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1 Introduction

Electric Restructuring in Oklahoma

The Oklahoma Legislature has been discussing electric
restructuring for several years. Hearings on issues relating
to conpetition began in earnest in 1995. Since that tine, the
Legislature has had electric proposals pending in every
| egi sl ati ve session

The El ectric Restructuring Advisory Commttee to the
Governor and the Legislature was established by |egislative
mandate. It was forned to continue the exam nation of

el ectric industry restructuring issues.

History of Creation of Electric Restructuring Advisory Committee

Senate Bill 500/888

The Electric Restructuring Act of 1997 and the technical
amendnents adopted in 1998 were enacted by the Legislature to
provide for the orderly examnation and inplenentation of
consuner choice in lahoma. |Its provisions established a study
process that required the Joint Electric Wility Task Force, a
14 menber |egislative body, to examne nore than 40 issues that
m ght inpact lahoma custoners, electric providers and
political subdivisions. The Act established an inplenentation
date of July 1, 2002 for all retail consuners to choose their
retail electric energy supplier. (See 17 OS. 2001 Sections
190.1, et seq. )

Foll ow ng the passage of the Electric Restructuring Act of
1997, the Joint Electric Uility Task Force and the Okl ahoma
Cor porati on Conm ssion conducted a study of |ndependent System
Qperator (1SO issues. A report of the |ISO study was provided
to the Legislature on February 1, 1998. The consensus reached
in that study concluded that the nmanagenent of Oklahoma’s
transm ssion system by a regional systemthat woul d enconpass
Ckl ahoma and other jurisdictions would be in the best



interests of consunmers. An |ISO or other regional entity to
operate the transmssion grid was recomended. The study
determ ned that a transm ssion managenent systemthat was an
“Ckl ahoma only” transm ssion system m ght work but woul d not
provide the benefits of a regi onal approach.

The Joint Electric Uility Task Force established 6 working
groups in Septenber of 1998. These working groups conducted
the study of the remaining issues identified in the Electric
Restructuring Act of 1997. Ext ensi ve hearings and neetings
were held fromlate October 1998 through August 1999. Mbre
t han 100 wor ki ng group neetings (including sub-group sessions)
were held during that period. Approxi mately 300+ hours of
open di scussi on and public comrent occurred during the worKking
group neetings. The Joint Electric Wility Task Force adopted
and submtted a final report, wth findings and alternatives,
on Septenber 30, 1999.

Senate Bill 220

In the Second Session, 47'" Legislature, 2000, Senate Bill 220,
a bill to authorize the inplenentation process for electric
restructuring by the July 1, 2002 date was introduced. The
conference commttee substitute for SB 220 was defeated on the
final day of the session.

Senate Bill 440

Senate Bill 440 was introduced in the 1% Session of the 48'"
Legi slature (2001). The legislation had tw specific
pur poses. First, it created the Electric Restructuring

Advisory Commttee to the Governor and the Legislature, a
commttee conposed of legislators and executive branch
officials, tasked to continue the examnation of electric
restructuring issues. Second, the legislation delayed
i npl enmentation of electric restructuring until the Advisory
Comm ttee conpletes its final report and enabling |egislation
i s adopt ed.

Additionally, the legislation required that this interi mreport
on transm ssion issues be issued by the Advisory Commttee no
|ater than Decenber 31, 2001 and that the final report be
submtted to the Governor, President Pro Tenpore of the Senate
and the Speaker of the House of Representatives no |ater than



Decenber 31, 2002. The Covernor signed this Act on June 4,
2001.

A principal provision of Senate Bill 440, relating to the
establishment and duties of the Electric Restructuring
Advi sory Committee, is contained in Section 4 of the Act. It

has been included in the Gl ahoma Statutes as:

8§17-190.20. Electric Restructuring Advisory Conmmittee.
Cite as: 17 OS. 0190.20

A.  There is hereby established the Electric Restructuring Advisory Conmmittee to
the Governor and the Legislature to continue the exam nation of electric industry
restructuring issues. The Advisory Conmittee shall be conposed of nine (9) nenbers as
foll ows:

1. The Chair of the Senate Energy, Environmental Resources and Regul atory Affairs
Commi ttee;

2. The Chair of the House Energy and Utility Regul ati on Conmittee;

3. A nmenber of the minority party of the Cklahona State Senate, appointed by the
Senate Mnority Floor Leader;

4. A menber of the mnority party of the Okl ahoma House of Representatives,
appoi nted by the House Mnority Floor Leader;

5. The Covernor, or a designee;

6. The Attorney Ceneral of Okl ahoms;

7. A Corporation Conm ssioner, selected by nmajority vote of the Corporation
Conmi ssi oners;

8. The Superintendent of Public Instruction; and

9. The Vice Chair of the Cklahona Tax Conmi ssion.

B. Al neetings of the Electric Restructuring Advisory Committee shall be open to
the public. Meeting agendas, dates and locations shall be determ ned by nutual agreenent
of the Governor, or his designee and the Chair of the Senate Energy, Environnental
Resources and Regul atory Affairs Conmmittee and the Chair of the House Energy and Utility
Regul ation Committee. Public notice of such neetings shall be issued by the Senate and
House of Representatives staff providing support to the Advisory Conmittee. Any reports
or other relevant materials issued by the Advisory Cormittee shall be nade available to
the public.

C Members of the Advisory Committee shall be reinbursed by their respective
agenci es for necessary travel expenses incurred in the performance of their duties in
accordance with Section 456 of Title 74 of the Oklahoma Statutes, the State Travel
Rei mbur sement Act, or in accordance with the policies of the menbers’ respective agenci es.

D. The Advisory Committee shall:

1. Study the current status of Cklahoma's electrical transm ssion systemand the
study perfornmed by the Southwest Power Pool to identify potential points of congestion and
suggested future transm ssion expansion including the financial inmpact of potential
upgrades and i nprovenents;

2. Exam ne and review the report on electric issues subnitted to the Legislature
on Cctober 1, 1999;

3. Analyze the current operational characteristics and control of electrical
facilities provided by the electric industry in this state;

4. Solicit public opinions from Gl ahoma consumers;

5. Revi ew any proposed federal legislation relating to electric restructuring
whi ch may affect the electric industry in this state;

6. Exam ne opportunities to encourage devel opnent of zero-em ssion electric
generation facilities;

7. Identify management and control practices adopted by other states relating to
the inmplementation of electric restructuring and recommend those practices that may
benefit consumers, business entities and political subdivisions of this state; and

8. Identify any other issues which are deened to be rel evant and necessary for the
Advisory Committee to carry out its duties as specified herein.

E. The Advisory Committee shall prepare an interimreport relating to transm ssion
issues no later than Decenmber 31, 2001.

F. The Advisory Committee shall, by mpjority vote, adopt a final report to be
delivered to the Governor, the President Pro Tenpore of the Senate and the Speaker of the
House of Representatives no |later than Decenber 31, 2002.

G Not wi t hst andi ng the provisions of Sections 190.2, 190.4 and 190.5 of Title 17
of the Oklahoma Statutes, that created an inplenentation date for consunmer choice of
retail electric energy suppliers, such consuner choice of retail electric energy suppliers
shall not be inplemented in this state until:




1. The final report of the Advisory Conmittee has been received by the Governor,
the President Pro Tenpore of the Senate and the Speaker of the House of Representatives;
and

2. El ectric restructuring enabling legislation is adopted by the Legislature and
signed by the CGovernor.

H.  The Senate and House of Representatives shall provide staff support as required
by the Advisory Conmittee and the Advisory Committee shall be authorized to enpl oy any
| egal counsel, independent consultants or other persons as necessary to assist the
Advi sory Committee in the performance of its duties. The Advisory Committee nmay al so
utilize the expertise of the Corporation Conmission, the Tax Conmi ssion or any state
agency in the performance of its duties.

I. The Advisory Committee shall remain in effect and operate as herein directed
until its term nation, which shall be no later than January 1, 2005. The Advisory
Committee may elect, by najority vote, to ternminate its operations at an earlier date.
(Added by Laws 2001, c. 397, 8§ 4, emerg. eff. June 4, 2001.)




Kol AdVISory
Z Committee

Process and
Procedures

Membership of Advisory Committee

Senat or Kevi n Easl ey-Senate Energy Chair

Senat or Easley, Broken Arrow, is the Chairman of the
Senate Energy and Natural Resources Commttee. He was el ected
to the Senate in 1990 after serving 6 years as a nenber of the
House of Representatives.

Representative Larry Ri ce-House Energy Chair

Representative R ce, Pryor, is the Chairman of the House
Energy and Wility Regulation Commttee. He was elected to the
House of Representatives in 1986.

M ke Hunter-Secretary of State-Governor’s Representative

Secretary of State Mke Hunter, lahoma GCty, was
appoi nted by Governor Frank Keating to serve in 1999. From
1984 to 1990, he served as a nenber of the House of
Representatives. He served as general counsel of the Cklahoma
Cor poration Comm ssion in 1993 and 1994.

Dr ew Ednondson- Att orney Gener al

Attorney GCeneral Drew Ednondson, Gklahoma Gty and
Miuskogee, was el ected in 1994. Prior to service as lahoma’s
Attorney CGeneral he was elected to serve as District Attorney of
Muskogee County from 1982 to 1992. He was in the private
practice of law from 1992 to 1994 in Muskogee.

Deni se Bode- Cor poration Comm ssion Chair

Cor porati on Comm ssion Chair Deni se Bode, Cklahoma City
and Ceary, was appointed to the Corporation Conm ssion in 1997
by Governor Frank Keating and was elected to serve a full term
in 1998. Prior to service as a nenber of the Corporation
Comm ssi on, she was a founding partner of CGold and Li ebengood
in Washi ngton, D.C. She has also served as President of the



| ndependent Petrol eum Association of Anerica (I|PAA). She
served as | egal counsel for lahoma Senator David Boren.

Sandy Garrett-Superintendent of Public Instruction
Superintendent of Public Instruction Sandy Garrett,
Ckl ahoma City, was elected in 1990 and reelected in 1994 and
1998. Prior to her election she served as Secretary of
Education from 1988 to 1994. She served as a classroom
teacher and coordi nator of gifted progranms for 15 years.

Jerry Johnson-Vice Chair-Okl ahoma Tax Conmm ssion

Vi ce Chairman Jerry Johnson, klahoma Gty was appointed to
serve as Vice Chairman of the lahoma Tax Comm ssion in 1998.
Prior to service on the Cklahoma Tax Comm ssion he was a
princi pal staff nmenber for the Gkl ahoma State Senate.

Senator Jerry Smth-Mnority Senate Menber

Senator Jerry Smth, Tulsa, was elected to the Senate in
1980. He also served as a nenber of the House of
Representatives from 1972 to 1980. He maintains an active
private practice of law in Tul sa.

Representative John Wight-Mnority House Menber
Representative John Wight, Broken Arrow, was elected to
t he House of Representatives in 1998 and reelected in 2000.
He serves as a nenber of the Education, County and Mini ci pal
Gover nment, Human Services, and Public Health Comm ttees.

Meeting Format, Agenda and Schedules

At the Advisory Commttee’s organizational neeting held in
August 2001, the neeting format, schedul e and agenda criteria
wer e established. Since an interim report on transm ssion
issues is due by Decenber 31, 2001, the Advisory Conmttee
el ected to concentrate on transm ssion issues in neetings to
be held during the remai nder of the year. Monthly neetings of
the Advisory Commttee were scheduled at | ocations outside the
Capitol, to allow broader involvenent of Cklahoma citizens in
this inportant process. Issues of general concern, relating
to electric restructuring, were allowed to be voiced to the
Advi sory Comm ttee during these public neetings.

Meetings were held on August 28, Septenber 19, October 17

Novenber 7, and Decenber 5, and Decenber 19. A final neeting
to conplete the interimreport was scheduled to be held on
Decenber 27'", but was cancel | ed.



General Restructuring Issues

The Advisory Commttee was provided general information by the
Okl ahoma Cor poration Comm ssion staff on Cklahoma electric
providers, the results of a study conducted by the OCak Ri dge
Nat i onal Laboratory analyzing potential economc inpacts of
electric restructuring on retail electric rates for Gl ahona,
and information on legislative initiatives pending in Congress
and at the Federal Energy Regul atory Conm ssion concerning
proposed changes that m ght inpact Okl ahona.

Transmission Owners and Operators

Ol ahoma has six (6) entities that own and operate major
transm ssion systens in this state. They are:

Sout hwest ern Power Adm nistration

OCGE El ectric Services

KAMO El ectric Cooperative

AEP/ Publ i ¢ Servi ce Conpany of Cklahonma

Western Farners El ectric Cooperative

G and R ver Dam Aut hority

Each transm ssi on owner and operator was requested to provide
the Advisory Commttee information about their system The
staff provided a list of itens that each transm ssion owner
and operator should present to the Advisory Commttee. That
[ist included:
What does your system look like?
Miles of line
Ratings of lines
Transformer Stations (Major)
How is your system interconnected?
With other in-state transmission companies
With other states
Do you have points on your system that are
congested, pinched, etc. and how do you see
making corrections to those potential
problems.
How much time is needed to fix problem areas?

