benefits that would have
cone fromthat nerger.

We feel we generally support all the
nmeasures that the I1SOs are taking in trying to
el imnate seans between the different regions.

Wth regard to the RAP process, again, as
Bill nentioned, that work has been going on since
early 2002, and although this is an open stakehol der
process, sonme of the nore resource restraint
sectors, like the engines that | represent, will be
difficult for us to fully participate in this
process.

A |l ot of neetings are outside New York
state and we would urge the 1SOs, certainly there
have been briefings, but we would urge the 1SGCs to
bring nore detail to the market participants in New

York. | think that is inportant, especially if you
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want to meet our goal in fighting, in noving
forward, and the first planned auction in the sunmer
of '04. And, also, the tariff devel opnent and
details is a fairly tedi ous process, so the sooner
we bring nore of the details to New York State,
think, the better it is.

Wth regard to virtual regional dispatch,
we
support the idea of exploring that, and I think the
i dea of doing that will enable us to pursue that at
the regional level. The 1SOs hasn't work with |ISO
New Engl and, the New York |1SO, and they have been
fairly active over the past few nonths. W again
support that process.

Again, | would like to say that we woul d
l'i ke our 1SO to bring nore information back to the
participants. It is nmore inportant for the resource
constrai ned sectors |ike ours.

Wth regard to inter-regional ancillary
services, it is our understanding that integration
woul d require extensive software and i nfornmation
sector devel opnent. W agree that inter-regional
mar ket s makes sense; however, it is inmportant to
show that the benefits of configuration is serious

costs.
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The SO is pursuing a stated approach and
we will support that.

Finally, with regard to inter-regiona
conmmuni cati on standards, Bill Muiseler reported this
in the earlier part of this afternoon, that a | ot of
work is to be placed in significant coordination
bet ween the three | SOs. W support that; however,
it is inportant to enphasi ze that cooperation
precedes mmjor investnment because |I think it is
i nportant to show that whatever system they agree
upon is conpatible; that will be nore duplication
and resources.

Once again, thank you for the opportunity.

CHAI RMVAN WOOD: | don't have a lot to add.
| had heard it's a good idea. | would like to talk
t hat over with ny coll eagues.

" m personally intrigued, M. Roberts,
about your concept of really enpowering the boards
to say that's a solution instead of a process that
continues to work, because | think while we
certainly have seen on a |lot of the technical issues
associated with these tine lines, and with this that
goes with it each quarter, significant progress on
what | would call sonme granular and sone actually

pretty revolutionary issues on policy and nore
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conprehensi bl e i ssues, | suppose to the typical
mar ket partici pant or regulator they do becone
opportunities for nonsol utions.

"1l just drag it out.

| think that your solution actually has a
| ot of optimsm too, and | guess | would like to
have, Mark, your colleagues on this panel give ne
f eedback to such a process while we have got you up
her e.

MR. YOUNGER: From ny discussions with the
generators, they would strongly support it.

MR. KINNEY: | think there is sone
definite positive elements to that, particularly if
we had sone structured opportunities to pass to
them get them noving, multiply them the |1SGCs at
the sane tine.

My only fear is that we are entrapped wth
too much bureaucracy in trying to bring all the 1SGCs
t oget her.

| think there may be sonme good
opportunities to bring the boards together or
sections of the board to | ook at these issues, but
then there is also the fear that you put 100 or 200,
300 people in a room | ooking good with NERTEL and

you spend a real considerabl e anount of tine.
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| think with the proper bal ance there nay
be a ot of good to WIliams suggestion. W just
have to create that bal ance and nove forward.

MR. NI AZI: W generally support what's
said. Again, as Bill had nentioned earlier but in
nore detail, certainly the idea of getting market
partici pants together for support and also the idea
of deadlines.

Some of these processes have been taking
pl ace for a fairly long time and | think
establishing sonme reasonabl e deadlines to the
process, so we generally support the concept.

Again, I"'mnot quite sure of the details.

| guess we have to | ook at what we are
going to represent and respond to that.

MR. RUDEBUSCH: Let nme repeat, one of the
states support that process. | think with other
people in the power sector you are going to have to
be very careful to strike the right bal ance
ot herwi se we are going to end up with the New York
process, which was a total disaster.

MR. ROBERTS: Let nme just add a little
follow up, if I may. Two things | agree, we
definitely need to put sonme boundaries around this,

but al so, as a point of information, we printed this
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concept in New England and we got pretty good
support fromthe market participants across the
board, in New Engl and, transn ssion owners,
generators, suppliers, retailers, as well as we got
sone support fromthe board, 1SCs on the board and
regi onal counsel and the CDR

So at | east we have got one side, and |
agree with Ray, | think we kind of need to start off
crawmling. Let's take one interface first.

Let's take New York or New Engl and since
we have got some nmomentum going there. See how it
wor ks, put some boundaries on around it, in time
frames, and see how it works and nodel it, and with
ot her boarders and even across other regions.

CHAI RMVAN WOOD: Thomas Wel ch from LANG.

MR. WELCH: | appreciate that you
di scussed ne during the pancake rate.

And the process that one m ght want to
adopt there is an issue that really hasn't been
di scussed and | think may be inportant to achieve
t he objectives you are trying to achieve and | want
to add |I'm speaki ng on New Engl and conm ssions on a
whol e, at | east not nyself, in broad outlines here.

We are generally very enthusiastic with

the notion of the effects on the whol esal e markets
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and White Paper and, indeed, expanded markets beyond
their current boundaries. But as markets expand
and, in particular, as sone of the relics of the

ol der systens |i ke pancake rates are elim nated, we
see, and this is actually reflected in the cost
benefit studies, that there is a strong |ikelihood
that the benefits would be spread uneven, renoving
t he seam between the markets page the effect of
raising prices in sonme areas, even while |owering

t he overall average price so the overall objective
is one to be achieved, but there is sone

di sl ocations in particular situations.

And, frankly, this has lead to the very
real possibility that there is sonme jurisdiction. |
know there is sonme jurisdiction in New Engl and who
woul d resist sone of the seans rediscussing efforts,
i ncluding things |ike VRD and renpovabl e of brown-out
charges, sinply because they would be put at a
di sadvantage on the energy price as a result of that
removal. So we in New Engl and have been working for
about a year-and-a-half on a nodel that m ght
provide a vehicle that will address that specific
i ssue.

|"ve actually got sone descriptions |

woul d be happy to provide the Conm ssion.
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But, in general, the principle of the
nodel, it permts you to isolate the change; nanely,
for exanple, the renmoval of brown-charges and
per haps on a post hoc basis, the prices that are
actually achieved in the area, the price that would
have occurred had the seamremained in place. W
are able to quantify the energy market inpact of the
removal of the seem

That quantification allows you both to
identify the overall benefit and also identify which
areas are worse off.

