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Al Introduction and Procedural Background.

This report is submitted to the Federal Energy Regulatory Commission (the
“Commission’) in response to instructions from the Commission in various orders and
notices related to proposals to form Regional Transmission Organizations (“RTOs™) in
the West in accordance with Order 2000' and to restructure certain existing markets.?
The parties participating in this report are the California Independent System Operator
Corporation (the “Catifornia ISO”); the RTO West filing utilities, which consist of Avista
Corporation, Bonneville Power Administration, British Columbia Hydro and Power
Authority, Idaho Power Company, Nevada Power Company, NorthWestern Energy
(formerly the Montana Power Company), PacifiCorp, Portland General Electric
Company, Puget Sound Energy, Inc., and Sierra Pacific Power Company; and the
WestConnect Applicants, which consist of Arizona Public Service Company, El Paso

Electric Company, Public Service Company of New Mexico, and Tucson Electric Power

! Regional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 6, 2000), FERC
Stats. & Regs. 9 31,089 (1999), order on reh g, Order No, 2000-A, 65 Fed. Reg. 12,088 (Mar. 8, 2000),
FERC Stats. & Regs. 431,092 (2000), aff'd sub nom. Pub. Util. Dist. No. I of Snohomish Cty., WA v.
FERC, Nos. 00-1174, et al. (D.C. Cir. 2001).

2 The California ISO, RTO West filing utilities, and WestConnect Applicants are each making filings
in their respective dockets, and are not by this joint filing making filings in each other’s dockets. The
parties have prepared a joint filing for administrative convenience only. The California ISO is submitting
this filing solely in Docket No. ER02-1656. Avista Corporation, Bonneville Power Administration, British
Columbia Hydro and Power Authority, Idaho Power Company, Nevada Power Company, NorthWestern
Energy (formerly the Montana Power Company}, PacifiCorp, Portland General Electric Company, Puget
Sound Energy, Inc., and Sierra Pacific Power Company (collectively the RTO West filing utilities) are
submitting this filing solely ir Docket No. RT01-35. Arizona Public Service Company, El Paso Electric
Company, Public Service Company of New Mexico, and Tucson Electric Power Company (collectively the
WestConnect Applicants) are submitting this filing solely in Docket Nos. RT02-1 and E1.02-9.
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Company.” The foregoing parties’ representatives have been working together through
the Seams Steering Group - Western Interconnection (“SSG-WT)* to address seams
issues related to RTO formation in the West. These parties are referred to in this filing
as the “SSG-W] Participants.”

On July 17, 2002, the Commission issued an order in response to the California
ISO’s May 1 and June 17 Market Design 2002 (MDO02) filings (California Independent
System Operator Corp. et al., 100 FERC 7 61,060 (2002)) (the “July 17 Order”). In the
July 17 Order the Commission stated, “[t]he Commission commends the CAISO’s efforts
and notes that the Seams Steering Group of the Western Interconnection has been
actively working to develop resolutions to seams issues between the proposed RTOs in
the Western Interconnection. The Commission directs the CAISO to continue its
participation in the Seams Steering Group of the Western Interconnection. Furthermore,
we will require that the CAISO and the Seams Steering Group of the Western
Interconnection comply with any future Comrmission requirements concerning the seams
issues that we will establish in forthcoming orders on the RTO proposals of RTO West

and WestConnect.” Id. at P 163.

3 The WestConnect Applicants include only the Commission-jurisdictional public utilities that have
participated in the development of WestConnect. The WestConnect Applicants note that the Salt River
Project Agricultural Improvement and Power District, the Western Area Power Administration, and the
Southwest Transmission Cooperative, Inc. also participated in WestConnect’s development.

4 In some filings submitted to the Commission and in some orders issned by the Commission, the term
“Steering Group™ has been used as a shorthand reference for the Seams Steering Group - Western
Interconnection (i.e., all elements of the seams coordination process, including work groups and the
guiding committee of designated RTO representatives). In this filing, the initials “SSG-WI” will be the
only shorthand reference for the Seams Steering Group - Western Interconnection as a whole. Consistent
with the terminology used in the December 5, 2002 Memorandum of Understanding and Cooperation
among the organizations participating in SSG-WT, the term “Steering Group” will be used to refer to the
comumittee of participant representatives that helps to guide and set priorities for SSG-WI.
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On September 18, 2002, the Commission issued an order in response to the RTO
West filing utilities’ Stage 2 Filing and Request for Declaratory Order Pursuant to Order
2000 (Declaratory Order on Regional Transmission Organization Proposal, Docket Nos.
RTO01-35-005 and RT01-35-007, 100 FERC § 61,274 (2002)) (the “RTO West Order”).’
In the RTO West Order, the Commission instructed the RTO West filing utilities to
codify a Memorandum of Understanding and Cooperation among the California ISO,
RTO West, and WestConnect that would define their commitments and the forum by
which seams issues will be resolved and to provide a list of pending issues before
SSG-WTI° and a timeline for resolution of those issues. Id. at P 246. The Commission
also directed the RTO West filing utilities to report on the progress of SSG-Wl in
resolving issues, on a West-wide basis, with respect to developing common practices and
eliminating seams between RTO West and other transmission organizations in the West.
Id atP 277.

On October 10, 2002, the Commission issued an order in response to the
WestConnect Applicants’ Joint Petition for Declaratory Order To Form WestConnect
RTO, LLC as a Regional Transmission Organization Pursuant to Order 2000

(Declaratory Order on Regional Transmission Organization, Docket Nos. RT02-1-000

5 References in this filing to the RTO West Order are to the slip opinion posted on the Commission’s
Website.

s Following the terminology used in the RTO West Stage 2 Filing and Request for Declaratory Order
Pursuant to Order 2000 subrnitted to the Commission on March 29, 2002, in the RTO West Order the
Commission refers to SSG-WI as the “Steering Group.” As explained above in footnote 4 of this filing, the
December 5, 2002 Memorandum of Understanding and Cooperation among the SSG-W1I Participants uses
the term “Steering Group” to refer to the committee of representatives that helps to guide and set priorities
for SSG-W1 and its work groups.
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and EL02-9-000, 101 FERC § 61,033 (2002)) (the “WestConnect Order”).” In the
WestConnect Order, the Commission directed the WestConnect Applicants, “together
with RTO West and the California ISO, to formalize [SSG-WI] as the resolution group
for seams issues among the RTOs in the Western interconnection.” Jd. at P 218. The
Commission also directed the WestConnect Applicants to codify 2a Memorandum of
Understanding and Cooperation and provide a list of pending issues before SSG-W1 and
a timeline for their resolution. Zd.

The Commission elaborated on these previous instructions to SSG-WI
Participants in its Notice Announcing Process for Western Interconnection Market
Design and Postponing Technical Conference (issued October 25, 2002 in Docket Nos.
RM01-12-000, RT01-35-000, RT02-1-000, EL02-9-000, ER02-1656-000, and ER02-
2576-000) (the “October 25 Notice™). In the October 25 Notice, the Commission
requested that SSG-WI “develop a list of recommended market design elements
appropriate for the western interconnect (i.e., balancing market, transmission rights,
planning process, etc.), which elements must be designed compatibly to avoid seams, and
a plan and timeline for resolution of these issues that is coordinated with RTO

development efforts. This plan would include specific tasks for each of the current SSG-
W1 working groups and any other working groups that may be necessary.”
This filing responds to the instructions and requests from the Commission in the

July 17 Order, the RTO West Order, the WestConnect Order, and the October 25 Notice.

7 References in this filing to the WestConnect Order are to the slip opinion posted on the
Commission’s Website.
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B. Overview.

The Commission has directed the SSG-WI Participants to identify and propose a
timetable for resolving seams issues. The reason for this effort, and for the larger SSG-
WI process, is to build the foundation for achieving the SSG-WI Participants” goal,
which they believe the Commission shares: that of facilitating the continued
development of a seamless western market. Inherent in this objective is the development
of the electric infrastructure necessary to support competitive wholesale electricity
markets — markets that further efficient economic outcomes and that provide sustainable
benefits to consumers in the West.

In view of this shared objective, SSG-WT’s current efforts are focused primarily
on facilitating infrastructure development and supporting a good market design process.
These focal areas are reflected in the activities and priorities identified below for the
SSG-WI Congestion Management Alignment Work Group and the Planning Work
Group. The value of the initial SSG-WI process will depend to a great extent on the
success of these two work groups. This is not to diminish the importance of the other
work groups. Each of them makes important contribution and together their efforts
support SSG-WTI’s overarching goals. For the West to achieve the necessary and efficient
expansion of its electric infrastructure, as well as the efficient use and allocation of its
existing electric resources, there must be collective support for a robust regional
transmission planning process as well as compatible markets that deliver efficient
economic outcomes.

To that end, the high-prionty items identified for each of the SSG-WI work

groups described below (and presented in summary form in Attachment A) tie into these
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key objectives. While the SSG-WI Participants intend to move forward expeditiously to
address the areas of highest priority, as the Commission is aware through its efforts to
develop a standardized market design and facilitate infrastructure development, these
issues are complicated and contentious. The SSG-WI Participants urge the Commission
to remain flexible as to the manner in which the SSG-WI Participants achieve their
objectives as well as their timetable for developing workable solutions. This will enable
SSG-WI to carry out the thorough and inclusive process the Commission has urged the
SSG-WI Participants to undertake.

Finally, the SSG-WI Participants encourage the Commission and its staff to
remain engaged in SSG-WI activities to the extent possible within applicable ex parte
rules. Commission staff participation in the individual RTO’s market design and other
efforts has been instrumental in moving those efforts forward. Active Commission
participation in SSG-WT’s efforts will help bring about positive cutcomes and will
facilitate clear, continuous communication about the ongoing development of the western
electricity markets.

C. Specific Matters Addressed in this Filing.

1. Memorandum of Understanding Among the Western RTOs

As the Commission instructed, the California ISO, RTO West, and WestConnect
Interim Committee (the “Western RTOs”) finalized and executed a Memorandum of
Understanding and Cooperation on December 5, 2002 (the “Memorandum™). A copy of
the Memorandum is included with this filing as Attachment B. The Memorandum
defines the working relationship among the Western RTOs with respect to resolving

seams issues. In particular, it provides for representatives of the Western RTOs to
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“identify and discuss [seams] issues, and set the priorities and proposed schedule for
presenting its recommendations to the RTOs for resolution.” Memorandum at section
1.1. The Memorandum includes a requirement that the Western RTOs develop a budget
and arrangements for sharing costs related to SSG-W1I’s activities. Memorandum at
section 2.4.4

The Memorandum formalizes a relationship among the Western RTOs that has
existed for 18 months. The Memorandum includes an initial draft work plan, which
defines the current goals and tasks of the SSG-WI work groups. SSG-WT’s active work
groups are discussed in more detail below. Because the issues the SSG-WI Participants
need to address may change over time, the Memorandum contemplates that the work plan
will be updated periodically to reflect current needs and approaches, and the
Memorandum allows the Steering Group to create or close work groups as needed.

SSG-WTI’s work groups have been open to patticipation by all interested parties
since they were created. The Memorandum also contemplates that the Steering Group
(initially consisting solely of representatives appointed by each Western RTO) will be
open to stakeholder particil')ation. Section 1.4 of the Memorandum provides that the
Western RTOs desire to provide a collaborative framework for states, tribes, Canadian
provinces, Mexican states, other local regulatory and enforcement entities, and the
Commission to participate in Steering Group activities. The Western RTOs have agreed
to modify the Memorandum in the future as necessary to facilitate this open public
process. The Steering Group has explored a number of options to facilitate stakeholder
participation in Steering Group activities. At a minimum, the Steering Group is

committed to holding open meetings at which all entities can provide public comment on
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the matters addressed by the Steering Group, and anticipates convening an open meeting
in January 2003. The SSG-WI Participants believe that SSG-WTI’s structure and purpose
will evolve over time as the form, function, and dynamics of the western electricity
markets continue to develop and stabilize.

2. Coordination with States.

The Commission bas indicated in numerous issuances and public statements that
it places great importance on state participation in market design and RTO development
activities.® In addition to welcoming state and provincial participation in all of SSG-WTI’s
work groups, the SSG-WI Participants have also sought to foster a continuing dialogue
with state and provincial representatives concerning how they wish to engage in SSG-W1
and other activities related to the development of Western RTOs and a seamless West-
wide market. SSG-WI Participants met with members of the Committee on Regional
Electric Power Cooperation (CREPC) in San Francisco, California on November 15,
2002 to further this dialogue, and will continue to seek state and provincial participation
and input as they move forward with the range of tasks SSG-WT has identified for itself.
The SSG-WI Participants wish to emphasize that they are receptive to considering any
channels state and provincial representatives indicate they would find useful, which could
include the Western Governors Association (WGA), CREPC, regional state advisory
committees, the National Association of Regulatory Utility Commissioners (NARUC), or

other organizations and approaches.

