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COMMISSIONER BROWNELL: How are they selected?
MR. CASEY: They're free and they're worth every
penny.
(Laughter.)
MR. CASEY: No, they are paid. They have a
contract that's administered through the ISO. They get a

monthly stipend, travel expenses, et cetera. But, as I

mentioned earlier, they do report directly to our Board of

Governors. In order to terminate any individual member, it
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has to be through a vote from the Board,

management.

COMMISSIONER BROWNELL:

to make sure that we have, Susan, everybody org charts,

Generically,

not from ISO

budgets and staffing levels and reporting mechanisms.

MS. COURT:

I've got them.

COMMISSIONER BROWNELL: Susan,

known you would anticipated our every need and I appreciate

your time here today.

Since you're interfering with my birthday party,

I'm not going to take much more of it.

I should have

But we've all

struggled, individually and collectively, with what is

market monitoring? What should it look like?

it do? Are we measuring the right things?

the outcomes we need?

I wonder, for example,
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the impact of mitigation in investment? If markets are
successful, they should be attracting capital. I don't
really see that. It makes me wonder are we really asking
the right questions and measuring the right things. I'd
love for you to think about that and you don't need to tell
me today, but I'd love to hear.

Okay, Joe. Go ahead. Very quickly, Joe.

(Laughter.)

MR. BOWRING: Clearly, that's an important
question. I would say we do look at it. The point of
‘mitigation i1s that it should address market power and not
impede investment. That is a very real question, as I
pointed out earlier. The acid test of any market is whether
it's sustainable, whether it can reproduce itself, whether
it will provide incentives for the next round of investment.
I don't think any of the markets have proven that yet, so
it's still a very real question. But we certainly are very
sensitive to that potential conflict.

That wasn't too long.

COMMISSIONER KELLY: I have a market mitigation
question.

COMMISSIONER BROWNELL: You'll have to pay the
penalty.

COMMISSIONER KELLY: Okay.

David, on one of your slides, the one that talks
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about real-time market monitoring -- I think it's slide 6.
In your last point you say real-time market monitoring
includes the implementation of perspective mitigation of
economic withholding. Could you describe how your market
monitoring ties into implementing mitigation measures for
MISO?

MR. PATTON: Sure. Since you asked me about a

question about mitigation, I just can't resist answering
Nora's question.

(Laughter.)

COMMISSIONER KELLY: It's her birthday in case
you didn't notice.

MR. PATTON: It is actually an extremely
important aspect of what we look at and what we've seen and
I think where we've looked at this question, which is
everywhere we're doing analyses. What we've seen is that in
areas that are capacity constraints the signals are
sufficient to motivate entry. Areas that are do not need
capacity because one of the flaws is people think we need
investment all over the place. The reality is in a lot of
markets we're in a surplus situation. That's certainly the
case in many areas in New England, New York and most of the
Midwest.

In those areas, if you construct a market that

sends the signals to invest, your market is dysfunctional.
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You want it to send the signals to invest when the capacity
starts dropping and therefore you need the capacity. The

trick with the mitigation is it should prevent high prices

that are due to artificial shortages and not limit price

moments due to real shortages. If you do shortage pricing

right -- and I would point to New York as a model for how to

do shortage pricing right -- mitigation has no impact

whatsoever. The generators in New York can bid zero and
prices would go over a thousand dollars when they get into a
shortage when those circumstances happen because you need
capacity. The signals will be there and mitigation will
have no impact.

Okay. To your question, sorry. It's a question
that comes in so often that it's hard not to answer it.

What is our role?

COMMISSIONER KELLY: For example, when
transmission constraints become binding.

MR. PATTON: Okay. I guess there's a couple of
things to say as prerequisites, and I'll need Susan or
somebody to tell me when to stop talking since there's a
docket -- an order that was just issued on this issue.

COMMISSIONER KELLY: Can we put it in the record?

MS. COURT: That particular docket was not
protested. Technically speaking, it's not a contested, on-

the-record proceeding. However, since the Commission did
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reject the'filing, I can't believe someone's not going to
seek rehearing. I think it would be form over substance to
say it's not a contested proceeding. Be careful, David. If
it goes, we'll put it in the record in a nanosecond. I've
got the docket number right here.

COMMISSIONER BROWNELL: A nanosecond. That's

real time.

(Laughter.)

MR, PATTON: Take a look at your watch. Here I
go.

(Laughter.)

MR. PATTON: The premise for -- let me say that
virtually all market power and electricity market is local
due to constraint in the MISO with no constraints and no
local reliability requirements. Then you would never have a
concern about market power because there's 130 gigawatts of
generational competing with each other.

The Midwest ISO mitigation measures, as a
prerequisite, a constraint has to be binding in order for
mitigation to be imposed. The mitigation falls in a variety
of areas, but thee are only two types of constraints that
are defined under the provisions. Constraints that isolate a
narrow constrained areas, which is sort of chronically
occurring, and there's basically two areas and they're both

in the Wisconsin area and MISO. Broad constrained areas,
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which are constraints everywhere else on the system. - The
order that we talked about eliminates broad constrained area
mitigation. I believe what that means is no mitigation
occurs anywhere but in Wisconsin.

COMMISSIONER KELLY: Sounds like a good plan.

MR. PATTON: The provisions occur in a variety of

areas. There's sanctions for things that can only be

85
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idengified afﬁer the fact as being problematic like ;Hysicél
withholding where you have to do some form of investigation.
That gets referred to the Commission. A real-time market
monitoring function is largely designed to identify
instances that require further investigation and upon
investigation a referral would be made. But, again, I think
now we only make referrals on physical withholding for
people in Wisconsin or people causing congestion into

Wisconsin, not physical withholding any place else.
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Then there's automated mitigation, which is truly

COMMISSIONER KELLY: David, before you go there.

MR. PATTON: In two forms really. Mitigation of

1

2 real-time. That mitigation is actually implemented --

3

4 Prior to the rejection of the BCA plan, did you do broadly-

5 constrained area mitigation?

6

7 offers, inflated offers that were affect%pg energyrpriges

8 and mitigation of RSG or uplift costs, which is really

9 perhaps the more severe market power.

10 COMMISSIONER KELLY: But you only did that when
11 you identified a constraint?

12 MR. PATTON: Yes. 1In the case of revenue

13 sufficiency guarantee -~ let's just call it uplift to make
14 it easy, yet another area where acronyms are all over the
15 place, but it's basically the same thing every place. When
16 you have to do a commitment just to meet the forecasted load
17 in the market -- it doesn't matter where the unit is. That
18 doesn't generate much uplift usually.

19 When you have to make -- well it can, but not
20 usually. When you have to make commitments to soclve a
21 particular problem like I was talking about where you would
22 have voltage problems if you didn't turn on this bank of
23 turbines in a particular area and they're all owned by one
24 entity, in that case that's a pretty severe form of market
25 power. And the only thing currently that limits the
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participants is the number of digits we put in the software

on startup and no load costs -- which is the cost of turning

the unit on.

We have a $1,000 offer cap for energy. But

frankly I don't know how many digits we allow people toc put

in.

mitigation and that happens fairly frequently in the Midwest

In any case, that's the RSG form of the

as opposed to the infrequent mitigation, which is the

raising offers to influence energy prices.

But even that,

think, can happen frequently because there are quite a few

constraints where you have to redispatch one suppliers'

generation to manage the constraint and knowing that the BCA

mitigation is there I think limits some people's willingness

to alter their offers.

But that mitigation occurs largely in an

automated fashion through first an automated conduct test

where the offers are compared against competitive benchmark

which is based on their past offer behavior and then we run

in parallel the MISO market software to evaluate what the

impact of that conduct that we screened is.

If it's bigger

than the threshold in the tariff, then it gets mitigated.

The reason generally there are very few instances of the

mitigation is because it's hard to fail those two tests

unless you have -- unless you're essentially a pivotal

supplier.
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1 COMMISSIONER KELLY: Thanks. -

2 CHAIRMAN KELLIHER: Can I ask some questions?

3 COMMISSIONER BROWNELL: No.

4 (Laughter.)

5 CHAIRMAN KELLIHER: I'll ask short questions.

6 Whether the answers are short, we'll find out.

o \j_,,___ S B COMMISSIONER BROWNELL: Maybe I'll go stand

8 behind them.

9 (Laughter.)

10 CHAIRMAN KELLIHER: One of the things the

11 Commission wants from market monitors laid out in the policy
12 statement is identifying ineffective market rules and

13 recommending proposed rules and tariff changes. I think

14 David said you've identified 10 to 20 changes, not all of
15 which are tariff changes or rule changes, some of which are
16 operational changes. I'm curious what the incidence is in
17 the other ISOs and RTOs to us. I mean, that was the first
18 thing we identified when we were laying out what we thought
19 the role of the market monitor should be is fixing the

20 rules. How does that work out in practice? What is the

21 incidence of rule changes you proposed internally and what's
22 the disposition of them? Do you think your job's done when
23 you proposed it to whatever unit within the RTO should be
24 making rule changes? Is your job done? Do you keep on

25 proposing it? I'm just curious what the fate of your
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recommended rule changes tends to be.
Also what the level of incidence 1is, is MISO
unique? Again, I don't know what the subset of the 10 to 20
tariff changes -- you all identify the need for tariff
changes. Was the incidence zero in the other regions?
MR. BUECHLER: One example, if I may, David is

the independent market advisor for New York. 1In his state

of the market report that he just completed a moﬁth égo, he
made several recommendations, two of which were cited by
Steve this morning in terms of improvements. They were not
tariff changes, they were software enhancements, model
enhancements on the load pocket market in New York city and
also the real-time market, the evaluation of the capability
of gas turbines. One of those was implemented on May 1lst.
The other was implemented in a manual fashion at the
beginning of May and it's scheduled to have the software
modified on May 30th, I believe is the date now.

So those are a couple of examples, you know, how
in New York's context a specific recommendation would be
made, for example, in the annual market assessment, a
similar process that David described in MISO. David can
speak to his other recommendations, some of which were going
to take a little bit longer to take a look at. Those
recommendations are made in again a very public forum in

terms of our stakeholders and yourselves. We have discussed
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those specific instances with officers of the enforcement
staff even before embarking upon the fixes or enhancements.
Therefore, it's kind of difficult for us to hide from those
recommendations before taking action on them.

MR. BOWRING: Absolutely. It's part of our rule

-- we're constantly recommending rule changes both small and

large, we find.

CHAIRMAN KELLIHER; How many, say, over ;7§éér?

MR. BOWRING: Probably five to six significant
ones on average. It's never enough to simply —-- enough to
make a recommendation to the appropriate group within PJM.
We find it's necessary because the details matter in these
things. We follow through aggressively, we always go to the
meetings, we're involved in the stakeholder process.

As you're very well aware, those processes take
what seem like a very, very long period of time, but it's
necessary to work through all the details and get the
membership comfortable with it, so when we bring it to you
it's something that people generally agree with rather than
forcing you to decide some of those technical issues.

It's very much a part of our function. I agree
with you, I think it probably is the most critical function.
Having the rules right is the critical function. We would
like to minimize the amount of times that we have to deal

with people responding to bad incentives in the rules and
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behaving badly as a result.

CHAIRMAN KELLIHER: From your point of view, is a

bad rule one that allows market power exercise and that's

the only context of a rule being flawed, or is it one that
discourages entry? Is it one that does more than mitigate
market power?

MR. BOWRING: That's a great question. My

definition of a bad rule is one that inhibits efficieﬁﬁr
operation of the markets in all those senses. If you don't
get entry, mitigation will be irrelevant because the market
will implode. You need to have an efficient market.
Sometimes that means high prices, sometimes it means low
prices. Sometimes it means entry, as David said; sometimes
it doesn't. OQur goal is an efficiently functioning market
overall.

CHAIRMAN KELLIHER:' Does anyone else want to
respond to that?

MR. CASEY: Yes, Chairman Kelliher.

We've had in the California ISO essentially the
same market structure for eight years now and there have
been numerous changes over the years. I think in general
you know it's chugging along given its deficiencies that we
all know. There hasn't been a large need for lots of
changes. There have been -- periodically we recommend

changes to the current design, but it's fairly infrequent at
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this point. But I think more importantly as we move forward

with future market design initiatives -- that's where we've

had a very active role in helping review those proposals

with an eye toward potential inefficiencies, gaming or

market power concerns.

I think we bring an important perspective, many

of which I can't talk about right now but there are numerous

design initiatives before you right now that we've had a

significant impact in reviewing and.providing

recommendations, many of which were adopted.

CHAIRMAN KELLIHER: Dr. Chao.

MR. CHAO: In 2005 as far as I know there were

two rule changes the ISO made. One was triggered by

behavior issues and a mitigation. The rule was perceived as

inadequate at that time. So it was an expedited process.

The other had to do with inefficiency in the cost

allocation area.

said.

So I concur with everything that has been
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CHAIRMAN KELLIHER: If you look at what market
monitors do, that's something we've struggled with for
awhile. What are market monitors? What is it that they do?
To my knowledge, there's not really ancother easy
analogy in another business sector. I think David referred
to an auditor as describing it all, to some extent, but I'm

not really aware of a really good analogy in another sector.

We kind of grappled with that in a policy
statement. Is a market monitor a cop? Is a market monitor
a professor?

Most of you are professors. I don't think you
really take offense at that. You know, we came down -- I
think the policy statement reflected some view on that.

But if you look at some principle functions, as
David said, you use different words to describe functions
that are fairly common, but to use Cal ISO's words, you
identify, in effect, if market rules and tariff provisions,
you provide market analyses -- let's just call it fixing the
rules -- you identify potentially anticompetitive behavior
and you review and report on performance of the markets.

Let's just say those are three functions: Fixing
the rules, identifying anticompetitive behavior, potential
anticompetitive behavior, and the third is reviewing and
reporting on markets, studying the markets.

How would you allocate, how do you think your

SMM - 00708

93



21361
DAV

1 resources are allocated in those three functions? Let's

2 have a fourth, "Other" function. How do you really think

3 your resources are allocated? Fixing the rules and then

4 identifying anticompetitive behavior, market analysis, and

5 other?

6 I don't expect a 21.7 percent, but some rough

7 order of magnitude. Which ones do you allocate the most

8 resources to? Somethiné 11£é7££é£_Q;;1a 5é4ﬂéi;£ﬁij” I'm

9 curious, too, whether it would vary, overall resources,

10 time, not hardware.

11 MR. PATTON: I can tell you that I've actually

12 thought about that sort of breakdown, and one thing makes it
13 a little bit difficult and that is that the periodic review
14 and analysis of the market is focused on market rules and

15 whether they need to be changed. But there's a lot of

16 additional activities beyond the periodic analysis, that go
17 to helping flesh out what the solution to the problem is,

18 and meeting with participants and ISO staff.
19 When I have looked at it, it's roughly equal
20 resources in each of those three areas.
21 CHAIRMAN KELLIHER: Really? I would have thought
22 that reviewing the markets would have been clearly number
23 one, and that is how you would identify market rules.
24 You'd see something happening in the market, that
25 wouldn't be explained by fundamental market forces. Then
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you see how the rules are orchestrating that outcome.

MR. PATTON: The reason I was saying about equal,

is, a review of the performance of the market -- I was

thinking of the resources devoted to like the State of the
Market Report, not the day-to-day evaluation of how the
market's operating.

Defined, I think, the way you're describing 1it,

you know, I would say over 50 percent would be on the
performance of the market.

CHAIRMAN KELLIHER: Anyone else?

MR. BOWRING: I think you've gotten to the
essential point, which is the underlying work, call it
analysis of the markets or whatever, is what informs all
three of those pieces. That's easily 50 percent.

The fourth category is one that's come up, and
that's looking at RTO implementation of rules. We spend a
significant amount of time on that, as well. I think that
is an important function for monitors.

CHAIRMAN KELLIHER: With respect to the policy
statement also -- I'm sorry?

MR. BUECHLER: I guess I would estimate -- the
breakdown that I gave you was a little bit different than
the question you asked, I guess, but our monitoring of the
markets, I would say, is about 50 percent for the internal

unit, and then perhaps 25 percent in either of the other two
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functions, in terms of reviewing the rules and performance
improvements and the reporting functions.

CHAIRMAN KELLIHER: I don't want to talk about
specific referrals, but I can ask about the incidence of
referrals. In a given year, how many referrals -- or, pick
another period of time, if you like. What's the incidence

of referrals to the Commission that you think -- well, that
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you've seen recently? Or should I not ask that question?
Okay, skip that question, because it leads to speculation.

Something Mr. Bowring said, Joe said, I'm not
sure I heard you right about the arrangements. Following on
some of Suedeen's questions, there's different arrangements.

Does MISO have an internal market monitor or only
external? Okay, so there's only internal, there's only
external, and there's hybrid.

Joe, did you say earlier that you thought hybrid
was the best arrangement?

MR. BOWRING: No.

(Laughter.)

MR. BOWRING: But I understand why you thought I
said something similar to that. I might even have used the
term, "hybrid," and if I did, the reason was that I think a
combination of the institutional guarantees that exist in
MISO for the independence of the market monitoring function,

can be combined with an internal market monitoring function,
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and, perhaps I think that's what it was.

CHAIRMAN KELLIHER: We were very focused on
transition planning today. I was just curious as to what
the role of market monitors is in the RTO and ISO
transmission planning process, whether it be a single state,

or regional. Are you all involved in transmission planning,

or do the engineers rule that? el R

MR. CASEY: I can start with California. We're
not directly involved in transmission planning.
Transmission planning is a high-priority business initiative
at the California ISO.

CHAIRMAN KELLIHER: I'm sorry to interrupt, but
when you do your State of the Market Report, that's
something you would look at?

MR. CASEY: For sure.

CHAIRMAN KELLIHER: You're aware of where the
constraints are?

MR. CASEY: We are certainly keenly aware of
where the constraints are. They obviously affect market
outcomes.

In our State of the Market Report, we provide a
summary assessment of past and future transmission work and
our view of how it will impact the market.

We're just mainly, from a resource standpoint --

we don't have enough resources to be directly involved in
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what is a tremendously time-intensive technical issue, which
is assessing whether transmission projects are warranted
from a reliability or economic standpoint.

CHAIRMAN KELLIHER: Thank you. Mr. Buechler?

MR. BUECHLER: I have been involved, in a
recently former life, quite heavily in our transmission

planning process, although not in the context of our market..
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monitoring responsibilities. I can tell you that our
comprehensive reliability planning process does have
explicit provisions for review by the independent market
advisor at several stages along the way in each cycle of
that process.

So there's a tie-in there, but, other than that,
our internal market monitoring unit is not involved in the
planning process or the interconnection process. That's the
planning engineers, if you will.

COMMISSIONER BROWNELL: I hate myself for this
and I'm sorry, but I guess I'd like to add on to that
question or just ask it a different way.

If you see chronically congested areas where a
transmission owner who owns generation through an affiliate
or otherwise, may be able to advantage that generation by
not fixing the congestion point, is that market power? Is
refusal to build transmission to fix something, over some

period of time, is that market power? Is there some anomaly
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1 in LMP pricing or something that makes that an attractive

2 strategy? It 1s a strategy that some have suggested exists

3 in some, I don't think all, but some organized markets.

4 Some people have actually filed it in comments to

5 the SEC, I would suggest. Who looks at that?

6 MR. BUECHLER: It could be, Commissioner, but, in
7 New York, I guess, we're fortunaE?Lm%f-ygEAﬂi}l,7}pﬁ@hat

- 8 virtually all of the utilities have divested their

9 generation, with the exception of the power authorities that
10 exist in New York, so that really is not an issue that we've
11 had to be concerned about.

12 I would agree with you that that certainly could
13 be an evidence of exercise of market power, in the vertical
14 sense.

15 MR. BOWRING: I would also agree that it could be
16 a form of exercise of market power. The potential is

17 certainly there. The countervailing forces are, to the
18 extent that PJM requires a transmission owner to build
19 something for reliability purposes, clearly that has to be
20 built, and there's not much choice about it, and to the
21 extent that the rules now require economic investments, and
22 one of the issues that I think the market monitors need to
23 be involved in is the tariffs; that is what defines an
24 economic investment.
25 But once that threshold is past, and if the RTO
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has the authority to enforce that, that limits the ability
to exercise market power by not constructing an economic
investment.

COMMISSIONER BROWNELL: I'm going to be careful
because we've got at least one pending complaint in PJM

about that issue. When I look at what did PJM spend on

transmission upgrades last year, $49 million -- I think it's

about $49 million -- and I look at ITC, it's about a quarter

of the size, maybe an eighth of the size, and they spent
$110 million and got all kinds of savings from fixing some
congestion points, I jus have to wonder what's going on.

It's got to be more than siting issues. It's
why we dealt with planning this morning. But there's some
kind of market power issues going on that I think maybe
we've done a good job, you've done a good job at looking at
generation market power, but ultimately, if you control the
highway, you control the world, and I'm not sure the entire
independence issue has been dealt with.

That's my view of the world.

CHAIRMAN KELLTIHER: I want to give -- do you have
more questions?

COMMISSIONER BROWNELL: I absolutely don't.

(Laughter.)

CHAIRMAN KELLIHER: I want to give Staff an

opportunity to ask questions that they wish we'd asked
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somewhat earlier. Are there any?

MS. COURT: ©No. Thank you very much for the
opportunity, Mr. Chairman. We will be quiet.

CHAIRMAN KELLIHER: 1I'll ask one question, the
last one on my list that I'm curious about: There are a
number of market monitors that oversee a single company. I

think PNM -- who else? APS, a couple in the West, right?

Are thoséwthe only two in the West? Okay.

Well, let's just take APS and PNM. Does Cal ISO
interact with the market monitors that oversee single
utility systems elsewhere in the West? 1Is it David in both
instances?

{Laughter.)

COMMISSIONER BROWNELL: Market power, David.

CHAIRMAN KELLIHER: I think you'd trip our 20-
percent screen, but do you interact with them, or do you
find that the market is so small that it doesn't really
help?

MR. CASEY: I think the answer is, typically, no.
I think the one exception would be there was an effort
underway a few years ago, with SIGME, to develop a West-wide
market monitor.

I think there was interaction with the various
monitors in that effort. I'm not sure where that's at. I

know there's a pilot study commissioned to look at the
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merits of a West-wide market monitor.

I think there's been

some interaction in that context, but not on as frequent a

basis, frankly, as we talked to these individuals.

CHAIRMAN KELLIHER: That was my last question.

Anything else?
(No response.)

CHAIRMAN KELLIHER: No?
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Cindy? No?

