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1 PROCEEDI NGS

2 (8:40 a.m)
3 CHAI RMAN WOOD: Good nor ni ng, everybody. |'m Pat
4 Whod, Chairman of the Federal Energy Regul atory Comm ssion,
5 and ny coll eague, Nora Brownell, and | would |ike to wel cone
6 all of y'all to our conference on coal, officially called

7 t he Conference on Pronoting Regional Transm ssion Pl anni ng
8 and Expansion to Facilitate Fuel Diversity, Including

9 Expanded Uses of Coal - Fired Resources.

10 That is actually our |argest official conference
11 title of any conference we have ever had.

12 (Laughter.)

13 CHAI RMAN WOCOD:  That neans that we've got a | ot
14 to cover today, and | appreciate y'all comng to Charl eston
15 and com ng out here to this nice hotel. | appreciate the
16 help fromthe folks at Marriott here, to nmake this a good,
17 productive day for us.

18 Over the past year, the Conmm ssion has had a

19 series of conferences to explore what regulatory actions we
20 can take to increase the production of electric energy, from
21 intermttent energy resources such as wind and potentia
22 solutions to inpedinents in investnent in electric
23 transm ssion infrastructure.
24 The goal of today's technical conference is to
25 expl ore possible policy changes that woul d better
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accommodate, in particular, the increased participation of
coal -fired energy in the whol esal e markets of our country.

W have a full day of informative discussions in
store for you, and, particularly, for us. David, our
transcriber, is here to nmake sure we have an official record
upon which we can base future policies at our Conm ssion, SO
if he needs to interrupt you to get a word corrected or a
nanme spelling, please accomobdate himon that.

So, we look forward to | ooking at clean coa
technol ogy, all the way to regional planning in the
afternoon, but to start it off, we're honored to have a
speci al guest here, as we have had on so nany of our
i nfrastructure conferences across the country for the past
four years, the Chief Executive and Governor of the State of
West Virginia.

Governor Manchin is the 34th Governor of the
State, and he was born and raised in the coal town of
Farm ngton, West Virginia, and | should add, Governor, that
two of our top agency staffers, M. Larcanp -- where are
you, Dan? Dan, who you net com ng through the door, Dan is
fromSt. Al bans right across the River, and so is the Chief
of our Infrastructure D vision, Mrk Robi nson.

And in the other coal country, |I've got ny Chief
of Staff, Susan Court, who is from Kentucky, so it's a real

duke out between where we woul d do the coal conference in
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Kent ucky, or do we do it here in Charleston, and M. Larcanp
is the largest of those three people, so he w ns.

(Laughter.)

CHAI RMAN WOCOD:  As he usual ly does around the
Comm ssion, so we're thrilled to be in your hone state.

The Governor attended West Virginia University on
a schol arship, and served on -- on a football schol arship, |
should say -- | think they just grow themall big down here
in West Virginia.

(Laughter.)

CHAI RVAN WOCD:  He was a nenber of the House of
Del egates in the State Senate and was elected earlier this
year, after serving as Secretary of State here in the State
of West Virginia. He is as popular in Wst Virginia as the
Conmmi ssion is unpopular in California, and that is a
wonder ful , wonderful honor to have, Governor, and we're
pl eased and honored to have you here, and wel cone you to the
podi um

(Appl ause.)

GOVERNOR MANCHI N: Thank you. Thank you so nuch,
t hank you

First of all, Pat, we want to thank you for
choosing West Virginia. W think that you shoul d be maki ng
your deci sions based on the percentage of your econony that

really deals around coal. Since there's not really many
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1 portions of our state that are not affected by the coal

2 industry, and Billy Jack will tell you that, that we think

3 it's befitting that you do cone to West Virginia, even

4 t hough he m ght be |arger than the other ones around.

5 (Laughter.)

6 GOVERNOR MANCHI N: And al so, we would Iike for

7 you to know that we have a nice mall across the street.

8 CHAl RMVAN WOOD: W saw it |ast night.

9 GOVERNOR MANCHI N: And we have anot her

10 entertai nment center up on the corridor, going down towards
11 Hunti ngton, that you mght enjoy, if you |like to watch dogs
12 and you're into pets.

13 (Laughter.)

14 GOVERNOR MANCHI N: And what ever you do, please
15 spend as nmuch as you can while you're here; we appreciate
16 it.

17 (Laughter.)

18 GOVERNOR MANCHIN:  It's certainly befitting that
19 we tal k about coal-fired energy. | had a chance to go to
20 t he National Governors Association neeting, ny first, that |
21 attended in February.
22 And with that, | had the chance to talk on the
23 Energy Conmttee, and, of course, the Governor of Al aska
24 gave ne a chance to nmake a presentation. And I'mtrying to
25 urge all of themto | ook at coal and at the new technol ogi es

N
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that we can use with coal to nake coal a viable energy for
the future.

Li ke nost states, in West Virginia, we're |ooking
to put together a long-termplan for our energy, and |I'm
hoping that this country does the sane also. Coal plays a
vital part. W still have an awful ot of reserves in West
Virginia, and we believe that we can play a vital part in
supplying a ot of the Northeast with the energy that it
really needs, and do it in a safe environnent, and al so one
that's going to be long-lasting for the State of West
Virginia, economcally.

The coal industry -- and |I've told them and we' ve
wat ched the di ps and vall eys and the high points on the
nmount ai n, but basically we go through this cyclical era with
coal, because of the nature of the narket.

What is happening -- and | told -- and when |
said to the NGA, | said, we better be | ooking at how do we
stabilize this industry, because we are not able to produce
the workers that will be able to produce the coal. W don't
have people going into this profession because their parents
have been in it and seen the highs and the | ows, and they
said, hey, | don't want you to go into that profession.

Now we have a denmand for the product, and we
can't get it out of the ground because we don't have the

people. W have a hard tine neeting that, and, with that,
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1 t hi nk the Federal CGovernnent needs to get its basically

2 direction on what we're going to do with the coal industry,
3 how we're going to work wwth it and how we're going to nmake
4 it a premer energy that we have, as far as resources for

5 the future.

6 Cl ean coal technology -- | see ny good friend

7 Dana Wite over here from AEP, and we're working with coal
8 gasification. O course, they have on the a design table

9 ri ght now, maybe a plan or two that they're tal king about,
10 that is going to catapult, | think, into the next phase.

11 | had a chance to go to the Gidiron D nner. |
12 don't know if you' ve ever been to the Gidiron D nner, but
13 it's really something. The President was sitting there. |
14 had net himearlier, so |l went to talk to him | said, M.
15 President, you need to build that future plant in Wst

16 Virginia. It's truly the only place it should be. 1 said,
17 we can do it all.

18 He said, well, you go over and tell Carl Rove

19 that that's where it needs to be. | said, hey, Carl, the
20 President told ne to cone tell you that --

21 (Laughter.)

22 GOVERNOR MANCHI N: You know, | took him serious.
23 So I'mon and going on and goi ng on and goi ng on, and

24 everyt hing, and then Ji m Knaughten |I have becone fairly good
25 friends, and we've worked together on sone issues, but we're

N
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1 novi ng ahead.

2 | want you to know, I want all of you from around
3 your respective areas to know that West Virginia is proud of
4 its heritage. W're proud of who we are; we're proud of

5 what part we've played in the devel opnment of this country.

6 Coal has been in then forefront, every tine. |

7 always tell people, | say, we cone froma little state

8 that's probably one of the nost patriotic states in the

9 nation. W have nore veterans, on a per capita basis, than
10 nost other states. W fought in the Wrld Wars and

11 conflicts, shed nore blood, lost nore |ives for the cause of
12 freedom than nost other states have had to endure.

13 W also mned the coal to nmake the steel to build
14 t he buil dings, the guns and ships, even today. So we've

15 been to the forefront every tine, but we're proud of our

16 coal heritage.

17 There's not a person of the 1,800,000 of us that
18 hasn't benefitted by the coal industry in Wst Virginia,

19 ei ther through our education and extracurricular activity,
20 whatever it may be, or our jobs in life, the coal industry
21 has been good to us.
22 W need to find a way to kind of blend it nore
23 and harnoni ze it nore with our econony, to where it's nore
24 acceptable. W look to you all for the answers that we need
25 to make this happen.

N
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1 W basically | ook for the new technology that's
2 needed to nmake it nore acceptable. W need to get New York
3 and sone of the Northeastern states to quit suing us and

4 taking us to task, every tine they get a little bit of puff
5 of snoke comng their way. But they sure do |ike that

6 switch. They like to flip that switch on and off all the

7 time.

8 They need to find out how do we all start working
9 and learning in harnony. And that's what we're trying to
10 do.

11 I"mjust going -- I"'ma big pronoter of this. |
12 believe init; | believe in the technol ogy that we can do,
13 the fuels that we can do, and also not only just to Iight
14 our hones or heat our homes, but also the fuel that we can
15 with the technol ogy, nove into the next realmto where we
16 can power our autonobiles, our transportation systens,

17 everything, and | think we need to start | ooking that far
18 down.

19 So, | just wanted to say thank you for choosing
20 West Virginia. | think you're going to find a very, very
21 friendly environment that wel cones you here, that really
22 appreci ates you nmaking the effort and commtnment to cone to
23 West Virginia.
24 Hopeful |y, we can show you a little bit of our
25 sout hern hospitality. W can go either way. W're Mson-

N
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D xon. You see, if you like that northern, Yankee draw, we
can give you that, and we can cone back to that southern
draw, so we're pretty flexible here.

But | do thank you all for comng, and | hope you
enj oy your stay, and we appreciate your choosi ng West
Virginia and Charleston. Thank you.

(Appl ause.)

CHAIl RMAN WOOD: Wil e the Governor is |eaving, |
wanted to nmention that we had a chance to visit with the
head of the West Virginia Institute of Technol ogy | ast
night, Dr. Bayless. |Is Dr. Bayless in here yet?

(No response.)

CHAI RMVAN WOOD:  He m ght be here. He's on a
panel later today. He was tal king about the need for
training. This is one | see when | go to ny alnma mater,
Texas A&M how nmany of the young students are not
participating in the prograns that we're going to need for
ener gy devel opnent for the com ng generation

And | was really pleased that Dr. Bayl ess and the
Governor and the Legislature here are considering, in the
way of nore educational opportunities for young students to
pursue energy devel opnent careers. That is where you' ve got
to start. |If you don't have people, as we saw in the Wl
Street Journal this week -- there's a big article about the

future shortage of coal workers.

10
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In a state like this and in Kentucky and Wom ng
and sone of the other states where this happens, that's a
critical need that we're all going to have. So, talking
about the coal in the ground is great, but it's got to get
out and it's got to get into a machine and that nachine's

got to use the new technol ogi es and be clean to do it, which

will be our first panel.
But before we do that, | want to introduce sone
speci al guests, our colleagues at the state level. W can't

make this happen as a country, w thout the close cooperation
bet ween the Federal Governnent and all of its many Cabinets
and Departnents and our colleagues at the state |evel.

W' re pleased to have here, the Chairman of the
Conmi ssion here in Wst Virginia, Chairman Ed Staats. Ed's
right here next to Nora. |'mglad you re here, Ed. Thank
you.

MR STAATS: Thank you.

CHAl RMVAN WOOD: And our two col |l eagues fromnorth
of the border, Mark David Goss, Chairman of the Kentucky
Public Service Comm ssion, and G eg Ross fromthe Kentucky

PUC.

I wll introduce our staff later in the day, but
as we all know, it's easy to stand up here and be the face

guy, but we can't make stuff work w thout a good, snart

11
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staff, and this is really kind of what we do around here, is
make sure that we cone together and try to get the facts and
understand the policies and the inplications for custoners,
inplications for business, and try to nmake policy as a
result.

This conference, as | nentioned prior to the
Governor's remarks, is part of our strategic plan to
increase transmssion infrastructure and maintain a reliable
transm ssion systemthat wll permt the |owest cost
supplies of electricity to reach custoners all over the
country.

Certain regions of the country are highly
dependent upon natural gas as the fuel source for electric
generation, and this gas is getting pretty expensive. The
ability to build additional coal generation and to transfer
nore coal -generated electricity, can mtigate the reliance
that our country has had on natural gas as a fuel for power.

This effort will conplenment the Adm nistration's
efforts, those pursued by Congress, and the Nati onal
Governors Association, to expand the utilization of donestic
ener gy resources.

And the benefits from expandi ng transm ssion for
this region include the followi ng: |nproved access for
utilities to | ower-cost power; |ocal economc benefits to

t he devel opi ng regi ons such as this one, through job

12
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creation and property tax incone; inproved reliability for
the overall grid; and hel ping states to increase the use of
alternative resources |like wind and solar. The transm ssion
gridis a facilitator for all of these.

As far as the expected outcone of the conference,
we hope to | earn about whether there are any revisions to
regi onal planning processes that we can nmake, that will help
nore transm ssion get built. As you know, transm ssion is
sited by the states, and so, again, that's a strong reason
for collaboration here, that we've got to nake this work as
a team

Looking to cone away with sone ideas to which the
Conmi ssion can assist in pronoting the regional planning
process to integrate electric resources that are hard to
| ocate closest to custoners. These coal plants, the future
coal plants in our country, and the existing coal plants,
tend to be located relatively renotely fromwhere they're
bei ng used, at least in part, and so to enable that power to
get fromwhere it's generated to where it's consuned, it's
inportant to have a strong and robust delivery system

This conference, | think, will be a success, if
we can identify a few transm ssion bottlenecks in the
eastern and western -- we are also |ooking at western issues
here today, as well -- interconnections, which are the two

| arge electric grids in our continent, and agree to

13
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concentrate our resources on building the needed
transmssion to elimnate those bottl enecks.

W can get upgrades done. Look at the Path 15
upgrade, which was pursued in California. W also support
the four-state collaboration that we heard about at our
wor kshop i n Washi ngt on about three weeks ago, that is being
pursued by four Governors in the West -- Wom ng, U ah
Nevada, and California Governors -- to build the Frontier
Line fromWomng to take a cl ean-coal resources and al so
wi nd resources conbined with that, nove those over very
|arge facilities throughout the \West.

This project is exactly what the West needs, and
|'ve asked our Comm ssion Staff to work very hard to assi st
in getting that line built. So, wth no further ado, |I'd
like to start first wwth an initiatives presentation on
clean coal itself.

Qur presenters here are going to tal k about the
federal and private initiatives regarding the devel opnent of
clean coal, which is kind of the catch-word that we all
know, but we wanted to really start the conference, before
we did our overview fromJeff Wight on our Staff, wanted to
start the conference with really crisper understandi ng and
better definition of what we nean by "clean coal ."

And |'ve got three speakers here, and I'I|

i ntroduce themall now, and let themgo in sequence here to

14
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come up. Wuld y'all like to speak fromhere or wal k up
here? 1'm easy.

That's fine, okay, great. First we've got Ken
Markel, who is Director of the Ofice of Mijor Denonstration
Projects at NETL, which is the National Energy Technol ogy
Laboratory, a very inportant R& arm of the Departnment of
Energy of the United States Governnent; Dan Fessler, an old
friend of ours fromthe California days, is O-Counsel to
Hol | and & Kni ght, LLP, and Managi ng Princi pal of O ear
Energy Solutions, Inc., and has been in the energy
i ndustry, Dan, for?

MR FESSLER  Mre years than you' d like to know.

CHAI RMAN WOCOD:  More years than 1'd Iike to know,
as he can only say. Finally, there's Roy Palk, who is
President and CEO of the East Kentucky Power Cooperative,
who we know at the Comm ssion, and who is a devel oper of
resources here in the region.

So we'll start, M. WMarkel, wth you.

MR. MARKEL: Thank you. | appreciate the
opportunity to talk with you this norning. Energy
production and its use, are inportant topics to this region,
to West Virginia, and to the nation as a whol e.

This nmorning, |'mgoing to give a very brief
introduction to the devel opnent of clean-coal technol ogy

that's being done by the Departnent of Energy's Ofice of
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Fossil| Energy, Coal Research and Devel opnent and
Denonstrati on Prograns.

Consistent with maintaining a fuel diversity on a
national basis, this programs purpose is to devel op cl ean
efficient ways to produce electricity fromcoal.

The work is done in cooperation wth, and with
the participation of industry, academ a, and nonprofit
research organi zations. Funding for the work is cost-shared
bet ween the Departnent of Energy and the conpani es and
organi zations participating in specific projects, soit's a
joint venture, not just a governnent-driven program

In Fiscal Year 2005, to give you a sense of the
size, approximately $365 mllion federal dollars were
allocated to the program The activities are nmanaged by the
Nat i onal Energy Technol ogy Laboratory about it as NETL.

NETL gets a little prickly for us.

(Laughter.)

MR MARKEL: The program has over 500 activities,
ranging in size and scope from system studi es and | aboratory
work, to full-scale commercial denonstration projects. It
i ncludes a wi de range of technol ogies that have application
tinmeframes that span fromthe near termto 2020 and beyond.

Listed in a rough ordering from near
comercialization, to a long ways off, the technol ogies

bei ng devel oped i nclude those which target NOX control, fine

16
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particul ate control, utilization of coal byproducts, nercury
control, coal gasification, water nmanagenent, oxygen
production, fuel cells, O, fuel separation, hydrogen
production, and even carbon sequestration.

Wrk sponsored by the program has been inportant
to the commercial deploynent of technologies currently in
wi de use throughout the coal industry. NOX controls systens
i s one exanpl e.

The work bei ng done now, addresses what is
anticipated to be a nore restrictive regulatory environnent,
and offers significant efficiency inprovenents over what is
currently available. In other cases, the technology is
actually w dely depl oyed, but not in the coal power
i ndustry.

Gasification, for exanple, is often used in the
chem cal and refining industries, but the significant risks,
both technical and financial, of integrating it into a power
plant, have limted its commercialization in the utility
i ndustry.

Wth that background, I'mgoing to focus on one
specific area -- coal gasification. Coal gasification
produces a conbustible m xture of gases by reacting coal
oxygen, and steam at high tenperatures and pressures. In an
i ntegrated gasification, conbined-cycle power plant,

efficiency and fuel flexibility gains are achi eved by

17
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conbi ning the coal gasification process with a high-
efficiency conbustion turbine and a steamturbine to produce
electricity.

Before it is burned in the gas turbine, the
conmbustion gas is cleaned of particul ates and sul fur
conmpounds. This is nmuch nore easily acconplished as a fuel
gas, because it constitutes a very small volune, conpared to
that which is in a flue gas froma conventi onal conbustion
system

It is also much nore reactive. Oxides of
nitrogen are controlled by a conbination of gas turbine
conmbusti on nodifications and downstreamreactors. DOE has
sponsored two conpl eted commercial | GCC denonstration
pl ants, the Wabash Ri ver and Tanpa El ectric Projects.

Both were constructed in the early 1990s, and
bot h produce about 250 negawatts of power. The Wabash
proj ect re-powered an existing steamboiler at a
conventional power plant, using an E-Gas or now Conoco
Phillips gasifier; Tanpa was constructed on a Geen Field
site, using a Texaco gasifier. At 98-percent sulfur renoval
and a 90-percent NOX renoval, both projects denonstrated
extrenely good environnental performance conpared to the
current fleet average that generated 92 percent |ess sul fur
and 85 percent | ess NOX

Last Fall, two new | GCC projects were sel ected

18
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under the second round of the Departnent's C ean-Coal Power
Initiative. The Southern Conpany Project will build a 285
megawatt commercial |1GCC plant near Olando, Florida. It's
based on an air-blown transport reactor.

Conpared to the earlier projects, it wll
elimnate the oxygen plant, have a nuch snmaller footprint,
and operate at a |lower tenperature, all of which will reduce
costs.

The Excel sior Project is the second generation of
t he Conoco Phillips technol ogy used at Wabash River. The
530 negawatt plant will be |located in M nnesota.

Its design is based on | essons | earned fromthat
earlier project, incorporating changes to inprove
efficiency, operations, and reduce capital costs. Both
pl ants are expected to performbetter environnentally than
these earlier projects.

As a response to a comment earlier, you should
note that both the Ol ando and the Tanpa projects, are
| ocat ed near hi gh-popul ation netropolitan areas in Southern
Fl ori da.

Negoti ations for both of the new projects wll be
completed this year, and once that's done, permtting,
design, and construction of the plants wll take
approxi mately six years.

Based on the work to date, when conpared to

19
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conventional scrub pulverized coal plants, |1GCCs have
greater fuel flexibility, and if designed to do so, can
actually produce liquid fuel or chem cal feedstocks, in
addition to electricity.

They are also nore efficient, and, on an appl es-
t o- appl es conpari son, performbetter environnentally.
Coupled with fuel cells or advanced nenbrane gas separation
technol ogi es, they have the potential of actually
approachi ng zero em ssions and 60-percent-plus efficiencies.

Currently, at the 300 negawatt size, |1GCC plants
are estimated to be of somewhat higher capital costs than
pul veri zed coal plants. Economcs for the 600-negawatt
si ze, however, appear to be nore favorable.

e.

As with environnmental perfornmance, new
technologies will also significantly inpact capital costs.
For exanpl e, the production of oxygen, using nenbrane
separation technol ogy, rather than a conventional cryogenic
technol ogy, is projected to significantly |ower the cost of
this inmportant conponent for many | GCC desi gns.

Qut si de of the Departnent prograns, the past year
has seen sone significant business devel opnents that could
have an inpact on the comercialization of 1GCCs. On the
equi pnrent supplier side, General Electric purchased the
Texaco gasifier design.

This brings together under one corporate
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unbrella, two elenents of the | GCC which require cl ose
design and operational integration -- the gasifier and the
conbustion turbine.

This represents a significant comerci al
comm tnent, given GE's technical and financial clout. On
the utility side, AEP, Southern Conpany, Cynergy and others,
have announced plans to actively pursue the design
construction, and operation of IGCC plants wi thin the next
ten years.

In closing, | invite you to | earn nore about the
DCE Coal Research and Devel opnent and Denonstration Program
t hrough the NETL website. There you'll find exhaustive
descriptions on all of these technol ogies, including the
econom cs, the technol ogy, and the prognosis for future
applications. The best way to find it, Google it, NETL.

| appreciate the opportunity to talk to you, and
| ook forward to the rest of the comments.

CHAl RMAN WOOD: Thanks, Dr. Markel. M. Fessler,
wel cone.

MR FESSLER  Thank you very nmuch. 1'd like to
take three remarks that | jotted down fromthe Governor, and
use themsort of as the text for the thoughts 1'd like to
share with you

The Governor indicated that it was inportant that

the energy needs of the nation really be addressed. At
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another point in his brief remarks, he said that it was
critical to make it -- the reference to coal -- nore
accept abl e.

And toward the conclusion of his remarks, he
noted that it was inportant to | ook, quote, "that far down
the road, to nmake fuels out of coal."

The thoughts 1'd like to share with you this
norning are that in the proper |ocation, making fuels out of
coal, is not that far down the road. It is dependent upon
finding areas where this can be done with econom cs that
return a significant return to the private sector, and,
therefore, incent the investnent process.

It is critical that we do so, if we go back to
the Governor's first point, that the energy needs of this
nation really need to be addressed. | very nmuch appreciate
t he Chai rman and Conm ssioner Brownell's tol erance of the
presence of some remarks that are not directly in the
deepwat er channel of this conference, which is concern about
the critical infrastructure, which is our high-voltage
transm ssion grid enabling coal-fired generation.

I"mgoing to talk about that, but I'mgoing to
talk about it in the context of trying to nake coal nore
accept abl e, because if coal can be made truly acceptabl e,
then transm ssion will conme to coal. But until the

acceptability issue is resolved, it is going to be
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problematic, at least in ny part of the world, which is that
| cone fromthe state of Wom ng, but | have |led ny adult
life in the state of California.

It is going to be difficult to build the
Frontier Project, because no one is going to spend $4
billion on a transm ssion project in the hope that in
Wom ng, we will have an acceptable coal industry that wll
require, along with wind and ot her renewabl e energi es that
can be firm that will require that type of infrastructure.

The key, the Governor has already | aid before us.
It is to reconfigure our thought about the econom cs of coal
gasification by sinmply noting that we can gasify coal for
t he purpose of producing a far nore environnental ly
acceptabl e solution at the point of production, and that it
can be nmade a profitable enterprise right now, not something
which has to wait five, ten, or 15 years into the future, if
we note that coal gasification also sets the stage for the
production of sonething this country desperately needs,
which is synthetic fuel.

Several nonths ago, the President gave his State
of the Union Address, and | wondered how many of you were
struck by what | found as the discontinuity in the outline
of that address. The President pointed to the critical need
that we have as a nation to reduce our dependence upon

foreign petroleumand i medi ately foll owed that by
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1 indicating that he called on Congress to pass an energy bill
2 that would do two things: a) revive the nuclear industry,
3 and, b) nake a common-sense rationalization and enhanced

4 efficiency out of the high-voltage transm ssion grid.

5 | support both of those initiatives. They are

6 critically needed, but neither has anything to do with our
7 dependence upon the inportation of foreign oil.

8 We do not in this country, inport foreign oil or
9 use donestic oil reserves as a significant neans of

10 generating electricity. Now, the inpact of our dependence
11 upon foreign petroleum has been stated by the NRDC, and I
12 will use their figures.

13 It costs the Anerican econony, $300,000 a mnute
14 to support what is our national equivalent of a cocaine

15 habit in the inportation of foreign fuels. That noney

16 | eaves the country, bl eeding our econony to the point of

17 anem a, and it does not cone back.

18 The ot her consequences of our dependence upon

19 foreign oils are read about every norning with regard to the
20 i npact on foreign relations and our defense obligations.
21 Coal can be a significant answer to playing the hand that
22 God gave us in terns of resolving our problem
23 W can, using proven technol ogy, which wll
24 surely be enhanced, but which can work today, produce
25 synthetic fuel out of coal in a manner that wll begin to

N
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resolve two problens that we have: the dependence on
foreign oil, for every barrel of synthetic fuel is a barre
of foreign oil that we did not need to bring in, and al so
the major glut that we have -- or bottleneck, to use the
Chairman's term in refinery capacity in this country.

We have not built a newrefinery in nearly two
generations, and none are planned. Coal refineries produce
a synthetic product that needs no further industrial
application before it can be placed in any conpression
engi ne as a substitute for No. 2 Diesel fuel

And that brings us to a third problemwe have in
this country, because the current formulation of No. 2 Fue
as a byproduct of petroleum is presenting us with a sulfur
issue that the EPA is attenpting to resolve in 2006, 2008,
and 2010, dates that are imedi ately around the corner

The object is to nove fromthe current 500 parts
per mllion of permtted sulfur, dowm to 15 parts per
mllion. W have several |arge refineries announcing that
t hey cannot, or, as an econom c decision, will not do this,
but already we are consciously aware of sonething that has
crept up on us with little attention in the nedia.

Each of us as an adult, grewup in a world in
which No. 2 Diesel Fuel sold at a substantial discount, 87
octane gas. Today, in virtually all markets in the country,

it sells at a premum premumgas, signalling that we have
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an acute shortage of a critical transportation
i nfrastructure resource.

Fuel that we can produce fromcoal, has zero
parts per mllion of sulfur. It is the in-state nove in an
attenpt to control the tail pipe emssions. By a sinple fue
substitution, we can transformevery stationary and | ocal
conpression engine in this country, fromone of the |eading
sources of NOX, SOX, and particulate matter criteria, into
ultra-1 ow em ssion vehicl es.

In ny state of California, in order to keep an
attenpt to address the extrene nonattainnment of air quality,
we have entities |ike the Los Angel es education system
faced with the need to replace thousands of school buses
that are perfectly serviceable, to convert themto natura
gas.

If we use coal that produces synthetic fuel
every one of those buses could be retained as an ultra-| ow
em ssion vehicle, freeing the resources for textbooks,
cl assroom si ze reduction, and decent salaries for teachers.
That's one indication of what we mght do, if we took coa
and made use of it today.

To make use of it today, you need the |ocation
that satisfies the environnental community. Ken has al ready
indicated all the things that can be done with coa

gasi fication.
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There is one further issues that environnentals
point to and that's CO2 em ssions. |If we use the further
industrial step of producing synthetic fuels, we can capture
and then sequester those CO2 emi ssions. But before we
sequester them they would be a third source of incone for
projects, which would be selling fuel, electricity, and CO2
for tertiary oil recovery and the rel ease of coal bed
met hane reserves.

Just in ny native state of Wom ng, the
University of Womng indicates that there's 1.5 billion
barrels of oil within 20 mles of Casper, Wom ng, awaiting
tertiary oil recovery. It requires CO2. Wy don't we do
it? Thank you.

CHAIl RMAN WOOD: Thank you, Dan, thank you very
much. And now we'd |like to have our final speaker from
Kent ucky, M. Pal k.

MR PALK: Thank you, M. Chairman. Good
norning, |adies and gentlenmen. M nanme is Roy Palk. |'m
Presi dent and CEO of East Kentucky Power. | want to speak
to you this norning about who is East Kentucky Power?

W are a generation and transm ssion cooperati ve.
W' re headquartered in Wnchester, Kentucky, which is about
15 m nutes east of Lexington. W serve 16 electric
di stribution cooperatives, all |ocated in Kentucky, and soon

we'll serve a 17th over in Bolling Geen, Kentucky, which is
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| eaving TVA and comng with our supply systemin April of
08.

What drives our construction program really, is
growt h. East Kentucky Power is growing at twice the rate of
the national average. W're grow ng at about a five-percent
growm h rate per year, and that's in all custoner classes.

Because of that, we are having to add new
facilities, both generation and transm ssion, to our system

The reason that we are going with circul ating
fluidized bed, for the tinme being, rather than IGCC, is
simply a matter of tinme. Both Ken and Dani el have nentioned
the time necessary to bring IGCC into commercial status, and
we certainly support IGCC as a technol ogy that needs to be
devel oped for all of the reason that have al ready been
nmenti oned here this norning, and perhaps nmany ot hers.

In fact, we signed a contract with a private
devel oper about four years ago, to devel op and put on our
lines, an IGCC plant. And we signed the contract, a 20-year
contract approved by the Kentucky Public Service Comm ssion
for the total purchase of that output.

Unfortunately, that plant has not been able to be
devel oped, and we are in the process now of noving forward
wi th other technol ogies, those being circulating fluidized
bed. W have just brought online, our first circul ating

fluidized bed plant in Maysville, Kentucky, a 268 negawatt
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pl ant .
W have in the works, on the draw ng board, if
you wll, a 278 negawatt plant that we hope to get a permt

for this Summer, and then in 06, a third circul ating

fluidized bed plant that we'll be bringing on, and those are
t he basel oad plants that -- I'"mnot going to tal k about the
peakers, but those baseload plants that we'll be adding to
our fleet.

That will give us a basel oad generation tota
capacity of somewhere around 3,000 negawatts within the next
five to six years, and so our growh is pretty fast. The
| ong-termneed for power in our case, is driven by the
forecasts that are given to us by the nenber cooperatives.

W go ahead and actually sit down w th our nenber
cooperatives and ask themwhat their growth projections are.
W do sonme econonetric nodels on those nunbers, and then we
go out for RFP to go to the market, if you wll, and see
what resources are avail able before we select a way to
supply the next increnent of power.

Then that selection is put before our Public
Servi ce Comm ssion and we make our case, hoping to achieve a
Certificate of Conveni ence and Necessity, or in nornal
terns, a building permt to build this power plant. And so
that's the process that we go through to get increnments of

power supply, and why we are choosi ng CFB
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CFB, we think, provides, at least in the tine
that we need the power, sone of the benefits that these
gentl enen have already nmentioned. For exanple, it gives us

fuel flexibility.

CFB will burn a wde variety of coal. It wll
burn high-quality coal; it will burn lowquality coal, high-
Btu coal, and as low a Btu coal as 8,000 Btu. In mning

terns, it will even burn the gob pile.

Now, the gob pile is the washings that conme off
of the coal, that nornmally are waste products, either
because they are too high in ash, they're too low in Btu,
they're just not marketable.

From t he standpoi nt of economcs, this technol ogy
gi ves greater economcs to the coal market, because it
creates a sale for coal that wasn't heretofore, sellable.

The second thing it does, we think is really neat
interns of the environnment. And | want to conme back and
tal k about a theory that | have of how technol ogy really
does inpact transm ssion, here in just a few mnutes, so
follow nme al ong here for just a mnute.

Anyway, as far as the environnent goes, sulfur
content of the coal, as | said, can be as nuch as 4.5
percent. The boiler can also burn other fornms of fuel. W
can burn up to ten percent, for exanple, of supplenental

f eedst ock.
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Those can be bi omass; they can be wood; they even
be tires. W do have the Gl bert plant, one that just cane
on and we have it permtted to burn up to five percent of
rubber tires, so we can use that as a neans of taking an
eyesore, if you wll, a problem and converting it, through
technol ogy, into a usable product that makes our |ights burn
and keeps us cool and powers our industry.

Even petrol eum coke can be used. W have no
pl ans to burn petrol eumcoke, but I"'mtelling you that this
boiler, the CFB boiler, does have a wi de variety of
capabilities.

In terns of environnental performance, the
Gl bert unit achieves very | ow em ssions of sulfur dioxide,
of NOX, and carbon nonoxi de and particul ates. The sul fur
dioxide is renoved at a |l owcost per ton; the majority of
t he sul fur dioxide and the NOX em ssion | evel s are obtai ned
by i n-furnace technol ogy, actually injecting |linmestone into
t he boiler.

The post-conbustion or the back-end cl eanup
equi pnrent, only further reduces the sul fur dioxide and the
NOX. The efficiency -- the Glbert unit is designed at a
heat rate of about 9570 Btus per kilowatt hour. The
operating cost is very, very conpetitive and provi des us not
only the technol ogi cal advantages that |'ve just descri bed,

but al so provides us a good, |owcost, conpetitive price of
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power .

And so that's why we went to CFB. That's why
we're continuing to build the CFB. W support the | GCC
technol ogy and |I've already described that.

Now, how does technol ogy affect transm ssion?
Let's ook at the plant |ocation issue froman environnenta
standpoint. If you |ook at the state of Kentucky, there are
only a few |ocations where you, because of em ssion |evels,
can |l ocate a power plant.

So, that affects, one, what kind of technol ogy
you choose, because of em ssion levels. In other words, you
want to say under your caps.

The other thing it does, it affects transm ssion
because you have to get the power into the market. You've
got to get the power to the plant. The plant is |ocated, on
alimted basis, because of emssions |levels that are
already in the air, both stationary and nobile, and so
t echnol ogy and transm ssion do have, pardon the pun, a
connecti on between each other, if you look at it fromthe
standpoint of the emssions that are already in the air.
Thank you very mnuch

CHAI RMAN WOCD: Thank you, Roy. |'ve got a
coupl e of questions. The fuel issue is an interesting one
that, Dan, you raised on the notor fuels issue. Were in

the country is the devel opnent of this type of alternative
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nmotor fuel going on? 1Is it western devel opnent? Are there
conpani es out there or agencies that are involved in this?
Is it going on in other countries anywhere?

MR. MARKEL: | have to apol ogize to the group
|"msitting here thinking about this, | put this little bit
together, and forgot a major project that we have, which is
actually production of diesel fuel. W call it the WPI
Project in western Pennsyl vani a.

It is a project that uses anthracite coal to
produce electricity and 5,000 barrels of diesel fuel on a
daily basis. So, it's actually a project that tal ks very
much to what Dan was referring to.

It's a denonstration project that uses coa

gasification. It uses a waste product as a fuel source, and

we're in the process of negotiating that, as well.