And once those numbers are derived, the
nodel
al so proposes sonme nechanismto achieve at | east a
hold harm ess or a benefit sharing result so that
not only would you be able to take care of the |oss
revenue requirenment, TOs, which you recognize are
i nportant, but go beyond that and nake sure areas
for di sadvantage on the energy side were actually
al so accommmodat ed.

The nmodel views itself as transitional
Obvi ously, you may not want to do this forever and
we al so do not view this as sonmething to try to nake
this kind of adjustnment one zone within the market.

We really see this as sonmething you would do for
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maj or markets as you conbine the seans.

We have raised this issue both through the
New Yor k Conm ssion and with the PIJM comm ssioners
and, frankly, here is where | very nuch support M.
Roberts, who was suggesting we do need soneone to
sort of tell us all to sit down, because on any
gi ven day you think you are a winner. You may not
have the sanme incentive to tal k because you think
they are going to be a w nner.

So | think it would be very hel pful for
FERC one way or another, for the process that has
al ready been described perhaps on the docket to
provi de a vehicle where we may be invited on the
strongest terns to see if some vehicle of the kinds
wor ki ng in New England or sonmething simlar could be
achieved in a relatively near tinme frame. So sort
of giving us guidelines, giving us guidance and sort
of being there to resolve differences to the extent
we can achieve a consensus | think will be extrenely
hel pful .

So | appreciate, I hope FERC accepts this
invitation to focus on addressing this particul ar
i ssue, which | think if it is not addressed, wll
| ead to people being distracted, for lack of a

better word, for political overlay on achieving
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overall good benefit but, neverthel ess, disparate
provi di ng benefits.

CHAI RMAN WOOD: Thanks, Tom  Any thoughts
fromany of the panel on what you just heard?

COWM SSI ONER FLYNN:  From New Yor Kk,
prospectively, | couldn't agree nore with Chairmn
Wel ch. Any guidance in this area will be greatly
appreci ated. Conmm ssioner Hughes had to
unexpectedly | eave but I'm sure she feels the sane
way .

| know that M. Roberts expressed the
possibility of doing this in New Engl and and New
York. | think at first blush we should also get PIM
involved in these discussions and to have FERC nove
t he process along with some sort of deadline would
be very much appreci at ed.

COWM SSI ONER FLYNN: I'm sorry we don't
have the tine today to discuss all the issues. W
woul d be here until the cows conme hone.

CHAI RMAN WOOD: We will get back with you
real, real soon. That's helpful. It is nice to
know peopl e who wel come our participation. It is
not true everywhere.

COWM SSI ONER FLYNN: At | east for today we

| ove you.
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CHAI RMAN WOOD: Any ot her questions for
our panel here? Thank you for com ng.

MS. ROBI NSON:  Panel nunber three cone
forward and pick up your nane tags. We have got
anot her panel .

The final panel is the regional decision
maki ng New York City |ISO governance regional state
commttee, and I'm going to ask Bob Hiney fromthe
New Yor k Power Authority to |ead off.

MR. HI NEY: Thank you. M nane is Bob
Hiney. I'mfromthe New York Power Authority. |
would like ny statements to reflect the done deal s
of the nembers of the public sector, the ISO and I
want to thank you for the opportunity to have this
sessi on here today.

| was el ected vice chairman of the
commttee in 2001 and becane chairman | ast year in
2002. It is basically a two-year termand ny
comments reflect that experience.

In the SMD water caper, FERC has suggested
that the final SMD rule will add to its previous
order, principles on how to structure independent
governance, which we believe could |ead to sone
changes here in the New York | SO

In formng that New York 1SO in 1999,
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mar ket participants representing all of the sectors
engaged i n extensive negotiations to establish a
governance process and that resulted in inprovenents
by the Comm ssion. It took a while. The resulted
governance reflected a delicate bal ance of the
interest and is functioning effectively since the

| SO started up in late 1999.

As Chair of the SO | saw firsthand the
governance and followed that. Wiile there were
bumpy roads at tines, in the end decisions were nmade
t hat have consistently inproved the function of the
| SO mar ket .

| believe that the debates of this
agreenment and the collaboration that occurred anong
the varied New York market participants are an
i ntegral and necessary part of a healthy governnment
process in the New York 1SO. So there were tines
during the lunch break where people were getting
together to try to work out differences, the
di sagreenents and tried consensus.

By sharing sonme of the deci sion-making
power, the market participants have an incentive to
narrow the differences and to resol ve issues rather
than nerely advocate the positions to the |ISO board.

That's very inportant to the process, in
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nmy Vi ew.

To the extent we are successful in
narrow ng those views and resolving the issues, that
process involves | ess work for the FERC Conmi ssi on.
We were able | believe to resolve these issues.

By recent points, ny experience has been
t he New York governance process, to inpress upon the
Comm ssion the val ue of not being overly
prescriptive; with respect to the way governance is
set up in ternms of the SMD paper is that the
Comm ssi on may have mandat ed consi deration of the
exi sting | SO governance structure. W would urge
the Comm ssion to reconsider this position if,
indeed, it is their goal to standardi ze the
governance structure.

In the final rule, regional differences
should go out if it persists. A mandated governing
structure would once again raise difficultly and
contentious issues that have been settled once in
New Yor k

" mnot here to say that New York is
perfect in terms of its structure, but the resources
and time that would be necessary to reopen the
debate on a governance structure, that has

functioned effectively since 1999 woul d take away
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attention frominportant issues that are facing the
nati onal market.

In its order, the Comm ssion should
acknow edge that there is not a one sided structure
and we respectfully request for the Comm ssion to
give latitude to areas where approved governance
structures are in place already, as you have in New
Yor k.

Finally, the governance is not a static
thing. The exiting governance structure provides a
forum for market participants to pursue. |If the
changes are deenmed necessary by the market
partici pants, changes allowed to come fromw thin
the RTO or | SO are not mandated changes in the final
rule.

That concludes ny comments. Thank you.

MS. ROBI NSON: Dan Allegretti speaking for
t he other suppliers.

MR. ALLEGRETTI: |I'm here to speak on
behal f of the other supplier sector. | serve on the
New York |1 SO managenent committee as well as the NPC
and I'm currently chai rman of the New Engl and
participating committee.

| have three goals in making remarks

today. One is to try ny best to represent the broad
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views of the other supplier sector and not just an
i ndividual's views or individual conpany's views.

The second is to do it so it will not put
everyone to sleep and the third is to mnimze the
time in which I stand in this roomfull of people
and the cocktail hour.

It is with great trepidation that 1'm able
to
use a phrase that al nost makes nme cringe because it
has been nmuch m sused and abused, but | have to say
"regional differences.™

It actually is the one area or one of the
few areas where it really does nake sense to think
about regional differences because unlike market
desi gn, governance differences do not create or
exacerbate difference, and when market principles do
not vary fromregion to region, the organizations,
institutions and constituencies that make up a
st akehol der process do, and governance has to
recogni ze those different groups, organizations and
constituencies. There's really a perfect tenplate
t hat can be put out there.