Who should pay to fix problem areas?
All transm ssion owners and operators nmade presentations
during the neetings.



Transmission Users

All  of the transmssion owners and operators are also
transm ssi on users. In addition, the staff invited current
and potential transm ssion users of the Cklahoma transm ssion
systemto provide input during the hearing process. Current
and potential users consisted nostly of electric whol esal e
generators that have constructed, are constructing or are
pl anning to construct new electric generating facilities in
Ckl ahoma.  The list included:

Cal pi ne Corporation

NRG Ener gy

ONEOK

Tenaska, | nc.

Cogentri x Energy

Ener geti x

KM Power

Sm th Cogeneration

AES

&l ahoma Wnd Power Initiative
Okl ahoma Muni ci pal Power Authority
Duke Ener gy

Must ang Power LLC

Each transm ssion user or potential transm ssion user was
requested to provide the Advisory Conmttee information about
their system The staff provided a list of itens that each
shoul d present to the Advisory Commttee. That information
request ed i ncl uded:

-Amount of generation to be put on transmission system.
-Potential points of congestion, pinched systems, need for expansion.
-Time frame needed to correct problem areas.

-Who should pay to fix problem areas.
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Al'l transm ssion owners and operators, the Cklahonma Wnd Power
Initiative, Energetix, Calpine, Translink and the Mini ci pal
Electric Systens of Oklahoma made presentations concerning
transm ssi on use.

Public Comments

An integral part of each Advisory Commttee neeting was the
Public Comment period. Public comments were accepted from
any individual or group interested in presenting conments,
suggestions, or observations. Formal presentations by the
Okl ahoma I ndustrial Energy Consuners, Sol onon Smith Barney,
Anmeri can Association of Retired Persons and Nei ghbor for

Nei ghbor were al so presented to the Advisory Commttee. In
addition, comments fromthe public were received at each
meeting. During this process, comments from Goodyear Tire
Co. and a nunber of other interested individuals were
present ed.

11



“  Examination of
Oklahoma’s

Electric
Transmission
Svystem

General Description of Oklahoma'’s Electric Transmission System

Maps of Oklahoma’s Transmission System

BN 930 KV Transmission Lines
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Regulation of Transmission Systems

OXE Electric Services and AEP/ Public Service Conpany of
Ckl ahoma historically have been regulated by the Federal
Energy Regul atory Comm ssion (FERC). The Energy Policy Act of
1992 and Order Nunber 888 (and its anendnents) issued by FERC
require all utilities subject to its jurisdiction to provide
transm ssion service to any utility, Power  Marketing
Adm ni stration, or any other generating entity selling
electricity for resale.

In response to the rules adopted by FERC, both OXE El ectric
Servi ces and AEP/ Public Service Conpany of Cklahoma have filed
open access transmssion tariffs (OATTs) with FERC The
Sout hwest Power Pool (SPP) admnisters the transm ssion
tariffs of its nmenbers. The SPP also has a filed OATT that
i ncorporates the CATTs of OXE El ectric Services, AEP/Public
Servi ce Conpany of Okl ahoma, and other transm ssion providers
in the SPP.

KAMO Electric Cooperati ve, West ern Farmers El ectric
Cooperative, Gand R ver Dam Aut hority, and the Southwestern
Power Adm nistration are not subject to regul ation by FERC.
Each of these entities has either voluntarily agreed to abide
by the SPP filed tariff or has voluntarily filed open access
tariffs with FERC which are incorporated in the SPP OATT
filing.

The Gkl ahoma Corporation Conm ssion (OCC) also regulates
i nvestor-owned utilities such as OGE Electric Services and
AEP/ Public Service Conmpany of Okl ahonma. The OCC has
jurisdiction over the retail sales of electricity of these
conpani es
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Oklahoma Transmission Owners and Operators

Description of Owners and Operators
AEP/ PSO.

AEP is a regional investor-owned utility with operations in
el even states. Its holdings in Gklahoma include Public
Servi ce Conpany of Gklahoma (AEP/PSO), an electric utility
generating, transmtting and distributing electricity to
whol esal e and retail custonmers. AEP/PSOis currently a nmenber
of the SPP.

SNAPSHOT:
Conpany Nane AEP/ PSO
Mar ket type Retail & whol esal e
Generating Capacity 3,916 MV (in OK)
# of Custoners 496, 714
Over si ght OCC, FERC, SPP

Grand River Dam Authority:]

The Grand R ver Dam Authority (GRDA) is owned and operated by
the State of Gklahonma and provides wholesale and retail
electricity to custoners in Oklahoma, Arkansas, Kansas and
M ssouri. Its wholesale custoners include 13 nunicipals, and
1 electric distribution cooperative. GRDA al so provides
retail electricity to the Md-Anerica Industrial Park. GCRDA
is a nmenber of SPP.

SNAPSHOT:
Conpany Nane GRDA
Mar ket type Retail & whol esal e
Generating Capacity 1,319 MW
# of Custoners 13 municipals, 1

cooperative, 60

i ndustrial custoners
Over si ght Self, FERC (voluntary),
and SPP
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IKAMO El ectric Cooperative, Inc.:]

KAMO Electric Cooperative, 1Inc. 1is a generation and
transm ssi on cooperative operating in Northeast Cklahoma and
Sout hwest M ssouri . KAMO is a 30% owner of Associated

El ectric Cooperative Inc., (AECI) and also is a joint owner
(3899 of GRDA Plant #2. KAMO provides power only to whol esal e
custoners, consisting primarily of electricity distribution
cooperati ves.

SNAPSHOT:

Conpany Nane KAMO El ectric
Cooperative, Inc.

Mar ket type Whol esal e

Generating Capacity 198 MWV (i n OK)

# of Custoners 17 distribution
cooperatives (277,000
nmet ers)

Over si ght Self, RUS, FERC
(vol untary)

IOXE El ectric Services
OXE Electric Services (OXE) is the electricity generation,
transm ssion, and distribution subsidiary of OGE Energy
Corporation, an energy holding conpany headquartered in
&l ahoma Gty. OXRE Electric Services provides retail service
to custonmers in lahoma and western Arkansas. OXE is
currently a nmenber of SPP

SNAPSHOT:
Conmpany Nane OXE Electric Services
Mar ket type Retail & whol esal e
Generating Capacity 5,716 MV
# of Custoners 646, 201
Oversi ght OCC, APSC, FERC, SPP
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Sout hwest ern Power Admi ni stration:|

The Sout hwestern Power Adm nistration (SWPA), a federal power
mar keti ng agency, is charged with the marketing of electricity
fromfederal hydroelectric dans in a six state region. SWPA
gives preference in the sale its power to federal

installations, public bodies and cooperatives. SWPA is a
menber of SPP.

SNAPSHOT:
Conpany Nane SWWPA
Mar ket type Whol esal e
Generating Capacity 514 MWV (I n OK)
# of Custoners 27 cooperatives, 23

muni cipals, 3 mlitary
install ations
Over si ght FERC and SPP (vol untary)

Western Farmers Electric Cooperati ve:

Western Farners Electric Cooperative i1s a generation and
transm ssi on cooperative that provides whol esale power to 19
electricity distribution cooperatives in Glahoma and 15
muni ci palities in Gklahoma, Arkansas, Kansas and Texas.
Western Farnmers is a nenber of SPP, and operates its own
control area within SPP.

SNAPSHOT:
Conpany Nane Western Farners
Mar ket type Whol esal e
Generating Capacity 1,127 MV
# of Custoners 19 electricity

di stribution
cooperatives (250,000
meters), 15

muni ci palities

Over si ght Self, RUS, FERC
(voluntary) and SPP
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Configuration of Each Transmission System

Li ne Vol tage (KV) Ml es
345 600
230 34
161 8
138 2,082
115 11
<69 860
| TOTAL 3,595 |

Grand Ri ver Dam Aut hority|

Li ne Vol tage (KV) Ml es

345 111

230 0

161 94

138 1,578

115 40

<69 649
|TOTAL 1,175 |

IKAMO El ectric Cooperative, Inc.|

| Li ne Vol tage (KV) Ml es
345 0
230 0
161 34
138 208
115 11
<69 1, 755
[TOTAC 2,008 |
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IOXE El ectric Services

Li ne Vol tage (KV) Ml es
500 45
345 935
230 0
161 183
138 1,820
115 0
<69 1596
| TOTAL 4,579 |

Note: Approximately 4,200 miles located in Oklahoma.

Sout hwest ern Power Admi ni strati on|

Li ne Vol tage (KV) Ml es

345 0

230 0

161 214

138 164

115 0

<69 0

TOTAL 378 |

Western Farmers Electric Cooperative|

Li ne Vol tage (KV) Ml es
345 0

230 0

161 7

138 1,578

115 0

<69 1,894

| TOTAL 3,479 |

Note: Some portion located in Kansas and Texas.
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Transmission Users

General Description of Oklahoma Transmission Users

Al l Okl ahoma transm ssion owners and operators also transmt
electricity over the transm ssion systens l|located in this
state. Western Farners El ectric Cooperative and KAMO El ectric
Cooperative, Inc. use the transm ssion system to supply
electricity to wholesale custoners, nostly electric
di stribution cooperatives, fromgeneration facilities they own
or purchased power acquired from ot her generators.

The Sout hwestern Power Adm nistration uses the transm ssion
systemto supply whol esal e custoners, usually municipalities,
f eder al installations and/ or electric di stribution
cooperatives. Gand R ver Dam Authority uses the transm ssion
systemto provide both wholesale and retail electric service.
GRDA provides wholesale electricity to several municipal
systens in klahoma, Arkansas and M ssouri, an electric
generation and transm ssion cooperative, several electric
di stribution cooperatives and a nunber of retail electric
custoners located in the Md-Anerica Industrial Park.

OXE El ectric Services and AEP/ PSO use the transm ssion system
to nove electricity, alnost exclusively generated by its own
generating facilities, to retail custonmers served by each
conpany’s distribution system Both investor-owned utilities,
however, also use the transm ssion systemto serve whol esal e
custoners within the state of Okl ahoma. OCE El ectric Services
al so uses the transm ssion systemto serve custoners outside
the state of Ckl ahonma.

The Energy Policy Act of 1992 created a new class of
generator, the exenpt whol esale generator (EW5. An EWG is
subject to Iimted oversight by the Federal Energy Regul atory
Comm ssion but is not subject to other regulatory oversight.
These EWGs are using, and will continue to use, the Okl ahoma
transm ssion systemto deliver their electricity to whol esal e
custonmers within and outside the state of Okl ahoma.

In 1998, Associated Electric Cooperative, Inc. (AEC) filed
the first EWS request for a construction permt for an
i ndependent power facility to be |ocated near Chouteau in the
M d- Arerica Industrial Park. (The AECI permt, Cklahoma's
first EWG construction permt, was granted in March, 1999.
The plant began production of electricity for sale to
whol esal e custoners in April 2000.) Mre than 20 other EWG
permt applications have been filed since then. Six (6) new
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generating plants are now operational, one (1) facility is
conpleting testing and will soon be operational, six (6)
plants are «currently wunder construction and eight (8)
construction permts are under exam nation by the Gkl ahoma
Departnment of Environmental Quality. One (1) application for
a construction permt has been w t hdrawn.