So that's one exanple that | am personally
famliar wth.

CHAI RMAN WOOD: Great.

MR. FESSLER. The best exanple, M. Chairman, of
| arge scale industrial production of synthetic fuels is in
South Africa where they produce 166,000 barrels a day of
synthetic substitute for diesel fuel fromdonestic coa
resour ces.

They are using a technol ogy that was actually

invented in Germany prior to the Second Wrld War. The
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t echnol ogy has an unpl easant political paternity, but in
point of fact, it is a proven industrial process that has
been functioni ng seven days a week, 24 hours a day in South
Africa for now nearly 30 years.

In the United States, we have a nunber of
conpani es that, on a small-scale basis, have shown that we,

t oo, can produce synthetic fuels, and we have the support
for this inportant project in Pennsylvani a.

What | am seeking to suggest is that in certain
areas of the country and in ny native state of Wom ng,
particularly, all of the factors seemto point toward the
ability to site, not a denonstration project, but an
i ndustry in Wom ng now, because of the existence of the
Powder River Basin infrastructure, the ability to sel ect
coal fromfive major producers of coal, the capacity to
utilize the CO2 emssions for tertiary oil recovery and coa
bed net hane rel ease.

The one major factor that stands between that and
hel ping to work on the West's electricity infrastructure, is
t he question of transm ssion. The Frontier Project would be
very, very useful

In order to have the near-zero em ssion plant,
usi ng today's technol ogy, one would only be able to co-
generate electricity, and, froma 25,000 barrel a day

facility, that would be about 300 negawatts of net
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exportable electricity that each of these plants could do.

But there would be sufficient coal reserves in
Wom ng to support several hundred of these plants, and they
could nmake a significant -- Ken has tal ked about sone of the
other interesting technology issues. |If you could
substitute a nenbrane for the cryogeni c oxygen process in
i sol ating oxygen, if you could reduce the tenperature and
pressure under which you produce the synthetic fuels, you
woul d enhance the efficiency of the existing technol ogy.

But the point is that today, with $50 a barre
oil, one could nake a great deal of noney with existing
technol ogy. |[|'ve had many people cone to ne and say 1'd
love to finance the third, fourth, or fifth of these plants,
because they will begin to have these nmajor breakthroughs in
cost production and efficiency enhancenent.

It becones rather obvious that there is no third,
fourth, or fifth plant, unless there's a first and second.
Womng, | think, offers a set of circunstances that is
uni que.

There are many wonderful technol ogies, including
t he technol ogy that Lloyd speaks of, and so, given the broad
pattern of resources we have in this country and the areas,
the different geographies offer us in terns of opportunity,
this is one opportunity that I would |like to see pursued,

and that's what |'m suggesti ng.
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CHAI RMAN WOOD:  That's an interesting suggestion.
| gave a speech and started off with statistics about, you
know, how rmuch oil we inmport. |It's just a big -- 25 billion
Bt us going to 40 by 2020.

MR FESSLER M. Chairman, in California, we use
nearly 285,000 barrels of No. 2 Diesel fuel every single
day. It is the largest source of pollution left in our
ar ea.

If it were replaced by 285,000 barrels of
synthetic diesel, we would do nore to clean up the air in
California, not just in our cities, but in our great
agricultural valleys, than any single thing that coul d be
posed, and we would do it by renoving a demand for 285, 000
barrels a day on the infrastructure fuel resources of this
country by taking the donestic resource and solving a
refinery shortage.

CHAI RMAN WOCD:  You' d solve a political problem

an econom c problem and an environnental problemat the

same time.

Let nme talk with the three of you all about the
econom cs. In a $50-barrel oil scenario, which translates
roughly -- of course, it's not directly related that closely
-- to -- we've got now $6 gas and, say, $40 a negawatt hour

power, on average.

How do the econom cs of the three technol ogi es
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that we' ve tal ked about, the original pulverized coal, the
fluidized bed technol ogy, and the 1GCC? Kind of put sone
dol l ars and conparabl es next to that, so that we kind of
under stand what the econonic opportunities are for these
three types of coal.

MR PALK: Let ne give you one illustration, M.
Chai rman. W have been buying a | ot of purchased power from
the market. W started buying purchased power fromthe
mar ket to grow our | oad several years ago, and then bringing
pl ants on behind them and avoiding the capital investnent
until the load was built.

We coul d buy power fromthe market, as you well
know, at 1.5 cents, 1.7 cents. Now, power prices are four
cents, five cents and even in peaking tinmes, we have seen up
to eight cents a kilowatt hour.

The point I"'mnmaking is that by bringing the
pl ant on now, we have al ready seen our fuel adjustnent
clause in the last three nonths, drop by about 30 percent,
because we are taking ourselves out of the market. W are
generating a | ot cheaper than we can buy on the market, and
we're stabilizing the price for the consuner.

CHAI RMAN WOCD:  So, a ball park price then, yours
is CFB, the kind of all-in price that you reflect in your
custoners' rates, would be how many cents a kil owatt hour?

MR PALK: It's going to be a little less than
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four cents a kilowatt hour. Wat that neans is, that is for
fuel for generation, for transm ssion, for distribution
subst ati ons, and our custoners, our nenber coops, take their
delivery at the | ow side of the substation

CHAI RMAN WOCOD:  That's the delivered price, four,
alittle under four.

MR PALK: For billing and adm ni strati on.

CHAI RMAN WOOD:  As to I GCC, Ken, you kind of
mentioned a few things pretty quick. You mght have
mentioned this, but I wasn't witing fast enough. Wat are
the economic -- | think you said the 600 negawatt plant size

MR MARKEL: Based on the studies we've done thus
far, in a 600-negawatt size, the econom cs are conparable to
a pul verized coal systemwth simlar performance, or
circulating fluid bed.

I think the inportant question is not which
technol ogy is the best, but which technology fits the site
the best. |It's a conbination of coal, |ocation,
transportation, transm ssion,and the level of confort with
risk that the utility has, all conme together to really
deci de what is the best technol ogy for that particular
| ocati on.

The issue, inny mnd -- and this is Ken Markel

speaking -- is not one of is it too expensive, but am!|l
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willing to live through the cost of getting it online, being
the first one there?

Pengui ns have this habit of all bunching up
before they all junp in. They kind of push and push and
push and push to get one of themto junp in, to nake sure
there's no tiger sharks down there eating anybody.

Uilities tend to have that sane kind of
conservative nature. Cost is an issue, yes, but, to ne,
it's the larger one of convincing the market boys that the
technology is ready to go.

And that's the Departnent's objective with their
denonstration project, with the one in Tanpa, with the one
in Olando, with the Wabash technol ogy, wth the one in
G lbert, trying to get things in on the ground so that
peopl e can cone in and kick the tires.

The plant in Tanpa, | just visited two weeks ago.
Interestingly, the things that keep it offline, that have
caused it the biggest problens since it started up, were not
the gasification systens, were not the cleanup systens. I t
happened to be that they chose one of the first 57 new gas
turbi nes that CGE produced.

That has caused nore problens than the
gasification, the cleanup technol ogy, the coal handling
system anything else. There were sone problens with the

rotor; there were cracks in the rotor, and it's gone down to
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be repl aced.

Gasification technology runs pretty nuch |ike
cl ockwork. Since the first plant turned on, they run it all
the time. It's a very, very profitable operation.

CHAIl RMAN WOOD:  Dan, what's -- it's sounds |ike
there's a win/win setup there for Womng. Wat are the
obstacl es to maki ng that happen there?

MR. FESSLER. One of the biggest obstacles is
t hat the econony of Womng, if it were to be relied upon to
consune the fuel output and the electrical output of the
first plant, it's going to be a close fit.

| think the case can be nade that the burden is
on those of us who believe init, to doit. But since you
asked a question about basic economcs, for a plant that is
designed to produce 25,000 barrels of synthetic fuel and 300
megawatts of export electricity, the cost of that plant is
going to be -- the first plant -- about $1.6 to $1.8
billion. It depends on the degree to which you have to take
ownership and responsibility for the infrastructure to deal
wth CO2 emssions in a responsible way, so that you can
| ook people in the eye and say we are sequestering the CO2
em ssions at the end of the day.

Now, that plant can return an 18-percent ROR to
its investors, if you assunme two things: That you can sel

the electricity at the bus bar, at 3.5 cents a kil owatt
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1 hour, an emnently doable thing in the western part of the
2 United States today, and that you could deliver the

3 synthetic fuel for what's known as the rack or whol esal e

4 price in Los Angeles, at $34 a barrel.

5 | do not know what the wholesale price for No. 2
6 D esel fuel, a fuel that will be illegal in its current

7 formulation in Los Angeles in less than 18 nonths, as it

8 will be here. 1 do not know what the current price is

9 today, but | do know that |ast week, it was over $60 a

10 barrel.

11 So, that suggests that if such a plant were

12 operating, it would sinply add to the total nunber of mnts
13 inthe United States as far as the return to its investors
14 woul d be concerned. But, as Roy said, it's a question of

15 getting the plant online, and, as Ken said, |'ve never heard
16 t he penguin anal ogy, but it is a useful one.

17 (Laughter.)

18 CHAI RMAN WOOD: | woul d |l ove to have you here all
19 day, but we have a schedule. | thank you for kicking it
20 off, and I want to again thank you for your participation in
21 framng, really, the fuel, because |I think, quite frankly,
22 that we' ve been a Comm ssi on, because of our regul atory
23 enterprise that deals a lot wth natural gas, and the
24 construction of plants in the last ten years has been al nost
25 exclusively natural gas, so we haven't had to think about

N
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coal .

Price makes you think about things again, which I
think all of you -- there certainly sound like there are a
| ot of opportunities there, and | know that our sister
agenci es in government are working very closely on the
environnmental inplications of coal devel opnent, as well.

It sounds like, certainly fromsone of the
reading material we had here in preparation for the
conference, that the new technol ogi es, including the ful
sequestration technol ogy, not only addressed the current EPA
standards, but go beyond and tal k about the gl obal gas
initiative issues, which | know are inportant to a | ot of
people in the country.

So, thank you all for kicking off our panel. |
appreci ate your being here today.

Before we go further, I1'd like to -- as Jeff
Wight, who is the Director of our Infrastructure Division
in the Ofice of Energy Projects does, as he al ways does for
every one of our infrastructure conferences, of which we've
had about a dozen since |'ve been on the Conm ssion, starts
off with sone facts and background for us and for the
audi ence and for the record.

| would like to introduce our Staff who are here
today. Sone of themw || be asking questions on and off

t hrough the day. Please feel free to get to know them as
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you do us, but Chris Thomas, right here next to Comm ssioner
Kochl er, John Yakobitis fromour Ofice of Markets, Tariffs,
and Rates; Jignasa Gadani is fromour Ofice of General
Counsel ; Joe McCellan is the new Director -- not new, he's
been here awhile, but he's Director of our Reliability
Di vision, which was a new mandate from Congress that we got
| ast year, and Joe's doing a great job getting the
reliability issues teed up; Mke MLaughlin, who is one of
the key Directors in our Agency over this region of the
country; Connie Caldwell from our Market and Oversi ght shop;
Mark Whittington, fromour Ofice of External Affairs. W
tal ked about Bi g Dan Larcanp, hometown boy, back in the
back there.

There is Susan Court, our Chief of Staff for the
Agency, and a Kentucky native; Sarah MKinl ey, who organizes
the conference and is out front taking care of |ogistics,
and, of course, Jeff Wight, to whomI| wll nowturn it
over .

MR WRI GHT: Good norning. Again, |I'mJeff
Wight. | work in the Ofice of Energy Projects at the
FERC. Dan Larcanp approached ne, given ny gas background,
to cone here and tal k about liquified natural gas.

(Laughter.)

MR WRIGHT: Now, | told Dan, | can't do that.

This is a coal conference with sone transm ssion i ssues, and
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I"mgoing to stick to that and I'"'mgoing to stay away from
LNG So that's the last tine I'lIl talk about LNG today.

(Laughter.)

(Slides.)

MR WRIGHT: Really, ny purpose here is, in order
to set up the panels for the remainder of the day, |'m going
to take a look at coal in the U S and its contribution to
electric generation, along with its potential in the

generation fuel mx.

Also, I'd like to take a | ook at how nore
electric transmssion will allowthe US to realize a
greater contribution fromcoal-fired generation. 1In 2003,
the U. S. produced about 1.07 billion tons of coal.

Approxi mately 70 percent of all U S. coa
production was produced in Appal achia and in the Powder
Ri ver Basin of Womng, and in 2004, it is estinmated that
the U S. production was 1.1 billion tons, an increase of 2.8
percent over 2003.

El ectric generation has been the |argest
consum ng sector for coal. |In each of 2002, 2003, and 2004,
the el ectric power sector consuned 92 percent of the U S.
coal supply.

This slide shows the weekly coal and natural gas
prices from 2002 to the present on an equival ent-Mbtu

basi s, conparing coal prices from Appal achia and t he Powder
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Ri ver Basin in Womng, with the Henry Hub gas pri ce.

Even when prices were closer in 2002, coal sold
at a large discount to gas prices. As gas has becone nore
volatile in the last few years, this differential has grown.

There has been sone increase in the Appal achi an
price, due to increased demand, but still, the difference is
great. O course, the price of the commobdity al one, does
not determ ne whether to use one fuel or another.

According to Jerry Eyster's study of the PA
Consul ti ng Group, new conbi ned-cycle plants are cheaper than
new coal plants at gas prices | ess than $4 per Mbt u.

Bet ween $4 and $7, either gas or coal plants could be
cheaper, based on the type of coal plant being built,
however, according to M. Eyster, once gas prices exceed $7
per Mrbtu, then even expensive coal plants will produce
electricity cheaper.

| would also like to point out that the Henry Hub
spot price averaged over $7.30 per Mrbtu during April 2005.
And as the graph shows, coal prices, with the exception of a
slight rise in the Appal achian coal prices, have renmai ned
| ow.

Currently, coal-fired power generation capacity
conprises 34 percent or 314 gigawatts of the total U S.
power generation capacity of 933 gigawatts. The SERC has

the | argest generation capacity of any NERC region at 170
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gigawatts, 74 gigawatts of which are coal-fired.

The coal -fired generation capacity of the ECAR
region is 69 gigawatts, or 63 percent of its generation
capacity. The ECAR regi on constitutes the highest
concentration of coal-fired generation in the U S

Coal -fired generation capacity in ECAR and SERC,
conpri sed about half of the nation's capacity in 2005, and
when the WECC s coal -fired capacity of 33 gigawatts is added
in, these three regions, SERC, ECAR and the WECC, account
for over 55 percent of the nation's coal-fired generation
capacity.

Wil e coal -fired generation is 34 percent of
total U S. capacity, it conprises 50 percent of the tota
US. electricity output. Eighty-five percent of ECAR s
generation output is coal-fired, which is over 26 percent of
the total U S. coal-fired generation. Again, the top three
coal -fired generation regions, SERC, ECAR and WECC, account
for al most 65 percent of the nation's coal-fired generation
out put of about 1.8 mllion gigawatt hours.

Now, the next two slides give an idea of the
source of the coal that's burned in these plants. In 1993,
the majority of coal purchased by electric generation plants
east of the Mssissippi, was fromthe Appal achi an and
I'l'linois Basins.

Powder River Basin coal reached plants |ocated in
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the West, the Mdwest, that is, Wst of the M ssissippi, and
Sout heast. Purchases in the West al so included coal from
t he Rockies and from Washi ngton State.

From 1993 t hrough 2003, Powder Ri ver Basin coa
use has increased in the Mdwest and Sout heast regions, and
the spread of Powder Ri ver Basin coal probably is due to its
| ow sul fur and ash content.

Taking a | ook at new construction, over 3400
megawatts of coal-fired power plants are under construction
and are expected to be online by 2009. A third of this
total will be in the SERC region

Anot her 7700 nmegawatts of coal -fired generation
are in the advanced devel opnent stage. Mst of this
capacity is scheduled to conme online between 2008 and 2010.
For all fuels, over 52,000 negawatts are under construction
or in advanced devel opnent, so coal-fired generation
represents about 22 percent of the new generation | oad that
wi |l be comng online.

This is actually a | arge proportional increase in
coal -fired generation. In each of the years of 2001 through
2004, gas-fired generation represented over 90 percent of
the generation | oad that cane online.

On a regional basis and | ooking at the long-term
future, by 2015, total generation capacity is expected to be

1,023 gigawatts, 329 gigawatts of which will be coal -fired.
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This is actually an annual growh rate of |ess than one-
hal f percent in coal-fired generation, but by 20205, tota
generation capacity is expected to exceed 1185 gi gawatts,
and 36 percent or 431 gigawatts will be gas-fired.

This represents a growh of over 2.8 percent per
year between the years 2015 and 2025. | think I m sspoke
there. W're talking gigawatts, not negawatts here.

Goi ng back the regional basis, coal-fired
el ectric generation capacity is expected to increase from
2005 to 2015 in all of the NERC regions, except in the
Nort heast and in ERCOI. By 2025, though, coal-fired
generation capacity is expected to increase in all the NERC
regions, and the regions that will experience the |argest
capacity, as you m ght expect, are ECAR and SERC.

El ectric generation output is projected to
increase in all of the NERC regi ons through the year 2025.
The West and Sout heast regions will have the | argest demand
for electric generation.

Wil e gas-fired generation wll be the fastest
growi ng fuel source to produce power, coal wll stil
produce the majority of electricity in the United States.
In 2004, coal -fired generation produced 54 percent of the
country's power, while gas only accounted for 14 percent.

By 2025, coal-fired generation is expected to

produce 53 percent of the power, while gas-fired
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1 generation's contribution is expected to increase to 24
2 percent.
3 This slide shows those counties that are
4 desi gnat ed nonattai nment areas for sul fur dioxide,
5 particulate matter, and ozone. Air quality may limt coal -
6 fired electric generation devel opnent in these nonattai nnent
7 areas, however, the nonattainnent areas, for the nost part,
8 do not overlap coal production areas.
9 This |l ends credence to the idea of constructing
10 nore m ne-nout h generation plants and transporting that
11 energy to where it is needed.
12 This gives you brief idea of where the m ne-nouth
13 generation is in the U S., and m ne-nouth generation, as
14 we're defining it, is the cost of transportation and
15 shi ppi ng of about a doll ar
16 However, the planned addition of new western
17 power plants in the proximty of existing mne-nouth plants,
18 may be problematic, since already congested transm ssion
19 lines wll not have sufficient capacity for the increased
20 generation
21 Now, our current transm ssion systemis under
22 stress. W have a growi ng population that is increasingly
23 dependent on electric technology. The majority of the
24 largest U S. cities are located in highly-congested areas of
25 t he bul k power, bulk electric transm ssion system

N
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The [ ack of investnent in new transm ssion |ines,
conmbi ned with growi ng demand for power that could be net
with coal-fired generation, will lead not only to increased
reliability problens, but also difficulty in serving new
| oad.

In 2002, the Departnent of Energy conducted the
National Transmssion Gid Study. The study showed that
there was significant congestion and transm ssion
constraints across the United States. The arrows in this
map represent the nost congested transm ssion paths in the
US., as identified by the Departnment of Energy.

Il will note that we did take Path 15 off the
maps, since that was relieved.

In order to inprove grid reliability and to
transport needed, increased energy needs, additional
transm ssion needs to be built across the U S. Qherw se,
congestion costs will increase.

FERC cal cul ated during the Sunmer of 2000, that
over $800 million of congestion costs occurred over 16 well
known constrai ned paths.

In the last ten years, generation capacity has
i ncreased nationwi de by 2.4 percent per year, and net
generation by 1.8 percent per year. However, high-voltage
electric transmssion mles -- that's 230 kilovolts or

hi gher -- had increased at an annual rate of only .6
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percent, and, even worse, transm ssion mleage has actually
declined over this sane tine period in the Northeast United
St at es.

As nentioned earlier, there are coal-fired plants
under construction and in devel opnment across the country.

In order for that new generation to reach the |arge | oad
centers, new transmssion lines need to be built fromthose
generation sites, as represented on this nap.

O course, there are several inpedinents to
devel oping new transmssion. It's difficult to determne
need and cost allocation for new transm ssion |ines, because
criteria to neasure the regional benefits, are unclear
i nconsi stent, and ineffective, and achi eving consensus in
i ntegrated networks is contenti ous.

Al so, custoners have difficulty securing |ong-
termtransmssion rights at predictable prices. Further, it
is also difficult, wthout sone formof regional planning
body, to deal with the regional infrastructure needs.

St akehol der concerns adversely affect the ability
to successfully site and construct needed transm ssion |ines
inatinmely manner, and, finally, the lack of an effective
forumor policy for coordinating nultistate processes or
resulting nultistate di sagreenents around siting, is a
barrier.

This slides crystallizes the timng m smatch
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1 bet ween buil ding a coal-fired plant and siting and buil di ng
2 a bulk transmssion line to transport the energy. As the

3 slide shows, it can take alnbst three tines as long to

4 construct a bulk transmssion line, than it is to build a

5 new coal -fired generation plant.

6 In conclusion, the realization of new coal -fired
7 electric generation will depend on the cost differentia

8 between coal -fired electric generation and the cost of

9 natural gas to fuel electric generation. That differential
10 is becomng increasingly favorable for coal-fired

11 generation, however, to realize this, new transm ssion |lines
12 will need to traverse nultiple states, and pl anni ng and

13 construction nust be expedited through nore efficient

14 pl anning and a nore rational approach to siting.

15 That concl udes ny presentation, and | hope |'ve
16 kind of teed it up for the panels that will conplete the

17 rest of today's program Thank you.

18 CHAI RMAN WOCD:  Thank you, Jeff. The nenbers of
19 our first panel are welcone to stay up here, but you're al so
20 wel conme to go get a nore confortable seat, as well. | want
21 to thank you all for your participation.
22 Wiile we're doing that, | want to just add a
23 couple of rules here. There's not schedul ed breaks here.
24 We have al ways run these very informally. W |eave the
25 doors open on purpose, so, if you need to wander in and out

N
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to make a call or to go to the nen's or |adies' room please
feel free to just do so. W'IlIl have a one-hour |unch break.
We have no structured lunch plans, but | think you heard the
ni ce advertisenment fromthe CGovernor that there are, not
only wthin the hotel, but across the street, sone food

options for those of you who would like to get sonething to

eat .

And I think we wll have tinme at the end of the
day, for those who would like -- and we have a setup here as
well -- for anybody in the audi ence to ask questions of the

panelists at the end of the next panel and of the afternoon
panel, as well, and then al so nake any general coments
you'd I|ike.

So, if you have sonething that you would really
like to say, please hold on and we wll be glad to visit
with you toward the end of the afternoon.

At this tinme, I1'd like to introduce our ngjor
nor ni ng panel, which di scusses regional transm ssion
pl anning, the current initiatives and what we mght do to
inprove those. 1'll introduce all of the nmenbers right now.

They're listed in the handout here, but | would
like to thank they again for being here, comng this
di stance today. W have Jim Torgerson, who is the President
and CEO of the M dwest | ndependent Transm ssion System

Qperator. M SO is one was the first RTO designated by our
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Comm ssion, and has done a good job throughout the M dwest,
which is a big coal region, as well.

Karl Pfirrmann is President of the PIJM
| nt erconnection, Western Region. PJMis another |arge RTO
that, together with the M SO, works together to really cover
the entire central/eastern part of the country with
oversight of the transm ssion grid under federal auspices,
with a lot of state cooperation, as well. W're glad to
have both of you here.

Bruce Rew is fromthe Sout hwest Power Pool, and
is Director of Engineering. The Southwest Power Pool is
another RTOthat's a little bit to the south. These three
really conprise really the | argest coal producing and
consum ng regions for power in the eastern half of our
country, the Wst, of course, being as well, on here.

Paul Halas is the Senior Vice President of
Busi ness Devel opnent for National Gid, USA. National Gid
owns a lot of transmssion in our country, and, as well, its
corporate parent owns the National Gid of the United
Ki ngdom and they have a | ot of experience with
transmssion. W're glad to have you here, as well, Paul.

St eve WAddi ngton is Executive Director of the
Wom ng Infrastructure Authority, which is an authority
created under CGovernor Friedenthal, and has done a | ot of

initiatives to build transm ssion out Wst, including the
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one that Steve is going to talk a little bit about, which is
t he Rocky Mountain Area Transm ssion Study.

And Bob Smth is the Transm ssion Pl anni ng
Manager fromthe Arizona Public Service Conpany, another
| arge and growi ng region of the country with transm ssion
needs, and he will be here to visit wth us about what's
goi ng on out there.

And our friend, Charles Bayless, Dr. Bayless, is
the President of West Virginia University Institute of
Technol ogy right here in Charleston, and has had experience,
not only in education and academ a, but, inportantly, in two
large utilities, Illinois Power and Tucson El ectric, in his
earlier career.

So, we're glad to have you all here, and we'd
like to start, Jim wth you, and we'll go on down the row

MR TORGERSON: Thank you, M. Chairman.
real |y appreciate the opportunity to return to the state
where | spent a lot of ny tine in the early '80s when | was
wi th Di anond Shanrock and involved in the Conpany's Wst
Virginia and Kentucky coal operations.

As a result of that, | have a pretty deep
appreciation for the value of coal as a fuel resource and
for the challenges involved in the extraction and
transportation of it. Recent events have underscored the

need to nmaintain a bal ance of fuel resources used for the
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1 generation of electricity.

2 The increases in fuel costs dramatically affect

3 t he econom cs of power plant operations and the optinmal

4 di spatch of generation resources. In order to nmaximze the
5 efficient production of electricity, it is essential that

6 regional grids be planned and operated in a manner that

7 provi des nmarket access to a broad array of generating

8 facilities.

9 The M dwest SO issued its first regiona

10 transm ssi on expansion plan in June of 2003. That plan

11 eval uated the inpacts of regional transm ssion expansi on on
12 the energy costs to the consuner.

13 Overall, we considered nearly a dozen regiona

14 pl ans that would easily pay for thensel ves when the

15 reductions in overall production costs were considered. An
16 inportant part of our planning process is to ensure that the
17 transm ssion opportunities provided to new resources, don't
18 curtail transm ssion access to existing resources.

19 Since then, we have continued to work with
20 st akehol ders on sonme of the nore prom sing of these plans,
21 particularly in the northwest part of the Mdwest |SO where
22 we have seen significant coll aborative interests on the part
23 of devel opers, industrial groups, transm ssion owners, state
24 regul atory authorities and other state interests, and this
25 woul d be for both lignite and for w nd.

N
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W al so take the opportunity in our expansion
plan to float ideas that would provide for economc
devel opnrent and expansions and entirely new projects. One
idea that we're toying with right now, is to run multiple
I i nes underground along the interstate hi ghways w th access
the coal and lignite basins in the corridor where w nd
generation i s going on.

W expect to be able to recommend specific plans
and to identify principal beneficiaries for all the plans by
the conpletion of our next regional plan in 2006. W'l]I
al so be | ooking much nore closely over that tinefrane, at
ot her key areas farther to the East, in southern Illinois,
| ndi ana, Chi o, and Kentucky, that have significant coal
devel opnment plans, in an effort to define the regionally
beneficial transmssion in those areas.

In our 2005 plan, which is comng up in a nonth,
we've identified the top 24 constraints as identified by
previous TLR events, and 21 are included in this plan.

W' ve been fortunate to have input fromthe OV5, the
Organi zati on of Mdwest |SO States, in devel oping a regi ona
transm ssion pricing policy.

The M dwest | SO has been engaged in a dial ogue
with the OVB and ot her stakehol ders on the devel opnent of a
conmpr ehensi ve cost allocation policy for both reliability

and econom c or regionally beneficial projects. W expect
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to be filing tariff revisions to establish protocols for
cost sharing of reliability projects wwthin in a few nonths,
wi th additional work expected to continue for about another
year or two, to address econom c projects.

The tough questions that the stakehol ders are
westling wwth are, first, the best neasure of benefits that
are both reasonabl e and yet can be inpl enmented w thout
endl ess debate; two, the distance over which the benefits of
transm ssion extend in a very large RTQ and, three, the
degree to which different parts of the system have been
simlarly planned historically, such that one area does not
subsi di ze another in bringing all areas to simlar
st andar ds.

One concept that has sone nonentumin these
di scussions is the so-called rough justice approach to cost
all ocation. This concept seens to recognize that it's
sonmetines difficult to target benefits of major transm ssion
additions for which the aggregate benefits to custoners as a
whol e, can be nore easily denonstrated.

This cost allocation approach bl ends el enents
that will recognize a wider area of benefits with nore
| ocalized effect, and al so sets sone upper bounds to shared
costs as a neans to encourage efficiency and address the
regional differences that nmay exist.

The result is a proposal to allocate the projects
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as a blend as part postage-stanp, part subregional, and part
| ocal, once a project passes certain threshold criteria for
needed cost sharing. Watever policy results fromthese
continuing discussions, it will be crucial for the State
Conmttee to continue to shape the discussions along the
lines that are generally considered reasonabl e and
equitabl e, so that transm ssion owners can have a reasonabl e
expectation of recovering costs they incur for these needed
regi onal projects.

The second aspect of our transm ssion planning is
to pronote the free flow of electricity between RTGs and
ot her transm ssion providers. To this end, we've entered
into joint operating agreenents with PJM and the Sout hwest
Power Pool, and have in place, a nmenorandum of under standi ng
w th TVA

Both of the JOAs include detail ed provisions that
will pronote the identification of cross-border facilities
that will reduce the need to invoke transm ssion | oading
relief orders, manage | oop flow, and enhance the
i nterregional power flows.

The JOAs al so include cost allocation procedures
that are designed to ensure that participants in one RTO are
not asked to unfairly subsidize facilities that
predom nantly benefit custoners in another. Having adopted

objective rules of the road, up front, we hope to avoid the
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uncertainty of cost recovery that has plagued multiregiona
transm ssion projects in the past.

Wiile we intend that the inter-RTO pl anni ng
process be robust, we also intend to |look, in the first
instance, to market solutions to transm ssion constraints.
Wth conpatible markets in both PJMand the M SO we expect
price signals to identify the transm ssion corridors in
whi ch transm ssi on enhancenents will be nost val uabl e and
will permt resources to flow naturally, according to their
val ue in the market.

Finally, it's worthwhile to keep in mnd in a
di scussion of transm ssion pricing policies, that the
transm ssi on conponent of the custoner's electric bill, is
generally less than ten percent.

W need to get on with the prudent devel opnent of
the transmssion grid that will enable a conpetitive energy
mar ket to help reduce the other 90 percent of the
electricity costs. Certainly, transm ssion planning and
pricing that enabl es coal -based resources to participate in
a conpetitive market, nust be a fundanental part of that
policy. Thank you.

CHAIl RMAN WOOD: Thank you, Jim Karl ?

MR PFI RRMANN:  Good norni ng, Conm ssioners. PJM

is pleased to have the opportunity to participate today in

your efforts to focus on the regional transm ssion planning
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process and the role that it plays in facilitating fue
diversity, as well as the use of coal resources.

PIMis certainly proud of what has been
acconplished to date to open up nmarkets to coal, but there
is much nore that we and others in this region can do to
further enhance that use of coal

It is for this reason that, today, PIJMis setting
out by exanple, a newinitiative which we have | abel ed
Project Mountaineer -- appropriately titled for the state
that we're in -- to utilize our regional transm ssion
expansi on planning process to explore ways to further
devel op an efficient transm ssion super highway, if you
will, to deliver the |l ow cost coal resources in this region
of the country, to nmarket.

RTGCs have and will continue to bring benefits to
this region. PJMhas a proven, transparent regiona
pl anni ng process that has already identified over a billion
dol lars of transm ssion inprovenents, all designed to
inprove the reliability and econom cs of power flows in this
regi on.

This is further been exenplified recently by the
announcenent by Exel on and PSE&G to contribute an additi onal
$25 mllion towards construction of projects identified
t hrough our regional planning process.

Additionally, PIMand the Mdwest I1SO as Jim
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just mentioned, are working together to undertake regional

pl anning for their 27-state footprint. Through our historic
joint operating agreenent and our joint regional

coordi nati on agreenment just signed wth TVA we are working
to further coordinate both planning and operationa
activities to bring down many of the barriers that stood in
the way of past interregional coordination

In short, PIM the Mdwest |1SO and TVA, are not
just talking the talk, but, | believe, we are, in fact,
wal king the walk. As a result of the expansion of PIM we
have seen a dramatic increase in the anount of power fl ow ng
fromthis region to the Md-Atlantic region of PIM and nuch
of that cones from coal - based generation

The trend of these flows is illustrated in
Exhibit A which is attached to ny testinony, and | sure
hope a nunber of you have been able to pick up a copy of
t hat .

These off-system sal es represent generation over
and above that needed for native load. It's available to
serve other regional demands, at a cost far |ess that what
woul d be ot herw se possi bl e.

Many of the constraints that serve to adversely
affect or inpact power flows, have now been internalized
within PIMand within M SO, and redi spatch of generation in

response to | ocational marginal pricing has been used to
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manage congestion on transm ssion |ines, rather than by
sinply curtailing otherwi se econom c transacti ons.

Al so and perhaps nost notably, the FERC has
elimnated the through- and out-rates between individual
transm ssi on- owni ng conpani es and, indeed, between the
M dwest |1 SO and PIM regions, as a whole. These through- and
out-rates serve as a significant barrier to economcal flow
of coal -based generation in the past. The Comm ssion should
be appl auded for taking this groundbreaking step.

Today, the Conm ssion has properly asked, what
are the present inpedinents to additional interregiona
agreenents? Again, we are today illustrating, by way of our
exanpl e, the proposed Project Muntaineer, as a way of doing
t hat .

Qur goal is to denonstrate the possibilities that
could result fromthe targeted cooperative effort to
identify additional transm ssion that could be built in this
region, and to identify new ways to facilitate fue
di versity and i nprove options for econom c, coal-based
generati on.

At this early stage, Project Mountaineer should
not be considered a proposal for any specific |ine; rather,
it reflects our conmtnent to utilize our regional
transm ssi on expansi on planning process to involve the

states, to involve the FERC, to involve the transm ssion
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owners in this region, and, in fact, all affected

st akehol ders, to explore new transm ssion opportunities, to
inprove reliability, and, again, enhanced access to the

mar ket s.

And because the process is undertaken by PIMin
t he context of our approved, independent regional planning
process, we viewthis effort as one where the facts and
figures will carry the day, as opposed to concern over which
st akehol der is getting the benefit of a particular new
proj ect.

Presently, there are several notable inpedinents
to West-to-East trade, and al though West - East power fl ows
have increased by approxi mately 35 percent since the
conpletion of the integration of electric conpanies, there
remai ns certain physical constraints on the transm ssion
systemthat have further Iimted fl ows of coal -based
resources to markets in the East.

These constraints are depicted on Exhibit B of ny
testinony, and principally exist at three different
| ocations: On the western side, the first one is the Wley
Ri dge Substation and the transforners at Wley Ridge, as
well as the Samas to Wley R dge transm ssion |ine that
forns the AEP-All egheny-First Energy interface. This
particul ar substation is located in the northern panhandl e

of West Virginia.
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The second i s the Beddi ngton-Bl ack Gak 500 KV
transm ssion line, thoroughly enbedded in the Al egheny
system and located in the eastern panhandl e of West
Virginia and the western part of Maryl and.

Finally, the third is the PIM Eastern Interface
al ong the Del aware River, separating eastern Pennsyl vani a
and New Jersey.

Any new additions to the transm ssion system
nmust address or mnimze or elimnate the effects of these
constraints.