That brings nme to New York's governance
and | guess | would use the phrase a workabl e piece

to descri be we have got, section 205, final
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authority that is a shared responsibility between
the 50 percent mpjority and the managenent commttee
and the i ndependent board of the | SO

The board is always free to nmake a section
206 filing and participants have the ability at any
time to take an appeal to the board if they feel
that their majority interests have been overrun

We have a separate governance here,
simlar to PJM and New Engl and, and the way that
sectors are divided and constituted is never
perfect, but | do think it is inportant to note that
the sectors here do allow for all constituents to
participate in the delivery of the stakehol der
process and | think it is |like a reasonabl e bal ance
bet ween the need to protect mnority interests on
t he one hand and avoid conplete grid | ock on the
ot her.

| absolutely agree with Bob's point, that
governance is dynam c and not static. Not only does
it vary fromregion to region, but these
institutions, organizations and activities within
t he market are going to change over, and as interest
technol ogi es, institutions and regi ons change,
governance arrangenents have to be revisited,

allowing this to be heard within the context of the
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st akehol ders' rights.

The Comm ssion has got to be prepared to
hear an argunent on conplaints in reformon the
governance. They need to be ready to exam ne the
regi onal organizations, institutions, see how they
have dealt with their governance issues and if
things really are out of balance. The region is
going to need help because if it gets far enough out
of balance it can't fix itself.

Ri ght now the participants here in New
York as part of the strategic plan process is
currently addressing the issues here in New York and
t hey should be encouraged to do so. They should be
given the roomto find areas of inprovenent and
bring those to the commi ssi on.

Okay, Dan, it is easy to say it is
regi onal and dynami c but that doesn't really help us
much. What can you offer in ternms of
recommendati ons for FERC policy, as part of a
standard market design, and | guess there are two
principles that | think really ought to guide the
Conmmi ssion in ternms of establishing the policy in
governance in the standard market design and they
bot h i nvol ve bal ance.

The first is that there needs to be a
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bal ance of authority and responsibility maintained
as between the independent board, the |1SO on the one
hand and the participants it serves on the other,
and that bal ance has to achieve | SO i ndependence
tenmpered with accountability.

There are a nunber of ways to achieve it.

El ecti on of the board is one way.

Exerci se of shared section 205 rights after sone
super majority is another. Sone hybrid conbination
of both can do it but there needs to be a nmeani ngf ul
role for the stakehol ders.

We can't just have a republic phil osophy
case of making all the decisions because the process
of getting market proposals with the participants
and getting their needs full and active input and
participation in the decision process really nmakes
for a better outconme, and you've seen it in New
Engl and. We have seen it the PJM W have seen it
in New York. That's sonething that shoul d be
mai nt ai ned as principle.

The second one is also a bal ance of
authority and responsibility that has to be
mai nt ai ned between the stakehol ders' group and
that's a balance that is between the buyers and the

sell ers.
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And it doesn't matter whether you are
tal ki ng about buyers or sellers of energy or
transm ssion, but at the end of the day the buyers
shoul dn't be able to run over the sellers and the
sellers shouldn't be able to run over the buyers.

As | ong as each side, buyers and sellers,
has to reach across the aisle and find a conprom se
with the other side, you' ve got a balance that it
works. It may not be perfect. It may not be ideal.
There may be room for inprovenent, but at | east
you've got a fundanental there that works.

VWhen it doesn't work, when it is out of
bal ance that's when the comm ssion needs to step in
and do sonet hi ng.

Those are the basic things that enmerge in
my di scussions with nmenbers, other supplier sectors
and those are the points that | would like to urge
on today.

MS. ROBI NSON: Thank you, Dan. Paul G oia
next, representing the transn ssion owners.

MR. GO A Thank you. M coments this
afternoon are on behalf of the follow ng
transm ssion owners: Central Hudson Gas and
El ectric Corporation, Consolidated Edi son of New

York, New York State Electric and Gas Corporation,
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Rochester and Rockland Utilities and Rochester Gas
and El ectric Corporation.

VWile | will refer to these conpani es as
t he New York Conm ssion owners, | would note that ny
comrents do not include the national

At the outset | should say | listened to
the coments of the first two speakers and | think
that transm ssion owners are in general agreenment
with virtually everything that has been said.

The New York transm ssion owners recomend
that the Comm ssion find NYI SO s governance
structure to be satisfactory in conpliance with the
standard market design adopted in the final SMD
rule.

NYl SO s governance structure has been
found to satisfy the basic requirenments of RTO, |SO
i ndependence and fairness to all market participants
in previous Comm ssion orders. In addition, the
current governance structure has functioned well
over the first four years of NYI SO s operation and,
particul arly relevant, the NYI SO, operating under
its current governnent structure, hasn't able to
i npl ement the market design that is virtually the
sane as the standard market designs proposed by the

Conmmi ssi on.
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We recogni ze that the NYI SO governance
structure differs in some respects fromthe specific
gover nance nodel suggested by the Comm ssion and
fromthe governance structures and other RTOs and
| SCs.

Those differences do not affect NYISO s
ability to function independently and effectively;
or to treat all market participants in nmarket
sectors fairly. Various parties, including the
transm ssion owners, have identified aspects of the
NYl SO s governance that may be inproved in the
future.

Any govern changes, however, can and
shoul d be made to the existing governance process
with the active involvenent and col |l aboration of the
NYlI SO board, the NYISO staff and all market
partici pants.

As Bob pointed out, the NYI SO governance
structure is the result of extensive negotiations
bet ween mar ket participants and between market
partici pants and the NYI SO, subject to guidance
provi ded by the Conm ssion and with direct
assi stance of the Comm ssion staff. It represents a
bal ance of various aspects of governance that was

necessary to the broadest support that was achi eved
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for its initial approval by the Comm ssion.

Changi ng sel ected aspects of the NYI SO s
governance woul d al nost certainly upset that bal ance
and foster unnecessary contention and litigation.

Qur resources can be nmuch nore
productively directed at the continued inprovenent
and i npl ementation of the standard narket design
supported by the Conm ssion and the effective
elimnation of seans with our neighboring RTOs,
| SCs.

The New York transm ssion owners agree
that the state nust play a significant role in the
various aspects of standard market design that have
been identified by the Comm ssion. These include
resource adequacy, elimnnation of pancake
transm ssion rates and transm ssi on pl anni ng and
expansi on.

We al so support the proposed requirenent
t hat each RTO and |1 SO provide a forumfor state
representative participants to participate in the
| SO RTO deci si on maki ng process. However, the
formation of a regional state conmttee may not be
necessary for the policy input fromstate
representatives, especially in the case of single

state | SOs or NYI SCs.
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Currently, various New York state
agenci es, including New York service Public
Comm ssion, the New York State Protection Board, the
New York State Energy Research and Devel opnent
Aut hority are all active participants in the NYISO
and provide state policy input into the NYI SO
deci si on- maki ng process.

