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and RMB6-11- 000

COW SSI ON ORDERS SWEEPI NG CHANGES
FOR ELECTRI C UTI LI TY | NDUSTRY,
REQUI RES WHOLESALE MARKET TO OPEN TO COWPETI Tl ON

The Federal Energy Regul atory Conm ssion today told the
nation's public electric utilities to open their transm ssion
lines to conpetitors, signaling an historic change in the way
electricity is sold at whol esal e and paving the way for | ower
prices for customers.

Conmi ssion Chair Elizabeth A. Ml er declared, "Today's actions
by the Commission will benefit the industry and consunmers to the
tune of billions of dollars every year. They will give us an
electric industry ready to enter the 21st century. These rules
wi |l accelerate conpetition and bring | ower prices and nore
choi ces to energy custoners.”

Mol er added: "The future is here--and the future is
conpetition. It is a global trend, and in North America, we are
at the forefront in enbracing it. There is no turning back."

Recogni zing this, the Comm ssion today issued two closely
related final rules and a Notice of Proposed Rul enaking (NOPR).
The first rule, Order No. 888, addresses both open access and
stranded cost issues. The second rule, Order No. 889, requires
utilities to establish electronic systens to share information
about avail able transm ssion capacity. It also establishes
standards of conduct. The NOPR proposes to establish a new
systemfor utilities to use in reserving capacity on their own
and others' transm ssion |ines.

Open Access and Stranded Costs (RW4-7-001 and RWVB5-8-000)

Order No. 888 opens whol esal e power sales to conpetition. It
requires public utilities owning, controlling, or operating
transmi ssion lines to file non-discrimnatory open access tariffs
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that offer others the sane transm ssion service they provide
thenmselves. This wll:

° bring |l ower cost power to electric consumers;

° ensure continued reliability of the electric power industry;
and,

°o provide for open and fair electric transm ssion services by
public utilities.

In the open access final rule, the Conm ssion issues a single
pro forma tariff describing the mninumterns and conditions of
service to bring about this non-discrimnnatory open access
transm ssion service. Al public utilities that own, control, or
operate interstate transmssion facilities are required to offer
service to others under the pro forma tariff. They nmust al so use
the pro forma tariffs for their own whol esal e energy sal es and
pur chases.

Order No. 888 also provides for the full recovery of
stranded costs--that is, costs that were prudently incurred to
serve power custoners and that could go unrecovered if these
customers use open access to nove to anot her supplier

To be eligible for recovery, stranded costs recoverabl e under
the rule are those associated wi th whol esal e requirenents
contracts signed before July 11, 1994. After that date, recovery
must be specifically provided for in the contract. The
Conmi ssion ruled that stranded costs should be recovered froma
utility's departing custoners.

Informati on Systens and Standards of Conduct

The second rule, Oder No. 889, is now known as the Open
Access Same-tinme Information Systemrule or QASIS rule. It also
covers Standards of Conduct. It works to ensure that
transm ssion owners and their affiliates do not have an unfair
conpetitive advantage in using transmssion to sell power. This
rule requires public utilities to:

°c obtain information about their transm ssion systemfor their
own whol esal e power transactions, such as avail able
capacity, in the same way their conpetitors do--via an QASI S
on the Internet; and,

o conpletely separate their whol esal e power marketing and
transm ssi on operation functions.

Proposing New Tariffs
In today's NOPR--The "CRT" Capacity Reservation Qpen Access
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Transm ssion Tariffs (RW6-11-000)--the Comn ssion proposes that
each public utility would replace the Open Access Rule pro forma
tariff with a capacity reservation tariff (CRT) by Decenber 31
1997. Under the proposed CRT, utilities and all other power

mar ket participants would reserve firmrights to transfer power
bet ween desi gnated recei pt and delivery points. The Conmi ssion
expl ai ned that the proposed reservation-based service appears to
be nore conpatible with the open access requirenments that market
partici pants know how rmuch transm ssion is avail able for electric
power purchases and sales. It nmay also better accomodate
conpetitive changes occurring in the industry, including nore
flexible transm ssion pricing.

Further Key Fi ndings

In further findings on stranded costs, the Comm ssion said
that if costs are stranded by retail wheeling, utilities should
|l ook to the states first for recovery of those costs. The
Conmi ssi on woul d becone involved only if state regulators |ack
authority under state law to provide for stranded cost recovery.
In cases where retail custonmers beconme whol esal e purchasers, the
Conmi ssion said it is the primary forumfor recovery.