% See, e.g., RTO West Order at PP 36, 234; October 25 Notice, second paragraph of notice text.
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3. Report on Progress Related to Developing Common Practices and
Resolving Seams Issues

a. Overview of SSG-WI Purposes and Structure

SSG-WT’s origins and purposes have been described in detail in various filings
submitted to the Commission.” A SSG-WI organization chart, showing the composition
of and relationships among the Steering Group and the work groups, as well as SSG-WI’s
relationship to the Western RTOs, is included with this filing as Attachment C.

The fundamental objective of SSG-WI is to facilitate the development of and
support a scamless western wholesale electric energy market. The general approach for
achieving this objective is reflected in the Western Market Vision, which was developed
by the SSG-WI Participants during 2001 and filed with the Commission.'® Through the
activities of SSG-WI’s Steering Group and work groups, the SSG-WI Participants seek to
implement the Western Market Vision.

It is important to note that it is not a SSG-WI function to impose a given approach
or solution on the Western RTOs, which SSG-W1 has been designed to serve (or on any
other western market participants). SSG-WI has no authority to do so, and it does not
have authority to advocate to the Commission in any proceeding concerning actions the

Commission might take.!'! SSG-WT’s essential function is to provide a collaborative

i See, e.g., filing letter to RTO West filing utilities® Stage 2 Filing and Request for Declaratory Order
Pursuant to Order 2009, filed in Docket No. RT01-35-005 on March 29, 2002, at 56-61.

19 See Exhibit A to Status Report Concerning RTO West Development, filed December 1, 2001 by
Avista Corporation, Bonneville Power Administration, British Columbia Hydro and Power Authority,
¥daho Power Company, the Montana Power Company (now NorthWestern Energy), PacifiCorp, and Puget
Sound Energy, Inc.

" The SSG-WI Participants appreciate the Commission’s support for SSG-WI as the forum for
developing resolutions to seams issues in the West. They emphasize the coliaborative, non-binding status
(continued)
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forum through which participants’ representatives can “brainstorm™ together to develop
proposed resolutions to seams issues. When proposals or recomimendations are
developed by or presented to the Steering Group, the Steering Group may consider them
as it sees fit. If it believes that a proposal or recommendation has merit, the Steering
Group may offer it to the Western RTOs for their consideration. The decision rests
entirely with each Western RTO to act on a proposal or recommendation from the
Steering Group.

Thus, any SSG-WI proposal or recommendation that the Western RTOs may
decide to adopt would be implemented through voluntary, independent action of the
Western RTOs affected by the recommendation. Ultimate responsibility to evaluate the
benefits and consequences of SSG-WI1 recommendations, and to take actions necessary to
implement them if warranted (by, for example, submitting filings to the Commission or
adopting a particular policy) remains with each Western RTO. The independent
decision-making authority of each RTO is a core principle of the SSG-WI process and the
Western Market Vision. It is essential fo maintaining each Western RTO’s accountability

to its management and stakeholder constituencies.

of the SSG-WI forum to avoid any possible confusion. Because SSG-W] does not have autherity to take
actions or make decisions independent of the Western RTOs that are its constituents, SSG-WI will not
make submissions to the Commission, but only to the Western RTOs for their consideration. Thus, where
the Commission has stated in recent rehearing orders that, in considering *‘what steps are necessary to
rationalize those seams,” it will take “into consideration any recommendations developed by SSG-WI,” the
SSG-WI1 Participants assume the Commission meant those S5G-W1 recommendations that are adopted by
the Western RTOs. See Order Granting in Part and Denying in Part Rehearing, issued December 20, 2002
in Docket No. RT01-35-009, 101 FERC ¥ 61,346 at P 63 and Order Granting and Denying Requests for
Clarification and Rehearing, issued December 23, 2002 in Docket Nos. RT02-1-003 and EL02-9-001, 101
FERC 161,350 at P 13.
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b. SSG-WI Work Groups

As noted above, all of the SSG-WI work groups are open to participation by all
interested parties. Information and documents related to the SSG-WI work groups’
activities, as well as instructions for subscribing to e-mail list servers for the work groups,
are posted on the SSG-WI Website (www.ssg-wi.com).

Like the Steering Group, the SSG-WI work groups are designed to serve the
needs of SSG-WI and it participants, but the results of their efforts, and any
recommendations they might develop, cannot bind SSG-WI or the Western RTOs. The
purpose of SSG-WI work groups is to draw upon the expertise of voluntary participants
to develop ideas for addressing seams issues that would benefit from in-depth technical
or conceptual work efforts. Recommendations of the work groups, including any
majority and minority reports, are made only to the Steering Group for its consideration,
which, in turn, makes any further recommendations only to the Western RTOs. In this
way, the work groups support the overarching structure and objectives of SSG-WI. As
reflected in the SSG-WI Memorandum of Understanding and Cooperation, the SSG-WI
Participants anticipate that the manner in which SSG-WI work groups are organized, and
the task that are assigned to particular work groups, will change over time as the issues of
greatest importance to SSG-WI, and the circumstances affecting those issues, continue to
evolve.

Congestion Management Alignment Work Group

As described in the draft work plan attached to the SSG-WI Memorandum of
Understanding and Cooperation, the Congestion Management Alignment Work Group

seeks to address seams issues associated with Western RTO congestion management
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models by identifying and proposing solutions to seams issues that may impede the
efficient operation of a seamless western market. The Commission has approved (on a
conditional basis for RTO West and WestConnect) three different congestion
management models for the three Western RTOs. The California ISO and RTO West
currently use or propose to use variations of financial rights, while WestConnect

proposes a physical rights model. In seeking to mitigate or eliminate seams issues related
fo congestion management in the Western Interconnection, the Congestion Management
Alignment Work Group will attempt to maintain, as far as possible, the basic attributes of
each RTO’s congestion management model.

One of the major accomplishments of the western congestion management seams
resolution effort to date is the development of an initial white paper that identifies the
core elements of a seamless West-wide wholesale electricity market.'> This paper was
prepared almost a year ago, so it does not reflect all of the recent developments in the
activities of the Western RTOs. It can, however, serve as a reference tool for further
work, and is available on the SSG-WI Website."?

The Congestion Management Alignment Work Group’s highest priority task is to

develop a consensus proposal concerning the “core elements” of a seamless Western

12 This white paper was prepared by a work group of the RTO Seams Subcommittee of the Western
Systems Coordinating Council’s (now the WECC’s) Market Interface Committee. This work group was
the predecessor organization of the SSG-WI Congestion Management Alignment Work Group and
coordinated its effort with SSG-W1 after the latter was created. Responsibility was transferred from the
WECC to SSG-WI1 in August 2002.

13 The Internet address of the page where this document is posted is:
hitp:/fwww.ssg-wi.com/GeneralMeetingSummary.asp?wg_id=5&mt_id=15.
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electricity market. This effort will build from the work previously done through the
Western Electricity Coordinating Council (the “WECC”) and will clarify which elements
of the western market need only be compatible and those that need to be standardized.

To accomplish its key task, the Congestion Management Alignment Work Group
will need to perform the following high-priority technical assessments:

» Analyze whether a mixed model of physical and differing (options versus
obligation-based) financial rights, including their scheduling implications,
is manageable for both system operators and users, and whether it
allocates transmission efficiently;

» Determine whether, to the extent redispatch is required or used to manage
congestion, it is necessary to have a single set of congestion clearing
prices across the seams so that no inter-RTO barriers to trade or arbitrage
opportunities resunlt, and if so, how the RTOs can assure it. Establish
whether this requirement extends to multiple products such as ancillary
services, as well as redispatch for congestion clearing, and to both day-
ahead and real-time markets; and

o Evaluate whether there is 2 way to allow differing granularity for the
physical system model used by each Western RTO for its internal and its
external calculations (internal to one is extemnal to the others) or whether a
single equally detailed physical model is required for each RTO.

The Congestion Management Alignment Work Group intends to address these
issues, including a large number of sub-issues, starting with two task groups. The initial
list of sub-issues, organized by steps through the scheduling process, is included in
Attachment D. The first task group will focus on describing in detail the process of
completing a transaction both across one and across two RTO seams, from rights
acquisition and use through real-time operations and settlements. For each step in the
scheduling process in these two examples, the sub-issues from the list, as well as any new
ones that appear relevant, will be addressed. The approach, using realistic examples
incorporating loopflows, will highlight problems, suggest areas that need changes from
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one or more RTOs, and clarify where different approaches may not create problems. The
report of this group will detail the scheduling steps and the problems raised or determined
to be manageable.

The second task group will focus on developing and using a simplified model to
simulate markets of the three-RTO system. It will be used to examine specific
implications of the three Western RTOs’ congestion management approaches for price
calculation s for redispatch and for ancillary services and the effects of any ensuing price
discrepancies, as well as potential solutions to any problems that are identified. It should
also be able to indicate initial answers te the model granularity issues (the set of issues
concerning the level of physical detail in the power flow programs used by the Western
RTOs) because the programs need to represent both internal and cross-RTO boundary
transactions (and what is internal to one RTO is external to the other two). This group’s
work will complement that of the first group.

The Congestion Management Alignment Work Group recognizes that the
Commission has approved the initial market design of the Western RTOs in the filings
they have made to date (subject to further consideration of certain design elements). The
work group’s efforts will proceed in parallel with the further development of each RTO’s
market design. The work group will go forward with its work assuming the current status
of the various market design proposals of the Western RTOs, with the expectation that its
work will inform any future decisions that the RTOs might make.

The work of both task groups will proceed in parallel and interim work
documents will be posted on the SSG-WI Website and will be available as progress

reports. The Congestion Management Alignment Work Group will prepare an interim
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report for the Steering Group at the end of the first and second quarters of 2003.
Following review of the second interim report, there may be a need for additional work,
which will have a completion target of third quarter 2003 for an updated “core elements”
report including supporting material.

Another area that has been addressed in connection with congestion management
alignment is the operation of phase shifting transformers (phase shifters) and the
management of loopflow throughout the Western Interconnection. The WECC Market
Interface Committee’s RTO Seams Subcommittee examined operation of the Western
Interconnection major grid phase shifters, identified seams issues, and outlined market
mechanism options for incorporating their use into developing market designs. This first
phase activity was reported in the June 15, 2001 status report entitied “Phase Shifter and
Controllable Devices in Developing Western Interconnection RTOs.”'* As the
Congestion Management Alignment Work Group continues to define the minimum
compatibility requirements of a seamless western market, the work group expects that it
will benefit and build from the information contained in this report.

The Outage Coordination Work Group of the WECC Market Interface
Committee, in coordination with the Steering Group, has been addressing coordination of
planned transmission and generation outages. Although outage coordination has not
figured directly in the development of RTO market designs and congestion management

approaches, the SSG-WI Participants recognize that managing facility outages has

14 This document is posted on the Internet at:
http://www.wecc.biz/committees/MIC/RTOSEAMS/PSWG/documents/index. html.
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important implications for the congestion management process. SSG-WI expects to
continue efforts in this area as well.

Planning Work Group

The draft work plan attached to the SSG-WI Memorandum of Understanding and
Cooperation states that the goal of the Planning Work Group is to provide a forum to
further the development of a planning process that will result in a robust West-wide
interstate transmission system that is capable of supporting a competitive and seamless
West-wide wholesale electricity market.

The Planning Work Group has developed a preliminary proposal for a SSG-WI
planning process, which is described in the Planning Work Group’s Status Report
included as Attachment E. This preliminary proposal is intended to serve as a starting
point. The Planning Work Group intends to continue to evaluate and refine the proposal
during the coming year.

The Planning Work Group’s highest priority task is to develop a regional
transmission planning process that furthers the economic expansion of and investment in

the West’s interstate transmission system and that furthers the SSG-WI goal of

developing seamless westem electricity markets. Toward that end, the Planning Work
Group will focus on the following specific tasks:
e Develop a process to identify transmission projects that are needed for

economic reasons to facilitate a competitive and seamless west-wide
wholesale electricity market.’

