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CHAI RMAN SCOTT: Pursuant to the provisions of
the Open Meetings Act, | now convene this policy
session of the Illinois Commerce Conm ssion to
address the coordination between natural gas and
electricity industries and the inpact of that
coordination on reliability in Illinois.

Thank you all very much for com ng
today. As you know, we've started doing nore of
t hese policy neetings to try to get a little bit nore
in-depth | ook at some major issues that are facing
t he Comm ssion and facing Illinois and we do it
outside of the normal rate case setting, in a normal
docketed setting so we can go into a little bit nmore
additional things that may not have relevance to a
particul ar case, but may be very, very inmportant to
the issues as a whole.

So we' ve all been taking turns at
teeing these issues up and for this one, | really
want to thank Comm ssioner Col gan and Linda Wagner
for really assenbling not only a really great topic
and a great way to address the topic, but also a

tremendous group of speakers that we're going to have
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t oday. So | really appreciate all the work. | know
it takes a lot to put one of these together, so |
really appreciate all of the work that you have done.
| appreciate everyone for being here and I'Il turn it
over to Comm ssi oner Col gan.

COMM SSI ONER COLGAN: Thank you, Chairman. As
we explored in our 2014 sumer preparedness policy
sessi on back on May 14th, the recent trend to rely
more heavily on natural gas and electricity
generation i s expected to continue. In fact, this
trend appears likely to accelerate as coal - powered
generation is retired, renewable energy resources
requi re more backup by natural gas plants, nuclear
power plants are faced with some risk of closure, and
| ow natural gas prices encourage nmore use of gas.

Accordi ngly, the interdependency of
t hese industries merits careful attention. As a
result, we've designed this gas and electric policy
session to explore the very conmplicated issues
surroundi ng the coordination between the natural gas
and electricity industries and the inpact of that

coordination on reliability in Illinois and the
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region.

We are privileged today to have a
group of national experts on this topic who wil
share their thoughts and experiences with us.
| ncl uded are representatives of FERC, NRG Energy,

M SO/ PJM the Illinois local distribution conpanies,
Ki nder Morgan and RBN Energy.

The Comm ssion has asked these
panelists to address questions such as, What are the
i ssues of common concern regarding infrastructure
adequacy and reliability? What are the changes that
should be made to current natural gas and electric
mar ket business practices to inmprove
interoperability? What are the problems that could
occur because of the uncertainty surrounding the life
cycle, Shale formation and possible shifts in Shale
production due to environmental and other factors?
And, What are the |l essons | earned fromthe pol ar
vortex and other recent experiences? And |I'm sure we
are all |l ooking forward today to hearing our expert
paneli sts address these issues.

So today we're going to have three
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panels. The first panel will explain the issues and
initiatives regarding pipeline infrastructure and
gas-electric harmoni zati on; the second panel wl
tackl e various aspects of the potential solutions to
t hose issues; and the third panel will be an informal
di al ogue about the emerging issues in gas-fired
gener ati on.

Each panel menber is -- made prepared
comments and after they make those comments, |'Il| ask
my fellow Conm ssioners if you have questions of
clarification. Then you can ask those after the
i ndi vi dual makes their presentation. Ot her than
that, for general discussion and general questions,
we'll wait until the three panelists are each
concl uded.

The first panel is Ed Murrell of FERC,
Tia ElIliott of NRG Energy and Joe Gardner from M SO

If the three of you would |ike to come
up and take a seat.

l'd first like to introduce
M. Murrell. M. Murrell is an econom st by training

graduating fromthe University of Virginia in 1977
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His FERC career began in 1979 with natural gas

pi peline certificate regul ation. He was involved in
the formul ation and i mpl ementati on of open access
policies which have transformed the natural gas

i ndustry, beginning with Order No. 436 and conti nui ng
with Order Nos. 636, 637, 712 and others.

M. Murrell was a technical advisor to
Comm ssi oner Don LaSanta (phonetic) from 1993 to
1996. The Comm ssion signature achi evement during
this period included the inmplementation of natural
gas pipeline, restructuring Order No. 636, oi
pi peline market-based rates and the Comm ssion's
first electric transm ssion open access policies
cul mnating in Order Nos. 888 and 889.

From ' 96 to the present, M. Mirrell
worked in different capacities for FERC: in the
Office of Pipeline Regulation, the Office of Markets,
Tariffs and Rates, the Office of Energy Market
Regul ation and currently works in the Office of
Energy Policy and I nnovati on.

Since 2000, M. Murrell has

increasingly focused on electricity industry issues,
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i ncluding work on RTO formation, RTO mar ket design,
demand response and energy storage, renewable energy
and natural electric -- natural gas-electric
integration issues.

You' ve been a busy man.

The Office of Energy Policy and
| nnovati on provides | eadership in the devel opnent,
formati on of the Comm ssion's policies and
regul ations to address enmerging issues affecting
whol esal e and i nterstate energy markets.

The floor is yours, M. Mirrell.

MR. ED MURRELL: Thank you.