On the issue of |Independent System Operators (1SGCs), the
Conmi ssion notes that many transm ssion providers are considering
goi ng beyond separation of generation and transm ssion--
functional unbundling--and turning transm ssion over to an | SO
Al though this is not required under the rule, the Conm ssion
of fers guidelines for the creation of 1SOs that are subject to
Conmi ssi on approval. Anmpbng ot her things, managenment and control
of 1SCs shoul d be conpl etely i ndependent of generation owners and
ensure fair access to the transm ssion system

In other findings, the Conm ssion said that:

° the rule does not void any existing requirements contracts
and does not require corporate, as opposed to functional
restructuring;

°it will provide an opportunity for a party to an existing
contract to seek Commi ssion approval to nodify that
contract. Review w || be case-by-case. |If a contract is
nodi fied, the utility will be allowed to recover any costs
stranded due to the nodification

°it will not set rates for transm ssion and ancillary
services as originally proposed. Instead, public utilities
will make rate filings to recover their costs;

° the open access rule's core requirenents on transm ssion
access and pricing also apply to power pools and ot her
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coordi nati on arrangenents between and anong utilities;

°it will require power pools to restructure their ongoing
operations, and open up to non-utility menbers, by the end
of the year; and,

° because it may be a financial burden on some small utilities
to conply with aspects of the new regul ati ons, such
utilities may seek a waiver, but they nust file an open
access tariff if there is a request to use their facilities.

In addition to its jurisdiction over whol esal e transm ssion
ininterstate conmerce, the Conmission found that it has
exclusive jurisdiction over the rates, terns and conditions of
unbundl ed retail transmission in interstate comerce up to the
point of local distribution. It found that states have
jurisdiction over the service of delivering electric energy to
end users. The Commission said it will give deference to state
views on which facilities are transm ssion and which are |oca
di stribution. The Comm ssion enphasized that the rule will not
change the fundanental role of state regulatory authorities,
including authority to regulate the vast majority of generation
asset costs, the siting of generation and transm ssion
facilities, and decisions regarding retail service territories.
The decision will not encroach upon the legitimate concerns of
state authorities as they restructure the way electricity is sold
at retail.

In di scussing market -based rates for generation from power
plants that are not yet constructed, the Conm ssion said that
utilities seeking such rates would no | onger be required to
denonstrate a | ack of market power. However, the Conmi ssion will
still check for other barriers to conpetition. It said it did
not currently have enough evidence to determ ne whet her market
power may exist for sales fromexisting generation.

The open access rule noted that its provisions pose no
environnental threat, as evidenced by the Comm ssion's recently
i ssued Final Environnental |npact Statenment (FEIS). The
environnent, it said, will benefit fromreduced nitrogen oxide
(NOx) emissions if it is cheaper to generate electricity with
natural gas than with coal. But even if this is not the case,
the effect on the environnent would be m nor

Not e: See attached fact sheet and tinefrane.
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Hi ghli ghts

April 24, 1996
ELECTRI C UTI LI TY RESTRUCTURI NG

*The Comm ssion's actions include:

(o]

Order No. 888, a final rule requiring open access
transm ssion by all public utilities that own, operate
or control interstate transm ssion nust file tariffs
that offer others the sane transm ssion services they
provi de thensel ves, under conparable terns and
conditions. UWilities nmust take transm ssion service
for their own whol esal e transactions under the terns
and conditions of the tariff.

The final rule also allows public utilities and
transmitting utilities to recover stranded costs.

Order No. 889, a final rule requiring public utilities
to i nmpl enent standards of conduct and an Open Access
Sanme-tinme Informati on System (OQASIS). UWilities must
obtain information about their transm ssion the sane
way their conpetitors do--through the QASIS.

A Notice of Proposed Rul emaki ng (NOPR) requesting
comments on whether replacing the single tariff
contained in the final open access rule with a capacity
reservation tariff that would reveal how nuch

transm ssion is avail able at any given tine.

The new rules go into effect 60 days after being
published in the Federal Register

VWo is affected: all public utilities subject to the
Conmi ssion's Federal Power Act (FPA) jurisdiction and
their custoners. Reciprocity is required for those
recei ving service under the newtariff. This wll

af fect nunicipals, electric cooperatives, and federa
power marketers.

Benefits

The cost savings expected fromthese actions:
approxi mately $3.8 to $5.4 billion per year
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O her non-quantifiable benefits are al so expected and
include: (1) better use of existing assets and
institutions; (2) new market mechani sns; (3) technica
i nnovation; and (4) less rate distortion

Key Provi si ons

The final rule requires public utilities to file a
singl e open access tariff that offers both network,

| oad- based service and point-to-point contract-based
servi ce.

Wthin 60 days of publication in the Federal Register
public utilities are required to file open access
tariffs that contain the pro forma tariffs, ternms and
conditions; they may propose their own rates.

The rule provides a single tariff providing mninm
conditions for both network and point-to-point services
and the non-price ternms and conditions for providing

t hese services and ancillary services.

Ancillary services are defined and rules are fixed
detailing who nust provide these services and when
customers will be required to take these services.

The new rul e does not prescribe rates for network,
point-to-point or ancillary services. Instead, public
utilities may charge current rates, or apply for new
transm ssion rates.