15 Reliability driven expansion will continue to occur through individual RTOs’ planning processes
consistent with WECC reliability requiremnents.
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e For projects that: (1) would have a direct effect on more than one RTO,
(2) are developed by sponsors outside of the Planning Work Group planning
process, and (3) seek cost recovery from Western RTO ratepayers, SSG-WI
will develop a process to evaluate whether the projects are justified (necessary
and cost effective).

o Determine if and how SSG-WI will support implementation of projects
recommended by the Planning Work Group.

e Develop a process to resolve differences in transmission interconnections that
enables parties to avoid going to the Commission under the process set forth
in sections 210 and 211 of the Federal Power Act.

The Planning Work Group intends to develop proposals to address each of these
issues and present them to the Steering Group during the second quarter of 2003. The
Steering Group plans to consider these proposals and identify which approaches it will
submit to the Western RTOs for their consideration during the third quarter of 2003. In
addition, the Steering Group expects to submit a Western Interconnection transmission
plan to the Western RTOs by the end of the third quarter of 2003.

A more detailed description of the Planning Work Group’s highest priority 1ssues,
along with identification of some secondary issues, is included in the Planning Work
Group section of Aftachment F.

Common Systems Interface Coordination Work Group

As described in the draft work plan attached to the SSG-WI Memorandum of
Understanding and Cooperation, the Common Systems Interface Coordination Work
Group has been created to coordinate systems for the Western RTOs for seamless
interfaces and lower costs and to assure that systems and processes have effective
operability and address the compilexities of each region with their unique system

characteristics and environment.
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Among the accomplishments of the Common Systems Interface Coordination

Work Group to date are:

QASIS (single market interface):

A work group developed and recommended a methodology for developing a
single market interface for transmission business across the three Western
RTOs.

Backup control center:

A work group identified and analyzed several scenarios for providing backup
contro] centers for the three Western RTOs. The work group identified an
inifial proposed approach, which will be revisited as implementation nears.

Communications infrastructure:

A work group identified and analyzed several options for providing a single
monitored high capacity communications systems between the three Western
RTOs and those who need communications with the RTOs.

Training:

A work group explored options and made proposals for sharing the
development and presentation of training that is common to the three Western
RTOs.

Common/open system for wholesale electric transactions:

A conceptual technical model was developed for a common/open transaction
system and a business model for development, implementation and
maintenance of the system.

Other systems:

Other potential commmon systems and processes have been identified and
prioritized between the Western RTOs to analyze for cost efficiencies and
reduced seams issues as appropriate.

The Common Systems Interface Coordination Work Group has identified the

following as its highest priority tasks:'®

Implementation coordination (helping the Western RTOs keep current with
and take into consideration each other’s systems implementation processes)

16 See Attachment F at pp. 6-8 for additional details concerning these highest priority tasks.
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e Simulation coordination (helping the Western RTOs develop process
simulation approaches that take into account approaches of neighboring RTOs
and avoid gaps in the simulations)

» Business process modeling (identify opportunities to improve consistency
among the Western RTOs with respect to transaction processes and
terminology)

¢ Looking at other systems as appropriate

The Common Systems Interface Coordination Work Group has targeted the

second quarter of 2003 for development of an initial plan for implementation
coordination, and intends to update the plan regularly thereafter. The Work Group also
plans to develop initial proposals related to simulation coordination and business process
modeling by the second guarter of 2003, with ongoing support as needed. The Work
Group expects to begin work on implementation plans for seams-related systems and
processes in the first quarter of 2003, with ongoing work in this arena, as well as with
respect to other systems, as needed.

Market Monitoring Work Group

As described in the draft work plan attached to the SSG-WI Memorandum of

Understanding and Cooperation, the Market Monitoring Work Group seeks to develop a
workable proposal for a single West-wide market monitoring entity that would monitor
the California ISO, RTO West and WestConnect RTO markets and satisfy the Order
2000 market monitoring requirements for each of the Westem RTOs.

In July 2002, the Market Monitoring Work Group presented to the Steering Group

an initial set of proposals concerning the establishment of a single West-wide market

monitoring entity. The proposals were designed to meet the following goals:
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e Satisfy the Order 2000 market-monitoring requirement for each of the
Westerm RTOs;

» Provide the market monitoring entity with sufficient geographic scope to be
able to effectively monitor seamless West-wide markets;

¢ Provide the market monitoring entity with sufficient independence, flexibility,
and tools;

e Strike an appropriate balance between market monitoring entity independence
and market monitoring entity accountability (fiscal and performance);

o Provide certainty regarding the Western RTOs’ market rules while
accommodating swift action to cure design defects;

o Retain current expertise and knowledge of local transmission markets
irrespective of the creation of the market monitoring entity;

e Maintain a close connection and relationship between the market monitoring
entity and individual RTO’s operations staff; and

e Beresponsive to individual RTO input.

The Market Monitoring Work Group has recently concluded that it should
supplement its initial proposals. The Steering Group has reconfirmed that all three
Western RTOs share a common goal of establishing a West-wide market monitoring
entity, but questions remain about how to structure this function and the division of
responsibilities between the West-wide market monitoring function and the individual
RTO market monitoring units. In addition, it will be important to develop a clear
understanding of the relationship between the Western RTOs’ market monitoring
activities (when all of these entities are in operation) and the Commission’s new Office of
Market Oversight and Investigations.

A report summarizing the current status of the SSG-WI Market Monitoring Work

Group’s recommendation is included with this filing as Attachment G. The Market
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Monitoring Work Group’s highest priority task for 2003 is to develop and detail options
for the Steering Group to consider (as part of forming a recommendation to the Western
RTOs) related to whether the West-wide market monitoring function should be structured
around a single, primary market monitor for the Western RTOs’ markets, or if this
function can be performed by an umbrella or coordinating body that monitors for seams
issues. The Market Monitoring Work Group also hopes to develop an initial proposal
regarding confidentiality of and access to data.

Pricing Reciprocity

The draft work plan attached to the SSG-WI Memorandum of Understanding and
Cooperation contemplates that the Pricing Reciprocity Work Group will develop a
proposal for pricing reciprocity among the Western RTOs. Accordingly, the Pricing
Reciprocity Work Group’s central task is to identify options to implement price
reciprocity at the RTO seams. During 2002, the Pricing Reciprocity Work Group was
successful in developing an initial set of options and criteria for evaluating those options.

The Pricing Reciprocity Work Group has identified five key objectives for its
work during 2003:

e Objective 1: Identify applicable existing charges and proposed charges
applied to various transactions;

o Objective 2: Collect data and analyze the financial implications on the
current/proposed processes for collecting revenues related to interregional
transactions;

» Objective 3: Finalize development of options for price reciprocity;

e Objective 4: Develop proposals for addressing pricing seams with and
services offered to non-participants; and
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e Objective 5: Develop assessment criteria, consider available pricing options,
and identify suggested alternative.

The Pricing Reciprocity Work Group’s goal is to complete work on Objective 1
during the first quarter of 2003, Objective 2 during the second quarter of 2003,
Objective 3 during the third quarter of 2003, and Objective 4 are to be addressed during
the fourth quarter of 2003. Work on Objective 5 should be completed during the fourth
quarter of 2003 (with intermediate milestones set for the first, second, and third quarters).

4, Important Considerations Affecting Resolution of Seams Issues

The SSG-WI Participants have been working and will continue to work diligently
on their respective RTO development and market redesign processes. Moving these
efforts ahead thoughtfully, and with the collaborative participation of interested
stakeholders, will take time. The Commission has said that it recognizes that “some
flexibility in RTO timelines may be required” to accommodate the SSG-WI process, and
that the Commission envisions “a parallel track between this process and the RTO
development process so that both can continue to move forward.”"” The Commission’s
understanding of the unique challenges presented by western system operations and
market design, and its willingness to give the SSG-WI and RTO processes the chance to
succeed, are of utmost importance.

The SSG-WI process offers a distinct opportunity to foster an inclusive, regional
forum that will address the array of technical, legal, and policy considerations that are

necessary for any proposed seams resolutions to be workable and broadly supported.

17" See October 25 Notice and December 20, 2002 letter from Chairman Wood to Congressman
George Nethercuit.
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SSG-WT’s overarching goal is to realize the vision of a seamless western market for
wholesale electricity in a manner that enhances, rather than impairs, the key attributes of
each Western RTO’s proposed structure and market design. Among the major issues to
which the SSG-WI process must be attuned is the ability of non-jurisdictional entities to
participate in the Western RTOs. A substantial portion of the western grid is controtled
by non-jurisdictional entities such as the Bonneville Power Administration, the Western
Area Power Administration, the Los Angeles Department of Water and Power, British
Columbia Hydro and Power Authority, and Salt River Project. The assets owned and
operated by these entities are critical to operation of the electric system of the Western
Interconnection and their absence from the Western RTOs could impede the creation of a
seamless western market. With this in mind, the RTO West and WestConnect proposals
have been designed to carefully balance the benefits and burdens of participation for the
key non-jurisdictional entities so as to encourage their participation in the RTOs.
Through the SSG-WI process, efforts to enhance the efficiency of western electricity
markets can build from an understanding of key issnes such as this.

As the Commission knows, many features of the proposed RTOs for the West
have not yet taken their final shape.'® Tracking the ongoing evolution of the Western
RTO proposals will be imperative if SSG-WI participants are to understand, and develop

constructive proposals to address, the complex interrelationships among the Western

1¥ The SSG-WI Participants recognize that it is a delicate balancing act to harmonize the different
implementation timelines of each of the Western RTOs. The California ISO has legitimate needs to move
ahead with market redesign to address the problems it has experienced. RTO West and WestConnect are
concerned that the investments in systems and software the California 1SO makes in the near term not
impede their ability to develop systems and software that will work with the RTO West and WestConnect
market designs without creating seams problems.
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RTOs’ markets. Circumstances will change, and steadfast adherence to fixed timelines
could undermine efforts to facilitate the development of a robust and seamless western
market. By remaining supportive of SSG-WI and the time needed to develop well-
crafted, regional solutions, the Commission will enable the SSG-W1I process to work in
harmony with the RTO development and market redesign processes underway in the
West. The SSG-WI Participants believe that this will further the long-term success of the
Western Market Vision and its central goal, creation of a seamless wholesale electricity

market in the West.

Respectfully submitted,
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Attachment A
to

Report of the California ISO, the RTO West Filing Utilities,
and the WestConnect Applicants Concerning Activities of
the Seams Steering Group - Western Interconnection

Summary of Major Deliverables and Timetable

THIS ATTACHMENT IS BEING SUBMITTED FOR INFORMATIONAL PURPOSES
ONLY AND NOT FOR APPROVAL OR REJECTION BY THE COMMISSION. ANY
RECOMMENDATIONS CONTAINED HEREIN ARE FOR INTERNAL WORK GROUP
PURPOSES ONLY AND HAVE NOT BEEN CONSIDERED BY THE STEERING
GROUP OR APPROVED BY THE CALIFORNIA ISO, THE RTO WEST FILING
UTILITIES OR THE WESTCONNECT APPLICANTS. AS SUCH THEY ARE
SUBJECT TO FURTHER REVIEW AND REVISION,



Summary of Major Deliverables and Timetable

Purpose: The purpose of this document is to provide a high level summary of the major
SSG-WI deliverables and the timetable for their delivery. In addition, consistent with the
statements made in the main body of this filing, the SSG-WI participants have also
identified as “high priority” those items that will be the primary focus of the SSG-WI
effort. Finally, while the overall timeframe for resolving many of the issues identified in
this report is likely to extend beyond 2003, the focus of this document is on the major
deliverables of 2003, broken down by quarter.

To facilitate understanding of this document, the following abbreviations are used:

CMAWG — Congestion Management Alignment Work Group
PWG - Transmission Planning Work Group

MMWG — Market Monitoring Work Group

CSIC - Common Systems Interface Coordination Work Group
PRWG - Price Reciprocity Work Group

1" Quarter - 2003

MMWG - High Priority. Develop and detail options for the Steering Group to
consider (as part of forming a recommendation to the Western RTOs) related to
whether the West-wide market monitoring function should be structured around a
single, primary market monitor for the Western RTOs’ markets, or if this function
can be performed by an umbrella or coordinating body that monitors for seams
issues.

CSIC - Propose implementation plans for seams-related systems and processes.
CSIC - Examine other systems as appropriate.

PRWG - Identify applicable existing charges and proposed charges applied to
various fransactions.