PRESENTATI ON

BY

MR. ED MURRELL:

Thank you for your invitation to speak
with you today. |"m going to try to keep ny remarks
short so that | |eave nore time for you to ask
gquesti ons and have a di al ogue towards the end of this
session, and I want to try to keep ny remarks a
little bit at a high |level today. | think there's

really a lot of territory to be covered today, you've
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got sonme good speakers ON this panel with me and
| ater on this afternoon that are going to cover a | ot
of this.

From a FERC perspective, we've been
| ooki ng at gas-electric issues, you know, pretty
seriously over the |ast couple of years starting in
early 2012 with Comm ssioner Phil Noyes' (phonetic)
request for industry input and followi ng that with a
series of regional conferences. The Comm ssion has
been attenpting to really get its hands around the
scope and scale of these issues.

We have two industries that have been
operating i ndependently and barely even talking with
each other for many, many decades. In fact, on a
gl obal level, they're conpetitors for the retail
mar kets. They really kind of don't want to have
anything to do with each other in the historic past.
Today it's different.

El ectric generation is the single
bi ggest growth opportunity for the natural gas
i ndustry. Nat ural gas for our generation, at |east

in the near term seens to be the nmost prom sing
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opportunity to build new capacity and fill gaps as
they come up in the generating fleet all over the
country. Many regi ons have spent tremendously nore
on gas generation.

Coordi nation is now becom ng nore
i mportant. They need to start understandi ng each
ot her, they need to reach out, they need to learn the
vocabul ary and the practices and busi ness
perspectives of each other and that's relatively new.

From a FERC perspective, we've divided
these issues into just a handful of key categories.
That's driven more by what we think we can influence
than by any limt in terms of the nature of what has
to happen out there in the field.

Communi cations is a very inportant
area. We've already issued a rul emaking and taken
some steps to renove barriers fromsome of the other
Comm ssions' regulatory inmperatives. W' ve seen the
RTOs make changes and focus nmore on keeping up with
what's going on in the pipelines in their community
and that's hel ped them over the | ast couple of

winters in keeping their gas-fired resources on-1line

10
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in the wintertime.

Schedul i ng practices has been a little
more recent. I n March, the Conm ssion issued a
Noti ce of Proposed Rul emaking. W' ve asked NAESB to
attempt to forge a coll aborative consensus sol ution.
They' ve made some progress, but have not conpletely
sol ved the problem  There is still remaining issues
both between electric and gas industry conmponents and
fromregional stakeholders fromthe West and the
East .

Operating practices of whol esal e
electric markets and the way that those markets
function have a way of dealing with generation. So
basically it's a day ahead or an hour-to-hour type of
busi ness framework. The operator of the market
basically commts resources as needed and those
comm tments change from hour to hour.

Nat ural gas, it doesn't work that way
and in order to get natural gas in the wintertime
when demand for gas is high and infrastructure is
operating at capacity, there will be a need in the

future for firmcontractural comm tments to nmeet

11
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t hose needs.

Pi pelines are reaching capacity.
Hi storically, gas-fired generators were only serving
peak demands during the summertime. At that time,
pi pelines were not full. They weren't needed to
serve their other customers and it wasn't difficult
for electric gas-fired generators to get that
capacity.

Today, that's not necessarily the
case. Generators are conpeting with each other.
They are now putting demands on pipelines that have
risen to a level of filling those pipelines up during
the summerti me and even during the off-peak nmonths.

As we saw during last winter, winter
demands can al so be very high and coincide with high
gas-fired -- gas consumption from all the other uses
in gas system

So |'"'mgoing to speed this up alittle
bit. The connections between gas and electric really
have just a handful of different di mensions. Service
of ferings don't align very well. Pi pelines basically

sell daily service; generators sell hourly service

12
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Communi cati ons and coordi nation are not well aligned.
Pi pelines have a set of nationwi de practices and
schedul e for nom nating and scheduling pipeline
service. RTOs have a schedule for receiving bids
from generators maki ng market comm tments, making
reliability comm tments and moving the operational
framework towards real time. The gas day starts at
9:00 a.m The electric day in the East starts at
m dni ght . Contractually, that's not a very good fit.
Different commerci al approaches are
going to have to be | ooked at in the future to try to
bridge these gaps. In order for a generator to
commt to a firmer gas pipeline or a gas supply
arrangement, there's going to be a need to deal with,
you know, basically some cost. Pi peline charges for
firmservice are fixed nonthly fees, uses charges are
very small and vary only a small amount from month to
mont h. The guts of the fees the pipelines charge are
mont hly reservation fees. Generators are going to
have to either find a cash flow that is going to
support that or they're going to have to find ways to

find alternative paths to get their gas supply.

13
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And then | ow gas prices have had
i mpacts on both industries. It's increased demand,
which is part of what fills up the pipelines; it also
has some pretty dramatic effects on the hemodynam cs
in the electric industry; it |lowers market clearing
prices and affects the cash flow that generators rely
on to keep firm supplies full.

