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INTRODUCTION

This report detailsthe Commission’ s success at meeting its performance goasfor
FY 2000. The Commission designed the performance measurementsthat arethe
basis of thisreport to reflect itsmission and vison. How the Commisson achieves
successinitsperformance measuresisafunction of the Commisson’svaues. The
Commisson’s misson, vison, and values are discussed on page 2.

The Commission in Brief

The Federa Energy Regulatory Commission (the Commission) was cregted
through the Department of Energy Organization Act on October 1, 1977. Its
predecessor, the Federal Power Commission (FPC) established in 1920, was
abolished, as the new agency inherited most of FPC’ sregulatory respongihilities.

The Commisson adminigters laws and regulaions involving key energy issues.
These include the trangportation and sdle of naturd gas in interstate commerce;
regulation of dectric utility wholesale rates and transactions; licenang, ingpection
and adminigration of non-federa hydroe ectric projects; and oversight of related
environmental metters.

The Commission congsts of five members appointed by the President, with the
advice and consent of the Senate, to five-year staggered terms. No more than
three members may belong to the same poaliticd party. The President designates
one member to serve as Chairman and adminigrative head of the Commission.
Commissioners have an equa vote on regulatory metters.

The Commission generaly meetstwiceamonth to transact business. It consders,
onacase-by-casebasis, licensesand certificate gpplications, ratefilings, and other
matters submitted by regulated entities, and setsindusiry-widerules. Meetingsare
opento the public under the provisons of the Gover nment in the Sunshine Act.

The Commission collects the full cost of its operations from annud charges and
fees authorized by the Federal Power Act (FPA), the Omnibus Budget
Reconciliation Act of 1986, and other laws. Congress annually adopts a budget
appropriation that gives the Commission the authority to use funds from the
Treasury to meet operating expenses. The Commisson mugt return to the
Treasury dl revenue from annua charges and fees, therefore, there is no direct
taxpayer funding.
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Mission, Vision, and Values

In addition to developing mission and visonstatements, the Commission hasaso
expressed aseries of eight values. FERC' svaues set the parametersfor how the
Commission will pursue its work.

FERC Mission The Commissionregulateskey interstate agpectsof the éectric power, natura gas,
oil pipeline, and hydrodlectric industries. The Commission chooses regulatory
approaches that foster competitive markets whenever possible, assures accessto
relidble service at a reasonable price, and gives full and fair condgderation to
environmental and community impacts in assessing the public interest of energy
projects.

FERC Vision Promoting Competitive Markets
Protecting Customers
Respecting the Environment
Serving and Safeguarding the Public

FERC Values C Employees — People are our most valued asset. We provide the support

needed for adl employeesto excd.

C Integrity — We mantan the highest level of professondism and an
environment of fairness, trust, respect, and honesty.

C Diversity—We vaue diverdty in people and idess.

C Working Together — We clearly communicate expectations, encourage
cooperation and teamwork, and share responsibility.

C Progress and Innovation — We are creative and flexible, and seek out
opportunities to improve.

C Action — Prompt and far resolution of matters before the Commisson is
essentid to our mission.

C Reaching Out — Two-way communication with the public is key to our
effectiveness.

C Public Service —Our ultimate objective isto provide vaued services to the
public.

The Commission’s Goals

When developing gods for the strategic plan, the Commission recognized thet a
number of itsrespongbilitiesand approachesto meeting thoserespong bilitieswere
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Regulating Energy
Markets

Authorizing and
Monitoring Energy

gmilar acrossindugtries. The Commission grouped itsgodsfor each industry into
severd broad categories that cut acrossindustries. Those broad categories are:

C regulation of markets and rates, terms, and conditions of energy services,
¢ authorizing and monitoring energy projects, and
¢ Commisson adminigration.

During the Commission’'s reinvention effort in FY 1998 and FY 1999, the
Commissonrecognized the need to redign itsdf to meet the changing needs of the
energy industry. The Commission has moved from traditiond regulation to a
model more representative of the rgpidly evolving energy industry.  Through its
reinvention efforts, the Commisson is shifting its organization and program
sructure to reflect amore contemporary regulatory model. During FY 2000, the
Commission changed its program and organization structure to match these
process categories.

The Commission will regulate electric transmisson and bulk power markets
to

a) foger the growth of efficient, competitive commodity markets, and

b) protect customers from abuse of market power.

The Commisson will regulate natural gas pipelinesto
a) ensurethat pipeine trangportation service supports efficient, competitive
commodity markets, and
b) protect customers from excessve transportation rates and service
discrimingtion.

The Commission will ensure fair access to the oil pipeline systems for dl
customers under just and reasonable rates, terms, and conditions.

The Commisson will regulate interdate natural gas pipelines to ensure that
adequate capacity and relidble, flexible serviceisavailable in the interstate natura
gas transportation systems.

The Commission will regulate nonfederd hydr opower projectsto
a) ensurethat sustainable hydropower resourcesarelicensed for thepublic's
benefit,
b) maintain the nation’s exigting hydropower development to serveall water
resource interests, and
C) ensure dam safety through ingpection of facilities and operations.



Commission The Commission will reduce regulatory burden by
Administration a) reducing the processing time for docketed workload and for resolving
disputes,
b) minimizing filing burden, and
C) generating better information for use by industry and the public.

FY 2000 Performance Measurements Results

Regulating Energy Markets

Overview Market Assessment Activities During and After FY 2000. Beginning in the
summer of 2000, the Commission faced unprecedented and sustained market
problems in Cdifornia  One of the Commisson's firs responses to the
developmentsin Californiawas to undertake a series of intensive sudies of bulk
power marketsin al regions of the country to understand market developments
better and to help guide policy. These studies covered not only developmentsin
Cdifornia and the West but inthe rest of the country aswell. The sudiesform the
backbone of the Commission’ smarket evauation program for FY 2000 reported
here. They are:

C Partl of the Staff Report to the Federad Energy Regulatory Commission on
Western Markets and the Causes of the Summer 2000 Price Abnormdities
(October 2000)

C Partll of the Staff Report to the Federa Energy Regulatory Commission on
the Bulk Power Markets In the United States (October 2000):
< Northeast Region
< Midwest Region
< Southeast Region
< ERCOT

¢ Staff Report to the FERC on Northwest Power Markets in November and
December 2000 (February 2001)

The Commission has dso issued two recent reports addressing topics related to
market performance in the Cdifornia power markets:

C Report on Plant Outages in the State of Cdifornia (February 2001)

C Saff Recommendation on Prospective Market Monitoring and Mitigation for
the Cdlifornia Wholesde Electric Power Market (March 2001)

All are avalable from the Commisson'sweb dte.
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The Nature of this Report. This performance report largely describes the bulk
power market reports and extracts a few issues that serve as examples of the
Commisson’'sprogress. These excerpts show how the Commission uses market
information to understand market dynamics and improve agency performance.

The issues raised in the bulk power market reports are presented under the
indicators that best fit them. Since the markets devel oped in unprecedented ways
during the year, thefit isnot aways exact. Moreover, in the current environment,
the Commission, as well as virtudly al industry participants, is ill working to
develop afull understanding of how newly emerging dectric markets operate. For
that reason, the bulk power market reports focus on presenting as much
information as possible about how prices in bulk power markets have behaved
over thelast year. Many conclusions have been necessarily somewhat tentetive.

Taken together, the performance report and the bulk power reports on which it
draws have received far more effort and attention during the past year than ever
beforein the Commission’ shistory. The Commission beievesthat the purpose of
performance measures is to recognize what is working well and to remedy what
isnot. Inthat sense, the Commisson's performance measurement program for
markets has been a great successthisyear. More information has been available
faster than ever before, and discussion of what is happening in energy markets
(especidly for eectric power) has hel ped the Commission formulate its responses
dally.

The development of the regiond bulk power market reports absorbed virtudly al
of the resources the Commission would normally have devoted to performance
evaduation for the markets program - and many more resources besides. As a
result, the Commission has not undertaken a separate State of the Markets
Report thisyear, asit did last year. To do so would necessarily have duplicated
much of the materid dready available and distracted Staff efforts from pressing
issuesin andyzing markets during the winter and spring of 2001.

A mgor lesson of the past few years has been that the unpredictability of energy
market development prohibits the use of smple target-oriented performance
measurements. The Commisson views its monitoring of energy marketsmore as
basi ¢ economic research thantypical performance measurement. Consequently,
the Commission has gpplied to the Office of Management and Budget, under
Section220.15 of OMB Circular A-11, to use an dternative form of performance
measurement. Approvd is pending.
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Efficient,
Competitive Markets

Performance Indicator: Customers will have more new products and a
reasonable range of suppliers fromwhich to choose in both the electric and
natural gas industries. This will indicate that commodity markets are
reasonably competitive as well as responsive to customer needs.