Coordi nati on among New York State and the
state's nei ghboring RTOs | SOs, including both New
Engl and and PJM on broader regional issues, such as
regi onal transm ssion planning, would be benefici al
and the voluntary coordination by states throughout
the entire northeast should be encouraged by the
Commi ssi on.

MS. ROBI NSON: M ke Del aney represents the
City of New York in the process and he is
representing end-use consuners today.

MR. DELANEY: Thank you, El aine, as ny
transm ssion planning is not that advanced in New
Yor k.

We are here on behalf of the end users. |
am the policy advocate for the City of New York and
on behal f of your host city and also of the end use
sector, we welconme you. We appreciate the

opportunity to be here.
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| think at the risk of, in the word of the
previ ous panel, echoing prior sentinments, you are
going to hear simlar views expressed by ne, nanely
t he shared governance nodel that we have in New York
ISOis, in fact, our view consistent with the FERC
concerns which | think, Chairman, that you expressed
a couple of nonths ago. |In Boston, the | SO New
Engl and session, conparable to this one, he's
referring, to use your words, to the tension between
i ndependence and accountability, and we recogni ze
that there is that dynam c tension that exists
bet ween those two concepts, but we believe we have a
nodel in this state and in this 1SO that does, in
fact, neet those concerns, and | think it is fair to
say that's not necessarily intuitive or obvious.

If you | ook at the governance in other

areas of the country -- and in preparation for ny
appearance today, | have | ooked at sonme of the
nodel s that exist el sewhere -- indeed, | have with

nme today the stakehol der process nodel for C trans,
whi ch suggests that perhaps | need nore of a life,
but | did make an effort to | ook at sone of the
conparabl e nodels and it is true that the advisory
nodel , which, as Paul said, was referred to in your

SMD document and ot her orders, and other directors
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fromthe Comm ssion suggest that the advisory nodel
best conport with those two concerns, with
i ndependent and accountability.

And | think it was suggested also in the
FDC staff reaction to the SMD and the whol esal e
power nmarket platform that there was a concern that
st akehol ders be renmoved fromthe process, that
deci si on maki ng be nade by disinterested parties,
and we agree with all those concepts, but we believe
t hat we have a system here that really can
ef fectuate those.

You' ve heard the presentation fromBill
Musel er in which he cited a nunber of statistics,
and it seens to me we are not going to be ruled by
statistics.

Obvi ously, you can have a case that
suggests your nodel didn't work, even if it doesn't
conformto what happened in the past, but it is true
t hat we have the 205 authority, except in the case
of exigent circunmstances, that it is hard, and the
206 authority that remains available to everyone.

| think for nost stakeholders it is a
whittling process only to bring a 206 action on your
own or with others, given the expenses and the

difficult show ng required, but we have a board that
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I think it is fair to say that history has
denonstrated is truly independent.

Sonmeone was here today and has done very
well to use the i medi ate past chair, M. Drowsy,
famously rem nded us about al nost every liaison
neeting of what the "I" in |ISO stood for, in case
there was any anbiguity about that. But we really
need to rem nd you, because | think the board has
retai ned that independence and has exercised it nore
t han once, sonetimes to the dismay of the end user
sector.

Some of us remain both unhappy and far
| ess sangui ne about the prospect for the demand
curve results than Mark Younger, but that was an
exanpl e of a closely fought battle, as you well
know, both at the nmanagenent commttee in front of
the board and ultimately in front of you. But I
think it illustrates the fact that clearly, in any
system of governance, no matter what fornms it takes,
there is going to be a pattern in which you win sonme
and | ose sonme, and the proverbial expression, but we
have recogni zed there is a real val ue.

And I would really urge you, anong the
Commi ssioners, a real value it seens to us in an

explicit role for participants is to actually have a
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book. | nean, the advisory nodel may not be in
practice very different if you |look at what really
happens in PJM and an advisory conmmttee and a
boar d.

Perhaps it not so very different what
happens at NYI SO but it seens to nme if you are
tal ki ng about conferring legitinmcy and conferring
public confidence, particularly in ny sector for the
end user, it is critically inmportant that we have a
vote that sonetinmes we affect the outconme. We are a
little bit in a md range sector in terns of our
bui | di ng percentage in, 20 percent, and we have it
nodi fied -- super majority of 58 percent -- but
seens to ne that puts us in a slightly different
position from sinply being an advisor, and I would
suggest that to the board.

| could suggest it also results in fewer
appeal s and goodwill, less litigation in front of
the Comm ssion itself, which | presunme is all so at

the risk of sounding |ike a |awer and invoking the

name of Justice Brandies, | think there is a role
for state or, in this case, |SO experinentation, and
that's really what we have done here. It is a

slightly different nodel.

And then | think you have suggested as the
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paradigm but it is one that Bill and ny fell ow
panel i sts have indicated we believe works, we
bel i eve conveys, as | say, a certain legitimcy and
better, perhaps neets a fiduciary responsibility for
t he board; we would urge its continuance, watch the
expression, regional flexibility, whether it is a TV
or menmbers of the congressional conmttee, it is a
concept we know that is very famliar to you and we
think it is one that has real value here in New
Yor k.

CHAI RMAN WOOD: So wait until these
sectors have a 20 percent vote or does it matter?

MR. DELANEY: It is slightly different.
The generators and suppliers have 25 percent. The
consumer sectors have 20 percent. 17 for the Public
Power Authority and TL is 20. It is a slightly
different fornulation to arrive at the 80 percent.

CHAl RMVAN WOOD: Before we | eave that out
there, Bob, who is in that sector? |'mpretty
famliar with the definitions, from what you al
said earlier.

MR. HI NEY: The nunicipal electric systens
t hroughout the state, 51 and so forth, and vari ous
envi ronnental groups or entities that are

particularly interested in the environnental pacts
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of the action taken; it is somewhat of an eclectic
group but it works.

CHAl RMAN WOOD: Are the interests of the
envi ronnent al groups on narket design issues
generally in line with those of the power utilities?

MR. HINEY: | wouldn't say 100 percent,
but we are confortable being in the same sector.

The environnmental sector is throughout the sector.
I wouldn't say that we are the keepers of the
envi ronnental issue by any neans.

MS. ROBI NSON: Susan Felton from | want
to make sure | get the whole nane, Mrant Anericas
Energy Marketing LP, will represent generator
sectors and is the final panelist.

MS. FELTON: Chairman Wbod, Chairman
Fl ynn, Commi ssioners, thank you for this opportunity
and Justice Bruce (Ph.) Was telling New York the
generator group is not in conplete COOPERATION with
every other panelists, INthis section at |east. The
generati on owners are the other owners. Qur assets,
power plants, fuel inventories and the generation
contracts are essential to ensure the reliability
and the bal anced expansion of the electric systemto
neet the needs of the consumer both today and in the

future. However, unli ke the transn ssion owners, we
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have no presunmption of a regulatory cost recovery on
our assets. We rely on conpetition.