So I've touched on communi cations and
scheduling practices. Operating practices, | just
want to say that each of the RTOs has some form of
active stakehol der process. They're all | ooking at
slightly different things. Probl ems here in the
M dwest are conpletely different than problenms in the
East and that is reflected in the focus stakehol ders
and RTO managenents are bringing to the table.

' m very encouraged to see that
effort, look for regional solutions, consensus and
col I aboration among the market participants. That's
the best first step before things come to regul ators
for a decision, at |least on a federal |evel.

In terms of pipelines reaching

capacity, we've got market mechanisms in place to

14
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allow as nmuch liquidity as the market can provide.
Capacity release allows for, in a secondary market
pi peline capacity, customers who have firm
comm tments, can |let that capacity go to others when
they don't need it and that has formed a pretty solid
foundation for a fairly conmpetitive market for gas
and hel ps keep the gas-fired generators running.

So in terms of infrastructure, we do
have a -- kind of finite set of pipeline capacity.
It takes several years to build new pipeline. It
takes a fairly significant amount of time to go
t hrough both the contractual comm tments the
pi pelines have to negotiate with their customers, the
regul atory process which, for pipelines, includes the
federal citing and environnmental reviews that on the
electric happens and it takes time to construct. W
have mar ket mechani snms that allow that capacity to be
used as well as it can be and to let the market help
make that happen

New capacity firm contractural
commtnments in terms of current policies, current

approaches and the current reality in the financi al

15



10

11

12

13

14

15

16

17

18

19

20

21

22

worl d seemto be where that's going to go. There's
room for innovation and new busi ness model s; but
until they arise and until people have comm tments
that they're willing to go nove forward on, we'll
just have to wait and see what kind of innovation
comes fromthat direction and access to storage,
which | haven't tal ked about yet which also is
vitally important.

Here in the M dwest, you are anmply
bl essed with quite a bit of storage capacity. Some
of it's commercially available in the whol esal e

mar ket. Some of it's held by local distribution

conmpani es that hel ps support their wi nter needs. All

of that can be made avail able in the market under the

current federal regulatory regine.

So I'mreally gratified that the
II'linois Comm ssion is |ooking at these issues. I
think it's inmportant that Comm ssioners increase
t heir awareness, engage with their utilities and
their stakeholders and really try to get a better

under st andi ng of what the chall enges are and be

prepared for the steps that industry stakehol ders and

16
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the regulating entities take to solve some of these
probl ems.

| think there's a |lot of room for the
mar ket to provide assistance. | think people have
some flexibility to | ook for market-driven sol utions.
Some of that is just entering into contracts that
makes sense; some of it is making the kinds of
changes or improvements in both the electric and gas
mar kets to make the two industries work better
t ogether; and sonme it is sinpler things. Aligning
mai nt enance schedul es and communi cati ng and
coordi nating that across the industries has been very
hel pful .

So | wrap it up there and pass it on
to the next panel. Thank you.

COVMM SSI ONER COLGAN: Thank you, sir.

Any clarifying questions from either
of the Comm ssioners.

(No response.)

COVMM SSI ONER COLGAN: Okay. Our next speaker

is Tia Elliott. Tia Elliott is director of

Regul atory Affairs of NRG Energy, an independent

17
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power producer headquartered in Princeton, New
Jersey, and Houston, Texas. In her role, Mss

Elliott represents NRG s interest at M dcont- -- M SO
and she's the current vice chair of the M SO El ectric
and Natural Gas Coordination Task Force.

Addi tionally, she represents the | PP sector on the

M SO Advisory Comm ttee and M SO Fi nance

Subcommi ttee.

Prior to NRG, M ss Elliott acted as
the chief technical advisor at the Indiana Utility
Regul at ory Comm ssion for two years, from 2011 to
2013, where she interfaced with M SO and PJM
st akehol ders as a liaison for the |Indiana Comm ssion.

She al so represents the State of --
represented the State of Indiana during neetings of
t he organi zation of M SO states and the organization
of PJM states coordinating regul atory oversi ght of
policy formati on among the states.

Whil e at the Indiana Conmm ssion, she
served as the cochair of the OMS State Seams Working
Group and chaired OMS Ad Hoc Working Groups on credit

practices, Order No. 741, and electric and national
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nat ural gas coordination.

From 2004 to 2010, she worked for ACES
Power Marketing as manager of energy scheduling where
she managed physical and financial transactions in
and outside the RTO for multiple portfolios across
the country.

She made the transition fromelectric
to natural gas in 2004 working for GridAmerica in
real -time operations and real-time operations at
M SO.

Ti a began her career in the industry
in 2000 hol ding positions with natural gas marketers
in the East and West perform ng trading anal ysis,
scheduling functions and monitoring well production.
She earned a Bachelor of Arts degree in Political
Science from I ndiana University in Bloom ngton in
1999.

Mss Elliott?