So, what is Project Muntaineer? PJM has
undertaken a prelimnary delineation of the magnitude of
transm ssion i nprovenents that are needed to enhance West -
t o- East power flows by up to 5,000 negawatts.

As Exhibit Cillustrates -- and, again, take a
| ook at the back of the testinony to see Exhibit C-- to
nmeet this increased power flow, two or nore new backbone 500
KV or 765 KV transm ssion paths of approximtely 500 to 900
circuit mles in length, will need to be constructed from
t he Kentucky, Chio, and West Virginia areas to eastern | oad
centers stretching fromWshington, D.C., to northern New
Jer sey.

PJM estimates that the cost of these new
transm ssion facilities will range frombetween $3.3 to $3.9

billion, and although this is very clearly a costly
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undertaking, it's worth noting that one recent study
estimated that $4 billion in new transm ssion investnent,
woul d equate to 1 m| per kilowatt hour of a typical
residential bill, if those costs were spread over the entire
PJM f oot pri nt.

O course, there remain consi derabl e chal |l enges
to construction of transm ssion of this magnitude. M
rai sing of these chall enges does not indicate that the
project is not worth undertaking, but, rather, to nake sure
that we all have a realistic assessnent of the chall enges
before us on a regi onal basis.

The first of those challenges -- and | believe
this was previously nentioned by Jeff Wight -- is siting,
siting of these new transm ssion facilities. The high-
voltage transm ssion |line running from Chio or Kentucky or
West Virginia to the eastern seaboard, will require the
siting approval of anywhere fromthree to six states.

For the siting process to be successful, it's
critical that these states work together to | ook at not just
the individual state facts, but also the benefits to the
region as a whole in the strengthening of the interstate
el ectric system

In order to ensure an orderly approach to this,
we envision that PJMs regional transm ssion expansion

pl anni ng process, again, to provide a forumfor states to
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come together to understand the need for these transm ssion
facilities, and to help craft nultistate solutions.

Each state's sovereignty over the siting process,
will be respected in this process, but critical information,
as Jeff called for, a forumfor the devel opnment of regiona
solutions, will be available to all states within the PIM
footprint.

The second area is in regard to environnental
issues. W need to be especially proactive to address the
| and-use chal l enges that will arise with construction of
t hi s magni t ude.

W need to collectively find routes that are the
| east damaging to the environnment in this region. 1In short,
we just need to build out this process as wisely as we can,
wi t h consi derabl e pl anning and foresight, including
consi deration of advanced technol ogy options that could help
mtigate the environnental side of the inpacts.

In terns of cost recovery, one of the first
issues that's always raised is, who is going to pay for
this? Fortunately, in resolving this issue, in PIMwe have
the benefit of a fairly long history of how to sol ve cost
recovery issues.

Agai n, through our regional transm ssion process
and with FERC s oversight, we have addressed the appropriate

rul es necessary for allocating costs, both for econom c and
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reliability upgrades to the system

Fi nal ly, coordination anobng transm ssion owners:
H storically, transm ssion planning has occurred or has been
characterized by individual utility planning efforts, with
limted regional coordination.

The exi stence of an entity such as an RTQ
changes that dynam c and opens new opportunities for
cooperati ve approaches to ownership of transmssion. PIJMis
presently proposing a consortium approach anong transm ssi on
owners to address aging infrastructure issues.

There's no reason why a simlar consortium
approach coul d not be used and expl ored under the unbrella
of Project Muuntaineer. For exanple, public power entities
who have | ong expressed interest in ownership of
transm ssion facilities, can now be partners in such a
proj ect .

States interested in financing major construction
proj ects, could now becone partners in such a project.

Agai n, the PJM planning process will provide a forumfor
expl oring these consortium approaches.

So, what are our next steps? The hall mark of PIM
has been to use an open stakehol der process to address
i ssues which defy individual solutions, and we believe that
t he PJM st akehol der process, as well as good dial ogue with

the newy formed organi zati on of PJM states, could provide
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excel l ent vehicles for further exploration and devel opnent
of Project Mountaineer.

Qur collective efforts should not end there. W
pl edge to work with each of the state's econom c devel opnent
entities, as well as utilities in this area that are
commtted to significant new investnent in coal -based
generation for this region.

Al'l these efforts, of course, will be continually
reported to all the Comm ssions, so that you can nonitor
progr ess.

A regional transm ssion organization with the
size and institutional history of PIM has al ready brought
significant benefits to this region by enhancing
reliability, by increasing utilization of coal-based
resources, and by internalizing its strengths.

W stand ready to take our regional planning
efforts to the next level, working wth the states in the
PIJM region, working with the Mdwest |SO working with our
st akehol ders and the Comm ssions to roll up our sleeves and
focus on ensuring adequate transm ssion infrastructure for
the future.

W ask you to join us in these efforts; in fact,
we ask you to becone part of Project Muntaineer. Thank
you.

CHAIl RMAN WOOD:  Thank you, Karl. Bruce, from
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Sout hwest Power Pool .

MR. REW Good norning, M. Chairnman,

Conm ssioners, and Staff. |'mBruce Rew, Director of
Engi neering for Sout hwest Power Pool .

Today we'l|l present a brief update on the current
transm ssi on pl anning and expansion activities at SPP. SPP
believes that its recent activities related to cost
al l ocati on, aggregate processing of |ong-termrequests, and
transm ssion planning, will provide enhanced opportunities
to expand the transm ssion systemto neet short-term and
| ong-termtransm ssion delivery demands.

Last nonth, SPP received FERC approval of its RTO
cost allocation provisions. These provisions, devel oped by
the regional state commttee, through an extensive
st akehol der process, including state conm ssion
representatives, provides for certainty in the cost
allocation of reliability and econom c transm ssion upgrades
needed in the region

SPP has a license plate or zonal rate design with
differing rates in each pricing zone. Reliability upgrades,
whi ch are those upgrades necessary to serve existing
obligations, one-third of an upgrade's cost will be
al l ocated on a region-wide basis, with two-thirds of the
cost allocated to pricing zones deened to benefit fromthe

upgr ade.
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Reliability upgrades for new and changi ng network
resources, wll be included, as |long as the resources are
designated for at least five years in length, and the
resources designated, in total, do not exceed 125 percent of
the custoner's projected |oad responsibility.

The inclusion of new network resources such as
addi tional coal resources and regional cost sharing plans
will be of particular interest today. Econom c upgrades
will be funded on a voluntary basis and will be eligible for
revenue credits provided from new point-to-point and network
transm ssion service or significant new facilities.

Revenue-crediting will also be simlarly
avai | abl e for upgrades required for requested service and
generation interconnection network servi ce.

Last year, SPP was approved as an RTO In
anticipation of that approval, we initiated our regional
pl anni ng process. That process consists of two parts:

First, it is focused on reliability upgrades,
and, the second, econom c upgrades. SPP has conpleted the
reliability part of its planning process, and identified
approxi mately $550 mllion in needed transm ssion upgrades.

We are preparing for our next transm ssion
settlenent to determ ne potential regional economc
projects. This settlenent will be held in the first week of

June.
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1 Qur work will lead to identification of
2 transmssion facilities that will provide regional econom c
3 benefits, allow ng custoners the opportunity to voluntarily
4 fund those projects.
5 SPP will conplete its first transm ssion
6 expansi on plan, including both reliability and econom c
7 upgrades, later this year.
8 SPP has al so i nplenented an aggregate study
9 process for long-termrequests. There will be three open
10 seasons each year, during which tinme custoners will submt
11 requests for |ong-term service.
12 Al requests will be done simultaneously, in
13 order to determne the | east-cost transm ssion expansion
14 necessary to accomodate the request. This new study
15 process will provide for cost-sharing of transm ssion
16 upgrades on a pro rata basis, as well as transm ssion
17 revenue credits for charges in excess of a base rate.
18 This cost-sharing should facilitate greater
19 transm ssi on expansion in the region. Additionally, we
20 initiated, on an experinental basis, a provision that allows
21 for custoners to pre-pay for transm ssion services. These
22 prepaid funds are used to upgrade constraints limting the
23 availability of short-termtransm ssion service.
24 Thi s experinmental programhas resulted in funding
25 of upgrades to ten facilities, resulting in expansion of

N
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1 transm ssion capacity in the short-termmarket. These

2 recent efforts of SPP and its regional states commttee,

3 will inprove the availability of increnmental transm ssion

4 service and provide greater market opportunities in the

5 regi on.

6 Thank you for offering nme the opportunity to

7 participate in today's discussion. 1'll be happy any

8 guesti ons.

9 CHAIl RMVAN WOOD: W'l | have sone, too. Thanks,

10 Bruce. Paul ?

11 MR HALAS: Thank you, M. Chairman. |'m

12 grateful for the opportunity to nmy views with you in this
13 technical conference. As | wal ked into the room today,

14 saw a lot of famliar faces. That's when | renenbered the
15 first of these technical conferences at which | spoke. |

16 believe it was one of your first ones, M. Chairman, the so-
17 called "Slice-and-D ce Conference" about the delineation of
18 functionality anong RTGs, |TGCs.

19 Jim and ny friend and col | eague, N ck W ndsor,
20 went on one panel. You could call it the "Big Miuddy" panel,
21 and | think Karl and nyself were on another panel, all wth
22 different hats on at that tine.
23 A few t hings have changed since then; sone
24 haven't. Those guys are all still tough acts to follow, but
25 we're all still here trying to bring the benefits of a

N
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robust transm ssion systemto a robust energy market, and
the things that we can bring in terns of econom c efficiency
and reliability to the nation's consuners.

Today' s di scussi on obviously centers on one
particul ar, very abundant potential fuel supply, which is
coal. | think it's probably safe to assune that in the
footprint of a traditional utility, there has been | ow
priced coal and a reasonable anmount of load that the utility
has sorted out with its comm ssion, how to get that
particul ar coal power to those particul ar consuners.

| think that what we're really focusing on today
is nore the regional aspects of getting coal power to cross
over various boundaries, including utility boundaries and
potentially RTO boundaries. | should note in that regard,
that when we're tal king about coal power sources and the
transm ssion systemthat wll hopefully bring those
el ectrons to market, but the transm ssion systemis kind of
indifferent as to what electrons it brings.

If you think that coal mght be in renote
centers, the transmssion lines are |likely to either gather
energy fromor across sectors that have other diverse fue
sources |i ke renewabl es, you have to transport renewabl es by
rail; you can get the electrons to market by wire.

Just as you get the coal-fired el ectrons, you nay

find that coal-initiated generation and transm ssion al so
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bring to market, renewabl es where they m ght not have been
cost-justified, and that's inportant, particularly as we
tal k about things that m ght happen in the West.

Steve's going to talk in great depth about things
that are going on in the Wom ng and Montana area that woul d
have those dual benefits.

This is alittle bit of an advertisenent, but I
think that National Gid is particularly well suited to
di scuss this topic. For pretty much its entire existence in
the UK, it's had both the ability and the responsibility to
pl an and i npl ement plans on a regional basis.

It also has grown up in basically a coal-by-wire
environment. National Gid' s systemin the UK in England
and in Wales, is bringing coal-fired electricity fromthe
M dl ands, down to the |oad centers in southern England, but
it has also had the versatility to shift that transm ssion
systemas its uses in fuel sources have shifted, including
to the North Sea gas and wind projects. It's also had the
benefit, as | say, of being independent from generation,
which has allowed it to alignitself with the interests of
consuners wherever it's |ocated, and woul d al so have the
flexibility of noving to new, |ower-cost generation sources,
as the need suggests.

The question is, obviously, what is preventing

it? |If coal is an obvious solution, or renewabl es are an
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obvi ous solution, what's preventing it fromcomng to market
in areal, cost-efficient way?

In this regard, although I"mnot going to try to
follow Nck's act, I will try to repeat sone of the things
he nentioned at the transm ssion conference a coupl e of
weeks ago. In that regard, with regard to our followp
comments and our testinony in that conference, one thing
that's fairly obvious, is fragnentation of ownership.

If you postulate three different utilities and
call themA, B, and C, and A happens to have potential coal
generation and C has | oad needs, and Bis in between them
geographically, there's no incentive for Bto build
transmssion to transport A's power to C

If you couple that with the lack of a rationa
cost allocation for transm ssion, you mght actually find
that the consuners in B's territory, have to bear the costs
of delivering A's power to C, so that's actually a
di sincentive in respect to the consuners in the area, and,
obviously, to the regulators, as well.

[f you think then about uncoupling that with a
vertically-integrated systemwhere B mght itself own
generation, there's an actual disincentive to produce or
build that transmssion. |If the conpany -- one of its two
mai n objectives is to enhance its sharehol der wel fare, then

by conpeting with its own generation, it's actually
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di m ni shing sharehol der welfare, so there's a fiduciary
obligation in the utility, not to build or to contest things
that are built.

Those things are very difficult, and the other
side of it is, in the current environnment, there's
uncertainty as to whether, if transmssion is built, whether
generation will actually follow.

Dan tal ked about the other way, will transm ssion
follow if generation is built? There is a cyclica
devel opnent to the extent that if transm ssion investnent
woul d be made, but not have certainty of recovery if
generation didn't follow That's a greater level of risk
t han ought to be borne, we think.

So, what's needed? | think the ideal situation
is the transm ssion conpani es owni ng | arge patches of
generation that woul d be avail able on a regional basis, and
they would internalize those flows, they'd internalize the
costs, they'd internalize the benefits, and they'd have nuch
| ess of the contention that exists today.

That's nirvana, certainly, fromNational Gid's
point of view \Wat's really necessary in the near term is
certainly a robust regional transm ssion process with
responsibility for, we think, taking into account, both
reliability and economcs in the sanme sorts of anal yses.

Every transm ssion investnent will have inpacts
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on both reliability and econom c efficiency. A systemthat
bi furcates that analysis, we think, doesn't really give ful
credit, and there nmay be sone additional costs along the
way .

W t hink i ndependence in that planning process is
essential. It allows the planning body, whether it's an RTO
or an independent transm ssion conpany or a group of states
that want to get together and plan sonething, to align
t hensel ves with consuners, not necessarily with the
generation interests.

RTGs, are they the answer? W think they're a
good first step, and they provide a great platformfor the
debate. M/ viewis that they' re neither necessary nor
sufficient in their current aspects to a robust regional
pl anni ng process.

If you |l ook at things like the Wom ng
Infrastructure Authority or the Wstern Governors
Associ ation, or the recently announced Frontier Project, no
RTO in place, but where there's a denonstrated need and
denonstrated resources, people of Iike mnd, not even of
i ke mnd, but people with a regional view, have cone
toget her and started, anyway, the process that will bring
the right kind of resources to bear.

In | ooking at the benefits in proportion to the

use of the power and generation of the power, there is a
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mnd out in the West these days, that the beneficiaries wll
actually formul ate and pay for the Frontier line.

That's unusual. W think it's very heal thy, and
we | ook forward to working with those states, wth Steve and
the Infrastructure Authority, with the Frontier Steering
Conmttee, to capitalize on that nonentum capitalize on an
economc drive to get that project put forward, and also, to
the extent that the utilities have resource percentage
requirements with respect to renewables, this may be a way
to get that done, as well.

W think the RTGs, to the extent that they have
undertaken it, are doing a great job on reliability. W
encourage all the RTGCs to take the next step and really | ook
at economi cs.

| think Karl and Bruce both indicated that PIMis
going to nove forward with planning in the economc area and
we certainly applaud that. W think it's necessary, and we
appl aud the | eadership that they have taken in that role.

Jims got the sane thing going on in the M dwest
| SO, certainly with respect to reliability and there is
acceptance within the Mdwest 1SO | think there are stil
some uncertainties as to whether econom c planning wll
really be accepted, and there are sone huge concerns over
cost allocation.

W' ve been there fighting that battle with you
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for the last couple of years, Jim and whether or not we'll
be there to see if the rate issues are at |east brought up.
Clearly, RTGs are doing a great job in ternms of making it
all on an equal basis, that transm ssion capacity that is
avai | abl e.

| think the next step in developnent is to
actually actively take steps to nmake nore transm ssion
capacity available in all tinmes, both near-termand | ong-
term

What can the Comm ssion do to help that? | would
suggest that the Conm ssion has done a great job, at |east
in the RTO areas where they' ve focused on getting conpanies
into RTCGs. But | would urge the Comm ssion not to be
confortable with nere RTO nenbership, and to continue to
i nprove the nodel, increasing the independence of
transm ssion service, and continuing to encourage the RTGCs
to take steps in the near term the nmediumterm and the
long term to nake nore transm ssion capacity avail abl e.

W think that the goal of the Comm ssion has been
and ought to continue to be increasing separation of
transm ssi on ownership and operation fromthe vertically-
integrated nodel. W think that's healthy for the econony
in the long run, and think that that |ong-term objective
ought to be borne in mnd in the nediumterm policy

initiatives.
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W think the Comm ssion ought to require a reward
for both the regional planning process, and continue to
encourage PJM and other RTOs to continue to inprove their
i nfrastructures.

W think the fundanental nature of RTO structure
and governance may not be the ideal vehicle, but that's what
we have now. Let's drive that forward to at |east nake the
| ow-hanging fruit, the necessary inprovenents, if we can

W think there are sone biases in here. Mny of
the protocols for the drive for nmerchant generation or so-
called participant funding, we think those biases ought to
be renoved

One particular aspect that is troubling in terns
of transm ssion concerns, is the abandoned plant penalty, if
you wll. A transm ssion project, even if approved, m ght
only be able to cover 50 percent of the costs, should the
generation not followit.

| think that's a particular policy that ought to
be | ooked at again, and we think that the Comm ssion ought
to encourage an i ndependent participation, particularly in
some of these |ong-haul projects, as they may offer an
el egant solution to sone of the regional or statew de
contentions that naturally follow the current configuration

of a footprint.

81



20050513- 4034 | ssued by FERC OSEC 05/13/2005 i n Docket#: ADO05-3-000

© 00 N o o b~ w N P

N N N N N NN P P P R R R R R R
o o b~ W N P O © 00N OO 0ok~ N, O

CHAI RMAN WOCOD: Thank you, Paul .

St eve.

MR WADDI NGTON:  Good nor ni ng, M. Chairnman,
Conmm ssioners, and staff. | amdelighted to be here this
nor ni ng.

My invol venent in RVATS, the Rocky Muntain Area
Transm ssion Study, began in its inception when | was
serving as its energy policy advisor.

Governor Friedenthal founded the joint Wom ng
infrastructure authority. |I'mlooking forward to conti nuing
ny involvenent in the RVATS efforts and the unfinished
busi ness of getting transm ssion devel oped in the Rocky
Mount ai n subregi on of the Western interconnect.

Phase one of ARMATS provi des sone inportant
| essons and il lustrates how transm ssion planning can be
both a positive process and a useful forumfor stakehol ders
who have hopes and concerns about the future of the grid.

ARVATS is noving into a second phase. As our
efforts are beginning to bring specific transm ssion
expansion ideas into detailed study for comercia
viability, ARVATS has net sone significant challenges. 1l
touch on those at the end. And I'Il be echoing a | ot of
what we've al ready heard from ot her panelists.

As many know, ARVATS was driven by w despread

appreci ation of the economcs of |owcost supply that is
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bottled up by a lack of transm ssion in Wom ng and Mont ana
and the correspondi ng need for power in centers throughout
t he West.

Qur recent experience, as the chairman nentioned,
wi th high and volatile natural gas prices has hei ghtened
concern with increasing over-reliance on conbustion turbines
| ocated close to the | oad centers.

The question of the outset of ARMATS is whet her
| ow cost, clean coal and wi nd resources in Wom ng and
Mont ana coul d provide an economic alternative to the grow ng
| oads and power needs.

An ARVATS phase one study nmade a conpel ling case
t hat the econom cs of clean coal and w nd, including the
costs for necessary transm ssion, would provi de consuners
t hroughout the West with significant benefits conpared to
t he business as usual reliance on gas fired generation.

The ARMATS screening study al so recomended
specific transm ssi on expansions for further study and
devel opnment both within the Rocky Mountain footprint and
| ong di stance 500 KV scenarios for noving power fromthe
region to California and the Pacific Northwest.

The ARVATS report al so exam nes cost allocation
and cost recovery issues and concl udes the regul atory
uncertainty is the key obstacle that needs to be overcone in

the West. As a first, ARMATS recommended further work on
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possi ble solutions by the state's utility comm ssions and
agencies reporting to the governors that are sponsoring
ARMATS.

This multi-state conmttee has been working now
for about six nonths. A draft report has recently becone
available that's ultimately contenplated as an MOU anong t he
state conm ssions and would filed at FERC

Anot her direct consequence of ARVATS has been the
recently announced frontier line, which represents a
partnership between four Wstern governors spanni ng acr oss
Wom ng, Utah, Nevada, and California.

The frontier line MU stens directly fromthe
econom c potential that was denonstrated in ARMATS and
diversified reliance on | ow cost Rocky Muntain resources
W th transm ssion expansi on and mani fests the begi nning of a
serious effort to bring this opportunity to commercia
viability.

As the phase two efforts are beginning to advance
t he ARMATS recommendations, major challenges are in front of
us. 1'Il touch on three of these. And | think we've heard
about all three already this norning.

First, the Western interconnect does not have an
RTO. W | ack a regi onw de body that can conprehensively
plan or potentially would be able to broadly allocate the

costs of needed transm ssion upgrades.
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In the West it may be necessary to explore
alternative voluntary or regulatory neans for a broad-based
recovery of transm ssion costs, especially if it can be
legitimately denonstrated that facilities would provide
benefits across a w de geographi c area.

The ARMATS projects and the frontier line may be
candi dates for exploring nore innovative, cooperative rate-
maki ng sol utions.

Second, the integrated resource planning and RFP

requi rements and processes of many | oad-serving entities

present us with a challenge. Wile ARVATS was never to do a

regi onal transm ssion and generation plan, utilities
generally plan only for their own parochial requirenents.

Regi onal transm ssi on-dependent sol utions can get
short thrift in RIP s and ORP's due to long lead tine
associated with transm ssion in coal plants and their
convention assunption for assigning of transm ssion costs
directly and exclusively on dependent generation when doi ng
| east cost or conpetitive bid conparisons.

A third major challenge |I think we all recognize
will be in the siting and permtting arenas. ARVATS
illustrates the inportance of gaining political |egitimnmacy
for transm ssion planni ng and expansi on.

My view is that garnishing strong support up

front fromgovernors and others across the necessary
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1 corridors will be a plus when we get to siting and

2 permtting issues.

3 W al so have in the Wst a transm ssion siting

4 protocol that was promnul gated by the Western Governors

5 Association a few years ago on the shelf ready to be tested
6 on a multi-state siting effort.

7 Those are comments on ARVATS. Thank you very

8 much for the opportunity to be here. And | |ook forward to
9 our di scussion.

10 CHAI RMAN WOCD: Thank you, Steve.

11 Bob.

12 MR SM TH. Good norni ng, Chairnman, Conm ssion
13 and staff. | amBob Smth. | nmanage the transm ssion

14 pl anni ng group at Arizona Public Service, one of the mgjor
15 transm ssion providers in Arizona. And | really appreciate
16 the opportunity to be here today to share sone thoughts wth
17 you.

18 This is ny first opportunity to be on a panel at
19 a FERC technical conference. And Chairman Wod, as | heard
20 you introduce the folks on the panel with me and | | ooked
21 t hrough the agenda, a couple of things cane to mnd. One,
22 |"meither in sonme really good conpany here or, two, | need
23 a pronotion
24 (Laughter.)
25 MR SMTH | think both are probably true.

N
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I"d like to talk with you a little bit this
nor ni ng about the status of transm ssion planning efforts in
the Southwest. Wien | refer to the Southwest, |I'mtalking
about visuals. W're talking about an area from basically
Al buquer que and El Paso on east over to San D ego, Los
Angel es, and California and really including areas of
northern Mexico to the south and up to Las Vegas and
sout hern Col orado to the north.

So if you can just picture that. And trust ne,
it's all a long ways from Charl eston, West Virginia.

| also want to talk a little bit about the
successes of these planning groups that we' ve put together
in the Southwest and talk a little bit about the challenges.
And | think a lot of you have already heard we can reinforce
t hose.

And finally, some opportunities for inprovenent.
The transm ssion providers in the Sout hwest have put
t oget her two regi onal or subregional planning groups, if you
will -- the Southwest Transm ssion Expansion Plan G oup, or
STEP, is chiefly concerned with getting additional
transm ssion capacity into California. So when | nake
reference to STEP, it's transm ssion into California.

The second group is the Sout hwest Area
Transm ssi on Pl anning G oup or SWAT. This is chiefly

pl anning within the Arizona, New Mexico, and surroundi ng
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area footprint. So when | refer to SWAT, think of Arizona
and New Mexico. And I'Il leave the nore specific visuals up
to you folKks.

Bot h of these groups coordinate with the seans
steering group of the Western interconnection or SIGN. |
think a ot of you have heard of this group. APS has an
active |l eadership role in both the subregi onal planning
groups and in working with SIGN. In fact, we cochair the
STEP along with the California I SO

"Il talk alittle bit about the STEP in nore
detail. First, it involves an area of western Arizona,
southern California, southern Nevada, and northern New
Mexi co.

The chief objective of this group is to identify
transm ssion plants to increase the transm ssion capability
fromwestern Arizona into California mainly so that the
California market can access the new gas-fired i ndependent
power producers that have built generation in the Pal overde
area in western Arizona.

The group has put together a four-part
transm ssion plan. There are two plans to upgrade the
exi sting transm ssion systemfrom Arizona into southern New
Mexi co and southern California. There is the plan to build
a new 500 KV line fromthe Pal overde market hub area into

the LA basin -- the second Pal overde Dever's I|ine.
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The group has devel oped two options for a new 500
KV Iine into San Diego to increase reliability and aid in
t he econom cs of the San D ego area.

Al'l together this will increase the transfer
capability fromwestern Arizona into southern Nevada and
southern California by roughly 3,000 negawatts.

Turning to the SWAT group now. This is a
pl anni ng group that | ooks at a footprint consisting of
Arizona, New Mexico, the Las Vegas area of southern Nevada,
the Inperial Valley area of southeastern California, and the
El Paso area of West Texas.

This group is really coordinating existing plans
that the individual transm ssion providers may have al ready
devel oped according to this group and al so coordi nati ng
needs assessnents so their coordinated plans can be
devel oped by nmultiple entities and participate in projects
that mght arise fromthe plans.

One of the subgroups -- we have several other
techni cal subgroups within this area which further
subdi vi des planning into the various regions. One of these,
the Central Arizona Transm ssion Study G oup, or CATS, has
actual ly put together several 500 KV. One of these is
actually undergoing permtting today. These are nultiple-
partici pant,j oi nt-owned projects.

There are nunerous transm ssion projects planned
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in the Arizona area in particular. You hear a |lot of folks

say no one is building transm ssion. | can assure you this
is not true in Arizona. |It's another area of large | oad
gr ow h.

APS al one has a 10-year transm ssion inprovenent
pl an that has commtted us to spending over $1 billion in
new transm ssion i nprovenents. The other transm ssion
providers, the Salt River Project and Arizona Electric, have
simlar extensive plans for the next 10 years.

One of the things we've done in Arizona in the
| ast couple of years -- the Arizona Corporation Conm ssion
every two years perforns an assessnent of the 10-year plans
of the transm ssion providers referred to as the "biennia
transm ssi on assessnent."”

What it does it determ ne the adequacy of the
exi sting and the planned transm ssion systemto reliably
nmeet the electrical needs of Arizona. | should point out
that both SWAT and STEP are voluntary, open stakehol der
organi zations. | think this is one of the things that
contributes to the success of these groups.

Sol'll talk inalittle bit nore detail about
some of these successes at these organi zations. Again, the
open st akehol der process allows for the devel opnent of study
plans with all the participants having input into that so

you can get input on how the study is going to be run.
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1 And as progress of the studies occurs, you can

2 report back through the open stakehol der process feedback on
3 adj ustnents that mght be nade. And finally the results are
4 presented in these foruns.

5 It's been a very, very good forumfor

6 transm ssion providers to performand present the required

7 studies of the local regulatory comunity.

8 | know in Arizona as a result of the biannua

9 transm ssi on assessnent for the past couple of years

10 transm ssion providers are required to performreliability
11 must run analysis within congested | oad pockets. This

12 provi des an open forumfor all the stakeholders to be

13 i nvol ved in those studies.

14 Anot her success is the involvenent of the state
15 regul atory community. It really hel ps when you go to turn
16 in a project if the I ocal regulators have al ready hel ped you
17 identify a need for a project and in fact have hel ped you

18 pi ck the best alternative of several of the projects.

19 There have been a nunber of projects that have
20 come out of these foruns, as |'ve discussed. They all have
21 multiple participants. In California, again, a lot of this
22 i nvol ved upgrades or expansion of the existing transm ssion
23 system from Arizona into California.
24 And within the SWAT what we're doing is
25 coordi nating plans to adequately serve | oad growh and

N
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inprove reliability of the area.

Finally, one of, | think, the nost inportant
successes of these planning groups are the generation
devel opers who are engaged in the process. W have a
devel oper, specifically a coal developer in the Four Corners
area, that has been working with the SWAT group for severa
years now and, in fact, has filed an interconnection request
wi th APS on behal f of the other owners.

At the Four Corners switch station we've had
nunerous coal and renewabl e devel opers that have been a part
of this process both wthin the Sout hwest and | arger
i nvol venent in the Western interconnection in genera
t hrough SI GN and ARVATS, specifically in the eastern
Arizona area. The man we had up here earlier show ng the
pl anned coal devel opnent.

There is plant expansion -- at a coal plant in
central eastern Arizona called the Springerville CGenerating
Station 800 negawatts of planned upgrade coal. And there
are transm ssi on upgrades planned to accommodate this
expansi on.

I'"d like to shift sone of the challenges that we
have seen wthin these organizations. Wile | ended up the
successes with the fact that the generation devel opers are
engaged, actually one of the |largest challenges that we have

is getting good generation planning information to use in
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maki ng our transm ssion planni ng deci sions.

As you' ve heard, these transm ssion projects take
years to plan, permt, and build. They are very, very
expensive. The risk managenent of a project wthout a
guar ant eed usage of that is sonething that | just don't see
how we overcone.

Anot her issue that we have is that historically
the transm ssion systemin the Southwest -- and this is true
for a large part throughout the Wst -- has been jointly
owned. So a nunber of transm ssion providers go in together
to build a large EAB project, so they could all benefit with
i ncrenental gains wthout the unnecessary capacity of the
whol e project thensel ves.

H storically this has been joint ownership by
both FERC jurisdictional entities and nonjurisdictional
public power participants. Today what we see is that at
least in California we have an RTO that to date it's been
difficult to try and put together joint projects where you
can have true ownership rights of non-1SO partici pants.

The tariff tends to favor the nmenber transm ssion
provi ders buil ding and owni ng 100 percent of the facilities
and turning all those facilities over to the ISO

It's the different requirenents of the FERC
jurisdictional entities. A lot of the nonjurisdictional

entities are becomng wary of participating in projects
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1 because of at |east the perceived possibility of being
2 brought nore under FERC rules. Obviously the financial
3 responsi bility questions of who would be required to build
4 proj ects, cost recovery issues.
5 Finally, even though I think we've nade a | ot of
6 progress in the economc study tools and nodeling, there are
7 still a lot of challenges in nodelling hydropower gas
8 prices, transm ssion charges that nay be |levied on the grid,
9 and bil ateral contracts.
10 The last thing | want to nmention are what |
11 consi der some opportunities for inprovenent within these
12 groups. And | think in the industry overall recognizing
13 that both the SWAT and STEP are totally voluntary. And
14 think they may be one of the reasons we've had the success
15 we have had so far
16 W al so understand that to really get where we
17 need to be in terns of devel opi ng transm ssion, we do need
18 to enhance the structure, have sone kind of governance, and
19 ultimately an authority and responsibility of the planning
20 gr oups.
21 This is going to allow us to keep the nonentum
22 that we've already had to date. W do need to get greater
23 accuracy and have a |l onger horizon for generation planning
24 i nformati on.
25 Finally, the determ nation of beneficiaries of

N
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transm ssi on projects and enhanced cost recovery nechani sns
need to be devel oped.

So in summary, the transm ssion providers in the
Sout hwest have put together two planning groups -- voluntary
open stakehol der forums. W have a nunber of plant
projects. And we |l ook forward to working further with the
FERC in inproving the processes -- specifically, | think
the increased structure and governance of these
organi zations in the future.

CHAI RMAN WOOD:  Thank you.

Charley, we'll end with you.

MR BAYLESS: Thank you, M. Chairman. | know

many of the people in the room And |I've got a couple of

conmment s.

As many of you know, | was the CEO of Tuscon
Electric and Illinois Power. But for the last two nonths or
so |'ve been a university president. | suddenly cane hone

to ny alma mater, West Virginia University Institute of
Technol ogy, and | have to admt until Bob said it, |I had not
heard the words "reliability nmust run" for two nonths.
(Laughter.)
MR. BAYLESS: | apologize for being late. At a
university you have to get your tuition and fees. Does this
sound famliar? You have to get your tuition and fees

approved by the H gher Education Policy Comm ssion. So
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today rather than being at the FERC | was at the ATPC doi ng
a rate case getting the tuition and fees approved. W
managed to do that.

| can also tell you a difference. One of the
peopl e when | took the job told ne, | ook, you' ve got to
realize half the faculty is going to believe that they can
do the job better than you can. The other half of the

faculty will believe that anyone can do the job better than

you can.

(Laughter.)

MR BAYLESS: So far that hasn't been the case.
Wien | talked to Chris about this -- | grew up just a few
mles fromhere. | went to high school and college in Wst
Vi rginia.

VW tal ked about this. And | said, "Look, I've
been in the transm ssion pricing debate. 1|'ve spent nore

time that | care to think of with Kevin Kelly arguing this
point or that point. Not an argunent. Just discussing
transm ssi on pri cing.

And | said, "I want to tal k about the
inevitability of coal." Being fromWst Virginia, that |

think is ny duty. But regardless, we are in the United

States. About 3 percent of the world' s population -- 3
percent -- will use alnost 30 percent of the energy in the
wor | d.
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Thi nk about that -- 29.6 percent in 2003. Wen
you |l ook at what we're using in natural gas, according to
the EIA in 2003, there was 5,300 TCF in the world trading
under the Ts. W had in the U S 193 Ts. W have |ess than
4 percent of the gas in the world here, yet | ook what we're
usi ng.

If you | ook at gas and you say, well, the current
usage rates that we're using -- howlong is it till we go
t hrough the known reserves?

The answer is about nine and a half years.

That's all we've got left. Look at the decline curves in
the wells. For those that are in the gas business we can
find new reserves. | know that. But we're punching nore
and nore holes in the ground. W're getting |less and |ess
out with every hol e.

Additionally, in 2003 we used about 24 T's in the
US 5.2 of that was electric generation. Mst of that, as
we all know, was shut down.

If gas prices fall to probably $3.50 or $4. 00,
that electric is going to cone right back on. And that 5
T s is going to go right back up

Peopl e tal k about LNG There was an article in
the paper this norning in USA Today -- | can't renenber
whi ch one -- about the exporting nations. And they're now

sort of formng an OPEC to nmake sure that the prices don't
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fall too nmuch because, as you know, you've got to have about
$4.00 -- the point being, | believe, gas is going to stay
high. R ght nowit's $7.00 a mllion BTU s.