New/ Proposed Power Pl ants
(Since 1999)

s | e | copmnity | PR | S| R | s
MN Tons/ yr Mv
Facility
Base
Units
Thunderbird — | Public | s 900 40. 2 1,078 | 1.2 | Pernitting
e | et | capacity | PO | NG| per | et
MV Ton/ yr MA
f;"v\; Q?Ge” - Jef/ﬁhéw Gas 600 26. 8 1,487 | 2.5 Permitting
Energettx ~| geeh | aas 600 26. 8 661 1.0 | Permitting
E;';gh;ens R e 620 27.7 262 0.4 | Pernitting
m:gﬂg ; R e 310 3.3 991 3.2 | Permitting
vistang - PUbliC | Gas 310 3.3 991 3.2 | Pernitting
Energetix - aech | Gas 600 26.8 711 1.4 | Pernitting
Senova - Amn. | Gas 550 24.5 230 0.4 | Pernitting
cogentrix ry | 1072799 | cas 800 35.8 806 1.0 Test i ng
cal pi ne " | 1/21/00 | Gas 1,150 51.3 1,256 | 1.1 | Constructing
E: g\r/:?chi i 5/ 3/ 01 Gas 1, 200 53.6 1, 845 1.5 Constructing
Sgn'cglhgoeen " | 8/16/01 Gas 1, 200 53.6 1,964 1.6 Constructing
%gggf;i Sle | 10722101 | Gas 850 38.0 686 0.8 | Constructing
%ggﬂg - Eg\?: Ie:/:v Gas 1, 220 54.6 628 0.5 Constructing

22




Peakmg . Gen. Annual NOX Permitting
Units gfgtmufs Fuel Capaci ty FUEIC{:W NOx Per St at us
MN Tons/ yr Mv
KM  Power - .
Pitt sburg 5/3/01 Gas 550 5.6 697 1.3 Constructing
Base : Gen. Annual NOX Permitting
" gfgtmufs Fuel Capacity FUEIC{:W NOx Per St at us
Units MV Tons/ yr My
AEC - 3/24/99 | Gas 530 23.7 774 1.5 | Operational
Chout eau ) )
AEP/ PSO — -
Nor t heast er n 10/ 18/99 | Gas 492 22.0 887 1.8 Oper at i onal
NRG Md ain —
MeCl ai n 1/ 21/ 00 Gas 520 23.2 508 1.0 Oper at i onal
Ener gy
Peaking Permt Fuel Caegg ¢ Fuel / yr An,\rg)?l NeO?< Permtting
units St at us pMN y . BCF Ton/ yr pMN St at us
OXRE - -
Hor seshoe 2/ 3/ 00 Gas 90 0.9 39 0.4 Oper at i onal
ONECK - Ednond | 5/11/00 Gas 320 3.3 735 2.3 Oper at i onal
WEC GENCO - -
Anadar ko 11/30/00 | Gas 94 1.0 160 1.7 Oper at i onal
Withdrawn
Tenaska - ]
Seni nol e 10/ 15/ 01 W t hdr awn

As of 11/07/01
Ckl ahoma Departnent of Environmental Quality, Air Quality Division

Since March 1999, 2,046 MM of new generating capacity have
been added in the State of Cklahonma. 800 MA$ of additional
generating capacity will be operative shortly. 6,170 MM of
new generation is currently under construction with
anticipated operation dates in 2002 and 2003. The total new
generation |ocated in Gkl ahoma and avail abl e for whol esal e
sales of electricity will total 9,016 MM of additional
capacity by the end of 2003. 4,610 MM of proposed generation
capacity is currently under review for potential devel opnent.

If all plants under review are constructed, 13,626 MM of new
el ectrical generation capacity within lahoma will be built
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in Cklahoma to generate electricity that wll be available for
whol esal e sales. These additions could have a marked i npact
on the flow of electricity over transmssion facilities in

&l ahoma and the region.

Advisory Committee Presentations

Transmission Owners and Operators and Transmission Users

Presentati ons nmade by the Transm ssi on Oawmers and Qperators
and Transm ssion Users have been posted on the Internet web
site, www restructureok.net, to support the activities of the
Advisory Commttee. Al presentations on the web site can be
downl oaded.

Oklahoma Corporation Commission Electric Provider Review

Provi di ng Gkl ahoma consuners general information about

el ectric restructuring was a conponent of each neeting. To
have a better understanding of who currently generates,
transmts and delivers electricity to Ckl ahoma consuners, the
&l ahoma Cor porati on Conm ssion staff provided a detail ed

anal ysis of all klahoma electric providers. This analysis
provi ded i nformati on on custoners, generating capacity (if
applicable), mles of transm ssion |ines, and annual
electricity sales and revenues. The staff’s presentation has
been posted on the web site, ww restructureok.net, to support
the Advisory Commttee. Al presentations on the web site can
be downl oaded.

Presentations by Interested Groups

Four groups, the lahoma Industrial Energy Consuners,

Anmeri can Associ ation of Retired Persons, Neighbor for

Nei ghbor and Sol onon Smith Barney made formal presentations
for the Advisory Conmttee’ s benefit. Those presentations
have been posted on the web site, www. restructureok.net, to
support the Advisory Commttee. All presentations on the
web site can be downl oaded.
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A Review of
Southwest Powe

Pool (SPP) EHV
tud

Description of Southwest Power Pool

The Sout hwest Power Pool (SPP), a not-for-profit corporation
was created in 1941 to provide critical support for the
nation’'s defense efforts. In 1968, SPP joined the North
Arerican Electric Reliability Council (NERC), a voluntary
organi zation created to address electric safety and
reliability problens in the United States and Canada.

NERC reliability councils were originally designed to pronote
the reliability of the electricity supply for North Anmerica.
Over the past 30 years, however, these organizations have
greatly expanded their original responsibilities to neet the
changi ng needs of the electric industry.

The original mssion of SPP has also evolved and today SPP
provi des vital services, including nonitoring, coordinating,
pronoting and communicating information related to security
coor di nati on, tariff adm ni stration, and reliability
assessnent. The SPP region has nore than 4 mllion custoners
in 8 states and covers nore than 400,000 square m |l es.

Membership

SPP nenbers cone from various segnments of the electric
i ndustry. 51 nenbers, 13 investor-owned utility conpanies, 7
muni ci pal electric systens, 8 electric cooperatives, 1 federal
agency, 3 state agencies, 1 independent power producer and 18
electricity marketers are located in all or parts of Arkansas,
Loui si ana, M ssissippi, Mssouri, Kansas, Cklahoma, Texas, and
New Mexi co.
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Responsibilities

Security Coordination is an exanple of new and expanded
responsibilities of the Sout hwest Power Pool (SPP). Seventeen
control areas are l|located within the boundaries of the
i nterconnected transm ssion network that covers the SPP
region. NMonitoring the status of the interconnected network,
anticipating potential problens, taking pre-enptive action and
coordinating regional responses are essential functions
performed by SPP to fulfill this responsibility.

The independent admnistration of FERCs Open Access
Transm ssion Tariff for transm ssion owners and custoners to
provi de consistent rates, terns and conditions and provide a
one-stop shopping opportunity is the foundation of the current
tariff admnistration function perforned by SPP. Tariff
admnistration continues to be a critical elenment in the
devel opnent of a viable whol esale market for electricity.

Anmong the responsibilities SPPis required to oversee, none is
nore critical than assessnent of the reliability of existing
transm ssion systens. The transm ssion systemin the SPP has
had few planned additions in recent years but the devel opnent
of independent generation facilities and increased conpetition
in wholesale and retail electric markets creates the need for
a closer look at how transm ssion investnent and network
expansi on shoul d occur.

Expansi on and i nprovenent of the existing transm ssion system
is not easily acconplished. First, the existing system was
constructed for novenent of electric energy within a confined
area served by an integrated electric provider (usually a
provider that owned generation, transmssion and often
di stribution). Wil e sone transfers of whol esale power on
t hese transm ssion systens have al ways occurred, the primry
use of the transm ssion system was for |ocal retail sales.

The transm ssion of interstate wholesale electricity was not

contenplated as a significant part of the historic
transm ssion system function until the passage of the Energy
Policy Act of 1992.

Second, planni ng and devel opnent of transm ssion upgrades and
expansi on has often been affected by outside influences that
directly inpacted decisions to upgrade or construct additional
facilities. For exanple, regulatory concerns, local siting or
tax concerns, and the ability to recover the costs of
additional investnent required to upgrade or expand the system
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have played a role in devel opnment or postponenent of new
transm ssion resources or expansion of existing resources.

The SPP nmenbership Agreement now provides for a coordinated
pl anning and devel opnent responsibility for the region’s
transm ssion facility. This expanded responsibility is the
mechani smthat facilitated the SPP s EHV Study in 2000.

Purpose and Conduct of EHV Study

The Sout hwest Power Pool’s (SPP) Menbershi p Agreenent provides
t hat each nenber shall be entitled to participate in regiona
joint planning and coordinated operation of the Electric
Transm ssion System (SPP Menbershi p Agreenent, Section 3.9).
I n Novenber 1999, the Transm ssion Assessnent Working G oup
(TAWG was assigned the task of performng a regional bulk
transm ssion system study by the Engineering and Operating
Comm ttee. The study’'s objective was to identify upgrades
necessary to relieve known constraints to power transfer.

Study Process and Results

March 2001 Phase | Report

The TAWG di vided the study of the regional bulk transm ssion
systeminto two parts. In Phase | of the study, the approach
used by TAWG was to identify current limtations to regional
power transfer wthin SPP. Fl owgat es, pre-defined
transm ssi on conponents, were used to eval uate power transfer
capability. Twenty-three (23) system constraints were
anal yzed using summer peak nodels for 2001, 2004, and 2006.
Based on the working group’s analysis, six (6) transm ssion
line additions or inprovenents were recognized to benefit in
relieving known constraints and increasing the ability of the
SPP transm ssion system to accomodate incremental power
transfer. One of those additions was |ocated entirely wthin
the state of Ckl ahoma and a second addition included a major
portion to be located in Cklahoma.
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Phase | Study Results

The Phase | results were presented to SPP in March 2001. The
study focused on systeminprovenents that would relieve nore

than one constraint. The report points out that several
system upgrade options reviewed during the analysis only
i nproved one constraint and thus did not make the final 1|ist

of recomended upgrades that would be studied in the second
phase.

The study sinmul ated bul k power transfers for sunmer peaks in
2001, 2004, and 2006 in 12 directions across the SPP region to
establish benchmark transfer capability. These directions
could be classified into two categories, simultaneous and
other. The SPP sinmnmultaneous exports consistently appeared to
act as the catchall transfer direction for identifying the
nost limting systemtransfer constraint.

It should be pointed out that the Phase | study was limted to
existing system conditions and did not attenpt to project
future generation or custonmers that would be served by new
generati on. This limtation is of particular inportance
because it does not include all new generation facilities that
are now operating in Cklahoma or in other parts of the SPP
regi on. As each new generating facility begins conmerci al
operation, the long-termcontract for the sale and the need to
deliver electricity fromthat new facility may positively or
negatively i npact the transfer capabilities of t he
transm ssion system

The Phase | study identified 6 new transm ssion additions
(projects) that mght provide a recogni zed benefit to relieve
known constraints and increase the ability of the transm ssion
grid to accommodate increnental power transfer. The six
projects were judged to have the best-conbi ned perfornmance for
the summer peak seasons studied and provided a recogni zed
benefit in relieving known constraints. The Phase | report
recommended a detailed analysis of the 6 projects. The six
recommended projects included two projects located within
1 ahoma.
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They are:

A 32-mle 345 kV transm ssion |ine from Sooner 345kV
Power Station to C evel and 345 kV Substation (fromthe
OCGE Energy Services Sooner generating facility |ocated
in Noble County, Oklahoma to the C evel and Substation

| ocat ed near C evel and, Pawnee County, Oklahoma). The
estimated cost of this project is $23,800, 000

(approxi mately $745,000 per nmle) with a 2-3 year |ead-
time for construction.

A 275-mle 345 kV transm ssion line from Potter 345 kV
Substation to Northwest 345 kV Substation (From
Sout hwest Public Service Conpany’ s 345 kV Potter
Substation near Amarill o, Texas to OGE Energy Services
345 kV Northwest Substation near Okl ahoma City,
Okl ahoma). The estimated cost of this project is
$79, 200, 000 (approxi mately $288,000 per mle) with a 4-
5 year lead-tine for construction.
The other projects recommended for further analysis are
| ocated in Arkansas, Kansas, Louisiana and M ssouri.

The Phase | study recomended a detail ed analysis of the six
new projects in Phase Il and suggested a 3-tiered assessnent
of the inpact associated with inplenentation of the proposed
projects. Criteria conpliance, using NERC Pl anni ng Standards
and SPP Criteria and using a single contingency |oadflow
anal ysis was recomended to provide criteria violations that
will aidin justification of the project. Transfer capability
using a control area to control area approach and inter-
regional transfers was al so recomended.

The study also reconmmended docunentation of any adverse
affects to determne if the project should be included.
Addi tional upgrades should also be identified. Finally,
transm ssi on owners shoul d exam ne construction alternatives
to determine the appropriate configuration for the project.
M nor changes that include other facilities, possibly of |ower
or higher voltage, to be inplenented instead of or along with
the projects should al so be considered.

November 2001 Phase Il Report

The 6 new projects identified in Phase | of the SPP EHV study
were the subject of further detailed analysis in Phase I1I.
The detail ed anal ysis focused on transmssion facilities rated
at 230 kV and above. Several basic transmssion facility
upgrades required to reach base transfer |evels for the Phase
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| projects were identified in the detailed analysis. These
suggested upgrades would be inplenented prior to the
construction of the Phase | projects. The upgrades woul d
greatly enhance the transfer capability achieved by
construction of the Phase | projects.

The detail ed analysis elimnated one of the Cklahoma projects,
the 32-mle transmssion line fromthe 345 kV Sooner Station
to O evel and 345 kV Substation. Since the benefits provided
by this project were well beyond the threshold | evel, 1200 MV
of power transfer, |ess benefit was provided by this project.

The study also |ooked at voltage conditions to identify
vol tage sensitivity to cross-regional power transfer. Voltage
concerns were identified in Arkansas, Kansas and Texas.