Thank you for coming. I really enjoyed this. I

always enjoy the state of the market presentations, but,

to

me, this was helpful to go through just the nuts and bolts

of how you do your job, particularly in light of the policy

statement. Thank you for coming. I've enjoyed it.

(Whereupon, at 4:00 p.m.,

presentations were concluded.)

SMM - 00717
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-——-Original Message-----

From: Zibelman, Audrey A.

Sent: Wednesday, March 01, 2006 11:00 AM
To: Ott, Andy; Bowring, Joseph

Cc: Harris, P.G.; Kormos, M.J.

Subject: Re: SOM

Thanks

~—-Original Message—--

From: Ott, Andy

To: Zibelman, Audrey A.; Bowring, Joseph
CC: Harris, P.G.; Kormos, M.J.

Sent: Wed Mar 01 09:43:36 2006

Subject: RE: SOM

Joe and | met this morning and the immediate issue has been resolved by
changing the conclusions section of the SOM.

Joe, Mike and myself will meet in the near future to discuss the

regulation market analysis in greater detail and to develop a plan for
resolving the regulation market mitigation structure.

—-Original Message-—-

From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Oft, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns
about the validity of your analytic approach to the regulation market

and the conclusions you are drawing as a consequence. They are both
concerned that the information presented to the Board is different then
the information in the current version of the state of the market

report. Under our processes we were to have a staff opportunity to
review the SOM before it is presented to the Board. By changing the
underlying analysis and conclusions after the fact your are not adhering
to the process we outlined. The reason we have it that way is to provide
the Board the opportunity to hear about concerns others may have. Your
approach deprives PJM and the Board of that opportunity.

I am not sure what changes you are now proposing to make. Certainly what
you are suggesting is an improvement others may conclude is reduction in
the quality of analysis. | suggest that you work with Mike and Andy to

make sure that they do not see wholes in your analysis that were not

there in the earlier versions.

SMM - 00813



Audrey

-——-QOriginal Message—--

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

| wanted you to be aware that it is not possible to literally go back to

the draft version of the regulation market write up as the underlying
analysis and write-up has been updated and improved here as elsewhere in
the SOM. | am assuming that you want me to change the conclusion
regarding the competitiveness of the combined markets rather than change
the analysis. Please let me know if that is not correct.

- Joe

SMM - 00814
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--—-Original Message-----

From: Bowring, Joseph

Sent: Wednesday, March 01, 2006 5:54 AM
To: Smith, Carl W.

Subject: RE: Ancillary

Sorry - wrong version. Carrect version now posted.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 9:26 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-

I looked at the Ancillary version on the J drive, and there are no changes tracked in the document, except
for refreshes of figure numbers. Are you sure you put the updated version out there? The time stamp says
it was last saved at 6:22 PM tonight.

Thanks,
Carl

----- Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 9:02 PM
To: Smith, Carl W.

Subject: RE: Ancillary

It is now the version out on the J drive. Can you take it from there?
I will let you know if there are more changes.

-----0Original Message-----

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:21 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-

| would send them. Creative Services has blasted through all of the issues that | have
logged, so any progress they could make would be added value. Even if they have to
change it again.

Maijor stuff, or minor?

Carl :
SMM - 00815



Message

---—--Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 1:21 PM
To: Smith, Cart W.

Subject: Ancillary

Carl,

| am going to have to modify the Ancillary section. Will try to complete by COB.

- Joe .

Page 1 of 1
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Message

Page 2 of 2

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 8:18 PM
To: Smith, Carl W.

Subject: RE: Ancillary

| am dealing with interventions from up the ladder - have made changes but not sure
they are yet final. Should | send along anyway?

-----Original Message-----

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:06 PM
To: Bowring, Joseph

Subject: Ancillary

Jae-

Tonight, I'm working on verifying that all found defects have been implemented
into Word documents (at least the overviews) so Linda can proceed with the
Intro.

I'm also planning on doing my own review of Ancillary, but you mentioned to me
today that you were going to be making changes to Ancillary. What's the
scoop?

Thanks,
Carl

SMM - 00817
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Bowring, Joseph

From: Bowring, Joseph

Sent:  Friday, January 05, 2007 6:00 PM
To: Scheidecker, Paul

Subject: APSouth

| suggested to Dean yesterday that he sit down with you and the two of you jointly develop a method for
approaching the analysis. | indicated that it did not make sense to look at the operating units when the TPS was
run and suggested that it would be better to look at the mark up of the units in the incremental supply curve.

Try giving him a call on Monday to see if he is receptive to the idea of doing something together.

| told him that our goal was not to attack him and that it would make more sense to develop a joint approach that
we all agreed with.

He agreed that it made sense.

SMM - 00818
5/31/2007



Message Page 1 of 2

Bowring, Joseph

From: Bowring, Joseph

Sent:  Tuesday, January 09, 2007 12:40 PM

To: Kelly, Susan

Cc: Ott, Andy

Subject: RE: Progress on Advance Materials for February 6, 2007 BOM

At the February 8 CMC meating, | plan to review highlights of the draft State of the Market Report, which will have
been distributed on January 31. There will therefore be no advance materials on the SOM.

Other relevant fopics include the regulation market and the interface pricing Issues. Andy and | need to coordinate
on these issues. We can submit dusling documents or we can submit documents together which include both
perspectives or we can choose to submit no documents. We should do whatever Andy prefers.

From: Kelly, Susan

Sent: Monday, January 08, 2007 3:01 PM

To: Bowring, Joseph; Bastian, Jeff; Bresler, Frederick S. (Stu) III; Bladen, Jeffrey M.; Williams, Stanley;
Ogur, Serhan

Subject: Re: Progress on Advance Materials for February 6, 2007 BOM

Fello everyone -- kind of quict out there....evervbody working hard on their advance
materials that Andy needs to sce pretey much by COB this Wed., 1/10 to adhere to the
teview schedule going up the line?

e o
P.8. Don't shoot the messenger.

Thanks,
The Messenger
8214

From: Ott, Andy

Sent: Monday, January 08, 2007 2:59 PM

To: Kelly, Susan

Subject: FW: February 6, 2007 CMC Materials

From: Kelly, Susan

Sent: Wednesday, January 03, 2007 12:17 PM

To: Bowring, Joseph; Bastian, Jeff; Bresler, Frederick S. (Stu) IiI; Bladen, Jeffrey M.;
Williams, Stanley; Ogur, Serhan

Cc: Ott, Andy; Noonan, Arlene

Subject: February 6, 2007 CMC Materials

Hello everyone--

SiMM - 00819
5/31/2007



Message

5/31/2007

Page 2 of 2

Advance materials for the February 2007 CMC meeting, including draft blue
sheets (if necessary), memos, background reports and supporting documents
are due to Andy no later than COB next Wednesday, January 10, 2007 (so that
he may adhere to Nora's required review date of 1/12/07). The draft CMC
Agenda and templates are attached for your convenience. Please use these
updated templates for your materials, as they contain the 2007 PJM
copyright.

Please save as a new document in DOCS and forward your materials in DOCS
reference format to Andy. Please make sure you have granted access to
Board/Committee Executives, Board Review Team and
Board/Committee Contacts groups.

Thank you.
Sue
8214

SMM - 00820



Message Page 1 of 2

Bowrmg, Joseph

From: Ott, Andy

Sent: Thursday, January 11, 2007 7:26 AM

To: Bowring, Joseph; Kelly, Susan

Cc: Swimm, Nora

Subject: RE: Progress on Advance Materials for February 6, 2007 BOM

Follow Up Flag: Follow up
Due By: Thursday, January 11, 2007 12:00 PM

Flag Status: Flagged

Joe

you need o have a pres antation on the SOM highli g
Nora on 1/24 and a final dry run with PGH/AAZ on 1/

hts review and you will nesd o do a dry run with Toby and
5.

i~
i

As we discussed, | had not planed on cevering either the regulation or interface pricing times at this upcoming
meeting

From: Bowring, Joseph

Sent: Tuesday, January 09, 2007 12:40 PM

To: Kelly, Susan

Cc: Ott, Andy

Subject: RE: Progress on Advance Materials for February 6, 2007 BOM

At the February 8 CMC meeting, | plan to review highlights of the draft State of the Market Report, which
will have been distributed on January 31. There will therefcre be no advance materials on the SOM.

Other relevant topics include the regulation market and the interface pricing issues. Andy and | need to
coordinate on these issues. We can submit dueling documents or we can submit documents together
which include both perspectives or we can choose to submit no documents. We should do whatever Andy
prefers.

From: Kelly, Susan

Sent: Monday, January 08, 2007 3:01 PM

To: Bowring, Joseph; Bastian, Jeff; Bresler, Frederick S. (Stu) III; Bladen, Jeffrey M.; Williams,
Stanley; Ogur, Serhan

Subject: Re: Progress on Advance Materials for February 6, 2007 BOM

Hello evervone - kind of quict out there...cvervh ody working hard on their advance
materials thy at Andy needs ro see pretry much by COB this W ed.. 1710 o adhere to
the review schedule going up the me?

P.S. Don't shoot the messenger.
Thanks,

The Messenge
8214

SMM - 00821
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5/31/2007

Page 2 of 2

From: Ott, Andy

Sent: Monday, January 08, 2007 2:59 PM

To: Kelly, Susan

Subject: FW: February 6, 2007 CMC Materials

----- Original Message-----

From: Kelly, Susan

Sent: Wednesday, January 03, 2007 12:17 PM

To: Bowring, Joseph; Bastian, Jeff; Bresler, Frederick S. (Stu) III; Bladen, Jeffrey M.;
Williams, Stanley; Ogur, Serhan

Cc: Ott, Andy; Noonan, Arlene

Subject: February 6, 2007 CMC Materials

Hello everyone--

Advance materials for the February 2007 CMC meeting, including draft
blue sheets (if necessary), memos, background reports and supporting
documents are due to Andy no later than COB next Wednesday, January
10, 2007 (so that he may adhere to Nora's required review date of
1/12/07). The draft CMC Agenda and templates are attached for your
convenience. Please use these updated templates for your materials,
as they contain the 2007 PJM copyright.

Please save as a new document in DOCS and forward your materials in
DOCS reference format to Andy. Please make sure you have granted
access to Board/Committee Executives, Board Review Team and
Board/Committee Contacts groups.

Thank you.
Sue
8214

SMM - 00822



Bowrir& Joseph

From: Ott, Andy

Sent: Monday, January 22, 2007 1:52 PM
To: Bowring, Joseph

Subject: APSOUTH Interface Analysis

PIMDOCS-#403102
-v2-APSOUTH_Int...
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Message

Bowring, Joseph

From: Oft, Andy
Sent:  Monday, January 22, 2007 9:24 PM
To: Bowring, Joseph

Subject: FW: APSOUTH Unit Bidding - Markup
Joe

here is the gen offer behavior from the APs
offer markup over cost offer,

i do nct see anything significant here
From: Hartung, Dean

Sent: Monday, January 22, 2007 3:50 PM
To: Ott, Andy

[o]
I
=
o3
2
@
j]
3
@
w
5]

Page 1 of 1

ysis with the resulls displayed as price

Cc: Bresler, Frederick S. (Stu) III; Marcino, Angelo N.; Carroll, Rebecca

Subject: FW: APSOUTH Unit Bidding - Markup

Andy,

Attached are the plots for the "markup” analysis. As you explained, it is the ratio of the price to cost for the units.
Let me know if you want these plots included in your presantation.

From: Marcino, Angelo N.

Sent: Monday, January 22, 2007 3:46 PM
To: Hartung, Dean

Subject: APSOUTH Unit Bidding - Markup
Dean,

Attached are the markup plots for the 7 units.
Thanks,

Angelo

SMM - 00824
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Message Page 1 of 1

Bowring, Joseph

From: Bowring, Joseph

Sent:  Monday, July 24, 2006 8:16 PM

To: Johnston, Lindsay

Cc: Tim Gardner (gardnt@pjm.com); Lillianne Gu (gu_lillianne@bah.com)
Subject: Revised org chart

| have attached a revised org chart per our conversation on Friday. Please let me know what you think. Please
excuse the incomplete formatting of the chart details.

Thanks,

Joe

4/1/2007
SMM - 00983



Message Page 1 of |

Bowring, Joseph

From: Bowring, Joseph

Sent: Wednesday, October 25, 2006 12:51 PM
To: Mannheimer, Toby

Subject: MMU Memo

Toby,

As we discussed last week when | provided you a draft of the attached memo, Andy was not able to meet with me
until yesterday. We met yesterday afternoon, in addition to meeting many times over the past two months, and
were not able to reach a final meeting of the minds. In my view, the approach favored by Andy would require a
structural change to the MMU, is not consistent with the independence of the MMU, would substantially reduce
MMU staff resources available to perform MMU work and would not address the real issues of transparency and
coordination.

| have attached my revised memo addressing concerns about data access and coordination. | think the memo
sets out a positive, workable approach to these issues.

| would like to discuss the memo with you at your convenience. | will be in the office this afternoon and available
after 4:00 if that is consistent with your schedule.

In addition, the attached memo sets out the agreement reached between the MMU and HR on the modified
internal structure of the MMU, based on recommendations by Booz Allen, including a new organizational chart.

Thanks,
Joe

3/31/2007
SMM - 00984



MEMORANDUM

Date: October 24, 2006
To:  Toby Mannheimer
From: Joe Bowring

Re:  MMU Organization

Overview

As a result of discussions between market monitoring and Booz Allen and discussions
between market monitoring and human relations, it has been agreed that the internal
structure of the MMU will be modified. The modified organization chart is attached. In
addition, other agreements have been reached regarding MMU resources.

In particular:

o The MMU organization will incorporate three additional supervisory positions as
shown on the attached organization chart.

o The result will be that Howard Haas will be promoted to a level 5b supervisor from
5c and that Paul Scheidecker, Frank Racioppi and Ellen Krawiec will be promoted to
level 5c supervisors from level 4a.

* Andy Engle will be promoted to a level 4b senior analyst from a level 3a analyst.

» Additional salary adjustments will be made to bring specific employees in line with
PJM compensation, per discussions with Human Resources.

o Kevin Bazar, a long-time coop in the MMU will be hired as a full time employee at
level 3b.

* Yan Lin will move to Markets and the MMU will hire a replacement.

« PIM will consider whether to provide an additional head count to the MMU.

SMM - 00985
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MEMORANDUM

Date: October 24, 2006

To:  Toby Mannheimer

From: Joe Bowring

Re:  Data flow and related issues

Overview

Based on a series of discussions with PJM management, we have concluded that a series
of adjustments should be made to the way in which the MMU manages data and the ways
in which the MMU and other parts of the PJM organization interact. These adjustments
recognize that the MMU is independent, that both the MMU and PJM will benefit from
more effective coordination and that such coordination requires an effort from both the
MMU and from PJM. While there are no documented issues in these areas, more
effective coordination will provide benefits.

In summary:

o The MMU will increase the role of ITS in the transfer of data to and the management
of the MMS (market monitoring system). We propose a staged transition in these
areas from MMU to ITS, the first steps of which are detailed below.

o The MMU will transition the responsibility for data posting and storing posted data
from the MMU to the Markets Division.

» The MMU will establish procedures for sharing data and certain analyses between the
MMU and other parts of PJM and between other parts of PJM and the MMU.

o The MMU will establish procedures for cooperation between the MMU and other
parts of PJM and between other parts of PJM and the MMU.

Data Management
Data Repositories
With respect to the increased involvement of ITS in MMS, the following have occurred:
o The Sagent ETL (Extraction/Transformation/Load) tool is being retired. Sagent is
the tool currently used to load the data warehouse.
o The Sagent ETL is being replaced by the Microsoft SQL Server Integration
Services (MS SSIS or SSIS) Extraction/Transformation/Load (ETL) Tool.

ITS will take responsibility for the implementation of identified atomic data items. ITS
has proposed specific personnel to perform these tasks, with appropriate supervision and
oversight.

The following are also planned to occur with respect to this transition:

o« The MMS currently maintains workflow information stored in the Oracle
database. The workflow information needs to be enhanced to include
information indicating what jobs are to be run by SAS or SSIS. These changes are
currently in design, and will be complete in October.

SMM - 00987



o Knowledge transfer from MMU to ITS will commence in October. ITS needs to
build an understanding of the MMS infrastructure and workflow information, as
well as the requirements for the atomic data being copied to the MMS.

> SSIS must be integrated with the MMS workflow infrastructure. This will require
design and development work, including the development of SSIS ETL
prototypes. Design will be a joint effort between MMU and ITS. Development
will be performed by ITS and reviewed by MMU. Development and test SSIS
servers are currently running. The current expectation is for design and prototypes
to be completed in the 4Q2006/1Q2007 timeframe. As we get closer to
prototyping, ITS staff will define a project schedule.

s The production SSIS environment is expected to be operational in 1Q2007. ITS is
also addressing configuration management, (moving from DEV to TEST to
PROD), with SSIS.

o Production MMS SSIS jobs are scheduled to be running in the 1Q2007/2Q2007
timeframe.

Sharing of Data and Analytical Tools

The MMU and PJM recognize that it benefits the MMU and the other parts of PJM to
share data and certain analytical tools. Current examples of such sharing include data
management, fuel cost data, unit ownership information and loop flow data. The MMU
meets regularly with ITS to address data management issues. The MMU provides unit
ownership data to the Markets Division. The MMU also provides fuel cost data to the
Markets Division. The MMU and the Markets Division share access to a database of loop
flow information and are coordinating the analysis of loop flows.

The MMU will develop a formal set of procedures that will govern such data and
analytical tool sharing by the MMU and by the other parts of PJM. This set of procedures
will follow standard PJM protocols and will be reviewed for consistency with those
protocols by appropriate PJM staff. The MMU will provide a draft of these procedures
within four weeks.

The procedures will recognize that there is baseline or granular data stored by the MMU
and other parts of PJM. The procedures will recognize that the data should be evaluated
in order to determine an efficient method of storing and sharing data. The procedures will
also recognize that there are basic analytical building blocks for analysis of markets,
including LMP data, FTR data and similar pricing and transaction data from PJIM
markets. Some of these are developed by the MMU and some of these are developed by
other parts of PJM. The procedures will recognize that these building blocks should be
shared and in some cases developed together. The procedures will establish a process for
regular sharing of data, analysis and analytical methods across PJM. The procedures will
recognize that transparency of data and analytical methods within PJM is a principle for
the MMU and for other parts of PJM and the procedures will establish methods to ensure
that this occurs. The procedures will provide for regular meetings of staff from the MMU
‘and other parts of PJM to ensure that the procedures are being implemented and to
identify areas where additional sharing could productively occur.

SMM - 00988



Data Posting

Data posting is another example of how responsibility for data management and related
tasks can be addressed in a collaborative manner. The MMU is currently responsible for
posting certain types of market-related data and storing the posted data. The
responsibility for posting this data as well as additional data, as agreed to by the
members, and for storing the posted data, will be transferred to the Markets Division. The
Markets Division will begin posting data in early October. The MMU will help manage
the transition of responsibility for posting the data currently posted by the MMU to the
Markets Division, including energy offer data and FTR data. The MMU will make data
available from the MMS to support data posting, to the extent that the Markets Division
wishes to use MMS data.

Cooperation on Market Analysis

The MMU and PJM recognize that it benefits the MMU and the other parts of PJM to
cooperate in certain areas of analysis. Current examples of such cooperation include the
analysis of loop flows, the analysis of the congestion component of LMP and the
implementation of the three pivotal supplier test in the day ahead and real time energy
markets. Such cooperation can improve efficiency and ensure that all parts of PJM have
access to current analysis and thinking on various topics of shared interest. The MMU
will develop a set of procedures to help ensure that such cooperation continues to occur
and that will provide specific steps to follow when such cooperation is not considered
adequate. The MMU will provide a draft of these procedures within four weeks.

The procedures will recognize that cooperation is essential among all parts of PJM in
successfully developing and applying market analyses and in successfully developing and
applying market rules. The procedures will establish processes for regular sharing of
information in these areas. The procedures will also include regular checks to determine
if the cooperation is occurring effectively and a series of steps if the process needs to be
encouraged. The procedures will recognize that transparency of analytical methods
within PJM is a principle for the MMU and for other parts of PJM and the procedures
will establish methods to ensure that this occurs. The procedures will provide for regular
meetings of staff from the MMU and other parts of PJM to ensure that the procedures are
being implemented and to identify areas where additional cooperation could productively
occur.

RPM Data and Process Management

As an example of how such cooperation can work in practice, the MMU and the Markets
Division are actively discussing the appropriate locations for RPM-related data collected
from members, for the calculations of metrics required for the market power mitigation
elements of RPM and for the calculations which will implement the RPM market power
mitigation rules.
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----- Original Message-----

From: Zibelman, Audrey A.

Sent: Tuesday, March 20, 2007 11:53 PM
To: Bowring, Joseph

Subject: Re: Issue

We will talk tomorrow

From: Bowring, Joseph

To: Zibelman, Audrey A.

CC: Johnston, Lindsay

Sent: Tue Mar 20 22:01:14 2007
Subject: Issue

Audrey,

I don't know if you aware of the following, but you need to be.

Andy Ott had Frank Racioppi, one of my recently promoted supervisors,
summoned to his office this morning. Andy proceeded to threaten Frank in
forceful terms, demanding that he transfer from the MMU to Markets,
stating that Frank would not have a job with PJM if he should refuse and

stating that you would be announcing the disbanding of the MMU at the
MMU meeting to which I invited you next week.

I have several issues with this:

*  Based on the meeting that you had with me and Andy on Monday,

SMM - 00990
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you had stated that you wanted to move responsibility for the CDTF to
Andy. You also indicated that you wanted Frank to continue his CDTF role
for a transition period until Andy could hire someone to handle the

issue. I explained that the CDTF role for Frank was a minor one, taking
perhaps one percent of his time and that there were other PJM staff who
could fill the CDTF role. While I don't agree that moving the CDTF or
requiring one of my staff to fill that role is appropriate, all that is

very different from what Andy told Frank today.

*  In addition, you recognized that Frank was just promoted to be a
supervisor in the MMU and that he plays a core role in the MMU and that
his cost analyses have nothing to do with his CDTF role and that his
CDTF duties are an extremely minor part of his overall job.

*  Also based on the meeting that you had with me and Andy on
Monday, you did not state that you would be disbanding the MMU or
announcing such a move at our scheduled meeting next week. Rather, you
indicated that the Strategy Report would call for further study.

*  Andy's threatening behavior towards Frank is inconsistent with
PJM core values and violates one or more PJM policies governing the
interactions between officers of the company and employees and
management of the company and employees.