Varietyof products. Both the naturd gas and dectric industries have devel oped
many new service offeringsin recent years. For example, last year’ s Performance
Report noted the following service innovations for natural gas:

« unbundling of pipdine transportation and commodity gas supply;
» deveopment of pipeline marketing affiliates;

 increasng numbers of unaffiliated wholesale shippers;

» gpot markets for commodity gas supply;

» no-notice service for unanticipated demand changes,

« firm and interruptible storage sarvice;

» contracts for swing supplies and storage through third parties,

« secondary marketsin pipeline capacity;

« ‘parking and ‘loaning’ of naturd gas, and

« ghort-term imbalance services for gas-fired power plants.

The Commission responded to such innovations by issuing Order No. 637 latein
1999. This order dlows for a period of experimentation until 2002 in the
secondary markets for gas trangportation. Implementation orders and technica
conferences have followed. An intensve process of evauating these secondary
markets is underway and will serve as a bass for future policy in short-term gas
trangportation.

Order No. 637 encouraged pipelines to propose new services. Although most
filings under Order No. 637 are still subject to negotiation between pipeinesand
their customers, the number of pipdine tariffs offering innovative rate and service
offerings continues to increase. So does the number of market offerings that do
not cometo the Commission but that reflect the further development of naturd gas
markets under the Commission’spolicies. Theseinclude, for example, thewedlth
of financid derivatives that now characterize the indudtry.

In electric power, market inditutions have developed rapidly. Buyers may
purchase in spot markets that quote prices at many pointsonthegrid. Many adso
have access to longer-term contracts from awide array of sourcesin the bilatera
market. A large variety of derivatives and risk management options aso are
avalable. Severd companieshave established nation-wideonlinetrading services
for both eectricity and natural gas. Findly, Order No. 2000
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invited regiond transmisson organizations (RTOs) to file innovative transmission
services and tariffs with the Commission as part of establishing themsdves. The
Commisson is now reviewing the implementation filings for RTOs.

Range of Suppliers. Thisperformanceindicator also refersto reasonable ranges
of suppliers. Last year the Commisson made a start a quantifying the growth of
market participants in competitive energy markets. Existing Commission tracking
reports on market-based rate gpplications helped creaste amore informative data
base on market participants, including their type and when they received the
authority to market services.

The following figure illudrates the rgpid growth in new market participants, and
thus customer choices:
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Another way to condder the range of suppliersin a market is by tracking the
sharesof spot market, bilateral contract, and other typesof transactions. A variety
of “market locations’ for trading canindicatethat market participantshave supplier
options. The table below, from the Northeast staff investigation, shows the
transaction sharesin the New Y ork 1SO in 2000:
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Relative Shares in New York Energy Markets
(Percentage of Total Electrical Load)

Energy Spot Internal Import plus
Month Market Bilaterals Export Bilaterals Wheels Through

January 2000 30 64 3 2
February 2000 31 63 3 3
March 2000 35 60 3 1
April 2000 37 58 3 1
May 2000 42 52 2 4
June 2000 44 51 2 3
July 2000 45 50 3 3
August 2000 45 51 2 2
September 2000 50 45 3 2
Source: New York ISO. Note that numbers may not add to 100 percent.

Natura gas markets, while more mature than eectric markets, ill change each
year. Private marketers develop new pricing points, reflecting the conditions in
supply, demand and transportation that can result in price disparities between
different areas. These new pricing points provide important information about the
relaive cost of natura gas and thus the vaue of transporting gas between places.
The devdlopment of new pricing points thus indicates the development of supply
options.

The figure below shows current and proposed market centers for natura gas.
Their number has grown from 5 to 38 since 1992.
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Beyond these physicd pricing points, ectronictradingisgrowinginscdeand dso
offers market participants arange of pricing points. Electronic trading creates a
more efficient market by expanding the number of buyers and sdlers interacting
and reducing the time and resources needed to obtain price information and
consummete trades. Further, it provides anonymity so traders do not have to
disclose their market positions, and gives traders more confidence in the prices
they obtain.

The figure below shows the eectronic gas trading points for Altrade and Natura
GasExchange.
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Performance Indicator: Natural gas and electric power priceswill become
more responsive to market conditions —that is, prices will reflect changing
supply and demand conditions more clearly and more quickly.

During FY 2000, naturd gas and, especialy, eectric prices showed themselves
to be extraordinarily responsive to changing market conditions. During periods
when supply was tight relative to demand, prices rose rapidly. When such
conditions remained in place over time, S0 did high prices—and pricevolatility as
prices responded to even very small changes in market conditions. Indeed, in
Cdifornid's eectric market, prices rose higher for longer periods than amost
anyonein the indudiry imagined possible.

Such dramétic price respongiveness has three mgor implications:

« Markets are working, and prices rise and fal in response to supply and
demand Sgnds.

« Pricevolaility isextremely high, in part because of the nature of dectricity as
a commodity, but dso in part because of flawed market rules (in Cdifornia)
and in part because of apaucity of demand responseto price at peak (amost

everywhere).

10
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» Price volatility can have negative consequences for ratepayers (as in San
Diego) and for digtributors (in the rest of Cdifornia, whererate caps shielded
consumers a the price of building up very large liabilities for digtribution
companies). An over-reliance on the spot market greetly exacerbates the
pricerisk for both customers and distributors.

Reduce price volatility and/or its effects on customers will require three types of
action:

» Increase supplies. Generators must find it much easier to bring new capacity
on line and must be better able to transmit power over a distance. Many
obstacles to new generation arise at the sate and locdl level. However, the
Commissonwill do dl inits power to hdp. For example, it will review the
rate of return alowed for transmission projects to ensure that no atificia
financid barriers exis to upgrading the transmisson system.

» Increase demand response to high prices. Customers must be able to know
when prices are high and to respond to those prices by reducing consumption.
While the demand side of dectric markets is traditiondly a metter for sate
juridiction, al dectric markets will remain more fragile than necessary until
demand response to price becomes more of a redity. Accordingly, the
Commissonordered on March 14, 2001 that it will alow retail customers, as
permitted by state laws and regulations, and wholesale customers to reduce
consumption for the purpose of reselling their load reduction at wholesale.

« Improve risk management opportunities. Pricevolatility hasfar smdler effects
on customers to the extent that they hedge their postions through long-term
contracts or in other ways. The Commission is encouraging companies
overexposed to spot marketsto enter morelong-term contractsand ispleased
to note thet Cdiforniaisfollowing asmilar gpproach.

Therest of this section showsillugrations of the Commission'swork in following
electric markets during the year from the bulk power reportsit has published.

Midwest Region: The firg chart from the Midwest gaff investigation report
depicts wholesale power prices from 1998-2000. Asthe report explains:

“The summer of 2000 was relatively cam for Midwest wholesdle prices. A
number of factors contributed to thissituation. Aswill be shown, the weather was
cooler than normal, especidly in the upper Midwest. Also, there were no
widespread generation outages, as in the 1998 price spike when many nuclear
plantswere smultaneoudy down for maintenance. More generation facilitieshave
been built in the Midwes, too. Findly, except for TLRS, [transmission loading
reief] therewereno mgjor transmission problemslikethe central Ohio voltage sag

11
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or the loop flow problems in 1998 which threatened to isolate the Midwest from
the rest of the grid.”

Daily Price Indices: Midwestern Market Hubs, 1997-2000
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Looking a the price information in isolation can yield a mideading picture.
Understanding how thetransmission grid and market pricesinteract isan important
god for eva uating energy market performance. The next table showstheincidence
of tranamission curtallments in the Midwest for the same period. Included in the
count are tranamisson loading relief (TLR) measures that actudly curtailed
transactions or prevented additional transactions.

12
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The report continues. “Table [2-10] shows the number of Level 2 TLRs and
above, by region for each summer from 1998 to 2000. It tabulates the monthly
and yearly totasfor each region. The bottom row shows the totd for each year
and thegrand totd for al 3years. There hasbeen an enormousincreasein TLRs
between the summer of 1999 and the summer of 2000. Specificdly, TLRshave
grown from 86 during the summer of 1999 to 492 for the summer of 2000, an
increaseof 472 percent. For thisandyss, Staff only counted a TLR at its highest
level. When aTLR escdated in Leve whileit was active, Staff only measured it
as one occurrence.”