PRESENTATI ON

BY

MS. TI A ELLIOTT:

Good afternoon and thank you for the invitation

19
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to be here and present to you today. Today |'m going
to touch upon infrastructure adequacy and the i nmpact
on prices. Before | really get into my presentation,
| just want to provide a brief illustration up there.
"' m not going to ask you to close your
eyes or picture anything; but this illustration is
just about a cold January that drives down storage
avai lability followed by an extended cold snap in
February. Pi peline capacity struggles to neet
demand. During the nmorning peak hours, you know, you
have a combustion turbine, which is a gas-fired
generator or CT, that needs to come on in the power
mar ket ; but at the same time is also when, you know,
residentials -- people are waking up, turning up
their thermostats, using gas and a pull from both of
t hose could cause fluctuations on the pipe that
generator takes the gas and reduces the pressure

that's needed there on the pipe.

Now, that illustration was provided to
me back in April of 2013 when | was coordinating a
sim |l ar panel. It al most sounds like it could have

predicted a little bit of what we saw in January of

20
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2014, which is concerning. This illustration,

t hough, was reality back in February of 1996. So
considering that this happened and this was occurring
in this region around Chi cago, Northern Indiana,

M chi gan where these concerns arose, no storage and a
severe cold snap.

So moving forward into the
presentation, what this illustration highlights is
the inpact on reliability which then could result in
an i nmpact on prices. During extreme conditions,
often only firmcontracts are going to be
deliverable. Now that's not an absol ute statenment.
| said "often" because it's not always; but typically
a gas-fired generator is going to be used, for
i nstance, in the summer when the pipelines are at
capacity and in peak situations al so. So gas-fired
generators typically will procure generationa
contracts. It's more econom c and the cost is |ess
and when you're only running it for a few hours as
needed, it's not a base-|oad product based on the
resource, there's no need for the firm contract.

Even if gas is deliverable in extreme

21
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conditions as we saw with the polar vortex, what
could occur, the gas-fired generator may be call ed
upon in our market for two or three hours depending
on the peak time, morning, evening, afternoon,
whatever it may be. There still may be a need to
schedul e that gas for the full 24-hour gas day and
that, again, is to reduce the fluctuations on the
pi pe whereby dropping the pressure or pulling storage
t hat may already be | ow.

So then you kind of run into a little
bit of a situation, which we've heard from marKket
partici pants through the M SO Coordi nati on Task
Force, that during the polar vortex, gas was
avail able, the generator -- a gas-fired generator
needed it for two or three hours, but they were going
to be required to schedule gas for 24 hours. So then
they're paying for this gas that they're taking for
24 hours, but may not need the generator.

What this also highlights is another
issue with regards to costs and that these costs need
to be recoverable and at |l east in the power markets,

in the RTOs, there are not mechani sms or mar ket rul es
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t hat provide that ability to recover costs associ ated
with the gas or with the services that have been
procured to make that generator reliable, to make
sure that the gas is delivered to that generator and
t hose services could be, you know, a firm contract,

t hey could be storage services and that's sonmet hing

t hat we need to be | ooking at within the markets and
t he RTOs.

In the power world, we use a | ot of
acronyms and |'mgoing to try to stay away from nost
of them you know, for the regulators who are not
famliar with the power markets; but | am going to
throw one acronym out there for you today and that
acronymis ICE, |-C-E. And what this is -- |I'm
termng ICE as three key drivers that are significant
to electric and natural gas coordination. So "I" is
for investment, "C," coordination and "E,"
envi ronment al i nmpact.

So moving on to the first letter or

acronym"I" for investment, we need to begin | ooking
at investment in infrastructure. Nat ur al gas

infrastructure is funded through |long-term
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comm tnments with customers and in the M dwest region
around this area in Indiana, Illinois, Mchigan, we
are fortunate that there is quite a bit of storage,
especially compared to the rest of the country, as
wel |l as many of the interstate pipelines do

i nterconnect and cross through this area.

So to that point, you know, we're in a
better position probably than the East Coast, for
exampl e; but it doesn't negate that there are
potential |local reliability issues that need to be
| ooked at and consi dered.

For exanple, a customer and a -- who
woul d be the generator -- needs to be talking to and
have di scussions with their supplier, which my be a
pi peline, if they need a direct connect to a pipeline
or like some sort of |ateral developed to identify if
that is an infrastructure need or it could be just as
much as talking with a supplier or the |oca
di stri bution company, the local utility to find out
what services are offered that may be able to help
assure reliability for that generator, you know,

services that they may not be aware of that could be
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underutilized.

Now to that point though, | would just
note that there are not standard services, it's not
one size fits all and most tariffs, you know, buy
pi pe and buyer | ocal distribution conpanies are going
to vary. So that's why you can't just across the
board say, This service is this. W need you to use
that. So that's why the conmmunication and
coordination to identify the local infrastructure
needs are going to be necessary.

Moving on to "C," coordination, the
coordi nati on movement, | just touched upon which is
t he di scussions, the communications that need to be
happeni ng at the | ocal |evel between the customers to
identify if there are local reliability issues, if
infrastructure upgrades are going to be needed. The
ot her piece of coordination -- and this is not with
stating the coordination just between the industries
t hensel ves, especially with regards to scheduling and
the gas and electric days -- but | think we're going
to need to see noving forward an increased

coordi nati on between the states and the RTOs. Thi s
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may become nmore inperative going forward with, you
know, new proposed environmental rules that could

i mpact the availability that a generator may be

di spatched. So that coordination there is going to
have to begin taking place between the states and the
RTOs as wel | .