*  Andy's behavior constituted a threat towards Frank and caused
Frank to be frightened and extremely upset.

*  Frank has expressed no interest in moving to Markets and no job
opening has been posted. Coercion is an inappropriate recruiting
behavior.

*  Iregard this, in addition, as an attack on the independence of

the MMU and on our ability to do our FERC-mandated jobs. We cannot do
our jobs in an independent manner if this type of threat is permitted.

*  This is the second recent incident that [ have reported

regarding Andy's threatening behavior towards members of the MMU.

*  Andy's statement to Frank that the MMU would be disbanded is
entirely inappropriate. If policy steps are to be taken on market
monitoring, I would hope that I would be informed in a professional
manner.

I appreciate your attention to this matter.

- Joe

Ready for the edge of your seat? Check out tonight's top picks on Yahoo! TV.
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From: Zibelman, Audrey A.

Sent: Tuesday, March 20, 2007 11:53 PM
To: Bowring, Joseph

Subject: Re: Issue

We will talk tomorrow

From: Bowring, Joseph

To: Zibelman, Audrey A.

CC: Johnston, Lindsay

Sent: Tue Mar 20 22:01:14 2007

Subject: Issue

Audrey,

I don't know if you aware of the following, but you need to be.

Andy Ott had Frank Racioppi, one of my recently promoted supervisors,
summoned to his office this moming. Andy proceeded to threaten Frank in
forceful terms, demanding that he transfer from the MMU to Markets,
stating that Frank would not have a job with PJM if he should refuse and

stating that you would be announcing the disbanding of the MMU at the
MMU meeting to which I invited you next week.

I have several issues with this:

*  Based on the meeting that you had with me and Andy on Monday,

SMM - 00992
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you had stated that you wanted to move responsibility for the CDTF to
Andy. You also indicated that you wanted Frank to continue his CDTF role
for a transition period until Andy could hire someone to handle the

issue. I explained that the CDTF role for Frank was a minor one, taking
perhaps one percent of his time and that there were other PJM staff who
could fill the CDTF role. While I don't agree that moving the CDTF or
requiring one of my staff to fill that role is appropriate, all that is

very different from what Andy told Frank today.

* In addition, you recognized that Frank was just promoted to be a
supervisor in the MMU and that he plays a core role in the MMU and that
his cost analyses have nothing to do with his CDTF role and that his
CDTF duties are an extremely minor part of his overall job.

*  Also based on the meeting that you had with me and Andy on
Monday, you did not state that you would be disbanding the MMU or
announcing such a move at our scheduled meeting next week. Rather, you
indicated that the Strategy Report would call for further study.

*  Andy's threatening behavior towards Frank is inconsistent with

PJM core values and violates one or more PJM policies governing the
interactions between officers of the company and employees and
management of the company and employees.

*  Andy's behavior constituted a threat towards Frank and caused
Frank to be frightened and extremely upset.

*  Frank has expressed no interest in moving to Markets and no job
opening has been posted. Coercion is an inappropriate recruiting
behavior.

* I regard this, in addition, as an attack on the independence of

the MMU and on our ability to do our FERC-mandated jobs. We cannot do
our jobs in an independent manner if this type of threat is permitted.

*  This is the second recent incident that I have reported

regarding Andy's threatening behavior towards members of the MMU.

*  Andy's statement to Frank that the MMU would be disbanded is
entirely inappropriate. If policy steps are to be taken on market
monitoring, [ would hope that I would be informed in a professional
manner.

I appreciate your attention to this matter.

- Joe

Page 2 of 2
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(1:25 p.m.)

CHAIRMAN KELLIHER: Good afternoon. I'm sorry
we're starting late. I'm the late Chairman Kelliher. Sorry
for that.

Before we start, I want to have an addendum to
the open meeting from this morning. On my list of things
that aren't in the OATT reform proposed rule, I left one
out. That one thing that isn't in the OATT reform proposed
rule is any direction application of Section 211(a) of the
Federal Power Act, which is a provision in the Energy Policy
Act which gives the Commission authority to require greater
open access by either non-regulated or unregulated
transmitting utilities, a term of art. The Commission does
not propose to exercise the 211(a) authority granted it by
Congress last year in the OATT reform proposed rules.

So my addendum is complete. Why don't we get to
the business at hand? Susan?

MS. COURT: Thank you, Mr. Chairman. Just a
couple of introductory or preliminary remarks. This
particular conference was noticed in early April to allow
the market monitors in five RTOs and ISOs to make
presentations to the Commission with respect to their roles
and priorities in their respective markets. The Commission

in the past couple years had asked the monitors to give
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their state of the market reports at open meetings. After a
couple of years, we decided to use this forum to focus
really on the market monitors' roles, their priorities, as
opposed to the state of the markets. All the RTOs and the

monitors have, however, made presentations to Staff as well

.as to the general public on their state of the markets.

The other thing I'd like to mention before we get
started -—- we're just going to go in alphabetical order, by
the way; not by the monitor's last names but by the name of
their particular organizations. We're very clever here, you
know. So Joe, you're last.

I want to mention one other thing about the
notice. We noticed this particular meeting at an AB docket,
which is the procedure that we've been following the last
several years for these types of conferences. We also
noticed the conference in an ER docket, a PJM docket, which,
strictly speaking, market monitor proposal. But we noted in
the notice that the purpose of this particular meeting is
not to discuss that proposal. Joe realizes that that's not
the purpose, but because it was a strictly speaking market
monitor proposal, in an abundance of caution, we noted that.
But there are other filings pending here at the Commission
that might have a market monitoring aspect to them or
element in them. To the extent that those particular

matters are in a contested on the record proceeding, ex
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parte rules, of course, prohibit our discussing those
particular matters because those dockets were not noticed.

If by any chance we discuss that, we will put the
transcript of these proceedings in those records. That's
not a license to do that, of course, but I just wanted to
mention that. So the general prohibition on this type of
meeting -~ the focus here again is on the role of the market
monitor, sort of a high level what they see their role as,
what their priorities are and what their major issues are.

With that, Mr. Chairman, I'll turn it back over
to you and your colleagues.

CHAIRMAN KELLIHER: I don't really have any long
opening statement. I look forward to this. As Susan said,
we've heard from the market monitors before in the state of
the market presentation. I think this will be helpful. I
believe -- is this the first time we've met with the market
monitors since the policy statement or did we meet with them
right after the policy statement?

MS. COURT: The policy statement from last May?

I think this is the first time in this forum with the
Commissioners. The maiket monitors did come in and meet
with Staff in December. We've also over the last few days
been meeting with the market monitors -- the Staff has been
meeting with the market monitors. But I think this is the

first time since the May 2000 policy statement.
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CHAIRMAN KELLIHER: 1I'm looking forward to this
meeting. I think it will be interesting for us to kind of
see how you do your work, because it does vary and I think
it will help us to understand those variances.

Colleagues, any questions, or shall we get right
to it?

COMMISSIONER KELLY: I was happy to spend some
time with you in December. I know that you know that I
really care about market monitoring. I was at the
California ISO during the year 2000, so I saw firsthand up
front personal the importance of market monitoring. I
really appreciate your taking the time. I know that you're
very, very busy and it's valuable to us to hear what you
have to say. Thanks.

CHAIRMAN KELLIHER: I've met with you as well and
we've talked about delegation -- the "d" word sometimes.
We've had very interesting discussions before. We'll just
see where this discussion leads us.

With that, going in alphabetical order -- any
comments, Nora?

COMMISSIONER BROWNELL: No.

CHAIRMAN KELLIHER: Going in alphabetical order
by organization, why don't we start with Mr. Casey.

MR. CASEY: Thank you. Good afternoon, Chairman

Kelliher, Commissioners Brownell and Kelly. It's a pleasure
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to be here.

My name is Keith Casey, director of the
department of market monitoring for the California ISO. I
also have with me Eric Hildebrandt, one of the managers for
the department of market monitoring.

What I'd like to do is just quickly touch on
three topics you asked us to address today. They were our
role as a market monitor in the ISO organization and our
relationship with FERC, our resources and our priorities,
particularly with respect to this summer.

Starting with our role as market monitors in the
ISO organization and with FERC, I think simply put the ISO
department of market monitoring's mission as we see it is to
provide independent high quality analysis of key market
issues in a fair, competent, thorough and professional
manner. And I'm using the term "market issues" in a very
broad sense. It really ranges from analysis, trying to
understand key events that are happening in the market,
whether it's price excursions, extremely low supply margins,
to examining individual participant behavior, always with an
eye toward identifying potential anti-competitive behavior
or potential behavior violations with respect to other
aspects of our tariff. That's what I mean by market issues.

In terms of the consumers of our analysis and

reports, I think they cover a wide spectrum. Certainly we
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view our reports and analyses as providing valuable
information to enforcement staff here at the Commission, the
Commissioners themselves, as well as state policymakers and
regulators. Certainly our ISO governing board and ISO
management are consumers of our product and also ISO
internal departments -- I think oftentimes our operations
department, as well as our market and products development
departments benefit from our insights and analyses.

Finally but not least, ISO market participants.
We try to provide, I think, an in depth understanding and
kind of a longer term assessment and analysis of what's
going on in the market using data that they don't see. So I
think we provide some valuable information in that respect.

In terms of more specifically our primary
responsibilities, I think our market monitoring unit, the
responsibilities are largely consistent with those described
in the Commission's policy statement on market monitoring
units. Specifically a large part of what we do is to look
at the market with an eye towards identifying ineffective
market rules and tariff provisions and, to the extent we
find those, to analyze and assess potential remedies to
those issues. And it might involve changing part of our
tariff. It might involve just changing an operating
procedure in terms of how we implement a particular tariff

provision.
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And, as I mentioned, certainly identifying
potential anti-competitive behavior by market participants
is a significant responsibility for us, to review and report
on the performance of the wholesale markets. There's a lot
of aspects to that. Certainly we look at the extent to
which prices reflect competitive outcomes and we do some
competitive benchmarking to try to gauge, using cost-based
simulations, how well the market is simulating what we
estimate to be a competitive outcome, also looking at the
competitiveness from a structural standpoint in terms of
market concentration and the ability of any single supplier
to set market prices.

Effectiveness of the market power mitigation
rules, another area that our analysis addresses, and a
couple of other areas: effectiveness of the market in
signaling needed investment in generation, transmission and
demand response infrastructure and, finally, identifying any
potential barriers that might impede the market's ability to
provide needed investments.

Those are kind of the core functions. Another
aspect of our responsibilities, as I believe you're aware,
we have a set of enforcement protocols in our tariff that
are essentially rules of market conduct.

I won't get into the details in the interest of

time, but it essentially sets some very specific actions
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that we have identified through the Commission =-- that the
stakeholder process has identified as inappropriate market
conduct. We are charged with administering those

enforcement protocols. In fact, Eric -- his unit within our

market monitoring group has responsibility for that.

Finally, interactions with the FERC Office of
Enforcement. We interact often with the office. I would
say we frequently interact with Steve Michaels and others
typically several times a week. Sometimes it's little
things like trying to get to the bottom of some five-minute
price excursions. Sometimes it's a more substantive
sustained issue that we do some on-going analysis on.
Overall, I think we have a very productive and collaborative
relationship with the Office of Enforcement. I think we
both realize we have a very important role to do and that we
can both do it better if we leverage our information and
insights. 1I've been very pleased with that relationship, as
I hope they are as well.

So moving on in terms of our specific monitoring
resources, the department of market monitoring is comprised
of 13 full-time employees: myself as director, we have two
managers and we have eight analysts, most of whom have
graduate degrees in business, economics or engineering. We
also have two technical assistants. IT support is very

important for us. We have essentially 1.5 full-time
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employees that assist us in IT matters. As I'm sure you're

well aware with your market monitoring center, we deal with

huge volumes of data. And having the expertise to maintain
these large databases, as well as maintaining the tools we

use, the data is critical. So IT support is a very

important resource for us.

We have a market surveillance committee comprised
of essentially external independent experts on the markets.
They‘provide independent expert advice and recommendations
to our management as well as our governing board. The
committee is currently comprised of three members. Frank
Wallach is the chair of the market surveillance committee
from Stanford University, James Bushnell from UC Berkeley
and Benjamin Hobbs from Johns Hopkins University.

An extremely valuable resource for us. I think
they bring a very different perspective to important market
issues. They tend to have a broader perspective, looking at
how markets are functioning throughout the country'as well
as throughout the world. And I think just the academia
perspective 1is refreshing, to get that different
perspective. If you're kind of entrenched in the issue,
it's nice to have someone come in kind of as an outsider to
provide that perspective.

Another importaht resource I want to mention is

access to an interaction with other departments at the ISO.
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That's extremely valuable to us. We interact quite
frequently with our operations department as well as our
market and product development department on various on-
going market issues, as well as future enhancements to
market design. Data is all well and good, but having the
ability to conveniently and quickly access the people that
are running the markets is a very important resource for us.

With respect to our monitoring priorities, I'1ll
just quickly touch on a few of them. As you saw in the
presentation from the Office of Enforcement this morning, we
have been seeing this spring quite a few price spikes in our
real-time market. It's been particularly noticeable because
there was definitely a correlation with raising the bid cap
then seeing spikes that we had previously been seeing at or
below $250 go up to at or near $400. As the Staff shared
with you this morning, these spikes were predominantly
during our critical ramping hours, early morning and evening
hours. They're not persistent in that they occur day-in and
day-out, but they do occur with some frequency.

I would point that one of the things exacerbating
the available supply in our five-minute market is we've been
blessed with, as you saw, a tremendous amount of hydro this
year. That's created essentially a lack of participation in
the five-minute market by some of the hydro resources

because they tend to be running at full output. That's
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definitely been a factor. So that's something we're closely

monitoring.

It's also had an impact in participation in our
ancillary services markets, again for the same reasons. If
units are operating at their PMAX they're not able to
provide things like regulation down as easily as they could
in a less significant hydro year.

With respect to summer market conditions a couple
of areas we'll be closely monitoring are the competitiveness
of the ancillary services market, particularly if we go to a
split procurement where we're procuring ancillary services
in the south separately from that in the north. That's
something we want to keep an eye on from a competitive
standpoint.

Also a recent issue that arose at the ISO
concerns some of the operational procedures that will be
used to make sure we have sufficient -- on a day-to-day
basis sufficient unloaded capacity in the south to deal with
potential contingencies such as the loss of a major
transmission line. The ISO recently publicly posted an
overview of some of the operational procedures they'll be
taking with respect to identifying what the unloaded
capacity needs are in the south and the procedures we'll use
to make sure they have that capacity. I think that will be

a very interesting issue for market participants, and we
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will be weighing in on that one as well.

Resource adequacy as you heard this morning, this
will be the first year for implementation of the CPUC
resource adequacy program and, more generally, the
reliability requirement programs for all load-serving
entities in the ISO control area. We'll certainly have a
role in reviewing the effectiveness of that program and
compliance with some of the requirements under that program
pursuant to our tariff. We'll also be following future
enhancements to reliability requirements such as local
requirements and potentially performance incentives for
capacity that's awarded resource adequacy contract.

Finally, MRTU readiness is a very important issue
for us as a monitoring group. It's a very different market
than our current zonal market. We've been heavily involved
over the past year in terms of identifying our data
requirements, monitoring indices, softwa:e requirements and
assuring our staff are trained on MRTU market design,
particularly an LMP market design.

While I have the chance, I'd like to thank Hung-
Po and Joe Bowring for graciocusly entertaining us a few
months back. We visited both these market monitoring units
to get their perspective on monitoring and LMP markets and
got some variable insights and tips that I think will help

us get a jump start with our monitoring program under MRTU.
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apologize.

I know I talked more than 10 minutes; I

So I'll stop there and open it up for questions.
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CHAIRMAN KELLIHER: I usually like doing
questions at the end of all presentations, because sometimes
we'll have common questions. Can we do that? Why don't we
hear from everyone, then we can have a long discussion at
the end?

COMMISSIONER BROWNELL: Not a long discussion,
no.

(Laughter.)

CHAIRMAN KELLIHER: Mr. Chao?

MR. CHAO: Thank you. Good afternoon, Chairman
Kelliher, Commissioners Brownell and Kelly. It's my
privilege --

CHAIRMAN KELLIHER: Dr. Chao, I apologize.

MR. CHAO: Thank you. It's my privilege to be
here along with my colleagues, Ray Hepper, who is Vice
President and Assistant General Counsel.

I joined ISO New England seven months ago. I
have a long resume, and if you're interested, I can send it
to you. I will not spend the time going through that here.

What I found here -- what I plan to do here is to
go over some general opinions on the role of market
monitoring, and then I will dive into the specific role and
resources and the priorities in the New England area.

I must say that I will share many of the elements

that Keith has already touched on. I will emphasize, from a
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different perspective, probably from New England and also

from my personal viewpoint.

The role of the market monitor is critical for a
number of reasons.

(Slide.)

MR. CHAO: At a conceptual level, the electricity
market not only has to follow the law of economics, supply
and demand, which determines the price of electricity, but
also physical laws which determine how electricity will flow
through a network.

Therefore, in order to determine competitive
prices and balance the power flows in real-time, the market
monitor will have to be able to make a speedy response to
ensure effective rules for competitive markets.

In particular, this implies that the market
monitor must have access to the information and tools
necessary to identify and mitigate the potential
anticompetitive behavior by market participants, in a timely
and accurate manner.

In general, the role of the market monitor is to
provide informational and analytical support for FERC, state
regulators, and the New England stakeholders, to ensure the
success of wholesale electricity markets.

The attributes of successful electricity markets

include: Producing competitive prices, supporting reliable
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system operations in the short run, and, in the long term,

you need to attract sufficient infrastructure investment.

To perform this role, involves several critical
responsibilities, as Keith has already touched on:

Providing an understanding of how well the markets are
performing and why, specifically, the market monitors must
determine the extent to which market prices reflect
competitive outcomes and not abuses of market power, and
conduct periodic reviews and ad hoc reports on the
performance of the.markets in specific products, and also to
assess the impact of some internal ISO implementation of
changes on the market performance.

For each of these functions and activities, the
market monitor focuses on how efficiently the markets are
responding to customers' needs for reliable electricity at
the lowest long-run cost.

(Slide.)

MR. CHAO: The organization of the market monitor
in New England conveys a critical element to ensure that
market access is to allow the internal market monitor a
considerable degree of organization or independence within
the ISO reporting structure.

Such a reporting structure, for example, the
Director of Market Monitoring, reports directly to the CEO

and has direct access to the Board of Directors.
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Also, this office will have direct access to an
internal, independent market monitor, which also directly
reports to the Board.

This office also needs to interact regularly with
FERC. Our interaction is most closely connected with the
Office of Enforcement.

The structure of the internal market monitor
includes three functional areas: Market assessment, market
compliance, and emerging markets, which I will describe more
later.

(Slide.)

MR. CHAO: The functions of the market monitor in
ISO to fulfill the critical responsibilities, the market
monitor performs four major functions: Monitoring,
analysis, solutions, and communications.

These functions are performed in a continuous
process flow, which also involves a significant interaction
and feedback involving FERC, the New England stakeholders,
and- regulators, and the wholesale markets themselves.

Such interactions ensure that when market flaws
are detected, the market monitor is an active participant in
developing appropriate solutions with other parties
involved.

(Slide.)

MR. CHAO: In performing the major functions,
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just described earlier, it requires that the market monitor
undertake several specific tasks, which are required
explicitly in the policy statement, also in the market
participant agreement with ISO New England's participants.

These tasks are best categorized in terms of the
recipients of the interaction. With FERC, we have bilateral
support.

ISO New England provides original and timely
answers to specific questions from FERC. We provide
referrals to potentially sanctionable market behavior, and
communicate regularly and provide the recommendations on
market policy issues.

With the New England stakeholders and state
regulators, we have various levels of interactions to
communicate and provide the recommendations on regional
market development issues.

With the wholesale electricity markets, our
functions are aligned in terms of our interaction. 1In the
market compliance area, we monitor closely, market behévior,
for compliance with market rules and tariffs.

We undertake day-to-day, real-time monitoring
activities to ensure competitiveness.

In the market assessment area, we focus more on
the longer timeframe, to analyze and report market

performance and to identify opportunities for improvement in
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market rules.

Emerging markets is a recently-created programs.
This is in light of the need for continuous improvements and
introduction and integration of new market elements into the
established market design.

So, we monitor the market design and develop a
process to minimize risks during integration of new rules.

(Slide.)

MR. CHAO: 1In the area -- our resources here, as
I have already described earlier, our direct access to the
Board of Directors, is a significant part of our resources
to ensure the independent position of the market monitor
within the ISO and RTO.

It reinforces the senior management team's
support, so we have access to other parts of the
organization for the necessary information and for many of
the routine supports.

Our consultation with the independent market
monitor is another area that is extremely valuable. Our
direct communication with the FERC's Office of Enforcement,
adds another significant component.

Currently, we have 12 staff members, including
the IT support. Our staff has backgrounds in economics,
engineering, business, and operations analysis.

The dedicated IT support provides both the
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production software for our on-call duty procedure, and also
supports our market analysis and market simulations. When

we introduced ancillary services markets, our current

priority is that immediately to our monitoring plan to the
summer, is to focus on the price changes in two specific

load pockets: The Boston NEMA area, and Southwest

Connecticut.

This summer, we expected that with the addition
of transmission projects, Phase I's completion, to relieve
the Boston NEMA area, the situation in Boston NEMA is likely
to be alleviated, but in Southwest Connecticut, we continue
to monitor closely.

Earlier this morning, Commissioner Kelly asked
the question about the Southwest Connecticut's 300 megawatts
of demand-side program. We checked back at the office. The
answer is that that program was fully activated once last
year, in the summer, on July 27, when that was the peak day.
That's the peak record in New England.

Another area: 1In the Fall, as our priority is
that the integration of ancillary services market Phase II,
ancillary services, Phase II, includes the location of
forward reserves and real-time reserves into the existing
market design.

In this area, this program just got FERC's

approval. It's moving on according to schedule, to be
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starting in early October, and, internally, the market
monitor has also performed independent assessments to ensure
the implementation is going to conform to the design
objectives.

So far, it has recevied the Board's approval.
Another, as our focus in the Winter, this is a cold winter
operation, this is a unique challenge in New England.

In the Winter, New England's system highly
depends on natural gas, and during the Winter, as we have
experienced in the past few years, a computing use of
natural gas between electricity and heating natural gas,

presented a challenge.

A dual-fuel unit provides the flexibility. The
question here is, how the market rules will provide the
incentives to attract efficient combination of units.