Level 2 TLRs and Above, Summer 1998-2000

Monthly Region
Region 1998 1999 2000 Totals Total

ECAR

June 13 8 51 72

July 4 24 102 130

August 4 15 66 85
ECAR Total 21 47 219 287
MAIN

June 40 10 31 81

July 25 3 92 120

August 21 12 75 108
MAIN Total 86 25 198 309
MAPP

June 0 0 0 5

July 0 0 12 12

August 0 0 0 0
MAPP Total 0 0 12 17
SPP

June 0 4 27 31

July 0 6 20 26

August 0 4 11 15
SPP Total 0 14 58 72
All Regions 107 86 492 685

Source: FERC Congestion Management Team Reports compiled from NERC’ s website.

Western Region: The mogt recent staff report, released in March 2001,
andyzesédectric marketsin the Northwest. Itisafollow-up to the Westernregion
investigation. The two charts presented here show eectric power prices a two
Western market hubs (California-Oregon Border and Mid-Columbia) between
February and September of 2000, followed by prices for both natura gas and
electric power in November and December of 2000.

Accordingtothereport: “Although power market prices spiked at certain points
over the summer, the recurrence of high prices over the longer term may have a
greater impact on customer bills. Prices spiked less frequently as the summer
progressed and Californiaimposed price caps a lower levels, but average prices
continued to climb. This climb in prices can be observed in the spot prices at the

13
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Cdifornia-Oregon Border (COB) and at receipt points along the Columbiariver
(Mid-C) by averaging the daily prices over the previous 30-day period and
plotting thetrend asshown in Figure 5. A large, but short-lived spikein priceswill
appear as ajump in the 30-day average, followed by a gradua reduction in the
average price. Figure 5 shows avery different pattern: average prices jump up,
but they stay at the higher level until the middie of September.”

Figure 5: Mid Columbia and COB Prices, February to September 2000
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The report continues. “In September and October, power prices appeared to
be moderating from the sustained high levels of the summer. Prices continued to
fluctuate consderably, but the trend was clearly downward from late August
prices over $200 ($225 at Mid-Columbiaon August 29) to prices under $100in
early November ($75 on November 4.) In mid-November, pricesfor naturd gas
and dectricity started to rise again (see Figure 10.) The increases a first were
small enough to be attributed solely to anticipation of the winter peak season, but
then gas prices jumped over $10 per MM Btu and electricity prices rose to over
$200. This sgnificant trend was punctuated by dramatic increases in early
December, but returned after the spikes subsided to close around $300 during the
last week of December.”

14
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Figure 10: Northwest Spot Gas and Electric Prices
November and December 2000

$60 $4,500
r $4,000
$50 T
— F $3,500 =
2 =
_g $40 + - $3,000 S
£ L $2,500 2
@ $30 T 3
.9-’: r $2,000 £
O $20 T - $1,500 2
g + $1,000 g
© 410 1 Coou
r $500
$0 — $0
> > > > > > > [S] [&] (8] [8] [8] [8]
g2 5323588828288 8
i [{e] (o] < N~ N (o] < ~ (V] n — N~
— — N N — — N [qV]
— ———Malin(Gas) NW Sumas (Gas)

————— Mid-Columbia  ------- COB(Elec)

Sourees Megawatt Daily, Gas Daily

Northeast Region: In the Northeast region, the saff investigation examined
three subregional markets (New England, New York, and Pennsylvania-New
Jersey-Maryland or PIM). Thediscussionincludesthreechartsinstead of dl price
indicators from these subregions. Thefirst and second show wholesae pricesfor
the PIM market, while the second shows the prices for ancillary services in the
New Y ork market.

According to the report: “Figure 1-4 shows the monthly average energy price
from April 1999 to May 2000. The prices for the day-ahead and red-time
markets, from June to September 2000, are shown in Figure 1-5 . With the
moderate temperatures in summer 2000, and some market design changes
undertaken to inhibit exercise of market power, energy prices have been lower in
summer 2000 than summer 1999.”

15
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Figure 1-4. Wholesale Market Prices,
PJM Monthly Average Single Settlement Energy Prices,
April 1999 to May 2000
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Figure 1-5. Wholesale Market Prices

PJM Monthly Average Day-Ahead and Real-Time Energy Prices
June 2000 to September 2000
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The report continues: “The New York SO has experienced mgor problems
with its operating reserve markets. Prices remained reasonable from the start of
the market until mid-January 2000, when prices for both 10-minute operating
reserves climbed dramatically. The ISO suspended both markets in late March
and applied a price cap.

“AsshowninFigure 1-9, themonthly average pricefor 10-minute Spinning reserve
prices hit a peak of $73.27/MW in February 2000. Following the application of
aprice cap of $6.68/MW, pricesdeclined subgtantidly in April 2000, to amonthly
average price of $3.51/MW. That price cap was later rgjected by the
Commisson and removed. The monthly average price has ranged between
$3.10/MW and $4.45/MW from April to September 2000.”

Figure 1-9. New York ISO Monthly Average Day-Ahead
System Price for Ancillary Services
November 1999-September 2000
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Thereport continues: “A smilar pattern holds for 10-minute non-synchronous,
or non-spinning, reserves. The average monthly price hit a peak of $65.58/MW
in February 2000. Following application of a price cap of $2.52/MW in April,
average prices declined substantidly in thismarket aswell, to $1.75/MW in April
2000. The monthly average price has ranged between $1.47/MW and
$2.30/MW from April to September 2000.

17
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“Until summer 2000, the average regulation price was higher than the average
energy price. Thisreflectsamarket inefficiency. However, regulation priceshave
dropped over the course of summer 2000.”

Southern Region: From the Southern regional report: “Peak prices were
radicaly lower in the summer of 2000 than they were in the past two summers.
Figure 3-8 showsthat the peak pricein theregionin 1998 was $2,386 per MWh.
In 1999 it was $2,057 per MWHh, but it was only $165 per MWhin 2000. This
figuredepictsdally pricesat four hubsin the Southeast from 1998 through August
2000.”

Figure 3-8. Daily Price Indices: Southern Market Hubs, 1998-2000

Source: PowerMarket Week
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Thereport continues: “Thelower pesk experienced thissummer wasduemainly
to relatively lower temperatures for much of the summer in the Midwest. Lower
temperatures in the VACAR subregion relative to other regions in the Southeast
increased the availability of generation to serve customers dsawhere in the
Southeast. In addition, utilities gppear to have been better prepared for peak
eventsinthesummer of 2000. According to utility interviewswith the Commission
saff, superior preparation took the form of increased hedging through the use of
forward contracts, increased generation capacity on line and areduced number of
forced outages.”
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Concluson: The Commisson made great progress during FY 2000 in
developing better accessto awide range of price datain response to the volatility
in many dectricity markets. Indeed, the Commisson's greatest efforts in
performance eva uation camein examining and reporting on pricesfrom al regions
of the continentd United States. In a market-based system, prices provide the
most important source of information on market performance because of the key
rolesthey play in energy markets, including:

o dlowing transactions to occur between many buyers and sdlers
sSmultaneoudy;

« providing information about underlying supply and demand conditions;

« edablishing incentives for short-term operating and long-term investment
decisons,

« ddivering economic outcomes to producers and consumers, and

« dlowing for evauation of market rules and conditions during the transition to
competition.

For pricesto play these roles effectively, market participants must have maximum
flexibility. However, fully independent and credible market ingtitutions are also
necessary. The Commission’ sregulatory roleisto balance these considerations.

Performance indicators in the area of price information should reflect the main
features of price behavior in network industries. They aso should show how the
Commission uses price information to learn about the markets, identify problems,
and make reasoned decisons. At the same time, the use of such performance
indicators cannot beassmplegoasor ‘hard targets,” becausethe energy markets
will not develop in predictable ways. Any quantitative price targets the
Commission sets would quickly become obsolete or counterproductive.

State of the Markets 2000 and the daff investigations into wholesale eectric
prices over the summer of 2000 and into 2001 represent the best efforts so far.
By providing public informetion on a variety of pricesin regiond energy markets,
the past year’s work made a significant advance toward the god of measuring
energy market performance. The saff investigation reports provide pricing
information for each of four main regions of the country, and selected subregions
(Texas and the Pacific Northwest). Representative examples from severd of the
staff reports are presented below, along with report conclusionsfor theseregions.
For amore complete picture, please refer to the reportsin their entireties.
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Performance Indicator: Natural gas prices within each trading region will
tend to converge, except to the extent ther e are demonstrabl e transportation
constraints or costs. Wholesale electricity price differenceswill also tend to
narrow.