Speci al provisions cover power pools, public utility
hol di ng conpani es, and bil ateral coordination
arrangenents. The Commission is requiring these to be
restructured. The Commission is allow ng additiona
time (until Decenber 31, 1996) for transactions under
t hese arrangenents to conply with open access

requi renents.

Mar ket - based rates for generation. The rule codifies
the Conmi ssion's earlier determnations that utilities
seeking market rates for sales fromnew capacity do not
need to denonstrate | ack of generation dom nance in new
capacity.

Contract reform Parties to requirenments contracts
executed on or before July 11, 1994, may seek
nodi fication of such contracts on a case-by-case basis.
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I ndependent Systens Operators (1SGs). The rules do not
require an 1SO However, the rules do establish
principles as to how an | SO should be properly
construct ed.

The rul e does not require corporate unbundling or
divestiture of assets. Instead, public utilities are
required to separate their transm ssion and power
marketing functions. Standards of conduct are inposed
to ensure this functional unbundli ng.

A separate rule requires that public utilities devel op
an OASIS--a systemto electronically communicate

i nformati on about their transm ssion systens and
services to all potential custoners at the sane tine.

Public utilities nmust be in conpliance with the

St andards of Conduct and OASIS requirenents within 180
days of the rule being published in the Federa

Regi ster.

VWaivers: a public utility required to act under the

rule, or a non-public utility required to act because
of reciprocity, may apply for a waiver of the rules.

Provi sions of the Open Access and Stranded Costs Rule

No. 888)

Eligibility

(o]

Any entity engaged i n whol esal e purchases or sal es of
energy or retail purchases is an eligible customer.

Transactions that would violate the prohibition agai nst
wheeling directly to an ultimate retail customer and
sham whol esal e transactions are not eligible.

Foreign entities that otherwi se neet the eligibility
criteria may obtain transm ssion services. They would
be subject to all the terns and conditions of the
appl i cabl e open access tariff, including the

requi renent that they provide reciprocal transm ssion
servi ce.

If a public utility voluntarily offers unbundl ed ret ai
access in interstate commerce or a state retail access
programresults in unbundl ed retail access in
interstate commerce by a public utility, the affected
retail custoner is an eligible custoner and nust obtain
its unbundl ed transm ssion service under a transm ssion
tariff on file with the Comm ssion.
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Who Must

(o]

Pro forma

*
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The Conmission will give deference to state
recomendati ons regarding rates, terns and conditions
for retail transm ssion service as long as state
recomendati ons are consistent wi th Commi ssion open
access policies.

to be Ofered

A public utility nmust offer transm ssion services that
it is reasonably capable of providing, not just those
services that it is currently providing to itself and
ot hers.

A public utility nmust offer these transm ssion services
whet her or not other utilities may be able to offer the
sanme services and whether or not such services
generally are available in the region

Provi de Servi ce

Al public utilities under the Conmm ssion's FPA
jurisdiction nmust provide the service. The Conm ssion
will require any public utility that owns interstate
transmi ssion facilities jointly with another entity to
of fer service over its share of the joint facilities.
If the joint ownership contract prohibits service to
third parties, it nmust be reforned.

Tariff--Key Provisions

Provi sions affecting price: Although not specifying
any rates, the final rule allows transm ssion providers
to propose recovering opportunity costs and expansi on
costs. It also permits crediting for custoners

transmi ssion facilities on a case-by-case basis.

Priority for Obtaining Services

Reservation Priority for Firm Point-to-Point and
Net wor k Ser vi ce.

-- The final rule's pro forma tariff provides that
reservations for short termfirm point-to-point
service (less than one year) will be conditiona
until one day before the commencenent of daily
servi ce, one week before the commencenent of
weekly service, and one nonth before the
commencenent of nonthly service.

-- These conditional reservations may be di spl aced by
conpeting requests for |onger-term point-to-point
servi ce.
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Reservation Priorities for Non-firm Servi ce.

-- Net wor k cust oners' economy purchases have a hi gher
priority than non-firm point-to-point transm ssion
servi ce.

-- The final rule adopts a reservation priority for
non-firm poi nt-to-point service based on duration
of the non-firmservice with price as a tie-
breaker for conpeting service requests of an equa
durati on.

-- If there is insufficient transm ssion capacity to
acconmodate all non-firmtransm ssion requests,
the reservation of |longer duration will displace
the reservation of shorter duration.

-- A firmpoint-to-point customer's use of
transm ssion service at secondary points of
recei pt or delivery will continue to have the
| owest reservation priority.

Reserving Transm ssi on Capacity

Firmtransm ssion custoners, including network
customers, will not lose their rights to firmcapacity
si mply because they do not use that capacity for
certain periods of tinme.