CMAWG - High Priority. First report on progress of work group on the high
level technical tasks described below:

¢ CMAWG — High Priority. Analyze whether a mixed model of physical
and differing (options versus obligation-based) financial rights, including
their scheduling implications, is manageable for both system operators and
users, and whether i allocates transmission efficiently;

¢ CMAWG - High Priority. Determine whether, to the extent redispatch is
required or used to manage congestion, it is necessary to have a single set
of congestion clearing prices across the seams so that no inter-RTO
barriers to trade or arbitrage opportunities result, and if so, how the RTOs
can assure it. Establish whether this requirement extends to multiple
products such as ancillary services, as well as redispatch for congestion
clearing, and to both day-ahead and real-time markets;
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* CMAWG - High Priority. Evaluate whether there is a way to allow
differing granularity for the physical system model used by cach Western
RTO for its internal and its external calculations (internal to one is
external to the others) or whether a single equally detailed physical model
is required for each RTO.

2nd Quarter - 2003

CSIC - Implementation coordination (helping the Western RTOs keep current
with and take into consideration each other’s systems implementation processes).

CSIC - Simulation coordination (helping the Western RTOs develop process
simulation approaches that take into account approaches of neighboring RTOs
and avoid gaps in the simulations).

CSIC - Business process modeling (identify opportunities to improve consistency
among the Western RTOs with respect to transaction processes and terminology).

PRWG - Collect data and analyze the financial implications on the
current/proposed processes for collecting revenues related to interregional
transactions.

MMWG - High Priority. Develop an initial proposal regarding confidentiality
of and access to data.

PWG - High Priority. Develop a process to identify transmission projects that
are needed for economic reasons to facilitate a competitive and seamless West-
wide wholesale electricity market.

PWG — High Priority. For projects that: (1) would have a direct effect on more
than one RTO, (2) are developed by sponsors outside of the Planning Work Group
planning process, and (3) seek cost recovery from Western RTO ratepayers, SSG-
W1 will develop a process to evaluate whether the projects are justified (necessary
and cost-effective).

PWG - High Priority. Determine if and how SSG-WI will support
implementation projects recommended by the Planning Work Group.

PWG — High Priority. Develop a process to resolve differences in transmission

interconnections that will enable parties to avoid going to the Commission under
the process set forth in sections 210 and 211 of the Federal Power Act.

CMAWG — High Priority. Second report on progress of work group on the high
level technical tasks described under “1* Quarter” above.

3 Quarter - 2003

PWG - High Priority. Develop SSG-WI Western Interconnection Transmission
Plan.

PRWG - Finalize development of options for price reciprocity.

CMAWG - High Priority. Develop a consensus proposal conceming the “core
elements” of a seamless Western electricity market. This effort will build off of
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the work previously done through the Western Electricity Coordinating Council
(the “WECC™) and will clarify which elements of the western market need only to
be compatible and those that need to be standardized.

4™ Quarter - 2003

e PRWG - Develop proposals for addressing pricing seams with and services
offered to non-participants.

o PRWG - Develop assessment criteria, consider available pricing options, and
identify suggested alternative.
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Attachment B
to
Report of the California ISO, the RTO West Filing Utilities,
and the WestConnect Applicants Concerning Activities of
the Seams Steering Group - Western Interconnection

Executed Memorandum of Understanding and Cooperation
Among RTO West, WestConnect, and the California ISO
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MEMORANDUM OF UNDERSTANDING AND COOPERATION

This Memorandum of Understanding and Cooperation {*“Memorandum® or “MOU"), dated
as of the 5th day of December, 2002, by and among RTO West, a Washington, no n-profit
corporation ("RTO West"), the Interim Committee of WestConnect, ("WestConnect") and Califomia
Indepeﬁdent System QOperator Corporation, a Califomia nonprofit public benefit corporation
(“CAISO" and, together with RTO West and WestConnect, the “Parties”), sets forth certain general
principles and preliminary understandings regarding matters under discussion among the Parties

as part of the Seams Steering Group-Westem Interconnection ("SSG-WI").

WHEREAS, FERC has requested that the Parties formalize the relationship among the
Parties as part of their respective Orders related to the formation of Regional Transmission
Organizations (*RTOs”) under Order 2000; and

WHEREAS, the Parties wish to develop and support an evolving seantless westem
wholesale energy market that minimizes trade barriers and promotes common business practices

for inter-RTO transmission services ("Seamless Western Market”); and

WHEREAS, the Parties have a common Vision which has served as a starting point for

seeking to implement the Seamless Western Market through the three western RTOs; and

Attachment B - Page 1
Executed Memorandum of Understanding and Cooperation Among
RTO West, WestConnect, and the California ISO



WHEREAS, the Parties wish to reiterate their commitment to cooperate, while confirming
the individual corporate decision-making autonomy of each, expressing their desire to benefit their
respective constituencies, and preserving local and state political accountability and regional

reliability.

NOW, THEREFORE, in consideration of the mutual benefits to the Parties to be obtained
pursuant to this Memorandum of Understanding and Cooperation as set forth below, the Parties

hereby agree as foliows.

1._Purpose.

1.1 SSG-WI will serve as the discussion forum for facilitating the creation of a Seamless Western
Market and for proposing resolutions for issues associated with differences in RTO practices
and procedures. Each Party shall designate representatives to form a Steering Group
(“Steering Group”), as provided below. The designated representatives shall represent the
regional RTO being formed by the respective Party and will be authorized to bring issues
affecting proposed operation of the Seamless Western Market from the individuat RTO Parties
to the Steering Group. The Steering Group representatives will identify and discuss the issues,
and set the priorities and proposed schedules for presenting its recommendations to the RTOs
for resolution. The Steering Group representatives will work together to develop consensus
recommendations consistent with a Seamless Westem Market. The Steering Group will refer
its non-binding consensus recommendations to the three RTO Parties for their individual

consideration.
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1.2 The purpose of this MOU is fo set forth a framework that will assist and guide the Parties in
continuing their discussions, through the SSG-Wi, regarding benefiting their respective regions
and constituencies through interregional coordination.

1.3 The Parties agree to utilize this framework to cooperate and work together to achieve
consensus positions on the interregional issues considered by SSG-WI; each Party and its
respective goveming body, however, retains complete power and authority to determine
ultimately whether to adopt and/or implement consensus recommendations reached by the
Steering Group.

1.4 The Parties desire to provide a collaborative framework for states, tribes, Canadian provinces,
Mexican states, other local regulatory and enforcement entities, and FERC to participate in this
process and the Parties agree to modify this MOU in the future as necessary to facilitate those

entities’ participation.

2. Implementation.
Subject to each Party's rights under this MOU, each Party agrees to commit resources, in

whatever form each Party deems appropriate, to continue discussions towards reaching consensus

positions on the interregional issues considered. Such action shall include the following:

2.1 Each Party shall appoint three representatives (*Steering Group Representatives®), and each
Party shall additionally appoint one alternate representative to act in the absence of any one of
the three representatives. Each Steering Group Representative shall serve on the Steering
Group at the pleasure of the Party that appointed such Steering Group Representative and

may be removed or replaced by such Party at any time. Each Steering Group Representative
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shall be responsbie for keeping his or her respective Party advised on matters relating to this
MOU. The Steering Group Representatives shall select a chair of the Steering Group.

2.1.1 Tolead and coordinate the efforts of the Parlies to plan and provide for
discussions to seek consensus on the interregional issues considered;

2.1.2 To facilitate collaboration and input from market participants and other interested
parties in the development of proposals for the Steering Group's consideration, as
appropriate; |

2.1.3  To do such other things and carry on other activities that the Steering Group
determines to be necessary, advisable, appropriate, convenient or incidental o the
purpose of this MOU.

2.2 The Steering Group will develop and periodically update a SSG-W! Work Plan describing the
specific functions of the SSG-WI. The Parties must unanimously approve the Work Plan.
2.3 The Steering Group responsibilities to camy out its purposes shall include the following:

24.1 To monitor and participate in the meetings and activities undertaken to seek

consensus on the interregional issues considered.
2.4.2 To form work groups and io devise a process for resolving issues through such
work groups, including arranging for those discussions to be brought to the Steering
Group for developing a consensus ecommendation.

2.4.3 To devise a process for securing the approval or ratification of each Party for
consensus recommendations reached by the Steering Group.

24.4 To develop a budget for the necessary costs to be incurred in amanging for

meetings and activities appropriate to this MOU and to arrange for those costs {o

be shared by the Parties to this MOU.
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2.5 Through the appointed Steering Group Representatives each Party shall have one vote. A
consensus from the discussions on the interregional issues and any other matters provided
under this MOU shall be determined only upon the unanimous vote of all Parties.

2.6 Mestings of the Steering Group may be held with adequate notice at any time, at any location

or by conference telephone call, upon a call for a meeting by any Party.
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3. Administration.

3.1 The Parties shall develop appropriate information-sharing mechanisms in connection with the
matters to be considered by SSG-WI, consistent with confidentiality restrictions, limitations on
dissemination of proprietary information, and federal, state and local laws applicable to each
Party.

3.2 Each Party, any representative of such Party (including Steering Group Representatives), and
any other participant shall bear its or their own expenses associated with participation in the
activities under this MOU.

3.3 This MOU shall not be interpreted or construed to create an association, joint venture or

partnership among the Parties or to impose any partnership obligations or liability upon any

Party.

4. Termination.

4.1 This MOU wili terminate upon an affirmative vote by the Steering Group to terminate the MOU.
Each Party shall remain responsible for any costs incurred under this MOU prior to such
termination. Termination of this MOU shall not affect the obligations of a Party under any
collateral agreement executed to further the purposes, functions or responsibilities stated in

this MOU.
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4.2 The Parties' continued parficipation in the SSG-WI shall be at their sole discretion, and any
Party hereto may withdraw from its participation in SSG-WI by giving written notice to the other
Parties hereto. This Memorandum shall immediately become null and void if it is deemed
improper and/or unenforceable by regulatory or judicial authorities having appropriate
jurisdiction over any of the Parties. In addition, this Memorandum shall not bind the Parties
other than as expressly set forth herein, and shall become null and void in the event the
Parties enter into a more formal and binding agreement.

4.3 For the withdrawal and termination provisions of Section 4.2, the Parties shall make
reasonable arrangements to satisfy their respective financial obligations entered into pursuant

fo this Memorandum.

IN WITNESS WHERECF, the Parties hereto have set forth their signatures below this 5th day of
December 2002.

RTO West
Wayman Robinett
WestConnect
Charles Reinhold
CALIFORNIA INDEPENDENT SYSTEM OPERATCR CORPORATION

Terry M Winter
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Attachment |
2002-03 Work Plan

S$SG-WI 2002-03 Work Plan ~ Draft VERSION 1.1
July 19, 2002

The following outlines the major activities to be addressed by the SSG-WI during the 2002-2003 time
period, through the work of its Steering Group and Work Groups:

SSG-WI Steering Group

Goal of the Steering Group -

To serve as the discussion forum for facilitating the creation of a seamless Westem market and for proposing
resolutions for issues associated with differences in RTO practices and procedures.

Tasks of the Steering Group:

Develop a Memorandum of Understanding approved by RTO West, CalSO and WestConnect., addressing
SSG-WI's purpose, functions and responsibilities, membership, govemance, cost sharing and termination
provisions.

Develop consensus positions on interregional issues brought before the Steering Group.

Develop a collaborative framework for participation of states, tribes, provinces and other entities in SSG-WI
activities.

Develop consensus positions to comply with any FERC requiremenis concerning seams issues established
in Commission Orders on the RTO proposals of the Califomia ISQ, RTO West and WestConnect.

Planning WG
Goal of the Planning WG -

To provide a forum to further the development of a planning process that will resuit in a robust West-wide
interstate transmission system that is capable of supporfing a competitive and seamiess West-wide wholesale
electricity market.

Tasks of the Planning WG:

Identify Congested Paths and Load and Generation scenarios and perform studies for 2008 time frame.

Review tools available or under development to evaluate the benefits of transmission projects to expand
access to electricity markets and resources.

Determine load, generation and transmission scenarios to study in the 2013 time frame and run studies.
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As part of the above tasks, address the recommended “Next Steps” identified in the August 2001 WGA
report, “Conceptual Plans for Electricity Transmission in the West".

Begin work on development of a transmission Vision for future development of the westem transmission
system.

Market Monitoring WG
Goal of the Market Monitoring WG —

To develop a workable proposal for a single West-wide Market Monitoring Entity that would monitor the
California ISO, RTO West and WestConnect RTO markets and satisfy the Order 2000 market monitoring
requirements for each of the westem RTOs.

Tasks of the Market Monitoring WG:

Finalize the “working document” to be considered by the three RTOs (the document will contain
recommendations and, where the workgroup is not able to develop consensus, develop opfions and briefing
materials regarding the options to be considered by the SSG-WI) - Lead responsibility is the SSG-W1 MM
Group.