This performance measure suggests that price differentias between naturd gas
s0ld at different points should develop only to the extent that there are red
transportation costs or condraints that would explain them. At other times, well-
functioning markets would likely arbitrage away any price differences by moving
gas from the less expengive to the more costly point. Once the market has used
dl available transportation capacity, no further arbitrage can take place, so prices
begin to diverge.

Thefollowing chart showsthe divergence of natural gas prices between Cdifornia
and the rest of the West in February 2001. During FY 2000, a mgor price
differentia opened between producing areas and the West Coadt. Initidly, in
August 2000, the price differentia arose in the wake of an outage on a mgjor
pipdineinto Cdifornia. Later thedifferential remained aselectric generatorsinthe
West added sgnificant demand to more traditiona winter heating season pesks.

Average Natural GasPrices
For February 2001

@ Energy Trading Hub/Delivery Point
Alberta/AECO-C o ® Price Difference Between Hubs

Florida
Citygates

Gas Prices ($/MMBtu)

Source: Gas Daily, midpoint averages of the daily ranges for the most common prices.
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The explanation for thistype of phenomenainvokesseverd factors, including local
demand conditions (largely driven by wegther and space conditioning needs), loca
and interregiona transportation condraints, facility outages, and Storage
conditions. Some of these are more trangent than others. However, persistent
pricedifferentidsreflect animplicit value of transportation that may sgnd the need
to build new capacity. What is clear, however, isthat price differentias opened
only when pipdine cagpacity was short from an outage or when demand washigh
enough to place mgjor stresses onthe trangportation system. In short, it appears
that the market was reflecting red Stressesin exactly theway contemplated by this
performance measure.

Oneimplication of theeventsof FY 2000 isthat demand for additiona natural gas
transportation capacity can arise quickly and can have amgor effect on prices.
That puts a premium on being ableto build new capacity quickly. Thet iswhy the
Commission is moving to ensure the quickest possible issuance of certificates for
new pipdine congtruction (see performance mesasures in the Energy Projects
section of this report).

The useof priceinformation in evauating energy market performanceisimproving
for two reasons. Fird, regiond wholesale dectric markets are  more fully
developing. The Commission intendsits continuing implementation of Order No.
2000 on regional transmission organizations (RTOs) to help create these markets,
which will include ancillary service markets. These regiond markets should lead
to better price information. Second, the Commission is continuing to improve its
own market evauation capability for both dectric and natural gas markets.
Although it would be unwise to become tied to smple quantitative measures of
market performance, being able to present clearly the entire range of market
information and showing how the Commisson uses this information to make
informed policy is criticaly important.

Performance Indicator: It will be less costly, administratively, to transact
business on the interstate natural gas transportation grid.

Thisindicator relates to the development of new servicesand priceinformationin
the natural gas and eectric power industries. Asmore players enter the markets,
and as new sarvices deveop, it becomes more important commercidly to have
access to information about the pricing and availability of services. Asaresult, a
rgpidly growing set of information services has gppeared. These information
services include e-commerce, in which many traditional energy companies, new
market participants, and others offer Internet-based information services. The
regiona marketsthemsdves offer extengve information on system conditions and
pricesinred time. The participation of mgor financid ingtitutions such asthe New
Y ork Mercantile Exchange bring new resourcesto bear on information provision.
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Constraining Market
Power

Over the past two years, severd highly competitive nationd online markets have
developed. Thisshowstheahility to put market information inthe hands of buyers
and sdlers dmogt ingantaneoudy.

As a result, consumers of energy services have access to information with
unprecedented speed. A set of computers can replace hundreds or thousands of
telephone cdlsto potentia suppliers and middiemen, with which marketing agents
track prices across the country inred time. Over time, the benefits of thistype of
information access will spread to more customers, as experience, competition,
and technological improvements reduce the costs of access.

The Commission’'s new Strategic Plan for FY 2000 — 2005 reinforces policies
directed a making market information available. Through actions such as the
development of red-time transmisson information requirements (the OASIS
system) and sponsoring industry-widetechnica standards (the GISB initiative), the
Commissionis enabling market participantsto gain accessto the information they
need with greater ease and assurance. These efforts will continue.

During FY 2000, the Commission has not placed a high priority on measuring
transactions cogisdirectly. Instead, it hasfocused its efforts on understanding the
basic dynamics of how prices change in emerging eectric power markets. This
focus was sensible, snce the very high price voldility in many eectric markets can
overwhdm transactions codts in the short term.  As market participants gain
experience with the underlying nature of power markets, they will develop better
drategies for addressng volatility and markets will mature. As that happens,
transactions costswill becomeanincreasingly important indicator of overall market
performance and the Commission will focus more attention on measuring such
coss. Onefairly direct measure may be to examine the spread between bid and
ask prices in bilaterd markets. More indirect gpproaches may aso be useful.
Incressing participation in markets suggests that more parties can make
transactions economicaly, while increasing transportation distances could often
reflect adeclinein the cogt of transacting business.

Performance Indicator: Market participants will have confidence that
natural gas markets, electric markets, and oil transportation services are
working fairly and that they are not subject to abuses of market power. That
IS

C Broad customer classes (not necessarily every customer) will agree that
buyers and sellers have access to competitively priced commodity
markets in the national gas transportation and electric transmission
grids.
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C Customers will generally agree that gas pipeline, electric transmission

and ail transportation rates and services are just and reasonable, fairly
balancing the competing interests of the transporting or transmitting
companies and their customers.

These performance indicators refer to the Commission’s success in diminating
unnecessary market power and in fairly balancing theinterests of all when market
power cannot be eiminated. In both cases, the performance indicators refer to
customer perceptions of how much competition and fairnessthey see.

The Commission continues to bdieve that in the long term, the best performance
indicator of market power will come from discussons with the industry and its
customers. However, the Commission decided not to try to survey customers
during FY 2000. The contention surrounding bulk eectric markets, especidly in
Cdifornia, meant that any formal effort a surveying cusomerswould likely intrude
on ongoing, very difficult, contested, on-the-record proceedings and might also
needlessy add to the conflicts inherent in the Stuation.

Instead, the Commission examined the issue of market power initsregiona bulk
power reports. Some key conclusions from those reports follow:

From the Western Region report: “Prices in some hours appear to be above
those that would have prevailed in acompetitive short-term market, if priceswere
determined from short-term margind costs.

“Section 5 discussestheissues that were raised as possibly causing the high prices
of this summer. These fal into three generd categories: (8) competitive market
forces, (b) market design problems and (c) market power. Thedataclearly show
that agenerd scarcity of power inthe West and increased coststo produce power
were factors causing these high prices. It is dso clear that existing market rules
exacerbated the Situation and contributed to the high prices. Thedataasoindicate
some attempted exercise of market power, if the standard of bidding above
margind cost is used, and some actual market power effects, to the extent that
prices, a least in June, were sgnificantly above competitive levels. however, the
data do not isol ate specific exercises of market power or suggest that the exercise
of market power was more important than other primary explanatory factors.”

From the Northeast Region report: “Although prices were generdly lower in
2000 than in 1999, high hourly prices still occurred during capacity deficiency
periods, in certain congtrained submarkets, and under some designs for specific
product markets. These factors contributed to conditions of scarcity or limited
competition, conditions conducive to price increases and increased potentia for
market power exercise. Measures to mitigate market power and correction of
market design problems can limit the price effects during these periods.”
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From the Midwest Region report: “Because of the inability to obtain critica
information concerning genera problems, such as the causes of TLRS, we are
unabletodefinitively determinewhether tranamisson accessproblemsaresystemic
and wide-spread in the Midwest or whether the problems represent a collection
of isolated incidents. Because of this lack of clarity, we were dso unable to
determine whether the gppropriate regulatory response to these problems should
be more aggressve enforcement of exigting rules (if the problems are isolated
incidents) or whether the rules need to be adjusted (if the problem is systemic).
Thelack of thisinformation, initsdlf, crestesamarket inefficiency, because neither
market participants nor regulators can fully andyze market conditionsin red time
in order to make decisions on what actions to take.

“Asdiscussedinthisreport, at the very least, the volume and variety of complaints
by market participants indicate alack of confidence in the bulk power market in
the Midwest. The perceived lack of clarity in the current rules and procedures, as
wedll asthe dlegations of specific ingances of discrimination, harmsthe liquidity of
the market by hindering the ability of market participants to rely on transmission
access. As a result, market participants seem to have become risk-averse,
eschewing long-term ded s for short-term transactions.”