In the absence of evidence of hoarding or other
anticonpetitive practices, the Conm ssion will not
[imt the amount of transm ssion capacity that a
custoner may reserve

Autility is free to schedul e and sell any unschedul ed
firmpoint-to-point transm ssion capacity on a non-firm
basis to any entity eligible to receive such service
under the utility's tariff.

Any substantial allegations that indicate that a
transm ssion custoner is w thholding scarce capacity in
an anticonpetitive way will be addressed by the

Conmi ssi on under Section 206 of the FPA. If the

al l egations are true, the Conm ssion can order the
customer to return the capacity reservation right to
the transm ssion operator

Public utilities may reserve existing transm ssion
capacity needed for native |oad growh and network
transm ssion customer | oad growth reasonably forecast
within the utility's current planning horizon.
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Any capacity that a public utility reserves for future
growmh that is not currently needed nust be posted on
the OASI S and nade available to others through the
capacity reassignnent requirenments, until such tinme as
it is actually needed and used.

Exi sting custoners should have a right of first refusal
to capacity they previously used if they are willing to
match the rate offered by another potential custoner,
up to the transm ssion provider's maxi numfiled

transm ssion rate at that tinme, and to accept a
contract termat |least a long as that offered by

anot her potential customer.

Curtai l mrent Provisions

Pro-rata Curtail ment Provisions.

-- The transni ssion provider has discretion to
curtail service, whether firm or non-firm to
relieve a constraint.

-- Curtail ment nust be made on a non-discrimnatory
basis, including curtailment of the transm ssion
provider's own use of the system

Curtail ment Provisions for Non-firm Service.

-- The final rule's pro forma tariff allows the
transm ssion provider to curtail non-firmservice
for reliability reasons, or econom c reasons.

Reci procity

The rule requires that those who own, control or
operate transm ssion facilities and recei ve open access
service nust, in turn, provide open access service to
the transmtting utility.

-- This rule applies to all custoners, including non-
public utility entities such as munici pall y- owned
entities and RUS cooperatives that own, control or
operate interstate transmssion facilities and
take service under the open access tariff.

-- And it also applies to any affiliates of the
customer that own, control or operate interstate
transnmi ssion facilities.

Reci procal service is limted to service to the
transm ssi on provider
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-- VWere a non-public utility is a nmenber of an RTG

or a power pool, it also would have to provide
service to the other nmenbers of the RTG or power
pool

-- The requirenent is limted to corporate
affiliates. Thus, if a G & T cooperative seeks
open access transm ssion service, only the G& T
cooperative and not its menber distribution
cooperatives would be required to provide
transm ssi on servi ce.

"Saf e Harbor" Provisions.

-- Non-public utilities would be allowed to
voluntarily submit an open access transm ssion
tariff to the Comni ssion and a request for
decl aratory order that the tariff neets the
Conmi ssion's conparability standards.

-- If the tariff contains ternms and conditions that
substantially conformto the final rule's pro
forma tariff, the Conmi ssion would deemit a
tariff of general applicability and public
utilities would have to provide open access
service to that particular non-public utility.

-- A non-public utility that is a menber of an RTG or
power pool can neet the Conmi ssion's conparability
standards through the RTG or power poo
agreenent s.

Tax- exenmpt Fi nanci ng and Local Furni shing Bonds

-- Reci procal transm ssion service would not be
required if providing such service would
j eopardi ze the tax-exenpt status of the
transm ssion custonmer's or its corporate
affiliate's bonds used to finance transm ssion
facilities. Such entities should file such a
declaration with the Conm ssion

-- Any public utility subject to the open access rule
that has financed transm ssion facilities with
| ocal furnishing bonds may nmake a sinmlar
declaration with the Comm ssion to preserve those
bonds.
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Reassi gnment Al | owed

Poi nt-to-point transm ssion service, because it sets
forth clearly defined capacity rights, must be

reassi gnable. As for network transm ssion service, the
Conmi ssi on concludes that there are no specific
capacity rights associated with such service, and,

thus, network transm ssion service is not reassignable.

A public utility's tariff nust explicitly permt the
vol untary reassignnent of all or part of a holder's
firmtransm ssion capacity rights to any eligible
cust oner .

The assi gnor does not have to return its capacity
entitlenent to the original transm ssion provider, but
may deal directly with an assignee w thout involvenent
of the transm ssion provider. However, an assignee
must neet the eligibility standard established by the
rule and rmust conmply with the reliability criteria of
the original transm ssion provider

Assi gnors and assignees may contract directly with each
other, but the assignor will remain obligated to the
transm ssi on provider

The rate for any capacity reassignment nust be no
greater than (1) the original transm ssion rate charged
to the purchaser (assignor), (2) the transm ssion
provider's maxi num stated firmtransm ssion rate in
effect at the time of the reassignnment, or (3) the
assignor's own opportunity costs capped at the cost of
expansi on, whi chever is the highest of the three.