For conpetition and conpetitive markets to
work and to benefit consunmers, it nust be
sust ai nabl e over the long term and provide al
owners, both the nonopolists and conpetitive firnms
with an earned opportunity to continue to operate.

Two el enments are critical to a conpetitive
market: A healthy financial climate for both
generation and transm ssion owners, and a regul atory
envi ronnent that fosters market rules that pronote
and devel op conpetitive markets.

The New York 1SO, as operator of the New
Yor k whol esal e electric market, has acconplished
much in the establishing of the whol esal e market
platformthat is close to the original vision of the
Comm ssion. All sectors working together with the
| SO staff has hel ped in the continued process of
creating and inproving our markets.

Qur acconplishments include a transparent
day ahead market that co-optin zes energy and
ancillary services and utilizes bid based,
| ocati onal based marginal pricing for congestion
managenent and transm ssion congestion contracts for

financial congestion hedges.
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Recent significant inprovenments include
rul e changes that allow pricing in a real -tinme
mar ket to accurately reflect scarcity conditions
when they are, indeed, present on the system In
addition, with the | CAP demand curve, New York has
devel oped a sound and effective mechani smthat
addresses resource adequacy requirenents and aligns
themw th requirements of a structure for
conpetitive energy markets.

The SO is to be congratulated with these
acconmplishnments. The New York | SO continues to
| earn from actual market experience and to refine
its functional nodels in ways that others wll
enul ate and utilize.

However, as with any devel opi ng narket
process there remains work to be done. In this
case, market design and governnent issues are stil
not fully conplete. Significant work remains to be
filled in.

Some of these conmponents, whether called
RTO or 1SO, the central mssion of a market operator
is to design, operate and adm ni ster conpetitive,
efficient and reliable markets that are sustainable
over the long termfor the ultimte benefit of

consuners.
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The structure that is supplied to the
system operator for its governance, its m ssion and
its very authority must be designed to achieve that
goal .

I n devel opi ng the m ni mum functi ons of an
RTO in order 2000 and in all subsequent proposed
rulings, since the first principle of the Conm ssion
has al ways been identified as being essentially of
t hat of independence of the grid operator, this
fundanment al i ndependence is a requirenent. Even in
an evol ved market, such as New York, independence is
essential to consuner confidence and ultimtely to
i nvestor confidence.

A task that remains for New York is that
t he governnents today in New York, in the absence of
exi gent circunstances, the 1SO an inparti al
i ndependent entity unhanpered by any financial stake
in the market, cannot al one submt a tariff filing
under FPA Section 205. Instead, the current New
Yor k governnment structure allows a wei ghted vote of
58 percent of the market participants in the
managenent committee to dictate 205 changes that the
| SO may submit to the Comm ssion

Mor eover, nore technically defined as five

different sectors, the New York market participants
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essentially fall in tw categories, |oad interest
and | ow density supply interest.

It is unacceptable in any narket that one
segnent can unilaterally trunp any other. Markets
must be designed to achieve the | ong-term best
i nterest of consuners and not the parochial short
ternms interests of any single segnent.

The key to change will be in enhancing the
| SO s i ndependence. Generation of owners believe
that a novenent to an advisory role for stakehol ders
on market rules should be considered by the |1 SO and
mar ket participants through the 1SO s strategic
pl anni ng process. However, several provisions are
vital to ensure the 1SO is also accountable to the
mar ket :

First, a process nust be devel oped to
ensure that the 1SO board routinely obtains input
fromall stakehol ders, both market participants and
St ate Conm ssi on, before submtting section 205
filing to the Conmm ssi on.

Mor eover, an independent market nonitor
external to the 1SOitself, in charge of review ng
the overall effectiveness and efficiency of the
mar kets, including the operations and actions of the

| SO is necessary. The functions of the independent
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mar ket nonitor should recognize that the I SO, while
i ndependent, may not be fully unbiased with regard
to the suitability or adm nistration of the rules it
desi gns.

New York cones very close to this
currently; however, a nore formal structure, such as
t hat approved by the I SO, should be taken into
consideration. Early this summer the |1SO began to
engage market participants in a strategic initiative
effort designed to define the future of the New York
mar ket .

The generation owners strongly believe
that resolution of governnment issues nust be a focal
part of that issue, and toward that goal we wl|
give you our commtnent to work through this effort,
first with the I SO and other market participants, to
consi der refinenments to New York's government
structure that will bring it nore firmy in line
with this comm ssion's whol esal e market platform

We believe strongly that a structure that
provi des i ndependence of a system operator, along
with an appropriate degree of accountability of the
system operator to the markets, will produce the
stability and certainty necessary for the continued

devel opnent of effective and efficient whol esal e
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mar kets. Thus, these markets wi Il produce consuner
benefits that are, after all, all of our goal.
Thank you.

MR. FERNANCE: Excuse ne. If | may.

CHAl RMVAN WOOD: Hold on a second. W are
contenplating if you have any questions for this
| ast panel, and if have any questions, let's roll
into this and I will consider you the first question
for the panel. Go ahead.

MS. ROBI NSON: Jerry, do you want the
panel to remai n?

MR. FERNANCE: Thank you. Just one of the
things here with having sectors represented is that
-- again, Steven Fernance representing responsive
| oad coalition -- is that often people that aren't
one of the sectors may not think the sectors are
perfect, while people who are in the sectors sitting
at the table, who are represented by each of the
sectors on the table, thinks that the sectors are
fine.

One of the proposed groups, the
alternative energy projects, a lot of folks that
bel ong to the responsive |load coalition would be
interested in subsectors, but once the dye is cast

and the original sectors are determned, it is very
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difficult for someone to give up part of what
t hey've gotten through that original process.

So as new constituents conme forward and
demand response and service providers are relatively
new to this conpetitive marketplace, it will still
be at the table and where you belong. And that's
been one of the challenges that we have found in the
governance process.

CHAI RMVAN WOOD: Dan, how are ot her
suppl iers defined here?

MR. ALLEGRETTI: Here in New York, I|ike
ot her places, it tends to be the left-over sector.

It tends to be the place where nen are out in the
open.

Steven's comment is an interesting one,
and | think I would draw the distinction between not
havi ng your own sector and not having a vote or a
voice at the table. As long as you are eligible to
join a sector and have a nmeani ngful voice, then the
question really cones down to can you find a pl ace
to join within the government structure that allows
you to be on the right side of that bal ance, between
buyers and sellers of energy and buyers and sellers
of transm ssion? And | think so | ong as you have

opened up nenbership rules, that price responsive
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| oad can find a honme, whether it is in the end user
sector or whether it is nore nmerchants and
entrepreneurs in the supplier sector, that they
shoul d be able to see where their synpathy generally
lies in terns of the existing sectors, and find a
home.