Fromthe Southeast Region report: “ Saff hasnot verified the accuracy of dl the
complaintsit hasreceived regarding transmission access, ATC postingsand TLRs.
The lack of precise, readily avalable information, the red time nature of
transactions, the resources required to investigate individua complaints and the
operationa discretion accorded | OUsretardsthe saff’ sability to discernthetruth
in the subgtantial number of complaints that were brought to it. Nonetheless,
market participants appear to have less confidence in the Southeast market, in
terms of the ability to conduct wholesde transactions without discrimination, than
market participants have in other regions of the country. This lower degree of
confidence gppears to be judtified based on investigations that the staff has
undertaken and its evaluation of other complaints. Market participants reduced
confidence weighs heavily on the maturation of marketsinto competitive zones of
enterprise because it discourages the investment and participation needed to spur
this devel opment. Thewidespread perception that non-1OU entitiesdo not receive
treatment equd to that of |OU-affiliated entities frustrates the Commission’ sopen
access goals.”

Authorizing and Monitoring Energy Projects

The Commission licenses nonfederal hydropower projects and certificates for
congruction of and authorizes the abandonment of interstate naturd gas facilities
and services. These projects have economic, environmental, and other societa
implications, dl of which must be consgdered in the licenang or certificating

24



FY 2000 Annual Performance Report Federal Energy Regulatory Commission

Adequate Natural
Gas Pipeline
Capacity

process. In addition, the Commission is responsible for the safety of hydropower
projects, environmenta compliance of naturd gas pipdine facilities, and the
operationa safety and rdiability of liquified natura gas (LNG) storage fadilities.
The Commission seeks to optimize the economic and environmenta benefits of
energy projects.

With growing demand for naturd gas, the Commission received more complex
goplications. The Commission will encourage efficient gas pipeine congruction
to provide individua customers and market entrants with increased choice and
relidbility of service by giving them multiple supply and ddlivery options. At the
same time, the Commission will continue to balance and protect the competing
interestsof pipelines, new and existing customers, organizetions, landowners, other
agencies, and the environment.

Performance Indicator: The Commission’scertification programwill allow
the appropriate amount of new pipeline capacity to be availableto servethe
mar ket when needed.

Performance Indicator: Certification of new pipelineswill be timely, while
fairly balancing theinter ests of the gasmarket, project sponsor, landowners,
and the environment.

The Commisson has linked these performance indicators directly to its ability to
process pipeline certificate cases fairly and timely. Generdly, depending on the
complexity, the number of opposing parties, and the type of opposition (e.g.,
landowner complaints), the Commiss on actsexpeditioudy andissuescongruction
certificates to dlow service to commence on the date the gpplicant requested.

In FY 2000, the Commission’ sactud timeto process certificate applicationswas
less than the target time in every case category. The Commission established
target times within which 82 percent of the cases in each of the following
categories should be processed:

Prior notice filings— small, uncontested cases,

Unprotested filings — cases not protested that have no precedential issues,
Protested filings — protested cases that have no precedential issues; and
Cases of first impression — cases with policy and precedentia issues.

DO OO

Here, the use of 82 percent signifies the percentile of filings that represent a
sgnificant break point in processing. Theremaining 18 percent of casesarethose
that, for various reasons, will take extraordinarily long to process and would thus

distort the processing times of most The actud dates represent the totd

processing time for the case in the 82"Y percentile. Actua processing days for

cases up to the gond percentile are less than those shown.
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Licensing and
Administering

Hydropower

Results for FY 2000 are asfollows:

Days to Complete 82%

Type of Case Case Count Vel Al
Prior Notice Filings 42 56 55
Unprotested Filings 93 159 127
Protested Filings 10 304 218
Cases of First Impression 42 365 272

The Commission regularly ingpects naturd gas pipeine congtruction projects to
ensure tha the projects comply with the environmental provisons of the
Commission’s orders, recognizing the need to complete projects expeditioudy.
InFY 2000, the Commission met or exceeded its ingpection targets, as shownin
the table below:

Projects
Meeting
Number of Inspection Target Actual
Type of Inspection Projects Criteria Percentage Percentage

Onshore construction 89 88 90% 99%
projects more than 2 miles in
length inspected at least
once
Major onshore construction 6 6 100% 100%
projects inspected at least
once every four weeks
during ongoing construction
activity

During FY 2000, Commisson staff made 386 ingpection trips to ensure
compliance with the Commisson’s environmental conditions.

In FY 1999, the Commisson piloted athird party monitoring inspection program.
The program dlows pipeline companies to hire third party compliance monitors
who work under the Commission staff’ s direction, performing daily inspections.
Having full-time ingpectorsin the fidd results in fewer congtruction delays and in
more frequent compliance ingpections, benefitting the company, the environment,
and landowners. Giventhe program’ ssuccess, the Commissionin FY 2000 made
it available to more pipdine gpplicants wanting to participate.

The Commissionissueslicensesfor nonfedera hydropower projectsand monitors
the projects to ensure that license conditions are met.  Hydropower facilities
provide tangible benefits to the regions where they are located. These benefits
include additiona recregtiond opportunities, economic benefits from commercia
development, and the generation of dectricity without use of fossl fuds At the
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same time, hydropower projects can adversaly affect resources such as water
qudity, fishery resources, water-based recrestiona uses, terrestrial resources, and
cultura resources. The Commisson must baance the interests of the licensees,
customers, affected stakeholders, and the environment

The Commission sharesitslicens ng conditioning authority with numerousstateand
federal agencieswhich posesunique chdlengesto the Commissoninisuing timey
and balanced licenses.

Performance Indicator: The Commissionwill reduce processing time under
itscontrol, particularly throughthe useof collabor ative proceduresand early
involvement of staff.

The average processing time to issue a license usng the non-collaborative or
traditional procedure compared with the average processing timetoissuealicense
usng the dternativelicensing procedure (ALP), aformal collaborative procedure,

isasfollows
Licensing Process Average Processing Time (Filing to
Issuance)
Non-collaborative, traditional 2.77 Years
Alternative Licensing Procedure 0.99 Years

The Commission calculates the average processing time for licenses issued using
the traditional processthat werefiled and issued from October 16, 1986 (the date
Congress passed the Electric Consumers Protection Act) through the end of FY
2000. The Commission caculates the ALP average processing time for licenses
issued using the ALP that were filed and issued from October 1997 (the date the
Commission codified the ALP in its regulations) through the end of FY 2000.

Thevoluntary AL P combinestheenvironmenta andyssandtherequired pre-filing
process. Commisson gaff’s early involvement guides the process and provides
Commissionexpertise and guidanceto participants. Also, license gpplicantswork
closdly with dl affected government resource agencies, non-governmental
organizations, and loca citizens to identify and resolve issues before filing an
gpplication with the Commission. The ALP uses cooperative approaches, such
as dternative dispute resolution (ADR) techniques, to resolve issues, and
encourages settlements before filing with  the Commission to avoid protracted
licensing proceedings. Since 1992, ten projects have used the ALP process.

Besides settlementsresulting from the AL P, licensees deve op settlementsthrough
other less forma collaborative methods. Asin the ALP, settlements reached
before filing with the Commisson reflect the desires of the local congtituency and
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result in fewer legd chdlenges. InFY 1997, 15 percent of the 46 licensesissued
involved settlement agreements, resulting from the ALP or other collaborative
processes. Of the 48 licenses issued in FY 1998 and FY 1999, 17 percent
involved settlements agreements. In FY 2000, of the 10 licenses issued 40
percent, a dgnificant increase, involved settlements.

Performance Indicator: Licensing conditions will protect and enhance
beneficial public uses, both devel opmental and nondevel opmental.

Inissuing or renewing licenses for hydropower projects, the Commission builds
into those licenses certain conditions under which the licensee must operate the
project. These conditions may be developmenta (power-related) or non-
developmenta (environmentd). In the 1990s, the Commission began requiring
licensees, as part of ther reicense conditions, to develop plans to monitor the
results of the licenses environmenta resource protection conditions. The
Commission designs these conditions to determine if environmenta measures are
effectively achieving specific levels of resource enhancement and protection.
Knowing the effectiveness of certain measures will help the Commission learn
whether such environmental measures are protecting, mitigating, and enhancing
environmentd resources appropriately. The Commission devel oped anevauation
systemto track the effectiveness of the required measures and to identify the most
effective measures. The Commissonwill disseminatethe effectivenessinformation
to licensees, potentia licensees, and other interested parties.

The Commission has developed databases and is reengineering them into an
information system that will be critica in gauging the outcome of the required
measures. The Commissionisatempting to relatefacility, infrastructure, resource,
and rdaed-inventory information. Through this reenginesring effort, the
Commissionwill beableto eva uate moreeffectively and comprehensively whether
required conditions are protecting and enhancing beneficia public uses. In FY
2000, the Commission further automated theinformation, alowing S&ff to retrieve
the information easily and useit to make the best comprehensve decisons. InFY
2000, the Commission reviewed more than 800 environmenta plans and reports
from licensees for input into this effort.