Regi onal Practices

Provisions are nade to allow public utilities to tailor
their tariffs to neet regional practices.

VWhere public utilities are permtted to foll ow regiona
practices, and elect to do so within 60 days of the
publication of the final rule in the Federal Register
they should identify the regional practices in their
tariff conpliance filings.

Anci ll ary Services

The Conmi ssion finds that six ancillary services nust
be included in an open access transm ssion tariff.
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The six services nust be provided as follows: (1)
schedul i ng, system control and dispatch; (2) reactive
supply and voltage control from generation sources
service; (3) regulation and frequency response servi ce;
(4) energy inbal ance service; (5) operating reserve --
spinning reserve service; and (6) operating reserve --
suppl enental reserve service

The requirenent that the six services be included in an
open access transm ssion tariff does not preclude the
transm ssion provider fromoffering voluntarily to
provi de other interconnected operations to the

transm ssion custoner along with the supply of basic
transm ssion service and ancillary services.

Pricing for ancillary services will be considered on a
case-by-case basis, under enunerated pricing
princi pl es.

Accounting for revenues a transm ssion provider

recei ves fromproviding ancillary services nmust be
recorded by type of service in Account 447, Sales for
Resal e, or Account 456, Qther Electric Revenues, as
appropri ate.

sions for Coordi nation Agreenents

*

The open access final rule's core requirenents on
transm ssion and pricing apply to power pools and ot her
coordi nati on arrangenents between and anong utilities.

Power pools and sinilar organizati ons nust renove
transm ssi on access and pricing provisions that favor
menbers of the group or discrimnate agai nst outsiders.
The sane holds true for bilateral arrangenments that
permt preferential treatnent in transm ssion pricing
or access.

Menbers of power pools and other nulti-Iateral
arrangenents and hol di ng conpanies nust file either an
i ndividual or a joint pro forma tariff within 60 days
after the rule is published in the Federal Register

No | ater than Decenber 31, 1996, intra-pool or intra-
systemtransactions for power pools, sone hol ding
conpani es and other nulti-lateral agreements must be
under a joint, pool-w de or systemw de pro forma
tariff.
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For sal es and purchases under existing bilateral
econony energy coordination agreenents, there is an
extension until Decenber 31, 1996 for public utilities
to take transm ssion service under the sane tariff used
by others. Bilateral, non-economy energy transactions
under existing coordination arrangenments do not have to
be unbundl ed.

| mpl enent ati on

| mpl enentation of the rule will vary slightly for those
public utilities that tendered open access tariffs for
filing before the date of issuance of the rule

(i ncluding newl y-tendered applications that have not
been accepted for filing before the issuance of this
rule) (Goup 1) and those that did not tender open
access tariffs before the rule (Goup 2).

Goup 2 utilities--those w thout open access tariffs
tendered before the rule--will be treated the sane as
Goup 1 utilities with regard to non-rate ternms and
conditions but will be treated slightly differently on
rates since they have not filed any proposed rates.

Goup 1 utilities, those that tendered tariffs before
the rule goes into effect, will be required, within 60
days follow ng publication in the Federal Register, to
make Section 206 conpliance filings that contain the
non-rate terns and conditions set forth in the fina
rule pro forma tariff and identify any ternms and
conditions that reflect regional practices.

-- A transmission tariff rate is already in effect
for all Goup 1 public utilities except for the
feww th recently-tendered applications not yet
accepted for filing.

-- Should a Goup 1 utility determine that certain
rate changes are necessitated by the revi sed non-
rate ternms and conditions, it may file a newrate
proposal under FPA Section 205.

-- If the final rule tariff's non-rate terns and
conditions do not in the opinion of the utility
necessitate a change in current rates, those rates
wi || continue under whatever refund conditions, if
any, that now apply.
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Goup 2 utilities are required to either: (1) within 60
days follow ng publication in the Federal Register to
make Section 206 conpliance filings that contain the
non-rate terns and conditions set forth in the fina
rule pro forma tariff and identify any ternms and
conditions that reflect regional practices; and (2)

wi thin 60 days, nake Section 205 filings to propose
rates for the services provided for in the tariff,

i ncluding ancillary services; or (3) make a "good-
faith" request for waiver.

Al rate filings nmust nmeet the standards for conform ng
proposal s set out under the Comni ssion's Transm ssion
Pricing Policy Statenent and nmust be made no | ater that
60 days after publication of the rule in the Federa
Regi ster. (A conform ng proposal is one that neets the
traditional revenue requirenent and reflects
conmparability.)

The Conmission will require public utilities to serve
copies of their conmpliance filings via overnight
delivery with all interested parties.

Intervenors nmay rai se any concerns with the filings
within 15 days after such filings.