Negotiate "agreement in principle”; will need the commitment of the SSG-WI Policy Group to focus on
market monitoring and resolve issues - Lead responsibility is the SSG-Wi Steering Group.

Schedule a public meeting to obtain stakeholder comments on the proposal.

Finalize writlen agreements and filings as appropriate, develop implementation plan.

Common Systems interface Coordination WG
Goal of the Common Systems interface Coordination WG -

To coondinate systems for the Westem Interconnection RTOs jor seamless interfaces and lower costs and to
assure that systems and processes have effective operability and address the complexities of each region with
their unique system characteristics and environment.

Tasks ofthe Common Systems Interface Coordination WG:

Develop recommendations on communications infrastructure, RTO Backup Control Centers, Single Market
Interface and Shared Training.

Develop the business processes, data fiows and data content required by the business requirements and
tariffs.
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Attachment |
2002-03 Work Plan

» Develop the information architecturs, including the standards, protocols, data formats, and other design
requirements.

» Develop a coordinated high level Implementation Plan for the Westem Interconnection.
e Scope out atable top simulation of the proposet processes for the western RTOs.

» Participate in development of national transaction standards.

Price Reclprocity WG
Goal of the Price Reciprocity WG -
To develop a proposal to eliminate export fees at the RTO Seams
Task of the Price Reciprocity WG:
. :g:;:fy options for eliminating export fees at the RTO seamns, including the use of transfer payments and

Congestion Management Alignment WG

Goal of the Congestion Management Alignment WG -

To eliminate seams issues associaied with the westem RTO congestion management models by identifying and
proposing solutions 1o those seams issues that would have a negative impact on the efficient operation of a
seamless westem market.

Tasks of the Congestion Management Alignment WG:

e Incorporate a new Congestion Management Alignment group under SSG-WI.

= Ideniify areas of required conformity in RTO Congestion Management modeis and report back to the
Steering Group those areas that need to be addressed.

» Identify where the amerging RTO plans digress from those requirements and then determine how (if
possible) to bring them back together. Any ongoing SMD activity or specific clarifications/orders from FERC
also need to be incorporated into this effort.

» Provide recommendations to SSG-W! to be considered by the three RTOs for implementation during
subsequent design and implementation phases to mitigate possible seams issues.
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CMAWG SEAMS ISSUES REFERENCE LIST
WORKING DRAFT

The Congestion Management Alignment Work Group's highest priority task is to develop
a consensus proposal concerning the “core elements” of a seamless Western electricity market.
This effort will build off of the work previously done through the Western Electricity Coordinating
Council (the "WECC") and will clarify which elements of the western market need only to be
compatible and those that need to be standardized.

To accomplish its key task, the Congestion Management Alignment Work Group will need to
perform the following high-priority technical assessments. The names are for reference only.
The specific detailed issues identified in the matrix are related to these broader issues as
suggested below.

In the matrix the specific issues are cross referenced to this list using the abbreviations “Fa” and
“Fb" for the two categories of fundamental approach issues, “C” for consistent price issues, “M"
for modeling issues and “O” for other issues.

1. Fundamental approach issues: Is a mixed model of physical and differing (options
vs, obligation centered) financial rights, including their scheduling implications,
manageable for both system operators and users, and does it allocate transmission
efficiently?

a. Financial/Hedging issues: l.a.1-8 (overlap)
b. Scheduling issues: l.a.1-4 (overlap), 1.b.6, 1.b.9-12, 1.b.15, Lb.21, 1.d.1

2. Consistent price issues: To the extent redispatch is required or used to manage
congestion, is it necessary to have a single set of congestion clearing prices across
the seams so that no inter-RTO barriers to trade or arbitrage opportunities result and,
if so, how can the RTOs assure it? Does this requirement extend to multiple
products such as anciliary services, as well as redispatch for congestion clearing,
and io both day-ahead and real-time markets?

a. Issues: 1.b.1, 1.b.4, 1.b.13-14, l.c1, 1.d.1-3, le2

3. Modelingissues: |s there a way to allow differing granularity for the physical system
mode! used by each RTO for its internal and its external calculations (intemal to one
is external to the others) or is a single equally detailed physical model required for
each RTO?

a. Issues: 1.b.2-3, 1.b.5, 1.b.7-8

4. Other issues: Market design seams issues not directly related to physical vs.
financial rights, consistent price issues or physical modeling issues.

a. Issues: 1.b.16-20, l.c.2, 1.d4-5, le.1, L1, X1
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Priorities and Timelines

The first three sets of issues can be thought of as ranging from most general to most specific.
The first (fundamental approach) set is the highest priority, because it determines the overall
success of the Western Market Vision enunciated by SSG-WI. The second set (consistent
price) focuses on one particular aspect of achieving the Western Market Vision, the consistency
or manageability of prices across the RTOs, to the extent redispatch is required or used to
manage congestion or for other markets, such as ancillary services. The third set {modeling)
focuses still deeper on the mechanics of achieving consistency or manageability of the prices.
The last set {other) deals with issues that are not directly related to congestion models.

The CMAWG initially proposes to address the issues related to the first three priorities with two
task groups. The first task group will focus on stepping through detailed examples of the
process of scheduling a transaction between two RTOs, one example where the traditional
contract path goes through the third RTO and one where the contract path would have been
between adjacent RTOs, in each case with significant loop flow. The examination will go from
acquiring transmission rights, if necessary, through real time operations and setllements. The
hedging and scheduling aspects of fransmission rights need to be considered together. This
approach will highlight problems, suggest areas that need changes from one or more RTOs and
clarify where different approaches may not actually create problems. The report of this group
will detail the scheduling steps and the problems raised or determined to be manageable.

The second task group will focus on developing and using a simplified model to simulate
markets of the three-RTO system. It will be used to examine specific implications of the three
RTOs’ congestion management approaches for price caiculations for redispatch and for
ancillary services and the effects of any ensuing price discrepancies in whatever markets
require cross-boundary pricing, as well as potential solutions to any problems that are
demonstrated. It shouid also be able to indicate initial answers to the medel granularity issues
in the third priority set of issues (modeling). This group’s work will complement that of the first
group.

Both task groups will bring information to bear on the Priority 1 and Priority 2 issues, and the
second group will address the Priority 3 issues. The two task groups will proceed in parallel and
interim work documents wil! be posted on the SSG-WI web site and be available as progress
reports. In addition, interim reports will be made to SSG-WI at the end of the first and second
quarters, 2003. Following review of the second interim report by the RTOs, a consensus
proposal for the core elements of a seamless Western electricity market, including supporting
material, will be developed, which will have a completion target of the third quarter, 2003.

The fourth priority issues are the “Other” issues, which can be addressed in paraliel to the
others, and or can be sequenced starting later in the process. They are largely independent of
the other three issue groupings. The last issue (X1.1), however, involves major overlaps with a
number of other substantive issues, but in the context of seams with non-RTO participants.
Despite efforts by the RTOs to resolve seams issues prior to implementation to avoid redundant
and unnecessary expenditures, issues may also arise in the future that are caused by
sequential implementation of RTO market designs, and those issues, when identified, may fall in
this category. This will need special attention and may involve the WECC MIC as well as SSG-
Wi. The CMAWG is proposing to focus its attention first on the inter-RTO issues. The same
examples for stepping through the scheduling process can later be used to examine the issues
raised between the RTOs and significant non-RTO participants.

Priorities are indicated in the matrix using this scheme.
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redispatch prices?

Seams Issues to be Addressed by issue # Issue
CMA Work Group Resolution
Schedule
I- MARKET
DESIGN: * "
La. ‘PriortoDay- . Nk e
Congestion Revenue Rights
{CRRs) [Firm Transmission Are the differences in financial models really a seams problem? l.a.1 1
Rights (FTRs) in MD02 FT0Os | Thatis do they create a price discontinuity or are they simply {(Fah)
In RTO West] acceptable differences in congestion hedging instruments?
Financial or Physical Are all transmission rights both physical and financial required fo
be identical fo mitigate the seams problems?
la2 1
{Fa/b}
Option or Obligation Must the offerings be identical? How can congestion management la3 112
discontinuities be mitigated? {Fahb)
Revenue Stream/ or Offset CM | Do different CM models create barriers to trade, and if so, how lLad 112
Cost can these differences be mitigated? {Fab)
Duration
Must the term of congestion offerings be identical? How can la5 2
congestion management discontinuities be mi tigated? (Fa)
To the extent that longer term transmission rights are needed for
new construction, can agreement be reached to issue long term a6 2
rights? (Fa)
Primary Release Mechanism
How will rights for loop flows (non-contract flows) in other RTOs La7 2
be allocated/acquired? 8.
(Fa)
Secondary Markst There seems to be agreement here that a secondary market a8 2
would be outside the RTO. If the resulting secondary market is (Fa)
not westwide, will coordination be needad?
Lb. Day Ahead
Energy Spot Market
To the extent that at a minimum congestion redispatch occurs in l.b.1 2
an RTO (i.e. a limited energy market), can a method be deveioped (C)
fo produce consistent prices at the boundaries? HIf not, can price
discontinuities be tolerated or managed?
Congestion Management In order to achieve a uniform set of redispatch prices, if that is
Market nacessary, do the network models have 1o be identical, with the 1b.2 3
exact system? Each time each one is used does it have to be M
Modeal spatial granularity synchronized with the other RTOs or is a single process required?
In addition do the programs that use the models have to be
ilentical in order fo get the uniform set of redispatch prices?
If models with identical levels of detail for the West are not used
by all three RTOs, do the varicus simplifications for areas outside 1.b.3 3
any given RTO create problems in achieving a uniform set of M)
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Seams Issues to be Addressed by Issue # Issue
CMA Work Group Resolution
Schedule
To what extent do RTOs need 1o see other RTOs' scheduling Lb.4 2
information? ©)
Model objective function To the exient that at a minimum congestion redispatch oceurs in Lb.5 3
an RTO (i.e. a limited energy market), can a method be developed (M)
to produce consistent day ahead prices at the boundaries?
Who coordinates the scheduling constraints (i.e., security L.b.6 2
constrained dispatch) on paths that cross RTO boundaries to (Fb)
ensure that inter-RTO schedules do not exceed reliability
standards?
What is the effect of linking energy and ancillary service markets 1b.7 3
in the optimizations on model coordination issues? (M)
Does the use of both AC and DC OFFs introduce compatibility Lb.8 3
problems? (L)}
Schedule Components Do differences in the scheduling requirements (e.g., requirements 1.b.8 12
for balanced schedules) betwsen RTOs create seams problems (Fb)
for inter-RTO schedules? If so, can these problems be mitigated?
Will different RTO congestion management systems enhance Lb.10 2
opportunities for gaming or affect generation dispatch efficiency? iF.b)
Other Scheduling Can tools be developed for scheduling submission that assist the Lb.11 2
Requirements user in meeting any differences in protocols between RTOs? (Fb)
Should the time intervals and submission times be synchronized 1b.12 2
to mitigate obstacles to inter-RTO trade? (Fb)
Congestion Prices To the extent that at a minimum congestion redispatch occurs in 1b.13 2
an RTO {i.e. a limited energy market), can a method be developed (C)
to produce consisient prices at the boundaries that send the same
signal to the market? If not, can price discontinuities be tolerated
or managed?
Ancill riket Can a "best practice™ model for definition and acquisition of ib.14 2
Services ancillary services products be developed to produce consistent (€)
prices at the RTO boundaries?
How does bidding of ancillary services between or among RTOs
affect the scheduling and dispatch obligations within the RTOs? 1b.15 2
Can this kind of trade between RTOs be accommodated? Does (Fb)
trade cf these services between RTOs have implications for aither
the “exporting™ or “importing™ RTO's ability to meet reliability
criteria?
When ancillary services are provided from within one RTO for L.b.16 4
ancther RTO, does the providing RTO recognize them as {0)
obligations within the seller’s RTQ?
How can AS bids be coordinated across three markets to avoid 1b.A7 4
both double counting and inefficient limitations on bids? ©)
Does the RTO of the A/S seller recognize the fransmission l.b.18 4
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Seams Issues to be Addressed by Issue # Issue
CMA Work Group Resolution
Schedule
capacity reservation required b enable the reserves to respond (o))
for outages in the RTO of the buyer?
Acquisition Mechanism All three propase auctions: Do the auctions have be identical? |s {b.19 4
it possible to use price exchange (say as imputed bids) in {0}
connection with interactive calculation to minimize the spread
between tha A/S auctions?
Centralized Unit Does unit commitment need to be standardized? |s this an area 1.b.20 4
Commitment, where each RTO can have its own method, which matches its (0)
resource mix and system responsiveness? (Rapid response of
hydro gen. versus lead fime requirements for thermal gen.)
Release of Linused Does a recallable physical right conflict with a redispatch set in a Ib.21 1
Transmisgion Capacity after | day-ahead clearing process? (Fb)
Close of DA Markets
Je. Hour Ahead - -iwi~ o ACoin TR i U R g T R R
Timing How are boundary prices to be synchronized between RTO's if led 2
only one RTO has a hour ahead process? Is it necessary  align (€)
hour ahead markets?
Energy Market How does hour-ahead market integrate with neighbors who do not le2 4
have hour-ahead process? {0)
Congastion Management [Same as for energy market].
Market
Ancillary Services Market [Same as for enargy market].
dd RealTime ~ -~ '* ~ . - - i
Mcde! spatial granularity [Same set of issues as Day Ahead]
Mode! objective function Is it necessary to align real time markets? Hf so, can a method be l.d.1 112
developed to produce consistent real-time prices at the {C)
boundaries? (avoid an price discontinuity due to separate
calculation of prices with different information.)
Dispatch interval How much would a common dispatch interval mitigate against 1d.2 2
price discontinuities at boundaries? (C)
Imbalance Price Can a msthod be developed to produce consistent real-time 1d.3 2
prices at the boundaries? {avoid an price discontinuity due to {C)
separate calculation of prices with different informatian.) If not,
can discontinuities be tolerated or managed? [This may be more
of a seltiements issue than a consistency issue.]
Penalties Do penalties need to be the same in each RTO? .4 4
8
Will inconsistent imbalance penalty practices hamper non- ©
dispatchable resource sales across RTO boundaries? 145 4
{O)
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Non-ﬁarﬂc:pants