The report devel oped a detail ed cost estinmate of the remaining
5 projects. These cost estimates include basic upgrade costs
necessary before the suggested project should be constructed.
Suppl enental upgrade costs were also included. These
suppl emental cost estimates identify upgrades required to
inprove facilities to properly utilize the capability of the
new projects. The report pointed out that additional
exam nation of costs associated with constraint mtigation
i ndi cated a need for further assessnent of the true economc
relationship of the upgrade costs versus transfer capability
gai ned. Issues such as inter-regional coordination and the
addition of new generating facilities were recognized as
i nportant factors that should be considered in future studies.

Phase Il Study Results

The Phase Il Report’s introductory section included specific
points describing the nature of the study. It was a
coordinated effort of the nenbers and staff, a regional
assessnent initiated by a flowgate screening and assessnent, a
detail ed exam nation of the Phase | projects and the inpacts
those projects have on the SPP network, a listing of
additional constraints and costs associated with the 6
projects examned, and a prelimnary regional voltage
assessnment. It also enunerated that the study was not to be
consi dered a recommendation to build, a detailed eval uation of
all facilities at all voltages, a state or |ocal evaluation of
export or inport abilities, a commercial control area to
control area study, a reliability margin analysis, a
generation re-dispatch analysis, a determnation of
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alternatives to the 6 suggested projects or a study of the
Entergy or AECI control areas.

The report reconmmended that caution needed to be exercised in
drawi ng concl usi ons about the results of these studies. The

Phase | and Phase || study process took a considerable |ength
of tinme. Changes have occurred during that period that may
have inpacts on the assunptions used in the nodel. For

exanpl e, new | ndependent Power Providers (IPPs) have
constructed and are operating generating facilities that were
not a part of the assunptions used in the study. Facility
upgrades have also been inplenented that change the
assunpti ons. These physical changes in the generation and
transm ssi on network have significant inpacts and have to be
| ooked at individually and collectively to have a better
pi cture of future needs.

The report expl ained that construction of any project nmay have
an inpact on other parts of the transm ssion system For
exanple, in the study of the Potter-Northwest 345 kV project,
benefits were recognized in all the nodels and in relieving
problens at the Elk Gty transfornmer flowgate. The project

increased loading on the La Cygne-Stilwell flowate to
Entergy/ Cajun in 2001. However, another project reconmended
in Phase |, the WIf Creek to Lang 345 kV circuit wll

significantly increase the overall capacity of the La Cygne-
Stilwell flowgate. As a result, the study report recomended
that both projects be inplenented simnultaneously.

As nmentioned earlier, basic and supplenental upgrades
associated with the suggested projects wll add additiona
costs to the original estimates. For the Potter-Northwest 345
kV project, an additional cost of $2, 850,000 for basic
upgrades costs before the project can be consi dered increased
the overall cost of the suggested project to $81, 850, 000
(Approxi mately $298,000 per mle). A portion of this total
cost relates to transm ssion upgrades outside of Clahona.

The study concl uded that transm ssion upgrades are needed to
real i ze enhanced transfer capability. The changi ng nature
of the transm ssion network reflects the need for |long-term
pl anni ng anal ysis and near term operational use. Local

anal ysis of | ower voltage overl oads should also be a
consideration in establishing the costs associated with
upgrades. In addition, the assessnent of the costs of
upgrades needs factor in the increased transfer capability
that m ght be achi eved when a project is anal yzed.

31



B Transmission
Reqgulation In

Oklahoma and
Changes In the
Electric Indust

Oklahoma Corporation Commission and the Federal Energy
Regulatory Commission

The I ahoma Cor poration Comm ssion (OCC), a constitutionally
created regulatory body, regulates the rates, services and
charges of retail electric providers in Cklahona that are
subject to its jurisdiction. Electric entities subject to its
regul ation include investor-owned utilities, small electric
cooperatives that have not opted to be self-regqulated and
| arge el ectric cooperatives serving nore than 17,000 neters.
All of these entities provide retail electric services to
Okl ahoma cust oners. Rates and charges are established for
t hese “bundl ed” services (services that include generation (or
purchased power), transm ssion and distribution of electricity
to industrial, comercial and residential consuners).

Retail electric providers in this state serve nore than 1.7
mllion custoners. Retail electric providers subject to the
jurisdiction of the OCC serve approximately 75% of all retai

custonmers. In 1999, nore than 46, 700, 000 negawatt hours of
electricity were sold to retail custoners in klahona.
35, 000, 000 negawatt hours of retail electricity sold were
subject to the Comm ssion’s oversight. The average retai

price for electricity in 1999 was 5.37 cents per kilowatt-
hour . Okl ahoma continues to have rates that are anong the
lowest in the region. Approximately $1.8 billion of electric

revenues were collected in 1999 fromentities subject to OCC
revi ew.

The wvast nmgjority of lahoma investor owned wutility
transm ssion facilities have historically been included in
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rates and charges established by the OCC because of the retail
use of the transm ssion system For exanple, transm ssion
facilities were constructed to serve retail custoners by
moving electricity fromthe transm ssion owner’s generation

plant to their distribution facilities. The distribution
systemis then used to deliver electric energy to individual
industrial, comrercial or residential |ocations. A smal |

percentage of those transmssion facilities have also been
included in rates and charges set by the Federal Energy
Regul atory Comm ssion (FERC) to recognize the interstate
movenent of whol esale electricity sales to il ahoma whol esal e
custoners of the investor owned utility and to whol esal e
custonmers in other states.

The use of lahoma’s transm ssion system and the transm ssion
systemin the region and across the country is changing. From
1991 to 2000, the percentage of electricity generated by non-

utility generators in the United States has grown from8%to
21% (Electric Power Annual Report 2000, Energy Information
Adm ni stration) In addition, investor-owned wutilities,

el ectric cooperatives, and nunicipalities have becone nore
active in buying and selling electricity in the whol esal e
mar ket, thereby requiring whol esal e transm ssion services.

Okl ahoma is experiencing growmh in non-utility generation
ownership with the addition of new EWss. Transm ssion systens
that were originally constructed to nove electricity primarily
for retail sales are now bei ng asked to acconmodat e i ncreased
whol esal e sales of electricity from both utility and non-
utility generation facilities. These changi ng demands on a
transm ssion system that has had few upgrades or additions
have the potential to create problens and congesti on.

Study of Electric Restructuring Issues by Oak Ridge National

Laboratory

The Gkl ahoma Corporati on Conm ssion engaged the services of
the OCak Ri dge National Laboratory (ORNL) to conduct a study
using the Cak Ri dge Conpetitive Electricity D spatch nodel to
evaluate the potential price and economc inpacts of
restructuring the Okl ahoma el ectric industry. The study was
conducted by ORNL in two parts, Phase | concentrating on an
anal ysis of lahoma using only present generation (1999)
resources and custonmer demands and Phase 1I1, a longer term
analysis to analyze the lahoma power market in 2010 and
i ncorporate new generation resources and customer denmands.
The Phase Il report nakes the finding that projected expansion
in generating capacity exceeds by over 3,000 MV the demands
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within the state plus the anmount that could be exported with
the current transm ssion system

In order for the excess capacity to be sustained by out of
state markets, new transm ssion construction and upgrades are
needed. ORNL explains that expansion of the transm ssion
systemis difficult. Current transm ssion owners see little
benefit to build, since it dilutes the value of their existing
lines and/or regulated returns are low. The Phase | report is
avail able on the Gklahoma Corporation comm ssion website,
www. occ. state. ok.us. The Phase Il report has been posted at
WWW. r est ruct ur eok. net.

Energy Policy Act of 1992 (EPACT)

A significant change that affected the use of the nation's
transm ssion facilities occurred in October 1992 when
Congress passed the Energy Policy of 1992 (EPACT). This

| egislation dealt with a nunber of energy related matters,
but Title VII of the Act introduced significant changes that
i npact both generation and transm ssion of electricity in
the United States.

Exempt Wholesale Generators (EWGS)

EPACT aut hori zes the creation of Exenpt Wol esal e Generators
(EWss), whose owners woul d not becone hol di ng conpani es under
the Public UWility Hol ding Conmpany Act of 1935 (PUHCA). This
exenption allows the developnent of non-utility owned
generating facilities by EWss, often called i ndependent power
producers, because it elimnates stringent and sonetines
onerous oversight and regulatory requirenments of PUHCA

EWss do have sone regul atory constraints such as certification
from the FERC. Sales of electricity can only be whol esal e
sal es. EWG books and records nust be avail able for inspection
by state comm ssions to aid in the review of EWG and utility
transacti ons.

Mandatory Open Access for Transmission Services

EPACT allows any utility, Power Marketing Adm nistration, or
any other generating entity selling wholesale electricity to
apply to FERC for mandatory access to transmssion facilities.
In providing access to their transmssion facilities, the
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transm ssion owner nust be permtted to recover costs for
i nt erconnecti on. The recovery of such costs is limted to
such costs as are appropriate taking into account any benefits
to the transmssion system of providing the transm ssion
service and the costs of any enlargenent of transm ssion
facilities. FERC is prohibited fromissuing any order under
EPACT which is inconsistent wwth any state | aw which governs
the retail marketing areas of electric utilities.

Order 888

In 1996, FERC issued a final rule requiring open access
transm ssion by all public utilities that own, operate or
control interstate transmssion facilities. Transm ssi on
owners and operators subject to FERC s jurisdiction were
required to file open access transmssion tariffs (QATTs) that
offer others the sane transm ssion services the transm ssion
owners provide thenselves, wunder conparable ternms and
conditions. (A separate order, Order 889, created standards
of conduct and required the establishnment of an Open Access
Sane-tinme Informati on Systemto nmake i nformati on about their
transm ssion system available to all parties.)

Order 888 required the functional unbundling of transm ssion
by requiring the transm ssion owner to separate rates for
whol esal e generation, transm ssion and ancillary services to
avoid cross-subsidization, favoritism and discrimnatory
practices that mght occur within a vertically integrated
utility. By separating the transm ssion functions from ot her
busi ness activities of the conpany, the prospects for delivery
of transm ssion services to all parties on equal terns will be
enhanced.

| f transm ssion custonmers take service under a utility’ s open
access transmssion tariff, FERC s reciprocity rules require
the custoner to provide open access service to the
transmtting utility over transmssion facilities the custoner
owns, controls or operates. This requirenent includes
transm ssion facilities of public power and electric
cooperatives if they use the public utility’ s QATT.

FERC al so encouraged the creation of regional organizations to
help operate transm ssion systens, coordinate and plan
transm ssion growh and developnent and nonitor system
reliability. The formation of independent system operators
that woul d accept control of transmssion facilities was a
maj or el enment of Order 888. FERC created |SOs because it
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believed that an 1 SO could adm nister fairly the open access
tariff and elimnate discrimnatory practices.

Order No. 2000

The progress of managenent and devel opnment of a regional
transm ssi on systemwas further encouraged by FERC s issuance
of Order 2000. This effort called for voluntary creation of
regional transm ssion organizations throughout the United
St at es. This order contenplates the regional control and
per haps the regional ownership of all transmssion facilities.
The elimnation of discrimnatory practices of transm ssion
owners, enhanced nmanagenent of increased denmands placed on the
exi sting transm ssion system and the devel opnent of a fully
conpetitive whol esal e narket were anmong the driving forces for
i ssuance of this order

The devel opnent of regional transm ssion organizations
provides the potential to increase the planning and operating
efficiency of transm ssion systens. Proponents hope that
transm ssion pricing, reduced congestion and electric path
fl ow problens, nore conpetitive markets and inprovenent of
reliability managenent can occur when these entities are
oper ati ng.

FERC feels that RTGs have the ability to elimnate
discrimnatory practices because they are conpletely
i ndependent from the production and sales of electricity.
This independence will allow the neasurenent of available
transm ssion capacity of the transm ssion system by having
regional information that better describes and eval uates the
transm ssi on networ K.

FERC also thinks system reliability will be enhanced by
provi ding access to region-wide information for use in the
deci sion making process that wll enhance the ability to

better plan and operate the transm ssion network. As a result
of better managenent of the transmssion facilities, FERC
bel i eves that over the long run, generally favorabl e regiona

pricing of transm ssion services should occur. Better
managenent should also result in identification of potenti al

congestion and allow for planning and inplenentation of
facility construction and upgrades that wll elimnate those
pr obl ens.

| mpl enentation of Order 2000 has begun. RTO filings have been
submtted by a nunber of proposed RTGs including the Sout hwest
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Power Pool. The size and ownership structure of an RTO were
not enunerated in O der 2000.

Four characteristics for RTO formation were identified as

essenti al . The RTO nust have independence from market
partici pants. It nust have appropriate size and scope to
provi de adequate regi onal coverage. It nust have operational

authority for all transmssion facilities under its control
and finally, the RTO has to have i ndependent authority to file
changes to its transmssion tariff to maintain reliability.

Regional RTO Order

FERC conti nues to be concerned about the formati on of adequate
RTGs for the United States. In July 2001, FERC i ssued orders
to a nunber of entities that had submtted RTO filings
pursuant to Order 2000 to exam ne the devel opnent of |arge

RTGs. The suggested configuration would contenplate
establishment of an RTO in each of four quadrants of the
United States. In separate orders issued concurrently, the

FERC concluded that it is necessary to enter into nediation to
facilitate the <creation of Ilarge RTGs and it ordered
di scussions in the Northeast and Sout heast.