The Conmission is inposing a bl anket suspension for any
filings by Goup 1 and Goup 2 public utilities
proposi ng rate changes necessitated by the new non-rate
terns and conditions. These rates will go into effect,
subj ect to refund, 60 days after publication of the
rule in the Federal Register

Future Filings

Once the conpliance tariff and conformng rates go into
effect, all public utilities may file pursuant to
Section 205 a tariff with ternms and conditions that
differ fromthose set forth in the final rule

They may do so provided they (1) serve a copy of their
filings on all whol esal e custoners for whomthey have
provi ded transm ssion since March 29, 1995, and on the
state agencies that regulate public utilities in the
states where those custoners are located; (2) identify
all deviations fromtheir conpliance tariff in their
letters of transmittal; (3) provide, to the extent
practicable, a redlined version of the tariff; and (4)
denonstrate that such ternms and conditions are
consistent with, or superior to, those in the
conpliance tariff.
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Uilities may not seek to litigate fundanental terns
and conditions set forth in the final rule.

In addition, utilities may file whatever rates they
bel i eve are appropriate, consistent with the
Transm ssion Pricing Policy Statemnent.

and State Jurisdiction

The Conmi ssion finds that any change in state or
federal jurisdiction over physical transm ssion assets
and related costs will not affect the traditional tasks
of state or federal regulators.

The Conmi ssion asserts its jurisdiction over the rates,
ternms and conditions of unbundled retail transm ssion
in interstate comrerce by public utilities.

In doing so, the Conmission in no way asserts
jurisdiction over retail transm ssion directly to an
ul ti mate consuner.

Nor does the jurisdictional determ nation change

hi storical state franchises areas or interfere with
state | aws governing retail marketing areas of electric
utilities.

Not hi ng adopted by the Commi ssion today, including its
interpretation of its authority over retai

transm ssion or how the separate distribution and
transm ssion functions and assets are di scerned when
retail service is unbundled, is inconsistent with
traditional state regulatory authority.

States have authority over local distribution and over
the service of delivering electric energy to end users.

The rule will not affect or encroach upon state
authority in such traditional areas as the authority
over |l ocal service issues, including reliability of

| ocal service; administration of integrated resources
pl anning and utility buy-side and denand-si de

deci sions, including DSM authority over utility
generation and resource portfolios; generation
transm ssion siting; and authority to inpose non-
bypassabl e distribution or retail stranded cost

char ges.
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Det erm ni ng where to draw the jurisdictional line for
facilities used in unbundled retail wheeling
transactions will involve case-specific determ nations

that eval uate the seven local distribution indicators
that the Conm ssion is adopting.

These seven indicators are:

(1) Local distribution facilities are normally in close
proximty to retail custoners. (2) Local distribution
facilities are primarily radial in character. (3)
Power flows into local distribution systens; it rarely,
if ever, flows out. (4) When power enters a |oca
distribution system it is not reconsigned or
transported on to some other market. (5) Power
entering a local distribution systemis consuned in a
conparatively restricted geographical area. (6) Meters
are based at the transm ssion/local distribution
interface to neasure flows into the [ocal distribution
system (7) Local distribution systenms will be reduced
vol t age.

The Conmission will take advantage of state regul atory
aut horities' know edge and expertise concerning the
facilities of the utilities that they regul ate.

In instances of unbundled retail wheeling that occur as
aresult of a state retail access program FERC will
defer to recommendations by state regul atory

aut horities concerning where to draw the jurisdictiona
i ne under the Commi ssion's technical test for |oca
distribution facilities, and how to allocate costs for
such faculties to be included in rates, provided that
such recommendati ons are consistent with the essenti al
el ements of the final rule.

-- In order to give deference, we expect state
regul ators to specifically evaluate the seven
i ndi cators and any other relevant facts and to
make recommendations consistent with the essenti al
el enents of the rule.

-- The Conmi ssion will consider jurisdictiona
recomendati ons by states that take into account
ot her technical factors that the state believes
are appropriate in light of historical uses of
particular facilities.
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Recovering Stranded Costs

*

The Conmission will permt a public utility or
transmtting utility to seek recovery of whol esal e
stranded costs from departing custoners by direct
assi gnment .

For stranded costs associated with new whol esal e

requi renents contracts (that is, any whol esal e

requi renents contract executed after July 11, 1994),
the regulations will allow recovery of stranded costs
only if the contract contains an explicit stranded cost
provision that pernmts recovery.

By "explicit stranded cost provision" the Conm ssion
means a provision that identifies the specific anmount
of stranded cost liability of the customer and a
specific nmethod for calculating the stranded cost,
charge or rate

Provisions in requirenents contracts executed after
July 11, 1994, but before the date on which the fina
rule is published in the Federal Register, that
explicitly reserve the rights to stranded cost recovery
pendi ng the outcome of the rule will be considered
"explicit stranded cost provisions."