Performance Indicator: Administration of hydropower developments will
accommodate increasing public usewithout diminishing key water resource
values.

Hydropower facilities provide tangible benefits such asrecreationd opportunities,
economic benefitsthrough commercid development, and ectric generation from
arenewableresource. However, hydropower projects also can adversdly affect
resources such aswater quality, fishery resources, water-based recreationa uses,
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Dam Safety

terrestria resources, and cultura resources. The Commission’s chdlenge is to
optimize both economic and environmenta benefits. Recregtiond facilitiesareone
measure of the project’s public use.

The number of licenses the Commisson issued with license requirements
addressing recreationd facilities gppearsin the table below:

Number of Projects

License Requirements FY 1999 FY 2000
Required new or upgraded recreational 14 5
facilities
Existing recreational facilities adequate 5 5
following review

The Commission often requires alicensee to submit aplan showing how it intends
to implement recrestiond license requirements. These planstypicdly require the
licensee to congtruct or improve facilities available to the public for their benfit.
The benefitsinclude fishing access, boat ramps, fishing platforms, canoe portages,
parking areas, campgrounds, and picnic aress. In addition, during the license
term, facilities may be added or modified if needs change. In FY 2000, the
Commission approved or amended 26 recregtiond plans.

Besides license requirements, the Commission works with concerned parties to
ensure the water resource value of its jurisdictiona projects. In FY 2000, as a
member of the Nationd Recresgtional Fisheries Coordination Council, the
Commission implemented a plan for enhancing recreationd fishing opportunities
at itslicensed projects. Alsoin FY 2000, the Commission continued to promote
recresational fishing at licensed projectsthrough abrochureand an Internet “ Fishing
Net” page.

The Commisson has statutory responghbility for the safety of more than 2,600
nonfederal hydropower projects. Ingpectionsverify thestructurd integrity of dams
and compliance with engineering, environmenta, and public safety conditionsand
regulations. They dsoidentify necessary maintenance and remedia modifications.
I ngpections safeguard the continued operation of projects, aswell asdownstream
lives, property, and environment. Asasecond line of defense, emergency action
plans make sure that the dam owner and community know how to ded with
potentiad emergencies.

Performance Indicator: The percentage of high- and significant-hazard
dams meeting all current structural safety standards will remain uniformly
high.
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Significant-hazard dams are those dams where failure could cause economic loss
or environmenta damage, disrupt lifdine facilities, or impact other concerns but
would result in no probableloss of human life. High-hazard dams are those dams
where failure could result in the same events as sgnificant-hazard dam failure and
would probably cause loss of human life. During FY 2000, the Commission
identified 989 high- and sgnificant-hazard dams. At the end of FY 2000, 92.8
percent of these dams met dl current structurd safety andards. The remaining
7.2 percent or 71 damswerein remediation, undergoing dam safety modifications.
The percentages are determined as follows:

989 qualifying dams 171 dams undergoing safety modification + 989 qualifying
dams
= 92.8 % of high- and significant-hazard dams meeting all current structural safety
standards

The remaining 7.2 percent of high- and sgnificant-hazard damsarein remediation,
and the Commission is deeply involved in the pre-construction and construction
phases of thiswork.

Performance Indicator: One hundred percent of high- and significant-
hazard dams will be inspected annually.

To ensure a successful dam safety program, it is critica that the Commission
ingpects high- and significant-hazard damsregularly. Inspectionsverify sructurd
integrity, determine compliance with engineering and safety guidelines and
regulations, and identify necessary maintenance and remedia actions. In FY
2000, the Commission ingpected 100 percent of the 989 dams it identified as
having high- or sgnificant-hazard potentid.

Performance Indicator: One hundred percent of high- and significant-
hazard dams will comply with emergency action plan requirements.

Inspections, evauaions, remediation, and monitoring cannot guarantee that
emergencies will not occur. High- and significant-hazard dam failures, most often,
cause large quantities of water to flow into nearby river basins. Downstream
communities are susceptible to the consequences of such failures, including
dameage to property and the environment, and loss of life. Emergency action plans,
which require devel opment, maintenance, and periodic testing, are a second line
of defenseto protect life, property, and theenvironment. The plansspecify actions
that owners must take in coordination with federdl, state and loca preparedness
agencies, in case of flood, earthquake, or project facility faillure. Of the 989 high-
and sgnificant-hazard potentia damsthe Commissionidentifiedin FY 2000, 99.7
percent — dl but 3 dams — complied with emergency action plan requirements.
The Commission’sjurisdiction over the three damsisin dispute,
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Commission Administration

The changing nature of regulation requires changes not only to the Commisson’s
policies, but also to how it does its work. Many key initiatives in the
Commission’s reengineering effort addressed human resources issues — how to
develop and retain the right workforce — and information technology. The
Commisson has dso undertaken several other changes to ensure that its
management and adminidrative efforts will fully support its core programs. The
fallowing are highlights of the Commission’s efforts to improve its adminigtrative
work:

C

Electronic Filing. Through better management of information technology, the
Commissonwill set up alargdy paper-free environment with dectronic filing
and posting of documents and automated work flow management.

Strategic Workforce Planning. Asthe Commission facesthe chalenges of
the future, its overdl success will depend on workforce planning that digns
drategic gods with people planning. The Commission is reexamining human
resources programsto ensure that they support changing resources and work
requirements.

Diversity. Employees must have appropriate experience and education.
They dso should come from dl walks of life and be optimidtic, versatile,
energetic, and creetive. A rich mix of talents and skills requires people with
novel idess and differing perspectives.

Leadership. The Commisson has begun an intengve effort to improve the
quality of its leadership. Every manager now has performance standards
based on how well they provide direction, achieve results, support teamwork,
build trust and commitment, and communicate. This program, coupled with
a reduction in the number of managers, will help the Commission make the
best use of its entire workforce.

Annual Charges. The Commission will continue to collect annua charges
and provide timely payment of contractors invoices usng dectronic funds
transfer (EFT).

I ndependent Auditing. Toensurethat al financid requirements comply with
goplicable laws, statutesand regulations, the Commissonwill continueto have
externa and independent audits conducted where appropriate.

New Procurement Systems. Implementation of acquisitionreforminitiatives
will continue to speed procurement of goods and services. These initiatives
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Reducing
Administrative
Burden

indudeusing thegovernment-widecredit card, contractors past performance,
and Interagency Agreements, whichwill streamline the procurement process.

C Outreach. The Commission has undertaken a systematic effort to enhance
rdationships with Congress, federd and date agencies, and other
stakeholders, to improve overdl coordination and communication. The
Commisson is hosting more public conferences and information exchange
opportunities so that industry and other interested parties can meet and
exchange information with the Congress and its gaff.

Because of its drategic redignment, the Commission’s adminidrative support
activities have become a separate program. This trangition took place during
FY 2000. The FY 2001 budget and performance plan reflect this change.
Besidestheadminidrative performanceindicators published inthe FY 2000 annua
performance plan, the Commission hasincluded financia measurementsprevioudy
developed for its annud financid statements. The Commission has included the
financid measurementsfor two reasons. Firg, thefinancid measurements present
an dternative view of adminidrative activity by displaying performance based on
the principles of good business practices. Second, they represent the more
substantive measurements the Commission will usein FY 2001.

Theresultsfor thethreeindicatorsin thiscategory disolay somedistinct smilarities.
The cause lies in the interconnectedness of the indicators themsaves.  For
example, reducing processing times for workload, minimizing filing burdens, and
generating better information for use by the indudries have roots in the
Commission’s ability to develop and maximize a robust information technology
infrastructure.  While this may lead to some repetition in the results, it aso
demonstratesthe Commission’ scommitment to reducing theadministrativeburden
placed on the industriesit regulates.

Performance Indicator: Reduce the processing time for docketed workload
and for resolving disputes.

Two accomplishments in reducing processing time for docketed workload center
on technology initiatives

C ElectronicFilingPilots. InFY 2000, dectronicfiling pilotsbegantesting the
interface between the Commisson’s Internet Ste and the FERC Automated
Management and Information System. PFilotsinclude comments, protestsand
interventions, which collectively account for 35 percent of filings with the
Commisson. The Commissonreceved itsfirs completdy paperlessfilingin
FY 2000. The Commisson automated and is testing Form 423, Monthly
Report of Cost and Qudlity of Fuelsfor Electric Plants. The Commisson can
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aoply the e-form software to dl 14 of its forms, accounting for nearly hdf a
million pagesfiled annudly. Further, the software is flexible enough to adapt
to changes to data to be collected in the future.