FERC s concern with the RTO filings received in response to
Order 2000 focused on the Conmssion’s desire to devel op
transm ssi on organi zati ons that enconpass the natural market
for bul k power. To develop this concept, FERC suggested a
single RTO for the Northeast, one for the Southeast, one for
the M dwest and one for the West.

As Comm ssi oner Massey opined in his concurring opinion for
t he Sout heast medi ation, “Interconnection standardi zation is
good for the nmarket. Cenerators should nake |[|ocation
deci si ons based on econom cs, not on the basis of a patchwork
of idiosyncratic interconnection standards. Est abl i shi ng
uni form standards will be good for generation investnent and
good for consuners.... This action is needed if we hope to get
RTGs that are consistent with the standards and goals of O der
No. 2000 in place in the near future.” (See concurring opinion
of WIlliam Massey to Order Initiating Mediation, Docket No.
RTO1- 100- 000 July 12, 2001)

Final action on establishnment of large RTOs is still under
consideration. FERC continues to express concern about the
urgency of establishment of l|arge regional RTGs and has
requested additional input from state utility conmm ssions,
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proposed RTOs and other interested parties. The Gkl ahonma
Corporation Conmssion is a participant in a filing by M dwest
State Comm ssions to respond to that request.
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&" Interim Study

FINdINgs

The El ectric Restructuring Advisory Commttee' s responsibility
to study transmssion issues is clearly identified in Section 4
of Senate Bill 440. Two areas of study, the status of
&l ahoma’ s electrical transm ssion system and the Southwest
Power Pool’s EHV study, are specifically enunerated for action
by the Advisory Conmttee. The Advisory Commttee held six
meetings during the last 5 nonths that concentrated on
transm ssi on issues. This interim report constitutes the
Advisory Commttee’'s fulfillment of the statutory directive to
submt a report relating to transm ssion issues by Decenber 31
2001.

It is difficult to separate individual issues |ike transm ssion
fromthe overall subject of electric restructuring. Eectric
restructuring issues are conplex and mngled. The Advisory
Commttee has utilized these neetings to develop a clearer
under standi ng of the electric industry and how transm ssion is
related to the overall issue of electric restructuring.

Okl ahoma consuners nust be afforded the best .opportunities
avai l able. Advisory Commttee nmenbers and partici pants have
characterized the follow ng areas of concern about electric
restructuring as significant issues:

Price of Electricity

o] Mai ntai ning | ow prices
o] Benefits to all custoners
o] Ef fect of pricing on devel opnent of

conpetition

New CGeneration Plant Construction

o] Avai l ability of electricity for Okl ahoma
customers

o] | npact on usage by Okl ahoma custoners
(conservation)

o] Avai l ability of fuel sources (natural gas
i nfrastructure)

o] | mpact on reliability for Gkl ahoma custoners

and others in the region
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Econom c Devel opnent
o] New busi ness devel opnent and i ncreased | oad
o] New j obs and increased tax base

These issues, along wth a nyriad of other concerns, wll be
t he subject of individual and group analysis as the Advisory
Comm ttee continues its study process in 2002.

1. Unsettled Status of Transmission Issues

It is clear that transmssion facilities in Cklahoma and
virtually every other state will likely require expansion and
upgrades to neet ongoing reliability requirenents and the
future whol esale and retail electricity transportati on needs
of a changing electric industry. How to accommobdate the
changes taking place in the electric industry, especially the
provision of transmssion services, is the subject of
di scussion, rulenmaking and litigation in a variety of foruns.

The wuncertainty of the future of electric transm ssion
expansi on, operation and regul ation creates a major obstacle
in proposing any definitive solution or solutions at the
state |evel. Uncertainty exists in cases pending at the
United States Suprenme Court, in legislative initiatives
pending in the United States Congress, and in the rul emaking
and i npl ementation process at the Federal Energy Regul atory
Comm ssi on.

United States Supreme Court Case

The Federal Energy Regulatory Comm ssion’s regulatory
authority is the subject of at |east two cases pending in the
United States Suprene Court. These cases question: 1)
whet her the provisions of Section 201 of the Federal Power
Act, 16 U S C. 824, authorize the FERC to exercise
jurisdiction over the service of transmtting in interstate
comerce electric energy that is sold at retail, where the
transm ssion service is “unbundl ed” fromthe sate-regul ated
retail sale of energy and the retail custoner has the ability
t choose a preferred power supplier (the New York case); and
2) whether the FERC s determnation that It | acks
jurisdiction over retail transm ssion service that is sold
together wth electric energy in a single *“bundled”
transaction between a public utility and its retail custoner,
where the retail custoner cannot choose a preferred power
supplier, is correct (the Enron case). Until these issues
are resolved, FERC s regul atory nmandates create uncertainty
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about the future regulation, upgrade and operation of
electric transm ssion systens in klahoma and the rest of the
country.

United States Congress

For several years, the United States Congress has di scussed
adoption of changes to current |law intended to enhance the
orderly devel opnment of a conpetitive electric industry. Key
menbers of the House and Senate have proposed |egislative
solutions that they feel provide clarity and direction for
federal and state entities.

HR 3406 introduced by Congressman Joe Barton and S 1766
i ntroduced by Senator Tom Daschl e and Senator Jeff Bi ngaman
are exanples of legislation that continue to generate a great
deal of discussion and uncertainty about how el ectric issues
will be regulated in the future. Action on these neasures
appears to be delayed until at |east 2002.

Wiile HR 3406 and S 1766 have a nunber of provisions that are
simlar, the bills differ on several inportant elenents that
will inpact the future of the electric industry. The
I'i kel i hood of enactnent of such federal |egislation in 2002
adds additional uncertainty about the future of electric
transm ssi on regul ation.

Federal Energy Regulatory Commission

FERC continues its effort to develop |I|arge regional
transm ssi on organi zations (RTGs) in an effort to enhance the
novenent of electricity across and between regions of the
country and encourage the expansion and devel opnent of a
reliable and safe transm ssion network. FERC is seeking
presently input from interested parties, including the
states, as to how independent transm ssion entities could
best ensure truly non-discrimnatory transm ssion service and
provide the level of confidence in the market that would
support capital investnent in additional generation and
demand side projects for a safe, reliable and conpetitive
mar ket pl ace.

No definitive approach has been approved or inplenented. The
delay in approval of a large regional RTO adds additiona
uncertainty to the future operation, expansion and
devel opment of a transm ssion system for a conpetitive
whol esal e mar ket .
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FI NDI NG

A viable conpetitive wholesale electricity market can only be
achi eved when the generation and transmssion infrastructure is
in place to support conpetitive activities. It is inperative
that we know how the structure and framework of a transm ssion
“master plan” for novenent of electricity within and w thout the
state of lahoma is to be designed and how it is to be
i npl enent ed before we can properly devel op Gkl ahonma’ s approach
and invol venent. kl ahoma nust actively participate in
proceedi ngs at federal and regional |evels and conduct its own
studies to determne the possible inpact of changes to the
transm ssion system The Advisory Commttee should continue to
examne the need for inprovenents to Cklahoma’ s transm ssion
system the economc inpacts of such inprovenents on Ckl ahonma
and its consuners, and the appropriate policies which should be
established to ensure that the planning for and inpl enentation
of transm ssion inprovenents are made on a tinely basis.

It is inportant to note that the transmssion system
i nprovenents addressed by the SPP EHVB study are primarily for
reliability purposes and would be required whether or not
&l ahoma’ s retail generation market is deregul ated and whet her
or not additional new I PP projects are constructed in Ckl ahona.
Accordingly, while the SPP study provides useful information on
the need for transmssion inprovenents to address reliability
concerns, it does not address the likely effects of inplenenting
retail conpetition on the Cklahoma transm ssion system nor does
it address the inportant issue of whether new transm ssion |ines
are needed to enhance the efficiency of Cklahoma' s whol esal e
generation markets. Because the primary function of SPPis to
coordi nate planning and operation of the transm ssion systemfor
reliability purposes, the Advisory Commttee is likely to have
torely on other entities to conduct the technical studies that
are necessary to ass the potential need for and costs and
benefits of inprovenents to the Ckl ahoma transm ssion systemfor
commercial (rather than reliability) purposes.

The Advi sory Commttee should continue to study the issue of the
need for transm ssion additions for conmmercial purposes since
efficient whol esal e power narkets require efficient transm ssion
syst ens. Pol i ci es which encourage increased efficiency and
conpetition in Cklahoma's whol esale generation market wll
benefit lahoma’s econony and consuners, even if retai
conpetition is not inplemented i n Gkl ahona.

The massive investnent already occurring in our state to

construct new generating facilities may ultimately benefit al
citizens of our state. However, consideration nust be given to
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investnent needed to nmaintain and inprove the transm ssion
system

| ncreased tax revenues to fund public education, new jobs and
i ncreased incone for our citizens, increased used of natura

resources like natural gas, and the availability of additional

sources of electric energy for rising demands are just a few
exanples of benefits that could occur as a result of the
changing electric industry. Transm ssion enhancenents, however,
must be planned, approved and constructed in a regulatory
framework that is clear and provides for equitable sharing of
the costs and benefits of such enhancenents between the
transm ssion owners, users and el ectric consuners.

The wuncertainties of the future of transmssion services
underscore the need for thorough review and anal ysis of the best
way to pronote Cklahona’s interests. Before any plan for retai

restructuring can be reasonably assessed, the structure and
operation of the regional whol esal e market nust be understood

and eval uat ed. If the regional market is not effectively
operating, then it is questionable whether any plan devised for
retail restructuring in Cklahoma could be successful

Cl ahoma’ s role in planning the transm ssion system especially
addi tions and expansions, wll affect transm ssion pricing and
how the state will benefit fromthe transm ssion grid.

2. Activities in Multiple Forums Require Heightened
State Involvement and Awareness

As nmentioned in the discussion of the unsettled status of
transm ssion issues facing the electric industry, a variety of
different foruns currently have active agendas or proceedi ngs
that may define the future of managenent and regul ation of the
transm ssion system and resolve a nultitude of other electric
restructuring issues. These activities, occurring at federal,
state and regional |evels, provide opportunities for discussion
and involvenment that will shape the direction of the electric
i ndustry.

The involvenent of state agencies and comm ssion, |ocal
governnental entities, and electric industry participants
including electric providers and non-utility generators is
essential to the orderly devel opnment of a conpetitive narket
place Cklahoma's electric wholesale and retail conpetitive
mar ket place nust provide benefits to GCklahonma consuners,
Ckl ahoma busi nesses and Ckl ahoma gover nnent al subdi vi si ons.
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Federal Energy Regulatory Commission Activities

FERC presently has nunerous proceedi ngs pending on transm ssi on
issues that allow participation through full intervention or
l[imted intervention for purposes of  just noni toring
pr oceedi ngs. I nformati on about such cases is available on
FERC s website, www.ferc.gov/electric.htm. The Okl ahoma Cor poration
Comm ssion is participating in nmany different FERC proceedi ngs,
i ncluding the foll ow ng:

First, FERC has stated it intends to coordi nate State-Federa
Regi onal Panels in connection with current FERC RTO dockets. On
Novenber 9, 2001, FERC issued a letter to state conm ssions to
provide the opportunity state officials to address issues
regardi ng RTO fornmation.

Second, FERC has instituted proceedings to devel op reasonabl e
and uniform standards for interconnection to the transm ssion
system These rul emakings provide interested parties the
ability to hel p shape the nechanisns that will be used by new
generation facilities and |loads in the future.

Third, FERC has created a rul emaking procedure to establish
standards of conduct for transm ssion providers. Affiliate
relationships will be clearly defined by these rules. In
addition the rulemaking suggests a «clear separation of
transmssion functions fromall sales functions. These proposed
standards are intended to deter anticonpetitive behavior on the
part of transm ssion owners and operators.

United States Congress

The House of Representatives and the United States Senate have
spent a great deal of tine over the last 4 years devel opi ng
legislation related to electric restructuring issues. The
direction the legislative agenda has taken during that tine has
changed but it now appears that sone areas of agreenment on how
to deal with electric issues are contained in current bills
pendi ng in the House and Senate.

A call for enactnent of a national energy policy pronpted the
devel oprment of a |egislative package in the early part of this
year. HR 4 was adopted by the House of Representatives in
August but contained no definitive | anguage on el ectric issues.
The bill is pending in the United States Senate.

During the sunmmer nonths both the Chairman of the Senate Energy
and Natural Resources and the Chairman of the Energy and Air
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Quality Subcommttee of the House Energy and Conmmerce Conmttee
provi ded draft proposals dealing with electric issues. Two new
bills, HR 3406 and S 1766, specifically address electric
restructuring issues.