You ook at oil. It's the sane thing. W have
three or four percent of the oil in the world here. And on
a dollar per mllion BTU basis oil is about 5.8 mllion

BTU s a barrel

Ql is about $10 a mllion BTUs. You' ve got gas
at 7, oil at 10. Wat's happeni ng?

The basic premse | think that is going to cause
a fundanmental shift in our econony is that the foreign
nations are nmaking the sane transition froma | abor econony
to an energy econony that we made 100 years ago.

When you're nmaking that transition, you have
economc ternms at different elasticity than we would in this
room And I'mgoing to try to put you in the | abor econony.
You are now on an interstate in your favorite town. But
it's got to be north. You're three mles fromany exit.
There's a blizzard. You re out of gas.

You're now firmy in the | abor econony. How do
you like that? Wat are you going to pay for gasoline to
make that transition to get you back into the energy
econony?

The answer is alot. |If you' re a farner behind

oxen in India or China -- or | don't care where it is --
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your standard of living, your famly's standard of |iving,
your take home can triple, quadruple, quintuple, et cetera
if you could get gasoline at $6 or $7 or $10 a gallon and a
used tractor.

They have the sane view of energy as we do when
we' re stranded al ongside the road. To make that transition
froma | abor econony to an energy econony is worth so nuch
to themthey are going to continue to make that junp in all

of those countri es.

H gh prices. People say, well, high prices wll
sl ow demand dowmn. And it will inthe US And it actually
wll slowit down. It won't be as high as it would have

been in China and the other places. But given the fact that
they are nmaking that |eap, they are going to go ahead and
make it.

And you'll say, well, can you nmake that |eap at
$10 a gallon? Well, Europe has run for years at $5 a
gallon. Wien we nmade the transition in the United States
froma | abor econony to an energy econony, we started with
whale oil. Q1| was way over $100 a barrel and we coul dn't
buy tractors and cars and |ightbulbs. W had to invent
t hem

W nmade the transition. | would submt it's much
easier to nmake the transition.

So here we sit with 3 percent of the world's
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1 popul ati on using 30 percent of the energy. | would submt
2 the rest of the world is going to catch up. They are going
3 to catch up fast. And that is going to put continued upward
4 pressure on oil and natural gas.
5 Now, let's look at coal. Wien you switch to
6 coal, the story is different. |If you |look at oil, we have
7 about 12 years of production -- reserve to production ratio.
8 If you | ook at coal, given your view of reserves,
9 it depends on what you view as economc. W have about 250
10 years of coal left in the United States. W have 25 percent
11 of the known coal reserves in the world here.
12 W have as much coal as OPEC has oil on a BTU
13 basis. Wiereas oil is $10 a mllion, gas is 7, coal is 2 or
14 3. My viewis that we are going to swtch increasingly to
15 coal
16 Qur industry -- Bob nentioned this. Wen | was
17 at Tuscon Electric we conpleted that and now we're buil di ng
18 nore. You think about how many units we've built in the
19 | ast 10 years and I'Il give you a nunber that's going to
20 shock you. | think we've built 60,000 to 100, 000 megawatts
21 of new coal units in the last 10 years.
22 Everybody in the roomsays Charlie has just gone
23 off the deep end. You can al nost nane themon a couple of
24 hands. You can start down.
25 My view -- I'"mon the board of Dynegy. W' ve

N
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i ncreased the capacity factor of our coal units fromthe
60s. And last year if you ook at our 10 K, it was 90.
Coal plants -- big coal plants, cyclone units. The Bal dw n

unit, 4,000 negawatts of coal at 90 percent.
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1 MR BAYLESS: Wat we've done as an industry in
2 the | ast few years, we've raised the capacity factor of our
3 units fromthe '60s to the '80s. | submt that's the same
4 as buil ding about 60 to 100,000 negawatts new coal plants.
5 W really haven't had to build anything in the
6 | ast 10 years. There has been a few units started |ike
7 Springerville, because Arizona, in Tucson, there was an
8 article in the Arizona Republic a year or so ago that said
9 the dessert is disappearing around Phoenix at the rate of
10 one acre an hour to devel opnent.
11 We've got it build up there, there is just no
12 way, but | believe that given the price of coal, | think
13 we're going to shift massively to coal units in the United
14 States. | think nuclear wll conme back also, but | foresee
15 coal is going to happen.
16 | also believe we're going to hit heavily on coa
17 gasification. | understand M ke was here tal ki ng about the
18 unit they're building. But you |ook at a gas plant, you can
19 get efficiencies of 60, 65% Now it takes a |ot of energy
20 to gasify the coal, but you can still get a coal unit. You
21 want a startling statistic? |In 2003, according to the ElA,
22 we put 39.5 quadrillion BTUs into electric production.
23 Com ng out the other end, 39.5 in 13 out.
24 The ot her 26 quads were conversional | osses.
25 That's a lot of BTUs. W can't afford that. W put a whole

N
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accounting around $20 oil, $2 gas, $10 to $20 coal. W' ve
got to restructure our econony, and you're in a place right
now that's really -- if you drove up and down t he Kanawha
val l ey, you' d see petrol chemcal plants that are | osing
jobs left and right to foreign conpetition because gas has
gone to $7 an ntf, and abroad you can get it for $0.50 and
$1. 00.

The premse | have is that we're going to switch
to coal, we're going to need nassive anounts of transm ssion
fromWest Virginia going otherwheres. | think that it's
cheaper to build the plants here. W're going to see a | ot
of coal gas and clean coal technologies. W have to worry
about the environnent. | give a |ot of speeches on gl oba
warning. | happen to be a fanatic believer in that and
think it's already here.

But we've got to take care of the environnent. |
think it's inevitable that we're going to start buil ding
coal plants and we've got to build the transm ssion and the
infrastructure and the rules and regul ations to cope with
it. Thank you very nuch.

CHAI RMAN WOCOD:  That brings it all back hone,
doesn't it. How are we going to get it to the people, and
the transm ssion issues? It certainly is the general focus.
Nor a.

COW SSI ONER BROMNELL: |'m delighted and
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1 interested to hear all the great planning efforts going on
2 but we had a conference a couple of weeks ago in which sone
3 pretty stark statistics were given about howlittle we

4 actually invest in our transm ssion system conpared to

5 al nost any other part of the devel oped worl d.

6 The consistent theme | hear is, we need to dea

7 wi th econom c planning and we need to deal with cost

8 all ocation. W' ve been needing that now in RTGs and outside
9 of RTGs. What's mssing? Wat is it going to take to get
10 there? W' ve heard fromthe states their frustration, that
11 we can't get there. W've heard from people who want to

12 i nvest huge anmounts of capital, yet we've got a planning

13 process that's largely dom nated by the current providers
14 who do have sone perverse incentives, if you really |ook at
15 it.

16 So, what is it going to take to get fromhere to
17 there in a short period of time? Jim why don't we start

18 with you? Wat's mssing in the planning process? How do
19 we bite the bullet on cost allocation, understanding that
20 t he whol e beneficiary issue changes? It's a dynam c issue
21 and so we can't get that perfect timng.
22 MR TORGERSON: The first one is the cost
23 all ocation, that has to be figured out who the beneficiaries
24 are and peopl e stepping up and sayi ng, okay, we acknow edge
25 this, we'll share the cost, we'll share the benefits, and it

N
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i nvol ves all those states.

The ot her aspect, | nean, we've done sone
pl anni ng processes, not |ooking at economcs. W did sone
in our 2003 plan. W're doing nore in our 2005 plan,
identifying where transm ssion lines can go in and open up
t hese regions, and I'mnot talking about inproving the
reliability.

W have 24 different spots where this proposa
gets addressed and it's going to take a few years, but those
wi |l be address. They haven't getting addressed from our
previous plan. It's the econom c ones that have to get, and
getting people to |l ead the charge at this point we believe
we're going to have to be sone of the ones to do it. Get
some groups together that actually will push through
Congr ess.

W have sone ideas on putting underground volts
that would carry, you know, |arge transm ssion lines from
t he areas where you have lignite or coal and other areas and
nmove that so you're not stringing the wires up above, and
maybe you run them along the interstate hi ghways, but that
woul d take Congress to allow that to occur.

So we're going to have to start pushing it.

We're going to have to get sone groups who want to actually
build. W hear the noney is available, but | haven't seen

anybody step up and say, yes, let's take on that project and
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start doing it.

|'ve heard groups that want to do it. The ICGCs,
the Transco, | think there is a nunber of them who want to.
So we need sone | eadership. That's exactly what the RTGCs
are going to have to do rather than just plan. They're
going to have to | ead.

COW SSI ONER BROMNELL: [I'msure we're going to
hear from Paul about the wllingness of an independent
transm ssi on conpany to cone in. Wat candidly we hear is
that the processes are not as independent and open as they
m ght be, so new players haven't actually been wel coned.

KARL: You tal ked about a consortium you
menti oned public power, who does want to built. W don't
see any ITCs and PUIM  Wul d they in fact be wel cone at the
t abl e?

MR PFIRRVANN:  Certainly they would. [If | |ook
back over ny 32 years in this industry, nost of which were
spent out on the construction end of the business, early on
in the process, we built transm ssion as we built new
generation. They went hand in hand.

The only way you built a new transm ssion pl ant
is if you, in fact, had a significant amount of transm ssion
to take that generation load. It was transm ssion that was
built to basically server a fairly |ocal need.

Later, during the 90s, | think what happened was,
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that there was a reluctance to build anything because it was
so difficult to site a project. It was so difficult to get
to a consensus position on the need for a project and how to
best go about doing it, to actually share the benefits.

RTGs have stepped in to answer a | ot of those
guestions. | think the regional planning process that RTCs
bring, brings that independent view of the need and can co a
better job of assessing that need and convincing all the
st akehol ders that we are addressing needs in a very
i ndependent basi s.

Certainly, by getting nultiple parties to be
involved in a consortiumapproach is a way to get around
some of the concerns about one particul ar group of
st akehol ders benefiting nore than others.

When you open the process to I TCs, to Coops,
Munics, virtually any group that would like to get involved
in the transm ssion process, | think you step across that
boundary of trying to find the natural opposition to the
project and instead find sone natural consensus about the
proj ect.

COW SSI ONER BROMNELL: So better assessnent is
one of the things and a nore consortium approach woul d be
sonmet hing that woul d add value to the existing process
t oday?

MR PFl RRIVANN: Absol utely.
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MR REW Wth respect to Sout hwest Power Pool, |
mentioned in the opening conments, we received approval of
our cost allocation proposal devel oped by the Regional State
Commttee, so | think what we need is sone experience in
i npl enmenting that to make sure it's effective. Is it a
perfect cost allocation? |I'msure it's not. [|I'msure we'll|l
have to tweak it a little bit as we get into it but it gives
us good experience and as part of that, we have econom c
pl anni ng.

The first week of June we're going to have a
pl anni ng sunmt group preventing four DHV project, which the
SPP has identified can provide potential economc benefit to
the region. It wll be a matter of entities agreeing with
those results and stepping up and funding the process.

COW SSI ONER BROANELL : Paul .

MR HALAS: A coupe of reactions. In defense of
the existing RTOCs, they still are at the stage that | would
call basic. | don't think any of the RTGs are at the stage

t hat everybody in the roomthought they would be in the year
2000 or 2001

A lot of the last three or four years has been
spent basically getting the footprints of the RTGs settl ed.
The RTOs had to get that right. They had to get that
settled and get reliability settled down before taking what

has to be the next step.
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The next steps invol ved regional builds of
transm ssion, not just interconnections, builds that
actual ly enhance the reliability of the overall footprint
and bring the | onger power sources to bear.

Those will have natural resistance in the virtua
i ntegrated nodel of fragnmented ownership. Sone force would
need to be brought to bear to overcone that. Considering
the economc reality is starting to overcone that, |ess than
t he absence of the RTO. Perhaps those forces will have
effect in the east as well and the nore and nore transparent
prices becones the nore likely that becones.

Whet her there is a way to junpstart it is a fair
question. | would encourage FERC to continue to push the
RTCs to take whatever steps are avail able to nake nore
transm ssion capacity avail abl e.

Wether it's a nore enforceabl e pl anni ng process,
whether it's an RTO taking the steps that yes, this line
will be built, and giving these cormmon owners the right of
first refusal to build it in their territory. |If not,
soneone el se conmes in and builds it.

Those are again steps. They're increnental. In
the long term we do believe that the country will best be
served if there are market operators that provide all the
information and provi de the market nechani sns that give

transparent signals large transm ssion owners that are
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i ndependent of generation interests, then the very
conpetitive generation and supply markets.

As | indicated, it's taking | onger than anybody
t hought. | know M. Chairman, you and | tal ked about this
about two or three years ago. W thought maybe three years,
maybe five. Maybe it's nore like 10 or 15, but | think the
industry is on the way to getting there.

One aspect, with respect to state regulators, who
are obviously essential to all this, it's incunbent on the
industry to give the regul ators reassurance that |long term
their state would benefit froma free trade econony. A
state with [ ow cost power, that lines ought to be built to
take that | ow cost power out of state because the prices
wWill go up in their state for sone period of tine. It's a
difficult road to hoe, if you wll.

Laws of conparative advantage indicates, over
time, that that state would be nuch better off, but the | aws
of conparative advantage generally take |onger to take
effect than anybody is likely to turn out. So we need a
| ong-term steady hand at the hel mhere. You guys have the
best shot at it.

MR WADDI NGTON: I n the Rocky Mountain area of
the Western Interconnect, as we all know, we don't have an
RTO W don't have an institution that can be used to plan

broadly across the west or socialize the costs for economc
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1 upgr ades.
2 Wat we're trying to do with RVATS is forge ahead
3 on sone specific projects that hopefully will gain
4 sufficient nmulti-state collaboration and agreenent for
5 either a voluntary or regulatory cost allocation schene to
6 ener ge.
7 There maybe other tools that FERC and the States
8 have. | think Path 15 is an interesting exanple. | see
9 t hat success being enabled by at | east three el enents.
10 First, it was an upgrade that was strongly
11 supported and recogni zed as bei ng needed and econom cal |l y
12 val uable, with strong political support comng fromyou all.
13 Second, there is a great deal of regulatory
14 uncertainty, pre-approvals, accelerated depreciation. |If
15 devel opers knew going in that they would get their costs
16 recovered, | think for the jurisdictional utilities or the
17 i ncunbent utilities, if they are going to be involved
18 building transm ssion, that's a critical piece. The
19 uncertainty just keeps themfromnoving forward, | believe.
20 The third enabler on Path 15 was, because a | ot
21 of its involvenent, there is an expected siting and
22 permtting process. Al three of those are the kind of
23 environment |'m hoping RVATS will create around the specific
24 projects, whether it's within the Rocky Muntain footprint,
25 where the cost could be allocated between three or four

N
»



20050513- 4034 | ssued by FERC OSEC 05/13/2005 i n Docket#: ADO05-3-000

© 00 N o o b~ w N P

N N N N N NN P P P R R R R R R
o o b~ W N P O © 00N oo 0o h»~ N, O

states, or nore challengingly, the frontier line.

I think we've got to get to a broad based
recovery nmechanismin the west. For the near future, that's
going to have to be a voluntary approach

COW SSI ONER BROANELL : You' ve nmade a | ot of
progress, so we're okay.

MR SMTH In the Southwest, | think we're
really in the sane place that Steve nentioned the Rocky
Mountain area. | guess | could offer that | think, once the
econom c benefits are clearly shown of transm ssion
projects, that we have evidence fromthe upgrades that are
really in progress right now as far as they're related to
California, that there are folks that will step up to the
plate and build transm ssion.

You just have to clearly show who is benefiting
and have these people be able to enter into long-term
agreenents with the resources that they want to access.

It's probably a lot easier to do that with gas generation, a
ot of which is built relatively locally and I think where
we're at right nowis sort of struggling with attenpting to
integrate the planned coal resources in the Four Corners
area Wwth a transm ssion project, which we'll hear nore
about, | think, this afternoon.

It just seens to center around financing, risk

managenent, and |ack of certainty on various parties to be
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able to nake noney in the long term

| can assure you that the transm ssion providers
in Arizona, APS, who is working on transm ssion
i nterconnection request for this coal plant and ot her
owners, specifically the Navajo Transm ssion System that
have entertai ned a nunber of presentations of this proposed

transm ssi on project.

W don't have an interconnection request yet into

our transm ssion system but we are certainly prepared to
process those things.

W have done pretty much everything we can to
accomodat e study efforts. APS has actually expressed an
interest to participate in this transmssion line. The
investors preferred that they would own the Iine and we
woul d contract long-termtransm ssion fromthem

But again, | would think the interests and the
institutions are there, it's a matter of just a little nore
certainty in the results of econom c studi es and sonehow we

have to manage to get the fol ks who want to sell this

energy, together with the folks that can buy it and once you

have sonme | ong-term arrangenents.
Even t hough you had a graph up there earlier
today that showed transm ssion takes maybe two to three

tines as long as it does to develop a coal plant, |I'm not

sure | would agree with that, especially in the Southwestern
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1 U S

2 CHAIl RMVAN WOOD: Wil e we're tal king about that,

3 Bob, on question | have, | guess a troubling little story |
4 saw in yesterday's Trade Press. The local Siting Authority
5 in Arizona had sonme trouble. | don't know exactly howto it
6 was represented, but didn't want a one-way line to

7 California from Pal overde, and | guess that line -- they

8 worked with you guys on this. |Is that going to be a problem
9 when you've got, really, in your state or any of these

10 states. Is that going to be the ABC problemthat | think
11 has been |aid out?

12 You' ve got APS building a line that's going to
13 primarily have the customer being in another state than

14 California. W could talk about Californiais willing to
15 pay it, but will the Siting Authority in Arizona actually
16 approve that line to go through the Arizona territory?

17 MR SMTH First of all, if I could predict what
18 the Siting Authority in Arizona would do, | would probably
19 have that pronotion already.
20 (Laughter.)
21 MR SMTH  Second, APS will not be building the
22 Pal overde Devers line. Southern California Edison wll cone
23 to Arizona sone tine in early '06 and request perm ssion to
24 build that line. They' Il request a permt. |It's been, |
25 guess, sone issues surrounding the willingness of the

N
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buil der of the line, Southern California Edison, to
entertain certain options or interconnections or joint
ownershi p of that project.

That coul d have benefit to sone custoners in
Arizona, particularly Western Arizona, along the river, and
| think there are just sone issues that we need to continue
to work out along those lines, and | think that's what the
regul atory authority in Arizona is nore concerned wth.

Not that they are unwilling to allow California

addi tional access to the narket that has been built in terns

of generation in Arizona, because it's inportant to send a
signal to the whol esale nmarket that we're not going to try
and do anything, to sonehow restrict that market, but |
think they just want sone assurance that the California
entities that are building this line through Arizona are

al so I ooking out for the interests of Arizona entities and

people that they work with. | think it's sonething we can
wor k out .

MR BAYLESS: [I'd just like to make two conments.
| think the first one, I'mnowin an engi neering school and

| can nmake this with nore authority.

One of nmy all time favorite comments is the only
known violation of this that involve thernodynamcs is that
one it runs uphill to noney. | believe FERC has got

together to push market pricing. W've got to get pricing
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nore towards | ong run margi nal cost and then people wll
buil d new | i nes because pricing anything bel ow that causes
too nuch transm ssion to be used and | think decreases the
reliability.

The other thing I woul d suggest, the Comm ssion
has for years advocated, we need nore FERC authority.
Sonmebody has got to have the ability to go in and order the
line built.

If you go to Chio and say, let's take West
Virginia and say, boy we really need to do a $30 million
investnment to help Synergy, you're going to get people
| ooki ng at your rather funny. Wy do we need to do that
here? The point is, we do.

| think one way around that may be sonething |ike
the EPA. The EPA has the power to regul ate but they concede
that power to the state with conpacts, saying to the states,
if you guys forma regulatory conpact that's within the
footprint of the RTO you want to go to PIJIM Western for them
to give that authority the right to have themin a domain
and to order transmssion lines and say this |line needs to
be built, fine.

But if you don't do that within five years, the
power receipts back to FERC, and to have peopl e have that, |
think sone states will be able to do that. But we clearly

need sonme authority larger than a single state, having the
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ability to say, we need this |ine.

CHAIRVAN WOOD: | will say, Karl, this is a
switch to you but certainly your project that you laid you
here, the Muntai neer project, would be a true test of the
existing siting system

Let nme ask you sone questions. Wat would the
timefranme be for this? | knowthere is a new announcenent
today, but just kind of ball park what are we tal king about
here as to when these |lines have to be energi zed?

MR PFIRRVANN: It's certainly a long term
project. |If you go on recent history about building a
project of that length, it's certainly in the 10-year
timeframe, | believe. It's not an i medi ate sol uti on.

CHAI RMAN WOOD: I n the neantinme, do you go ahead
and do the Bl ackhoe line on its own?

MR PFIRRVANN:  Certainly, reliability, Jim
indicated on a routine basis, PJMas well as the Mdwest |SO
wll look at reliability issues and issue plan with projects
to address those reliability issues.

Certainly, for exanple, at Wley R dge, just in
the last 12 nonths, Allegheny has put in special protection
schenmes of Allegheny for Wley R dge to hel p address sone of
the i ssues at that substation.

It certainly would be the integration between the

M dwest 1SO and PUIM W' ve been able to in sone re-dispatch
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solutions with the first energy units at Sanbs. So there
are sone short-termsolutions to sone of the problens.

But really what we're tal king about, the focus of
this conference is, how do we nove | arge quantities of
energy fromthis region of the country to the places where
it's needed. That is not sonething that can be sol ved
t hrough sone | ocalized short-termsolutions. It certainly
is a long-termkind of project.

CHAI RMAN WOCOD:  Let ne ask this of you, and al so
of Jim The other two RTGs but run through that process,
kind of take it down to a level of detail for nme. Say the
pl anni ng process conmes up wth sonething like this, sone
significantly large amount. |'ve seen Jim in your RTEP
and the MY SO as well. Very significant project. How do
you take that formthe concept stage in the RTO planning to
actually getting it built?

Do you direct that entity to build it? Do you
give thema chance to build it? Wat if it doesn't have the
financial wherewithal to invest in a big project |ike this?
Do you | et sonebody conme in as Arizona apparently woul d
all ow and other states utilities to cone into another state?
How does that work in your region?

MR. PFI RRVANN. There are several options here.
Clearly, right nowin the PIMregion, individua

transm ssion owners, on a reliability project have pretty
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1 much the first right of refusal to build that project or
2 responsibility to build that project.
3 But on a project like this, of this magnitude, |
4 think the first stepis really to reach out and find those
5 who are interested in participating. People who perhaps
6 woul dn't normally be part of the m x.
7 Qobvi ously, you go back to the transm ssion owners
8 as your first step. Cearly, there are others who have
9 interest. There have been sone states who have indi cated
10 interest and are willing to finance large projects like
11 this.
12 Clearly there are independent power issues and
13 the ITC folks would like to be involved in projects such as
14 this. You reach out to those fol ks neverthel ess. The
15 opponents to those kinds of projects just to find out if
16 there is sone comon ground around regi onal devel opnent,
17 regi onal assessnent of need, regional assessnment of how best
18 to acconplish the project.
19 CHAI RMAN WOCOD: When you tal ked about your
20 consortiumissues, Aubrey nentioned that at our | ast
21 conference where PIMin Washi ngton. Wuld the consortium
22 just be whoever is interested in being a financia
23 partici pant here and al so perhaps an operationa
24 partici pant ?
25 MR PFIRRVANN: | think those are two of the

N
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participants in that consortium But | think as well, the
environmental interests need to be part of that effort.
Clearly the state regulatory and federal regulatory folks
need to be part of that interest as well. W need to cone
up with joint ways of resolving many of these issues that
I|"midentifying today before we nove forward on a project
like this.

CHAI RMVAN WOOD:  Would it be PIMin the driver's
seat on these things? |Is that what's different about this
proposal here, is that PIJM has actually kind of taken
ownership and proposing to tell them you handle it from
her e?

MR PFIRRVANN:  We believe that the regiona
pl anni ng process that we have is a good place to start with
this. W certainly we the work we're doing with the
organi zation of PJIMstates is again another place to start
with this where we can bring these fol ks together.

Wthin the stakehol ders of PJM or any other RTO
we begin to | ook at how we can best resolve the issue.

CHAI RVAN WOCOD: | guess I'mtrying to figure out,
how does it nove fromthis is a great idea to, we're going
to make it happen.

MR PFIRRVANN: | think you're right. | think it

does fall back to an RTO PJMor the Mdwest | SO to perhaps

maybe call that first neeting to get those peopl e together
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to begin to flush out what interest there is and what
comm tnent there mght be to constructing such a project.

CHAI RVAN WOOD:  Jim

MR, TORGERSON. Well, as you know, we don't have
to order anything. W' re about reliability and reliability
woul d be in the case where the systemis threatened, then we
can order it to be built directly to the TO, and if they
can't do it, solicit others or we can actually do it in the
end.

We certainly | ook at economc projects. That's
what things were pointing to. That's why | was nentioni ng
before, maybe there is tine for the RTGs to lead it. You
still have issues that have to be overcone. In our states,
you have to be in order to construct these facilities and be
part of the transm ssion group. So you have to be a utility
in the state, in sone states.

You still have to work with the states to get it
done. The TGs who are in the states where we will be going,
many of them believe they have, we'll call it the right of

first refusal, whether they do or not, sone believe they do.

If I wanted to get wth Paul McCoy's group and
get themto participate init, there wll be sone
chal l enges. |1'mnot saying we can't overcone that, that's

what | woul d thing.
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1 Maybe it's tinme for the RTOs to start leading it.
2 Karl was saying the sanme thing, get those parties to the

3 table. If it's an economc project, work with the states.
4 The State Comm ssion, the OVB has been supportive of this

5 but get themtogether, get those who wish to build it and

6 then find soneone who actually can get the project built.

7 And al so, you have to overcone who is going to

8 pay for it and how are the costs going to get divided, and
9 who shares these benefits. Those could be worked out and
10 they can be worked out with the RTOfacilitating it.

11 The RTO | don't think is going to be the one who
12 is building it, our role I think is one of facilitation.

13 CHAI RMAN WOOD:  Bruce, the cost allocation plan
14 that you put before the Conm ssion, your state regul ators
15 were all involved in that. How that worked in the planning
16 process on that? | watched it personally for like two

17 years.

18 In responding to the things we were just talking
19 about with Karl and Jim what's SPP' s approach is going to
20 be?

21 MR. REW Chai rman Wod, our approach is that the
22 RTOw Il performthe economc analysis for the region to

23 determne the beneficiaries. W wll put that out in a

24 public forum such as what we are going to represent, the

25 econom c benefits of four EHP projects.

N
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1 It's at that point where the stakehol ders wll

2 make a busi ness decision on whether or not they agree to

3 invest in that project. |If they nmake the decision to do

4 that and you get sufficient investors to nmake the project

5 go, they can do that and SPP' s cost allocation has a

6 mechanismfor themin place to get their cost recovery back
7 on an investnent in the econom c upgrades.

8 CHAIl RMAN WOOD:  That date is when agai n?

9 MR REW June 1st is our Transm ssion Summ t

10 meeting in Dallas.

11 CHAI RMAN WOOD:  Chri s.

12 MR WRIGHT: W were down here kind of discussing
13 a couple of things. Cost allocation and planning are big
14 issues. Doesn't it ultimately conme down to siting? Isn't
15 that the big specter that scares a lot off? | want to point
16 out just one thing.

17 The first interconnection between Al berta and

18 Mont ana, the Montana Al berta tie, a coupe of hundred mle
19 line. On their website they said they have to get 134
20 separate permts to be able to operate. It's kind of ny
21 slant on things. It's siting. Al ways cost allocation,
22 al ways pl anning are problens, but siting always seens to be
23 back there squashi ng people fromcom ng ahead and proposi ng
24 projects. Any takes on that?
25 MR, TORGERSON. What we've seen, while you're

N
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1 right, siting is an issue, but the State Comm ssions

2 typically get things sited pretty quickly or get the

3 approvals pretty quickly, or it gets bogged down, as in the
4 local jurisdictions at tinmes if they have authority or you
5 wind up with lawsuits or people want it to go through a

6 certain area.

7 It's not at the state |evel typically that we see
8 the issues, it really becones local and you're right, it's
9 getting it sited. That's why you start having to | ook at,
10 are there other ways we can approach this.

11 Runni ng it al ong hi ghways, you know, where you
12 al ready have a path and doing things that way, rather than
13 trying to go through peoples' farns, through devel opnents or
14 what ever, we ought to start |ooking at ways to mnimze the
15 siting aspect of it.

16 MR PFIRRVMANN:. | think this is always where

17 technol ogy can step in. | believe there are technol ogies
18 that are out there that start mnimze sone of the apparent
19 effects of transm ssion on property owners.
20 To the degree we can enpl oy those technol ogi es, |
21 think that would help us by that process a bit. The other
22 approach though, again going to the consortiumidea, is to
23 try to get the folks that are nost likely to be opposed to
24 the line, to the table early enough so they understand the
25 need for the line and the regional focus of that need.

N
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In the past, clearly the result of proposed
projects by transm ssion owners has usually been a | ocal
property owner choosing a position of saying, it's ny
property rights versus the interest of that particular
transm ssi on owner.

It's never the perspective of what's going on and
what's best for the region, froman overall socia
perspective. That's why you need to do this planning
process that we're tal king about in a broad, open
st akehol der process, such as the ones the RTGs provide. And
t hen, bring about those various disparate groups into the
consortium concept so we can openly discuss resolution of
those issues as early as possible. WII we get rid of all
of then? Certainly not.

About the only answer to that would be sone sort
of federal siting law that woul d basically overcone |oca
property rights. | think that's a huge battle that none of
us want to undert ake.

MR REW | agree in general wth Jimand Karl.
To ny know edge, any way, siting has not prevented the
transmssion line frombeing built. It's working with our
regional state commttees. W think froma state |evel,
that we can get the necessary approvals but it gets down to,
not in nmy back yard at the |ocal |evel

Even t hough SPP may not have nobuntai nous terrain,
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a lot of people there do value their view and don't want a
transm ssion line in the backyard.

MR HALAS: | maght just add a little to that.
Siting is clearly a huge issue but we don't expect that it
will be a dispositive issue. It will certainly be an issue
of timng and expense. M guess is Karl, we haven't | ooked
at the nountaineer line, but ny guess is, in your 10-year
estimate, two to three to four years of that was in getting
permts and siting.

W have | ooked hard at the Frontier project and
we estimate that's a 10-year project. A couple of years to
get it roughly devel oped, three to four years to get
permtting and siting done, and then four to five years to
construct.

It owes an awful lot to the bill. 1In the UK
National Gid was able to transfer flows 50% noving it from
coal to gas to London wi thout involving a newline. So our
t echnol ogi es and i nprovenents that can be nmade in our
existing rights of way ought to be | ooked at first.

They may not answer all the questions with
respect to renote coal, there will be sonme big siting issues
with regard to that, but it really is, we think, nore of a
cost issue than a no go issue.

MR MCCLELLAND: Let ne follow up wth that.

This is an inportant point and | think we need to spend a
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little tinme onit. Karl, you nentioned the Muntai neer
project. How many states does the project cross?

MR PFI RRVANN:  Anywhere fromthree to six
st at es.

MR. MCCLELLAND: Let's hold the nunber to say
three. | have an exanple in front of nme. Anerican Electric
Power, 765 kv project, between West Virginia and Virginia.
A sinple two-state project that fromthe tinme it was
announced in 1991, it was about 14 years down the path to
get that project constructed. That's just between two
states and | have actually the details from our coll eagues
i n DCE.

Davi d Byer worked on the specific exanple. But
it seenms to ne, even a decade, considering just the two-
state line. 1Isn't a decade on the optimstic side?

MR PFIRRVANN:  |'m al ways an optimstic.

(Laughter.)

MR PFIRRVANN:  Actually, | think our friends
from AEP may take issue with that being a sinple line. |
don't want to speak for you, but |I'msure --

MR MCCLELLAND: It was relative to six states.

MR PFIRRVANN:  Let's put it this way. There was
some young people at AEP | knew at one point in tinme that
are now a little bit further alone in their careers, but

nonetheless, I'"'mthinking in ny 10 year estinmate is based

127



20050513- 4034 | ssued by FERC OSEC 05/13/2005 i n Docket#: ADO05-3-000

© 00 N o o b~ w N Pk

N N N N N NN P P P R R R R R R
o o b~ W N P O © 00N OO 0o h~ WwWN -, O

upon being successful with this consortiumidea, generally.

| think we need to get to the point again. That
it gets beyond the inpression that projects like this are
being built for the sole benefit of a particular
st akehol der. That's the key | think.

MR MCCLELLAND: Also, | guess too, it wouldn't
be fair Karl. | wouldn't expect you to know the specifics
about the line, but there are also one, two, three, | see at
| east three federal agencies involved in that decision and

as those federal agencies step in and represent their

particular jurisdiction perspectives, they cause adjustnents

to the line path itself.

Al though the states in this particular case have
been rat her responsive, the states have need to do adj ust
and go back and reconsider, proposed and alternative routes
for the lines thensel ves.

So to nove further alone, | think in the
Mount ai neer project, the comm ssions try to encourage
infrastructure investnents, were pleased to see the
initiative.

| think it will be a difficult process to
construct and site in a decade and at |east, | believe,
Karl, based on sone of the exanples that are before the

Conmi ssion now, it nmay be optimstic and it helps to
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illustrate the issue, the problemin noving towards a
nati onal energy plan that incorporates nore coal fired
units. Wuld you agree wth that?

MR PFl RRIVANN: Absolutely. It certainly would
be the | ast project of ny career.

(Laughter.)

MR PFIRRVANN:  That's a pretty easy statenent
for me to nake.

CHAI RVAN WOOD: We're a little over tine. | do
want to offer anybody in the audience. Yes sir, M. Harris.

MR HARRIS: Thank you M. Chair. Phil Harris,
Chai rman and President and CEO of PJM |'ve been |istening
to the dialogue on the consortiumin the market project.

W' ve been given sone extraordinarily serious
t hought to a nunber of things that have happened, creating a
changi ng circunstances. Certainly M. Bayl ess gives sone
very el oguent argunents for the use of coal and the val ue
that coal is to our region

W now have the organi zation of PJMstates. W
had a wonderful neeting wth nost of themover the past two
or three days. | did not hear fromany state that the val ue
and the need for transm ssion that coul d have value for the
citizens of this country should not be enforced. Wuat we've
seen and | ooked at in this industry, we've been doing this

for quite a while now.
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1 But if you | ook at evol ving and changi ng, | ook at

2 t he aerospace industry. This is a changing industry over

3 tinme. The aerospace industry, for a long tine, each

4 i ndi vidual conpany built their own airplanes. W got into

5 out of space and you couldn't do that. You form consortium

6 groups that got together fromprofit and nonprofit,

7 academ c, devel oped the shuttle, devel oped the space

8 station. They acconplished great things.

9 More neaningfully, the Al askan oil pipeline. One
10 of the nost wonderful engineering constructions. You go to
11 the Sm thsonian. You tal k about how a consorti um got
12 together, built a pipeline under a certain project nmanager.
13 Exxon, they got the line built and | ook at the val ue the
14 proposition has brought in today.

15 It is time for a vision. It is tinme to dream and
16 | think | ooking at these scales of these projects, if we're
17 truly going to solve sone of these nassive energy

18 di sl ocations, we have to be able to think and deal wth

19 that, and I think we're getting a perfect stormin the right
20 di rection.