The FERC Automated Management and Information System. The
Commission developed this system to track workload, automate processes
where possible, and create an eectronic work space for staff to collaborate
on projects requiring input by multiple staff. The system permits managersto
assign work to specific gaff and to track the progress of each assgnment.

The first phase focused on replacing several workload tracking systems and
savice lig sysems that resded on the non-Y2K compliant mainframe
computer. The new system went into production in October 1999, withiinitid
access limited to users of the systems migrated from the mainframe. This
dlowed the Commission to retire its mainframe computer.

During FY 2000, access to the new system became agency-wide. Agency
gaff have begun to work in collaborative work spaces, and managers are
beginning to use system featuresto assign workload to staff automeaticaly. The
Commisson established high-level workflow processes to move work
products through reviews needed for document issuance. The Commission
posts issuances on its Internet Ste, where they are available to the public.

System implementation includes establishing an infrastructure to support e-
filing in a variety of formats, developing interfaces with the workflow and
tracking components, and routing the e-filing to the Commission’s eectronic
library (RIMS) whereit is avalladle to the public via the FERC Internet Ste.
When the Commission fully enables e-filing processes and develops core
program processes, the system will route documentsto the gppropriate group
or individud automaticaly, and to RIMS.

Other accomplishments in reducing processing times and resolving disputes were
initiated within the energy markets and energy projects programs.

C

New Time Lines Expedite Hearings. On October 27, 1999, the
Commisson implemented new time lines to reach faster decisons on
proceedings set for hearing before the Commisson’'s Adminigtrative Law
Judges (AL Js). The expectation is that on average, litigation times for many
cases would reduce by as much as one-quarter.

The new procedural time standards differ based on the complexity of the
proceeding and include a separate schedule of time frames for complaints:
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Initial Decision

Case Type Hearing Begins Reply Briefs Due Due
Track I: Simple Proceedings 19.5 weeks 25.5 weeks 29.5 weeks
Track Il: Complex Proceedings 32 weeks 40 weeks 47 weeks
Track lll: Exceptionally Complex Proceedings 42 weeks 53 weeks 63 weeks
“Fast-track” Complaints 3 days 5 days 8 days
(oral arguments)
Complaints Before an ALJ 30 days 45 days 60 days

Merger cases set for hearing will be processed within these time lines
conggtent with the Commission’s merger policy, which cdls for the ability to
issue afina order within 12 to 15 months from the date the Commission
receives most complete gpplications.

The new time standards have worked well during the short period that they
have been in effect. During this period three proceedings were completed
under the Track | schedule. Two were completed within the 29.5 weeks, and
one was granted a two-week extenson due to extenuating circumstances.
Nine proceedings were completed under the Track 11 schedule and dl were
completed within the established time lines. One proceeding was designated
as Track 111 and it was completed much before the 63-week deadline. Two
regular complaint proceedings were completed during this period. Both
complaints involved complex issues requiring extensive discovery. These
complaints were completed within 13 and 14.3 weeks.

The Commisson is dso placing more emphasis on dternative dispute
resolution. For example, during this fiscd year, 73 new cases were st for
hearing. TheCommissioningtituted mediation or Settlement Judge procedures
in 38 of these cases. This represents 52 percent of al cases set for hearing.

The Commisson has aso made gregat strides in speeding the approva of
uncontested settlements. 1n December 1999, the Commission ingtituted new
procedures where the Judge drafts the Commission’s letter order and the
uncontested settlement is scheduled for consideration in the next Commission
agenda after the certification of the settlement. Since the new procedures
began the average time for gpprova of uncontested settlements has been 47
days. Thisisadramatic improvement from the prior average approvd rate of
more than 100 days. The Commission expects that the process will result in
even quicker gpproval asthe new procedures are perfected.

PromotedADR. The Commisson participated in multiple effortswithin and
outside the Commisson to communicate dternative disoute resolution (ADR)
vaues and practices. These effortsincluded:
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< development of an advanced negotiation course in effective, assisted
negotiations for the Commisson asawhole;

< revigngthe Commission’ s proceduresto include the option of usng ADR
for Equal Employment Opportunity and non-EEO employee disputes,
labor/management disputes, and contractor disputes,

< paticipation in a pand discusson a the American Bar Association's
annua meeting on the ADR services the Commission can provide, and a
the New York Financid Times on the development of an eectricity
market usng ADR;

< paticipation in three outreach sessons to groups in the Midwest, the
Southeadt, and the Northwest on ADR initiatives in the Alterndive
Licensing process for hydrodectric facilities,

< initition of ADR training programs within the dectric and the
hydrodectric indudtries; and

< continuation and creation of partnershipswith externa organizations such
as the Interagency ADR Working Group Civil Enforcement Section, the
Environmenta Center for Conflict Resolution, the Bureau of Indian Affairs,
the Nationa Park Service, Native American Rights Fund, Indian Dispute
Resolution Service, leaders of the Federal Bar Association’s Indian Law
Section, and the Great Lakes Triba Council.

The Federal Preservation Officer (FPO) now resides in the
Commission’s Dispute Resolution Service. The FPO coordinates the
Commission’s historic preservation activities and asssts the Commisson and
outside parties resolve disputesinvolving historic properties and propertiesto
which Indian tribes attach rdigious and culturd sgnificance. The FPO
coordinates with severd offices within the Commisson and with outsde
entities such as the Advisory Council on Higtoric Preservation, State/Tribal
Higtoric Preservation Officers, and other organizations and persons having an
interest in cultura resources and the effects of projects on those resources.

Streamlined Rate Schedule Sheet Designation Procedures for the
Electric Industry. On March 31, 2000, the Commission issued afind rule
(Order No. 614), amending itsregulationsto require theinclusion of proposed
designation for dl rate schedule shests filed with the Commission by public
utiliies The rule streamlines rate schedule sheet designation procedures for
the Commission and the dectric industry. The rule will dso conform public
utility tariff filing procedures with those for interstate naturd gas and oil
pipelines. This revison to the regulations accommodates the movement
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toward an integrated energy industry and facilitates the development of
common standards for the eectronic filing of al dectric, gas, and oil rate
schedule shests.

Landowner Notification Rule. This rule, issued in October 1999,
prescribes methods for early natification by gpplicants of landowners whom
naturd gas pipeline congruction may affect. The god of theruleistoensure
that landowners have sufficient opportunity to participateinthe Commisson’'s
certificate process. Thetimedy participation of landownerswill result in earlier
resolution of issues, dlowing faster Commission decisions.

Processing Times for Natural Gas Certificates. While adhering to its
statutory requirements, the Commission strivesto process natura gaspipeline
goplications as expeditioudy as possble. The Commission’s target is to
process 82 percent of al casesin four categories within an established target
time. In FY 2000, the Commission’s processing times in al four categories
were less than the target time. This successful performance reflects the
Commisson swillingnessto work with al interested parties.

Natural Gas Outreach Program. InFY 2000, the Commission desgned
an outreach program to develop atoolbox of options gpplicants could useto
gain faster Commission gpproval of their gpplicationsfor naturd gasfacilities.
The Commission held the first outreach seminar in Albany, New York on
September 26, 2000. Morethan 125 peoplefrom theindustry, federd, Sate,
and locd agencies, and the public participated, giving presentations and
participating in interactive discussons. The Commission will continue smilar
seminars through FY 2001.

Reducing Processing Time Through Collaborative Procedures. In
FY 2000, the Commisson's collaborative efforts resulted in severd
accomplishments related to hydropower licensing.

< Interagency Task Force (ITF). The Commisson finds that usng a
collaborative process generdly speeds the license processing time. To
promote the collaborative process with federa and state agencies, the
Commission participated in the ITF dong with the Depatments of
Commerce, Interior, and Agriculture. In early FY 2000, the ITF
recommended reforms to improve the hydropower licencing process. In
May 2000, the I TF participants Sgned a Joint Statement of Commitment
for An Improved Hydropower Licensing Process, obligating the parties
to implement the ITF recommendatiions.  Carying out the
recommendations will encourage collaborative efforts and settlements,
improve communication among al participants in the licensng process,
and coordinate and streamline processes at the various agencies, making
the hydropower licensing process more timely and less codtly.
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< Applicant-Prepared Environmental Assessment (APEA). Under the
Commisson’'s dternative licenang program (ALP), licensees and
applicants can choose to submit an APEA or third-party contract
environmentd impact satement (EIS) aspart of their gpplication. Through
the APEA process, the Commission anticipates that the participants can
resolve al issues with a substantia reduction in the time required for
environmentd review after filing with the Commisson. During FY 2000,
the Commission continued fostering APEAS for 49 projects and issued
three licenses using the APEA process.