Seams Issues to be Addressed by Issue # Issue
CMA Work Group Resolution
Schedule
T POStReaFTIg | T A O A G DA
lam
Stages Do settlement systems have to be common as long as price lel 4
discontinuities at the boundaties are managed? o)}
How are inter-RTO settiements managed? (Includes the revenue
adequacy issues related to achieving consistent prices.) le2 2
(€}
ﬂ. DEMAND .- 2541 How does bidding or demand-side response between or among A 4
3 RTOs affect the scheduling and dispatch of obligations within the 0
| RTOs? Can these kinds of trades between RTOs be ©)
accommedated? Does trade of these services between RTOs
have implications for either the exporting” or “importing” RTO's
| ability to meet reliability criteria? (Titie to power needs to be
%] established.)
_ 4 Note: RTO West and WestConnect are not currently proposing a
'-,'Adequacy 2] resource adequacy requirement independant of the requirement
i} <, - 1y for balanced schedules.
If there Is an RTO capacty requirement for all RTOs, how wil XA Delayed
Assessmont double-counting across RTOs be avoided? ) pending state
discussions on
adequacy
If there is an RTO capacity requirement for aliRTOs, do different
?’%?Mu—“! resource adequacy approaches result in different panalty Delayed
Resolution structures and if so, does this create problems, e.g., opportunities pending state
for arbitrage? discussions on
adequacy
Many, but not all, of the above general seams issues related to XiA May be delayed
il scheduling, redispatch, etc are duplicated between RTO and to completion of
& ;| adjacent non-participants fo the extent the latter can and do (9)] inter-RTO
operate under existing WECC practices. issues
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SSG-WI Transmission Planning

Status Report
Development of a Western Interconnection Transmission Planning
Process
December 18, 2002

SSG-WI1 organized a Transmission Planning Work Group (PWG) in the spring of 2002 to
develop a western interconnection regional transmission planning process. This process
is to be implemented prior to the Western RTOs becoming operational. Through an open
stakeholder process the PWG has achieved a number of accomplishments to date
including:

® Development of a Work Scope, approved by the SSG-WI Steering Group;
® Development of a functioning, open PWG organization;

o Development of an Implementation Plan outlining the initial work efforts,
goals and objectives of the PWG;

¢ Initiation of a historical path flow congestion study for major transmission
paths in the western interconnection;

o Initiation of a Planning Study to identify potential areas of future path
congestion;

e Development (currently in draft form) of the SSG-WI Planning Process,
indicating relationships to the planning functions of other western groups.

The SSG-WI Planning Process outlined below is a draft proposal currently under
discussion and development by the PWG.

SSG-WI Planning Goals and Objectives

1. The goal of the SSG-WI planning function is to facilitate a competitive and
reliable regional power market by providing information on transmission
infrastructure additions that would produce a robust transmission system. A
robust transmission system is one that can accommodate an efficient and
competitive exchange of electric power among industry participants to enable
them to serve load.

2. The SSG-WI planning function will deal with congestion issues that impact
the marketing of energy between regional transmission organizations (RTOs)
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and regions of the West. The study of transmission congestion within an RTO
that does not impact other regions will remain the responsibility of the
individual RTO. Load service/reliability planning will be the responsibility of
the RTOs, PTOs and LSEs. The SSG-WI planning process will be
coordinated and be compatible with the RTO planning processes, the local
planning processes and the reliability planning processes of WECC.

3. The SSG-WI planning effort will focus on project needs and assume voluntary
participant funding for projects. If it is determined in the future that a
backstop role is necessary (beyond that of the individual RTOs), other funding
mechanisms and cost allocations can then be developed.

4. Focus of expansion options for marketing analysis is beyond the time frame
for currently committed projects, reaching out 5-15 years in future. The
expansion options will cover possible load, transmission and resource
scenarios that could occur in this timeframe. A committed project might be
one in a state siting process or under construction.

5. The PWG will collect the following inputs to the planning process:

Historical path use;

Future resource/demand scenarios;

Production/Cost or other market analysis of these scenarios;
Transmission expansion plans from three RTOs (or individual
TOs prior to RTO formation);

Local transmission expansion plans from TOs and LSEs;
Inter-RTO expansion plans to facilitate a competitive western
interconnection energy market (reduce market power) developed
by SSG-WI;

¢ Higher-level transmission development concepts, guidelines
and/or principles for long-range development; long-range visions
for development of the western grid developed by SSG-WI and
others;

Resource pianning processes of major load-serving entities;
State, Provincial and Federal energy policies;

Demand-side management options;

Other inputs as necessary.

From these inputs, the PWG will produce and recommend to the Steering

Group, West-wide long-range expansion scenarios that have broad benefits.
Drivers of each project and sponsors, if any, will be included.

6. The PWG will evaluate transmission system implications and costs for various
generation and load scenarios impacting the interconnected transmission
system, for LSEs and other market participants to use in their resource
planning and Least Cost Planning Process.
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7. The SSG-WI will develop and recommend to the Western RTOs a
Transmission Long Range Plan that is robust, embraces numerous planning
variables, and provides insight and direction for interconnection expansion.
The Plan will be forward looking beyond existing capabilities to portray the
“next step” in system development.

SSG-WI will develop and recommend to the Western RTOs a Transmission
Long Range Plan for the Western Interconnection on an annual basis.

SSG-WI Planning Process

The SSG-WI Transmission Planning Process (“Planning Process™) is a proactive,
inclusive, interconnection-wide, transmission planning effort. It will address congestion
issues that impact the marketing of energy between RTOs or regions. This includes the
study of congested paths within a region that have an impact on the ability to market
between regions. The study of transmission congestion within an RTO that does not
impact marketing into other regions will remain the responsibility of the individual
RTOs. The Planning Process, when linked to intra-RTO planning, will provide for a
seamless transmission planning process throughout the interconnection.

Following is a description of how the Planning Process is organized, the steps that will be
taken in implementing the process, and how these steps fit with individual RTO planning
and expansion processes and the WECC trans mission planning and path rating process.
How the process is organized and the steps in the process are not static and are expected
to evolve as experience is gained with interconnection-wide transmission planning.

The core elements of the Planning Process are as follows.

e The Planning Process is open to all stakeholders, including generators, marketers,
loads, transmission owners, other formal or informal planming groups in the
interconnection such as the Colorado Coordinated Planning Group, consumers,
environmental interests, etc.

s Membership on the PWG is open to all interested parties. The PWG is
responsible for directing the Planning Process and providing the products of the
Planning Process to the Steering Group. Reports of the PWG will include
majority and minority views.

o Within the PWG, there will be a Study Lead Team to direct the work of the
technical study effort and ensure that study products meet the objectives and goals
of the PWG. The Study Lead Team reports to, and receives guidance from, the
PWG on all matters relating to study.

e A Technical Support Group will be created under the PWG to:
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a. Collect and validate all necessary study data (network, loads, and
resources). This will be done by a data coordinator acting through area
data collectors. The Technical Support Group will define data templates
and manage study database(s) in concert with the analysis team and will
make all data available to the PWG.

b. Advise on existing and new generation, including fuels/prime movers,
costs and types, typical/actual economic and performance data, and
prospective siting locations. This sub-group will provide data as requested
by the data coordinator.

c. Advise on the existing transmission network and on proposed transmission
expansions by providing information on circuit data, flowpath
ratings/nomograms and advise on feasibility and security of transmission
expansion options. This sub-group will provide data as requested by the
data coordinator.

e The Western Electricity Coordinating Council (WECC) ard the Committee on
Regional Electric Power Cooperation (CREPC) will provide information and
advice to and receive feedback from the Planning Process. WECC and CREPC
are participants in the PWG. The PWG has an obligation to maintain liaison with
WECC and CREPC and other relevant bodies in the Western Interconnection,
inchiding the Western Governors’ Association. There will be continuous
interaction between the planning processes within each RTO and the SSG-WI
Planning Process to ensure the combined results of the planning efforts result in a
seamless transmission planning effort throughout the interconnection. Individual
stakeholders will provide input into the Planning Process. Other planning efforts
within the interconnection will provide input to the Planning Process. This
includes planning by groups such as the Colorado Coordinated Planning Group,
the Northwest Power Pool, the Northwest Power Planning Council and the
integrated resource plans of individual utilities. It is anticipated that workshops
will be held as part of the Planning Process to solicit input and advice and to
present results of analyses to interested parties. Information developed in the
planning process will be available to all parties on the Internet, except where the
release of information presents security or proprietary concerns.

This process outlined above and shown graphically below will evolve over time as
experience is gained with interconnection-wide transmission planning.
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Comprehensive Issues Lists for SSG-WI
Planning, Market Monitoring, Common Systems Interface
Coordination, and Price Reciprocity Work Groups

Planning Pages2-4
Common Systems Interface Coordination Pages 5-8
Market Monitoring Pages 9-10
Price Reciprocity Pages 11-16

Attachment F — Page 1



Work Group: Planning

a. Develop a Process to identify transmission projects that are needed for
economic reasons to facilitate a competitive and seamless West-wide
wholesale electricity market.

b. For projects that: (1) would have a direct effect on more than one RTO,
(2) are developed by sponsors outside of the Planning Work Group
planning process, and (3) seek cost recovery from RTO ratepayers,
SSG-WI will develop a process to evaluate whether the projects are
Justified (necessary and cost effective).

The SSG-WI regional planning process is designed to evaluate congestion in the
Western Interconnection that may be impacting the efficiency of electricity
markets across multiple RTOs and regions of the West prior to RTO formation. It
will also evaluate and identify alternative methods for mitigating uneconomic
congestion. The SSG-WI process assumes voluntary participant sponsorship
and funding of projects from individual market participants or RTOs. The
planning process also identifies the transmission system implications of various
new resource scenarios. The resulting SSG-WI expansion plan is envisioned to
include transmission, generation and demand side alternatives that wouild relieve
uneconomic congestion impacting multiple RTOs.

Some SSG-WI participants believe that the planning process should be
strengthened so that SSG-WI can recommend specific projects if competing
alternatives are sponsored or if ratepayers are expected to pay for the project
(some of the western RTOs have cost allocation procedures that spread project
costs to all users of the system while other RTOs have backstop capability to
compel construction and allocate costs). This strengthening of the SSG-WI
planning process would entail SSG-WI recommending between transmission
projects of differing capacities or different types of alternatives such as
transmission, generation and demand side programs. Presently these decisions
are left to the project sponsors that are funding the projects or RTOs acting in
backstop roles. If SSG-WI were to do this, it would have to collect and analyze
more information than is presently envisioned for market analysis, environmental
impacts, cost estimates, etc. The SSG-WI would also have to adopt a process
and criteria for making these recommendations. However, regardless of whether
or hot SSG-WI makes recommendations, it is generally agreed that the final
decision on which project should be pursued will remain with the entities funding
the projects.

Timeline:

This issue should be elevated to the Steering Group for resolution. The Planning
Work Group will forward a suggested proposai to the Steering Group by 2™
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Quarter, 2003. The Steering Group wili forward a recommendation to the RTOs
by 3" Quarter, 2003.