And if it just can't be done and it is
really an issue that they have to have their own
sector, we have to come down and have help fromthe
Conm ssi oner because that's a tough nut for the
region to find on its own, but finding a honme within
the industry is the rule and then the issue is you
still have to be bal anced.

MR G OA If | could comment on that.
There is a subject and bylaws committee. This very
i ssue has been raised in that subcomm ttee and I
believe we are making a | ot of progress in com ng up
with a proposal to provide nore effective
representation within the managenent group. It is
sonet hing we are working on and | believe we are
goi ng to resol ve.

COWM SSI ONER BROANELL: We will see that
when? It is my standard questi on.

MR G OA: | hope you want to see it.

think we will win this governance process between a
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proposal to the managenent commttee, that | hope
will be adopted to the general satisfaction of the
participants in the NYISO

COW SSI ONER BROWNELL: \When?

MR GOA | wuld say within a few
nont hs.

CHAI RVAN WOOD:  She doesn't rem nd ne
often but I do know that it took us males 140 years

to give fenmales the vote. So we are desensitized to
the rights of the nonenfranchi sed.

| would just like to -- Elaine has the
m crophone.

MS. ROBI NSON: There are m crophones
t hroughout the room You just have to turn the
switch on when you are recogni zed, but please do use
the m crophones if you are asking a question.

CHAI RMAN WOOD: Li ke al ways, please, we
have had three panelists today that are focused on
the issues that we have perceived to be kind of open
or working on issues between where New York is today
and to a nore perfect market design for the benefit
of the custoners and the suppliers in the state, but
| think we would like to al so make sure we have
ascertained the right issues and we have invited

people to do that. |If you say who you are and just
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add it in, particularly if you or sonmeone from your
conpany has not spoken before today. This is New
Yor k.

MR. ALLEGRETTI: | have a followup
t hought, Chai rman Whods. How to handl e the odds
that don't seemto fit into an existing sector, and
I think back to the governnment settlenment that was
reached years now back in New Engl and, when we
hanmered out the five sectors there and we had one
conpany, Unitel, which was an investor owned
di stri bution conpany.

It wasn't nunicipal, didn't own any bul k
transm ssion, didn't own any generation, and nobody
could find a home for it. It didn't fit within any
of the five sectors and nobody was going to give one
conpany its own sector. It just didn't nake any
sense. We finally threw up our hands and the other
supplier said we will take the orphan in.

| really do think there are ad hoc
sol utions, ways that we can work it out and | think
Paul is absolutely right.

The first thing that has to happen is the
region and the region institution has to find a way
to address these issues. You need to find a hone

and governance is nessy. It is ugly and it is
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messy. It is alnpst as bad as Congress.

There are a |lot of different
constituencies
and it isn't wapped up neat and tight, but in the
end, as |long as those sides have to reach a
conprom se to get sonething done, it usually works,
and | think we can find places to fit things in.

| think it is when things are
fundanental |y out of bal ance, that Susan was
descri bi ng, where one side of that paradi gm was
getting run over, that's when we need your hope and
we need to be ready to answer the call when you do.

COW SSI ONER BROWNELL: But | think it is
al so inmportant -- squeezing in is great and
generosity is wonderful, but you are | abel ed an
orphan. You get treated |ike an orphan and you have
to get beyond that paradi gm

Yes, governance is nessy but it is also
fluid and I think we need to be adaptable and I
t hink, Paul, that's what you are referring to
because sooner or later we will have other sectors
to be considered, |ike technology sectors.

CHAI RMAN WOOD: Cocktails are screan ng
are they? 1 don't want to discourage anybody. |

don't know if everybody is still awake. This is not
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what | quite call a cattle call.

MR. FOXEN: Ti m Foxen, NRG Energy. |'ve
only been at NRG for a couple of nmonths so |I'm not
that up to speed on all the technicalities within
that forum But | cane from NRG s gas strength
group and | think, just one sinple thing, | figure,
outwei ghs in the marketplace, and we are all well
aware that a | ot of the major market players had
maj or problens with respect to having a healthy
number of buyers and sellers to nmake the whol esal e
el ectricity market right now, and we are also well
aware that at the federal level there are a | ot of
i nvestigations goi ng on and people, for better or
for worse, are noving out of the quote, unquote,

tradi ng busi ness.

And | guess we should keep our eye on what

are the benefits of having a healthy secondary
mar ket and healthy forward market and heal t hy
mar kets that would | et people trade options and
things like that.

| guess | wouldn't go out and advocate we

need for nore power parties. Yet |I think that's the

bal ance, what devel ops for the consumer, but |ike I
said, at the sane tine.

Ri ght now there is a mpjor problemin the
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whol esal e mar ket pl ace on the electricity side, and |

think it is inmportant to anend that. Tim Fox with

NRG.
CHAI RMAN WOOD:  Anybody el se? Yes, sir?
MR. ROCKFORD: Jose Rockford, U S. At the
ri sk of an incendiary question, | was a little

troubl ed by the transm ssion panel this norning or
earlier today because it seenmed to have assunmed that
you coul d have a coexi stence of a robust econom c
pl an paradi gm and an entrepreneurial investnent
system

So | personally have a very strong doubt
that these two are sonehow conpati bl e.

So what | wanted to ask if the
Commi ssion believes that these two are reconcil abl e,
that you could have a robust econom c plan process
and entrepreneurial investnent, and, if so, how do
we get it?

CHAI RMVAN WOOD: Let ne take a stab at that
because that's exactly the road where you have
started down with the PIM RTO filing that we have
approved | ast Decenber, which has been updated and
we will probably speak on that nore soon.

| think what we have asked themto do, at

a mnimum is identify, based on their objective
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anal ysis, probably the same type of thing you as a
potential merchant are doing, which is to identify
the points of potential need for an econom c
project, duty analysis. Sonmebody independent.
That's the m ni num

And then they will nove forward, as |
believe it was tal ked about conceptually here and,
quite frankly, | don't know exactly where we are,
but once we have identified where this source seens
to be, at some namybe congestion |evel, but it mght
be other things, then we have basically a year or so
that's really identified for a market sol ution.

If a market solution doesn't conme to bear
from your conpany or others, then a regul ated
solution is contenplated and I don't think we have
gone forward to say how that will be effectuated
t hrough a federal power filing, through a
requi rement, through the stakehol ders Comm ssion, or
what have you, because, quite frankly, | don't know
t hat we have gotten that far in those other markets
where the planning process has been nore devel oped.

I don't know.

What, from your perspective, what woul d be

har nf ul about having an i ndependent trusted entity

identify where there m ght be, it m ght be
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duplicative of your efforts, but is it actually
harnful to your efforts?

MR. ROCKFORD: | respectfully think so,
yes. | think once you have a central authority,
whet her it be an | SO or sone other entity, mandate
econom ¢ upgrades, | just sinply do not believe that
any entrepreneur will be able to secure either the
financing nor the custonmer that it would need to go
forward with the project.