So far, we have seen significant investment in
dual-fuel units, based on financial incentives. And in this
coming Winter, we're gearing up our monitoring plan to draw
upon the experiences to deal with the issues that may come
up.

Then forward capacity markets: The forward
capacity market settlement agreement outlines market
monitoring's responsibility, explicitly, which ISO is
reviewing as it begins the implementation plan that is

underway.
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Lastly, but not leastly, is that we strengthened
our communication links with our stakeholders with the
market participants and state regulators. That's part of
our priorities in our market monitoring plan for the future.
Thank you.

CHAIRMAN KELLIHER: Thank you, Dr. Chao. Before
I recognize Dr. Patton, I want to correctly identify Dr.
Casey. I referred to you as Mr. Casey. I'm seeing a
pattern develop.

| (Laughter.)

CHAIRMAN KELLIHER: Why don't I now recognize Dr.
Patton? Thank you.

MR. PATTON: Unfortunately, if anyone asks if
there's a doctor in the house, they're going be in real
trouble.

(Laughter.)

MR. PATTON: I appreciate the opportunity to be
able to speak with you all today, Mr. Chairman and
Commissioners, on market monitoring and the roles and
responsibilities.

(Slide.)

MR. PATTON: You probably sensed that a lot of
what you heard, is very similar from market to market. What
I'm going to try to do, although sometimes we use different

words to say basically the same things, or it may create the
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appearance of some more divergence than there might be, what
I'm actually going to try to do, is to try to highlight
things that are different, to facilitate the discussion, and
try to go very quickly over things that are the same.

(Slide.)

MR. PATTON: I think, in terms of the role of
market monitoring, I think it's fair to say that there are
basically three areas that we're focused on. One is flaws
in the market rules that create inefficient incentives or
gaming opportunities.

That is very important, particularly given the
newness of the MISO market; that there are many different
rules related to -- well, you can almost not conceive of how
many different rules can exist, that can significantly
affect people's behaviors.

They can create risks that affect people's
behavior in ways that might initially look like manipulation
or market power abuse, but when you dig in deeper, you can
identify that there may be a flaw in the rules. So we try
to identify those as quickly as possible, and notify both
FERC and the MISO and the market participants of those.

Secondly, and an important piece of our function
that might be somewhat different, is -- I think this is done
by everybody at some level, but it's a very important part

of our function -- is identifying efficiency improvements in
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the market operation, particularly in the procedures of the
operator of the market.

I'm going to talk about that a little bit more in
a moment.

Thirdly, it's to identify market power and abuses
of market power, which I differentiate from the rule piece
of the scope, because market power is much more fundamental.

Market power exists, at least the way we would
define it, when there's limited or no competition to resolve
a particular need of the market, whether that is to keep the
flow on a line below the limit; whether it's to support the
voltage at a certain location, so you have to bring on a
particular generator and you have no choice but to deal with
one supplier.

Those are the sort of fundamental -- it's more
fundamental, and can't easily be addressed through changes
in the market rules, other than potentially market power
mitigation rules.

With regard to the MISO -- MISO refers to its
market monitoring function as an independent market monitor.
The reason our name is independent market monitor, is that
we are entirely independent of the MISO, corporately.

We are external to the MISO, and there are a
variety of protections built into the relationship between

ourselves and the MISO, to ensure the independence, in fact,
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conditions that FERC put on the relationship between us, to
ensure that independence.

This is probably the number one market monitoring
issue in the development of a plan. I spent more time
talking to participants about this issue than anything else.

In the states, it was clearly their number one
issue. They filed more paper on how to ensure that the
market monitoring function is independent, than anything
else, and the participants, as well.

Largely, I think that's because there's a
recognition that no entity affects the outcome of the market
more than the operator of the market, and under the MISO
plan, the Midwest ISO is a monitored entity, and a big
portion of our charge is to review the actions that they're
taking, that are not visible to anybody, that could
undermine the efficiency of the market, distort the prices.

Now, part of the reason that's important, is
because they are charged with maintaining the reliability of
the system, and when the market doesn't perceive a
reliability requirement, in other words, the natural running
of the market doesn't satisfy the reliability requirement,
invariably, you're going to rely on manual actions by the
operators, and those manual actions will always affect the
outcomes of the market, how they do those things and whether

those actions are justified in all circumstances and whether
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their procedures minimize the impacts on the market, are all

very important topics and things that we focus a lot of our
resources on.

Another difference in MISO is that there are a
lot of provisions in the setup of the MISO that create a
concern that the Commission has asked us to watch, so there
are carve-outs of congestion charges for certain
participants. There are many, many control areas that were
not consolidated, which, in every other market, operates a
single control area. There were concerns about that.

In each of those areas, the Commission explicitly
defined as part of our role, to monitor how those
arrangements might affect behavior and whether they're
undermining the performance of the market.

In terms of the resources, I think they are
basically the same as the other market monitoring
organizations. The function really requires an
interdisciplinary team of individuals, so we have electrical
engineers, both with expertise on transmission, as well as
generation; economists; folks that are specialists in
software development; and, altogether, we have 14
professionals that perform the market monitoring function,
not including any administrative support.

Part the reason we have market developers, 1is

that it requires an extensive software system to do it well,
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including data interfaces that transfer data continuously.

We have staff onsite at MISO, but alsc at our headquarters.

We're receiving data on a 3-second basis at our
headquarters. For example, when a five-minute -- the real-
time market runs on a five-minute basis.

We get the results within seconds of its being
posted, so that's the market monitoring that can be a truly
real-time function.

(Slide.)

MR. PATTON: As far as the activities that we
perform, they really fall into three categories: There's
real-time screening and analysis, which I'1ll call real-time
market monitoring; there's investigations of anomalies or
market outcomes or conduct in the market that we perform;
then there's periodic analysis and reporting.

Following your example, which I thought was very
useful this morning, on E-1, I'll tell you what we don't do:
I'm not aware of any enforcement authority that we have, or
other powers that have been delegated to us by the FERC.

There were sanctions in the mitigation measures,
but in approving those, you structured it in a manner where
we make recommendations, then you impose. I think that is a
very useful structure.

Having market monitors engage in enforcement, I

thought, is not optimal. I think it's good to have that
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clarified.

Secondly, we don't engage in actions that are
intended to compel participants to change their behavior.

Third, we don't have the authority to do any sort
of changing of the market rules or procedures that would
affect the outcomes of the markets. We don't have authority
to do that. I was going to say "without approval from
FERC," but I'm not even sure there's a process for us to
appeal to FERC to change something, without the ISO making a
filing.

Then, lastly, we don't have any other
discretionary authority to affect either outcomes of the
market, with the exception of periodic adjustments to
reference levels that are used in the bright-line test for
the mitigation measures.

That discretion is employed very infrequently. I
think there's actually -- you should warn me if we shouldn't
talk about that, because it is actually something that, a
while back, you asked for comments on in a docket on
reference prices, that I'm not sure if that's one of our ex
parte --

MS. COURT: That wasn't a docket of an on-the-
record proceeding. I think that was a rulemaking.

MR. PATTON: It was a kind of docket that I don't

remember.
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CHAIRMAN KELLIHER: Are you talking about
reference prices?

MR. PATTON: Yes, the reference prices.

MS. COURT: That was done in a generic
proceeding.

MR. PATTON: Okay. As far as real-time market
monitoring goes, we rely primarily on our automated software
to continuously screen the data for many things, but things
that include attempts to exercise market power by
withholding resources, running generation uneconomically, to
cause overloads of transmission constraints, which is, I
think, a particular issue in the Midwest, because there are
a variety of constraints where the location of a very small
number of generators has a big effect on the constraint, in
ways that other generation has a difficult time unloading
the constraint.

So, that's an issue we've seen in the Midwest,
that, frankly, I haven't seen in other markets.

Other inefficient conduct and then the operator
actions: We also get real-time information on actions the
operators are taking, so that we can attempt to understand
what they're doing and why they did it at the time that
they're doing it.

Part of the real-time market monitoring function

and system, involves the software sending automated alerts
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to beepers and e-mails of my staff, so that the function can

be thought of as being effective on a 24/7 basis.

Real-time market monitoring: I don't know if
you'd call this market monitoring, but our function also
includes the implementation of the prospective mitigation
for economic withholding. That's a real-time function.

(Slide.)

MR. PATTON: 1In terms of investigations and
complaints, this is where we look into certain things that
aren't subject to bright-line mitigation. We attempt to
understand the issues that we see.

Most often, the investigations are triggered by
real-time market screening, but it can also be triggered by
requests from states, FERC, market participants, the MISO
staff, or the Board of Directors.

There's some conduct that you can only address,
really, through investigation. For example, fiscal
withholding, if a key generator in a load pocket is
unavailable, derated, or forced out of service, there's no
way of knowing, and it creates a large price effect, there's
no way of knowing if that's a legitimate outage that's
technically necessary, without doing some level of
investigation.

In that regard, part of our process is to collect

information on things like that, to be able to come to
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conclusions, and, when appropriate, make referrals to FERC.

One thing I would say about the investigation
process and the real-time market monitoring, is, we interact
extensively with the Office of Enforcement, not just when we
make referrals, but multiple times a week.

There are informal communications anytime
something anomalous or otherwise interesting occurs on the
system. We're talking about why it occurred and why it
happened.

There are also regular weekly meetings, and also
a regular monthly meeting with a broader set of FERC Staff,
where we discuss the performance of the markets and any
issues that are emerging.

That process is very useful and valuable, I
think, to both of us; at least I hope it's valuable to both
of us. It's valuable to me, for sure.

Lastly, as part of the investigation process,
there are referrals that we make to FERC under two separate
provisions. One is the sanction provisions in the MISO
tariff that prohibit or that address market power abuse,
and, secondly, the enforcement provisions under the Energy
Policy Act, which you've now codified and are covered by the
market monitoring policy.

As far as periodic reporting on market

performance, the biggest single product is our State of the

SMM - 01026



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

21361 34
DAV

Market Report. 1It's the most in-depth evaluation of how the

market's operating, and includes most of the longer-term
recommendations for things that need to be addressed.

MISO is a new market. We're probably going to
have ten to 20 recommendations on various aspects of the
market rules, how the software operates and other issues
that are a direct result of things that we saw happen in
2005.

For example, in the area of market-to-market
coordination with PJM and MISO, a non-trivial portion of our
State of the Market Report focuses on how well that's worked
and how it can be improved to capture the full benefits of
that coordination.

Then also, in terms of the regular reporting, I
talked about the regular meetings we have with FERC Staff.
We also meet quarterly with the states to talk about things
that we're seeing and to answer their questions about things
that they are concerned about.

The last one of those has provoked a number of
requests by states for information about things that are
affecting the market, which we have provisions in our tariff
to provide information to the states.

Also, we provide a monthly report to the Midwest
ISO Board, and make presentations to the market participant

committees on both what we've seen in the past, but also on
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design changes or rule changes that are either provoked by
our recommendations, or things they're just generally doing,
for instance, the development of ancillary service markets
we would be involved in evaluating the proposals on how
those markets would be structured.

Lastly, as far as the Summer goes, I think our
priorities are largely the general areas that I talk about,
but, in terms of specifics, there are two or three specific
areas: One 1is the reserve margin in the East, where it is
as low as anywhere in the country, the east part of the
Midwest ISO system.

That's not necessarily a large concern, because
there are so many interconnections in that area of the
Midwest ISO and every other region, nevertheless, under very
hot conditions, we're going to make sure that we identify
market concerns.

The Ontario issue, I think, is fairly important.
We export power routinely to Ontario, particularly in the
Summer. To the extent the demand export increases all the
flows into Michigan and can isolate Michigan as a load
pocket area, in the past year, it wasn't very frequently
binding, but the Michigan can become a load pocket and there
are potential market issues there.

Lastly, the coal issue: To the extent that there

are any disruptions in the delivery of coal coming from the
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MAPP area, that can raise significant concerns. We've
actually talked to a few participants who are worried about
their coal piles, and largely they talk to us, because they
are taking steps to reduce their output to try to manage
their coal piles so that they have maximum availability in
the summertime.

But we certainly don't have a complete set of
data on the coal piles, by the units. Lastly, just as a
general issue in the Midwest -- and I've said this a minute
ago -- there are a variety of situations that arise on the
MISO system where there's only one supplier that can resolve
the reliability concern or the transmission constraint, and
those are issues that we seek to identify, even ahead of
time, so we can be screening for the conduct by those
participants.

And they really occur all over the system. Some
of them occur due to very specific issues.

In the eastern part of the system, there's about
a month last year when the outage of a big steam unit caused
us to have to commit gas turbines every day. The gas

turbines were owned by a single entity.
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It's an issue where you essentially have a
monopolist for a period of time. That sort of market power
is what we worry the most about, because it's relatively
severe. It's not a matter of three or four entities where
you have imperfect competition. It's an issue where you
basically have no competition. So we seek to identify those
and that's high on our priority list.

CHAIRMAN KELLIHER: Thank you, David.

I mangled your name once, sir. Can you do it for
me this time?

MR. BOECHLER: 1I'll try, Mr. Chairman. My name
is John Boechler. I will break the pattern of doctor; I am
not a doctor. 1I'm an engineer, too, by the way. But
hopefully David and Joe won't mind me sitting between them
here. You do have a few slides there in front of you, I
believe. I'll use those as an outline just to discuss the
role and responsibilities of the market monitoring function
at the New York ISO.

(Slide.)

The first is an organization chart which probably
nobody can read on the board over there. I just wanted to
use it to point out that following substantial corporate
reorganization last fall of the New York ISO, the market
monitoring -- or the internal market monitoring function was

brought under the market structures organization. That
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probably was the one organization within the structure that
was changed fhe most. Notably I'll just point out here
because I'll come back with it later it's grouping the
market monitoring organization together with the
responsibility for market design and enhancement changes,
which is under the product management function. That may
not be obvious, but that's where it is. But also with the
strategic planning organization as well as the enterprise
risk and compliance. Those are all areas that interact
significantly and substantially with the market monitoring
function as well. That's one of the reasons that that part
of the reorganization took place.

Shortly after that time, I assume the role as
acting vice president of market structures. 1I'm here today
to speak about market monitoring, since we do not have a
manager of market monitoring in place right now, although we
hope to shortly. 1I'd like to recognize Lisa Trevali, who is
with me, who is our supervisor of market monitoring and
mitigation.

Also the market monitoring function has another
critical element in New York which is somewhat different
than all of the others of us here. There's an independent
market advisor who is selected by and reports directly to
the board of directors who also advises the CEO, senior

staff, and the internal market monitoring unit. I will talk
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more about that in a moment. Those are the two major

elements of the market monitoring function in New York.

(Slide.)

As far as the internal organization goes, the
internal market monitoring organization is named market
monitoring analysis and performance to reflect the major
functional responsibilities that it has. As you are
certainly well aware, the very purpose of forming ISOs and
RTOs in the first place was to assure the reliable operation
of the electric system within our footprint and to ensure
the reliable efficient and fair wholesale market operation
with competitive outcomes. Certainly the role of the market
monitoring function, as has been mentioned before, is
critical in achieving those outputs and also and perhaps as
importantly, if not more importantly, to ensure against the
exercise of market power.

How do we do this in New York? Simply through
the administration of our FERC-approved tariff and market
monitoring plan. Within those documents are a series of
well-defined -- David used the terminology bright line
threshold and screening devices which we administer. That
gives us the principal direction.

Outside of those bright line authorities, our
tariff specifically provides for making a filing with the

Commission to propose new market rules, to propose
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modifications to our mitigation measures possibly and, to

some degree, FERC approval. That would be our authority
responsibility also to do so. As David mentioned, we may

also refer issues to the Commission in accordance with the

market monitoring policy statement that was referred to

earlier.

So what are these major responsibilities? Yes,
they are similar to those mentioned by my colleagues here.
First of all, market monitoring. In our day to day market
monitoring activity, which Lisa is primarily responsible
for, we monitor market participant behavior and we monitor
market outcomes in the various markets that we administer.
We also have the responsibility and authorization to conduct
mitigation again under certain bright line tests. As I'll
cover in a moment, that's performed on both an automated
basis, also through manual procedures. We have a unit that
is responsible for investigations, doing things such as
David had referred to: monitoring performance of units in
compliance with specific tariff requirements in areas such
as ICAP, for one, which imposes specific bidding
requirements, verifying unit outage rates and unit
performance characteristics. We also, within the framework
of our tariff, have the ability to recommend sanctions for
violations of some of those conditions.

We also have an analysis function. That involves
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both historic analysis and we also have an ability to
perform market simulations to aid in that analysis as well.
As part of the analysis function, we will look at our market
performance, look at our market rules and recommend
improvements to those. The market monitoring unit and
function is intimately involved in all proposed enhancements
to market rule changes within the ISO structure and
governance process.

Finally, what I call performance. We have a
daily market review function within the market monitoring
organization, I guess very similar to the daily function
that Steve's group has here, although we look at a much more
granular level at issues of specific participant behavior
within our markets. We also publish a monthly market
performance report which goes to our board, which goes to
our market participant committees and which is posted on our
website and which is available to Staff certainly as well.

Importantly also, as others have mentioned, is
our interface with FERC Staff and the Office of Enforcement.
We have important input on questions that Staff may have or
which we may want to bring to their attention. We have had
for quite some time a monthly conference call meeting which
deals generally with issues of broader concern and an on-
going kind of agenda that we hold there. Then we have the

semi-annual meetings such as we've been having over the past
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couple of days with the Office of Enforcement. I certainly
agree wholeheartedly with David that those have been very
useful. We view those as a very important two-way street to

benefit as well as hopefully we, ourselves.

Moving on to the role and responsibilities of the
independent market advisor.

(Slide.)

Dr. Patton serves that role for the New York ISO.
In that role he advises the ISO board, CEO and senior
management, as I mentioned previously, on market design and
performance issues, certain issues of market participant
behavior, and also recommends market design improvements.
Dr. Patton and his organization also advises and assists the
internal market monitoring unit in similar areas and, more
specifically, in the implementation of specific mitigation
methods and protocols that we administer.

Finally, in New York it is the independent market
advisor that performs the annual state of the market
assessment for the New York ISO and that is presented, in
turn, to our board, to the Commission and to NISO
stakeholder committees. And again that's a public document
at this point as well.

(Slide.)

A question of the resources we use to carry out

these functions. The internal marketing unit has a staff of
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23 personnel, including managerial and administrative. That
staff includes three Ph.D. economists. We similarly have
engineers with an operations background, as well as
analysts. By function we have six personnel dedicated to
the monitoring and mitigation, the daily monitoring and
mitigation function. We have four whose primarily
responsibilities are the investigations and we have six in
the analysis and performance group. Certainly our
resources, as mentioned before, include our independent
market advisor, Potomac Economics.

We have daily and continued communications with
most of the other ISO departments, notably operations and
market structures, as I mentioned at the outset. Certainly
legal and regulatory as well. We also have outside counsel
that are expert in the areas we are talking about here as
well, and those sections of our tariff that deal with the
market monitoring plan and mitigation authorities.

We have automated tools that I'll call -- some of
which are production grade software, such as the automated
mitigation process that is in fact a part of our day-ahead

and real-time market operations software. We also have many

‘off-line tools that have been developed in order to derive

data from our production line systems and form that data in
a fashion that's useful and needed for the market monitoring

function, again, similar to what Steve's group has had to
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develop here as well.

We also have simulation tools. We have a model
called PROBE which was developed for us to enable us to do
scenario analysis and analyze. It's a shadow system, if you
will; it runs much faster than our day-ahead market software
itself. We also have the ability off-line in a dedicated
system to run our actual day-ahead market models for the
purposes of analysis and market monitoring analysis. We
also have quite a volume and series of manual policies and
procedures associated specifically with the market
monitoring responsibilities.

Our other resources are certainly consultation
with regulatory Staff and consultation with market
participants which in fact is called for under certain
provisions of our market monitoring plan. Often you will
see something that looks like an unusual or just a change in
market participant behavior. That is usually explainable by
communicating rather than just jumping to conclusions. We
found that the consultation process is very useful in
carrying out our responsibilities.

Current priorities.

(Slide.)

Certainly our most important current priority is
our daily market monitoring activities and responsibilities.

I should point out and I believe the Chairman had some
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discussion with Mark Lynch last week about this. We had a
corporate~wide excellence in execution initiative that has

just begun and has received the support of our board of

directors as well as Mark and the senior officers.

How does this relate in particular to the market
monitoring function? I'd itemize three specific areas here.
We'll be automating more of the currently manual processes
that we have that will hopefully have the effect of
increasing our efficiency and performance. We will also be
moving many of the offline systems that I referred to into
our IT production-grade testing and quality assurance
environment, which again hopefully will improve the quality
of those tools and improve the performance of those tools,
frankly.

Then finally this overall excellence in execution
initiative is having on a corporate-wide basis but certainly
no more important an area than in market monitoring an
increased focus on overall controls and compliance and more
automation certainly should assist in that as well.

Another goal we have is to improve our analysis
capabilities. One of the areas is a rather significant
software program -- I'm sorry, IT enhancement of our data
storage and accessibility and archiving of historical data
which the market monitoring unit in particular is highly

dependent upon to do our own analysis to respond to
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questions from the Commission and others. So we're involved
deeply in that project.

We also, by improving efficiencies, plan to and
intend to increase our analytical capabilities and our
ability to perform longer-range analysis and to support the
newly-created strategic planning function, which again is
part of market structures. Indeed, to populate that
function, we stole a few people out of the analysis group of
market monitoring because we believe those are the kind of
skills that are needed in order to look at future evolution
of the markets. You certainly need to have a pretty good
idea of how they operate right now and what the issues might
be.

Finally, a sort of strange issue you might think
here, but we've had some discussion with Staff over the
months on this, environmental issues. Both existing and new
environmental initiatives. In the northeast, as you're
aware, as in many other places, we have in New York state a
renewal portfolio standard requirement which has on our
doorstep a rather significant number of wind power
applications, as I'm sure you're aware, which will have an
impact on the operation of our system and which have certain
implications for the market as well.

Also we have begun an initiative to communicate

with our local environmental regulators. There's the
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northeast Reggy program on greenhouse gases Jjust to educate
them -- or it's our intention to educate them as to the
impacts of environmental restrictions and regulations on the
operation of our markets and the ability to have the
resources available without disrupting competitive market
outcomes without resorting to must-run type configurations
and things like that.
So that's pretty much where we are. Thank you

for the opportunity.
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CHAIRMAN KELLIHER: Thank you, Mr. Buechler.