21 W have the states saying this needs to be done.
22 W have the federal governnment saying this needs to be

23 pursued. W have a regional planning process, which we've
24 never had and I'll tell you, I"'mdelighted with sonething
25 read recently from Excelon. 1In the filing they nmade the

N
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docunent they nmade said that they are willing to build and
construct transm ssion on anything that will enhance a
conpetitive market pl ace.

I heard in our annual neeting |ast week sone of
the transm ssion owners who said we're going to step up,
build and construct to nove forward. So |I think what we're
seeing is everyone that has a vested interest, even APPA has
been saying publicly, we want to buy into this thing.

| think our job is just to sinply provide a form
and sone | eadership for those that want to be in the
busi ness. Just put the things together, put the plans out
and see if we can nove forward. |[|s 10 years too |ong?
don't think so. W put a man on the noon in 10 years and
now we have a | ot of people saying, let's do sonething and
our recomendation is, fromour consortiumidea, let's pul
together all these brilliant public policy |eaders such as
you have in the states that are stepping up with M. Bayl ess
with his ideas. Let's put this together in a way that we
can truly solve sonmething that is extraordinarily difficult
and | ook at the ways we have in the past.

Peter Drucker in his wonderful book, Mnagenent
Chal | enges of the 21st Century, said that the 21st Century
wi Il require much higher degrees of sophistication to dea
with our differences, and | think it's up to us to step up

wi th that sophistication, deal with t he differences and
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1 make things happen, and that's our idea of what a consortium
2 iS.
3 Just get together, look at it, deal with it and
4 put everybody in there so we're all on the sane team Thank
5 you.
6 CHAIl RMAN WOOD: Thank you Phil. On that note,
7 think it's tine to eat. Hold on we've got a very inportant
8 announcenent first.
9 COW SSI ONER BROMNELL: | now many of you have
10 been waiting for the details of the Dan Larcanp historica
11 tour. Wien we're done today, we'll neet the bus outside and
12 we'll start at Noreen's house. Noreen was Dan's | ongest
13 living girlfriend. Mmby the way did not |ike her, Dan,
14 not one bit.
15 (Laughter.)
16 COW SSI ONER BROMNELL: She is one of 12 children
17 and by the way, she is still not married. |f anybody wants
18 to join us and take a | ook at that that would be a good
19 thing and then we're going to go to Becky Canpbell's house.
20 Becky was the date for the senior prom It was a short-
21 Iived romance, but an interesting one.
22 Then we are going to see Patti's house. Patti
23 was the girl Dan took to his first dance. Patti was about
24 hal f his size and spent half the night dancing with his
25 navel . That too was a short-Ilived romance

N
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W did visit the first house |ast night on Sunset
Drive where Dan noved up into the world. But we're going to
visit the other two and then the football field where he got
his first concussion and we | ove hi manyway, but there were
a few nore concussions and when you have a | ong conversation
wi th Dan, you can see that outcone.

(Laughter.)

COW SSI ONER BROMWNELL: And Dan is al so buying
di nner at the end of the tour.

(Appl ause.)

(Wher eupon, at 11:40 a.m, the technica
conference was recessed, to reconvene at 12:50 p.m, this

same day.)
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AFTERNOON SESSI ON
(12:50 p.m)

CHAl RMVAN WOOD:  Nora will get here but |'m going
to go ahead and get us started so we don't get too far
behind. We wanted to talk, building on this norning's
conversation in the afternoon. Now you all had a chance to
be nourished a little bit, we wanted to tal k about the views
on regional planning fromthe regional NERC reliability
councils and fromstate representatives, who will ook at it
nore fromthe public side of the post than fromthe industry
and RTO si de.

W' ve got here a great panel to tal k about the
current initiatives going on and across the panoply here, |
want to introduce those folks briefly. W've got the second
panel here too, right? 1'Il introduce you all. Stay where
you are. |If you want to |l eave and wal k around it's fine,
but I want to keep ny focus here on the five we've got.

Bob Dintelman is the COO of the Western Electric
Coordi nating Council, the big section of NERC that oversees
the many utilities in the west.

WIlliam Reinke is the Executive Director of the
SERC, the large region that covers the southeastern United
States. Again, these are the electrical reliability counci
regi ons.

Jerry Lein is fromthe North Dakota Public
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Service Comm ssion, a State |'ve had the pleasure to visit
three tines in ny termhere on the Conm ssion.

W' ve got Larry Chaset, a |last m nute vol unteer,
who is fromthe California Public Uility Comm ssion. He
will also speak on sone western i ssues and western concerns,
and Gayl e Mayo who is Executive VP and COO of the Indiana
Muni ci pal Power Agency.

W' ve had the pleasure to have you at FERC

conferences in Washington. W're glad you can join us out

there in Charleston. W'I| start here Bob with you and
we'll just go down the line and we'll have sone Q%A
aft erwards

MR, DI NTELMAN:  Thank you M. Chairman. Bob
D ntel man, Chief Qperating Oficer, Wstern Electricity
Coor di nati ng Counci | .

WECC is one of ten regional reliability councils
that conprise the North American Electric Reliability
Council. We're also one of three interconnections that
conprise the electric grid in North Anmerica.

VWECC i s a nenber-driven organi zation. W have
the ability to take on the tasks and functions that our

menbers feel would best neet the needs of the western

i nterconnection. That would include an expanded role in the

area of transm ssion planning, to the extent that our

menbers identify such a role, and for us to take on an
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1 expanded role, it may require nodification or fine-tuning of
2 our m ssion and goal s.
3 W have a process that's outlined in our bylaws
4 t hat woul d acconmopdate such a change. In fact, our byl aws
5 require that we apply that process every five years.
6 A nunber of years go, our Council, then known as
7 the Western Systens Coordi nating Council, devel oped and
8 i npl enented a regional planning process. That process is
9 very much in use with in the western interconnection for the
10 pl anni ng of projects that are of regional significance.
11 | want to just take a mnute to highlight sone of
12 the key elenments of this process and also | et you know t hat
13 the entire process can be found on our website, if you w sh
14 to take a look at it in nore detail
15 But, the purpose of the process is to foster the
16 devel opnent of a broad regional or sub regional planning
17 perspective anong all stakeholders in the process. Pronote
18 and encourage a nore efficient use and devel opnent of the
19 region or sub regions, existing and future facilities, to
20 enhance i nterconnected system operation.
21 Ensuring that all relevant regional or sub
22 regi onal planning issues are considered during the planning
23 of transm ssion projects with regional or sub regiona
24 si gni fi cance.
25 Provi de procedures and gui delines for coordinated

N
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1 regi onal and sub regional planning. Involve nenber

2 representatives, regulators, existing planning bodies,

3 envi ronment al groups, |and use groups, and other non-utility
4 interest groups in the process. And | mght just nention at
5 this point, that we are actively involved in forns that

6 i nclude the Western CGovernors Association the Commttee on
7 Regi onal El ectric Cooperation, the SEAMS Steering G oup

8 Western Interconnection that you heard about this norning,

9 SIGN, and the sub regional planning groups in admnistering
10 this process for the Western Interconnection

11 The process allows stakeholders to identify

12 opportunities for inproved regional transm ssion

13 efficiencies and nmake recomendations to achieve them The
14 process also calls for a voluntary dispute resol ution

15 pr ocess.

16 In addition to these purposes in our regiona

17 pl anni ng gui delines, the guidelines also include 11 regi ona
18 pl anni ng guidelines and I'mnot going to go through all of
19 t hose.
20 I would Iike to just indicate several of themto
21 gi ve you an exanple of the types of guidelines that we're
22 | ooking at. Take multiple project needs and plans into
23 account, including identifying utilities and non-utilities
24 future needs.
25 Envi ronnental and ot her stakehol der interests,

N
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cooperate with others to | ook beyond specific endpoints of
the sponsor's project. To identify broader regional and sub
regi onal needs or opportunities. And then | think,
particularly pertinent to the conference today, dealing with
transm ssi on planning and the integration of coal resources.

I dentify and show how the project inproves the
efficient use or inpacts existing and planned resources of
the region. And we would | ook at both benefits and i npacts,
transm ssion constrain mtigation and then the final exanple
is, identify transm ssion, physical and operationa
constraints resulting fromthe project or that are renoved
by the project.

In this context within our region, there is
current discussion going on about an expanded role for the
Regi onal Council with respect to transm ssion pl anning.
There is a group called the Western Assessnent group that
has put together a Wiite Paper that identifies this as one
of the elenents that we're | ooking at and sone possible
expanded transm ssion planning roles for our Council would
i ncl ude data col |l ecti on and managenent, coordi nation and
integration of sub regional transm ssion planning studies.

You heard a nunber of sub regional study efforts
that are going on wthin the western interconnection in the
earlier panel.

Identification of the benefits of the projects.
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1 Then the last item which is very inportant, is devel opnent
2 of principles to pronote project inplenentation.
3 Qur track record has been pretty good with
4 respect to planning projects, especially to address
5 reliability concerns, but the next step is getting those
6 projects built. That's an inportant principle that we need
7 to review
8 Wth that M. Chairman, 1'Il conclude ny remarks
9 and [ ook forward to the di scussion.
10 CHAIl RMAN WOOD: Thank you very nuch. M. Reinke.
11 MR REINKE: Thank you M. Chairman, Conmm ssioner
12 Brownel |, State Conm ssioners, staff. |It's a pleasure to be
13 her today. M remarks will provide a nunber of statistics
14 about the southeast region. | feel after | finish that
15 you'll find that | think we have addressed nost, if not all
16 of the questions that you are posing to the panel.
17 I'"d offer on the second question, in the pane
18 list of questions, where you tal k about increased
19 transmssion reliability. | want to be sure we don't
20 confuse reliability and adequacy.
21 | did hear a nunber of adequacy issues this
22 norning. | don't know that | heard reliability issues, but
23 they are different and | think that we need to nmake sure we
24 segnent the difference between reliability and adequacy.
25 Tal ki ng about SERC. SERC was established in 1970

N
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as Bob said, it's one of the ten regional councils that are
menbers of NERC. W include portions of 13 southeastern
states in the United States and have 38 regul ar nenbers
covering an area of about 464,000 square ml es.

Since our inception in 1970, our nenbers have
entered into a nunber of reliability agreenments to engage in
joint planning wthin the region. These agreenents require
t hat anong ot her things, nmenbers conduct joint studies and
i nvestigations of the performance of the bul k power supply
facilities under normal energency conditions.

They al so require coordi nation of voltage |evels,
reactive interchange, as well as exchange of information
within the region related to the nmagnitude and
characteristics of |oads, nodifications to bulk power supply
facilities.

On the | oad and generation side, you'll find this
interesting, | think. In 2005, our systens anticipate a
peak | oad of nore than 165,000 negawatts and the capacity
resources available to neet that | oad exceed 186, 500
megawatts which conpete to our reserve margin of about 16
percent after we take into account demands side and | oad
management prograns.

The fuel mx in the region is such that we have
40% coal -- this is the capacity side, 40%coal, 18%

nucl ear, 16%gas, 13%is dual fuel, hydro is 7% punp and
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storage 4% and we have sone oil, 2%

Clearly, the kilowatt hours produced in the
region are predomnantly by the coal and nuclear facilities.
The other facilities conme into internedi ate or peaki ng node.
We count the uncomm tted resources that are already in the
region, that is the generation installed and avail abl e, but
not commtted.

If to neet regional |oad, the reserve margin this
sumer woul d be nearly 43% Mst of this uncommtted
generation unconmtted to our load is gas fired.

Capacity additions that are planned to neet the
expected 2%l oad growh in the region through 2009 incl udes
16% woul d be steam and that could be any nunber of fue
sources for that, 5% nuclear, which is typically upgrades to
exi sting plants, 17% conbustion turbine, 11% conbi ned cycl e,
and again, you would guess they were gas fired, 8% punp
storage, again which are upgrades to existing facilities,
and 42% ot her.

You' d ask, what's this other? Wat are the
systens doing? W feel that the other category really is
likely to be made up of purchased power fromfacilities that
are already on the ground in the region and/or adjacent to
the region fromthe nmerchant bank capacity. W think that's
goi ng to happen.

One of our nenbers this week nade an announcenent
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that it plans to install additional coal fired capacity in
the region as early as 2010. So within five years, there is
t he expectation of additional coal fired capacity in the
regi on.

On the transm ssion side, nenber transition at
161 kv and above is about 42,400 circuit mles. Planned
addi tions through 2009 include an additional 1250 m | es.

The interesting statistic here is that the expenditures for
transmssion in the region that would be at all voltage

| evels for transm ssion, there is no distribution, wll
exceed $1.1 billion per year for the next five or six years
and it has been over $1 billion the |ast couple of years.

So our nenber systens are conmtted to, and are
installing nore than 25% of the transm ssion that's being
installed in the United States for the foreseeable future.
Less than 5% of these transm ssion expenditures are for
generation interconnections. So 95% of the transm ssion
expenditures are for load growh and reliability purposes.

In some way, the systens in the southeastern
United States have been and continue to be engaged in joint
pl anning. W have a fleet of resources that have a diverse
fuel mx and we continue to nmake transm ssion investnments to
accommodat e | oad growth and enhance reliability. Thank you.

CHAIl RMAN WOOD: Thank you. Larry.

MR CHASET: Thank you. | was asked to speak at
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the last mnute, but I'mafraid ny renmarks are going to be a

little bit inmpronptu. But I'll do the best | can.

' man advisor to our new Conm ssi oner,

Conmm ssioner Dian Gunick. | hope that what I'"mgoing to
tell you today reflects her thinking. California, as you
know, prides itself on being different and special but I
think we have a | ot of the sane problens that we see in the
rest of the country.

You may have heard that we are potentially
experienci ng sone supply shortages in southern California
this sutmmer. We're doing everything we can to increase
energy efficiency, trying to get sonme new units on line to
make sure that the lights do not go out, that's very
i nportant.

In California, we have a very strong resource
adequacy pl anni ng process that our Conm ssion has put into
effect in the last couple of years to assure that we do not
have a repeat of what happened in 2000 and 2001.

W have 115% of peak demand resource adequacy
planning criteria that our utilities are supposed to
i npl enent in 2006, by the end of 2006, so | would hope that
by 2007, all our utilities will have signed up enough
capacity to make sure that this is going to be net all the
time.

But California, being the nice place that it is,

143



20050513- 4034 | ssued by FERC OSEC 05/13/2005 i n Docket#: ADO05-3-000

© o0 N o o b~ w N Pk

N N N N N NN P P PR R R R R R
o o M~ W N P O © 00N OO 0o h»~ WwWN O

continues to grow, and electricity denmands continue to grow
and our utilities do show the need for new capacity, both in
the short-termand the nediumterm and particularly in the
| ong-term

W have a lot of old gas fired wunits that are
pretty efficient. Sone of themare going to be repowered.
Some of them are going to be replaced by other capacity
options. Believe it or not, we do believe in fuel diversity
in California and just burning natural gas is probably not
optimal, for a lot of the reasons you heard this norning.

W are very actively pursuing renewables. W
have a renewabl e portfolio standard that by | aw requires 20%
of all energy to be obtained fromrenewabl e sources by 2017
as a matter of policy.

Bot h the Governor and our two energy-rel ated
Conmm ssions, the Public Wility Conm ssion, that | work for,
and the California Energy Comm ssion, are commtted to neet
t hat 20% standard by the year 2010.

W are hoping to see a 33% RPX by 2020 that could
come in |legislation as soon as this year. And, of course,
California is known for its strong environnmental comm tnent.
We are very concerned about clinmate change, we are very
concerned about air quality.

| think one of the maps you saw this norning

showed a ot of that bad air in the non-attai nment areas,
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1 where in California not just the urban areas in southern
2 California, but also the whole central valley, a very |arge
3 area, grow ng fact and power demand is growi ng fast there as
4 wel | .
5 G ven this mx of policy concerns that we've got,
6 where do we stand on coal? Qur viewis, Conm ssioner
7 Gunick viewis, and | hope it reflects the view of our
8 whol e Comm ssion, we think that coal power can be used to
9 meet California's needs, so long as it's burned as cleanly
10 as natural gas.
11 I think you heard sonme things this norning, in
12 particular fromDan Fessler that |eads us to believe this
13 can happen and that this can hopefully happen sooner rather
14 than | ater.
15 | think in California, to the extent that we can
16 bring all of our stakeholders together in the state, both on
17 the regulatory level to neet our Public Uilities
18 Comm ssion, the Energy Conmm ssion, California's EPA, the Ar
19 Resources Board, the Governor's O fice, our resources agency
20 and in fact a teamis being pulled together to attract how
21 to facilitate the devel opnent of sone of these fue
22 diversity alternatives, including coal
23 However, one thing we do know is that western
24 Coal is alittle bit different than eastern coal. W
25 appreciate all the research efforts that are going on in

N
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Pennsyl vani a and Fl ori da and what not on technol ogies |ike
| GCC, carbon sequestration.

W'd like to see sone research done on western
coal, which is to nmake it a |lot easier for us to inplenent
t he ki nd of advanced cl ean coal technologies in the west.
W woul d encourage a neeting of the sort we're holding here
today in Charleston, to take place in the west as well, so
t hat decision nmakers in the west can be brought up to speed
nore easily on where we are heading with the devel opnent of
coal .

I would certainly like to have our Conm ssion be
nore actively educated on the availability of coa
technol ogy that can neet these environnmental standards that
we' ve got.

But | think maybe it's fair to say we've got a
little bit of a chicken and egg problem which is, to the

extent we can devel op in Wom ng super clean coal projects

that have nultiple benefits, |I think fromwhat we heard this

norni ng, we can not only develop electricity fromcoal that
is environnentally as good or better than the electricity

generated from natural gas, we can get super clean diese

fuel out of it and we can use the carbon to enhance recovery

oil and gas.
That is sonething that I'mnot sure where the

money is going to cone form Soneone has got to find it
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somewhere but we need to find sone consortium if you wll,
of stakeholders to put together the resources to get that
ki nd of project going.

If we can denonstrate the feasibility of that
project then we need to get the noney on board to get the
project going, the first of these projects going. It may
require investnents fromthe utilities, it may require sone
federal dollars. It may require sone venture capital, but
once we have one of these projects going, | like the penguin
anal ogy we heard this norning as well.

Once soneone junps off the brink and goes and
sees who can build one of these projects, get the power to
mar ket and get the fuel into the California marketplace
where it will be consunmed and you can burn coal cleanly with
m ni mal inpact on the climate, you will see | think,
eventually a critical mass develop in favor of these kinds
of advanced alternati ve.

| think in California, we would | ove to see that
ki nd of evolution but I think we are going to have to work
like a very well oiled crewteam Al the stakehol der
groups are going to have to be pulling their oars in the
same direction. And | have to say, |ooking back in the
past, that hasn't always happened in California.

We're hoping to noving in a new direction where

we do see that. W hope we can work very col |l aboratively
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with FERC to nove in that direction. Al that being said,
woul d like to tal k about the questions that are on the
session, a little bit about regional planning involving NERC
and the Reliability Council

Comm ssi oner Gruni ck has taken a very active
interest in the work of the Commttee for Regi onal Energy
Pl anni ng and Cooperation. | think that's what the acronym
stands for.

One of the very interesting things that CREPSI is
doing is doing a west-wi de resource planning. It's called
WRAT, the Westw de Resource Adequacy Team M. Reinke was
right, we won't want to confuse reliability and adequacy.

The Reliability Council is obviously focused on
reliability, but adequacy is very inportant. W are | ooking
for the | east cost best fit options, not only for
California, but Westw de.

To the extent that |east cost best fit, it's
going to involve being high quality, very clean coal power,
maybe m xed with wi nd power down fromthe northern rocky
nmountain stains, into the major | oad pockets of the
southwest. We want to do the analysis that shows that that
is | east cost best fit.

That we are in fact providing resources that are
econom cal, that are efficient, that are clean, that neet

the nmultifarious and conplex policy goals that we have,
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certainly in California, but also elsewhere in the nore
popul ated regi ons of the west.

| just want to touch briefly on a couple of the
things that are being done on the resource adequacy side to
the extent that we can take all of these regiona
transm ssion planning efforts. You heard about a couple of
themthis norning, RVATS and SWAT and STEP, and there are a
nunber of others.

If we can knit all that together wth our
resour ce adequacy conponent that's al so bei ng worked on.
|"mjust going to read through a couple of bullets there
where this mght take us in the end.

First thing, WECC staff would prepare a single
mul ti-year western power supply assessnent for review by the
WECC board and CREPSI in an annual neeting that should
hopeful 'y happen within the next year of so.

Thi s adequacy eval uati on woul d apply a nunber of
metrics and associ ated targets and benchmarks and woul d be
conducted at a neaningful |evel of geographic granularity.
There is a discussion on transm ssion bubbles, you know,
within the western interconnection

W' ve got sone areas that are quite transm ssion
constraint and you need to redo this resource adequacy
anal ysis within these transm ssion bubbles and identify the

constraints that need to be fi xed.
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The WECC Board woul d approve the power supply
assessnent, forward it to NERC and woul d direct WECC staff
to ensure any ot her assessnents provided to NERC are
consistent with the approved western power supply
assessment .

And here is the inportant part where the State
Conmmi ssions conme in. State and provincial regulators
because British Colunbia and Al berta are part of our
pl anning region, would require a |load serving entity under
their jurisdiction to conpare, contrast, and here is the

knob, justify any differences between their own integrated

resource planning anal yses and the mssion to their contro

area, or to WECC
Then the regional |oad serving entities and the
regul ators woul d be expected to apply voluntary targets as

basi ¢ threshol ds for integrated resource planning and

anal yses with the expectation that the |inkage between these

anal yses and | oad serving entities, specific resource
procurenent, would take place where the regul ators and
utilities believe that action was appropriate.

Finally, the regulators could inpose greater

resource procurenent standards on utilities under their

jurisdiction if they believed a higher level of reliability

was appropri ate.

| think it's great that in the western
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i nterconnection, which is certainly nore than a third of the
Continental United States, on an area basis, that we're
really trying to know together all of these transm ssion
pl anning efforts that have been taking place to add a
resource adequacy conponent to that so that we can really
come up with, hopefully, the best fit, |east cost
electricity systemthat mnimzes constraints so that we' ve
got as good a systemas planners and regulators and private
entities working together can conme up wth.

["msure that the Conmm ssion supports this kind
of planning effort. W certainly want the Conm ssion's
i nput to nmake sure we're heading in the direction that's
consistent with your policy. | hope that's where we're

headi ng. Thank you.
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CHAI RMAN WOOD:  As do |I. You did good for
I mpr onpt u.

Jerry?

MR LEIN. Thank you, M. Chairman. M nane is
Jerry Lein. I'man analyst with the North Dakota Public

Service Comm ssion. My primary responsibilities there
mai nl y around electricity, though | end up doing a little
bit of everything. W have a pretty small staff. It is
good to be here, but it took a while though.

(Laughter.)

MR LEIN. Especially, after waiting at the
Bi smarck Airport runway to get deiced.

(Laughter.)

MR LEIN.  You mght see sonme hunor in that, but
| think it's sad.

(Laughter.)

MR, LEIN. W usually don't have to be deiced in
May, but there's been sone strange weat her here the | ast
week or so. Anyway, I'mgoing to talk a little bit about
North Dakota transm ssion strategies.

Nort h Dakota has a vast lignite coal reserve.
Studies indicate that our present consunption rate, which is
about 30 mllion tons per year, that we have enough lignite
in the coal fields of central North Dakota to | ast about 300

years. Unfortunately, that coal has high noisture and | ow
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1 BTU content, both of which hinder its marketability. So our
2 mar keting solutions so far has been primarily the

3 devel opment of about 4000 negawatts of electric generating
4 capability, nostly frommne nouth lignite plants.

5 Nort h Dakota al so has an exceptional w nd

6 resource. There have been national studies indicating that
7 North Dakota | eads the nation in wi nd energy potenti al

8 Many areas are classified as having dass 5, which is

9 excellent or even O ass 6, outstanding w nd resource

10 potential. So far, wi nd energy devel opnent in North Dakota
11 has been [imted to turbine inprovenents and federal tax

12 incentives are driving the costs dowmn and we are starting to
13 see sone significant wind interest.

14 North Dakota is also a rural state. W lack the
15 popul ation and | oad growth needed to drive energy

16 devel opnment, instead we rely on transm ssi on export

17 capability to out-of-state | oad centers |ocated nostly to
18 the south and to the east. Qur present export capability is
19 [imted to about 200,000 negawatts. That is nostly fully
20 subscri bed. About two-thirds of the energy now produced in
21 North Dakota is exported primarily into Mnnesota. Sone of
22 that goes to M nneapolis over a D.C. line. Qhers of it
23 goes through a D.C. line to the Duluth area. The rest of it
24 is pretty much on the A C. system
25 There are thermal limtations, of course, but

N
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additionally the North Dakota transm ssion system operates
under stability and voltage constraints caused by | arge
anounts of generation caused by locating the |oad I ong

di stances fromthe generation. Resolving these constraints
to significantly increase North Dakota export limts wll
require sone major new nulti-state transm ssion |ines.

W' re | ooking at maybe $520 million worth of new

transm ssion in order to build a new 500-megawatt coa

pl ant .

During the 1980s and ' 90s substantial increases
to North Dakota export capability were not economcally
feasible. There were excess generation capabilities in the
MAPP pool and the cost needed for transm ssion expansion
woul d have rendered any new projects non-conpetitive. Now
MAPP capacity markets are tightening, natural gas prices are
hi gh and North Dakota has begun an effort to expand its
share of regional energy narkets.

In 2001, the North Dakota Industrial Conm ssion's
lignite research devel opnment and marketing program | aunched
it's Vision 21 project. Vision 21 provided up to $10 nmillion
in matching funds toward utility feasibility studies for new
lignite-fired plants in North Dakota. At this tinme it
appears that two projects could go forward fromthat effort.
There is nore information on the lignite Vision 21 project

on the North Dakota Industrial Comm ssion's honepage. |If
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you search on that, you'll find it on the web.

Then in 2003, the Upper Great Plains Transm ssion
Coalition was fornmed. |Its purpose was to enable coal and
wind interests to work together towards resol ving
transm ssion export constraints. The Coalition is now
working with the M dwest | ndependence System Qperator, M SO
on a northwest exploratory study. Jim | think, nentioned
that earlier.

This study is exploring transm ssion option for
an addition 2000 negatwatts of new coal and wi nd generation
in the Dakotas. M SO included the Northwest exploratory
study as a regionally beneficial project in its transm ssion
expansion plan. M SO may al so help in financial
arrangenents as its regional economcs criteria and benefits
taskforce is now working to devel op cost-sharing nechani sns
for transm ssion upgrades within the M SO footprint.

This past nonth H R 1169 was enacted. That
est abli shed the North Dakota Transm ssion Authority, which
operates under the North Dakota Industrial Comm ssion. The
Aut hority may finance, develop or own transm ssion. The
Authority's intent is to partner with investors and
transm ssion providers, but it can serve as a buil der of
| ast resort if others do not come forward. A public
interest finding is necessary before it can build.

Financing is limted to revenue bonds. State ownership is
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l[imted to transm ssion facilities and nust include an exit
plan. The Authority will contract out its construction
operation and nai nt enance operations. The projects are
subject to PSC sighting permt requirenents. The Authority
must al so participate in regional transm ssion planning.

The Authority transm ssion rates cannot be chal |l enged before
the PSC. They set their own rates and there's no recourse
for anybody that doesn't |ike them

It was initially patterned after the Wom ng
Infrastructure Authority and think there are sone changes
that were put into place as the bills evolved. The bills
didn't pass unaninously fromthe House and the Senate. At
this point, we're looking forward to see what are the best
ways to use this new authority.

In sunmary, the North Dakota strategy for
resour ce devel opnent has been an evolving one. There are
many barriers to getting new transm ssion and nmany
chal | enges ahead. Hopefully, bringing the right people

together and giving themthe right tools will bring success.

Thank you.

CHAIl RVAN WOOD:  Thank you, Jerry.

Gl ye?

M5. MAYO  Thank you Chairnman Wod,
Comm ssioners, staff. | appreciate the opportunity to be
here today. M nane is Gayle Mayo. |'m executive vice
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presi dent and chief operating officer of the Indiana
Muni ci pal Power agency. W're a municipal joint action
agency serving the cities, towns and State of Indiana, also
active participants in APPA and STEP. Qur goal is to

provi de | ow cost, reliable and environnentally responsible
power to our nmenbers and retail custoners. W believe we
can do that through a diverse portfolio of resources with
all types of capacity and fuels, all types of plants, and we
think coal is an inportant conponent of that.

We al so think a robust or adequate, not just
reliable, but adequate transm ssion grid is essential for an
econom c and reliable supply, especially for base | oad
capacity, which is not as likely as gas-fired capacity to be
| ocated near the load. | actually maybe sonewhat out of
pl ace on this panel. W do participate in regional and
reliability councils and in NERR, but |I'mnot here
representing them W are a political subdivision of the
State of Indiana, but I don't represent the state
regulators. 1In fact, in Indiana there is no state
transm ssion conm ssion. There's no required politica
process, but | think that | amin a good position to speak
on the need for transm ssion and the concerns about ganes
bet ween RTGs and states and the net inpact on transm ssion

IMPA is a joint owner of the transm ssion system

in Indiana -- the publicly owned transm ssion systemin
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1 I ndiana with investor-owned utilities and electric

2 cooperatives. The transm ssion covers about two-thirds of
3 the State of Indiana, and we believe that the joint

4 ownership nodel is a good nodel that can address many of the
5 i nvestnment and cost allocation issues that have been

6 di scussed today. We're a transm ssion-owni ng nenber of the
7 Mdwest 1SO. W're also partially transm ssion dependent on
8 the Mdwest 1SO. W actually operate within five separate
9 control areas of the Mdwest |1SO and we are a

10 transm ssi on- dependent nenber of PJM W have a | oad for
11 generation and a |load for M SO and PJM

12 W are encouraged by what we've heard today and
13 what we've seen in the various processes about |ong-term
14 transm ssi on planning, but we feel there's still a |ong way
15 to go. Qur interest in coal plants has been very, very

16 strong. W are currently joint owners of two coal plants.
17 First of all, as organization we can't really devel op our
18 own coal plants. W own themjointly with other people.

19 We're currently joint owners of coal plants in Indiana and
20 Kentucky. Those coal plants were developed in a tinme where
21 we could get long-termtransmssion rights for the life of
22 the plant to guarantee delivery of power fromthose plants
23 to our | oad.
24 W have al so recently commtted to becomng a
25 joint owner of two new coal plants -- one in Kentucky and

N
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1 one in lllinois, both renotely sighted fromour |oads. But
2 we are very concerned that transmssion will be an
3 i npedi nent to the devel opnent of both of these plants.
4 Certainly, there are other inpedinents to coal-fire
5 generation. Transmssion is really one of the najor ones.
6 For coal plants, the economes of scale are
7 extrenely inportant. They need to be |ocated close to the
8 coal mnes or close to rail or river transportation. That
9 means they're usually not |ocated near |oads. So w thout
10 transm ssion they sinply won't be built. One of this
11 norning's panelist indicated that there was a need to have a
12 | oad-serving entity make a commtnent to the resources in
13 order to get the transmssion built. | agree with that, but
14 there is also a need to have the conmtnent for the
15 capability of long-termtransm ssion rights for those | oad-
16 serving entities to be wwlling to commt to the coal-fired
17 resour ces.
18 Currently, 1've been very encouraged j ust
19 recently with the comments by PIMthat they are | ooking at
20 long-term firmtransmssion rights in an RTO context.
21 Currently, there are no long-termfirmtransm ssion rights
22 avai l able for RTGs. There are no long-termfirm
23 transmssion rights in L& marketplaces. It is very
24 difficult for sonmeone |ike our organization that is willing
25 to make huge capital investnents to make those capita

N
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i nvestnents in both generation and transm ssion w thout the
assurance that we will have the deliverability of the | ow
cost energy to our | oad.

Wthout that, even though we have commtted to
pl ants, we are hearing fromthe rating agencies -- from
Moody's, Standard & Poors that it may be very difficult for
us to get financing unless we can denonstrate that we wl|l
have a long-termtransm ssion right to get the | ow cost
energy to our load. So that is probably our primary
concern.

Now t here are some secondary concerns. W're
| ocated on a seam between RTGs. Frankly, those seans are
creating problens. W see the need to expedite and i nprove
the joint comon market between the RTGs. W right now have
a coal plant that has been in service for 15 years. It's
physically located in MSO It has historically served | oad
in PIM We will nost likely start serving load in MSOw th
that plant wwth the advent of RTGs in LMP marketpl aces, it
is no longer economcally feasible to continue to nove that
pl ant across RTO boundaries right now That is a problem

W al so see sone state inpedinents. Sone states
are nore receptive than others to out-of-state ownership and
you can bring power froma coal plant fromone state to
serve load in another state. That is sonething we al so need

to be addressing. W're not quite sure what the formis for
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addressing that. Those are ny main concerns about coal -fire
generati on.

We are very nuch interested in seeing this
devel opnment. We think it is the way to assure |ong-term
| owcost reliable power to our nenbers, but we nust resolve
some of the problens that exist in order to be able to do
that. Thank you.

CHAI RMAN WOOD: Gayle, let nme just foll owup on
one of your final points there about being on the sane |line
with the elimnation, | guess, rate pancake woul d not be
enough?

M5. MAYO The rate pancake woul d hel p sonme, but
when you're on the boundary for the first the timng is
different, scheduling is different in each RTO There's
pancaki ng of RTO costs thenselves, so we're playing tw ce
for every kilowatt hour that we generate in one RTO and sink
in another RTO. Again, the joint comon market may help to
solve that, but right nowit is not in our interest. |It's
not here now.

CHAI RMAN WOOD:  kay. Let ne take the West first
on this one. One of our, | guess, issues has always been
the kind of nultiplicity of folks out there who cone into
the planning role. The inability for themto be sure of
what happened | ast nonth was the four governors getting

t oget her and saying that we want this to happen, how there's
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not hing there hat's actually sonething of an action-forcing
character.

Certainly, we suggested the RTO nodel, but is
there sonething el se out there that would be a good way to
put into action the plans that we've heard about a little
bit fromthe norning panel out in Arizona as well as from
Steve tal king about RVATS. |Is there a way of thinking
outside the structures, if you like, that we' ve got today?
Is there some way to actually force these things to happen?
| s there someone who will ook at the broad public that this
has got to happen to nmake sure we m nimze the costs, take
care of environnental issues.

MR, DINTELMAN. That's a good question. CQur
organi zati on does not have the capability to force things to
happen. Wat |'mobserving relates to sone renmarks that
Phil Harris nmade. W are seeing definite interest in
getting transm ssion built. The subregional plans that are
taki ng place, the western assessnent group that | nentioned,
they're tal ki ng about how can we pronote a transm ssion
planning role in the West. Wat are sone alternatives that
we have for seeing that getting addressed? And in ny
remarks | nentioned sone of these expanded pl anning roles
involving a data coll ection and nanagenent.

Qur board is interested in having our counci

take on the devel opnent and nmai ntenance of a regi ona
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pl anni ng data base that we woul d make avail able to our
menbers that would require our staff to get the tools that
are needed for that and we woul d nake that data base
avai l able to our nenbers to help facilitate regional
transm ssi on planning and our Pl anni ng Coordi nati on
Commttee would be in the role of coordinating with the
subr egi onal planning groups, getting their information and
determ ni ng how can we integrate these plans. But,
ultimately, we have to, | think, identify the inpedinents to
getting the transm ssion built.

VW al so need to focus on the successes we've had.
If you look at Path 15, that is a success story -- getting
the transmssion built. Let's learn fromthat. Let's apply
that to other projects going forward.