CHAI RMAN WOOD: Mandati ng econom c
upgrades assunmes that it will be regulated at the
end?

MR. ROCKFORD: Regul ated, yes, sir.

CHAI RMAN WOOD: | will agree with your
concern if that is, in fact, the outconme, and that's
why | woul d push that panel, quite frankly, to be
cl ear on what would the formula be for the cost out.

The perfect outconme would be the sanme
formula you woul d need, which would be to identify
who the beneficiaries are, the people here |I had
identified enough for the transm ssion upgrade.

If the regul ated outcone would be the same as the
negoti at ed outconme, chances are the negoti ated
out come, because of the flexibility that is involved

for the customer and the supplier, perhaps the tine
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l'ine involved would win every tine.

| don't know that that's necessarily the
case, but I do think that's why it is so critical to
really address the fornmula issue up front. Tell e
this is plan nunber three, and the whol esal e power
mar ket platform Tell ne what the cost allocation
formula woul d be for the new transm ssion, a
liability or econom c.

Heck, it m ght even be the sanme fornul a,
which is to identify beneficiaries as close as
possi ble to the nost relevant |icense plate, or |
don't know if you would get nore granular than the
license plate if you could, and then I'd say that is
the way it is going to be allocated. That's
probably the same approach that you, as a
nonregul ated TO woul d pursue.

But if not, | think your experience should
informnme what that fornula | ooks |ike.

The whol e outcone may be the sane in terns
of the custoner, where they pay a regul ated anpunt
over merchant, but the issue is who gets to bill it
once you go that regulated, and the concern that |
have is the lack of, well, this is the assunption
that only certain entities can provide the regul ated

sol uti on.
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CHAI RMAN WOOD:  Chai rman Wel ch

CHAl RMVAN WELCH: We have had the
conversation with market participants that run very
much al ong the sane lines and the difficulty is
there are two difficulties.

One of themis what the geographic area of
people are likely to pay, and | think that has its
own dynam c, but the second is the center recovery,
and if you were really going to put, | don't want to
use the word "level playing field,” but it seens to
me we should prefer solutions that are, in fact, the
nost econom c, the nore preferred solutions. |If you
want to achieve that, then finding
sonme way of either providing greater certainty to
t hose who devel op generation or demand sol utions or
providing |l ess certainty to those who woul d provide
transm ssion solutions, | think, would be critical.

So we are working on a nodel that | think
is practical, simlar to the RAP nodel or New York
nodel , but New England is working on a nodel that
really does seek to achieve through a fornmer
capacity type auction market, provide the kind of
sender to the generation sector and the demand
sector to permt themto have the sane kind of

sender they can take to the banks, in terns of cross
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recovery, to allow them not to have transm ssion.
Al ways be a default every tinme you see a problem
t hat you sol ve.

CHAI RMAN WOOD: Question? Thoughts.
Comments. Yes, sir. Back here on this panel.

MR. DUTHIE: |I'mnot sure | can turn this
on. Chairman Whod, you use the termfair
co-allocation, that's really the gist and the
concerns associated with reliability versus econom c
transm ssi on expanse.

| would ask that you | ead by exanple on
Wednesday in the PIJIM guide and fairly allocate the
cost of running your operation to all the market
partici pants that benefit fromit.

CHAI RMVAN WOOD: I n the PJM?

MR. DUTH E: M nane is Dan Dut hi e,
D-U-T-H1-E, strategic power managemnent.

CHAI RMAN WOOD: Can you repeat what you
said? You are tal king about the allocation of the
FERC assessnent ?

MR. DUTHI E: At the risk of bringing this
down to a very pedestrian |level, the FERC has been
l egally unfairly charging RTOs and | SOs for the FERC
operating budget. W do not believe as a market

participant, particularly as a small market

178



© 00 N oo o b~ W N P

N DN DN DD NN P PP PR, Rk
aa A W N P O © 00 N oo o0 M W N -, O

participant, I'min the service conpany, and we do
not have the ability to pass on willy-nilly
i ncreased PERK fees.

As a result we would ask that you take a
real hard | ook at how you are allocating those costs
today and support the PIJM request to revise that
all ocation in a nore equitable manner.

CHAI RMAN WOOD: | would say this issue
canme up, it was actually, the PIJMreference may be
froma different docunent, fromny 1SOfile this
summer, and a request for ruling making on this
issue. In fact, we rejected it at that tinme, but we
t hought of other issues that canme up there and
raised a concern for it, so |l will just share with
you the answers that | received back fromthe
gquestions on that sanme issue because certainly we
can't do anything to discuss the current RTO
formati on.

Col l ection historically, fromthe
col l ective side of the budget, has been assessed on
generation and/ or bal ance, upon -- correct nme, Alice
Fernandez is the staff person in charge of this
region for us. 1In fact, let ne go ahead and
i ntroduce her at this time, so you all know Alison.

Ali son, stand up there in the back.
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But, in general, one of the issues there
was the old way of collecting did not reflect the
current market-based usage, nor did it reflect where
the Comm ssion-used resources have been, which isn't
dealing with market issues in the RTO realm

One of the things that fell out of that
sub-deci sion was are we double collecting, to which
| found that the answer was no. W weren't
assessing negawatt hours twi ce, which woul d
certainly be the first thing you don't want to do.

But then are we nore unfair to certain
regions of the countries than to others, and | guess
what | took away from that was probably not, but not
certain.

So, in fact, when we rejected this, still,
we commtted in that order at the time that we would
be looking at this in time, in the com ng and going,
which is now | have to confess I'mtrying to stay
on top of things, but they are separate. W are not
done with that. | think your point is fair, and we
are very interested to nake sure that our budget
gets covered.

| think anybody in my position would be,
but if it is being done in a way that is not in

proportion to the work we performor is not
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proportionate fairly across the country, | think it
should be fair, but I think as a practical matter

t he custoners end up paying. And how is that
collected? It is collected through a regulated TO
rate.

| understand it is probably something
where you woul d prefer being in a nonregul at ed
mar ket participant, and | think that those things
were kind of teed up on the Commi ssion prior to
| ooking at this issue, but I'mnot sure that that
fundanmental concern that you raised here is really
one that would change. It could be fair.

| don't know because the firm nethod of
col l ecting through assessment on each transaction
one tinme through the central 1SO that is handling
that transaction is a much nore efficient way to
col |l ect that charge, but |I'm open.

Have you found sone comments in regard to
if that's an opinion issue before us? | should
probably ask you that question first. If not, I
woul d ask you to do so through that deal so |I have
t he benefit of reading that.

CHAI RMAN WOOD: Yes, sir, in the back

MR. HARDAVAY: Ti m Hardaway. |'m Chairman

of the Federal Standards of the Performnce Revi ew
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Committee, and just to clarify the issue that Dan is
rai sing, our commttee has reached a concl usion
current co-allocation formula that FERC is unfair to
| SOs. We have a different viewpoint on it.