Hearings by the House Subconm ttee have al ready been conducted
and additional hearings are anticipated in the early part of
2002. The Senate bill is a conprehensive energy bill that
contains electric proposals simlar to the House bill. Action
on this legislation is al so expected early in 2002.

National Organizations

Nati onal organi zations that provide nonitoring and oversight on
critical I ssues i nvol vi ng el ectric restructuring and
transm ssion are nunerous. The National Governors’ Association,
the National Conference of State Legislatures, the American
Legi sl ati ve Exchange Conference, the National Association of
Attorneys Ceneral, the National Association of State Uility
Consuner Advocates and the National Association of Regul atory
Uility Comm ssioners are exanples of special interest groups
that are involved in issues nanagenent. They are all actively
involved in issue nonitoring, providing input to congressional
commttees and federal agencies, and devel opnent of opinions and
positions on issues that inpact their organizations and
menber shi p. Consuner advocacy groups involved in the process
include the Anerican Association of Retired Persons, Common
Cause, and the Consuner Federation of Anerica.

Trade organi zations |ike the Energy Power Supply Association,
the Edison Electric Institute, Electric Consuners Resource
Counci |, the National Associ ation  of Rur al El ectric
Cooperatives, and the National Association of Energy Marketers
provide nenbers nonitoring and information on electric
restructuring issues that inpact their business interests.
These organizations provide valuable information to their
menbership and often participate in hearings or dockets to
represent the interests of their nenbership.

Oklahoma Corporation Commission

Concurrent proceedings often occur at the state and federa
| evel s when the issues are of particular interest both to the
state and to the affected interstate region. Exanples of such
proceedings include reviews of wutility nergers, corporate
reorgani zations, reliability concerns, reviews of narket power
and net hodol ogy for determ ning market power. The &l ahoma
Corporation Commssion not only conducts hearings on such
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i ssues, but also intervenes or files comrents on behal f of the
State of Cklahoma in hearings by federal agencies. As noted
above, the Comm ssion is often active in FERC proceedi ngs. The
Conm ssion also participates in proceedi ngs conducted by the
Securities Exchange comm ssion, and provides testinony before
Congr ess. The Comm ssion also remains active in natters
involving national energy-related groups such as the North
Anerican Electric Reliability Council.

Fi ndi ng

Participating in active agendas and proceedi ngs underway in
the various foruns interested in |legislative and regul atory
changes for the electric industry is extremely inportant.

These activities provide nenbers of organizations information
that allow interested parties to understand the issues and
proposed solutions, and evaluate the inpact of various
proposals on GCklahoma and its electric consuners. The
Okl ahoma Legi sl ature, Okl ahoma agencies and officials, and
electric industry participants have a responsibility to
identify and participate in legislative, regulatory and | ega

matters that could inpact Gklahoma's transm ssion system
managenent and control. Nat i onal organi zations provide
current and accurate information for nenbers that will aid in
shapi ng opi ni ons and suggestions that individual nenbers m ght
want to offer.

The Gkl ahoma Corporation Conmm ssion and the Ofice of the
Attorney General have a history of intervention in matters
involving electric conpanies doing business in this state.
The Okl ahoma Corporation Comm ssion also participates in

regul atory actions conducted by federal agencies. The
Corporation Comm ssion is presently an intervenor in a nunber
of causes before FERC related to electric restructuring. 1In

addi tion, the comm ssioners regularly provide testinony before
Congress on electric restructuring. The Attorney Ceneral and
t he Comm ssion shoul d be supported in their continuing efforts
to protect OCklahoma interests.

The inportance of transm ssion system issues requires the
hei ghtened participation by the Attorney General and the
Cor poration Comm ssion, particularly in proceedings invol ving
t he devel opnent of regional transm ssion organizations at the
Federal Energy Regul atory Comm ssion. The Attorney Ceneral’s
and the corporation Conm ssion’s existing statutory authority
is broad enough to all ow such hei ghtened participation at both
the state and federal |Ievel I ntervention and nonitoring of
| egi slative and regulatory activities currently under way in
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t he Congress and at FERC shoul d be a maj or undertaking of the
Attorney General and the Cklahoma Corporation Comm ssion
Such endeavors, undertaken by the Attorney CGeneral and the OCC
to protect and advance the interest of the State and its
consuners at the national |evel, should be supported and
properly funded by the Legislature.

The Ckl ahoma Legi sl ature shoul d encourage the devel opnent of a
special commttee of the National Conference of State
Legislatures to nonitor activities at the Federal Energy
Regul at ory Comm ssion and the United States Congress invol ving
transm ssion and other restructuring policies. The regulatory
actions of FERC and the proposed legislative activities of
Congress require every state to becone infornmed and actively
participate in these national activities.

The Governor of Oklahoma, the Superintendent of Public
I nstruction and the Tax Conm ssi on shoul d encourage nati onal
organi zations in which they are invol ved, such as the Nationa
Governors’ Association and other national organizations, to
actively participate in the devel opnent of policies involving
transm ssion and other electric restructuring issues, where
appropriate. These organi zations provide additional foruns

for nonitoring these issues. Their involvenent will provide
menbers a better understanding of the issues and provide
another forum that wll allow suggestions to shape the

deci sion making process that are in the best interest of
consuners and states |ike Cklahonma.

El ectric industry participants in Cklahoma have been invol ved
in their trade organization activities and should be
encouraged to continue to participate in the dialog that is
currently underway. The devel opnent of |egislation, rules and
regul ations that create a viable and effective whol esal e and
retail market are 1issues that require their continued
attention and invol venent .

3. Alternatives To The Management And Development
Of Our Transmission Systems Should Be Explored

A fundanental issue that nmust be resolved is who will ultinately
manage and control the planning, upgrade and operation of
transm ssion systens. FERC s RTO recommendati ons provi de sone
definition on this nmatter but a nunber of other concerns renain.
RTGs can be for-profit or not-for-profit organizations wth
i ndependent transm ssion conpanies or transm SSion conpani es as
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menbers. Qher alternatives are al so being discussed. How the
managenent structure will finally be organized is still to be
determ ned but l ahoma nmust be in a position to influence the
debate on these issues to serve the interest of klahoma and to
act when those matters are conpl et ed.

A nunber of alternatives have been presented to the Advisory
Commttee during the hearings. Achieving the goals of
devel opment of a transm ssion system that can host a robust
el ectric energy market and provi de nondi scrimnatory access to
all users are essential to creation of a conpetitive whol esal e
and retail electricity nmarket. These proposals present
mechani sns that provide different nmanagenent approaches.

MESO Proposal

The Municipal Electric Systens of lahoma, a state power
associ ation, presented a brief analysis of options that m ght be
avai l able to Cklahoma in the future. The presentation has been
posted on the web site, www.resturctureok.net, to support the Advisory
Commttee. Al presentations on the web site can be downl oaded.

The options offered in this analysis offered several alternative
approaches including staying wth the existing system
devel opment of a TRANSCO GRIDCO (a for-profit investor-owned
conpany) or governnent acquisition of all transm ssion
facilities in the state.

TRANSLInk Concept

Sout hwestern Public Service Conpany, a subsidiary of Xcel
Energy, provided the Advisory Commttee informati on concerning
an i ndependent for-profit transm ssion conpany, TRANSLi nk, LLC
t hat owns, nanages, operates, and naintains transm ssion systens
on behalf of itself and others. The presentation has been
posted on the web site, www.resturctureok.net, t 0 support the Advisory
Committee. Al presentations on the web site can be downl oaded.

TRANSLi nk’ s current participants include investor-owned
utilities, an electric cooperative, a public power district and
a municipal electric system with alnost 30,000 mles of
transmssion lines that serve alnmost 7 mllion custoners. It
provides a mnanagenent organization that wll be based on
corporate control and will participate in the RTO forned for the
region while remaining responsible to |ocal oversight and
TRANSLi nk shar ehol ders.
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Solomon Smith Barney Presentation

Sol omon Smth Barney provided the Advisory Conmttee an overvi ew
of electric restructuring with an enphasis on transm ssion
I ssues. The presentation has been posted on the web site

www.resturctureok.net, to support the Advisory Commttee. All

presentations on the web site can be downl oaded.

SSMB suggested that the creation of a public power agency that
would own all transmssion assets in lahoma should be
consi der ed. Since public power agencies are not currently
subject to regulatory oversight, these agencies nay be able to
form their own regional transm ssion network. According to
SSMB, financing could be acconplished through the sale of
nmuni ci pal bonds thereby | owering the cost inpact of transm ssion
additions on custoner bills. It is interesting to note that
Energetix provided the Advisory Commttee a public funding
met hodol ogy to finance transm ssi on expansi on and construction
that was simlar to the SSMB concept.

Fi ndi ng

The Advisory Commttee’'s |limted exposure to alternative
appr oaches avail abl e for nmanagenent of the transm ssion network
and for financing potential wupgrades and expansion of
transmssion facilities in Cklahoma and the regi on suggests the
need for further in-depth study to determne the feasibility of
such proposals. The potential tax consequences associated with
t hese proposals is also of great concern.

The proposals presented at the neetings provide some insight
into the potential of various alternatives, but having a better
under st andi ng of these options, and other options that m ght be
avail able, as well as the tax ramficati ons associated with each
option, is essential to being prepared to recomend the approach
k|l ahoma shoul d take as issues are dealt with in the courts, in
Congress and at the Federal Energy Regul atory Comm ssion.

There is a continuing urgency to be prepared to act to influence
the debate and resolution of transmssion policies that wll
i npact Ckl ahoma in the future.

4. Creation of Oklahoma Transmission Initiative

49



Policies involving transmssion of electricity are evolving
Transm ssion systens were originally constructed by the electric
provider to deliver electricity fromtheir own generation plants
to their retail custoners. But increased conpetition, the
advent of non-utility owned generating facilities, and the need
to transport electricity produced at those plants to whol esal e
and retail custoners has dramatically increased the chall enges
of  pl anni ng, operation and regulation of transm ssion
facilities.

In 1998, follow ng the enactnent of the Electric Restructuring
Act of 1997, a report was filed with the Legislature that
provi ded findi ngs about Ckl ahona’s transm ssion future. |In that
docunent, the consensus of opinion was expressed that Cl ahoma
woul d likely benefit fromparticipation in regional transm ssion
devel opnent and nmanagenent rather than devel opi ng an “ Ckl ahoma-
only” approach. It is clear that FERC al so prefers a regional
appr oach.

Whet her the ultimate control of this issue will remain with the
Federal Energy Regulatory Commssion is yet to be determ ned.
There are, however, issues that have historically been managed
at the state level and will probably continue to be addressed by
state governnent. For exanple, siting of transm ssion
facilities and the use of em nent domain to acquire rights-of
way for construction of these systens has been and shoul d renain
an issue subject to state oversight and control.

As regional nechanisns are debated, states should actively
participate so that regional policies involving transmssion are
equitable to individual states and their citizens. State
legislatures in this region have had little or very limted
joint discussion of the concepts, approaches and concerns t hat
such regi onal approaches mght have on their states. Fromtaxes
to environnental nanagenent issues, states wll certainly be
affected by a regional transm ssion managenent policy.

Interaction With Surrounding States To Clarify State Interests Related to

Interstate Transmission Issues

&l ahoma is often affected by the legislative and regul atory
actions taken by surrounding states. For exanple, environnental
degradation such as water pollution or air pollution can be
created in Cklahoma by actions or inactions of |egislatures or
regul atory authorities in other states. Sone state agencies
communi cate with their counterparts in other states or respond
to questions that mght be raised. Commttees of the Ckl ahonma
Legi slature have had sonme contact with their corresponding
commttees in other states but this is not a normal practice.
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Possible Creation of Interstate Compact or Regional Approach

Interstate Conpacts or sone other regional approach allow states
to discuss issues and nmanage resources that they share in
conmon. An interstate conpact is only available after a
Congr essi onal authorization of its purpose and m ssion.

Interstate Conpacts, for exanple, are in place for a nunber of
different purposes. Interstate conpacts have been authorized
for managenent of environnmental wastes, for water quality and
wat er use, for managenent of oil and gas interests, and for
ot her purposes. Regional electric issues may be another area
where an interstate conpact could provide benefits for
participating states.

Fi ndi ng

Ckl ahoma and the states surrounding our state should be
i nvol ved in continuous discussions about how to best influence
evol ving policies regarding generation and transm ssion of
electricity to provide nmaximm benefits for custoners,
busi nesses and governnents of all states. |ssues and policies
related to regional planning and control of transm ssion wll
i npact each state in different ways. Active participation by
Okl ahoma and nei ghboring states will be required to ensure
that the short-term and |ong-term consequences of policies
involving regional transm ssion organization devel opnent
equi tably account for individual state concerns. D scussions
between legislators, regulatory conmm ssioners, governors,
attorneys general and other state agencies should be comenced
i mredi atel y.