Movi ng on to our last letter of our
acronym "E," environnmental impact, during the polar
vortex, there were quite a bit of forced outages for
di fferent reasons and one of those reasons was due to
frozen coal piles. However, much of the generation
t hat was on-line and supporting reliability on the
system was from coal-fired units. The concern here
is that, you know, |ooking two years down the road, a
nunmber of these coal resources could potentially be
retired.

So putting that into perspective, you
know, if this happened, you know, two years from now,
our discussions mght be a little bit different.

So to that point, you know, it's good
t hat we are beginning to address that now. | hated

all that snow in nmy yard for three months, but it has
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gotten us to these discussions that are necessary.

The bul k of the unscrubbed coal units
remain in the M dwest here in this region and the
further proposed environnmental rules that could be
i ncentive enough for the plant owners to go ahead and
shut the plants down and retire these resources
rat her than installing expensive scrubbers to make
them compl i ant .

So it's reasonable to anticipate while
we al ready thought we were going to see nore
dependancy on gas for a number of reasons, coal
retirements, the cost of gas, with newer proposed
rul es, the dependency upon gas could be even greater
t han what we had initially thought; and it woul dn't
be dependency on the gas, you know, this could be
clean energy we're tal king about and renewabl es,
which brings me to -- nmy slide here is what we really
need to be tal king about in addition to the
coordi nation and considering is -- a diverse fuel
m X.

You know, the polar vortex proved,

again, that fuel diversity is key to maintaining a
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| ong-term systemreliability. Coal or even oil units
are suitable for repowering and for conversions and
this is going to be a key when transitioning to

reliability units

Al ong that |line and specific to the
M dwest region, especially at costs in the Illinois
and I ndiana area, | think we'll continue to see wi nd

and sol ar increase and enter the market even nore.
That's al so going to require the right technol ogy

m x, which would be another consideration as we nmove
forward.

Responsi ve and fl exible technol ogi es
are going to be inportant to balancing the grow ng
renewabl es that we see and along the |ine of
flexibility that brings us to another resource which
is nucl ear resources, and we do have that around this
region and this area. And nucl ear does provide
necessary fuel diversity simlar to coal -based
resources, but the nuclear resources don't rely on
flexibility that may be someti mes needed during peak
conditions. So that's another consideration when

tal ki ng about the need for diversifying the fuel m x.
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Wth that, | am going to conclude ny
presentation and turn it over to you for any
guesti ons.

COWMM SSI ONER COLGAN: Thank you for you
comments.

Anybody have any clarifying questions
for Mss Elliott?
(No response.)

COVMM SSI ONER COLGAN: Okay. Our next speaker
is Joseph Gardner from M SO. M. Gardner is
responsi ble for MSO s forward markets and
operational processes overseeing the adm nistration
of M SO s financial transm ssion rights market, the
Day- Ahead Energy and Ancillary Services Market,
transm ssi on and mar ket settlement, outage
coordi nati on, Seams adm nistration and tariff
adm ni stration and schedul i ng.

In addition, his responsibilities
i nclude | eadership of M SO s mar ket engi neering and
model i ng services. Previously, M. Gardner played a
key role in the devel opment and | aunch of M SO s

mar ket and reliability functions.
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M. Gardner joined M SO in 2000.
Prior to joining M SO, M. Gardner spent 16 years at
Central and Sout hwest Services in Dallas, Texas,
where he earned positions of increasing
responsibility including director of Systens
Oper ati ons.

M. Gardner earned a Bachelor's of
Sci ence degree in Electrical Engineering fromthe
Uni versity of Texas at Arlington.

M. Gardner.

MR. JOSEPH GARDNER: Good afternoon
COMM SSI ONER COL GAN: Good afternoon.

PRESENTATI ON

BY

MR. JOSEPH GARDNER

So I'"'mgoing to talk a little bit
about some of the things that we see comng in the
near future as well as the activities that we've had
in place for the | ast couple of years just to deal
with some of those things and changes we see that may
be necessary to deal with the changing environment

and then I'Il give you a little bit of a flavor for
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what we saw during the polar vortex.

The first slide, basically, just shows

our footprint. It is a very geographically diverse
f oot print. It's typically not cold everywhere at the
same tinme. It's typically not hot everywhere at the

same time. There is a |ot of geographic diversity as
well as time zone diversity.

This winter was a little bit of an
exception to that. Actually, it was cold at the same
time -- and | talk a little bit about this later --
but in the peak load there it says it's about
126 gigawatts. That doesn't include -- you know, the
whol e footprint included in the Southeast Region that
we picked up in Decenber and this past -- typically,
our wi nter peak is about 30 percent |ower than our
summer peak -- maybe 25 percent.