< Interagency Training. The U.S. Forest Service, the U.S. Fish and
Wildife Service, and the Commisson deveoped an interagency
hydropower workshop to train those participating in thelicensing process.
Workshop participants include federa and date resource agency
personnel and others involved with the licensng process. During FY
2000, the Commission held one mgjor workshop.

< Project-Specific Public Information Meetings. The Commissonholds
public information meetings near specific projects that will undergo
relicendang in the future to give the public accurate information about the
Commission’ srelicensing processes. Commisson staff givesan overview
of the Commisson, what it regulates, its make-up, how it operates, and
the traditiona and dternative licensing processes, encouraging the use of
the collaborative dternative licensng process, which is better for effective
public involvement than the traditional process. Since August 1999,
Commission gtaff has made presentations and answered questions at ten
such public mestings.

Performance Indicator: Minimize filing burden.

Revised Reporting Requirements. In July 2000, the Commission issued a
notice of proposed rulemaking (NOPR) as part of its ongoing effort to update
accounting and reporting requirements and diminate any that are burdensome or
unnecessary. The NOPR proposesto: (1) revise Annua Report of Oil Pipdine
Companies (Form 6) schedules and ingtructions to meet current and future
regulatory requirementsand industry needs better; (2) update Uniform Systems of
Accounts requirements to be more consistent with current Generally Accepted
Accounting Principles, and (3) amend its regulations to provide for the electronic
filing of Form 6. The Commission aso proposes to mechanize the Form 6 to
dlow for dectronic filing. If adopted, these changes would reduce nearly 24.7
percent the burden on regulated companies for maintaining and reporting
information under the Commisson’s reguléions.
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Records Retention. In July 2000, the Commission issued Order No. 617 to
update, clarify, and reduce records retention requirements. This was part of the
Commission’s efforts to update regulations and reduce industry burden, and was
in response to requests from the industry and the Office of Management and
Budget. The order, affecting public utilities, hydropower licensees, naturd gas
companies, and oil pipdine companies, modifies records retention regulations by
shortening various records retention periods, increasing retention periodsin afew
categories, and removing dl but one retention reserve item.

Electronic Filing Pilots. In FY 2000, dectronic filing pilots began testing the
interface between the Commisson’'s Internet Ste and the FERC Automated
Management and Information Sysem for 35 percent of filings with the
Commission. Asit becomes operationd, eectronic filing will reduce expensesto
industry related to paper filings, such as copying, mailing, and messenger costs.

Performance Indicator: Generate better information for use by the
industries.

The Commissioniscontinuoudy upgrading and updating itshardware and software
to enaure the reiability and gability of its IT sysems, and give its Saff the latest
versons of the toolsthat they need to accomplish their work. The Commisson’s
IT systems dso support the Commission’s Internet Ste, which provides a means
for the public to accessinformation from the agency, 24 hours per day, 7 days per
week. One example of successin this areain FY 2000 was the increased use of
the Internet to disseminate dam safety information, making the Dam Sefety and
Ingpections Operating Manud, Engineering Guiddines for the Evauation of
Hydropower Projects (Engineering Guiddines), Public Safety Guidelines, and
other information available.

The Commission hasincreased efforts to improve the security of its Internet Ste,
Internet e-mail, locd and wide area networks, and individud persond
workstations. New software has been added to filter viruses and remove them
before they can reach the network or individua persona computers. The Office
of the Chief Information Officer dso established a full-time computer security
officer, and ongoing consultation with Department of Energy security specidids.

Regigtering an average of more than 4,000 user sessonsdaily, the Commission’s
Internet Ste provides a portd for efiling and making information available to
indusiry and the public. Current Internet Ste development efforts focus on
improving server rdiability, providing a more powerful search engine, making it
esser to navigate the Ste and find information, providing the ability to view large
maps and drawings, and making Commission notices and orders available to the
public within minutes or hours after issuance. As the Commission implements e-
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Continue to Improve
and Enhance the
Commission’s
Fiscal and
Budgetary Position

filing initiatives, sysems will route eectronic submissons automaticaly to RIMS,
where they will be available to the public more quickly via the Commisson’s
Internet Site.

The Commission I ssuanceand Posting System (CIPS) dsoisavailadlethroughthe
Commisson’sinternet site. Timely and accurate Commission issuances, such as
notices, orders, and mgor rules, continue to promote the flow of information
throughout the agency and to al interested parties and the public.

The public, regulated indudtries, and agency saff al benefit from having a gable,
secure, reliable IT environment that supports access to agency information 24
hours per day, 7 daysper week. Maintaining astable and rdiable I T environment
requires the Commission to invest in powerful new hardware and software to
enable those needing access to the Commisson’s information to have it while
protecting that data from unauthorized intruson.

These performance indicators involve some of an agency’s most fundamenta
activities. They represent the agency’s financid standing, its ability to plan for
successtully and manage its resources, its ability to meet its financia obligations,
and its ability to maintain internd controls. The Commission has measured these
activities ance it began compliance with the Chief Financid Officers Act in the
early 1990s, and is committed to continued successin this area.

The Commission will ensure effective management of its budgetary resources by
indituting a decentraized budget sructure called Manage to Budget. Manageto
Budget is a mgor cost-containment measure that places more resource
accountability at the officelevd. Inkeepingwith increasad fiscal respongihility and
accountability, the Commisson will require al managers to operate within their
desgnated budget dlocations. Thisinitiative will dlow Commisson offices direct
control of their spending levelsin dl funding areas, with particular emphasis on
sdaries, which represent more than 65 percent of total budgetary resources.
Ultimately, each office's performance will rely on sound fiscal management of
sdary dollars and awareness of the impact personne actions have on their
budgets. The Commission will begin implementation of Manage-to-Budget in the
third quarter of FY 2000.

Performancelndicator: Continueto receivean unqualified audit opinionon
the Annual Financial Statements.
As interpreted by KPMG LLP, the Commission continues to receive an

unqudified opinion on itsfinancid statements dong with no materid weaknesses,
reportable problems, or instances of noncompliance. This measurement iscritical
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to the Commisson in presenting our financid sability to our customers and
regulated entities, and ensuring our financid statements reflect true and accurate
balances.

Performance Indicator: Formulatethe budget sothat current year costsare
within 5 percent of the total budgetary resources for the fiscal year.

The Commission’s current year costs were within 5 percent of tota budgetary
resources for FY 2000. The tota cost entries recorded against current year
obligations amounted to $166,908,025. Compared with total budget authority
less funds dlotted to outsde entities, $176,407,533, we found that the
Commissonhad costed 95 percent or 5 percent of budgetary resources were |eft
uncosted at the end of FY 2000.

Reaching this performance god shows the Commission’s dedication to reduce
uncosted and unobligated baances. As the Commission continues to develop
sound budget requests during times of increased fisca condraints, we anticipate
that we will continue to meet thisgod in future years.

Performance Indicator: Pay 95 percent of all payments accurately and on
time: vendorswithin thetime required by the Prompt Payment Act; internal
customersin 10 days or less.

In FY 2000 the Commission implemented a new financid accounting system
approved by the Joint Financid Managers Improvement Plan. To close out dl
accounting information before converting to the new financid system, the
Commisson made early payments of invoices to externd customers in the old
finencid system. Taking this necessary mesasure affected the Commisson’s
Prompt Payment Act percentage. Due to this action, the on-time invoice
paymentsto vendorsfor FY 2000 are 85 percent, below thetarget of 95 percent.
The Commission anticipates recovering its former performance of more than 95
percent on-time paymentsin FY 2001.

The conversion to the new system did not impact the Commisson’s paymentsto
internd customers. The average processing time for payments to interna
cusomers in FY 2000 is 2.6 days, well within the target of 10 days or less.
Performance measurement results are based on the Commission’s Performance
Measurement Report transmitted to DOE for thefiscal year ending September 30,
2000.
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Performance Indicator: Meet or exceed planned due dates 90 per cent of the
time for performing and completing Federal Managers Financial Integrity
Act requirements and internal financial and performance reviews.

In FY 2000, the Commission met 100 percent of the planned due dates for
conducting and completing the requirements of the Federal Managers Fisca
Integrity Act.  All of the previous year’ s reportable problems were closed, and
the Commissionresolved onepotentia reportableproblemthisyear. Management
continues to be derted to lower leve reportable problems, resolving them at the
organizationd level necessary to take corrective action.
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