The formation of an interstate conpact or sone other regiona
approach that provides a nmechani smor organi zation to pronote
comty between the states, encourages nmaintenance of the
transm ssion grid, and facilitates cooperation between
regul atory agencies of the affected states may require federal
aut hori zati on. A dialog led by lahoma legislators with
other states in the region, however, could aid in the
devel opnent of the case to provide a regional approach states
m ght consider to deal with common issues. The Legislature
should begin the process by opening discussions wth
Legislatures in Arkansas, M ssouri , Kansas, Col or ado,
Loui siana, Texas and New Mexico about generation and
transm ssion issues that are common to each state.

The Governor, Corporation Conm ssion, Attorney Ceneral, Tax
Comm ssion, and the Superintendent of Public Instruction
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shoul d al so begin discussions with their counterparts in those
states for the sane purpose.

By the end of 2002, data should be available to determ ne the
propriety of establishnment of an interstate conpact or sone
ot her regional approach to facilitate di al ogue and deci si ons
on electric generation and transm ssion issues. Should the
data support the establishnment of an interstate conpact or
sone ot her regional approach, the Legislature should enact a
resol ution requesting action to create the conpact or other
regi onal organization. Such an interstate conpact or other
regi onal organi zati on woul d be designed to fully support the
efforts of other state agencies and officials acting on behal f
of the State of Cklahoma, in matters before the FERC and the
Congress, and not to hinder, frustrate or undercut such
activities. And, while the interstate conpact or other
regi onal organi zation may actively participate in interstate
pl anning, it would not act in an advocacy role.
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Definitions

Ancillary Services: Necessary services that must be provided
in the generation and delivery of electricity. As defined by
t he Federal Energy Regul atory Conm ssion, they include:
coordi nati on and scheduling services (load foll ow ng, energy
i nbal ance service, control of transm ssion congestion);
automatic generation control (load frequency control and the
econom ¢ dispatch of plants); contractual agreenents (Il oss
conpensati on service); and support of systemintegrity and
security (reactive power, or spinning and operating
reserves).

Bundled Uility Service: Al generation, transm ssion, and
distribution services provided by one entity for a single
charge. This would include ancillary services and retai
servi ces.

Cogenerator: A generating facility that produces electricity
and anot her form of useful thermal energy (such as heat or
steam) used for industrial, comrercial, heating, or cooling
purposes. To receive status as a qualifying facility (QF)
under the Public Uility Regulatory Policies Act (PURPA),
the facility nmust produce electric energy and "anot her
formof useful thermal energy through the sequential use of
energy," and neet certain ownership, operating, and
efficiency criteria established by the Federal Energy
Regul at ory Conm ssion (FERC). (See the Code of Federal

Regul ations, Title 18, Part 292.)

Congestion: A condition that occurs on the transm ssion
system when insufficient transfer capacity is available to
inplement all of the preferred schedules for electricity
transm ssi on sinul taneously.

Distribution: The delivery of electricity to retail
custoners (including hones, businesses, etc.).

El ectric Service Provider: An entity that provides electric
service to a retail or end-use custoner.

EPACT: The Energy Policy Act of 1992 addresses a w de
variety of energy issues. The |legislation creates a new

cl ass of power generators, exenpt whol esal e generators, that
are exenpt fromthe provisions of the Public Holding Conpany
Act of 1935 and grants the authority to the Federal Energy
Regul at ory Conmi ssion to order and condition access by
eligible parties to the interconnected transm ssion grid.
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Exenpt Whol esal e Generator (EWG): Created under the 1992
Energy Policy Act, these whol esal e generators are exenpt
fromcertain financial and legal restrictions stipulated in
the Public Utilities Holding Conpany Act of 1935.

FERC. The Federal Energy Regul atory Comm ssion.

Cenerating Unit: Any conbination of physically connected
generator(s), reactor(s), boiler(s), conbustion turbine(s),
or other prinme nover(s) operated together to produce

el ectric power.

Generation (Electricity): The process of producing electric
energy by transform ng other forns of energy; also, the
anount of electric energy produced, expressed in watthours
(W) .

| ndependent Power Producers (IPPs): Entities that are al so
considered nonutility power producers in the United States.
These facilities are wholesale electricity producers that
operate within the franchised service territories of host
utilities and are usually authorized to sell at market-based
rates. Unlike traditional electric utilities, |ndependent
Power Producers (often also called an EW5 do not possess
transm ssion facilities or sell electricity in the retai

mar ket .

| ndependent System Operators: An independent, Federally-
regul ated entity that coordinates regional transmssion in a
non-di scrim natory manner and ensures the safety and
reliability of the electric system

| nvestor-Omed Utility: A class of utility whose stock is
publicly traded and which is organized as a tax-paying

busi ness, usually financed by the sale of securities in the
capital market. It is regulated and authorized to achi eve an
allowed rate of return.

Kilowatt (kW: One thousand watts.
Ki | owatt-hour (kWh): One thousand watt hours.

Megawatt (MAN: One million watts.

Megawat t - hour (MM): One mllion watthours.
Open Access: A regulatory mandate to allow others to use a
utility's transmssion facilities to nove bul k power from

one point to another on a nondiscrimnatory basis for a
cost - based fee.
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Power Pool : An association of two or nore interconnected
el ectric systens having an agreenent to coordinate
operations and planning for inproved reliability and

ef ficiencies.

PURPA: The Public Utility Regulatory Policies Act of 1978,
passed by the U S. Congress. This statute requires States

to inplenent utility conservation prograns and create

special markets for co-generators and small producers who
meet certain standards, including the requirenent that

States set the prices and quantities of power the utilities
must buy from such facilities.

Qualifying Facility (QF): A cogeneration or small power
production facility that neets certain ownership, operating,
and efficiency criteria established by the Federal Energy
Regul at ory Comm ssion (FERC) pursuant to the Public Uility
Regul atory Policies Act (PURPA).

Rat e Base: The value of property upon which a utility is
permtted to earn a specified rate of return as established
by a regulatory authority. The rate base generally
represents the value of property used by the utility in
provi di ng service and may be cal cul ated by any one or a
conbi nation of the foll ow ng accounting nethods: fair val ue,
prudent investnent, reproduction cost, or original cost.
Dependi ng on which nmethod is used, the rate base includes
cash, working capital, materials and supplies, and
deductions for accunul ated provisions for depreciation,
contributions in aid of construction, custoner advances for
construction, accumul ated deferred i ncone taxes, and
accunul ated deferred investnent tax credits.

Rat emaki ng Authority: A utility commssion's |egal authority
to fix, nodify, approve, or disapprove rates, as determ ned
by the powers given the comm ssion by a State or Federal

| egi sl ature.

Regi onal Transm ssion Organi zation (RTO: A utility industry
concept that the Federal Energy Regul atory Comm ssion
enbraced for the certification of voluntary groups that
woul d be responsible for transm ssion planning and use on a
regi onal basis.

Regul ation: The governnental function of controlling or
directing economc entities through the process of
rul emaki ng and adj udi cati on.

Reliability: Electric systemreliability has two conponents-
-adequacy and security. Adequacy is the ability of the
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electric systemto supply to aggregate el ectrical demand and
energy requirenents of the custoners at all tinmes, taking
into account schedul ed and unschedul ed outages of system
facilities. Security is the ability of the electric system
to withstand sudden di sturbances, such as electric short
circuits or unanticipated |loss of systemfacilities. The
degree of reliability may be neasured by the frequency,
duration, and magnitude of adverse effects on consuner

servi ces.

Renewabl e Resources: Naturally, but flowlimted resources
that can be replenished. They are virtually inexhaustible
in duration but limted in the amount of energy that is
avai l abl e per unit of tinme. Sonme (such as geothermal and

bi omass) may be stock-limted in that stocks are depleted by
use, but on a tine scale of decades, or perhaps centuries,

t hey can probably be repl eni shed. Renewabl e energy resources
i ncl ude: biomass, hydro, geothermal, solar and wind. In the
future, they could also include the use of ocean thernmal,
wave, and tidal action technologies. Uility renewabl e
resource applications include bulk electricity generation,
on-site electricity generation, distributed electricity
generation, non-grid-connected generation, and demand-
reduction (energy efficiency) technol ogies.

Restructuring: The process of replacing a nonopoly system of
electric utilities with conpeting sellers, allow ng

i ndi vidual retail custoners to choose their electricity
supplier but still receive delivery over the power |ines of
the local utility. It includes the reconfiguration of the
vertically-integrated electric utility.

Retail: Sales covering electrical energy supplied for
residential, commercial, and industrial end-use purposes.
QG her small classes, such as agriculture and street
lighting, also are included in this category.

Transm ssion: The novenent or transfer of electric energy
over an interconnected group of |ines and associ at ed

equi pnment between points of supply and points at which it is
transforned for delivery to consuners, or is delivered to
other electric systenms. Transm ssion is considered to end
when the energy is transforned for distribution to the
consurer.

Transm ssion System (Electric): An interconnected group of
electric transm ssion |ines and associ ated equi pnment for
nmoving or transferring electric energy in bul k between

poi nts of supply and points at which it is transforned for
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delivery over the distribution systemlines to consuners, or
is delivered to other electric systens.

Unbundl i ng: The separating of the total process of electric
power service fromgeneration to netering into its conponent
parts for the purpose of separate pricing or service

of ferings.

Whol esal e Conpetition: A system whereby a distributor of
power woul d have the option to buy its power froma variety
of power producers, and the power producers would be able to
conpete to sell their power to a variety of distribution
conpani es.

Whol esal e Market. A whol esal e market represents the sum of
pur chases and sal es of energy and capacity for resale al ong
with ancillary services needed to maintain reliability and
power quality at the transm ssion level. A party that
purchases energy, capacity, or ancillary services in the
whol esal e market to serve its own load is considered to be a
participant within the framework of rules generally devised
by the 1SOs or RTGs for coordinating transm ssion in
conformty with approved standards.

Whol esal e Sal es: Energy supplied to resellers that m ght
include other electric utilities, cooperatives, nunicipals,
retail electric providers and Federal and State electric
agencies for resale to ultimte consuners.

Whol esal e Power Market: The purchase and sale of electricity
fromgenerators to resellers (who sell to retail custoners),
along with the ancillary services needed to nmaintain
reliability and power quality at the transm ssion |evel.

VWhol esal e Transm ssion Services: The transm ssion of

electric energy sold, or to be sold, at wholesale in
interstate commerce (from EPACT).
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Appendi x A

Advi sory Conm ttee Menber |ssues

On Novenber 6, 2001, Senator Kevin Easley sent the foll ow ng
message to all nenbers of the Advisory Commttee:

| want to thank each of you for your continued participation
at the neetings of the Electric Restructuring Advisory
Committee. | think we have received a great deal of

val uable information that will be useful in preparing the
interimreport for the transm ssion issue.

An interimreport is, as you know, due no |later than
Decenber 31, 2001. In order to include all of the issues
that are of concern to commttee nenbers, | ask that each of
you provide nme with suggested issues that should be included
in the report. Please have those itens to ne no |ater than
Novenber 21. This will allow us the opportunity to get them
organi zed so we can di scuss them at our neeting schedul ed
for Decenber 5. At this point in time, | suggest we
identify elenments you want included in the report and then
we can expand those elenments into report sections.

W want to include all of the issues that are of concern or
that are supported by commttee nenbers. Please respond as
qui ckly as possible. Thanks again for you hel p.

Kevi n

Responses were received froma nunber of Advisory Committee
menbers. Those responses appear on the foll ow ng pages.
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Response of Secretary of State M ke Hunter

Novenmber 21, 200

Dear Senator Easl ey:

SB 440 requires the Advisory Committee to "prepare an
interimreport relating to transm ssion issues no |later than
Decenber 31, 2001." |In that regard, | have spent a good
deal of tine reviewng both ny notes from presentations as
wel |l as the supplenmentary material we have received thus
far. It seens to nme that until FERC establishes the
regi onal design for RTOs we cannot proceed to develop a
coordi nated, |ong range plan for noving electricity within
and wi thout the state of Cklahoma. In order for a
transm ssion "master plan" to ensure that the massive
expenditures of transm ssion capital will have their
i ntended salutary inpact wthin Cklahoma, we should be
assured that concommtant grid upgrades will occur outside
our state's boundaries. Until an authority is established
enpowered to choreograph and mandate this interstate
coordination, | fear our efforts are largely premature.

Under current |aw, upgrades and inprovenents are made
to transm ssion lines within the state on an "as necessary'
basis. Although potential congestion spots or system
restraints within the state have been identified, it does
not appear that near termsystem w de capital outlays
intrastate are required to ensure current and foreseeabl e
system | oads.

| nt erconnection costs triggered by new generating
facilities are an issue that should be addressed by the
Advi sory Commttee. Although it can be argued that such
costs are properly the responsibility of a new concern,
i ncorporated into the planning and financing of sanme, it can
be al so be postul ated that a econom c benefit test should be
adm nistered to determne an " Okl ahoma public good”
quotient for sane.