Joe?

(Laughter.)

CHATIRMAN KELLIHER: That works for me.

MR. BOWING: Mr. Chairman, Commissioners, thank
you for the opportunity to be here. I'm undoubtedly going
to repeat much of what my colleagues said, having the
opportunity to go last, standing between you and the fun
part of the afternoon, which is hopefully the Question &
Answer period. I'm not sure what comes after that.

COMMISSIONER BROWNELL: My birthday party.

(Laughter.)

MR. BOWING: I'm actually standing between you
and the real fun. Happy birthday, Commissioner.

COMMISSIONER BROWNELL: Hold that thought.

MR. BOWING: What I'm going to try to do is
address fairly quickly the three topics that were raised by
the Commission in their notice.

First, what is our role as market monitor? Our
role as market monitor, as I primarily stated in the policy
statement, is to assist the Commission in enhancing the
competitiveness of RTO markets. I would extend that to say
assisting the RTO, assisting the state PUCs and assisting
the members as well. Clearly, they have somewhat different

roles and your role is predominant. But, nonetheless, all
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those additional three categories of participants have a key
interest in enhancing the competitiveness of the RTO

markets.

Our first role is analysis. We look at market
structure, market participant behavior and market
performance. It seems like every other economist in the
room and even the engineers do. The real problem is going,
obviously, from economic theory to accounting for the real
details of multiple interacting markets based on a network
of generation and transmission from market structure. There
are some well-defined market structure metrics. But, again,
the problem is refining those market structure metrics to
the applicable to actual power market realities. That's one
of the key analytical tasks in looking at market structure.

Market participant behavior we're constantly
monitoring for violation of either RTO or FERC behavioral
rules, looking for exercises of market power. 1In either
case, we, on a real time basis, discuss those and the issues
that arise with the Office of Enforcement and, when
required, make referrals to the Commission. And, in
addition, propose rule changes to resolve those issues, if
appropriate. Overall market performance -- obviously, the
fundamental question -- easy to say, harder to measure,
although there are some pretty good metrics. Our market

outcome is competitive.
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The second question we try to address is, do
market power mitigation measures work effectively where they
only have only limited types of market power mitigation
measures? They're automated. They're actually run by
market department engineers rather than market monitoring,
but our rule there is to evaluate how they are enforced and
to ensure, for example, that PJM is implementing those rules
cbrrectly.

Last, but not least, and probably the central
question, the ultimate test our market design is, are
markets sustainable? So one of our tasks, clearly, of
market performance is the extent to which there are adequate
investment incentives that arise out of competitive outcomes
given the mix of markets and the market design. In addition
to analysis of markets, we also look at market rules. The
real RTO markets, as you know very well, are defined by
complex market rules. I don't know how many pages are in
our operating agreement, but it's too many to count most of
the time. A key part of our task is to identify rules which
provide incentives not consistent with competitive outcomes.
And we find that out when we see-the actual behaviors that
are incented or permitted by the rules and to propose
changes to the RTO and ultimately to the Commission to
modify those rules.

In addition, one of our rules with respect to
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rules is to define and propose targeted behavioral

mitigation that can be applied in real time using real-time

data on market structure behavior and market impacts much

like we are now applying and have been since March -- the

three pivotal supplier test in both our real-time and day-

ahead market.

As someone mentioned, there's something that's
not included. That is enforcement. The market monitoring
at PJM has no enforcement role. That is consistent with the
policy statement and the evolving policies of the
Commission. We're not directly involved in enforcing local
market power mitigation, as they say. We monitor the way
it's applied and make sure it's applied properly, but we do
not have that authority. And, in fact, have no separate

enforcement authority.

The final piece of our role is that in order to
effectively assist the Commission in enhancing the
competitiveness of RTO markets it's essential the that the
market monitoring unit be independent.' That we be
independent of members from all sectors. That we be
independent of the RTO. I think the Commission and the RTO
market participants all want market monitoring unit views on
marketing issues and our independent views. While agreement
with market monitoring views is not required, unfortunately

-- just kidding --
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(Laughter.)

MR. BOWING: I wouldn't want that. Market
monitoring views and the analytical reasons for them should
be clear and transparent to all market participants, to the
Commission, to the RTO and to market participants in order
to inform a rational decision-making process. In my mind,
the policy debate should also be transparent. That
facilitates the understanding of real markets by all those
involved.

With respect to resources, we have a staff of 15
at PdM. I hired all engineers in the beginning and I've
relented and hired some MBAs and economists. But, as was
pointed out, you really need engineers in order to
understand the underlying physical and economic realities of
the system. We also use consultants for specific knowledge
and expertise -- everything from IT consultants to experts
in generation engineering. We rely on certain PJM
resources, particularly maintaining servers and things like
that. That is IT support from PIJM. One of our key
resources is data. When I first got to PJM, it was very
difficult, actually, to get data from the market side
because PJM was primarily an operating organization
interested in running the markets and running them reliably,
not so interested in looking back and seeing what had

happened and analyzing it.
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Over time, we have built a database, a data store
which is high~quality production grade, of course. And, in
fact, a database which is so good that the rest of PJM is
now coming to us looking for their data. But the market
monitoring and analytical needs require these extensive
databases. As I say, we've systematically developed them
and continuing to maintain those databases and continuing to
build them to meet our needs is a critical resource to the
market monitoring unit.

Our current priorities -- see, I'm even going to
make it in 10 minutes. Our current priorities -- obviously,
continuing to improve our perforﬁance and extend our
analysis to new areas. Some examples, as were indicated by
some of my colleagues, we're continuing to define our real
time monitoring tools; continuing to increase the level of
automation; refining our metrics; proposing, for example,
targeted mitigation for the regulation market for the newly
combined regulation market and PJM; continuing to pursue
improvements in operating reserve rules; continuing to
participate in the process associated with the RPM
mitigation rules; proposing and being involved in the
process for developing the correct or series of correct
approaches to the economic evaluation of transmission
investments. ILast, but not least, ensuring that we continue

to try to share information with state regulators. There's
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a great need for information at the state level. We hear it
in various polite and impolite forms almost every day and we
recognize that it reflects a real need and we're trying to
do that. We're actually putting out monthly reports to the
states, continuing to talk to the states about more gradual

information that might ve of use to them.

A final priority, and David mentioned this as
well, is to improve and extend the market monitoring unit
role in monitoring the RTO. In fact, monitoring the RTO in
the operational markets, as David said, that clearly does
have a very significant impact on market outcomes. In
particular, we're looking at the price-setting process --
the interaction between marginal units, the transmission
system and the way prices are actually being set, the
decisions by operators. We're looking at the way PJM is
implementing scarcity pricing. We're also looking at the
way in which PJM is actually applying the three pivotal
supplier tests in real time in the day-ahead market, which
is very easy to describe, but very complex to implement and
implement correctly.

Thank you.

CHAIRMAN KELLIHER: Thank you very much.

Colleagues, do you want to start?

COMMISSIONER KELLY: Thank you, Joe.

I'd like to talk about the nature of your
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relationship with the RTO. It seems to me that whether you
are an employee or whether you're an independent contractor
the degree of your independence and the nature of your
relationship to your employer should be the same.
Frequently, I hear people talk about in a market monitor
that has a contract as somehow being more independent than a
market monitor who is an employee. I view you as having the
same degree of independence or not because in either case
you work for the RTO. You're hired by the RTO. You're paid
and potentially fired by the RTO. So, to me, it's
immaterial whether you have a contract or are an employee.
I want to continue in my monologue before I ask, but I'd
like your response to that -- if you think I'm right or
Wrong.

COMMISSIONER KELLY: This then gets me to the
second point, which is, what should your relationship be to
the RT0? Being employed by the RTO there's a potential for
conflict, particularly, if your job, in addition to looking
at how effective the rules are, the market outcomes, the
market participants, as Joe as talked about here -- if
you're also looking at how well the RTO is implementing the
rules, that raises even more potential for conflict to the
extent that you are looking at the efficiencies of the
rules, the flaws in the rules and the effectiveness of the

rules. There could be buy-in by the RTO and the rules.
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There could be some potential pressure not be careful about
what you say to the extent you're looking at market outcomes
or the behavior of market participants. It would seem to me
there's potential pressure. I'm sure you deal with a lot of
potential conflicts and those are my initial observations.
Because of those observations, some of the
questions I have for you are, how should we be helping you
do your job and how much independence should you have from
your employer? What's the best way to use your expertise?
Should we be looking at the contract you have with the RTO
or YOur job description? Should we be looking at that to be
sure that that's appropriate? That you have the appropriate
amount of independence? Something like an administrative
law judge here. They're our employees, but they have a lot
of independence. Should there be a code of professional
responsibility? Is this becoming a profession like an
auditor or a lawyer or a judge where you have an employer to
whom you are responsible, but you also have a job to uphold
something else -- the law or the rules or the regulations
that somehow can put you in conflict with your employer?
Should there be a code of professional responsibility? And
also, as we go about approving independent coordinators of
transmission, I had that same question. Should you have a
direct obligation to FERC? Should we require you to report

to us as well as to your board or to your management? Would
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that help you in your independence? Would that hurt you?
Should we ask you for comments on proposed rules or would
that hurt you in your independence or would that help you in
your independence.

Obviously, we could use your expertise. But is
there a fiduciary relationship? Or is the nature of your
relationship to your employer such that that would put you
in a compromising situation?

Those are my thoughts. I know the questions
aren't very pointed, but I'd really appreciate your thoughts
on that.

MR. BOWING: Shall I start?

CHAIRMAN KELLIHER: The last shall be first.

(Laughter.)

MR. BOWING: And the meek and all that.

COMMISSIONER BROWNELL: Not that, Joe.

(Laughter.)

MR. BOWING: Let me try to respond to some of the
questions. First of all, I agree with you that there's
nothing magic about being internal or external. I think
there are clear benefits to being internal. There are some
issues with being internal as well. There are some other
issues to being external. But I think, as you correctly
stated, there needs to be clear rules defining what

"independence" means. There need to be very clear rule,
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clear, transparent rules. Hopefully, ultimately, rules

approved by the Commission in much the way that David's

rules and David's contract are approved by the Commission.

I never thought I'd say this and David never

thought I'd say this, but, in fact, I think that the

institutional guarantees of David's independence as my

submarket monitor, independent market monitor are actually a

very useful model. They're very clear. They make it very

clear to whom he's responsible and in what why he's

responsible. In fact, in PJM, the rules are not anywhere

near as transparent or clear.

COMMISSIONER KELLY: Could they be, Joe, as part

of a job description?

MR. BOWING: Yes. I think there's absoclutely no

question that they could be as clear. I think a hybrid

model which incorporated those kinds of guarantees of

independence with benefits remaining internal is a very

attractive model.

In response to some of your later questions, I

think it will be appropriate, and in a sense I think we

already are responsible to report directly to the Commission

in certain areas. That's certainly not a conflict with our

role in the RTO. A key part of our role is to keep the

Commission informed. Clearly, reporting would be consistent

with that.

There's no conflict with PJM market monitoring
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unit's duties to the RTO. I also think it's a good idea,

from my perspective, if the Commission were to ask us for

comments, when you're interested in our comments, that's the

most direct way to get them.

I think it is important for market monitors to be
able to communicate formally and publicly and directly with
the Commission on areas where you want our input rather than
necessarily having that constraint by going through the RTO.
Clearly, there are some functions which are appropriately
reserved to the RTO like making 205 filings, but responding
to requests for comments and making reports I don't think
fall in that category. Ultimately, what independence means
is that neither the members nor the RTO can limit the
ability of the market monitoring unit to perform the
mandated functions by requiring or changing our
recommendations.

Clearly, we don't expect all the recommendations
to be accepted. That's part of the discipline of the
marketplace of ideas. We're not going to make ridiculous
proposals because they are public and the process is
transparent. Even if we started that way, we'd soon learn
that it didn't make much sense. That's my answer.

COMMISSIONER KELLY: Code of professional
responsibility, are we there? 1Is there a fiduciary duty to

a market? Some type of duty akin to an auditor or a lawyer
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that would be helped by having some kind of code of
professional responsibility?

MR. BOWING: Yes. I mean the clearer the rules
and the clearer the responsibilities for market monitors the
better off everyone is. I'm not sure exactly what a code of
professional responsibility means technically. But, as I
say, the clearer and more explicit the rules are so that
everycne can understand them the better off everyone is.

COMMISSIONER KELLY: Thanks.

MR. BUECHLER: I agree with Joe. I agree with
you, Commissioner. That I don't think there's a difference
between a contract relationship or an employee relationship
in this regard. What the ISO is trying to do is the kind of
two-part responsibility for market monitoring, as I
mentioned before. Both having an independent unit and an
independent advisor reporting directly to the Board to
address that independence guestions. In that regard, I'm
aware of some of the historical debates that have taken
place in this very area. I would liken it to the internal
audit function which reports administratively to myself, but
directly to the Board audit committee in that case.

I can assure, from having worked with the
national Board since its inception, that the board of
directors takes very seriously all of their responsibilities

for areas such as audit and heeds the advice of its
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independent advisor for any significant rule change or
enhancement that's proposed.

MR. BUECHLER: The internal market monitoring
unit I view as being an implementor our tariff requirements
operating principally within the boundaries of the tariff
requirements. Yes, we do also advise, analyze, consult,
recommend in terms of market rule changes and so forth.

COMMISSIONER KELLY: John, does everybody have
that same dual function of both implementing the rules and
then monitoring the rules? Or in other RTOs are those
responsibilities divided of implementing the markets versus
monitoring the markets?

MR. PATTON: None of us implement the markets.

MR. BUECHLER: I was talking in terms of
implementing a market monitoring responsibility under the
market monitoring plan.

COMMISSIONER KELLY: Sorry.

MR. BUECHLER: No. The operations organization
in the New York OSI implements and administers both the
reliability as well as the market operation. What I was
going to say in that regard is, in the annual state of the
market assessment, the independent market advisor does look
at implementation, as David was talking about, in terms of
MISO. He also does look at implementation in terms of,

again, his recommendations and analysis in that fashion.
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COMMISSIONER KELLY: John, if the market monitor
was required to report to FERC, along with the Board, would
that be good, bad? Are you indifferent about it? Would it
put you in a difficult position with your own management?
Would it inhibit you from saying what you might otherwise
say? Would it help you to say what you want to say?

MR. BUECHLER: Again, I think similar to Joe's
position -- maybe you can clarify what you mean by "report
to." I guess I think we already do that. We already do
have, first of all, an obligation to do so, but we already
do communicate on a regular basis with FERC and I believe
are forthcoming in terms of the gquestions asked and
information requested and so forth on a direct basis between
ourselves as the market monitoring unit and the Office of
Enforcement. Those communications don't go through --
they're not screened, if you will, by the ISO, however you
would view that.

COMMISSIONER KELLY: How about comments on
proposed rules -- your independent comments? If we asked
you for your independent comments -- I'm trying to figure
what the best for us to use your expertise.

MR. BUECHLER: I think that would probably be a
good idea. I don't see any problem with that.

COMMISSIONER KELLY: Thanks.

MR. PATTON: I will give a slightly different
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view of this I think than some of my colleagues. I think

part of the reason why, perhaps, we would give a different

answer to your questions 1s that I'm not aware that anyone

feels that their management has ever attempted to assert

great influence over them.

COMMISSIONER KELLY: I didn't mean to imply that
I know of any of that.

MR. PATTON: I know. But I think it's absolutely
clear that -- to me at least, the independence is remarkably
different being not an employee, but being a contractor
because the number, the degree of control they have over
various things as an internal entity your staff can be
reassigned. It can affect how you hire people, fire people,
what you pay people, your procurement of computers. There's
any number of things that the ISO management has gained
control of when you're an employee of an organization versus
a contractor.

As an external entity, the number of levers they
can use to attempt to compromise my independence are very
few. Basically, the renewal of my contract may be the only
one I can think of. And I think what Joe's talking about in
terms of the protection is you really oversee that decision
and it's a decision by the Board rather than the ISO. But
you oversee that so that it would be difficult, if not

impossible, for them to credibly use that as a means to try
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to undermine my independence. I would think that safeguards
for an internal unit that has employees could be designed.
They just would have to be able to address any number of
other ways in which influence could be exerted on them.

As far as the code professional conduct, ethics,
I think that's actually a good idea. I enforce the code
that you enforce on FERC employees on my employees or use
that as a model. So everything from they can't own stock.
They can't go work for a participant. All those things I
enforce on them, recognizing that that was basically just
something I chose to do, not a requirement of being a market
monitor.

Other questions as far as reporting to FERC, I
guess I thought I had an obligation to report to FERC at
least in terms of explicitly on referrals, but also on the
relationship that we've sef up with the Office of
Enforcement. That's certainly an informal way in which we
report to FERC on various things. There's no way --
certainly, all of our management know that we're interacting
with FERC staff on a regular basis. I can't see how a
requirement to do so would change the nature of things.

Lastly, I think, at least in the MISO context,
the structures, the independence i1s also guaranteed by the
fact that we don't report to the management. We report to

the Board and the Board places extreme value in the fact
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that our opinion is not being filtered. Because 1t's very
important to them that they get an unvarnished, untampered
with view of what's going on, even if what's going on 1is
there's some way in which the staff is implementing the
market that may not be tariff-compliant or may be causing
harm. It's similar, in my mind, to an external auditor
who's reporting to the Board and has no responsibility to
the management.

COMMISSIONER KELLY: When you report to the
Board, 1s it a pre-existing regular obligation? Or do you
report as you see a problem? Or do you report as requested?
Do you report with respect to particular Board initiatives?

MR. PATTON: All of the above. In addition to
that, I'm reporting to the Board in a public session that
participants can attend. I also report to them in executive
session when we're talking about particular participants or
confidential information. I also report to them without the
Midwest ISO present in closed session if there are any
issues that involve the staff. So it happens in sort of a
variety of ways.

COMMISSIONER KELLY: Thank you.

MR. CHAO: In my short tenure of experience with
ISO New England, what I said about my resume that was meant
to be a joke.

(Laughter.)
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MR. CASEY: Oh, you're looking for a job.

(Laughter.)

MR. CHAO: My feeling is it seems to me that the
system in New England seems to work well in addressing many
of the concerns that were discussed so far. We have both
internal and independent. That combination seems to address
all different aspects.

T will take another viewpoint here. Broadly
speaking, the market monitor's job involves two aspects to
catch bad behavior or to catch bad rules. Broadly speaking,
in the bad behavior, we follow the bright line test. There
is no ambiguity about most of the things. If we have any
concerns, we always can have some advanced consultation with
the FERC with the right parties. Management has no qualm
about anything that the market monitor does in that area.

So their independence is not really an issue. It's probably
more important in dealing with analysis that involve
judgment.

The independent, so far, that ISO has been given
to the position is that the market monitor can tee up issues
at any point as you see it and take that seriously. And
also, when a study is conducted, the external and internal
market monitors would conduct different parallel studies to
minimize risks and to compare different results and also

give the Board some assurances of independent assessment.
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In dealing with the rule changes, what 1s useful is to keep
an eye on the bottom line. What we are trying to accomplish
is the same thing really the success of the wholesale market
and there are very objective criteria out there. While it
may be difficult to get an analysis done to cover all the
ground in terms of overall arguments, pros and cons, in
arguing about those rules, it's not likely that, in my view,
in New England so far -- that whole experience of problems
and pressures from different parties. ISO, as a whole, 1is
an independent organization sharing exactly the same goal.

MR. CHAO: What I see in relation to FERC -- the
thought about soliciting comments from market monitors,
generally, I think that's a good thing. On the other hand,
we also feel that our interaction with the FERC -- and often
when we have issues going through a more informative process
to have exchanges to try to bring solutions to the problem.
That also will be very constructive. That kind of support
will strengthen so-called "independence”" within the ISO.
That will help our colleagues to see, through this process,
we're more likely to bring solutions to an issue in a way
that it is likely to get more cooperation. The process can
go on and become very productive.

COMMISSIONER KELLY: Thank you.

MR. CASEY: Commissioner Kelly, I think you've

raised a very important issue on independence.
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To answer your question, the potential for
conflict I would agree is there in theory. I think, in
practice, with the California ISO it has not been an issue.
I think, in large part, it's due to less so to how our rule
is defined in the tariff. Because I think, if you read the
ISO tariff provisions on the role of our market monitoring
unit, 1t describes our responsibilities but not a lot of
discussion about our independence. That discussion 1s more
allocated to our market surveillance committee.

I think our independence comes more from our
organizational structure at the ISO and a recognition and
appreciation by management of the important role we play.
For instance, I think our reporting directly to the CEO
helps to bolster our independence. The CEO is not involved
in the day-to-day business production of the organization,
not caught up in the fire drills. So, not have to report,
for instance, to an operations department or market and
products development department gilives us greater
independence. Also, in terms of organizational structure,
the fact that management looks in the first instance to its
other business units on decisions of market design as well
as operational issues, we're viewed really as kind of an
autonomous group that can weigh in on particular proposals
or issues that we think are important.

The fact that they're not looking to us on the
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first instance on market design I think give us greater
discretion. At the end of the day, when they present market
design proposals to our governing board, you're going to
hear from the market and product development group on why
this design is a good idea. Then the Board has explicitly
asked that our market monitoring group be prepared to weigh
in on any market design issues that are presented to them,
so they clearly see us as a separate entity within the ISO
that provides recommendations and opinions apart from ISO
management.

I'd also point out the market surveillance
committee, I think, gives us an extra level of independence
similar to what David was saying. The market surveillance
committee reports directly to the governing board, not to
the ISO CEO. And they can report matters directly to FERC.
For us, our reports have to be first reviewed by the ISO
CEO.

COMMISSIONER KELLY: 1In the real world, is there
any reason to have two internal and external --

MR. CASEY: There is a complimentarity there in
that we are really the boots-on-the-ground organization that
deal with the day-to-day data, interact with the operators.
We really develop a really fundamental understanding of
what's going on in the market. The market surveillance

committee have day jobs. So they're really relying on our
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expertise, looking for us to provide the information they
need to make their assessment. I really think there's a
complimentary relationship with the committee and our market
monitoring group.

On the issue of who's monitoring the ISO, I would
say that we certainly view keeping an eye on the ISO in
terms of the impact some of their operational practices may
be having in the market as important. There have been
numerous instances where we've identified things and
oftentimes it's just simply a lack of transparency or
consistency in how operating procedures are being carried
out and we've put forward recommendations to make those
procedures more explicit and transparent to the market.
Operations has been very receptive to that kind of thing.