So it was |ike 100 gigawatts prior to
this year in our winter peak. W broke that w nter
peak by 10 gigawatts, which is |like 10 percent and
that's just a very unusual thing to have happen, to
actually beat a peak |oad by that much of a

percentage -- an all-time peak |oad by that nuch of a
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percentage, that -- |'ve been in the industry a |ong
time. | haven't really seen that kind of record

bei ng broken. So it was a -- | don't know if it was
alin 20 year event, but it was definitely a 1 in
many year event that we saw this past w nter.

The next slide. So we've been seeing
this comng for a while, the EPA activities
associated with coal units in particular. W're
going to see about 10 gigawatts of coal-fired
capacity actually retire by 2016. That's largely
going to be either -- eat into our reserve margins
historically for the |ast 15 or so years, at |east,

t hat we've operated at a |l evel of reserve margin nmuch
in excess of the actual m nimum planning reserve
mar gi n, that would give us a 1 in 10 year

reliability. That's going to be eaten away by the
gig- -- the coal-fired retirements and so we're going

to be operating nmuch closer to our planning reserve

mar gi n.

The other thing that will happen is
we're going to be -- we're going to see nore and nore
renewabl es come on-line and we'll also see nmore gas
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generation go on-line and our generation queue
reflects that as well.

The next slide. So about two years
ago, we put in place a Natural Gas-Electric
Coordi nati on Task Force and we've been working with
the gas industry for a while trying to work cl oser
t oget her on key things such as this situation
awareness. W want to -- historically, we have not
needed at our control center |level to know the
details associated with what's happening on the gas
pi pelines. W haven't even needed to know exactly
whi ch pi pelines are connected to which plant and how
many pipelines were connected to which plant. And so
we saw the need to start having nmore visibility into
t hat .

In addition to that, we don't have a
requi rement right now for firm fuel and that
typically has not been a problem historically because
we mostly needed it during the sumer, not so nmuch
during the winter. Li ke I just tal ked about a m nute
ago, our peak load in the winter is significantly

| ess than in the summer, so there was al ways a | ot of
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extra capacity that we could rely on fromthe winter.
That's changi ng because we're going to be operating
closer to the margin and we're going to need to have
more visibility into what fuel is avail able and then
al so have nore fuel obligation.

Now, one of the things -- firm fuel
obl i gati on. One of the things that we're |l ooking to
do is going to a seasonable nodel, at least froma
resource adequacy point of view. So today, we only
have a resource adequacy on an annual basis and since
our wi nter peak was 25 percent |ess than our sunmmer
peak, we didn't really need to require firmfuel and
if we did require it, it would be requiring the
utilities and the generators to spend a | ot of extra
money that woul dn't necessarily be needed for the
wi nter and so we haven't had that requirenment.

So what we're |looking to do is have a
seasonal -- one of the things, is to have a seasona
model where we actually plan -- and have planning for
the winter separate from planning for the sumer and
t hen perhaps making a firm fuel requirement makes

sense. There will be a discussion about that going
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f or war d.

The other thing that we need to make

sure we're doing more of -- and that M. Muirrel
tal ked about -- is alignment of gas-electric
scheduling and 1'lIl talk more about that in a couple

of m nutes.

We had a | ot of experience with the
pol ar vortex. We weren't fortunate in that we did
have sonme | oss of generation due to gas, but not an
amount that would cause us to initiate emergency
procedures. And we are | ooking forward to what's
going to happen in the future as new gas generation
conmes on-line, what kind of time line is going to be
needed for the natural gas construction build-out, so
we' re doing an analysis associated with that.

So some of the remaining challenges is
just identified in modeling pipeline contingency. So
as we see a pipeline go out of service, what Kkind of
chal | enges may cause that among multiple plans or an
area of our footprint, we want to make sure we
capture the fuel risk in planning and mark the

contracts like | just tal ked about, perhaps, going to
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a seasonal resource adequacy nodel .

We put a pilot in place this past
wi nter associated with a gas pipeline where we were
in close coordination with them and we're | ooking to
expand that. In addition to that, we want to make
sure that our operators in the control room actually
know, first of all, the state of all the pipelines
and what's -- what type of operation condition they
m ght be in as well as have visibility into which
pi peline -- which plants that pipeline serves; and
then, finally, scheduling m salignment and I'lIl talk
about that in a mnute.

| think maybe | tal ked about all of
t hese. Let's go to the next slide. So in March,
FERC actually issued a proposed rul emaki ng that
want ed NAESB to do essentially two things. One of
themis to | ook at moving back during the day when
timely nom nations are going. So instead of making
timely nom nations at 11:30 in the norning, perhaps
doing it later in the afternoon. And then the other
thing that they wanted to | ook at was changi ng what

gas day is. Currently, it's 4:00 a.m to 4:00 a. m

36



10

11

12

13

14

15

16

17

18

19

20

21

22

and | ook at changing that to 9:00 a.m to 9:00 a. m
Okay. The reason those things are
i mportant is that -- go to the next slide and we may
come back, okay -- so that the current day ahead
mar ket for M SO runs between 11:00 a.m and 3:00 p. m
Al right. So at 11: 00 p.m, we need to know what
all the generators are planning to do and what their
offers are for tonorrow and then we run for 4 hours
and we | et everybody know at 3:00 o'clock in the
afternoon what their clearing results were. Well,
right in the mddle of all of that, at 11:30 in the
mor ni ng, the gas pipelines require nom nation from
all those generators, but they haven't got the
clearing results yet fromus and so it presents a
little bit of a challenge for getting that right.
And so what we're |ooking to do and
what FERC was | ooking to get out of this was move
t hat gas nom nation period back into the afternoon
and then have us move our day ahead market up earlier
so that our clearing results are avail able prior to
the nom nati on process. And so that discussion is