For existing whol esal e requirenments contracts (that is,
any whol esal e requi renments contract executed on or
before July 11, 1994), a utility may not recover
stranded costs if recovery is explicitly prohibited by
the contract (including associated settlements) or by
any power sales or transmission tariff on file with the
Conm ssi on.

For existing whol esale requirenents contracts that do
not address stranded costs through an exit fee or other
explicit stranded cost provisions, a public utility may
seek recovery of stranded costs only as foll ows:

if the parties to the existing contract renegotiate the
contract and file a nutually agreeabl e anendnment
dealing with stranded costs, and the Comm ssion accepts
or approves the anendnent;

if either or both parties seek an anmendnent to the

exi sting contract under section 205 or 206 of the FPA,
before the contract expires, and the Conm ssion accepts
or approves it; or,
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if the public utility files a request, before the
contract expires, to recover stranded costs through a
departing generation customer's transm ssion rates
under FPA Sections 205-206 or 211-212.

If the selling utility under an existing whol esal e
requi renents contract is a transmtting utility but not
a public utility, and the contract does not address
stranded costs, the transmtting utility may seek to
recover stranded costs through a surcharge to a
departing generation customer's transm ssion rates
under sections 211-212 of the FPA

For a retail-turned-whol esal e custoner, a public
utility or transmtting utility may file a request to
recover stranded costs fromthe new y-created whol esal e
customer through that custoner's transnission rates
under FPA Sections 205-206 or 211-212.

For customers who obtain retail wheeling, a public
utility or transmtting utility may seek recovery

t hrough Conmmi ssion-jurisdictional rates only if the
state regulatory authority had no authority under state
| aw to address stranded costs when retail wheeling is
required.

Final Rule Establishing OASI S and Standards of Conduct
Requi renents (Order No. 889)

Summary:

*

The OASIS rule applies to any public utility that

of fers open access transm ssion services under the open
access final rule pro forma tariff, including both

whol esal e transm ssion custoners and ret ai

transm ssion custoners that are able to receive
unbundl ed retail transm ssion

Under the OASIS rule, transm ssion providers are
required to: (1) establish or participate in an OQASI S
(formerly known as RIN) that neets certain requirenents
and (2) conmply with prescribed standards of conduct.

The OASI S rul e becones effective 60 days after
publication, but conpliance is not required unti
Novenber 1, 1996.
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St andar ds of Conduct :

The standards of conduct are designed to prevent

enpl oyees of a public utility (or any of its
affiliates) engaged in marketing functions from
obt ai ni ng preferential access to OASI S-rel ated

i nformati on or fromengaging i n unduly discrimnatory
busi ness practi ces.

Conpanies are required to separate their transm ssion
operations/reliability functions fromtheir

mar ket i ng/ nerchant functions and prevent system
operators from provi di ng nerchant enpl oyees and

enpl oyees of affiliates with transm ssion-rel ated
information not available to all custoners at the sane
time through public posting on the QASIS.

QASI S I npl emrent ati on | ssues:

The rul e describes what information nust be posted on
the OASIS, what procedures nust be followed in
responding to requests for transm ssion service and

ref erences standards and protocols for information
posted on an OASIS to ensure uniformty anong different
OASI S sites.

-- The standards and protocols largely rely on
consensus reconmendations presented to the
Conmi ssi on by industry working groups.

-- The Conmi ssion finds that the standards and
protocol s need further revision to be conplete and
invites the industry "How' working group to submt
an additional report by May 28, 1996.

-- The Conmi ssion also will hold a technica
conference on June 17, 1996, to resolve any
remai ning i ssues and will issue a revised
St andards and Protocol s docunent as soon as
possi bl e thereafter.

Provi si ons and Fi ndi ngs
I nformati on Reporting

The Conmission will not change its information
reporting requirements for public utilities. As the

i ndustry becones nore conpetitive, it will nonitor the
requi renents to make sure they are needed, are fair to
all segnents of the industry, and consistent with the
wor ki ngs of a conpetitive environment.
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Wi vers

The Conmission will permt public utilities to file
within 60 days of the rule's publication in the Federal
Regi ster requests for waivers fromsonme or all of the
rul es.

The filing of a request in good faith for a waiver from
the requirenent to file an open access tariff wll
elimnate the requirenment that the filing public
utility make a conpliance filing unless ordered to do
so by the Conmi ssion.

The Conmission will not, however, exenpt such public
utilities from providing, upon request, transm ssion
services consistent with the requirenents of the fina
rule.

VWaivers will be considered if a utility shows that (1)
it does not own transmssion facilities; (2) it has
turned control of its facilities over to sonmeone el se
(such as the control area operator); (3) no one is
likely to ask to use its facilities (e.g., because they
are radial lines) and it comrits to file an open access
tariff within 60 days of a request to use its
facilities and to conmply with the final rule in al

ot her ways.