CHAI RMAN WOOD:  That woul d certainly build sone
of the collaboration that could nmake this frontier |ine.
For exanple, | hope we don't have that transm ssion project
becone common dinner table talk for the average citizen
before we actually take care of it. That was certainly what
Path 15 did. That took a ot of interest | think.

Gayle, let me go back to you a second. | was
t hi nki ng about what we heard this norning about this
consortium approach -- what PJM was tal ki ng about and sone
nore public power-oriented participants in the markets that

they would have. |Is that the type of thing that the smaller
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publi c power agencies that nmay not want to go out and build
a conplete Iine by thensel ves could participate in the
fraction of the project that serves power? |Is that the kind
of the investnent vehicle that your folks are interested in?
| s there sone aspect of that that ought to be enphasized
over others?

M5. MAYO | think that nmakes a | ot of sense. 1In
| ndi ana, we have a joint transm ssion systemthat is jointly
owned by ENS Energy and Wabash Valley. That's been in place
since the early '80s. W have nechanisns in place for
pl anni ng, allocation of costs for a return on those
investnents. It has worked very, very well. | think
sonmething simlar to that, whether it's a formal joint
ownership or whether it cones froma consorti um approach
makes a | ot of sense for transmssion. | know the public
power entities have noney they're willing to invest.

CHAI RMAN WOOD: M. Reinke, we've got a kind of
m xture of ownership in the South -- investor-owned, but
al so public power. | think there's a unique arrangenent in
Georgi a where you' ve got interconnected. How do you get
fromthe planning phase? | know that you' re focused on
reliability planning is certainly intended for econom c-type
pl anni ng, but how do you get fromthe planning phase to the
construction phase.

MR REINKE: Keep in mnd that we are organi zed
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into four subregions. Three of those four subregions are

| arge corporate entities in and of thenselves. The energy
subregion, which is basically corporate Entergy. They have
sonme snaller systens there, but basically they're doing the
pl anni ng for that subregion.

Simlarly, in the Southern and TVA subregi ons,
there is sone corporate planning going on. Specifically, as
you nentioned, the CGeorgia Integrated Transm ssion System
requires joint planning wth those others. You' ve got
Ceorgia Transm ssion, Ceorgia System Qperations, the other
owners of the systemas well as the other smaller public
entities in the Southern subregion. That planning effort is
going on within those subregions, but it's alittle nore
conplicated really than the one you illustrated. The one in
ECAR where you have five or six large, but really separate
entities.

I know in North Carolina the Comm ssion has
initiated a collaborative to deal with sone issues that the
public entities had, vis-a-vis, transm ssion planning.

Those efforts are going on, but we are coordinati ng between
and anong the subregions thenselves. |'mnot sure if that
got to your question.

CHAl RMAN WOOD: How t hen does the planning go to
execution?

MR RElI NKE: | think that the fact that the
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systens in SERC spending a mllion dollars a year, | think,
answers that question. The planning is being done and it is
being put into action and construction is going on. W've
seen it the last couple of years, and we're seeing it

t hr ough ' 09.

CHAI RMAN WOCOD:  You nentioned, | think, 5 percent
of that noney was spent for generation upgrades.

MR REINKE: Ceneration interconnection. The
rest of it is not.

CHAI RVAN WOOD: It would be reliability upgrades?

MR REINKE: Reliability and | oad grow h.

CHAI RMAN WOCOD:  There were three categories of
transm ssion generally. W look at firm FERC Form 1 cost.
We tal ked about this with the EEl fol ks a few weeks ago for
those two categories as well as the third category -- the
expansion of the interregional transfer capability, say,
bet ween TVA, Sout hern and the current TVA and ECAR

MR REINKE: A partial answer to that is there
isn't necessarily a need to increase the wires between TVA
and Southern. In many cases you'll find constraints are
W thin the subregions or within the systens. So you find
that as the systens -- as we're spending the billion dollars
a year, sone of those are going to correct and alleviate
| oading internal to the subregions, which then, in fact, de

facto, increases the transfer capability because its
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relieving sone strains that were not on the borders.

CHAI RMAN WOOD:  The last tinme you | ooked was
there capability to nove power into SERC from outsi de SERC
froma | ower-cost coal region?

MR REINKE: There's capability to go both
di rections.

CHAI RVAN WOOD:  Wio woul d be the entity that
t hose border needs within SERCitself? It sounds |like you
have got kind of that process.

MR REINKE: The reliability agreenents we have
in place, and all the joint planning efforts we have with
our neighbors to the north -- the joint planning studies and
nodel s are in place, so those sorts of things happen

CHAI RMAN WOCOD:  You woul d have a pl anni ng
arrangenment with, | guess -- wth VACAR?

MR REINKE: We do with ECAR, TVA. W have it
with the folks further east wth ECAR, PJAM and t he VACAR
G oup. o0 we have all those regions in place and they're
active.

COW SSI ONER BROMNELL: Can | just follow up on
that. W saw a study, | think, three or four years ago when
they were | ooking at the potential for markets and ot her
opportunities in the Southeast. You saw sone ngj or
opportunity to inmport into the Southeast sone of that cheap

M dwest coal, but we haven't actually seen nuch transm ssion
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get built in order to effect that. Does SERC just really
| ook at keeping the lights on and they' re not really | ooking
at that broader picture of opportunities to reduce costs to
custoners? | know that's not within your mandate, is it?

MR REINKE: It's not.

COW SSI ONER BROMNELL:  Thank you

MR, THOVAS:. Just a couple of things, M.
Chairman. This is probably going to go to both M.
D ntel man and M. Reinke. | understand NERC itself -- al
t he groups have been focusing their efforts on reeval uating
the role of the regional councils, which will include
regi onal planning standards. | want to know -- M.
Di ntel man, your discussion went to just WECC versus overall,
and | wanted to know if you could tell us what NERC overall
is doing in acconplishing that, where's it's going and maybe
some of the topics that were being discussed right now.

MR. DI NTELMAN.  Much of the role of the region's
di scussi on that has been going on with NERC had to do with
establ i shing whether the regions were ready to take on the
responsibilities wth the passage of reliability
| egi sl ation. For exanple, what type of governance structure
did the councils have? The other aspect of that initiative
was to | ook at consolidation of sone of the regiona
councils in the East. 1'Il let Bill comment nore on that

since that's outside of our interconnection. Just another
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initiative that NERC has put together that's outside of this
role of the region's evaluation. It was not too | ong ago
that a report was approved that had recommendations for the
reliability councils to adopt regional adequacy standards.

In our region, we have given that consideration.
A nunber of years ago, we had what is called a power supply
design criterion. Qur nmenbers were expected to have
resources sufficient to neet at |east one of the three
criteria in that docunent. Wth the changes in the
i ndustry, that docunment was set aside and we adopted the
approach of perform ng power supply assessnents that one of
the panelists referred to earlier. But, right at the
monent, we don't have a yard stick to nmeasure adequacy, but
we are working on devel opi ng guidelines for adequacy for the
western interconnection. And the publication that I
referred to that NERC produced al so addressed transm ssi on
adequacy. That's a reliability elenment that goes right to
the heart of our mssion in terns of making sure that we' ve
got the transm ssion needed to maintain the reliability of
t he operation of the Wstern connecti on.

MR REINKE: Picking up on the role of the
regions' efforts, there were five initiatives in that
analysis. The last one had to do with, and this applies
really to the Eastern interconnection and | think it goes to

your question. Since we have eight regions in the East, we
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were interested, as we | ook at conpliance issues, conpliance
W th standards and how we manage the conpliance program W
were interested in the comon | ook and feel, not necessarily
identical, but a cormmon | ook and feel within the Eastern

i nterconnection so that an entity that is operating in nore
t han one regi on woul dn't have conpletely different

obj ectives and conpletely different standards and/ or

nmet hodol ogies to deal with. So we are driving to a nore or

| ess common-| ooking field. Again, as Bob said, |ooking
toward the day when legislation wll pass.

MR THOVAS: So, would that kind of evaluation
hel p, as the Chairman is tal king about, the subregional
pacts within the service areas you just nentioned? Wuld
t hat be sonething that would hel p open that up to having
TVA, if it has constraints within the Southeast, being nore
open to creating cross interchanges?

MR REINKE: Except that, if the constraints
happen to be for non-firmtransactions, then you get into
what we coul d have paid for -- the upgrades and the state
comm ssi ons have to have sone approval nmechanismif it's
non-firm and it's non-firmthat's causing the TLRs and you
end up saying, well, do | need to build so that |I continue
to accommbdate non-firmon a case-by-case? The question is,
how do | justify that and who's going to pay for it because

it my not be areliability issue, but it's a market issue.
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MR, THOVAS:. | just have anot her quick question
for M. Dintelman regarding the WAG study or the process of
wor ki ng through that. Wen you nentioned the coordination
managenent of the subregional studies, what exactly does
that nean? WII you have a role in saying how they' re going
to study that -- whether it's a reliability study only? Are
you sticking with that or are you going to say the study
shoul d be | ooked at in a different view -- econonm c aspects
of that study as well?

MR DI NTELMAN:  What | really neant by that --

t he subregi onal groups are perform ng studi es and those
studies' summaries and information regarding the studies are
di ssemnated within the council, and what | was | ooking at
is a potential increased role to nore actively integrate al
of those subregional plans into a plan for the entire
Western interconnection. 1In other words, instead of being -
- and I"'mnot saying this exist, but just to illustrate the
poi nt, you could do a better job by integration of the plans
and sinply taking each subregional plan and sl apping them
toget her and saying that's the Western interconnection plan.
The council could have a role in |ooking at the integration
of all those plans and is that a good fit for the entire
West ern i nterconnection?

MR THOVAS: Thank you.

MR, McCLELLAND: From 1982, fromny friends for
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DCE, the transm ssion expenditures and the decline. The
first question | have is for Bill from SERC. You
represented that SERC has invested a billion per year in
transm ssion investnents. Five percent of which would be,
say, due to generator interconnects, so the 95 percent of
systeminprovenents. W used to use rule of thunb of about
amllion dollars per mle as far as transm ssion

i nvestnents, and woul d be, say, roughly 950 mles in SERC
Wul d that be a good rule of thunb? How many mles woul d

t hat represent?

MR. REINKE: Renenber we're tal king here about
transforners, so sone of the expenditures are for
transm ssion -- for transfornmation. Then you may be
rehabilitating or rebuilding on existing rights-of-way, so a
mllion dollars a mle mght be adequate and appropriate for
new construction. It may not be for rehabilitation or
reconfiguring existing transm ssion.

MR. McCLELLAND: In fact, with the bul k power
supply transforners, they're rather expensive. |f you put
those in the mx, it may be less than 950 mles. Do you
have any idea how that equates as far as the nationa
aver age because SERC is one of the regions that we track?
We do have statistics about and |'mnot picking on SERC
SERC is not inmmune fromthis decline and it's an al arm ng

decline across the country as far as investnent and
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infrastructure. Do you k nowif that's reversed trends? Do
you fol ks say now, prior to the declining years, which was
1992, there's been a significant decline for al nbost 25
years. We've seen a continuing decline in transm ssion

i nvest nents.

MR REINKE: Wen | was in that business, one of
the things that we did inplenment as nmanagenent suggested
t hat maybe we ought to squeeze nore the current assets.

MR. McCLELLAND: Wi ch reduces capacity.

MR. REINKE: You re-rate the facility. You take
anot her | ook at how are you rating your facilities. Wat's
your energency rating? Can you load it higher, check your
stats to nmake sure that you don't have anythi ng underbuilt
that shouldn't be there. So, for a while -- and all systens
do this -- you squeeze nore out of the existing assets
before you begin to add new infrastructure. So you saw a
part of that in the late '80s, early '90s, when that was
going on. But you've run out of that. Now you go back and
the next thing you do is deal with existing rights-of-way,
expand the substations and you get into new transm ssion.
Soit's really hard to quantify where the decline mght have
stopped. | don't know that we see a decline in our region
now because the statistics we've been doing with this
transm ssion survey now for a few years, it's fairly

consistent and it's right at a billion, a billion one, a
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billion two.

MR. McCLELLAND: Thank you. The objective or the
determnant that's pretty objective is a DCE determ nant.
That's a mllion dollars per mle of transmssion, so it's
pretty easy to conpare it to negawatts. You may not have
this. How about you, Bob, as far as WECC? Have you seen a
continuation of the decline in transm ssion investnment or do
you think WECC s turned the corner? Has there been any
change?

MR DI NTELMAN: This is a subjective point of
view. It's been ny observation that we' ve gone through a
period of time where there has not been significant
transm ssion added in the Western interconnection. M
perception nowis that we are turning the corner. W're
seeing increased interest, and the signals that nake ne say
that the Western Governors Associ ations, the RMATS project,

t he subregional study groups that we tal ked about, the Path
15 project, the Pal overde-Devers No. 2 project. It looks to
me |like we've turned the corner. Tine wll tell

As | said earlier, we really, | think, need to
focus on what are the inpedinents to getting transm ssion
built to nmake sure those are clearly identified and then
| ook at our successes. How can we |earn fromthe successes
to overcone the inpedinments -- the historical inpedinents

that we had? It's already nentioned -- the cost recovery is
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1 an issue, but also overlapping jurisdictions is a factor.
2 The "not in ny backyard" syndrone is a factor. You' ve got
3 federal agencies, state agencies, private | andowners. If we
4 can | ook at successes that we've had in overcom ng those
5 obstacl es and apply those to additional transm ssion going
6 forward, that ought to be our strategy.
7 MR. McCLELLAND;, One short follow up question for
8 Gayle. You nentioned FTRs are very inportant, at |east for
9 participation in coal-fired power plant projects. Wat
10 woul d you consider a sufficient FTR level to incent, say,
11 your group or nunicipality to participate in the coal - power
12 proj ect ?
13 M5. MAYO It's going to be sonewhat interactive
14 because the rating agencies are going to have a |lot to say
15 about that. They're the ones who will determ ne what our
16 ratings are, and how the bond issues do, the financing, the
17 whole thing. It may not need to be 100 percent, but it
18 needs to be close and it needs to be for a substantia
19 period of tinme all wth renewability capability.
20 MR, McCLELLAND: Would that be, say, for the
21 projected life of the plan?
22 M5. MAYO That would be ideal. That nay al so
23 come with a commtnent that you're going to, in fact, use
24 that transm ssion during the I[ife of the plan. That the
25 pattern of usage is going to be the sane. Yes, | think you

N
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do need that.

MR. McCLELLAND: Thank you.

MR THOVAS: Just one final one. Larry, rea
qui ck. You nentioned you really support state/federa
col | aboration. | was wondering if you' d give us sone ideas
on how we can get to that approach? Wat ideas do you think
we could use to do that?

MR CHASET: | understand Chai rman Wod and
Conmi ssi oner Brownell are comng out to California in three
weeks or so. For us to get together and neet is the No. 1
thing that encourages and enhances cooperation. | think on
the big policy issues nowadays ny comm ssion and your
comm ssi on have a | ot of common val ues, comon poli cies.
The question then becones what are the obstacles to
i npl ementing those policies? | think one of the biggest
obstacles is noney, and | don't think that's sonething that
ei ther of our comm ssions necessarily have a | ot of control
over. So we need to start building coalitions and
constituencies for the kinds of projects that we all think
are needed. The kind of transm ssion upgrades that are
going to create the robust systens that | think we are al
| ooki ng for can be nade.

We do not have the authority to tell our
utilities that shalt build this particular transm ssion

upgrade. They cone to us and say we want to build this. To
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the extent, that we're dealing with nmulti-state projects, |
think -- | don't know what kind of |egislation Congress
m ght pass here. The last version of the Energy bill that I
saw did gi ve FERC sone backstop jurisdiction over these
mul ti-state projects.

Just speaking for nyself, and not for ny
comm ssion, that sort of backstop jurisdiction on nulti-
state projects mght be necessary. But | would certainly
hope that the kind of collaborative effort that we've heard
tal ked about by a nunber of speakers today will get us a
| ong di stance of the way there without FERC having to step
in and say "build this."

CHAl RMAN WOOD:  Let ne ask a question. One that

was raise, | think, as we went through this. Jerry, you
mentioned in your comments about North Dakota as well. That
there are sonme D.C. ties. |It's kind of an unusual attribute

in the current grid, although I think we knew the grid of
the future will have a lot nore D.C. Wat is the background
on those North Carolina -- | think you said Duluth? What is
t he background? Do you know where they cane from how they
were D.C., who built them and who's paying for then?

MR LEIN. | believe they both came about during
the '70s. They were as a result of a project to deliver
power fromthe lignite fields into Mnnesota. They were

built specifically for power plants. One is a 400 KV |ine
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that runs to the Mnneapolis area. It is owned by G eat

Ri ver Energies. They are a G&T cooperative, | believe --
formerly a CPA. That line is a big line. 1t can nove about
a thousand negawatts. It cones out of their Coal Creek
Station, which is about 40 mles north of Bismarck -- a new
state-of-the-art station that is really a nice generating
station.

The other one -- | believe that one's been around
alittle bit longer. I'mthinking it's a 250 KV line and it
runs out to the Duluth area and delivers power up there out
of the Mnkota System-- they're also a G&T Cooperati ve.

Basi cally, the nmenber coops pay the rates. | think they
found it easier to build D.C. than A C. because it m ssed
the stability problens that they would have with the A C
system They weren't getting into the problens. W have
some problens up there in the area trying to deci de who owns
what capacity and what flowgates and things like that, so it
kind of msses all that.

CHAl RMVAN WOOD: M. Morris, we'll let you pipe in
her e.

MR MORRIS: Pat, | hate to show ny age, but |
happened to work on the environnental studies for those
projects. The reason they were direct current was through
the line loss issue as well as the routing through the

pot hol e regi ons of North Dakota, which is a very, very
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difficult place to walk through with a transm ssion |ine.
And they were, as pointed out by Jerry, power cooperatives
back then. The Overl and Power Cooperatives, OPC, built
them | think, with black hills power out in Bismarck that
wor ked on those. It was really quite an undertaking to go
direct current because the theory, again, was |ine |oss,
| ess steel and all of the environnental inpacts of those
| i nes because of their distance and how far they were goi ng
to nove the power to market.

CHAI RVAN WOOD: It is pretty nuch a one-way fl ow
out of North Dakota on those? So is it the custoners in
M nnesota who are really on the hook for paying for that or
have been on the hook over tinme? It's not included in sone
North Carolina rates, is it? Do you know?

MR LEIN. North Dakota?

(Laughter.)

CHAI RMVAN WOOD:  |I'msorry. North Dakota rates.
| mthinking about barbecue. Ckay.

(Laughter.)

MR LEIN. No, Mankota does have sone nenbers in
North Dakota and | really don't know who's paying what. For
the nost part, yes, it's Mnnesota custoners that are paying
it. 1 don't knowthat it was a bad investnent. | think
that as the years went on, conpared to what their options

are now, that they're getting pretty reasonabl e power prices
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out of it.

CHAl RMVAN WOOD: W' ve got ot her ones on the NMAPP
in the West. And Bob, | think you' ve got one or two big
ones comng into the LA area and the other SP 15 area.

MR DI NTELMAN: That's right. W've got the
Salinas DC line fromthe Pacific Northwest to Southern
California, and we've got the Internmountain DC line fromthe
I nternountai n power plant into Southern California. Then
we' ve got a nunber of back-to-back DC ties that separate the
Western interconnection fromthe Eastern interconnection
So there are advantages and di sadvantages of DC. Basically,
DC is a good application to ship | arge bl ocks of power from
one point on the network to the other over |ong distances.
It's an econom c situation

The di sadvantage is it's expensive if you want to
tap off the line to get the power to other parts of the
network. That woul d require an additional converter
station. They're quite expensive. At the convertor
stations, there's also the need to support the voltage.

That has to do with shipping | arge bl ocks of power over |ong
di stances. Sonetinmes DC works well.

The ot her thing about back-to-back DC ties -- due
to the nature of the Western interconnection and the Eastern
i nterconnection, large inertial power systens would require

very strong AC ties between the two to keep them
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synchroni zed. The DC ties -- back-to-back DC ties enable
the fl ow of power between east and west w thout getting into
the problens that you would have with the synchroni zed AC
ties.

CHAI RMVAN WOOD: | | earned those well in ny ERCOT
days, too. Fromall of you all -- | don't want to dwell on
the DC thing too long, but it is one of these -- people talk
about the grid of the future. |It's very likely that there
will be a lot nore use of DC to nove bl ocks of power form
| ong di stances, and since the thene of the conference here
is focusing on coal and those tend to be, though aren't
necessarily, one of the larger plants that can utilize the
resources in coal-rich states. It mght be cheaper to nove
by wire than by train. |Is this a feasible way to nove power
fromthis region of the country because we don't have any DC
here? W have sone large AC. |s there any reason to think
that DC woul d be -- when we were tal king about transm ssion
expansion here in the Eastern interconnection, is it likely
that woul d be AC or could it be DC?

MR REINKE: It could be both. Show ng ny age, |
was on a taskforce when Governor More was governor of West
Virgi nia and Governor Sununu was in New England. Governor
Moore's objective was to build power plants in Wst Virginia
and ship it. W quickly discovered or cane to the

conclusion that if the lines were going to go into New
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1 Engl and, they had to cross Pennsyl vania and New Yor k.

2 Therein was the problem-- raping and pillaging the | and and
3 not dropping off sonme of that power would be an inpedi nent

4 and so the project never really went very far. But you run
5 into those sorts of problens that were already tal ked about
6 earlier on the four-corner situation of Paloverde into

7 Southern California. So you end up with the jurisdictional
8 issues -- what's in it for me rather than giving up sone

9 | and and taking the forest land. So, yes, it's certainly
10 feasible. You have to get through the jurisdictional and
11 the | and use issues, and have sonething to benefit the

12 states that you' re going through not dropping off the power.
13 CHAI RVMAN WOCOD: Anybody from the audi ence while
14 we've got this panel here? Anything you want to speak about
15 or ask questions about?

16 (No response.)

17 CHAI RMAN WOOD: I f no, we'll thank this panel

18 W appreciate you all com ng.

19 (Appl ause. )
20 CHAI RMAN WOCOD:  If you all want to step away --
21 why don't we ask M ke and you all to maybe slide down a few
22 spots, take your nane cards with you and we'll nmake this a
23 little bit nore spread out.
24 Wiile they're doing that, | want to again thank
25 our | ast panel for |ooking at regional planning issues from

N
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a different perspective than we did this norning, and
i ntroduce our | ast panel.

Vel come M ke Mrris, President, Chairman and CEO
of Anmerican Electric Power. W're glad to have M ke here
from Col unbus. You all serve this area too, right?

MR MORRIS: Yes, sir.

CHAl RMAN WOOD:  Jacob Wllianms is VP for
Ceneration Devel opnent at Peabody Energy. He's been at FERC
before tal ki ng about sonme of these transm ssion issues.

He's with really one of the world's | argest coal devel opers
and is also a big participant in the U S market as well.
Jerry Vaninetti is the managenent consultant of the Coa
Proj ect Devel opnent. Again, the focus of this panel is
regi onal planni ng perspectives fromthe perspective of the
coal industry. Jerry, we appreciate your being here.

D ane Leopol d, VP Business Pl anning and Mar ket
Anal ysis for Dom nion Resources, which is a large utility
that serves Virginia and North Carolina. And Dough MacCourt
is an attorney for the D&A Power Authority, which has an
i nteresting perspective on devel opnents from Native Anmerican
tribal group perspectives in the Wst.

M. Morris?

MR MORRI'S: Thank you very nuch Chairman Wod,
Conmi ssi oner Brownel |, other comm ssioners and staff people.

We really appreciate the opportunity to be here to share
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with you sone ideas about what we think is a very critica
topic and a great tine to have this conversation

I know this norning that the new y-el ected and
extrenely energetic Governor Manchin wel comed you to West
Virginia. 1'd like to extend that sane wel cone to our
service territory. Chairman Wod, if I"mcorrect, this is
Appal achi an Power, a proud power of the AEP System which
has been serving this area since the early 1900s, and you
m ght renmenber fromthe early | egal days because it used to
be called Blue Field. So the Blue Field and Oak cases for
reasonabl e return on equity were created right here.

Over the years, |'ve had an opportunity to
participate in any one of a nunber of these kinds of events,

and one of the biggest issues for those who put the event

together is to see to it that we speak or stay on task. |'m

going to try to do that, and it was al so suggested that we
speak no | onger than about five mnutes so that all the
panelists can get their views heard and then we can get to
t he nmeani ngful QA fromthe panel to our right.

In that regard, those of you who know ne that's
probably the nost difficult task | have today -- to say what
| have to say in that short period of tine. 1've tried to
group the questions that were asked of us in sone subgroup
so they woul d nmake sense.

I f you have the brochure that brought us here or
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1 t he papers that brought us here, we're the panel at page 5.
2 The very sub-bull et tal ks about joint ventures and suggest
3 what opportunities exist for coal fromjoint ventures in a
4 generation planning perspective. | would suggest to ny
5 friend at the inmmedi ate left, who is a very large supplier
6 of ours, is that what we really ook for in a coal supplier
7 is sonmeone who's willing to join us a |longer term contract
8 period. Soneone who's willing to take sone price
9 flexibility and sonme price increases and decreases, as tine
10 goes forward, to | ook at our power plant as maybe an anchor
11 -- tenet, if youwill, if you're going to develop a nall.
12 So we have a |longer termworking relationship that doesn't
13 go through the kinds of things we're seeing the near term
14 like what 1'd call price najeure, but the coal supplier
15 calls forest majeure.
16 (Laughter.)
17 MR MORRIS: Those are the kinds of things we
18 have to battle against as we go forward. That's the kind of
19 joint venture partner | want because, quite honestly, when
20 we | ook at new coal facilities; particularly, |arge vol une,
21 | arge negawatt, clean coal facilities, we believe they need
22 to be a regul ated asset.
23 W believe very strongly that they need to be a
24 regul ated asset at the state level, and | hope we'll have an
25 opportunity to tal k about that as we go forward. | just

N
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1 can't see an environnent where anyone is willing to build a
2 billion, five hundred mllion dollar merchant power plant.
3 Those are the kinds of joint ventures that we | ook at, and |
4 really believe that that's a state regulated issue and a

5 state's right issue that ought to be taken care of at the

6 state level, not the FERC | evel.

7 The second question is, what do we power pl ant

8 owners think about regional planning and how can regi onal

9 pl anni ng bodi es help us? Let ne group those two bullets

10 together and say that we think that regional planning is an
11 excel l ent idea wi thout question. | think some of the ideas
12 that we have tried or you have tried to create during your
13 chai rmanshi p, and those who were before you, on the notion
14 of taking a look at these thing through an RTO | ens, taking
15 a |l ook at these things through the regional state conpacts
16 that we've tried to put together nakes a trenendous anount
17 of sense because it lends credibility to what you' re trying
18 to do.

19 Havi ng spent seven years in the | SO New Engl and
20 now RTO. Even though I"'mnot there any nore, I'mreally
21 t hankful for doing that. W were worried that we were too
22 small to be an RTQ but it's good that we are. W would
23 make a determ nation of what needed to be built, then the
24 end footprint utility had the right to build it if they had
25 the capital and the desire to so do. |If they didn't, then

N
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it was an open territory for others to cone forward and
build, if needed -- not unlike Path 15.

I"ve always thought that the regional planning
endeavor nmakes a lot of sense. Wuat | would also say is
that it's critical inportant that the FERC be the sole
certificate of public conveni ence and necessity provider.
That the FERC have sol e regul atory authority, ratemnaking
power over those interstate facilities and that they have
primary, not backup but primary em nent domain authority
once it's determ ned the asset is needed and here's how the
rate structure is going to be built.

| would submt to you that the panelists who have
gone before us, and I'msure you heard this norning, that 14
years it took us to get approval for the Jackson's Ferry to
Wom ng project between West Virginia and Virginia that
woul d cl ear up so nuch of the issue.

M. Chairman, again, |'mso happy to read on
occasion you're saying that it's primary jurisdiction. |
know Conmm ssi oner Brownell has join you, as have others, in
that regard. About a nonth ago | got so excited that the
President was in Colunbus standing in front of an audi ence
tal ki ng about energy. He said we need to have an
infrastructure upgrade for the electric transmssion grid
and we need to have federal authority not unlike the State

H ghway System not unlike the Interstate Gas System not
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unlike the Interstate Gl Systemand | really got excited.
Then we checked with the Wiite House and it seens as though
he m sspoke hinself. He was tal ki ng about backup authority,
not primary authority, which was a little heartbreak

Wien | |l ook at the regional transm ssion view,
and | look at the FERC s authority over that, it would be
wong for nme not to bellyache about applications that we
have in front of you. You've heard this fromnme many tines
before. | think it's essential that we create a rate
structure that is regional in nature to cover a regiona
transm ssion operation rather than a license plate rate,
rather than a postage stanp rate. That's a debate that we
need to continue to have, but we can get the ratenaking

right. |1'mabsolutely convinced of that as we go forward.
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1 The next two bullets have a lot to do with clean
2 coal. The question really is what other clean coa
3 initiatives do we need to go through? Wat el se can we do
4 inan initiative sense to ensure that clean coal cones
5 forward? | hope you know that American El ectric Power has
6 announced its intention to build one, if not three,
7 i ntegrated gas conbined cycle facilities. W have asked PIJM
8 to characterize three sites for us, one in the State of
9 Chio, one in the State of West Virginia, and one in the
10 Conmmonweal t h of Kent ucky.
11 W believe very strongly in the notion of going
12 forward with integrated gas conbi ned cycle, because it is
13 t he next technological step. | think that it's going to
14 make a trenmendous anount of sense for us to do that. W
15 don't need initiatives. Wuat we need is a clear rate of
16 return path fromthe in state regulator that may or may not
17 require in state legislation to support that sane kind of
18 approach. W feel very confortable that that's achievabl e.
19 We think that's near at hand in West Virginia. W think
20 it's near at hand in Kentucky and we think that it's near at
21 hand i n Chio.
22 G ven that path, we will go forward. W are
23 convinced that the General Electric people are dedicated to
24 the technol ogy of the gasifier -- which is a real paradi gm
25 shift, if you wll, fromwhere we were before when the

N
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1 t echnol ogy was owned by nmajor oil. They would give you the
2 manual and they woul d show you how to build it, then they

3 woul d wi sh you | uck

4 What Ceneral Electric is going to do, as they

5 would do with any facility that they build, is they' Il give
6 you a warranty that it will work and, if it doesn't work,

7 they' Il fix it until it in fact does work. W' re not

8 worried about the power block. W know the power plant.

9 We're sure that it will work.

10 That's what needs to happen. W' re taking those
11 steps forward, as are others, and we feel very strongly that
12 that's an appropriate approach to take.

13 The last issues -- and I'I| take the last three
14 bullets and try to loop themtogether, and | really cal

15 themsiting issues: what are the cost inpacts and

16 | ocational differences? Wat advantages can be gai ned by
17 m ne nmouth and transportation costs of coal by wre would be
18 better than coal by rail. That's a pretty easy question to
19 answer in the railroads. The railroads -- God bl ess them
20 we need them but they figured out howto mlk all the noney
21 out of the delivery of a ton of coal, that's for sure.
22 But at any rate, at Anerican El ectric Power back
23 in the 1940s, a predecessor of mne who was a giant in the
24 industry at that tinme, Philip Sporn, began the process of
25 buil ding coal mnes -- not necessarily mne nouth, but coa

N
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production area power plans. That was the genesis of the
incredi ble 765 systemthat American Electric Power built to
take that coal by wire, quite honestly, to the various

servi ce pockets that we had, which was a shift fromthe

par adi gm t hen which was to build your plant near the city to
serve the load and haul the fuel to that facility.

W believe that that process is an excell ent
process going forward. Again, the siting issue there is
much easi er because you have an indi genous supply of the
fuel. Typically these are econom cally-depressed zones of
the states wherein the mnes are to be found. Putting a
facility there is usually sonmething that's supported by the
| ocal folks, by the econom c devel opnent people in the
state, and we believe very strongly that that's the
appropriate way to go.

In fact, each of the three states that we have
asked the PIMto characterize for our I GCC plant are al
along a river. They wll have multiple neans of fue
delivery. Because, as you know, and you hel ped us all
under stand t hrough an open access grid, there's no question
of having delivery by rail and delivery by barge keeps
everybody price conpetitive. Those are the kinds of things
that we will strive for as we go forward.

| know that Governor Manchin and others here in

West Virginia are working hard trying to get back to having
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coal by truck be a viable option. So that it isn't coal by
Tonka truck, they have to be | arge enough to nake the
delivery nmeaningful as we go forward and they continue to
wor k on that.

Let me try to bring these comments to a cl ose
sinply by saying that this is an exciting tine to be in this
business. | don't think there's any question that
additional facilities need to be built. W are strong

proponents of fuel diversity at American El ectric Power and

our diversity is going to be clean coal. It wll continue
to be renewables. It will continue to be hydro where we
can. It wll be demand side managenent. It wll be all of

t hose ki nds of things.

| do believe that natural gas has a place in that
equation, but clearly not as a base power plant fuel.
Regul ati on of the power plants and rate treatnent at the
state |l evel rather than the FERC | evel and an absol ute open
access transmssion grid regulated by the FERC both as to
rate and pass-through recovery fromthe states.

And renenber what we're tal king about in the
bundl ed kilowatt-hour. The T rate is usually a penny or
| ess, on an average 7 or 8 cent rate: about 3 for the fuel
on the power plant, about 3 for the distribution, and about
a penny for the T. Let the FERC be the primary regul ator of

t he pass-through opportunity in doing that. Reliability
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control -- sonething the Chairman and | have had a great
deal of tinme to work on -- NERC and FERC wor ki ng toget her,
like NPO and the NRC, to ensure that we all live up to rea
requirenents and if we don't, a penalty is nade agai nst us,
is an inportant thing to do.

And lastly, planning for these facilities by
regi onal transm ssion groups, by the regional state
conmpacts; doing it on a regional basis nakes a trenendous
anount of sense. But include the transm ssion player as
well. Wether it's an investor-owned utility, whether it's
a muni co-op, whether it's a &&T player, even if it's an
i ndependent transm ssion conpany |ike the fol ks who' ve
succeeded in interest to the Detroit Edison grid, those
t hings make a | ot of sense to us.

| appreciate the opportunity to share sone ideas
with you and | really look forward to the QA. Thank you.

CHAIl RMAN WOOD:  Thank you for being here, M ke.
W appreciate it.

Jacob?

(Slides.)

MR WLLIAVS: Thank you very nuch, Chairman Wod
and Conm ssioner Brownell for hosting this conference and
taking the | eadership on the issue of coal and its role in
the electric market and transmssion. W |ike to say at

Peabody coal is the reason we have affordable electricity in
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this country, and we say it early and often.

Peabody is the world' s | argest coal conpany and
al so the largest coal producer in the United States and we
have a unique position in that we have major operations in
all the major coal basins in this country, with the
exception of the lignite fields in North Dakota and Texas.
"1l let Jerry, who knows a | ot nore about those two basins,
speak on that. But we have a uni que understandi ng of the
cost drivers in that region. That gives us perspective.

| have put out some information on the back
table. 1'mgoing to quickly run through a few of these
because it sets the view for how the coal industry views the
transm ssion planning. There's sone on the back table back
there for those who don't have it.

Flip to slide two. It's just a grid of |ow cost
states, the yellow states being the | owcost states, other
t han hydro, which the Northwest is blessed with. I|f you
| ook at the APL states, you'll notice an interesting
characteristic: six of those states have nore than 92
percent of their electricity fromcoal. Very clearly, coa
is the reason we have affordable electricity.