still ongoing.
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NAESB wi Il be making a filing with
FERC, if they haven't already, pretty soon that talks
about noving that nom nation back and then we have an
obligation to file with FERC at the begi nning of next

year indicating what we're going to do in response to

t hat or show why we shouldn't. So these are
basically two choices, so | will be working on that
activity.

There was also a | ot of activity
associ ated with moving the gas day from 4:00 a.m to
4:00 a.m to, say, 9:00 a.m to 9:00 a.m The reason
why that's inportant is because today, in places |ike
New Engl and and New York -- we haven't had this issue
in the M dwest yet -- and | actually said that
backwards -- from 9:00 a.m to 9:00 a.m back to
4:00 a.m to 4:00 a.m -- today, the gas
nom nation -- the gas day ends at 9:00 a.m The
morni ng peak in the winter is also around that same
time, around 9:00 a.m So there are tinmes when
generators are actually running out of fuel at the
same time as the morning peak is occurring and so

t hat causes some generators -- but we typically want
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one to conme off-line prior to the morning peak
because they're running on what they nom nated the
day before and that creates operational changes for
us. And so the idea is to nmove it to 4:00 a.m to
4:00 a.m so that it does not coincide with the peak

The next slide. So | "m going to
transition now into some of the experiences that we
had | ast wi nter. So it was cold and we're just
showi ng on some days in January and February and
March of the average |oads in our footprint. And,
remenber, even though 2 degrees m ght not seem cold,
it is pretty cold when you average in tenmperatures in
Loui si ana and Northwest M ssissippi. They don't get
anywhere near that cold. So the average tenperatures
were a | ot colder this year and they were the col dest
experienced in about 20 years.

The next slide. This one is a little
bit busy and it has a |ot of information on it. The
i mportant thing is that | oads were high and that we
only had to go into a max gen event, which is the
shadi ng on March the 4th, bottomright, one tinme

going into the period. W were in cold weather
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alerts a lot. W were concerned of operations to
make sure everybody was on their toes and paying
attention, there wasn't unnecessary mai ntenance goi ng
on, so we had a |lot of that activity; but we only
actually had to go into an enmergency event one day
and it was only the very first step in the emergency
process, which was to ask some units that were

avail able only during emergencies to make thensel ves
avai l abl e. So that's really all we had to do from an
emer gency procedure point of view.

| already mentioned the fact that our
peak | oad was up al nost 90 percent higher than all
time, which is a very unusual event.

And the next slide. And this slide,
the colors aren't com ng out very good; but
basically, what we're trying to show is total forced
out age due to gas issues which is kind of the m ddl e
bar in all of that, and on sonme days, we had as much
as |like 6 gigawatts of generation unavail able. W
had some gas issues. Which is -- it's a |large
amount; but because we -- because we have a reserve

margin for sumrer peak and our summer peak is so much
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hi gher than the wi nter peak, it causes us to not have
to go into emergency procedures like | tal ked about
bef ore.

Next slide. And we were able to
manage things through adequate staffing. W had
conference calls with | ocal market participants, with
our | ocal balancing authorities, as well as our
adj oi ning RTOs, internal meetings, just good
situational awareness making sure we have alerts,
notifications, declarations and staying on top of
everything froma situation awareness point of view.

And with that 1'Il be happy to take
any questions.

COWM SSI ONER COLGAN: All right. | think we
have about 10 m nutes for our questions.

Does any of you have -- Chairman?

CHAI RMAN SCOTT: Thank you, Comm ssioner. And
t hanks for the presentations. They are all very good
and | appreciate you being here. | actually have one
hopefully short question for each of you.

M. Murrell, you tal ked about the

differences a little bit between the M dwest and the
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East and we've heard this before, but | don't know if
anybody ever very succinctly explained why we're not
in the same situation that's true in the Northeast.
So maybe if you can take a couple mnutes to do that
for me.

MR. ED MURRELL: Well, | think I can sumit up
fairly quickly. The M dwest and Chicago, in
particular, is kind of a crossroads for natural gas.
There's pipeline capacity comng in from al nost every
part of the country. There's a | ot of devel opment in
pl ace to nove even Marcellus Shal e back towards the
M dwest . If you |l ook at prices, for the nost part,
except for these very extreme days, Chicago prices
someti mes even beat Henry Hub prices because you have
the diversity of supply and the diversity of storage
and resources. That, except on the mpst high-demand
periods, is anmple for mpst needs. You just have nore
tools to work with on the gas supply front.

New Engl and, by contrast, is at the
end of just a couple of pipelines so whatever they
have to do is going to take a little nmore effort and

it's going to be a little nore concentr at ed. So
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that's number one.