I think the organization is called an independent
system operator for a reason. They want to be independent.
They want to do the right things, but reliability is
priority 1 with this organization. Oftentimes, they don't
appreciate some of the market impacts or perceptions of a
lack of transparency -- how detrimental that can be. So we
have an important role there.

Finally, with respect to reporting to FERC, I
would caution against looking to the market monitoring group
as kind of the default reporting entity at the ISO on any

tariff or market design change that the Commission might
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adopt. The reason I caution you on that is, as you've seen,
we have limited resources. We're a relatively small group.
We need tc leverage those resources where we think it's most
important. Oftentimes, some of the routine reporting could
be on things that really don't have a direct connection to
potential anti-competitive behavior or significant market
inefficiencies. If we spend a lot of time on that, it would
pull us away from being able to focus on what really matters
most from our standpoint.

I'm not saying you should never ask us to provide
reports on that, but I'm just suggesting you be judicious in
what you steer towards us, recognizing that our top priority
is keeping an eye on how the market's performing. I would
also add that we always have the option of providing
comments. So, even if you're hearing from an ISO with
routine reports on a particular market issue, to the extent
we're seeing something different and we think it's important
for you to hear that, we always have the option of providing
that information to our board and then, in turn, to you.

I'll stop there.

COMMISSIONER KELLY: Thank you.

CHAIRMAN KELLIHER: Birthday girl?

COMMISSIONER BROWNELL: Thank you so much. And
remember any time taken away here is being taken away from

the birthday party.
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I have some generic questions and then some
generic information I'd like to get. When you talk about
market-to-market issues -- I think, David, you mentioned --
I hear it all over in the case of California. As we get
more mature, it's going to be market-to-non-market. But do
you all meet together on a regular basis to talk about that?

One of the challenges that I hear is that the
ISOs themselves have kind of a not-invented here mentality.
So they're kind of reluctant to harmonize some of the things
that would get rid of the problems. Do you all share that
information and could you help us work through some of those
issues? 1Is there more we should be asking of the ISOs to
deal with this because it has implications for efficiencies,
for arbitrage opportunities, but also for cost?

MR. PATTON: Are you speaking of do we meet
together on market monitoring issues or specifically cn
arbitrage between areas?

COMMISSIONER BROWNELL: You talked about
identifying market-to-market issues, which I assume would,
under any set of circumstances, have market monitoring
implications. I'm wondering do the market monitors get
together to talk about issues like that. Do you get
together, other than here, to talk about issues at all?

MR. PATTON: Yes. I think most frequently the

interaction would be bilaterally. For example, I talk to
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Joe frequently about issues between MISO and PJM. When I
refer to the market-to-market processes, there are explicit
automated procedures for jointly managing transmission
constraints that both PJM generation and MISO generation
affect. So there reference to market-to-market wasn't
generic. It was to those specific procedures. We talk
about that. We also talk about other coordination issues
and transaction sorts of issues. In the Northeast, 1it's a
routine part of the market reports to analyze how well the
power is traded between markets and how that can be better
facilitated so that the efficiencies of a dispatch that
covers the entire eastern interconnect can be captured.
That is something we talk with each about. It happens to be
something that each market monitor generally has data
available to evaluate unilaterally. It's not something
where I have to call Joe because he has data that I need in
order to evaluate. Mostly, what you need to evaluate is, is
the transactions which we both can see and the prices. To
the extent there is behavior by a participant that's
aggravating some constraints that effects both of us, that
maybe something only one of us can see and we do talk about
those sorts of issues.

COMMISSIONER BROWNELL: I'm actually talking more
about what are sometimes highly nuanced differences that

cause problems and that are difficult for us because they
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are sometimes so nuanced —-- different definitions, different

protocols, very difficult for us to put our arms around. It

has something certainly to do with market power. But,

frankly, to me, market inefficiencies -- I'm just wondering

if the market monitors might be an independent resource for

us to identify those issues on a more timely basis and get

some recommendations about how to deal with them.

MR. PATTON: I think we're in a good position to
do that.

MR. BOWING: I would agree with that. I talk to
David and talk to David's people fairly frequently about
issues in the MISO and PJM markets. I think that both MISO
and PJM are actively engaged in trying to make it work
better. But I also agree with David that the market
monitors -- and we've talked about this recently -- could be
a source of information to you all -- a source like any
other you have and a source of independent review of that.

COMMISSIONER BROWNELL: Thank you.

Some specific guestions. David, you said you
were going to have 10 to 20 recommendations for MISO in
terms of tariff changes, market rules. Did I understand
that correctly?

MR. PATTON: Yes.

(Laughter.)

MR. PATTON: They're not all tariff issues. Some
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are operational issues. But, yes.

COMMISSIONER BROWNELL: Did you want to wait
until the market was underway for a year to get experience?
Have you been making these along the way so that we can fix
things as they're happening without waiting a year -- you
know, how does the process work?

MR. PATTON: Some of these are recommendations
that we've made along the way or issues that we've
identified as we've gone along. A couple of them are issues
we identified before the market started, but some experience
was needed in order to determine how valuable it would be to
make certain changes to how the software functions. But,
generally, 1if there are pending issues that need to be
addressed or would be valuable to address, we try to
consolidate those in the annual report with the analyses of
the prior year that show what kind of impact that may have.
It becomes something the RTO can use to help prioritize.
Because all the RTOs tend to be IT-resource limited. It's
difficult for them unless an issue comes up that is an
emergency that's causing so much dysfunction that they have
to drop everything and do it now. It's difficult for them
to take recommendations that happen sporadically throughout
the year and somehow fit it into their software
prioritization, so having them consolidated is of some

value.
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COMMISSIONER BROWNELL: The RTOs are IT limited,
but they're also IT driven. That is where a large amount of
the costs come from. I continue to wonder why at this point
in the history of RTOs and ISOs we don't anticipate more and
consequently have to incur costs afterwards of software
changes. Software updates are one thing. Dramatic software
changes because we didn't anticipate some element of a
market design just cause me concern. As we move to
California, and life after the meltdown, do we know enough
to help California anticipate some of those? Is there
better modeling of design rules that should be done up front
so we can avoid some of these mistakes?

MR. PATTON: I'll tell you in my case, with these
recommendations, most of these are fairly incremental
changes. Where the largest costs come in is where you're
trying to complete the set of markets. So none of these
changes that I can think of will require significant
software costs. What will require significant software
costs are implementation of the ancillary services market,
which are critical in the long term to having an efficient
set of price signals that will sustain the capacity in the
Midwest, but that's not something that was unforeseen. It's
just a matter of it wasn't in the plan to roll out all the
markets at one time.

COMMISSIONER BROWNELL: But have we learned
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enough from the design and experience and evolution of other
ancillary service markets to maybe avoid making some of the
mistakes -- and everybody makes mistakes in theilr ventures.
I just sometimes wonder if we learn from each other so we
can avoid it in the future.

MR. PATTON: I feel like we do. People don't
apply all the lessons. There's something that happens in
this industry where people want to feel like they've
invented something - -the first time.

COMMISSIONER BROWNELL: That would be my point.

(Laughter.)

MR. PATTON: If they can't invent it, they invent
a new acronym.

(Laughter.)

MR. PATTON: One of my challenges is trying to
keep TCCs and FTRs and CRR, so there is that issue.
Sometimes people just aren't willing to accept that this is
a lesson necessarily applicable to that region, so they
might do something slightly different. But I think, in
general, people do learn and the issues you see one place
that are dealt with are more quickly dealt with other
places. The reality is these markets are more complex than
anything I can think of just because of the physical
realities that you have to balance against the economic

realities just makes them inherently very complex.
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MR. CASEY: I would add, Commissioner Brownell,
with respect to California and its market design initiatives
in general, we often do talk with other ISOs rather than
reinvent the wheel. We try to gain insights from how they
approached it. What are the pros and cons of their
approaches. Oftentimes, there is no silver bullet.
Different ISOs adopt different approaches. They both have
their pros and cons, and we have to choose among those,
taking into consideration the particulars of our grid and
our stakeholder interest. That kind of interaction dces go
on fairly frequently in the design process.

MR. BUECHLER: Just to add on, while it may not
be transparent to yourselves, the ISOs and RTOs certainly
have many avenues of communication -- formalized or less
formalized, we have been probably to speak with all of our
colleagues from time to time on very specific implementation
market design issues. I know you're aware that the council
has a number of committees among which are the markets
committee, who are meeting as we speak actually, where folks
are involved who are responsible for the market design of
all the ISOs, including our Canadian neighbors. They meet
on a regular basis. There's an IT committee that, again,
I'm sure you're aware of as well that have tried to and have
made inroads in terms of trying to conform practices and

gain efficiencies there as well. There's a planning
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committee from the council as well.

Aside from that, i1f I can just speak to the
Northeast, we have agreements with all of our neighbors that
specifically address market issues and there's a inter-
regional planning agreement as well among the Northeast ISOs
and obviously there's one in the Midwest with PJM, TVA and
so forth. But there are many instruments and areas of
communication where we constantly try and attempt to learn
from each other and to better coordinate our operations in
various ways.

COMMISSIONER BROWNELL: I appreciate the effort.
I think there's great process. I think we carry process out
to an extreme, never before seen. But I think we can't
confuse process with progress. I'm thinking maybe asking
more questions about outcomes, and when we see different
solutions maybe we need to be more rigorous of asking why
they need to be different. 1 appreciate different
stakeholder profiles, but I'm not sure that the overall
market design is always best served by responding to some
very narrow needs of stakeholders. I think we certainly saw
that in the development of MISO.

Really quickly, Keith, is your market advisory
group -- are they under contract? Are they paid? Is that a
volunteer?

(Laughter.)
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COMMISSIONER BROWNELL: How are they selected?

MR. CASEY: They're free and they're worth every
penny.

(Laughter.)

MR. CASEY: No, they are paid. They have a
contract that's administered through the ISO. They get a
monthly stipend, travel expenses, et cetera. But, as I
mentioned earlier, they do report directly to our Board of
Governors. In order to terminate any individual member, it
has to be through a vote from the Board, not from ISO
management.

COMMISSIONER RBRROWNELT,: Generically, I would like
to make sure that we have, Susan, everybody org charts,
budgets and staffing levels and reporting mechanisms.

MS. COURT: I've got them.

COMMISSIONER BROWNELL: Susan, I should have
known you would anticipated our every need and I appreciate
your time here today.

Since you're interfering with my birthday party,
I'm not going to take much more of it. But we've all
struggled, individually and collectively, with what is
market monitoring? What should it look like? What should
it do? Are we measuring the right things? Are we getting
the outcomes we need?

I wonder, for example, are we really looking at
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the impact of mitigation in investment? If markets are

successful, they should be attracting capital. I don't

really see that. It makes me wonder are we really asking

the right questions and measuring the right things. I'd

love for you to think about that and you don't need to tell

me today, but I'd love to hear.

Okay, Joe. Go ahead. Very quickly, Joe.

(Laughter.)

MR. BOWRING: Clearly, that's an important
question. I would say we do look at it. The point of
mitigation is that it should address market power and not
impede investment. That is a very real question, as I
pointed out earlier. The acid test of any market is whether
it's sustainable, whether it can reproduce itself, whether
it will provide incentives for the next round of investment.
I don't think any of the markets have proven that yet, so
it's still a very real question. But we certainly are very
sensitive to that potential conflict.

That wasn't too long.

COMMISSIONER KELLY: I have a market mitigation
guestion.

COMMISSIONER BROWNELL: You'll have to pay the
penalty.

COMMISSIONER KELLY: Okay.

David, on one of your slides, the one that talks
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about real-time market monitoring -- I think it's slide 6.
In your last point you say real-time market monitoring
includes the implementation of perspective mitigation of
economic withholding. Could you describe how your market
monitoring ties into implementing mitigation measures for
MISO?

MR. PATTON: Sure. Since you asked me about a
question about mitigation, I just can't resist answering
Nora's question.

(Laughter.)

COMMISSIONER KELLY: TIt's her birthday in case
you didn't notice.

MR. PATTON: It is actually an extremely
important aspect of what we look at and what we've seen and
I think where we've looked at this question, which is
everywhere we're doing analyses. What we've seen is that in
areas that are capacity constraints the signals are
sufficient to motivate entry. Areas that are do not need
capacity because one of the flaws is people think we need
investment all over the place. The reality is in a lot of
markets we're in a surplus situation. That's certainly the
case in many areas in New England, New York and most of the
Midwest.

In those areas, if you construct a market that

sends the signals to invest, your market is dysfunctional.
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You want it to send the signals to invest when the capacity
starts dropping and therefore you need the capacity. The
trick with the mitigation is 1t should prevent high prices
that are due to artificial shortages and not limit price
moments due to real shortages. If you do shortage pricing
right -- and I would point to New York as a model for how to
do shortage pricing right -- mitigation has no impact
whatsoever. The generators in New York can bid zero and
prices would go over a thousand dollars when they get into a
shortage when those circumstances happen because you need
capacity. The signals will be there and mitigation will
have no impact.

Okay. To your question, sorry. It's a guestion

that comes in so often that it's hard not to answer 1it.
What is our role?

COMMISSIONER KELLY: For example, when
transmission constraints become binding.

MR. PATTON: Okay. I guess there's a couple of
things to say as prerequisites, and I'll need Susan c¢r
somebody to tell me when to stop talking since there's a
docket ~-- an order that was just issued on this issue.

COMMISSIONER KELLY: Can we put it in the record?

MS. COURT: That particular docket was not
protested. Technically speaking, it's not a contested, on-

the-record proceeding. However, since the Commission did
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reject the filing, I can't believe someone's not going to

seek rehearing. I think it would be form over substance to

say 1it's not a contested proceeding. Be careful, David. If

it goes, we'll put it in the record in a nanosecond. I've

got the docket number right here.

COMMISSIONER BROWNELL: A nanosecond. That's
real time.

(Laughter.)

MR. PATTON: Take a look at your watch. Here I
go.

(Laughter.)

MR, PATTOWN: The premise for -- let me say that
virtually all market power and electricity market is local
due to constraint in the MISO with no constraints and no
local reliability requirements. Then you would never have a
concern about market power because there's 130 gigawatts of
generational competing with each other.

The Midwest ISO mitigation measures, as a
prerequisite, a constraint has to be binding in order for
mitigation to be imposed. The mitigation falls in a variety
of areas, but thee are only two types of constraints that
are defined under the provisions. Constraints that isolate a
narrow constrained areas, which is sort of chronically
occurring, and there's basically two areas and they're both

in the Wisconsin area and MISO. Broad constrained areas,
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which are constraints everywhere else on the system. ' The
order that we talked about eliminates broad constrained area
mitigation. I believe what that means 1is no mitigation
occurs anywhere but in Wisconsin.

COMMISSIONER KELLY: Sounds like a good plan.

MR. PATTON: The provisions occur in a variety of
areas. There's sanctions for things that can only be
identified after the fact as being problematic like physical
withholding where you have to do some form of investigation.
That gets referred to the Commission. A real-time market
monitoring function is largely designed to identify
instances that require further investigation and upon
investigation a referral would be made. But, again, I think
now we only make referrals on physical withholding for
people in Wisconsin or people causing congestion into

Wisconsin, not physical withholding any place else.
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Then there's automated mitigation, which is truly
real-time. That mitigation is actually implemented --

COMMISSIONER KELLY: David, before you go there.
Prior to the rejection of the BCA plan, did you do broadly-
constrained area mitigation?

MR. PATTON: In two forms really. Mitigation of
offers, inflated offers that were affecting energy prices
and mitigation of RSG or uplift costs, which 1is really
perhaps the more severe market power.

COMMISSIONER KELLY: But you only did that when
you identified a constraint?

MR. PATTON: Yes. In the case of revenue
sufficiency guarantee -- let's just call it uplift to make
it easy, yet another area where acronyms are all over the
place, but it's basically the same thing every place. When
you have to do a commitment just to meet the forecasted load
in the market -- it doesn't matter where the unit is. That
doesn't generate much uplift usually.

When you have to make -- well it can, but not
usually. When you have to make commitments to solve a
particular problem like I was talking about where you would
have voltage problems if you didn't turn on this bank of
turbines in a particular area and they're all owned by one
entity, in that case that's a pretty severe form of market

power. And the only thing currently that limits the
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participants is the number of digits we put in the software
on startup and no load costs -- which is the cost of turning
the unit on. We have a $1,000 offer cap for energy. But
frankly I don't know how many digits we allow people to put
in.

In any case, that's the RSG form of the
mitigation and that happens fairly frequently in the Midwest
as opposed to the infrequent mitigation, which is the
raising offers to influence energy prices. But even that, I
think, can happen frequently because there are quite a few
constraints where you have to redispatch one suppliers'
generation to manage the constraint and knowing that the BCA
mitigation is there I think limits some people's willingness
to alter their offers.

But that mitigation occurs largely in an
automated fashion through first an automated conduct test
where the offers are compared against competitive benchmark
which is based on their past offer behavior and then we run
in parallel the MISO market software to evaluate what the
impact of that conduct that we screened is. If it's bigger
than the threshold in the tariff, then it gets mitigated.
The reason generally there are very few instances of the
mitigation is because it's hard to fail those two tests
unless you have -- unless you're essentially a pivotal

supplier.
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COMMISSIONER KELLY: Thanks.

CHAIRMAN KELLIHER: Can I ask some questions?

COMMISSIONER BROWNELL: No.

{Laughter.)

CHAIRMAN KELLIHER: 1I'll ask short questions.
Whether the answers are short, we'll find out.

COMMISSIONER BROWNELL: Maybe I'll go stand
behina them.

(Lavahter.)

CHAIRMAN KELLIHER: One of the things the
Commission wants from market monitors laid out in the policy
statement is identifying ineffective market rules and
recommending proposed rules and tariff changes. I think
David said you've identified 10 to 20 changes, not all of
which are tariff changes or rule changes, some of which are
operational changes. I'm curious what the incidence is in
the other ISOs and RTOs to us. I mean, that was the first
thing we identified when we were laying out what we thought
the role of the market monitor should be is fixing the
rules. How does that work out in practice? What is the
incidence of rule changes you proposed internally and what's
the disposition of them? Do you think your job's done when
you proposed it to whatever unit within the RTO should be
making rule changes? 1Is your job done? Do you keep on

proposing it? I'm just curious what the fate of your

SMM - 01081

88



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

21361
DAV
recommended rule changes tends to be.

Also what the level of incidence is, 1is MISO
unique? Again, I don't know what the subset of the 1C to 20
tariff changes ~- you all identify the need for tariff
changes. Was the incidence zero in the other regions?

MR. BUECHLER: One example, if I may, David is
the independent market advisor for New York. In his state
of the market report that he just completed a month ago, he
made several recommendations, two of which were cited by
Steve this morning in terms of improvements. They were not
tariff changes, they were software enhancements, model
enhancements on the load pocket market in New York city and
also the real-time market, the evaluation of the capability
of gas turbines. One of those was implemented on May lst.
The other was implemented in a manual fashion at the
beginning of May and it's scheduled to have the software
modified on May 30th, I believe is the date now.

So those are a couple of examples, you know, how
in New York's context a specific recommendation would be
made, for example, in the annual market assessment, a
similar process that David described in MISO. David can
speak to his other recommendations, some of which were going
to take a little bit longer to take a look at. Those
recommendations are made in again a very public forum in

terms of our stakeholders and yourselves. We have discussed
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those specific instances with officers of the enforcement
staff even before embarking upon the fixes or enhancements.
Therefore, it's kind of difficult for us to hide from those
recommendations before taking action on them.

MR. BOWRING: Absolutely. It's part of our rule
-— we're constantly recommending rule changes both small and
large, we find.

CHAIRMAN KELLIHER: How many, say, over a year?

MR. BOWRING: Probably five to six significant
ones on average. It's never enough to simply -- enough to
make a3 recommendation to the appropriate group within PJM.
We find it's necessary because the detaills matter in these
things. We follow through aggressively, we always go to the
meetings, we're involved in the stakeholder process.

As you're very well aware, those processes take
what seem like a very, very long period of time, but it's
necessary to work through all the details and get the
membership comfortable with it, so when we bring it to you
it's something that people generally agree with rather than
forcing you to decide some of those technical issues.

It's very much a part of our function. I agree
with you, I think it probably is the most critical function.
Having the rules right is the critical function. We would
like to minimize the amount of times that we have to deal

with people responding to bad incentives in the rules and

SMM - 01083

90



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

21361 91
DAV
behaving badly as a result.

CHAIRMAN KELLIHER: From your point of view, is a
bad rule one that allows market power exercise and that's
the only context of a rule being flawed, or is it one that
discourages entry? Is it one that does more than mitigate
market power?

MR. BOWRING: That's a great question. My
definition of a bad rule is one that inhibits efficient
operation of the markets in all those senses. If you don't
get entry, mitigation will be irrelevant because the market
will implode. You need to have an efficient market.
Sometimes that means high prices, sometimes it means low
prices. Sometimes it means entry, as David said; scmetimes
it doesn't. ovur goal is an efficiently functioning market
overall.

CHAIRMAN KELLIHER: Does anyone else want to
respond to that?

MR. CASEY: Yes, Chairman Kelliher.

We've had in the California ISO essentially the
same market structure for eight years now and there have
been numerous changes over the years. I think in general
you know it's chugging along given its deficiencies that we
all know. There hasn't been a large need for lots of
changes. There have been -- pericdically we recommend

changes to the current design, but it's fairly infrequent at
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this point. But I think more importantly as we move forward
with future market design initiatives -- that's where we've
had a very active role in helping review those proposals
with an eye toward potential inefficiencies, gaming or
market power concerns.

I think we bring an important perspective, many
of which I can't talk about right now but there are numerous
design initiatives before you right now that we've had a
significant impact in reviewing and providing
recommendations, many of which were adopted.

CHAIRMAN KELLIHER: Dr. Chao.

MR. CHAO: 1In 2005 as far as I know there were
two Tuie changes the 150 made. One was triggered by
behavior issues and a mitigation. The rule was perceived as
inadeguate at that time. So it was an expedited process.

The other had to do with inefficiency in the cost
allocation area. So I concur with everything that has been

said.
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CHATIRMAN KELLTIHER: 1If you look at what market
monitors do, that's something we've struggled with for
awhile. What are market monitors? What is it that they do?

To my knowledge, there's not really another easy
analogy in another business sector. I think David referred
to an auditor as describing it all, to some extent, but I'm
not really aware of a really good analogy in another sector.

We kind of grappled with that in a policy
statement. Is a market monitor a cop? Is a market monitor
a nrofessor?