Flip to slide three real quick. It's an
interesting slide that was pulled together here recently
whi ch shows which states are the exporters of electricity in

this country and which are the inporters. The green states
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1 are those that export. The red states are those that
2 inport. The dark green are the major exporters.
3 If you | ook at the dark green states, out of the
4 11 dark green states, nine of themare major coal-producing
5 states. It's not coincidental. They happen to -- several
6 of them-- to be the |low cost states as well. The only two
7 states that are not heavy coal states are the State of
8 Washi ngton, obviously a hydro state, and Al abama. But the
9 other nine states are major coal -producing states in the
10 U S.
11 If you look in the eastern half -- and nost of ny
12 comments are actually going to be dealt with in the eastern
13 hal f, even though we supply coal to all over -- but if you
14 |l ook in the eastern half and you | ook at Pennsyl vani a,
15 II'linois, West Virginia, they are the three | argest
16 exporters of electricity and they're all in the eastern half
17 and it, along with Indiana, represents where the | ow cost
18 power is going to cone out of to the other states. That's
19 the way it works right now They're the ones that are
20 shi ppi ng a bunch of coal power into the east end of the
21 South. That's where fortunately the AEP grid was built and
22 it uses that very, very robust AEP grid to nove that power.
23 We t hank those predecessors of AEP for doing that.
24 In the West, essentially you ship coal -based
25 power fromthe Western Rockies to California. That's what

N
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that does. It forces it to back up with the data -- | won't
go through that at all

Let's nove to slide five. |In the East, where is
there extra power in the grid today? It's in the nmain area,
essentially Illinois and PIM essentially Western
Pennsyl vani a and ECAR, essentially West Virginia and I ndi ana
have the excess coal sitting there on the ground, the
capacity factor, the coal units in those three units is
under 70 percent. They can produce nore power if the wires
are there to nove it. The fact of the matter is
unfortunately in the mddle of the night not all of these
have nore wires to nove it.

Move to page six. You get the map of the eastern
U.S. Coal -based generation is essentially in the Chio
Valley area -- it's kind of a NNke swoosh, | like to call it
-- the Chio Valley and to the north and west. Qut of that
region, there are only 10 hi gh-voltage transm ssion |ines
fromLake Erie down to Virginia, the Carolinas, and all the
way to Western Arkansas. That's alnost 1400 mles, if | did
ny math right. Only 10 high-voltage |ines that cone out of
there. In the states of Indiana and Chio in the robust AEP
system there are 10 hi gh-voltage transm ssion |ines across
| ndi ana and Chio, just in the states. You have a 1400 mle
path where there's only 10. And you see that the coal -based

power that's existing on the ground is trapped there and
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cannot serve load in the mddle of the night. During the

day, those plants are full load. But if you go around to
some of the major producers, like M. Mrris, he'd say at

night the full units back down. It's sinply a function of
econom cs.

That's the existing. Wat about the future? |If
you flip over to slide seven, this is the DOE s relatively
recent announcenent. |'mnot going to verify it's al
right. 1I'mnot here to say which places are going to be
built, et cetera. But you do notice in slide seven that the
majority -- or a major part of the coal plants that are
announced in this country sit in Illinois and Kentucky,
along with Chio, Pennsylvania, and even Wsconsin. Again,
nmore coal plants are going to show up inside what | call the
m ddle U S. coal box, further constraining, or further
putting pressure on, the transm ssion system Wiy is that
the case? And it goes to the coal basin itself, slide
ei ght.

If you go to slide eight, you | ook and you say
why is that the case? |If you look at the basins -- and I’
characterize themin general very quickly: the Centra
Appal achi an Basin that we're in unfortunately is a high-cost
basin. It is a depleting reserve basin. And it's a good
transportation, it can transport coal out of here because

it's higher BTUand it's got the river systemto do it. But
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it is not one that is necessarily geared around m ne nouth
gener ati on because the reserves are depl et ed.

If you |l ook to the Northern Appal achi an Basi n,
essentially up in Weeling and i nto Pennsyl vani a, that
reserve basin actually is a little better off. There are
some much | arger bl ocks of reserves. |It's a nmedi um cost
basin. And it's very transportable. |It's got very high
Btu, which neans it's fairly affordable to nove on the
rails.

But now we go back to the Illinois Basin, in
orange. That basin is a nmediumcost basin -- in fact, it
could be on the lower end of that. It is a very abundant
reserve basin. It is the second-largest coal reserve in the
United States. The State of Illinois has nore coal than any
other state, with the exception of Montana. It has got very
abundant reserves. That basin al so covers Wstern Kentucky
and Sout hwestern | ndi ana.

The problemw th that basin is it does not
transport very well because it's a lower Btu. A few of the
m nes near the river you can go to; otherw se, you
essentially need to have the plants on the mne. No
coi ncidence why Illinois has so many mne nouth plants
proposed for it.

"Il leave the west essentially to different

anal ysts. The only thing | wll point out is that the
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Powder River Basin is very cost effective, as we all know,
in bringing coal to the mdwest as well as now to the east
and all the way into New York and things |like that, all
because it's low cost to mne. Therefore -- and it's an
extrenely abundant reserve.

The eastern plants that you see, | would propose
to you that much of themare going to be devel oped around
the river system It is the |ower-cost systemto deliver
coal, the Chio River systemin particular, and the Illinois
Basi n goi ng forward.

What does that nean if you |look at a transm ssion
systenf? You' ve got abundance of resources there during the
day. The new plants are going to be built there because the
fuel is lower cost. That's where the bottl enecks are going
to be. | ran the math on pages nine and 10 about what nakes
sense. | won't bore you taking you through it but the fact
of the matter is it's far cheaper to put coal on the wires
than it is to nove it by rail.

Il will note that the Illinois Basin -- if you
think about it froma load center -- if you | ook at the
[I'linois Basin and the Chio River Valley, let's take the
II'linois Basin for a nonent. You |look at the nunber of
major cities that are within 400 mles of that basin, if you
extend it up the Chio River Valley, you get the entire East

Coast as well. That is where the new plants are going to be
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built. That is where AEP is |ooking essentially is al ong
the Onio R ver Vall ey.

Wth that said, we tal ked about the | ack of
transm ssion that's been built. | would also point out that
if you' re |ooking at renewables and wind in the Eastern
US., it's going to cone fromthe western part of that
mddle US. basin. It's not going to be built in the
mount ai n areas here. Again, you need those sane wires to
nove power to the east if you' re going to have renewables in
the eastern half and nmake a neani ngful difference.

The other piece | will point out on the planning
system-- and again, it really takes us to the planning
issues -- is that one of the open criticisnms | have about
the electric planning process is it does not take into
account the benefits of natural gas prices to the natura
gas consuner. Every electric study that |'ve partici pated
in-- and |'ve participated in a lot of themup in Wsconsin
-- you look at electricity ratepayer benefits.

Today, what if you took one Tcf of gas demand of f
because you just displaced gas generation with coal. Wat
if you took 50 cents a mllion out of the price of natura
gas just because of that. That's $10 billion to the U. S.
consunmer. W don't factor any of that in. And to say that
knocking off a half or one Tcf annually because it's

di spl acing gas can't happen, it can. W can have a debate
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about whether it's a 50 cent drop in price or a quarter, we
can debate that, but the fact is we put zero value on it
today and there is a huge value. 1In fact, | could argue
there's probably nore value there than there is on the

el ectric side.

So what needs to happen on the planning side, and
"1l spend ny last few m nutes on the planning side, to get
the wires in place? It starts with having a planning
process that takes the consuner part of you. Sonetines |'ve
participated in it and I don't always see that. |In that
process, can we define who are the beneficiaries of these
W res?

The second, and | think the real flawin the
process today or the thing we've got to be careful of, is
historically if gas is $2, you didn't need transm ssion
| i nes because you put gas plants at load, it was fine.
That's not the world we're in now W knowthat. Gas at $7
will justify a lot of lines.

Problem A lot of our transmssion -- there's
not a single transm ssion study that |'ve seen that actually
even gets to $7 as its benchmark. What you see typically is
a high gas case over the last few years at $4 or $4.50 --
and unfortunately the DOE' s | ong-term curves have al ways
been neager, burning back to $4 or $4.50, so you never get

the true value of the transmssion |ine in the analysis you
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use.
| would argue that you need to do a bit nore

planning Iike we do on the reliability side. In

reliability, you run the transmssion. In areliability

pl an, you assune the first contingency already occurred.
Then you see if you can serve | oad. Wiy not assune the
first contingency of high gas prices and then let's see what
the value of the transmssion is? | think you could justify
a lot nore transm ssion.

Finally -- and |'ve sat through enough public
hearings. If you would lay out the value of these lines to
parties in a clear economc story, it's a lot easier for
regul ators, state and local politicians to get behind them
But if all we do is waive the reliability flag, you know.

But for a blackout it's hard to get people excited about it.
But if you say we are going to save X anount in genera
because this line is going to be built and, oh, by the way,
it may hel p reduce gas prices as well, | think you have a
far better story to tell. And | think the RTGCs, no matter
what the price issue, need to say hey, we've seen $7 gas
three of the last four years. | think it's reality, that we
ought to try to plan around that contingency, mnmuch |ike we
can plan around in one contingency.

W also want to look forward in our planning

process. There are going to be new coal plants built now.
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Let's put the new coal plants into those nodels, where you
think they're logically going to show up. | realize we
don't have contracts in place and all those things yet, but
it takes the transm ssion lines |longer than, frankly, it may
take sone of the plants to get built. And you know t he
general regions they're going to show up is along the Chio
River Valley and in the Illinois Basin in the east and in
the west it's going to happen in the Rocky Muntains where
the coal is. Go ahead and put those in and you're going to
see a greater need. But if you don't add any of the coa
plants, it may not show the need that's going to show up

t here.

And then finally once that happens we need to
pul | everyone together -- and FERC can take the | eadership
and essentially create in sone cases a national transm ssion
bottl eneck group. Here are the three major projects. W
are going to solve these together. W're going to pull
everyone together and work that out. The states will allow
those costs to get rolled into the ratebase, you'|ll have the
docunentation that says who's going to be the beneficiary.

I f you want to do sone sharing nmechani sm that can be worked
out. But | think it starts with justifying it economcally
first. | haven't seen good studies out there that do that.

Finally, a question that was asked, can there be

part nershi ps between regul ated and unregul ated entities to
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built coal plants? Absolutely. W and AEP are venturing
into a partnership called FutureGen, if that conmes about.
That is one such thing. W've talked to a nunber of
utilities about partnering and two of our mne nouth
projects -- one way to take sone of the bounce out of the
coal price, M. Mrris, is to cone in and join us in the

m ne ownership itself, and then you share all the risks with

us.
(Laughter.)
MR WLLIAMS: Finally, | guess, | see on the
environnmental front. | won't address that. There's a

couple of slides at the back. The technology is there that
nmeets the laws that are out there and go well beyond the
current care regulations that are out there. The technol ogy
is in place, not only 1GCC, CFP is available. And as
opposed to mandating a certain technol ogy, you should | et
the market ultimately short out. |If GE and conpany can
deliver the performance and all the guarantees, ultimately
gasification will be the winner, if they can deliver. But
we don't start by mandati ng which technol ogy and then hopi ng

it actually delivers the econom cs.

Wth that, |1've probably run over, and I
apol ogi ze.

CHAI RMAN WOCOD:  You all are okay. You're the
| ast panel. You can all overrun.
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(Laughter.)

CHAI RMAN WOCD:  Jerry?

(Slides.)

MR VANI NETTI: Thank you. dad to be here
today. | think a lot of ny comments are going to be like
preaching to the choir when you're following the Billy
G aham of the coal-fired transm ssion industry here.

(Laughter.)

MR VANINETTI: | largely agree with Jacob, | do
believe in regional planning. | think blackouts are also an
i nportant aspect of getting transm ssion built, so please,
nore bl ackouts, okay?

(Laughter.)

MR VANI NETTI: [|'m a managenent consultant that
specializes in coal project devel opnent and buil ding on ny
recent experience as principal of RDI's coal consolidation
practice throughout the 1990s, and the last five years |'ve
served as president of Geat Northern Power Devel opnent in
power devel opnment and power project devel opnent activities.
Great Northern is the nation's private coal |andowner and
nost of the reserves are in lignite. Jacob referred to
lignite. That stuff is purely mne nouth because it doesn't
make any economic sense to load it inrail cars. Mne nouth
dictates that you have sone transm ssion, so |'ve been

confronted with transm ssion chall enges, both in MAPP in the
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1 North Dakota region and in Montana, as well as the WECC
2 Most recently in the last six nonths ny clients
3 have included the Wom ng Infrastructure Authority -- where
4 until recently | served as its interimexecutive director.
5 |"ve wat ched the RVATS process, the evolution of the
6 frontier line -- | think that's a positive devel opnent.
7 Wth ny experience and ny perspectives on the transm ssion
8 chal | enges of coal project devel opnment, it's based on hands-
9 on experience.
10 | commend FERC and the Comm ssioners and FERC
11 Staff for bringing us all together. Fromthe perspective of
12 us poor old devel opers out here dealing wth these
13 di sconnects between coal projects and the transm ssion that
14 go along with them-- or nore often, doesn't go along with
15 them |, like Mke, have tried to organize ny comments in
16 response to questions posed to this panel regarding coal
17 proj ect devel opnent with regard to a regional transm ssion
18 pl an.
19 The personal comments that | will provide today
20 do not necessarily reflect the views of any particul ar
21 devel oper, project, or segnent of the industry. These are
22 ny personal hard-earned views. |'ve got four mmjor areas
23 |"d like to touch on. 1'd like to talk about regiona
24 planning. 1'd like to talk about the deficiencies of the
25 open access regulations in place. 1'd like to talk about

N
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1 cl ean coal and tal k about the trade-offs of mne nouth

2 versus near load. Then I'Il wap it up with sone thoughts

3 on what can be done.

4 First of all, with regard to regional planning,

5 two points: regional planning is an essential conponent of
6 coal project developnment required to secure the necessary

7 public and st akehol der support for a project, particularly

8 when transm ssion expansion is required. However, regiona

9 pl anni ng nust be couple with a definitive approval and

10 deci si onmaki ng process in order for a coal project and its
11 transm ssion requirenents to proceed, a process which is

12 | acking in regions not covered by RTOs, particularly in the
13 west .

14 Second, coal project devel opnent generally

15 consists of two maj or conponents: that's the coal plant and
16 the fuel supply that goes with that, as well as the

17 associ ated transm ssion and they are both big pills to

18 swal low and it takes a heck of a lot of effort to put them
19 together, as well as noney and tine.
20 They are separate issues but |inked issues and
21 t hose things you have to have the approval and the
22 deci si onnmaki ng processes linked in order for each one of
23 t hese comments to conme to fruition. In order for
24 transm ssion to proceed, clear cost recovery nmechani sns for
25 transm ssion i nvestnents nust be designed. The nechanismis

N
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1 | acking in nost regions of the country.

2 Secondly, 1'd like to touch on the QCATT open

3 access process and how it influences coal project

4 devel opnent. The open access process is well suited to

5 di stributing and adm nistering the increnental capacity that
6 remains in a given transm ssion system although there are

7 consi derabl e di fferences between each transm ssi on

8 provider's systemand their adm nistrative requirenents.

9 However, the open access process is conpletely unsuited for
10 aggregating | oad and expandi ng transm ssion capacity to

11 serve coal projects. It is largely seen for coal devel opers
12 as a deterrent to coal project devel opnent.

13 My experience in Montana and North Dakota, with
14 rate pancaki ng you have a nunber of different entities

15 involved in the transm ssion system (Going through the QATT
16 process, in our case, wth Geat Northern, involved 19

17 different applications to six different entities, sone

18 requiring deposits, sone not requiring deposits. Trying to
19 coordinate that and put that all together is effectively an
20 i npossi ble way to go when you' re doi ng | ong-di stance
21 transport of coal energy. So open access just doesn't work
22 for transm ssi on expansi on.
23 Al ternate nethods outside the open access process
24 need to be developed to facilitate transm ssi on expansi on.
25 Options include DOE s proposed NI ECB process and the third-

N
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1 party financing concept that has been batted around in the

2 | ast couple of years worth of energy.

3 W have sone successful Western precedents al ong
4 these lines. First and forenost is Path 15, a

5 public/private partnership involving WAPA and TranskEl ect.

6 It's really the open process out there to bypass the QATT

7 process. And hopefully the Frontier line, which is proposed
8 to take coal power and wnd fromWomng to California and

9 drop it off in Uah and Nevada as well.

10 Next, | want to tal k about clean coal. There's a
11 perception out there in public -- maybe not in this room--
12 t hat sonehow the industry has the option of either putting
13 clean coal on or putting dirty, nasty coal on. That's not
14 the case. Make no m stake, any new coal project is

15 requi red, underscored, to use clean coal technol ogy,

16 i ncluding the repowering of existing coal-fired power

17 plants. There are no options here. You've got to go

18 forward with best avail able control technol ogy.

19 There are two primary commercial alternatives
20 that exist. One is advanced pul verized coal that's been
21 tal ked about here this norning. Roy fromthe East Kentucky
22 Power Cooperative tal ked about circulating fluidized bit, or
23 CFB, technol ogies. Both of these are proven technol ogies,
24 they offer state of the art em ssion profiles and
25 efficiencies using proven commercial technology. Pulverized

N
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coal generally cones in increnments of 500 negawatts or
|arger to give it economes of scale. CFB, the |argest

built thus far is 300 negawatts in the US So if you're

adding small increments, CFB nakes sense. But if you're
given to economes of scale, |like Jacob is | ooking at doing
W th Peabody in Western Kentucky in Illinois, you | ook at,

what, a 750 nmegawatt pul verized coal unit.

Next IGCC, that's clearly the future for coal -
fired generation but it has not yet been commerci ali zed.
It's being considered for a handful of installations in
regul ated states if the local PUC s can be convinced to pass
on risk and the higher cost to ratepayers. Fol ks have gone
down this path in a couple of places in Wsconsin and
Arizona; in both cases, the PUC s there have not seen fit to
saddl e ratepayers up with these risks and uncertainties.

W' ve tal ked in a nunber of cases today about penguins
standing on the edge of the cliff, and I think the first
speaker nentioned that there m ght be a shark in the water.
Wl |l who wants to go off a cliff first and find out if
there's a shark there or if there's a whole ness of sharks
there. There will be sone people forced off the cliff, sone
of themw Il go wllingly, but I think there are sone sharks
in the water, too. W've got to proceed carefully. Just so
long as it's not ny penguin going off the cliff.

Lastly let's tal k about m ne nouth generation.
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Jake's touched on that sonmewhat already but |'ve got a | ot
of experience in mne nouth projects. Fromny perspective,
they offer | ow fuel costs largely insulated frommarkets and
price fallouts. You don't have the railroads in the mddle
taking all they can out of the markets.

A m ne nouth operation can be set up for a | ong-
termcaptive situation and provide a lot of insulation from
these market risk issues and al so provi de econom ¢ sti nul us
in thinly-popul ated regi ons where coal is generally found
and where they are supportive of devel opi ng new coal -fired
power plants.

Al'l of these issues are noot if you can't put the
transm ssion together. Mst mne nouth projects are at
greenfield sites. That's a challenge, because you have to
develop the infrastructure, i.e., transm ssion. Exanples
abound in the Wst and the M dwest, particularly Peabody,
Great Northern's got a couple of projects in conbination
with Keawitt. Black Hlls has got a couple of projects with
the North Anerican Power group in Wom ng and Si pe-D ne down
in the Four Corners region. There are a nunber of others,
but these are all greenfields operations at m ne nouth.

Now near | oad projects, they trade the
elimnation of transm ssion uncertainties for greater
exposure to coal market and rail transportation risks,

provided that the |ocal airshed will allow generation
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em ssions. Mst near |oad projects are in brownfield
situations; they mght have been built 20 or 30 years ago.

It needs to be retrofitted with nodern pollution control
facilities. |It's probably an easier circunstance to devel op
a browmfields site, despite the fact that you're exposing
yourself now to coal market price risks, price volatility,
and getting worked over by the railroads.

West ern exanpl es include XL's Comanche pl ant,
| ooking at retrofitting and adding an additional unit, and
Puebl o, Col orado, the tri-state G&T's operation at
Springerville and Arizona. There are a nunber of other
exanpl es. Duke just announced a couple of simlar
facilities in their service territory. Upgradi ng existing
old facilities creates sone airshed and creates generating
by retrofitting with larger facilities.

Wil e the econom cs of mne nouth generation tend
to be substantially nore favorable than near | oad
generation, transm ssion uncertainties and the difficulties
in expanding the transmssion grid tend to force the higher
cost option of near |oad coal-fired generation, because you
can't put the transm ssion together, that neans ratepayers
pay nore. That's an unfortunate situation, so what can be
done?

|"ve got a David Letterman list of the top 10.

|"mnot quite sure what the order is. But first and
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forenost, regional planning is inportant for both generation
and transm ssion, particularly in regions that aren't
covered by RTO s.

Secondly, the open access process has got to be
wor ked over or just bypassed; it just doesn't work for coal -
fired generation where you' re addi ng bi g chunks of
additional generation to the transm ssion grid where there
isn't any capacity. You need consistent open access
procedures to the extent you' ve got to use it. Sone
conpani es, sone transm ssion providers require deposits up
front, others don't. They' ve got different ways of handling
their systemplanning and their feasibility studies. Wen
you're doing nulti-state work through three or four
pancakes, you know -- if you knew you were up against this
when you were starting to devel op a coal project, you' d just
go home, put your noney in the bank or invest it
internationally or sonething.

O her alternatives to third-party financing
shoul d be considered. It's interesting to see a nunber of
states, particularly those in the West, have junped into the
void left by the problens of transm ssion by formng state
transm ssion authorities. The Womng Infrastructure
Authority has taken the lead there. They're the first
organi zati on out of the chute to create a transm ssion

authority. They've got a billion dollars in bonding
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authority. Steve's got a budget this year of $6.6 mllion
to spend to effectively do developnent in the void |eft by
vertically-integrated utilities junping into that void.
That's a positive devel opnent. Womng started it. Mntana
has given it sonme thought. North and South Dakota, the path
there. Kansas got there. | think New Mexico is in the
process of creating one as well, and there are sone ot her
places in the country that that's going on. So | viewthat
as a process of devel opnent in the absence of conplete
transm ssion regul atory reform

| woul d echo sone comments about giving FERC
back-stop citing authority for transm ssion projects
involving multi-state corridors. Another inportant one is
the elimnation of the jurisdictional issues between public
and private entities.

Next on the shopping list is hel ping devel op sone
new transm ssion products that nore fully utilize existing
capacity. |'mtal king about priority firmor contingent
firmand priority non-firmtransm ssion products that wll
hel p not only wind but sone of the other generation
resources. W ought to get the best uses we can out of our
exi sting transm ssion system before we've got to go out and
t hrow noney at inventing new transm ssion.

Next on the list is coal and wnd. Chairnman

Wod, that's probably where you renenber ne. 1've been the
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coal and wnd guy up in North Dakota. W had coal, we got
wi nd, and we think there's an el enment where the two fit
t oget her.

I think one of the previous speakers touched on
the fact that these intermttent resources can justify their
own transm ssion, so we're in a situation here where coal is
effectively creating the transm ssion path that woul dn't
ot herwi se be available to wind. Coal is wind s golden
goose.

Regi onal standards for cost recovery so the
financing can proceed; that's probably nunber one on the
list.

Then last is provide incentives for independent
entities to develop transm ssion. There are at |east three
i ndependent transm ssion conpani es that have cone forward:
TransEl ect, National Gid, and | TC have all gone out there,
t hey' ve all bought transm ssion conpanies. Only TransEl ect
has gone ahead and done a greenfield project on Path 15. |
think they're all poised to be able to do sonething, but the
stars have to be aligned.

And 1'll leave you with a final thought: it is
that transportation is required to nove our nation's vast
and cost-effective energy resources, any resource, from
renote regi ons where these resources are generally | ocated

to donestic custoners |ocated in popul ation centers. The
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hurdl es of transporting natural gas, oil, and coal have been
| argely overconme as the siting and construction of pipelines
and railroads is a relatively unconplicated project-driven
process, it just requires noney. However, the nost cost-
effective energy transportation node of all, transm ssion,
has not been expanded due to the void left in regional
transm ssion planning resulting fromthe md-1990s efforts
of utility deregul ation.

Consequently | woul d encourage FERC and the state
utility comm ssioners to stay the course in your efforts to
facilitate regional transm ssion planning and to conplete
transm ssion policy reform

Thank you.

CHAIl RMAN WOOD: Thank you, Jerry, for all those
good concrete suggestions. | think that's fertile ground
for us to work on.

D ane?

(Slides.)

M5. LEOPOLD: Thank you, M. Chairman.

Fuel diversity is an inportant factor in
pronoting overall systemreliability. The generation market
design and the transm ssion planning processes both can pl ay
inportant roles in facilitating this goal. The ability to
permt and construct a new coal-fired facility is very

difficult and gets nore challenging. For certain |oads,
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econom es of scale normally dictate that a devel oper build a
| arger plant. However, the ability to interconnect |arge
new generation in the right place is challenging.
Transm ssion interconnections are often 5 to 10 percent of
the total plant capital cost.

"Il try to give an appreciation for a few of the
i ssues faced when choosi ng between different sites. First,
closer to load. The ability to obtain required air permts
is normally nore difficult and it's nore likely to be in
non-attai nment or severe non-attai nment areas. Public
opposition is often higher. Traffic is higher, being closer
to population. There are likely fewer coal delivery options
and transportation is nuch nore expensive to the |oad area
on a delivered-price basis. There's greater difficulty
getting | and access for transm ssion and rail
i nterconnections. The plan design itself is often nmuch nore
costly. Land costs, space issues -- including ash and
scrubber byproduct disposal costs, |abor costs, and noise
control are just a few exanples. Access to water is usually
much nore difficult. However, the plant is nore likely to
have a mnimal or positive effect on the transm ssion system
with | ess costly upgrades and the value of the plant from an
LMP perspective is likely to be nuch higher closer to | oad.

Closer to mne nouth, siting issues are far nore

likely to be with the transm ssion than the plant. There's
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1 often greater than 50 mles of transm ssion needed to get
2 onto the high-voltage system and obtai ni ng the needed
3 rights-of-way can be difficult. Milti-state route permts,
4 as we've heard already today, are nore likely to be required
5 with related potential for schedule delays. Additiona
6 reinforcenents will likely be required on the high-voltage
7 systemin order for the generation to be able to serve the
8 desired |l oad area. Mnes are often |ocated in nountai nous
9 terrain, leading to high transm ssion construction costs.
10 However, fuel transportation, of course, should be less. A
11 pl ant owner can elimnate at | east one wheel of
12 transportation costs, and the likelihood of interruption
13 fromtransportation is |ess.
14 On the other side, the plant owner may have a
15 risk of being the sole supplier. An issue in the mne that
16 the plant is dependent upon can shut down the entire plant.
17 H gher electrical |osses are generally incurred when the
18 generation is located renote fromload. This nmay nean
19 greater overall fuel usage and plant em ssions for each
20 kil owatt-hour generated. Reactive power is generally
21 provi ded nore effectively close to | oad, so renote
22 generation may have |l ess value in this respect. The value
23 of the plant being sited far away froml oad can be
24 considerably di mnished. Like any power plant devel opnent
25 project, choosing a site is a function of mnimzing the
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capital costs and maxi m zing the |ong-term plant val ue and
flexibility, and this can be a very conpl ex process.

Cl ear and open regional transm ssion planning
procedures are key benefits of RTGs. Wthout proper market
signals and a properly-planned transm ssion system
generation will not be built at the right time where it is
needed. RTGs see the big picture and can determ ne which
upgrades contri bute the nost adequate reliable and econom c
expansi on plan to reduce congestion and inprove reliability
for the entire region. Since an RTO has its regional view,
it is able to provide a conprehensive i ndependent generation
i nterconnection process that is integrated with the overall
regi onal plan.

Regardl ess of the economc justification for the
new generation built, a strong transm ssion expansion
pl anni ng process can enhance access to existing coal-fired
generation and inprove fuel diversity. However, better
aligning the generation market design and transm ssion
pl anni ng processes would help pronote future fuel diversity.
The transm ssion planni ng process, quite understandably, is
focused on reliability issues on the grid rather than issues
of generation and fuel diversity normally. New generation
normal |y directs what the transm ssion provider -- through a
gueue request for a specific plant, interconnection of new

facilities is typically sufficient to access the grid in a
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reliable fashion but nmay not serve to truly inprove access
of the transm ssion grid to | oad.

Capacity markets and the RTEP processes are in
many ways simlar but are not necessarily sufficiently
linked. Both processes are |ooking to find the nost
efficient way to neet reliability needs through transm ssion
generation or |oad solutions. Real-tine operation of
whol esal e markets and the transm ssion system depend upon
devel opnment of a necessary infrastructure in advance.

There's a great deal of uncertainty in building
new coal -fired power plants, including future environnental
and capital risks. Meanwhile, we have yet to see a clear
path to recover the costs. |In addition, it remains very
hard to predict nodal price. A plant owner nust be willing
to take nerchant risk with a substantial anount of
uncertai nty surroundi ng when and where congestion on the
transm ssi on system nmay change over tine.

W support the continued evol ution of capacity
and energy markets as a neans to provide signals for
generation, but longer-termforward signals would allow for
nore certainty regarding the | ong-term high-capital
commtnent to a power plant. Current proposals are a step
in the right direction but need to be strengthened over
time.

Thank you.
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CHAI RMVAN WOOD: | guess |I'Il hold that thought
before I'll conmment, but the current proposals --

M5. LEOPOLD: On the capacity market design,
LICAP, RPM as they relate to sone of these.

CHAI RMAN WOOD: Thank you, D ane.

Last, but certainly not least, M. MacCourt.

MR. MAC COURT: Thank you

First of all, Chairman Wod, Comm ssioner
Brownel |, thank you for inviting the Dine Power Authority, a
Navaj o Nation enterprise, to this neeting to discuss the
critical role of Indian tribes in the United States -- in
particular, the Navajo Nation -- in neeting the needs of our
nation's high-voltage transm ssion infrastructure to
facilitate fuel diversity and, in particular, clean coa
devel opnent .

Before | get going, just a couple of notes. CQur
general manager, Stephen Begay, sends his regrets that he
was not able to be here today. H s daughter is graduating
from Northern Arizona State University and asked ne shoul d
he be in West Virginia or in Flagstaff, and | said be in
Flagstaff, for sure. But he doesn't express any |ack of
i nterest.

A coupl e of notes on sonme of the comments that
our panel dealt with, then we'll dive into really the

subject that | want to talk about, and that is sone projects
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fromlndian country that | think both answer many of your
guestions and denonstrate how a partner |like an Indian tribe
can help neet both of these needs, infrastructure that wll
facilitate devel opnent.

Jacob talked a little bit about nodeling and |
can't underscore that point enough. Mddeling that doesn't
track actual current conditions can sonetinmes be worse than
no nodeling at all. 1It's sonmething that shows up in so many
different regulatory processes that it's critical that we
keep our eye on how to keep track of what current conditions
are. That's not to say that today's spot prices are going
to reflect what happens next year, but we have to have a
bal ance between the probable nodels and the determnistic
nodel s.

Part nershi ps are happening out there, public and
private, and a variety of different mxes in all of that.
Hopeful ly today you'll |earn about one between | ndi an
country and the private sector. Sonebody el se remarked, and
| apologize, | can't renenber who it was, but building on
successes i s probably one of the best ways to influence
regional planning. | couldn't agree with that nore.

Lastly, just a note about penguins. If we're
tal ki ng about penguins in the Pacific Northwest, I'd just
nodi fy the netaphor a little bit. |If you junp off the

iceberg, you'd be eaten by a killer whale instead of a
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shark. But, you know, when you've giving that talk, use
t hat appropriately.

CHAI RMVAN WOOD: Didn't even catch it.

MR MAC COURT: | think in the southern
hem sphere there's a | ot of sharks.

Ckay. We've heard a | ot today about the
potential benefits of the Frontier project and the
[imtations of that project fromcosts, time permtting, and
regul atory hurdles. D ne Power Authority has | aunched what
is known as the Navajo Transm ssion Project, which brings
the benefits froma policy perspective |like Frontier wthout
the hurdles. And I'mgoing to go through sone of that
first, then get into a little bit broader perspective
briefly about why Indian country can bring these benefits to
the transm ssion and generation system of coal

The Navaj o Transm ssion Project is a 470-m e,
500 KV alternating current Iine from Northern New Mexico to
Sout hern Nevada to first serve the Southwest, not only the
fastest growng region in the United States, but two of the
fastest growi ng demand centers in the United States, Phoenix
and Las Vegas -- basically a pipeline into Southern
Cal i forni a.

The Navaj o Transm ssion Project is already
permtted, it's closer to nmarket, and has spurred the

devel opnent of a 1500 negawatt m ne nouth coal -fired
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1 generation project known as Desert Rock, which was nentioned

2 here earlier. Dine Power Authority is partnered with Sipe

3 G obal to build the Desert Rock project. Desert Rock

4 recei ved adm ni strative conpleteness for its air permt from

5 EPA Region 9 one year ago. Desert Rock will be the cl eanest

6 coal project permtted in the United States to date, using

7 exi sting proven technology to reduce em ssion of sul phur and

8 nox particul ates, nmercury, and greenhouse gases.

9 An inportant point here -- we can get into this
10 nore if we want later: several people on the earlier pane
11 t al ked about using proven technol ogy, and I can't underscore
12 that nore. This is not CFP, this is not 1GCC, this is
13 basi cal |y stacking existing proven pollution contro
14 technol ogy, including |inestone injection, selective
15 catal ytic reduction, flue gas reduction and desul phuri zati on
16 -- excuse ne -- conbining that with sonething the Europeans
17 have done for decades, primarily because they can't afford
18 to burn fuel Iike we can afford to burn fuel in this
19 country, and that is use supercritical boilers. Stacking
20 the traditional pollution control technology in a smart way
21 with high-efficiency boilers. W are producing 3,000 tons
22 of SO2 per year on a 1500 negawatt plant. That's roughly 10
23 percent of what the existing plants in the Four Corners are
24 currently produci ng.

25 Now | don't want to nmake that sound like |I'm

N
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knocki ng t hem because for the |l ast 15 years they' ve been
reducing the SO dramatically. W were at a neeting two
weeks ago with the National Park Service air quality folks
at Fort Collins and they admtted that they are actually
seeing the difference in the G and Canyon because of those
reductions. That is really, really inportant.

Wnd devel opers are asking to utilize the NTP
The EPA is working with-- and | said the EPA a little
qui ckly -- our D ne Power Authority is working with the
Western CGovernors Association to integrate the Navajo

Transm ssion Project into WGA' s pl anni ng for renewabl es.

| would be remss if I didn't point out one other

thing, which is somewhat unique to Indian country but it
gets lost in the shuffle a bit. Wen we tal k about power
projects, and it really does apply really in all of our
communities. | think the Governor really hit on it best
this norning for the State of West Virginia. Navajo
Transm ssion Project and Desert Rock have the added benefit
of pronoting significant econom c devel opnent to the Navajo
Nation. A few statistics here | think are inportant.