Issue:

Determine if and how SSG-WI will support implementation of projects
recommended by the Planning WG.

The SSG-WI Planning Process relies on market participants and/or RTOs in their
backstop roles to sponsor projects. SSG-Wi is not a decision making body; that
responsibility is left to the RTOs. As currently envisioned, the SSG-WI regional
planning process will not include provisions to implement any transmission
projects that others do not undertake. Should the SSG-WI process be
redesigned to include an obligation for SSG-WI to support in some way the
implementation of specific transmission projects that affect multiple RTOs, this
could lead to a requirement for SSG-WI to perform market, environmental, cost
allocation and other analysis that is not envisioned at this time for SSG-WI.

Timeline:

The Plannigg Work Group will forward a suggested proposal to the Steering
Group by 2™ Quarter, 2003. The Steering Group will forward a recommendation
to the RTOs by 3™ Quarter, 2003.

Develop a process to resolve differences in transmission interconnections
that enables parties to avoid going to the Commission under the process
set forth in Sections 210 and 211 of the Federal Power Act.

Each individual RTO will have its own transmission interconnection requirements.
If a line between RTOs were proposed, each RTO would apply its own
interconnection requirements to determine whether to atlow the interconnection.
Transmission owners that are not participating in RTOs, although invited to
participate in the open RTO and SSG-WI planning processes, are not bound by
these RTO interconnection requirements or approval processes for
interconnections to their own systems. If there are disagreements on a new
interconnection, there is no process to resolve these differences short of going to
FERC (210 and 211 processes) and FERC may not have jurisdiction over all
affected entities. The same issue exists within RTOs for disagreements between
RTOs and transmission owners that do not join the RTO.
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Timeline:

The Planning Work Group will forward a suggested proposatl to the Steering
Group by 2™ Quarter, 2003. The Steering Group will forward a recommendation
to the RTOs by 3™ Quarter, 2003.

Secondary Seams Issues

1.

The planning horizon and frequency of the SSG-WI process must be
coordinated with the RTO processes.

The number of congestion problems and solutions that SSG-WI will study
within each cycle of the SSG-WI Planning Process must be determined.

Not all Transmission Owners' systems will be in an RTO. All interested
parties are invited to participate in the SSG-WI Planning process but there is
no obligation for non-RTO members to participate in this process. This could
create seams issues between the SSG-WI pianning process and the non-
participants in the modeling studies, in the selection of viable alternatives for
evaluation and potentially in developing recommended solutions. This is also
an issue within each RTO,

How is data confidentiality protected in an open planning process? Data may
need to be protected for competitive, proprietary or security reasons.
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Work Group: Common Systems Interface Coordination {(CSIC)

Purpose: Identify opportunities and propose solutions where common systems
and processes are identified between the western RTOs. These solutions will
provide for cost savings as possible, reduce or eliminate seams issues when
applicable, and will be standards based as appropriate. Coordinate the
standardization of business modeling and implementation methodologies.
Coordinate and track an aligned implementation for the western RTOs to
minimize seams issues.

Method: The meetings of CSIC will be open and proposals will be based on
consensus among the stakeholders that participate in the process.

Key Present Tasks:
s Implementation Coordination
Simulation coordination
Business process modeling
Propose Implementation plans for seams related systems and processes
Look at other systems as appropriate

Sub Groups: Work groups will be established as appropriate to address specific
systems and processes. Groups as of 12/2002:

Business Architecture Development work group (BADWG)

Develop standardized business models and processes from the
requirements of RTO West, WestConnect and CAISO and defined by
the SSG-WI organization efforts. Coordinate with national efforts to
the degree possible. This will help assure optimal development and
implementation of the three RTOs in the west.

Requirements and Protocols (RaPWG) — proposed
Take the standardized business models and processes and identify or
develop the systems and data requirements and data protocols
needed to implement them.

Communications Infrastructure WG — (completed initial task)
Propose a compatible communications infrastructure to serve the three
RTOs and their needed interfaces with others. This proposal will be
updated as the RTOs are developed.

OASIS (Single Market Interface) WG — (completed initial task)
Propose a commercial interface common to the three RTOs that allows
for the open access transmission business of the three RTOs to be
accomplished atone interface. This task will be revisited in light of
recent FERC orders and other developments.
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Backup Control Center WG — (completed initial task)
Propose back-up control center implementation that will meet full
requirements with cost savings by taking advantage of sharing facilities
or systems between the RTOs. This task will be updated in light of
developments since the initial proposal was developed.

Training WG - — (completed initial task)
Propose efficiencies that can be gained by jointly providing training
common {o all three RTOs. Update as RTOs are further developed.

Others as identified.
These will be formed to develop proposals for tasks identified for CSIC.
This will likely soon include Work Groups to address Implementation
Schedules and Simulation.

Issue:
Single Market Interface (OASIS)

Energy should move across the western electric grid through the western RTOs
as transparently as possible without the need to use multiple interfaces with
different business requirements and possible i ncompatibilities.

RTOs:
Each RTO will develop designs for the market that are consistent with FERC

orders and aimed at minimizing the impact of the interfaces (seams) between the
RTOs

Working Group: CSIC/BAD/Single Market Interface WG

Coordinate with market design work groups of the RTOs and region to collate the
design elements, rules, and processes related to the market interface, develop
standardized models of the processes and data, and develop the means to

eliminate the need to use unique and separate interfaces at each RTO in order to
use the western transmission grid.

Timeline:
This will largely follow the output of the market design efforts and take a number
of months thereafter.

Issue:
Implementation coordination

Each of the RTOs is developing systems and processes for their organizations.
These efforts could diverge, creating process and systems incompatibilities at the
seams as well as duplication of cost and efforts. These efforts need to be
coordinated and aligned to optimize the ability to do transmission business
between the RTOs as each of them is involved in implementing products.
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Working Group: CSIC
identify key development stages that would create discontinuities at the
seams between the RTOs if not aligned. Develop and monitor a coordinated
implementation schedule of these key process and systems milestones for
the western RTOs.
Identify issues and propose solutions as appropriate. Monitor the
implementation of solutions.
Review projects and make recommendations to the western RTOs related to
their operations to assure that duplication of cost and efforts are minimized.

Timeline:
Initial plan 2™ quarter 2003. Then regular updates (approximately monthly).

Issue:
Simulation coordination

Lack of realistic simulations appropriate to each stage of the process could result
in weak and inconsistent requirements that are likely to have gaps in coordination
and process and could result in unnecessary costs due to change orders and
delays.

Working Group: CSIC
Make recommendations to SSG-WI, RTO groups, and others regarding
process simulations. These simulations may vary in format but will be used to
test processes and requirements before systems are procured or significant
resources expended. Facilitate as required.

Timeline:
Initial recommendations 2™ quarter 2003. Ongoing as processes are developed.

issue:
Business process modeling

Lack of standardized and consistent definitions of the business processes across
the seams including defined models and data definitions will resutlt in
discontinuities or confusion in doing transmission business across the seams.
This will also make it more difficult to procure the necessary software and put
systems in place to implement these processes.

Working Group: BADWG
Will coordinate and make recommendations to SSG-WI, RTO groups, and
others as appropriate to collect proposed business designs and processes
and develop a standard modeling description of the processes to be used to
develop requirements, data definition, and the basis for computer code
development.
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Timeline:
Initial recommendations 2™ quarter 2003. Ongoing as coordinated market
designs are developed.

Issue:
Implementation plans for seams related systems and processes

All aspects of the western RTOs are being designed but then need to be
coordinated for a successful implementation and meeting the needs for alt
market participants.

Working Group: CSIC

Assure all intended processes that are related to the seams are understood,
well defined, and have a coordinated implementation plan that assures cost
effectiveness and functional seamlessness.

Timeline:
Start in 1% quarter 2003. Ongoing.

Issue:
Coordinate other systems as required for seams optimization

Many systems planned for implementation and modification in the RTOs
could take longer, cost more and work less effectively if they are done
independently in each of the RTOs.

Working Group: CSIC

Assessing various schemes and systems in the western RTOs looking for
efficiencies and cost effective solutions that can be gained by cooperation
between the RTOs.

Timeline:
Ongoing
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Work Group: Market Monitoring

Issue:
Structure of West-wide Market Monitoring Entity and Role of Individual RTO
Market Monitoring Units

Will the West-wide Market Monitoring Entity (‘MME”) be the primary market
monitor for Western RTO markets or will the MME be an umbrella or coordinating
organization that monitors for seams issues. In either case, what is the
delineation of responsibilities and authority between the MME and the individual
RTO market monitoring units.

Objectives:

* Provide the MME with sufficient geographic scope to be able to effectively
monitor seamless West-wide markets;

« Retain current expertise and knowledge of local transmission markets
irrespective of the creation of the MME;

* Maintain a close connection and relationship between the MME and
individual RTO’s operations staff; and
Be responsive to individual RTO input.
Establish a clear process for identifying, proposing and implementing
market design changes that are deemed necessary to support a seamless
West-wide market.

Tasks:

The work group's July 18" recommendations include two options for a MME
that would be the primary market monitor for Western RTO markets. The
work group is currently reassessing its recommendations and plan to
supplement them as follows;

i. Develop more detail regarding current structure options.

il. Add structure options regarding a MME that is an umbrella
or coordinating entity focused on seams issues.

iii. Develop more specifics about the role and responsibilities of
individual RTO market monitoring units under each of the
structure options.

Process:

Further work group discussion and development of recommendations.
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Timellne: Reach Western RTO Agreement on MME by September, 2003

1% Quarter 2003:

Work Group finalizes recommendations; Steering Group considers and, with
input as needed from Work Group, develops Steering Group recommendation.

2" Quarter 2003:

Steering Group and Work Group rollout recommendation to the West at pubiic
workshop. Individual Western RTOs consider recommendation.

3" Quarter 2003:

Individual Westem RTO decisions.
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Work Group: Price Reciprocity Work Group

Other Charges Including Charges to Recover Embedded Transmission
Costs

Each of the proposed RTOs has developed and proposed to FERC a pricing
methodology that, among other things, provides for the full recovery of
embedded transmission costs by each of the participating transmission owners
within the proposed RTO’s footprint. Each of the proposed RTO’s pricing
proposals represents a balance of the interests and concerns within the
respective region and represent, to varying degrees, changes from existing
pricing methodology based on a “contract path” construct. The objective of SSG-
WI's efforts is to achieve some form of “price reciprocity” that reduces barriers to
interregional trading while preserving each RTO’s balanced pricing proposals
and their underlying objectives. The Price Reciprocity work group recognizes
that solutions to seams issues being addressed by other SSG-WI work groups
may influence the final recommendation on price reciprocity.

Interregional transactions may cross one or more seams between regional
markets and should recognize the need for recovery of the costs of transmission
provided by the underlying transmission owners within a respective RTO.
However, any such cost recovery mechanism should not impose significant
impediments to efficient interregional trades. Rather, it should seek to balance a
mulfitude of objectives, such as the desire for region-wide prices, fewer
transaction based charges, reduction of trade barriers, minimum cost shifting
between users, simple and transparent payment mechanisms, full cost recovery,
and a preferred solution based on simplicity of implementation and ongoing
application.

Price Reciprocity Objectives:

Objective 1:

Identify Applicable Existing Charges and Proposed Charges Applied to
Various Transactions.

Tasks: tdentify within each RTO:

A. Pre-Existing Contracts
1) Access Charges
a) Load —Based
b) License Plate
¢) Wheeling Out/Through
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2) Administrative Charges
3) Losses
4) Congestion

New Users
1) Access Charges
a) Load-Based
b) License Plate
¢) Wheeling Out/Through
2) Administrative Charges
3) Losses
4) Congestion

Objective 2:

Collect data and analyze the financial implications of current/proposed
RTO processes for collecting revenues related to interregional transactions.

Tasks:

A. Ildentify data for each RTO that includes charges associated with
energy imports and exports.

1) Review and consider applicability of using “pro forma”
transaction data from existing studies to estimate transmission
wheeling (e.g., Tabors Caramanis & Associates’ study for
RTO West).

2) Assess the feasibility of obtaining historical transaction data
within each RTO.

3) Compare data collection feasibility among RTOs to ensure
comparability, (e.g., data fields are properly matched so that
transactions through muitiple systems are not double-
counted.)

B. Collect Data

1) Identify existing embedded transmission costs and who pays
under each RTO structure.

2) Collect Peak Load Data for each TO and RTO.