Most of you are professors. I don't think you
really take offense at that. You kncw, we came down -- I
think the policy statement reflected some view on that.

But if you look at some principle functions, as
David said, you use different words to describe functions
that are fairly common, but to use Cal ISO's words, you
identify, in effect, if market rules and tariff provisions,
you provide market analyses -- let's just call it fixing the
rules -- you identify potentially anticompetitive behavior
and you review and report on performance of the markets.

Let's just say those are three functions: Fixing
the rules, identifying anticompetitive behavior, potential
anticompetitive behavior, and the third is reviewing and
reporting on markets, studying the markets.

How would you allocate, how do you think your
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resources are allocated in those three functions? Let's
have a fourth, "Other" function. How do you really think
your resources are allocated? Fixing the rules and then
identifying anticompetitive behavior, market analysis, and
other?

I don't expect a 21.7 percent, but some rough
order of magnitude. Which ones do you allocate the most
resources to? Someiiring like that would be helpful. I'm
curious, too, whether it would vary, overall resources,
time, not hardware.

MR. PATTON: I can tell you that I've actually
thought about that sort of breakdown, and one thing makes it
a little bit difficult and that is that the periodic review
and analysis of the market 15 focused on market rules and
whether they need to be changed. But there's a lot of
additional activities beyond the periodic analysis, that go
to helping flesh out what the solution to the problem is,
and meeting with participants and ISO staff.

When I have looked at it, it's roughly equal
resources 1in each of those three areas.

CHAIRMAN KELLIHER: Really? I would have thought
that reviewing the markets would have been clearly number
one, and that is how you would identify market rules.

You'd see something happening in the market, that

wouldn't be explained by fundamental market forces. Then
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you see how the rules are orchestrating that outcome.

MR. PATTON: The reason I was saying about equal,
is, a review of the performance of the market -- I was
thinking of the resources devoted to like the State of the
Market Report, not the day-to-day evaluation of how the
market 'c operating.

Detined, I think, the way you're describing it,
you know, I would say over 50 percent would be on the
performance of the market.

CHAIRMAN KELLIHER: Anyone else?

MR. BOWRING: I think you've gotten to the
essential point, which is the underlying work, call it
analysis of the markets or whatever, is what informs all
three of those pieces. That's easily 50 percent.

The fourth category is one that's come up, and
that's looking at RTO implementation of rules. We spend a
significant amount of time on that, as well. I think that
is an important function for monitors.

CHAIRMAN KELLIHER: With respect to the policy
statement also -- I'm sorry?

MR. BUECHLER: I guess I would estimate -- the
breakdown that I gave you was a little bit different than
the question you asked, I guess, but our monitoring of the
markets, I would say, is about 50 percent for the internal

unit, and then perhaps 25 percent in either of the other two
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functions, in terms of reviewing the rules and performance

improvements and the reporting functions.

CHAIRMAN KELLIHER: I don't want to talk about
specific referrals, but I can ask about the incidence of
referrals. 1In a given year, how many referrals -- or, pick
another period of time, if you like. What's the incidence
of referrals to the Commission that you think -- well, that
you've»seen recently? Or should I not ask that question?
Okay, skip that question, because it leads to speculation.

Something Mr. Bowring said, Joe said, I'm not
sure I heard you right about the arrangements. Following on
some ur suedeen's questions, there's diiicrent arrangements.

Does MISO have an internal market monitor c¢r only
external? Okay, so there's only internal, there's only
external, and there's hybrid.

Joe, did you say earlier that you thought hybrid
was the best arrangement?

MR. BOWRING: No.

(Laughter.)

MR. BOWRING: But I understand why you thought I
said something similar to that. I might even have used the
term, "hybrid," and if I did, the reason was that I think a
combination of the institutional guarantees that exist in
MISO for the independence of the market monitoring function,

can be combined with an internal market monitoring function,
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and, perhaps I think that's what it was.

CHAIRMAN KELLIHER: We were very focused on
transition planning today. I was Jjust curious as to what
the role of market monitors is in the RTO and ISO
transmission planning process, whether it be a single state,
or regional. Are you all involved in transmission planning,
or do the engineers rule that?

MR. CASEY: I can start with California. We're
not directly involved in transmission planning.

Transmission planning is a high-priority business initiative
at the California ISO.

CHAIRMAN KELLIHER: I'm sorry to interrupt, but
when you do your State of the Market Report, that's
something you would look at?

MR. CASEY: For sure.

CHAIRMAN KELLIHER: You're aware of where the
constraints are?

MR. CASEY: We are certainly keenly aware of
where the constraints are. They obviously affect market
outcomes.

In our State of the Market Report, we provide a
summary assessment of past and future transmission work and
our view of how it will impact the market.

We're just mainly, from a resource standpoint --

we don't have enough resources to be directly involved in
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what 1s a tremendously time-intensive technical issue, which
is assessing whether transmission projects are warranted
from a reliability or economic standpoint.

CHAIRMAN KELLIHER: Thank you. Mr. Buechler?

MR. BUECHLER: I have been involved, in a
recently former life, quite heavily in our transmission
planning process, although not in the context of our market
monitoring responsibilities. I can tell you that our
comprehensive reliability planning process does have
explicit provisions for review by the independent market
advisor at several stages along the way in each cycle of
that process.

So there's a tie-in there, but, other than that,
our internal market monitoring unit is not involved in the
planning process or the interconnection process. That's the
planning engineers, 1if you will.

COMMISSIONER BROWNELL: I hate myself for this
and I'm sorry, but I guess I'd like to add on to that
question or just ask it a different way.

If you see chronically congested areas where a
transmission owner who owns generation through an affiliate
or otherwise, may be able to advantage that generation by
not fixing the congestion point, is that market power? Is
refusal to build transmission to fix something, over some

period of time, is that market power? 1Is there some anomaly
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in LMP pricing or something that makes that an attractive
strategy? It 1s a strategy that some have suggested exists

in some, I don't think all, but some organized markets.

Some people have actually filed it in comments to
the SEC, I would suggest. Who looks at that?

MR. BUECHLER: It could be, Commissioner, but, in
New York, I guess, we're fortunate, if you will, in that
virtually all of the utilities have divested their
generation, with the exception of the power authorities that
exist in New York, so that really is not an issue that we've
had to be concerned about.

I would agree with you that that certainly could
be an evidence of exercise of market power, in the vertical
sense.

MR. BOWRING: I would also agree that it could be
a form of exercise of market power. The potential 1is
certainly there. The countervailing forces are, to the
extent that PJM requires a transmission owner to build
something for reliability purposes, clearly that has to be
built, and there's not much checice about it, and to the
extent that the rules now require economic investments, and
one of the issues that I think the market monitors need to
be involved in is the tariffs; that is what defines an
economic investment.

But once that threshold is past, and if the RTO
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has the authority to enforce that, that limits the ability
to exercise market power by not constructing an economic
investment.

COMMISSIONER BROWNELL: I'm going to be careful
because we've got at least one pending complaint in PJM
about that issue. When I look at what did PJM spend on
transmission upgrades last year, $49 million -- I think it's
about $49 million -- and I look at ITC, it's about a quarter
of the size, maybe an eighth of the size, and they spent
$110 million and got all kinds of savings from fixing some
congestion points, I jus have to wonder what's going on.

It's got to be more than siting issues. It's
why we dealt with planning this morning. But there's some
kind of market power issues going on that I think maybe
we've done a good job, you've done a good job at looking at
generation market power, but ultimately, if you control the
highway, you control the world, and I'm not sure the entire
independence issue has been dealt with.

That's my view of the world.

CHAIRMAN KELLIHER: I want to give -- do you have
more questions?

COMMISSIONER BROWNELL: I absolutely don't.

(Laughter.)

CHAIRMAN KELLIHER: I want to give Staff an

opportunity to ask questions that they wish we'd asked
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somewhat earlier. Are there any?

MS. COURT: No. Thank you very much for the
opportunity, Mr. Chairman. We will be guiet.

CHAIRMAN KELLTIHER: I'll ask one question, the
last one on my list that I'm curious about: There are a
number of market monitors that oversee a single company. I
think PNM -- who else? APS, a couple in the West, right?
Are those the only two in the West? Okay.

Well, let's just take APS and PNM. Does Cal ISO
interact with the market monitors that oversee single
utility systems elsewhere in the West? 1Is it David in both
instances?

(Laughter.)

COMMISSIONER BROWNELL: Market power, David.

CHAIRMAN KELLIHER: I think you'd trip our 20-
percent screen, but do you interact with them, or do you
find that the market is so small that it doesn't really
help?

MR. CASEY: I think the answer is, typically, no.
I think the one exception would be there was an effort
underway a few years ago, with SIGME, to develop a West-wide
market monitor.

I think there was interaction with the various
monitors in that effort. I'm not sure where that's at. I

know there's a pilot study commissioned to look at the
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merits of a West-wide market monitor. I think there's been
some interaction in that context, but not on as frequent a
basis, frankly, as we talked to these individuals.

CHAIRMAN KELLIHER: That was my last gquestion.
Anything else?

(No response.)

CHAIRMAN KELLIHER: ©No? Cindy? No?

Thank you for coming. I really enjoyed this. I
always enjoy the state of the market presentations, but, to
me, this was helpful to go through just the nuts and bolts
of how you do your job, particularly in light of the policy
statement. Thank you for coming. T've enjoyed 1it.

(Whereupon, at 4:00 p.m., the market monitor

presentations were concluded.)
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Bowring, Joseph

From: Zibelman, Audrey A.

Sent: Wednesday, March 01, 2006 11:00 AM
To: Ott, Andy; Bowring, Joseph

Cc: Harris, P.G.; Kormos, M.J.

Subject: Re: SOM

Thanks

————— Original Message-----

From: Ott, Andy

To: Zibelman, Audrey A.; Bowring, Joseph
CC: Harris, P.G.; Kormos, M.J.

Sent: Wed Mar 01 09:43:36 2006

Subject: RE: SOM

Joe and I met this morning and the immediate issue has been resolved by changing the
conclusions section of the SOM.

Joe, Mike and myself will meet in the near future to discuss the regulation market
analysis in greater detail and to develop a plan for resolving the regulation market
mitigation structure.

————— Original Message-----

From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns about the
validity of your analytic approach to the regulation market and the conclusions you are
drawing as a consequence. They are both concerned that the information presented to the
Board is different then the information in the current version of the state of the market
report. Under our processes we were to have a staff opportunity to review the SOM before
it is presented to the Board. By changing the underlying analysis and conclusions after
the fact your are not adhering to the process we outlined. The reason we have it that way
is to provide the Board the opportunity to hear about concerns others may have. Your
approach deprives PJM and the Board of that opportunity.

I am not sure what changes you are now proposing to make. Certainly what you are
suggesting is an improvement others may conclude is reduction in the quality of analysis.
I suggest that you work with Mike and Andy to make sure that they do not see wholes in
your analysis that were not there in the earlier versions.

Audrey

————— Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

I wanted you to be aware that it is not possible to literally go back to the draft version
of the regulation market write up as the underlying analysis and write-up has been updated
and improved here as elsewhere in the SOM. I am assuming that you want me to change the
conclusion regarding the competitiveness of the combined markets rather than change the
analysis. Please let me know if that is not correct.

- Joe
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Bowring, Joseph

From: Bowring, Joseph
Sent: Tuesday, February 28, 2006 1:21 PM

To: Smith, Carl W.
Subject: Ancillary

Carl,

| am going to have to modify the Ancillary section. Will try to complete by COB.
- Joe
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Bowring, Joseph

From: Bowring, Joseph

Sent:  Tuesday, February 28, 2006 9:02 PM
To: Smith, Carl W.

Subject: RE: Ancillary

itis now the version out on the J drive. Can you take it from there?
Pwill let you know if there are more changes.

----- Original Message-----

From: Smith, Cari W.

Sent: Tuesday, February 28, 2006 8:21 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-
Fwous ond them. Creative Services has blasted through all of the issues that | have logged, so any
progress they cowd make would be added value. Even if they have to change it again.

Major stuff, or minor?

Carl

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 8:18 PM
To: Smith, Carl W.

Subject: RE: Ancillary

I am dealing with interventions from up the ladder - have made changes but not sure they are vet
final. Should | send along anyway?

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:06 PM
To: Bowring, Joseph

Subject: Ancillary

Joe-

Tonight, I'm working on verifying that all found defects have been implemented into Word
documents (at least the overviews) so Linda can proceed with the Intro.

I'm also planning on doing my own review of Ancillary, but you mentioned to me today that
you were going to be making changes to Ancillary. What's the scoop?

Thanks,
Carl
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Bowring, Joseph

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 1:21 PM
To: Smith, Carl W.

Subject: Ancillary

Carl,

I am going to have to modify the Ancillary section. Will try to complete by COB.
- Joe
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Message Page 1 of 1

Bowring, Joseph

From: Zibelman, Audrey A.

Sent:  Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be ciear. As you are aware both Andy and Mike have concerns about the validity of your analytic
approach to the regulation market and the conclusions you are drawing as a consequence. They are both
concerned that the information presented to the Board is different then the information in the current version of the
state of the market report. Under our processes we were to have a staff opportunity to review the SOM before it is
presented to the Board. By changing the underlying analysis and conclusions after the fact your are not adhering
to the process we outlined. The reason we have it that way is to provide the Board the opportunity to hear about
concerns others may have. Your approach deprives PJM and the Board of that opportunity.

| am not sure what changes you are now proposing to make. Certainly what you are suggesting is an
improvement others may conclude is recuction in the quality of analysis. | suggest that you work with Mike and
Andy toc make sure that they do not see wholes in your analysis that were not there in the earlier versions.

Audrey

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

{ wanted you to be aware that it is not possible to literally go back to the draft version of the reguiation
market write up as the underlying analysis and write-up has been updated and improved here as
elsewhere in the SOM.

| am assuming that you want me to change the conclusion regarding the competitiveness of the combined
markets rather than change the analysis.

Please let me know if that is not correct.

- Joe
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Message Page 1 of 1

Bowring, Joseph

From: Bowring, Joseph

Sent:  Tuesday, February 28, 2006 1:21 PM
To: Smith, Carl W.

Subject: Ancillary

Carl,

I am going to have to modify the Ancillary section. Will try to complete by COB.
- Joe
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Bowring, Joseph

From: Bowring, Joseph

Sent:  Monday, May 07, 2007 7:36 AM
To: joseph.bowring@verizon.net
Subject: FW: Ancillary

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 1:21 PM
To: Smith, Cart W.

Subject: Ancillary

Carl,

I am going to have to modify the Ancillary section. Will try to complete by COB.
- Joe

5/22/2007 SMM - 01102



————— Original Message~----

From: Zibelman, Audrey A.

Sent: Wednesday, March 01, 2006 11:00 AM
To: Ott, Andy; Bowring, Joseph

Cc: Barris, P.G.; Kormos, M.J.

Subject: Re: SOM

Thanks

————— Original Message~—----

From: Ott, Andy

To: Zibelman, Audrey A.; Bowring, Joseph
CC: Harris, P.G.; Kormos, M.J.

Sent: Wed Mar 01 09:43:36 2006

Subject: RE: SOM

Joe and I met this morning and the immediate issue has been resolved by changing the
conclusions section of the SOM.

Joe, Mike and myself will meet in the near future to discuss the regulation market
analysis in greater detail and to develop a plan for resolving the regulation market
mitigation structure.

————— Original Message-----

From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns about the
validity of your analytic approach to the regulation market and the conclusions you are
drawing as a consequence. They are both concerned that the information presented to the
Board is different then the information in the current version of the state of the market
report. Under our processes we were to have a staff opportunity to review the SOM before
it is presented to the Board. By changing the underlying analysis and conclusions after
the fact your are not adhering to the process we outlined. The reason we have it that way
is to provide the Board the opportunity to hear about concerns others may have. Your
approach deprives PJM and the Board of that opportunity.

I am not sure what changes you are now proposing to make. Certainly what you are
suggesting is an improvement others may conclude is reduction in the quality of analysis.
I suggest that you work with Mike and Andy to make sure that they do not see wholes in
your analysis that were not there in the earlier versions.

Audrey

————— Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM
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Audrey,

I wanted you to be aware that it is not possible to literally go back to the draft version
of the regulation market write up as the underlying analysis and write-up has been updated
and improved here as elsewhere in the SOM. I am assuming that you want me to change the

conclusion regarding the competitiveness of the combined markets rather than change the
analysis. Please let me know if that 1is not correct.
- Joe
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----- Original Message-----

From: Bowring, Joseph

Sent: Wednesday, March 01, 2006 5:54 AM
To: Smith, Carl W.

Subject: RE: Ancillary

Sorry - wrong version. Correst version now posted.

----- Original Message-----

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 9:26 PM
To: Bowring, Joseph

Subject: RE: Ancillary

igure numbers. Are you
P tonight.

- [
i nancs,

-~---Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 9:02 PM
To: Smith, Carl W.

Subject: RE: Ancillary

itis now the version cut on the J drive. Can you take it from there?
I will let you know if there are more changes.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:21 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-
{ would send them. Craative Services has blastad threugh all of the issues that | have
logged. so any progress they could make would be added value. Even if they have 1o

change & again.
Major stuff, er miner?

Cart
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Message

5/22/2007

Page 2 of 2

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 8:18 PM
To: Smith, Carl W.

Subject: RE: Ancillary

i am dealing with interventions from up the ladder - have made changes but not surs
they are yet final. Should | send along anyway?

From: Smith, Cart W,

Sent: Tuesday, February 28, 2006 8:06 PM
To: Bowring, Joseph

Subject: Ancillary

Joe-
Tonight, I'm working on verifying that all found defects have been implemented
into Word documents (at least the overviews) so Linda can proceed with the

Intro.

I'm also planning on doing my own review of Ancillary, but you mentioned to me
today that you were going to be making changes to Ancillary. What's the
scoop?

Thanks,
Carl
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BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

e e e e e e e oD e == e - <
IN THE MATTER OF: : Docket Numbers
TRANSPARENCY PROVISIONS OF THE : AD06-11-000
ENERGY PCLICY ACT OF 2005
U -x

Hearing Room 2C

Federal Energy Regulatory
Commission

888 First Street, NE

Washington, DC

Friday, October 13, 2006

The above-entitled matter came on for technical,

conference pursuant to notice, at 9:35%5 a.m.

BEFORE: JOSEPH T. KELLIHER, CHAIRMAN
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referred to the market monitor as the regulator. They're
not. We are the regulator.

MR. OTT: The point is PJM 1s an independent
authority. We are interested in the outcome of the market.
As you saw, we call it as we see it. If there's an issue,
we bring it to the attention of the Commission. The PJM
market monitor produces extensive analyses on the market,
produces a state of the market report, and the conclusions
of the market report are his own. Obviocusly, I don't anyone
is questioning the independence of PJM, the organization, so
I would take issue with Mr. Spinner saying that we need an
independent entity doing an analysis of the competitiveness
of the market. We have one.

CHAIRMAN KELLIHER: I just want to respond to
something Mr. Spinner said, too. You referred to Maryland
as somehow the experience in Maryland showing, speaking to
wholesale competition in the state. Wholesale competition
somehow suggesting some lack of confidence in wholesale
competition. That it should show a lack of confidence in
wholesale competition. Maryland is a singularly bad
example. What happened in Maryland, to me, is utterly
predictable. When you take a regulated retail rate, cut it
and freeze it for seven years, the end result, I think, is
likely to be rate shock unless you're confident that fuel

prices, underlying fuel prices will remain constant or

SMM - 01108



Message Page I of 1

Bowring, Joseph

From: Bowring, Joseph
Sent: Friday, April 06, 2007 12:07 PM
To: Harris, P.G.

Cc: '‘Ofson Frank (franklolson@bellsouth.net)'; 'Coughlin John (JCOUGHLIN4@san.rr.com)’; 'Eury Lynn
(lynneury@aol.com)'; 'Kinsey Jean (jkinsey@umn.edu)'; 'Lahey Richard (laheyr@rpi.edu)’; 'sue
riley'; 'Almgren, Ake '; 'howard schneider’; 'neel foster’

Subject: RE: Your 4/5/07 Statement to FERC

Fhil,

My statement did not reference the 2008 State of the Market Report. | have attached my statement for
clarification.

The PJM Marke! Monitoring Unit stands behind the Conclusions and Recommaendations presented in the 2008
State of the Market Report.

From: Harris, P.G.

Sent: Friday, April 06, 2007 11:51 AM

To: Bowring, Joseph

Cc: Olson Frank (frankloison@bellsouth.net); Coughlin John (JCOUGHLIN4@san.rr.com); Eury Lynn
(lynneury@aol.com); Kinsey Jean (jkinsey@umn.edu); Lahey Richard (laheyr@rpi.edu); sue riley; Almgren,
Ake ; howard schneider; neel foster

Subject: Your 4/5/07 Statement to FERC

Joe, based on your written and oral assertions publicly stated yesterday at the Federal Energy Regulatory
Commission concerning the 2006 State of the Market Report, it is critical that PJM, its Board, regulators
and market participants understand clearly the findings and recommendations of the PJM Market
Monitoring Unit. Specifically, please confirm by written response to this e-mail whether the Market
Monitoring Unit stands behind the Conclusions and Recommendations of the 2006 State of the Market
Report (summarized on pages 6 - 9 of Volume | of the Report) or whether such Conclusions and
Recommendations warrant modification or qualification to conform to the actual views of the PJM Market
Monitoring Unit.

Please provide me and the PJM Board of Managers your response by 1:00 p.m. today.

Your immediate attention to this request is required to enable PJM to respond to questions of this nature
from third-parties.

Philtip Harris
President and CEQO

5/25/2007 SMM - 01109
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Bowring, Joseph

From: Bowring, Joseph

Sent: Friday, April 06, 2007 3:31 PM
To: Harris, P.G.
Subject: memo re SOM 2005

5/25/2007 SMM - 01110



Date: April 6, 2007

To:  Phil Harris

From: Joe Bowring

Re:  State of the Market Report

In response to your request, [ am providing background information on the 2005 State of
the Market Report. Given the 30 minutes [ have to prepare this memo, [ am providing
only a brief account of events and 1 will not provide the exact time line or supporting
documents at this time.

The 2005 State of the Market Report near final draft included clear conclusions in the
Ancillary Markets section regarding the lack of structural competition in the regulation
markets. Audrey Zibelman ordered me to modify the 2005 State of the Market Report
material in the Ancillary Markets section regarding the conclusions and in fact ordered
me to remove the conclusions about the lack of structural competition in the regulation
market. She asked me directly whether I intended to comply with her order and I stated
that [ believed that it was wrong but that [ would do as ordered.