In 2004, 48 percent of the population on the

Navaj o reservation was unenpl oyed. 43 percent of the total

popul ati on was |iving below the poverty |level, conpared with

18 percent below the poverty level in New Mexico. And in

2004 the per capital inconme on the Navajo Nation is $7,412.
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Desert Rock has projected al one to generate approxi mately
one-third of the Navajo Nation's currently declining budget
from projected operati ons comencenent in 2009 through the
year 2033.

There's sonething really significant, you know,
aside fromthe noney. Anybody that's ever worked with
Indian tribes or worked in Indian country knows that one of
the things that the federal governnment has hoped it could
get over time with its investnents with Indian tribes and
its trust responsibility is attracting the private sector
and building on that initial seed noney. That's exactly
what's happening with this project. Desert Rock will create
bet ween 2- and 3,000 construction jobs at peak devel opnent
on commerci al operation. It wll create 200 new famly wage
jobs at the plant and 200 new fam |y wage jobs at the Navajo
mne. That's ny ad for Desert Rock and Navaj o Transm ssion
Project. 1It's one exanple of what tribes are doing that
happens to have the benefit of significant |and areas and
significant fuel reserves. For sure, not all tribes in the
United States are blessed with that, but many tribes are
| ooking at participating in energy devel opnent.

And | have to commend FERC for its outreach nost
recently in the dialogue its starting to create through its
program of working with tribes there. You know about the

successes in renewabl e energy partly spurred on by the
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Departnent of Energy in other areas, and that's great.

By the way, | have to tell you that Ral eigh
W/ son, your person that assigns you to the tribal dialogue,
did a fantastic job out in Las Vegas |ast nonth when we had
our Tribal Energy Southwest conference. She's the reason
|"mhere. It was very well received. It's on the tip of
the iceberg of sonething very big and it's a dial ogue the
tribes understand is at the beginning, but they really,
real ly appreciate you showing up and caring to actually
engage themin conversation.

We urge FERC to support the efforts of tribes
with significant transportation and generation
opportunities. A couple of facts you mght find
interesting. The Navajo Nation is roughly the size of Wst
Virginia, has hundreds of years worth of | ow sul phur coal
reserves. My technical people pick on ne when | say that
| ower sul phur coal reserves and is in a key location to
renove one of the big red arrows that Jeff Wight showed on
his slide in his presentation today in the direction of Four
Corners to Southern California.

Now specifically froma regional transm ssion
pl anni ng perspective, the Navajo Transm ssion Project stands
to inprove operational flexibility and reliability of the
hi gh-vol tage systemto allow i ncreased econom c power

transm ssion to sale and purchases in the region and, as we
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mentioned, will facilitate additional coal-fired generation
to serve growing demand in an area that's relying and
suffers fromoverreliance on natural gas.

Lastly, | just think at a discussion like this
we'd be remss if we didn't renenber that the tribe -- and
we're still trying to develop a national energy policy to
whi ch these projects fit in very well. Modernizing energy
infrastructure, increasing energy supplies and fuel
di versity, accelerating environnental protection and
increasing U S. energy security is all of what we've been
tal king about on this panel, as well as the Navajo
Transm ssion Project and Desert Rock.

The Western CGovernors Associ ati on has done a good
job in trying to take the planning process into a nore
focused regional |ook and trying to identify where the
bottl enecks in the systemare, how to understand and i nprove
the timng of transm ssion and generation projects, how to
pronote fuel diversity at the state |evel but add kind of a
regi onal planning overlay to that, and how to guarantee --
or at |east help guarantee | ong-term generati on adequacy are
all again futures of these projects.

["I'l end ny remarks there. | want to thank you
for specifically, as | nmentioned, including Indian tribes in
this discussion. W look forward to working with you and

answeri ng your questions.
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CHAI RVAN WOCOD:  Boy, they just get better and
better. You all are a great panel.

Let's start, Mke, with you. 1GCC. Certainly,
Jerry, your speech to the choir kind of left a mark, and
t hi nk, Jacob, you said it too: let the market pick which
technology is going to be the outcone. |[|f the governnent
says we want it to be this clean or cleaner, which it has
recently done, that's the bogey under which you have to
shoot .

| know sone of your states are bundl ed, sone are
unbundl ed. How do these unbundl ed states, which do kind of
go here -- not including West Virginia, but go up toward the
Nort heast, how in an unbundl ed state would a utility or even
a Peabody type nake a long-terminvestnent that has sone
hi gh costs up front. [|'mthinking about nuclear power, too,
actual ly.

MR MORRIS: Pat, that's an excellent question.
| don't know. Let ne back up for just a mnute and say |'m
sorry | didn't include nuclear in ny diversity of fuel
because we do believe in that, although that's not in the
recipe for Anerican Electric Power. |'ve had a conversation
with the John Roes of the world and the other major nuclear
pl ayers. Every one of themare saying is if they were --
could apply for a new station, they would do it in a

jurisdiction that has rate of return. Wat we're asking in
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1 our jurisdictions -- fortunately, in Kentucky it's still a

2 bundl ed state. Wst Virginia is a bundled state. Chio is,
3 however, an unbundl ed st ate.

4 W' ve asked the Public Uility Conmm ssion of Chio
5 to step out of the box and find under the provider of |ast

6 resort authority, the opportunity to approve a regul ated

7 rate of return power plant going forward. First off, in

8 today's world, I don't think you can raise the capital for a
9 billion dollar nmerchant plant. | think the capita

10 investors, working off of a bad nodel of natural gas being
11 $2 a mllion Btu's as far as the eye can see, went into a

12 real heavy storm and | don't think you d see them repeat

13 that performance. | don't think you' Il see a nmmjor nmegawatt
14 br eakt hr ough cl ean coal and/or new nuclear built into a

15 jurisdiction that does provide for that kind of regul atory
16 treatnent. That is just, | think, the reality that we al

17 face.

18 | guess | say that in one sense. |If you went

19 back to PURPA and you coul d denonstrate through a PURPA
20 process that you' ve got a contract, that really is the
21 W sconsin nodel. Wsconsin Electric Power Conpany is not
22 going to be the owner of the power plant that's built there,
23 and one of the panelists was right in that they chose not to
24 go I GCC only because they didn't have enough data in front
25 of them if you listen to Wsconsin conm ssions. Wat they

N
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are doing is building an unregul ated plant with a 20 year
contract that has a stairstep in the rate structure of the
energy delivered fromthat plant.

So there are ways to do it. | just think that's
the kind of assurance we're going to need. There aren't any
nore, | don't think, $200-, $300 mllion power plants that
you can build and they will conme. | don't think that nodel
is there.

MR WLLIAVS: 1'd like to kick that around a
bit, because Peabody will build what | call an unregul ated
plant; I will call it nmerchant. You build it and have no
forward sales to support it. Peabody is partnering with an
entity that represents a partner in the project. If you
have | oad-serving entities taking ownership positions in a
project, the share that Peabody will own will be forward-
sold from10 to 30 years. That will support financing with
| oad-serving creditworthy entities. So it isn't
unregul ated. | divorce it fromthe word "nmerchant,"” which
is purely speculative with no long-termcontracts. That can
be done.

CHAI RMAN WOOD:  Those entities you' re nentioning
that don't have unbundled retail service, how does the
retail conpetition nodel work with these?

MR. WLLIAMS: The one interesting thing is we're

building a plant in Illinois -- Illinois is going through
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1 its deregulation process and I will point out their auction
2 mechani sm excl udes any new plants |ike our fromever bidding
3 inuntil we're built. It's a three-year auction. How can a
4 plant that isn't going to conme on-line for five years or

5 four years even bid in and hel p support financing? You

6 can't do it. The only way you can is if the industrials

7 underneath there | ook out and realize the problemthat's

8 occurring -- and sone of themare -- and say |look | need to
9 lock in for long-termsupply at a fixed price. You're not
10 going to have small consuners, it's going to be an

11 i ndustrial custonmer who recogni zes the energy problemthis
12 country's facing. Qherwi se, the mgjor of consuners in

13 II'linois continue to buy power, whatever the gas prices

14 yield to themin heat rate, that's it. So you're right. It
15 does exclude nost of the market unfortunately. But in our
16 case there are enough mnunici pals and cooperatives who need
17 power and there are enough parties |ooking to | ock down

18 long-termfixed prices and that's sonething we can do.

19 CHAI RMAN WOCOD:  Are there any -- you all are --
20 all the panels were practical but 1'll say you all are the
21 co-devel opers, conpani es of various sorts who have certain
22 specific interests in this -- or Jerry, in your case,
23 certainly know edge about it. \Wat are sone kind of |ow
24 hanging fruit opportunities here? 1've kind of been waiting
25 for 10 years for us to have a national energy policy that's

N
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actual ly other than an announcenent of one.

(Laughter.)

CHAI RMAN WOOD: | just think we've got to start
maki ng it happen, and | do think this is what we tal ked
about in North Dakota with a renewabl e coal m x perhaps.
What the crowd out in the West is doing with the frontier
line, which has got sone state nuscle in the arns of four
governors behind it.

Wth regard to the infrastructure authority, the
old mechanism it's working against the new nmechanism The
Sout hwest Power Pool said this is exactly how we're going to
pay for it and there's this big long laundry |ist and not
maj or projects, but altogether they will certainly help us

reduce a | ot of congestion within that system

You' ve got sone specific projects out there -- we
heard one this norning fromPIJM Wanting to drill deeper on
that, | expect in the com ng weeks and nonths, we wll. But

fromthis panel, are there any specific thoughts of things,
opportunities we can start talking about with state
comm ssi oners and federal agencies that are involved or

st akehol ders that are going to help you pay for it, any
particular things that cone to mnd here that anybody wants
to kick out? Qur |ast speaker did that in the Navaj o region
but it's one we've heard about before. Wat could be done?

MR WLLIAMS: | won't be shy in terns of the
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projects. | think the nountai neer concept, if you go back
to ny Ni ke swoosh and all of that, that neans sol ving
exactly that problemand junping on. There's the build all

t he way across Pennsylvania -- which is a big project, there
are actually snmall pieces fromWst Virginia to Virginia or
inside Virginia -- that actually attack part of that problem
imediately. It frees up existing coal plants. There's

| ots of ways coal plant can be built. They're sitting in
ECAR

CHAI RMAN WOOD:  Are those the ones you referred
to, Jacob, that have the | ower capacity?

MR WLLIAVS: Absolutely. That's right. You' ve
got the sane issue, frankly, going on. You' ve got the big
AEP system and the TVA system separated by about 70 m | es of
| ow-voltage stuff that don't tie Rockport to Paradi se
together, a big, big interstate waiting to be built, the
Rockport and the TVA Paradi se system It essentially
bridges the gap. There's sone gap bridging that could be
done that frees up existing coal and gets theminto the
other regions. So | think froma project perspective there
are sone things that can be done. Wether, you know, we
have the ability to actually bring the states together to
make that happen, | don't know.

MR MORRIS: | would argue that part of what you

heard today fromthe PIMis again the appropriate way to go
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through this. It is the regional transm ssion planning
concept to identify those bottlenecks that are there. And,
as you really did, Pat, you and I and | SO New England with

t he Sout hern Connecticut problem it was identified as one
of the regions that had to be de-bottl enecked, as was Path
15, and people cane forward to build the answer. [It's taken
time, because in New Engl and everything needs to be
underground. It's taken a trenmendous anount of capital.

But the facts remain, you identify those places -
- and again, | think it's fair for the incunbent to have an
opportunity to de-bottleneck that systemthenselves. |If the
process begins through the RTO wth the FERC standi ng
behi nd an application to build it, I think you're going to
see a lot of people step into that space.

I know there's been al nost a national fear that
we've all stepped away fromtransm ssion investnent for any
one of a nunber of reasons, sone nefarious, sone not. |
really think -- and you've heard ne say this many tines
before, I think it's sinply two things happening. One, the
road map was unknowabl e, and so what we did for a decade is
we collectively put our capital to work in environnents
other than the United States. And what nost of us found out
was that was a really bad bet and we're all now back hone
and eager to put capital to work to continue to build out

the infrastructure because at the end of the day | really
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believe that we all want this systemto be open.

The beauty of an open system-- and this is
somet hi ng we had before in every one of the old NERC regions
or the power pool regions, you always dispatch your | owest-
cost transfers and your highest-cost transfer and everybody
got the benefit of that. Wat we're trying to create and
what | think we're trying to create in the conpetitive
mar ket pl ace is what you get in a conpetitive narket pl ace:
CGeneral Mtors needs to buy 2500 negawatts nationally.
They're going to get soneone to bid into that supply process
because they know the grid' s open and they can satisfy those
demands from any one of a nunber of points of supply. |
think we'll get there. | know maybe you and | depart on the
issue. | still don't think nomand dad at the retail |evel
want to buy energy for anybody but their own town utility,
and if we bid that out and we do it by auction or however we
do that as we go forward, that may be anot her day.

I think when you get into environments where the
provi der of |ast resort, the average honeowner, the average
real residential retail customer would just as soon play in
that world and hope that the state regul ator and those
others who play into that cycle of rate control are doing a
good job of helping to ensure that they' re giving | ow cost
suppl y.

CHAI RMAN WOOD: | woul d respectfully di sagree on
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that, but nmy current job doesn't have to go to that |evel.
But | think there's a lot that is left as far as | ow hangi ng
fruit.

D ane, you've been a little quiet. Anything that
comes to mnd as far as an early achievable to try to nove
thi s agenda forward?

M5. LEOPOLD: | guess the one thing |I'd observe
isreally in many ways it has continued to nove forward.
There was a very large generation build that went on at the
same tinme that LMP markets were just starting actually to
provi de signals to expose congestion in a nore transparent
way. Wil e everybody was focused on buil di ng new
generation, I'mnot sure a | ot of people were focused on
where is the transm ssion congestion, because we didn't have
the signals there. Meanwhile, | do think a |lot of processes
were developing: RTO s were getting |arger, the regional
pl anni ng process is getting nore robust, and nowit's tine
wi th enough generation and with the LMP signals to be able
to expose where the transm ssion issues are, to be able to
have the RTOs nore effectively respond to it. That's the
positive. The negative side is nore the |ong-termcl ear
certainty of those signals to be able to respond to it in
| arge capital investnents.

CHAI RVAN WOOD:  Let's take one. There is this

proposal from PJMtoday, there's a big swath that goes
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1 t hrough Dom nion's service area. | wonder what |evel of

2 process needs to happen prior to Dom nion going to the

3 Virginia Corporation Comm ssion and saying I want CCN to

4 build this.

5 M5. LEOPOLD: From a regional transm ssion

6 pl anni ng perspective, I'd like to defer to our transm ssion
7 pl anni ng expert on that, if you're willing to. |'mnot the
8 regi onal transm ssion planner.

9 CHAl RVAN WOOD: Do you need ne to repeat that, or
10 do you have it?

11 MR BAILEY: |If you would, please.

12 CHAI RMAN WOCOD:  What needs to happen -- again,

13 you're a transm ssion owner, the newest one in the club

14 think in PIMnow. Congratulations on that. Wat does it

15 t ake between |i ke today's announcenent and you guys or your
16 conmpany wal king to the Virginia Corporation Comm ssion to
17 get a siting approval for a CCNto route this project across
18 Virginia? Wat needs to happen, both kind of nentally as
19 wel | ?
20 MR BAILEY: | think nentally, both for Dom nion
21 and for us to be able to express that to our state
22 corporation commssion, the siting and all that group, is
23 what are we getting fromit, what is the benefit? Wat is
24 the benefit to the Virginia transm ssion system what is the
25 benefit to the Virginia custoners? 1It's going to be proven

N
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to ourselves first what that's going to buy, so that we'l]l
buy into it and we can convince our own state and | ocal
comunities. Wat is this, you ve got this big expressway
now com ng through this area, what are ny benefits fromit?
It looks like it's starting over here in Wst Virginia and
it's ending over here really, nore out of Virginia, but
along the way what is the benefit going to be to our | ocal
area and our |ocal econony and how are they going to help
the energy prices and so forth?

CHAIl RMAN WOOD:  What if -- if Virginia were an
i ncidental beneficiary but the benefits may be over across
the bay in Maryl and and Del aware, does that nake it
i npossible to get approval ? Say there were sone benefits
but maybe not -- again, the predom nant benefits go outside
t hat state.

MR BAILEY: That's a difficult question. |
don't think it would be inpossible. | think it would be a
very difficult question.

CHAI RMVAN WOOD: | think the types of things we've
tal ked about all day are really multi-state regional type
projects that would have to be dealt wth.

MR BAILEY: Even a project like this, if it does
approve the superhi ghway, even though it nmay not drop al ong
the way, there could be sone long-termbenefits if it does

hel p alleviate sonme of those bottlenecks that we tal ked
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1 about earlier this norning. A superhighway could alleviate
2 that, so there could be sone residual inpact that this
3 facility would bring. So I think you mght be able to find
4 some benefits for sonething like this. Once you've
5 convi nced yourself that there was a regional inpact, you
6 could express to the stakehol ders, that would help you with
7 t he signing.
8 CHAI RVAN WOOD: | agree. | think that's a fair
9 response. At this stage, it's not a specific project. But,
10 you know, | think I wll just say | do remain concerned
11 about the ability to get kind of over the finish line on
12 some of these projects because the track record has not been
13 really great on interregional transmssion. | think all the
14 ones we've tal ked about with the gentlenman from SERC, those
15 will get built, but |ocal custonmers and generators, the
16 interregional stuff, is really what is the potentia
17 econom ¢ devel opnent for this state and for Kentucky as far
18 as the states that are producing, and there are sone
19 benefits in the states that are consum ng. There nay be
20 states in the West.
21 MR BAILEY: Fighting the | ocal push-back is
22 going to be difficult.
23 CHAl RMVAN WOOD:  But you all invested in DG for
24 the short term
25 MR MORRIS: Again, M. Chairnan.

N
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CHAI RMAN WOOD: Thank you very nuch for com ng
up.

MR MORRIS: This is going to take nore tine than
any of us want. But that project, any one of those projects
should be filed with your Comm ssion and approved by your
Comm ssion and ultimately you nove the rates through at the
retail level, at the state level, if you nust. |If it's a
singl e owner of that access route, you would do as we do
with much of the revenues fromthe 765, you' d share it back
as a credit to the cost of service so that the Virginia
Cor poration Comm ssion could say our retail custoners are
getting sone benefit from having done that. Set aside the
benefit that as | heard this norning Governor Mbore saw SO
many decades ago, that Governor Manchin tal ked about today,
coal by wire out of West Virginia. And | appreciate that
the nodel isn't there yet but | heard a great quote the
other day: that is that good ideas will overcone opposition
if you just hang in there |Iong enough. These are really
good ideas and it -- as you know, because we've had this
conversation many tinmes. You and | both grew up on the gas
side. Wen you put an interstate pipeline taking gas from
the Gulf of Mexico to New York Gty and it runs through
Virginia, zero benefit, but it gets done because it's in the
better interest of the coterm nus 48 states.

CHAI RMAN WOOD:  Since you led with that -- she
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was there long before | was, | was a | ateconer to the FERC
primary siting jurisdiction --

MR MORRIS: | apologize for that, Conm ssioner.

CHAI RMAN WOOD:  All right. Oher folks here on
t he panel, Comm ssioners and Staff, questions for these
panel i st s?

MR THOVAS: Just a couple. M. Vaninetti was
going through a litany of 10 things that could be done.
Down the path of |ow hanging fruit, why don't you run
t hrough agai n the consistent QOATT procedures? Wat coul d be
done sooner rather than later if this hel ps nove along the
pl anni ng and expansi on process?

MR, VANINETTI: | think you have to go away from
t he open access process. You've got Path 15 out there as a
precedent. You've got sone good discussions going on in the
Congress, in the energy bill for third-party financing.
You' ve got the NIETB process. |1'd |like to see any or all of
t hose things nove forward so you' ve got an alternative.
think that's where FERC plays a major role is in the
i nterstate business and you have to take the big picture
here. It can't be done wth the individual transm ssion
providers. You can't add up these pancakes and you can't
get a deci si on nmade.

MR. THOVAS:. That's what you neant by the

consi stent procedures between the QATT?
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MR VANI NETTI: You're never going to be able to
hammer that -- well, maybe you can hamrer out a consi stent
procedure. My viewis that the QATT process just isn't
suited to pipelines or transmssion. This is sonething
that's in a bigger issue, truly nore in the |ap of FERC

CHAl RMAN WOOD:  Again that's primarily because of
rat e pancaki ng?

MR VANI NETTI: No, again, we went through 19
different applications to be able to take power from Montana
to the Pacific Northwest. You' ve got six different entities
in our case that filed on it. Each one has a different
procedure, a different way of processing you through the
feasibility studies, the systeminpact studies. And none
of this stuff correlates. It's not done simultaneously;
it's two steps forward, one step back and collectively you
have nothing. You' ve spent a bunch of noney putting deposit
nmoney down and you don't have a clear path for
deci si onnmaki ng.

CHAI RVMAN WOCOD:  It's the one-stop shop type of
aspects that you need within the larger region. That could
be done w thout an RTO

MR, VANI NETTI: Yes.

CHAl RMAN WOOD:  That's hel pful to hear that. W
actually haven't heard that fromthe specific people who

have to live, not just paying the pancakes, it's the
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pancaki ng of procedures and applications.

MR VANINETTI: Chairman, you're trying to divvy
up whatever remaining capacity is left on the existing
system That's where | think open access fits, when you're
tal ki ng about maj or expansion. None of that stuff should
apply. But in the absence of any conpletely formul ated
transmssion reform that's what you're left with

CHAI RMAN WOOD: | think the Comm ssion kind of
hit that brick wall in 1999. That's why they went the RTO
rout e.

We'll open it up to the audience. Any questions
for this panel here?

MR DOUAAS: M nane is Stratford Douglas. |'m
a professor of economcs at West Virginia University and
at one tinme was on the FERC Staff, too.

Hearing the remarks of M. Mrris and the
questions you asked al so, Chairman Wod, about how can we
possibly leave it to state ratepayers to provide the
necessary guarantees? You' ve got to get confort where you
can, it's a cold world out there, and these are big
projects. But, you know, one of the reasons why we did this
whol e open access market-driven process was to try to get
big plants built. | renenber that as being one of the
reasons why, in the wake of Public Service of New Hanpshire

and the fact that states can't provide the guarantees -- or
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they won't -- if the project goes south. And | wonder,
these are regional projects and |'mnot sure if West
Virginia ratepayers want to guarantee a project when we're
al ready exporting three-quarters of our power anyway. Wy
shoul d West Virginia ratepayers take on any risk to build
new power plants? This is nore of a regional issue and
shoul dn't we be thinking creatively about how many regi ona
entities, if not national regulators, can shape a new ki nd
of regul atory conpact, which is what we tal ked about, |

t hi nk.

CHAIl RMAN WOOD: The potentials of jobs and
property tax benefits from having those plants here rather
t han exporting the extracted coal by rail to sone other
pl ace, are those not significant?

MR DOUGLAS: They certainly are, but where do
the benefits flowto. |If what you're looking at is a
traditional rate of return regulatory process, what you're
| ooking at is how do we keep rates |low? W' ve already got
just a huge stock of generation here. W're producing nuch
nmore than we need in the state. Wiy should we be buil ding
new, nore expensive capital and rolling that into our rate
structure? | can certainly see that | think the previous
governor -- that we're saying about building power plants
and sending it out by wire, actually states financing that,

as | recall, | wasn't here at the tine but | think that
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there may be ways for states that would |i ke to provide
guarantees and certainly we're going to dig up the coal,
we're going to clean it up, and we're going to burnit. W
expect to do that. W know that's what's good for West
Virginia business. But do you guarantee it through the
traditional process or do you do it in new ways?

CHAl RMVAN WOOD:  Any thoughts on that?

MR MORRIS: You really could do it a new way if
t hat woul d be the choice of the state. You could take the
approach that Peabody is taking, you, the State of West
Virginia, would build a power plant for the benefit of
m ni ng your coal and taking your coal to market. For you to
create the capital to do that, no different than anyone
el se, you'd have to have sone contractual relationship with
some creditworthy buyer so that you could get bondi ng or
what ever done and you could get the kind of rating on it
that you woul d need.

Havi ng been a FERC staffer -- and | don't know
how famliar you are with the way that the AEP eastern fl eet
operates, but a plant built in Wst Virginia would dispatch
into the eastern pool of the AEP custoner base and West
Vi r gi ni a- Appal achi a Power woul d get the benefit by way of
capacity credits by having capacity that they don't need to
satisfy capacity that Kentucky m ght need or that an Chio

m ght need. That's how the benefit works of the way the
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1 pool operates here as well as the assets that AEP owns in

2 t he Sout hwest, the sanme kind of pool dispatch and sharing

3 cost arrangenent. But as to your question, there is no way

4 you coul d go ahead and do that, just as Peabody has done.

5 MR MC CLELLAND: | think I could take a shot at

6 that, too. | think it's a good question and | think it's a

7 fair question but the interconnectivity of the grid itself

8 requires that the regi ons cooperate and work together.

9 Redundancy, in essence -- when you think about the capacity
10 of the grid and the interdependency of the grid itself, half
11 t he requirenments have been reduced because of that
12 interconnectivity. |If you fundamentally changed t hat
13 i nterconnectivity to go to nore of a |ocalized basis, you'd
14 require a significant investnment in the grid itself. So
15 some of the savings have al ready been reflected back to the
16 i ndi vidual entities connected to the grid.

17 M. WIlianms made an excellent point earlier on
18 and it goes to the thene of the conference. As you nove

19 towards coal -fired generation, you nove away from dependence
20 on foreign oil and you al so nove away -- you nove to a nore
21 conpetitive position wth other fuel types, such as natura
22 gas. | think M. WIllians point, at least it wasn't |ost on
23 me, what would be the reflection of the reduction in natura
24 gas prices for all consuners? Traditionally there have been
25 other ways that utilities have benefited by interregi ona

N
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transport through transmssion |ines. There have been
utilities that have used interregi onal conmerce for

transm ssion of energy. And there have been prem uns
associated with that transm ssion of energy that actually
reflect back to a reduction of retail rates, which benefited
t he players thensel ves.

The fundanental issue that you propose is do you
want to build redundancy back into the grid, do you want to
isolate the grid to the point where additional redundancy
and maj or expenditures are then necessary in the grid
itself? | think it's an interesting question, but it's
certainly one that I think can be addressed and | think the
econom ¢ benefits to the regional fol ks, not just the
interregional folks, the fol ks on each end of the
transmssion line, | think it can be denonstrated -- |
believe it can be denonstrated very plainly, not to nention
the inpact on reliability in which everyone suffers in al
regions of the grid. The Northeast blackout, for instance,

50 mllion folks were interrupted. The cost of that

interruption -- one day for sone cases, up to three days for
others -- the cost of industry and consuners for that one
interruption was between $5- and $10 billion. You can pay
for alot of transmssion investnent. |It's worth the cost

for an interruption.

CHAl RMAN WOOD:  Thank you.
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| just want to, before we close out this panel,
say one particular point and it's one |I know the nenbers of
the Congress are interested in as they' re | ooking at gas:
how can we really offl oad demand on gas so that it won't fly
back down the price curve?

Jacob, what you nentioned was very hel pful. |
haven't seen it in our forumyet. How we think it would be
intellectually remss for us going forward to not include
that in cost benefit. That's for that thoughtful and
correct contribution to the debate. But | think one of the
t hi ngs that our push for econom c dispatch on behalf of the
region here and the other regions in the Northeast where you
do use the nost efficient plants and di spatch them properly,
in those gas-fired regions of the country -- including ny
hone state and nuch of the South, California as well --
where we're not maybe efficiently using the gas resources,
we're getting .5 to 1.5 Tcf in a given year, which sure
takes a | ot of steamout of $7 gas. W won't see $3 gas
again, but it would be nice to force it back down the curve

alittle bit.

It's a good point. | appreciate your bringing it
up.

MR WLLIAVMS: One thing that struck ne -- and
attended all the natural gas hearings in the Senate -- no

one actually pointed out by expanding coal into the
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1 Nort heast and another wire into the Pennsylvania area that
2 knocks gas off, that would do sonething. W tal ked about
3 LNG W tal ked about drilling nore and all those things are
4 good. But at the end of the day it's our own resource and |
5 didn't hear that. It was a bit of a shocker to ne.
6 CHAl RMVAN WOOD: W didn't. Thank you for
7 pointing it out here.
8 O her itens for these fol ks before we go to the
9 general sum up?
10 (No response.)
11 CHAI RMVAN WOOD: | want to thank you all first.
12 (Appl ause.)
13 CHAIl RMAN WOOD:  You al | have been maki ng notes
14 for the day, is that right? Do you want to just sunmarize
15 what we've heard? Let's do that.
16 MR. YAKOBITI'S: Thank you, Chairman Wod.
17 Coal is available as an econom cal fuel resource.
18 Regi onal planning efforts will increase generation and
19 transm ssion and reduce bottl enecks. | have put together a
20 few points fromthe di scussion at today's conference that
21 were nentioned as necessary. Wen determ ning which
22 technol ogy or resource to use for electric generation, the
23 focus needs to be what technology fits the |ocation best. A
24 maj or factor that pernmeates all topics is cost allocation.
25 Cost allocation is key to assuring grid devel opnent. There

N
»



20050513- 4034 | ssued by FERC OSEC 05/13/2005 i n Docket#: ADO05-3-000

© 00 N o o b~ wWw N Pk

N N N N N NN P P P R R R R R R
o o A~ W N P O © 00N O 0o h~ WwN O

needs to be an agreenent in which there is surety of cost
recovery and that the beneficiary pays. Al so, benefit
studies need to be clear so that all parties understand the
benefits of building generation and transm ssion fromthe
pl anni ng st ages.

| SOs and RTO s need to have nore pl anni ng
authority. There needs to be nore governance in the
structure of voluntary regional planning groups. State and
federal collaboration is necessary at the early stages of
t he planning process to drive expansion rather than waiting
for approval first. And lastly, reliability councils
support and participate in regional planning efforts but
need nore coordination to ensure generation devel opnent and
transm ssi on expansi on.

Thank you.

CHAIl RMAN WOOD: Thank you, John. Again, is there
anyt hi ng anybody else -- not just responding to the | ast
panel but just as a general topic of debate? This is a
great tinme for you to volunteer any thoughts you may want to
share for the public record.

Yes, sir.

MR FESSLER M. Chairnman, Dan Fessler again. |
have listened with great interest to the two panels this
afternoon, and the | ast panel, particularly, penguins cane

in for arather difficult time. | suggest if the penguin
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junmped in the ocean it would be eaten alternatively by a
tiger shark or by a killer whale. | would point out that
the penguins live on fish, so if they all just stand there
and watch, they will all surely starve to death.

(Laughter.)

CHAI RMAN WOOD:  He's been like that as |ong as
|"ve known him He needs to be witing for this vast
cultural wasteland called television. Wat a gift it would
be.

I think as we kind of sumup today then, |
appreciate that we had sone state folks here -- it's always
good to col laborate with them-- and we heard nuch today
with the need to work with states on a regional ratemnaking
approach, a regional planning approach.

And | think when | get back to the shop | will
ask the Departnent of Energy, whomwe work closely wth,
we' Il be neeting next week, to update their national bionic
constraint study, which the prospective |egislation would
require themto do on a periodic basis, and agree that the
regi onal planning, which we've tal ked about here today,
woul d be for the planning nodel. That is sonething

certainly we could take a way from here.

The efforts we tal ked about, again in the absence

of getting a national energy strategy adopted into | aw, even

a mld one, the commtnent to nove projects forward can
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resol ve sone of these issues. | don't think projects solve
every issue, but it's sonething our Commssion is commtted
to do, working again with the states and with the grid
operators and the utilities as well, particularly supporting
t hese regi onal processes as well with strong enphasis on the
organi zed mar ket regions.

| do appreciate the type of information we get.
| don't know how many of you all got M. WIlianms' study
from Peabody. I1t's good to have facts and figures to base
it on and I just want to encourage, as the Comm ssion and
Staff go forward into the future, that you really do ask
peopl e and ask the industry to bring us facts and figures so
we can identify where things are needed, where the strengths
are and where the best expenditure of ratepayer dollars
ought to be had.

| appreciate again the thoughtful ness of the
Staff in inviting representatives of the tribes here. From
nmy experience of the recent tribal events in North Dakota,
there's a lot of potential -- particularly in the Western
part of the country, not so much over here but in the
Western and Sout hwestern parts of the country to build sone
rel ati onships with those who have significant territory and
| and under their jurisdiction, as well as a strong interest
in proper utilization of our nation's natural resources.

That's good, and | appreciate that.
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Siting issues, again as a forner state regul ator
-- Mark, you're in this view now -- you know, you can't
handle siting well. You're the first state regulator |'ve
seen since | left the job in Texas. You give nme hope for
the future.

MR GOSS: It's mghty interesting.

CHAI RMAN WOOD:  Interesting is good, but we

shoul d get them done. That's what we get paid to do as

public officials. Thanks for inspiring ne there. There may

be a need for sone back-stop authority along the |lines that
the legislation has called for, quite frankly. That's what
we need if the current nodel doesn't work, so thank you for
t hat appr oach.

Generation planning and transm ssi on pl anni ng
we' ve heard -- is not only here today. Marry those two
things up. W' ve heard the response fromthe stakehol ders
that are working through PIMs RPM repl acenent to the | CAP
nodel. We hear this in different regions of the country.
It's probably one of the toughest boundary |ines regulators
have between conpetitive generation and regul ated
generation. Regul ated generations has overlaid the
conpetitive ones but we've also got to fix the problem W
haven't quite figured out a fix yet. Unfortunately, we shy
away fromsolving either problem Mrrying up the

generation planning concepts with transm ssion planning
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concepts is inportant here.

| really was inspired -- was it Jerry that raised
this about the pancaking of the pancakes? | think that was
great. |'"ve sat here alnost four years and that's the

first time |'ve heard it's not just about the rates, it's
about having to go to so many different shops and having to
transl ate back into Chinese what it is you' re trying to eat.
That's tough, but | think we're looking forward to Order 888
reforms. We'll be putting out another inquiry in a few
weeks on things that we want to | ook at to update the O der
888 by its 10th anniversary, which is the open access

rul emaking. Wen that's done | certainly think this ought
to be sonething in there that is a front-page item

| just appreciate again the fol ks who got here,
some of themfrom-- certainly, Mke, | think the biggest
utility in the country on down to sone of the nore creative
entrepreneurs we heard about this norning, sone of those,
Dan, that you represent and sone of those fol ks who are
trying to do creative things with small |evel cogeneration
of coal.

Technol ogy has al ways been our nation's savior;
as an engineer, | guess | can say that wwth a true ring in
my heart. But | do think that as we try to explore nore
technol ogy for solutions here, | think it was great to have

the head of the West Virginia Institute of Technol ogy,
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Charlie Bayless, and his fol ks here today as well. That
ability to think kind of outside the box I think it an

industry that will be one of the great things. W'd like to

invite anybody here -- and we'll make this transcript
avai l able | guess in about five business days and we'll nake
that available for the public as well. W'd invite any

comments, followup comments or advice that you fol ks and
your conpani es or organi zations or yourselves may have in
two weeks fromtoday. That will work -- and, of course,
they're welconme any time -- actually get themcloser to the
docunent and nmake policies and deci sions.

Nora, any thoughts?

COW SSI ONER BROMNELL: Great to be here, can't
wait to get back

MR THOVAS: We'Ill be posting all the
presentations that not everybody was able to get on the
website as soon as we can.

CHAIl RMAN WOOD: The neeting i s adjourned. Thank
you.

(Wher eupon, at 3:55 p.m, the neeting was

adj our ned.)
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