Finally, clear jurisdictional |ines between the
Okl ahoma Cor poration Conm ssion and any future RTO need to
be established to ensure that transm ssion issues are
resolved in an orderly and concl usive manner. To ensure
that this new regulatory paradigmw || be consonant with
Okl ahoma' s needs and concerns, our state should take an
active role in proceedings before FERC on these issues. In
that regard, the state should task the OCC and the Attorney
General with the statutory authority and proper funding to
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protect and advance the interests of the state before FERC
in proceedings that relate to transm ssion regulation. In
my opinion this is the single nost effective step we can
take to ensure the devel opnent of a retail marketplace for
electricity.

Si ncerely,

M ke Hunt er
Secretary of State
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Comments of Representative John Wight, Cklahoma House of
Represent ati ves

From: John A. Wright
Sent: Monday, November 26, 2001 8:58 AM

To: rogers@lsb.state.ok.us

Subject: Electric Advisory Committee Issue List

Chairman Easley,

The issues that | believe should be given further consideration are:

Should it be under the jurisdiction of this committee to recommend a refashioning of the Electric
distribution grid to accommodate transmission transfer growth instead of the current physical
construction of the grid which is to serve native load, provide for reliable service and generation
backup.

If that determination is made than any action resulting in higher rates for consumers or lower profits
for utilities may only be prudent after the final determination of the RTO placement of the State of
Oklahoma to avoid wasted capitol investment.

Has NERC established guidelines for "transmission transfer growth" as projected and already
tested in areas of the country where deregulation has established models for anticipated bulk
electric transfers.

Since the SPP non-coincidental peak load statistics indicate a doubling of power usage from the
lowest power usage to the highest during the year one could surmise that the transmission
adequacy during large portions of the year is more than adequate even to accommodate
transmission transfer growth; however the greatest pressures on price and hence the need for
market transfer capabilities would occur during the peak season how much excess capacity is
necessary in order to facilitate bulk transfer during the 3-4 months of peak demand ?

Once the RTO is established the wholesale power market serves as the best indicator of
determining if Oklahoma is in a position of having excess supply over demand and hence would be
the best barometer to evaluate the likelihood of stable or rising prices if the retail market is
deregulated.

Would the benefit of transmission upgrade costs be offset by potential savings facilitated by
increased electric exchange opportunities ? Only likely to be projected after RTO is set.
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What are the expansion opportunities of the transmission grid on existing right-of-way ? Can the
transmission tariffs be set ( requested ) at a level that enables Independent power generators to
export power and a reasonable amortization of capitol improvement costs over an appropriate
useful life of those upgrades proportionate to the rates charged for "wheeling" the power.

Once the RTO is formed Oklahoma can then evaluate based on generation assets within the RTO
what stranded costs of Nuclear facilities within the RTO Oklahoma consumers are likely to help
pick up the tab for based on market clearing pricing that functions in a restructured market. The

market then consisting of not State borders but RTO borders.

State Representative

John A. Wright
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Comrents of Jerry Johnson, Vice-Chairmn, Ol ahoma Tax
Commi ssi on- Decenber 10, 2001

Following are my comments related to the interim report of the Electric Restructuring
Advisory Committee. | apologize for the lateness of my response. | hope that thisis
helpful in the preparation of the report and | ook forward to providing additional
comments on the draft document.

| concur with the comments submitted by other members concerning the necessity for
delaying any significant transmission upgrades until the RTO issueisresolved. Also, the
nature of the transmission system will preclude Oklahoma from making transmission
upgrade decisions in isolation. While the current situation makes it difficult for
transmission upgrade decisions to be made at thistime, it isimperative that Oklahoma
establish a process through which future investment decisions can be made in arational
and coordinated fashion.

Given this uncertainty regarding the creation of the RTO's and other federal issues, |
would offer the following as items to be considered in the interim report.

1) | concur with the suggestion submitted by other members that Oklahoma needs
representation before FERC as transmission coordination decisions are made.

2) Just asit is premature to make specific upgrade decisions at this time, decisions
regarding the process that Oklahoma should utilize for approving transmission investments
should also be made after aregulatory framework isin place. However, it isimportant
that once this regional structureisin place that Oklahoma be in a position to act quickly if
changes to the current system are necessary. | would be interested in knowing if there are
any additional alternatives for transmission management in addition to those identified in
the draft outline (OMPA Proposal and Translink Concept). All of the options will need to
be reviewed in the context of the ultimate FERC rulings on transmission.

3) The committee has heard various proposals regarding aternatives for funding
transmission upgrades. These aternatives should be outlined in the report and the
committee should further explore the feasibility of these options. Specifically, the
committee should spend additiona time evaluating the possibility of issuing revenue bonds
which are to be repaid through increased state revenue collections.

Sincerely,

Jerry Johnson
Oklahoma Tax Commission
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Comrents subm tted by Conm ssioner Deni se Bode, Chair,
Okl ahoma Cor por ati on Comm ssi on

Novenber 21, 2001

Honor abl e Kevi n Easl ey
Room 417-C, State Capito
Ckl ahoma City, K

Re: Electric Restructuring Advisory Conmttee Report |ssues
Dear Senator Easl ey:

In response to your request for a list of suggested issues to
be included in the interimreport of the Conmttee, | have
identified those areas that are of greatest concern to ne.

First and forenost, | believe it is inperative that we know
what the RTO structure and framework is going to | ook |ike.
Currently, the FERC has not identified that structure and
until a fully functional RTOis in place there are too nany
unknowns to finalize a responsible plan.

W nust identify regional I ssues and constraints to
effectively create a plan of action for Cklahoma. Wile a
state study has been conducted, further research regarding
regional issues is crucial. Qur nei ghbor, Arkansas, has
recently conducted such a regional study. However, the
conclusion of their study recommended that the inplenentation
date of retail open access be delayed until Cctober 2004 and
the restructuring |l egislation be either repeal ed or anended.

| regret that | personally will be unable to attend the
Decenber 5 neeting of the Advisory Commttee. | am chairman
of the Okl ahoma Rhodes Schol arship Commttee and we w il be
conducting student interviews that day. | f you have any
questions, | would be happy to discuss any of these concerns
w th you.

Si ncerely,

Deni se A. Bode
Chai r man
Okl ahorma Cor porati on Comm ssi on
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November 30, 2001

Honor abl e Kevi n Easl ey
Room 417-C, State Capito
kl ahoma City, K

Re: Electric Restructuring Advisory Committee Issues List

Dear Senator Easl ey:

M/ earlier letter of Novenmber 21, 2001 highlighted those areas
of which | thought should be addressed in the interimreport of
the commttee. At this time, | am providing you with nore
speci fic questions surrounding those earlier identified issues
that | feel the report should be responsive to, thus naking a
conpl ete record.

It is ny hope that this listing will assist you in identifying
the issues that will inpact Clahona.

Okl ahoma’ s goal s for restructuring.
In preparing this report it is inportant that the goals

envi sioned for Cklahoma’s restructuring be clearly delineated.
What does Okl ahoma stand to gain by restructuring?

WIIl it protect Cklahoma’s |ow prices?

WIIlI it Ilower electric prices for all classes of
custoners?

WIIl it introduce conpetition into Cklahoma markets?
WIIl native |oad custoners be favored or protected?

WIIl it enhance reliability for klahoma consuners or
others within the Mdwest region?

WIIl it reduce regulation and thus |ower regulatory costs?
WIIl it encourage conservation?

WIl it maximze the financial growh of generation

provi ders, or protect the financial condition of
utilities?

WIIl it attract new generation providers to increase the
anmount of electricity sold to out-of-state purchasers?
WIIl it attract new load to the state of Okl ahoma?

WIIl it create new jobs and increase the tax base for the

k|l ahoma econony?
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These goals are sonetines conflicting. For instance, |owering
prices in Cklahoma may not be the answer if the goal is to
attract new generation providers. The objectives nust be
clearly articulated before the nerits of any restructuring
proposal can be logically anal yzed.

Regional Restructuring and the Wholesale Market

Moreover, before any plan for retail restructuring can be
reasonably assessed, the structure and operation of the
regi onal whol esal e market nust be understood and eval uat ed.
If the regional market is not effectively operating, then it
is unlikely that any plan devised for retail restructuring in
Okl ahoma coul d be successful.

Simlarly, there are many issues involved with properly
operating and providing open market access to the regiona
transm ssi on system The FERC has proposed the Regiona
Transm ssion Organization (RTO structure to address and
resol ve these issues. This process is ongoing; its conpletion
date is unknown at this tine. It may be premature for
Ckl ahoma, wi thout other conpelling reasons, to undertake
retail restructuring while these issues remain unresol ved.

The report should address at least the following regional issues.

1. Determine whether transferring control of Oklahoma’s transmission assets to a
RTO or a Transco (for-profit RTO) is in the best interest of Oklahoma
consumers and providers. (See La. PSC Order No. U-25965, ordering
transmission-owning utilities to show cause why they should not be enjoined
from transferring ownership or control to a Transco).

2. Determine the effect of transmission open access on transmission adequacy
and reliability, and determine limitations on exports caused by transmission
capacity. (See, Oak Ridge National Laboratory Report, Phase Il dated
November 6, 2001). This issue concerns the capability of the existing grid to
handle market-based transactions, while maintaining system reliability. This
also involves system planning and congestion management.

3. Determine how to build electric infrastructure without penalizing Oklahoma
utilities or ratepayers. (See OG&E presentation to the Electric Restructuring
Advisory Committee dated October 17, 2001, on Lee Paden’s website,
www.restructureok.net).

4. Determine the adequacy of natural gas infrastructure to meet the demands of
increased gas-fired generation under open access.

5. Determine how the interests of native load customers are best served. Will
native load customers continue to enjoy a favored position on the grid? Will
they bear increased costs as a result of a change to a regional, postage stamp
transmission rate?
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6. Oklahoma has always had jurisdiction over the siting of transmission facilities
within the state. Those issues will continue to be of primary interest to
Oklahoma, although there is proposed federal legislation that would transfer
such jurisdiction to the federal government. Oklahoma needs to review siting
jurisdiction.

Participation in FERC proceedings

Many, if not nost, transmssion issues are within FERC s
jurisdiction, although there is a national novenent towards
involving states in regional decision-nmaking. |l ahoma’ s
restructuring success depends in large part on cooperatively
working wth the FERC and other states in the region in
addressing transm ssion i ssues (operational and market). The
foll owi ng proceedi ngs have either been initiated or announced
for a future date by FERC. | have asked the Commission to
participate in such proceedings to have input into the
resolution of the rel evant issues.

1. Participate in FERC proceedings to develop reasonable
uni form standards for and to address issues related to new
generation attenpting to connect to transm ssion
facilities. |Issues include standard terns and conditi ons,
charges for interconnection, necessary upgrades, reactive
power, voltage levels, netering requirenents, etc. (See
FERC s Advance Notice of Proposed Rulenmaking for
Standardi zing GCenerator |Interconnection Agreenents and
Procedures, RM 02-1-000 issued Cctober 25, 2001. See al so,
FERC s web page on t he rul emaki ng,
www. ferc. gov/electric/gen inter.htm)

2. Participate in FERC s State-Federal Regional Panels to
address RTO issues. Last week, | personally sat in on a
conference call wth Chairman Wod of FERC. The panels are
expected to address the set up of RTGs, transm ssion
rat emaki ng, the use of denand-side response nechanisnms in
conpetitive markets, market nonitoring and mtigation

tools, and distributed generation issues. (Specific
panels and relevant docket nunbers to be disclosed in
future notices fromFERC). It is also expected that the

state-federal panels will address reliability standards and
reserve margin requirenents, but if the panels do not
address such issues they wll have to be resolved in
anot her forum

3. Participate in FERC s rul emaking on Standards of Conduct

for Transm ssion Providers. |ssues are expected to include
broader rules to cover all affiliate relationships -
convergence, the sharing of confidential transportation
information, gas and electric markets - and required
separation of transmssion functions from all sales
functions, including bundled retail sales. (See, FERC
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Notice of Proposed Rul emaking dated Septenber 27, 2001,
Docket No. RMD1-10-000). It has generally been assuned that
the RTGs woul d prohibit anticonpetitive behavior, but that
I's questioned now.

Other Relevant Issues for Oklahoma

An additional area of concern for klahoma is the recent
adoption by FERC of the Supply Market Assessnent (SMA) screen.
The test is designed to determ ne whether a supplier has narket
power in the generation market. FERC has traditionally applied
a hub-and-spoke test to determne narket power, but is now
applying a nore stringent test. Specifically related to
&l ahoma, FERC has concl uded that AEP (parent conpany of Public
Service Company of klahonma) should be denied narket-based
rates, based on the results of the SMA screen indicating AEP has
generation nmarket power for the region in which it sells power.
FERC explained that the market’s peak denmand cannot be net
without AEP s generation and that transmssion constraints
prevent the novenent of power fromother areas within the region
to conpete with AEP. This nore stringent narket power test
adopt ed by the FERC shoul d be revi ewed by Ckl ahonma to determ ne
if it is appropriate for our use.

War m r egar ds,

Deni se A. Bode
Chai r man
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