The required change to the 2005 State of the Market Report did not affect the overall
conclusions about the competitive results in each of PJM markets. I believed then and I
believe now that the market results in 2005 were competitive. I did not include any
statements in the 2005 State of the Market Report that I knew to be untrue. I did however
remove the conclusions about the regulation market as ordered.

The 2005 State of the Market Report included the following statement from a FERC
Order (96 FERC 9 61,061 July 12, 2001):

The Commission has the statutory responsibility to ensure that public
utilities selling in competitive bulk power markets do not engage in
market power abuse and also to ensure that markets within the
Commission's jurisdiction are free of design flaws and market power
abuse. To that end, the Commission will expect to receive the reports and
analyses of an RTO's market monitor at the same time they are submitted
to the RTO.

Please let me know if you need more information on this matter.
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MMU Current State

Joseph E. Bowring
General Manager

Howard Haas, Market Monitoring Unit Susan Cawley,
Supervisor Sr. Administrator

Francis J. Bell, Sr. Engineer

Thomas A. Blair, Sr. Database Analyst
Brigid M. Cummings, Analyst

Andrew Engle, Analyst

Kevin Bazar, Analyst

Beatrice Gockley, Analyst

Eflen C. Krawiec, Sr. Database Analyst
Mark Million, Sr. Analyst

Hui Niu, Sr. Analyst

John P. O'Neill, Sr. Engineer

Frank J. Racioppi, Sr. Engineer

Paul G. Scheidecker, Sr. Engineer
Thomas F. Zadlo, Sr. Analyst

SMM - 01113

Within the PJM infrastructure, the MMU consists of 16 employees and 3 contractors. The MMU is led by Market Monitor,
Joe Bowring. Joe recently has appointed a supervisor, Howard Haas, to assist with daily routine management. The
department is extraordinarily flat with all team members reporting to the monitor and receiving daily direction from Joe
Bowring on all activities. The team is comprised of Market Monitor — 1 (Band V), Sr. Administrator — 1 (Band Il), Analysts
— 4 (Band (11), Sr. Analysts/Sr. Engineers — 7 (Band V), Database Analyst - 2 (Band IV), Supervisor — 1 (Band V) and
several IT contractors to provide programming support.

www.pjm.com 2 ©2006 PJM



Joe Bowring
Market Monitor

Future State
(Incorporates Booz-Allen Recommendations)

Susan Cawley

General Manager

Manager, DSS

SMM - 01114

Sr. Administrator Jeff Bladen
Market Strategy Heather Forsythe
Deputy Market Monitor/ . I e T

Supervisor upervisor Supervisor Supervisor :

Howard Haas Paul Scheidecker Frank Racioppi - m_ﬂmw Krawiec 1.

Market Design Congestion & LMP Market Behavior Data Mgt & Reporting
L |
[ | i
Sr. Analyst Sr. Engineer Sr. Analyst
Fuel & Capacity Transactions Sr. Database Analyst ITS Support Staff
Sr. Analyst
Analyst
Analyst
| MMU Dedicated Markets Dedicated
Sr. Analyst Analyst Analyst Analyst
—  Coop MMU Dedicated | | | Markets Dedicated
L Analyst Analyst Analyst
L Analyst
Co-op
~—  Contractor Yellow area indicates newly formed
team. Two analysts from MMU will

transfer/post for opportunities within
the Data Management & Reporting
group.

In an effort to retain the talent in the MMU as well as provide career progression, a change in the current organizational structure is
proposed. As a result, a model in which Subject Matter Experts (SME) are identified to provide supervisory guidance to the team is

requested. In this model, four senior-level employees are promoted to supervisory positions.

©2006 PJM
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-2 Data Management & Analysis

Currently MMU and Markets operate separately and in
parallel:

» distinct data groups
» separate analytical capabilities

Both groups need to utilize and/or access similar
iInformation and analyses. The current organizational
configuration is inefficient and ineffective.

www.pjm.com 4 ©2006 PIM
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Organizational Options

Option 1
(MMU Control)

Ovao:_ 2
(Mkts Control)

Option 3

(Mkt Control wiCross
functional Ownership)

» Data posting and storage
moves from MMU to Markets.

* MMU will provide procedures
for data sharing and analysis
between MMU and the rest of
PJM.

« MMU will create and establish
(protocols) for collaborative
work.

« Markets has responsibility for
MMU and Markets data as well
as analytics.

» Markets group will provide
transparency of data, coordinate
analytical data and data posting
as requested for MMU and the
rest of PJM.

* Formation of a Data
Management and Reporting
group managed by Markets with
a dotted line to MMU.

» Team will provide better
access to data analysis.

« Team includes a “blended”
group of MMU analysts, Markets
analysts, Database Admin
(DBA) and an ITS support
person.

» Team will support analytic and
data requests from MMU,
Markets and Operations as
requested.

www.pjm.com 5
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Recommendation - Cross Functional Team

Jeff Bladen J
General Manager
Market Strategy )
- R .
Joe Bowring 4 ﬁ Ellen Kraweic ﬂ Heather Forsythe
Market Monitor Supervisor, Mgr, Decision Support Systems
MMU p ﬁ Data Mgmt. & Reporting ) ITS
Analyst (MMU) H ﬁ Analyst (Markets)
, (dedicated) p ﬁ (dedicated)
ﬂ Analyst (MMU) ﬂ Analyst (Markets)

(dedicated)

DBA

ﬁ (dedicated)

N —

!ﬁ ITS Support person

To achieve optimal usage of resources and allow for open access to analysis. The formation of a Data Management &
Reporting group is recommended. This group will work closely with ITS (Forsythe) with a dotted line to ITS and a solid
line reporting to Markets (Bladen). The Monitor would also have a dotted line to some of the Analysts and Supervisor,
Ellen Krawiec. Ongoing communication will facilitate the team’s success.

WWw.pjm.com 6
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Advantages and Challenges

Advantages ~ Challenges
« Clarity of roles for MMU and Markets staff | « Resultant staff concerns over
organizational realignment (why?)

members

« More appropriate supervision and « Requires “buy — in” from all parties ©

attention to career development and 5

enhancement occur » Change necessitates explanation of new w
organizational paradigm

« Data and analyses are available to
Markets, MMU and Operations

7 ©2006 PJM
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Staffing Considerations

« Supervisors will be appointed by the Monitor
— 3 positions

* HR will evaluate and benchmark appropriate
position titles and levels

* HR will orchestrate the staffing process:
including posting, interviewing and the

selection process.

8 ©2006 PJM
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Implementation Timeline

Dates are subject to change; however realignment is scheduled for completion within 30 days of commencement.

Action Purpose Est. Completion Date
Alignment discussion and presentation to CEQ Gain approval 11/7/06
Follow up discussion with respective management groups for | Provide clarity and address any employee 11/8/06
clarity (MMU, Markets, ITS) concerns
HR back office work: Administrative tasks for implementation 11/12/06
Communicate plan to EC, SLT, LT 11/113/06
Communicate with MMU and Markets employees Provide Town hall or Divisional meeting to 1113/06
address concerns and gain employee
perspective
Communication update in the Post Communication plan 111/3/06
Communicate to HR team and all remaining parties Communication plan 11/13/06
Work with MMU to select supervisors 1113/06
Review org chart & provide descriptions for review Ensure appropriate positions are reviewed 11/14/06
and prepared for viewing
Conduct 1-on- 1 sessions with MMU & (affected) Markets Discussions with employees to understand 11/16/06
employees career choices
Post opportunities for new Data & Reporting group 11/16/06

*Discuss information regarding ITS support and
functionality

Follow up Communication to the EC, SLT, LT Communication plan 11/16/06
Candidate Selection and offer 11/20/06
Follow up meeting to MMU employees by Manitor and HR Check in 11/21/106

WWW.pjm.com 9 ©2006 PJM
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-----Original Message-----

From: Zibelman, Audrey A.

Sent: Wednesday, March 01, 2006 11:00 AM
To: Ott, Andy; Bowring, Joseph

Cc: Harris, P.G.; Kormos, M.J.

Subject: Re: SOM

----- Original Message--—-

From: Ott, Andy

To: Zibeiman, Audrey A.; Bowring, Joseph
CC: Harris, P.G.; Kormos, M.J.

Sent: Wed Mar 01 09:43:36 2006

Subject: RE: SOM

Joe and | met this morning and the immediate issue has been resolved by
changing the conclusions section of the SOM.

Joe, Mike and myself will meet in the near future to discuss the

regulation market analysis in greater detail and to develop a plan for
resolving the regulation market mitigation structure.

-—--Original Message---—

From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns
about the validity of your analytic approach to the regulation market

and the conclusions you are drawing as a consequence. They are both
concerned that the information presented to the Board is different then
the information in the current version of the state of the market

report. Under our processes we were to have a staff opportunity to
review the SOM before it is presented to the Board. By changing the
underlying analysis and conclusions after the fact your are not adhering
to the process we outlined. The reason we have it that way is to provide
the Board the opportunity to hear about concerns others may have. Your
approach deprives PJM and the Board of that opportunity.

I am not sure what changes you are now proposing to make. Certainly what
you are suggesting is an improvement others may conclude is reduction in
the quality of analysis. | suggest that you work with Mike and Andy to

make sure that they do not see wholes in your analysis that were not

there in the earlier versions.
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Audrey

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A,

Subject: SOM

Audrey,

{ wanted you to be aware that it is not possible to literally go back to

the draft version of the regulation market write up as the underlying
analysis and write-up has been updated and improved here as elsewhere in
the SOM. | am assuming that you want me to change the conclusion
regarding the competitiveness of the combined markets rather than change
the analysis. Please let me know if that is not correct.

- Joe

SMM - 01122
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From: Bowring, Joseph

Sent: Wednesday, March 01, 2006 5:54 AM
To: Smith, Carl W.

Subject: RE: Ancillary

Sorry - wrong version. Correct version now posted.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 9:26 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-
| looked at the Ancillary version on the J drive, and there are no changes tracked in the document, except

for refreshes of figure numbers. Are you sure you put the updated version out there? The time stamp says
it was last saved at 6:22 PM tonight.

Thanks,
Carl

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 9:02 PM
To: Smith, Carl W.

Subject: RE: Ancillary

It is now the version out on the J drive. Can you take it from there?
1 will let you know if there are more changes.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:21 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-

I would send them. Creative Services has blasted through all of the issues that | have

logged, so any progress they could make would be added value. Even if they have to
change it again.

Major stuff, or minor?

Carl
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Message

Page 2 of 2

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 8:18 PM
To: Smith, Carl W.

Subject: RE: Ancillary

I am dealing with interventions from up the ladder - have made changes but not sure
they are yet final. Should | send along anyway?

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:06 PM
To: Bowring, Joseph

Subject: Ancillary

Joe-

Tonight, I'm working on verifying that all found defects have been implemented
into Word documents (at least the overviews) so Linda can proceed with the
intro.

I'm also planning on doing my own review of Anciliary, but you mentioned to me
today that you were going to be making changes to Ancillary. What's the
scoop?

Thanks,
Carl

SMM - 01124



From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 1:21 PM
To: Smith, Carl W.

Subject: Ancillary

Carl,

{ am going to have to modify the Ancillary section. Will try to complete by COB.

- Joe

SMM - 01125
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E-mails related to the modifications of the 2005 State of the Market Report

SMM - 01126



Page 1 of 1

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

I wanted you to be aware that it is not possible to literally go back to the draft version of the regulation market
write up as the underlying analysis and write-up has been updated and improved here as elsewhere in the SOM.
I am assuming that you want me to change the conclusion regarding the competitiveness of the combined
markets rather than change the analysis.

Please let me know if that is not correct.

- Joe
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From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns about the validity of your analytic
approach to the regulation market and the conclusions you are drawing as a consequence. They are both
concerned that the information presented to the Board is different then the information in the current version of the
state of the market report. Under our processes we were to have a staff opportunity to review the SOM before it is
presented to the Board. By changing the underlying analysis and conclusions after the fact your are not adhering
to the process we outlined. The reason we have it that way is to provide the Board the opportunity to hear about
concerns others may have. Your approach deprives PJM and the Board of that opportunity.

| am not sure what changes you are now proposing to make. Certainly what you are suggesting is an
improvement others may conclude is reduction in the quality of analysis. | suggest that you work with Mike and
Andy toc make sure that they do not see wholes in your analysis that were not there in the earlier versions.

Audrey

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

I wanted you to be aware that it is not possible to literally go back to the draft version of the regulation
market write up as the underlying analysis and write-up has been updated and improved here as
elsewhere in the SOM.

| am assuming that you want me to change the conclusion regarding the competitiveness of the combined
markets rather than change the analysis.

Please let me know if that is not correct.

- Joe
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From: Zibelman, Audrey A.

Sent: Wednesday, March 01, 2006 11:00 AM
To: Ott, Andy; Bowring, Joseph

Cc: Harris, P.G.; Kormos, M.J.

Subject: Re: SOM

----Original Message-—----

From: Ott, Andy

To: Zibelman, Audrey A.; Bowring, Joseph
CC: Harris, P.G.; Kormos, M.J.

Sent: Wed Mar 01 09:43:36 2006

Subject: RE: SOM

Joe and | met this morning and the immediate issue has been resolved by
changing the conclusions section of the SOM.

Joe, Mike and myself will meet in the near future to discuss the

regulation market analysis in greater detail and to develop a plan for
resolving the regulation market mitigation structure.

----- Original Message--—---

From: Zibelman, Audrey A.

Sent: Tuesday, February 28, 2006 6:08 PM
To: Bowring, Joseph

Cc: Harris, P.G.; Ott, Andy; Kormos, M.J.
Subject: RE: SOM

Joe - let me be clear. As you are aware both Andy and Mike have concerns
about the validity of your analytic approach to the regulation market

and the conclusions you are drawing as a consequence. They are both
concerned that the information presented to the Board is different then
the information in the current version of the state of the market

report. Under our processes we were to have a staff opportunity to
review the SOM before it is presented to the Board. By changing the
underlying analysis and conclusions after the fact your are not adhering
to the process we outlined. The reason we have it that way is to provide
the Board the opportunity to hear about concerns others may have. Your
approach deprives PJM and the Board of that opportunity.

| am not sure what changes you are now proposing to make. Certainly what
you are suggesting is an improvement others may conclude is reduction in
the quality of analysis. | suggest that you work with Mike and Andy to

make sure that they do not see wholes in your analysis that were not

there in the earlier versions.
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Audrey

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 5:30 PM
To: Zibelman, Audrey A.

Subject: SOM

Audrey,

| wanted you to be aware that it is not possible to literally go back to

the draft version of the regulation market write up as the underlying

analysis and write-up has been updated and improved here as elsewhere in
the SOM. | am assuming that you want me to change the conclusion
regarding the competitiveness of the combined markets rather than change
the analysis. Please let me know if that is not correct.

- Joe
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From: Bowring, Joseph

Sent: Wednesday, March 01, 2006 5:54 AM
To: Smith, Carl W.

Subject: RE: Ancillary

Sorry - wrong version. Correct version now posted.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 9:26 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-

| looked at the Ancillary version on the J drive, and there are no changes tracked in the document, except
for refreshes of figure numbers. Are you sure you put the updated version out there? The time stamp says
it was last saved at 6:22 PM tonight.

Thanks,
Carl

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 9:02 PM
To: Smith, Carl W.

Subject: RE: Ancillary

It is now the version out on the J drive. Can you take it from there?
| will let you know if there are more changes.

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:21 PM
To: Bowring, Joseph

Subject: RE: Ancillary

Joe-
I would send them. Creative Services has blasted through all of the issues that | have

logged, so any progress they could make would be added value. Even if they have to
change it again.

Major stuff, or minor?

Carl
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From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 8:18 PM
To: Smith, Carl W.

Subject: RE: Ancillary

| am dealing with interventions from up the ladder - have made changes but not sure
they are yet final. Should | send along anyway?

From: Smith, Carl W.

Sent: Tuesday, February 28, 2006 8:06 PM
To: Bowring, Joseph

Subject: Ancillary

Joe-

Tonight, I'm working on verifying that all found defects have been implemented
into Word documents (at least the overviews) so Linda can proceed with the
Intro.

'm also planning on doing my own review of Ancillary, but you mentioned to me
today that you were going to be making changes to Ancillary. What's the
scoop?

Thanks,
Carl
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-----Original Message-----

From: Bowring, Joseph

Sent: Tuesday, February 28, 2006 1:21 PM
To: Smith, Carl W.

Subject: Ancillary

Carl,

} am going to have to modify the Ancillary section. Will try to complete by COB.

- Joe

SMM - 01133
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[ have attached the relevant versions of the documents:
PDF Rev: post modification
PDF: pre modification

Word: Redline (see pages 7 and 22)
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Evolution of the 2005 State of the Market Report

e Dr. Bowring’s original draft
e Red-lined edits, showing the changes on pp. 7 and 22 that PJM Management

ordered Dr. Bowring to make to the report
o The final draft, incorporating the red-lined edits
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----- Original Message-----

From: Bowring, Joseph

Sent: Sunday, January 28, 2007 8:15 PM

To: Ott, Andy; Kormos, M.J.; Zibelman, Audrey A.
Cc: Haas, Howard; Bresler, Frederick S. (Stu) III
Subject: APSOUTH Interface Analysis

| have attached the draft MMU slides for the discussion at the MIC.

SMM - 01136
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MMU Response to APSouth Evaluation
Application of TPS to Exempt Interfaces

Market Monitoring Unit
January 31, 2007

©2006 PJM
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MMU Analysis of Exempt Interfaces

PJM MMU Application of Three Pivotal Supplier Test to Exempt Interface Constraints

Total tests )

_ 3.—”@ —!—"m Om applied Number of tests with one Percent of tests with one
or more failing or more failing
owners owners

TRANSFER INTERFACE: APSOUTH 483 250 52%

TRANSFER INTERFACE: CENTRAL 16 3 19%

TRANSFER INTERFACE: EAST 11 5 45%

TRANSFER INTERFACE: WEST 88 16 18%

4 v

www.pjm.com 2
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- % MMU Analysis of APSouth Exempt Interface

Market structure test (TPS) applied only when
APSouth is a relevant market.

—  Only supply relevant to this market is included in test.

—  The relevant supply included is incremental, effective MW of
supply, available at a price less than or equal to 1.5 times the
clearing price.

The local APSouth market exists only when the
AP South Interface is binding.
—  This is not the market to meet aggregate PJM load

—  This market was relevant on 483 occasions between March 1
through August 31, 2006, when it was tested.

— Of 483 tests, there were 250 with one or more failing owners.

When the APSouth market existed, there were one or
efailing owners 52% of the time.

www.pjm.com 3 ©2006 PJM
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Three Pivotal Supplier Test

« Test results define failing participants - not the market.
 Aunitis capped only if:

A unit belongs to a participant who failed the test

A unit is included in the measure of incremental and available
supply used to determine the test result

A unit is dispatched to relieve the constraint (Units already
dispatched on price cannot be capped.)

The unit’s price offer is greater than the competitive offer, as
calculated by the unit’'s owner. (Cost plus 10 percent.)

«  For specific intervals, one or more participants may fail

the test and one or more participants may pass the
test concurrently.

WwWw. pjm.com 4 ©2006 PJM
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- 2 MMU Analysis of Exempt Interfaces

« In the context of the three pivotal supplier test, when a
transmission constraint creates the potential for local
market power:

—  PJM applies a structural test to determine if local market is
competitive

— PJM applies a conduct test to determine if generator offers
exceed competitive levels

—  PJM applies a market performance test to determine if such
generator offers would affect the market price

©2006 PJM
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Market Services Division (MSD)

MSD examined the impact of not offer capping for the
APSouth constraint.

MSD looked at the 250 intervals with one or more
failed participants.

MSD looked for units operating on price schedules
and logged for AP South.

MSD looked for offline units with P>C, with 3% or
greater DFAX, in the same interval.

MSD re-ran the dispatch case with identified units on
their cost schedules rather than price schedules.

MSD analysis determined impact of lack of local
market power mitigation of $.58 to $12.50 per MWh.

MSD concluded no reason to remove exemption

WWW.pjm.com 6 ©2006 PJM
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LMP Impact Analysis

LMP impact analysis is first step in impact analysis.
Total cost impact is next step.

MMU calculated the total cost impact by determining
load affected by increased LMP.

Full analysis would include effects on operating
reserve costs (not likely to be large in this case).

©2006 PJM
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Zonal total cost effect using Market's hourly .Enmm_.mﬁma LMP resulits

 DATE
4/20/2006
5/31/2006
6/1/2006
6/1/2006
6/2/2006
6/2/2006
712212006

Average effect
over hours

Total effect
over hours

wWww.pjm.com

HOUR_BEG
19
17
10
11
10
16
14

4 H PP PP

-

PEPCO
$ in hour

©2006 PJM

(18,251)

(9,641)
(22,785)
(23,417)
(30,748)
(14,887)
(67,163)

(26,699)

(186,893)

O PP P APRh

Cost Impact for M

BGE
$ in hour

(18,575)

(8,865)
(20,034)
(30,698)
(27,200)
(26,204)
(56,418)

(26,856)

(187,995)

A i 4 h PP PP NP

DOM
$inhour

(22,648)
(9,268)
(84,062)
(25,691)
(65,639)
(40,797)
(153,397)

(57,357)

(401,502)

SD LMP Impacts

Total dollar

$
$
$
$
$
$
$

$

impact on
on zones
in hour

(59,475)
(27,774)
(126,881)
(79,806)
(123,587)
(81,888)
(276,978)

(110,913)

(776,389)

SMM - 01144



Behavioral Analysis

No reason to assume that a decrease in the chance of being
mitigated (by removing capping from APSouth) would cause a
change in bid behavior.

Relevant units are frequently subject to offer capping for other
constraints.

Holding all else constant, where market power exists, mark-up is not
expected to vary between scenarios where there is 0% of being
mitigated, a 5% chance of being mitigated or a 99% chance of being
mitigated.

A lack of observed changes in behavior is not, therefore, evidence of
an absence of market power in the APSouth market.

PJM did not examine mark-up of relevant units.

WWw.pjm.com 9 ©2006 PJM
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Behavioral Analysis

MMU examined unit markups
For all units tested for APSouth
For all units that failed TPS for APSouth

Markups are an indicator of the potential impacts of failure to offer
cap in the presence of structural market power

WWW.pjm.com 10 ©2006 PJM
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Markups for Tested Units

APSouth tested unit markup in PEPCO, DOM, BC Summer 2006
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