In the past when an integrated entity, for
i nstance, a transm ssion owner, generator and LSE
supplied power to itself, it does not pay a fee for
t hose transactions to supply itself.

Once an integrated entity joins the New
York 1SO, by the way SO is structured, al
transactions, even those transactions that are used
to supply itself energy, are not assessed a FERC
fee, in essence, on a per negawatt hour basis. So
prior to being part of an 1SO the entity that may
expend 80 percent of its own energy paid the fees
only on that remaining 20 percent.

In the 1SO particularly the one
structured |like PIJM or New York, now they pay 100
percent of their energy supply, and that is the
essence of the unfairness that Dan is trying to
addr ess.

CHAI RMVAN WOOD: That's the clearest it has
been explained to nme yet and rather than enbarrass
myself and try to wing it, I will think about what

you sai d.
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But we have a plan as an agency to rel ook
at that issue, not in the context of the specific
docket, but if there is one before us that may be a
good vehicle.

But if that's the case, then we wll
certainly put sonme ideas out there for you to react
to and tell us for addressing an issue whether it is
a barrier or not.

MS. ROBINSON: One in the back there. I'm
sorry.

MR. NEWVMAN: -- Newman, Director of the
public utility around the project, and we represent
residential consuners.

Earlier today | heard several speakers
tal k about the general preference to nmarket
solutions to provide transm ssion inprovenents
needed for reliability, and |I recognize, also, that
there is often a mxture of reliability and econoni c
benefit in many of these projects.

| think that the reliability is one of the
nost fundanmental consuner protections that we have.
We took it for granted and are rem nded fromtinme to
time that this is essential that reliability be net,
and in New York each of our utilities that serves

consunmers still has an obligation to provide safe
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and adequate service on demand.

And, therefore, it seens to ne that any
process that does evolve here in prioritizing
transm ssion projects, waiting for the market to
provide it and finally comng up with a process of
who will build it in the market is, perhaps, raising
risks to consuners that needs to be addressed.

And | think that waiting for the market to
build generation in the New York area didn't work,
and the thing about any process that cones out here
has to be very swift. To provide a utility project
al ong those lines, that needs to be a swift way to
effectuate it.

CHAI RMAN WOOD:  Sonewhere here. Anyone
el se? Chairman Boss, you you've been here all day.
Chai rman Robi nson, any thoughts to wap it up with?
| don't want to put you on the spot but I know you
have to do this for a living. Chairman Bil
Robi nson?

CHAI RMAN ROBINSON: | think, first of all,
Pat, | would certainly like to, on behalf of the
board and my fell ow board nmenbers and the New York
SO in total, which of course includes all of our
partici pants and staff, thank you and Conm ssi oner

Brownel | and definitely Bill Flynn for taking the
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time to see what New York |SO is about and what it
has been doi ng.

| think with all the comrents that you' ve
heard today, | think you can see that on the whole
the New York 1SO in the |last four years has
acconplished quite a lot.

| think the real thing to say about it,
even though we certainly all agree that we can
continue to inprove, continue to be nore efficient,
to do a nunber of things, | think on a whole we are
pretty proud of what we have acconplished as an | SO
in this market and we are certainly not going to
rest on our |aurels.

We are going to continue to advance,
continue to nove forward, but we do appreciate the
fact that you've taken the tinme to cone up here.

| think you will come over to see how we
handl e our six-nmonth market participants or
managenent committee |1 SO award session tonmorrow. |
t hink what you will find out is going to end up
being very simlar to what you see today.

There are going to be a few people sitting
up here. M colleagues will be up here, but we do
hear what the stakehol ders have to say. W do feel

that, as has been stated by nobst of the
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partici pants, that the governance process starting
out inits infancy at the very beginning with a | ot
of -- and I will just relay a little story.

VWhen we first formed the board, or the
board was fornmed by the participants, why | believe
it was about the second nonth when we were invited
up to Albany. | think the nonth was January.
Sonething that made it quite interesting.

But the point was that we should sit down
and listen to these various sectors and hear what
their various problens were, but at the tine we
woul d hear one sector in a closed room they would
| eave and we woul d hear another sector in a closed
roomand this was at their request.

| say that because we have conme a | ong,
| ong way since we've done that.

Al'l sessions, all conferences, all the
conmm ttee neetings and so on are held jointly
toget her, and they do discuss and do work out their
problens in the main and are willing to conprom se,
and | think that that speaks well for what has been
acconplished by the stakehol ders and the nmenbers of
| SO

| won't keep you any |onger. W | ook

forward to having you join us tonorrow and, again,
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t hank you all for com ng up here today.

CHAI RMAN WOOD: Okay. | want to thank our
host, 1SO, and | want to thank our host PSE from
Chairman Flynn. | want to thank you our host for
the building here, Con Ed, of course. Thank you all
for participating.

Qur general next step is one I will commt
to do here as well. This is our eighth White Paper
road show, by the way, has been to wite a letter
back to the panelists and to the | eadership here
that, is, of course, copied to the broad market
partici pation group saying here is what we have
heard and here are some recommendati ons.

If we need to do sonmething in order, we

will do so, but here's our thought about what we
heard, and we will get that out in the next couple
of weeks. It is not any traumatic big docunent, but

it is away to formally docunent from our
perspective on behalf of the Comm ssion here what we
heard and where we are going.

Il will say just as one who works this
market firmfromfairway when | was a state
regulator in Texas and now I'm nmuch cl oser, now t hat
I am at FERC, we were very inpressed with how this

i's working.
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Qur energy markets are probably as well
devel oped as any in the world and certainly we have
rai sed sonme i ssues today about planning sonme of the
key infrastructure which has been certainly a
concern in the market, as inportant as it is in the
whol e eastern grid, and that we will continue to
support the efforts here as well as continue noving
forward and buffer the efforts of nmy good friend
Bill Flynn and his staff at the PSC in deciding the
infrastructure, both generation and transm ssion, as
well as the inportant demand side role.

Those are all issues where the state
conm ssions are really at the front seat and we want
to do what we can to support that effort, as you
know.

| want to thank the folks fromour staff
who nade this work so well. Sarah MKinl ey has
really been the person in charge of that. She is by
t he door and she's going out, too. She's certainly
away from her seat. Kevin Cadden is our Director of
External Affairs and Sarah's boss and made sure that
these work well.

| want to thank Alice again, who is the
person over on our staff that does a | ot of

substanti ve work on New York | SO i ssue. Const ance
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Arnett and from our office, Robert G aham who is
here as well. W want to thank you all. Thank the
FERC board. Qur good board fromthe state PSC. Tom
Wel ch, coming from Mai ne. Keep up the good work and
t he custoners of this great state, have a good

af t ernoon.

(Time noted: 5:28 p.m)
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