3) Collect Historical Wheeling Out/Through Volumes for each
RTO. :

4) Collect Historical Wheeling Out/Through Revenue for each
RTO.
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Obljective 3:

Finalize development of options for Price Reciprocity.
Tasks:

A. ldentify options to be moved forward, including (but not limited to):

1) Base Case — No Change To Proposed RTO Pricing
Structures

2) Reciprocal Walver of Wheeling Charges

a) What are necessary modifications to RTO/Transmission
Owner rate recovery mechanisms to ensure totai
embedded costs of transmission system are recovered?
(How to address revenues “lost” or foregone from waiver
process is an individual RTO/Transmission Owner issue.)

3) Transfer Payment Mechanisms

a) Can RTOs agree to a transfer payment approach for
eliminating export fees?

b) On what periodic basis should transfer payments
between RTOs be made?

c) Should RTOs be allowed to “net” transfer payments?

d) Is a portion of the GMC collected as part of the transfer
charge?

e) Is it a one-time arrangement or are figures adjusted
annually for example?

f) Are net importers to an RTO responsible for a share of
the transfer payments?

g) Among whom are the transfer payments distributed?

h) Should each RTO be afforded discretion as to how to
allocate transfer payment revenues/charges?

I If each RTO is allowed discretion on how to
allocate transfer payment revenues/charges
and each establishes a different
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methodology, will this give rise to gaming
and improper incentives?

4) West-wide Wheeling Charge
1. How should West-wide rate be structured?
l Demand-based?
i. Coincident peak contribution
ii. Non-coincident peak contribution
Il Volumetric?

i. How to track/account for volumes
deemed to flow on interregional grid?

2. What facilities should constitute “interstate” grid?
l. Voltage-based
il. Functional Assessment

3. How/Through what process should revenue
requirements for “interstate” grid be determined and
reviewed?

l. How often should revenue requirements be
updated?

Il Should revenue requirement for “interstate”
facilities be updated simultaneously or as
determined by owner?

il. Formula rate or fixed rate?

B. Identify necessary RTO Tariff changes under each identified option.

C. Identify magnitude of any "cost shift" (e.g., change in collection of the
costs) that will occur under the pricing reciprocity options under
consideration.

D. Identify variations of these proposals, and specify assumptions and
questions within each option.

Attachment F - Page 14
Price Reciprocity Work Group Issues



Objective 4:

Develop proposals for addressing pricing seams with and services offered
to Non-Participants.

Tasks:

A. ldentify the impact on barriers to trade if large segments of he grid
are not under RTO control.

1) Evaluate the financial impacts if entities fail to
participate and turn over operational control of their
facilities to the RTOs.

2) Develop criteria for resolving how non-participating
entities should be eligible for any price reciprocity
arrangement.

3) Develop alternatives for entering into agreements with
non- participating entities under current pricing
policies/rules.

Objective 5:

Develop assessment criteria, consider available pricing options, and
identify suggested aternative.

Tasks:

A. Identify criteria to be used to evaluate among and between price
reciprocity options. Factors including:
i. Eliminate Trade Barriers
il. Mitigate Cost Shifting
ili. Provide Comparable Treatment
iv. Implementation Simplicity

B. Using data collected, analyze the impact of each reciprocal pricing
proposal upon potential barriers to interregional trading.

C. Apply selection criteria to determine the preferred alternative for
pricing interregional transactions.
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Timeline: Develop Price Reciprocity Solution by Fourth Quarter, 2003

The Price Reciprocity work group has set an aggressive schedule to
accomplish the tasks necessary io recommend a preferred alternative for
achieving price reciprocity. The tasks and schedule assumes that evaluation of
unanticipated arrangements would hot materially affect this proposed timeline.

Objective 1: 1°! Quarter 2003
Identify existing charges applied to various transactions

Objective 2: 2™ Quarter 2003
Collect data and analyze the financial implications on the current/proposed
processes for collecting revenues related to interregionat transactions

Objective 3: 3™ Quarter 2003
Finalize development of options for price reciprocity

Objective 4: 4™ Quarter 2003

Develop proposals for addressing pricing seams with and services offered to
non-participants

Objective 5: 4™ Quarter 2003

Develop criteria to assess options — 1% Quarter 2003
Finalize assessment criteria — 2™ Quarter 2003
Consider available pricing options — 3™ Quarter 2003
Identify suggested alternative — 4™ Quarter 2003
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Attachment G
to
Report of the California ISO, the RTO West Filing Utilities,
and the WestConnect Applicants Concerning Activities of
the Seams Steering Group - Western Interconnection

Current Status of Market Monitoring
Work Group Recommendations

THIS ATTACHMENT IS BEING SUBMITTED FOR INFORMATIONAL PURPOSES
ONLY AND NOT FOR APPROVAL OR REJECTION BY THE COMMISSION. ANY
RECOMMENDATIONS CONTAINED HEREIN ARE FOR INTERNAL WORK GROUP
PURPOSES ONLY AND HAVE NOT BEEN CONSIDERED BY THE STEERING
GROUP OR APPROVED BY THE CALIFORNIA ISO, THE RTO WEST FILING
UTILITIES OR THE WESTCONNECT APPLICANTS. AS SUCH THEY ARE
SUBJECT TO FURTHER REVIEW AND REVISION.
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Draft
Current Status of -
SSG-WI Market Monitoring Work Group
Recommendations

January 3, 2002

Al Structure

The SSG-WI Steering Group remains committed to creating a West-wide market
monitoring function. The Steering Group (and the Western RTOs) are undecided as to
whether that function should be fulfilled by a single, primary market monitor for the
Western RTOs’ markets or if this function can be performed by an umbrella or
coordinating body that monitors for secams issues. The July 18" recommendations
contain two structure options for a single, primary market monitor. The Market
Monitoring Work Group will supplement the recommendations with options relating to
an umbrella or coordinating body. !

B. Independence

The West-wide market monitoring function will be independent from Market
Participants. The July 18" recommendations originally provided that the West-wide
market monitoring function would also be independent from the Western RTOs,
however, the ultimate decision on structure may affect the nature and degree of
independence. The West-wide market monitoring function will have a direct relationship
with the Federal Energy Regulatory Commission (the “Commission™).

C. Roles and Responsibilities

The West-wide market monitor function will;

e Monitor adequacy and effectiveness of market rules, procedures, or actions that
affect the competitiveness or economic efficiency of the Western markets,
identify design issues or opportunities for efficiency improvements, and work
with the Western RTOs’ staffs to develop and implement appropriate design
modifications (the West-wide market monitor function may indicate its preference
that such modifications be given expedited treatment by the Western RTOs’
Boards);

e Monitor the competitive performance and efficiency of Western markets, and,
when the West-wide market monitoring function has detected performance that is

! The July 18" recommendations assume the creation of a single, primary West-wide market monitoring
entity. As noted above, the work group is adding options regarding an umbrella or coordinating
organization. While the majority of the remaining recommendations would work with any of these
structure options, the work group will need to evaluate whether additional modifications are appropriate.
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inconsistent with an outcome of a competitive market, investigate to determine
the causes of such performance (causes could include flawed market design
(within or among the Western RTOs); conduct of transmission owners, the
Westemn RTOs, or Market Participants);

e Monitor conduct of those Market Participants that can affect the outcomes of the
market by behavior to look for behavior that departs significantly from the normal
behavior in competitive markets;

e Monitor compliance with Commission-approved objective standards and
mitigation measures; and

e Report the results of the monitoring and further investigations to the Commission
and other appropriate Federal, State, Provincial, and local, tribal, Mexican state
regulatory and enforcement entities.

The ultimate decision on structure may affect the extent to which the West-wide market
monitoring function focuses on RTO-specific issues that are unrelated to seams issues.

D. Markets to be Monitored

The MME will monitor all markets operated and services provided by the Western RTOs.
The MME may track bilateral energy or capacity markets or private transmission rights
markets not operated or administered by the Western RTOs. As required by Order 2000,
the MME will periodically assess the effect of these markets on the Western RTOs’
markets and services, or the effects of the Western RTOs’ markets and services on these
markets. The ultimate decision on structure may affect the extent to which the West-
wide market monitoring function focuses on RTO-specific markets that are unrelated to
seamless Western markets.

E. Tools

1. Indices and Screens

The West-wide market monitoring function will develop indices and screens to
help it evaluate market performance (the West-wide market monitoring function
will also use its professional expertise to evaluate the market). Public input will
be sought about what indices and screens might be useful, but the West-wide
market monitoring function need not publicly disclose the indices and screens that
it adopts. It is premature to identify or develop indices or screens at this time; the
work group agrees that this should be left to the West-wide market monitoring
function.
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2. Objective Standards
a. Standards

If the Commission has clearly articulated objective standards to evaluate
market performance and individual behavior, the West-wide market
monitoring function will monitor compliance with such standards.

If the West-wide market monitoring function concludes that the use of
objectives standards to identify inappropriate conduct and trigger market
intervention or mitigation is appropriate, the West-wide market
monitoring function can recommend such objective standards to the
Western RTOs and the Commission; provided that the West-wide market
monitoring function will not have authority to implement such standards
absent Commission approval. It is premature to identify or develop such
recommendations at this time; the work group agrees that this should be
left to the West-wide market monitoring function.

b. Corrective Action

If the Commission has identified clear standards with corresponding self-
executing consequences, and if the Commission has also accepted those
standards and consequences in the Westemn RTO tariffs, the West-wide
market monitoring function will monitor compliance and if standards are
violated will inform the appropriate RTO staff to execute pre-approved
consequences.

If the Commission has not identified self-executing consequences, the
West-wide market monitoring function will report violations of standards
to the Commission.

F. Data Collection and Dissemination

The West-wide market monitoring function will have timely access to all of the
information possessed by the Western RTOs. The West-wide market monitoring
function shall be able to request from Market Participants and the RTOs such additional
information not in the RTOs’ possession as may be necessary to perform its functions. If
the Market Participant refuses, the West-wide market monitoring function may go to the
appropriate regulatory entity to ask them to request the information upon an appropriate
showing. (The Market Monitoring Work Group 1s considering whether to strengthen the
authority of the West-wide market monitoring function to compel the production of
information.)

The West-wide market monitoring function is responsible for disseminating its reports
and studies. The Western RTOs are responsible for disseminating raw data as required
under their tariffs, and such other non-confidential information as they determine is
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appropriate. If the West-wide market monitoring function determines that the release of
certain information is necessary for a Western RTO Market to function, it will make a
recommendation to the Western RTOs.

The West-wide market monitoring function and RTOs shall have the same confidentiality
standards, both with respect to what information is treated confidentially and the
obligations of the entities to ensure that such information is treated confidentially. These
standards will comply with applicable laws and regulations.

Confidentiality provisions are proposed and will be further defined regarding protection
of confidential information (to the extent confidential information is provided to the
Commission, the West-wide market monitoring function or the RTO will request
confidential treatment; further discussion is needed about the ability of other regulatory
or enforcement entities to access confidential information). The MME will notify the
owner of the confidential information so that they have an opportunity to challenge the
appropriateness of the request and disclosure of the information.

G. Process

Provisions will be developed to afford procedural protections to Market Participants
whose conduct is being studied.

H. Relationship with State, Provincial, Mexican, Tribal, and Local Regulatory
and Enforcement Entities

The work group agrees there is need for clarity on the relationship of the West-wide
market monitoring function with state, provincial, Mexican, tribal, and local regulatory
and enforcement entities, which clarity may result from the Commission’s federal/state
panels.

L Funding

The governance structure will require fiscal accountability. The costs of the West-wide
market monitoring function will be recovered from the users of the Western RTOs’
transmission systems. The following general approaches should be considered:

» Allocate each of the Western RTOs one-third of the West-wide market
monitoring function’s costs;

o Allocate each of the Western RTOs a pro rata share of the West-wide market
monitoring function’s costs based upon megawatt hours of load; and

o Allocate each of the Western RTOs one-sixth of the West-wide market
monitoring function’s costs and allocate the remainder of costs among the
Western RTOs pro rata based upon megawatt hours of load.

Each Western RTO has discretion to determine how to recover the allocated costs from
its customers consistent with its pricing mechanism.
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J. Transition

In order to assure a safe, reasonable, and rational transition, the West-wide market
monitoring function shall be prepared to begin monitoring on Day One of the second
Western RTO’s commencement of operations. The West-wide market monitoring
function will have its own market-monitoring plan. At this time, the work group’s
preferred option for the transition is, when the West-wide market monitoring function is
preparing to go operational, to learn from the CA ISO’s market monitor’s expertise and,
quite possibly, use the CA ISO’s systems as a starting point.
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