Because the possible conditions under which entities
may seek waivers fromthe final rule are diverse, they
are not susceptible to resolution on a generic basis
and the Commission will require applications and fact-
specific determ nations in each instance.

Non-public utilities may seek a waiver of the tariff
reciprocity conditions at any tinme.

Regi onal Transm ssion G oups

To encourage the devel opnent of RTGs, the Conm ssion
wi || accept regional open access transmission tariffs
devel oped by RTGs that are consistent with the

obj ectives of the final rule.

The Conmi ssion will give deference to the planning,
di spute resolution and deci si on-maki ng processes of
RTGs.
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I ndependent System Operators (1SGCs) Principles

The 1 SO s governance should be structured in a fair and
non-di scrim natory manner

An 1SO and its enpl oyees shoul d have no financi al
interest in the econom c performance of any market
power participant. An |ISO should adopt and enforce
strict conflict-of-interest standards.

An 1 SO shoul d provi de open access to the transm ssion
system and all services under its control at non-
pancaked rates pursuant to a single, unbundled, grid-
wide tariff that applies to all eligible users.

An 1SO shoul d have the primary responsibility in
ensuring short-termreliability of grid operations. Its
role should be well defined and comply with applicable
standards set by the North American Electric
Reliability Council and the regional reliability
counci | .

An 1 SO shoul d have control over the operation of
i nterconnected transmssion facilities within its
regi on.

An 1SO shoul d identify constraints on the system and be
able to take operational actions to relieve those
constraints within the trading rul es established by the
governi ng body. These rules should pronote efficient

t radi ng.

An 1 SO shoul d have appropriate incentives for efficient
managenment and admi ni stration and shoul d procure the
servi ces needed for such managenent and admi ni stration
in an open conpetitive narket.

An 1SO s transm ssion and ancillary services pricing
policies should pronote the efficient use of, and

i nvestment in, generation, transm ssion, and
consunption. An ISO or an RTG of which an ISOis a
menber shoul d conduct such studies as may be necessary
to identify operational problens or appropriate
expansi ons.

An 1 SO shoul d make transm ssion systeminfornmation
publicly available on a tinely basis via QOASIS.

An 1 SO shoul d devel op mechani snms to coordinate with
nei ghbori ng control areas.
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0 An 1SO shoul d establish an Alternative D spute
Resol ution (ADR) process to resolve disputes in the
first instance.

* Envi ronnental | ssues

0 The Conmi ssion adopted the Final Environnent |npact
Statement (FEI'S) on the consequences of the final rule.
It found no threat to the environnent fromthe rule and
no need for mtigation in the rule.

Capacity Reservation Tariff Notice of Proposed Rul enaking

* The Conmi ssion proposes the replacenent of the network
and point-to-point single tariff in the open access
rule with a capacity reservation tariff.

* Al'l transm ssion customers woul d specify the anmount of
power received and delivered at multiple delivery
poi nt s.

(30)
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TI MEFRAME FOR THE OPEN ACCESS/ OPEN ACCESS SAME- TI ME | NFORVATI ON
SYSTEM (OASI'S) RULES AND PROPOSED RULE ON CAPACI TY RESERVATI ON

30 Days*

o

60 Days

61 Days

180 Days

12/ 31/ 96

o

OPEN ACCESS TRANSM SSI ON TARI FF

Small utilities and transm ssion operators may seek
wai ver fromall or part of the regul ations.

Ef fective date of open access rule, stranded cost rule
and OASIS rule.

Jurisdictional utilities must have conformng tariffs
on file.

Tariffs are effective and utilities nust take service
under them for their own use.

Power pool menbers nust file pro forma tariff for their
i ndi vi dual systens.

Regi st ered hol di ng conpany, operating conpani es mnust
jointly file a holding conpany-wi de pro forma tariff.

St andards of Conduct that require transm ssion operator
and whol esal e marketing functions to be separated.

Jurisdictional utilities and custonmers may file changes
to pro forma tariff rates, terns and conditions.

Requi renents of the OASIS rul e (standards of conduct
and information systens) nust be conplied with.

Days refer to period after the rule is published in the
Federal Register.

Menbers of power pools and other nulti-lateral trading
arrangenents (other than hol ding conpani es) nmust file
joint pool-wi de or systemw de pro forma tariffs.

Intra-pool and intra-systemtrading for power pools and
hol di ng conpani es nust be under a pool -w de or system
wide pro forma tariff.
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° Transacti ons under existing bilateral econony energy
agreements nmust be bundl ed and taken under the pro

forma tariff.
June 17, 1996

° A technical conference will be held on QASIS i ssues.

August 1, 1996

° Comments on the Capacity Reservation Open Access
Transm ssion Tariff (CRT) proposed rule (NOPR) are
due.

Sept ember, 1996

° A two-day technical conference on the CRT-NOPR wi |l be
hel d.