In terms of capacity, New York PJM and
New Engl and all have some formof a -- kind of a
whol esal e mar ket capacity/ market construct that
determ nes, you know, in the region, what adequate
capacity comm tments have been made. Everything is
in the market. There are a |ot of bilateral
agreements underneath that, but it's still --
everything is in the market.

In the M dwest M SO mar ket, you have a
little nore -- kind of voluntary capacity market.
It's a little more of an opportunity to trade
avai |l abl e capabilities and people tend to rely nore
on their own bilateral commtments or cell phone
generation so that market construct is significant.

Obvi ously you've got PJM and M SO
serving Illinois, so you've got a little bit of both
flavors of that, but those -- aspects of those things
make t hings distinct. You have, probably, a slightly
bi gger nuclear fleet relative to some of the other
regions. \When you |l ook at the division of fuel

sources for the capacity that's available to Illinois
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and available to MSO, it's kind of evenly divided.
Coal tends to be first; gas second; nuclear third.
But when you | ook at the actual generation, coal is
al most the majority of the electricity generated in
Il'linois and it's a very high percentage in the M SO
mar ket .

So that function is really just the
ability to have that relatively cheap margi nal
resource comng into the market and it provides, you
know, a bigger amount of | oad.

You do have a fair amount of wi nd now.
Wnd is |like the fifth |argest capacity for electric
generation in the M dwest. | haven't done any
conpari sons, so |I'mnot sure if you are ahead of all
t he other Eastern Regions or just kind of setting the
pace for the Eastern Regions; but | was actually
surprised when | did ny recent research to get ready
for this panel to see how much wi nd had picked up in
the last few years. And | think the need to have
flexibility with the rest of the generating fleet to
deal with the variability of wind is going to put

I mportant stresses on the system that have to be
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managed. And Joe and his guys have done a great job

putting wind resources in the market in a

di spatchabl e way in managi ng those resources, but

that's going to be a continuing challenge going

forward; and that's probably not distinguishing you

fromthe rest, but that's kind of how | |ook at it.
CHAlI RMAN SCOTT: | appreciate that. Thanks.

And quickly, M ss Elliott, then, so

part of the 11D is the ramping up of gas to the

70 percent capacity. That's one of the building

bl ocks that's in there. It's not as big an issue for

us because we don't have that much gas to ramp up

Is the infrastructure ready in other place to handle

t hat ?

| mean, that's an issue we're al
going to be dealing with, but |I'm just curious from
your point of view -- not necessarily Illinois

specifically, but in other places.

MS. TI A ELLI OTT: Honestly, I'mnot really in a
very good position to say because | think, again,
once we talk about infrastructure, we have to | ook at

the other | ocal |evels.
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Now, one thing |I would add to that,
t hough, while we do have the supply here -- and Shal e
was mentioned earlier and we are seeing sonme backhaul
in the M dwest Region, we do receive a |ot of supply
fromthe Gulf; but what's happening is there's quite
a bit of |load growth happening in the Southern
Regi on, and M SO specifically, the portion of Texas

across Loui siana and into Al abama.

So what that means is those -- that
new | oad, largely industrial, will begin to rely upon
a lot of the gas that we -- the M dwest region is

getting fromthe Gulf. Take that away and then |
think that also creates another caveat. W may still
have supply, but where is it comng fromand is the
infrastructure adequate to support that in addition
to the increase on the gas-fired generators?
Unfortunately, it doesn't answer your
gquestion very well, but | do think that we have to
also |l ook at that locally, again, to determ ne where
t he needs are. And while the Mdwest is in a good
position, probably better than other areas of the

country, it doesn't, again, negate that locally we
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potentially have issues with infrastructure.

CHAI RMAN SCOTT: And ny ot her question -- the
next panel too, so I'll hold on. Thank you
COMM SSI ONER Mc CABE: M. Murrell, wouldn't a

fifth attribute of M dwest versus the East al so be
our storage capacity?

MR. ED MURRELL: We certainly have a | ot of
storage. | think that, you know, New England is
clearly storage-deficient. New York and PJM probably
have, you know, al most conparable assets to storage.
There is a lot in New York and Pennsyl vani a. So
they're not necessarily in the same footing, but
they're not that far behind; but, yeah, | think
storage -- at least it's an important ingredient for
you to have in your m nd as you consider what the
options are going forward.

COVMM SSI ONER McCABE: And you menti oned room
for innovation and new busi ness nodel s. | wonder
whet her you just want to talk about what are the
possibilities you see in the future.

MR. ED MURRELL: |"mgoing to try to sumthis

up. It's hard to do that briefly. | think part of
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what happens in the real world -- | mean, we just
expressed this last winter. W saw unprecedented
prices. W saw pressure on both electric and gas

i ndustries for high prices. W had market rules that
had to be changed on an emergency basis at whol esal e
and high prices have a very strong attractive force.
Peopl e out there have things they see that | don't
see where they think they can make money and fill
gaps that they believe were exposed by these recent
experiences, | think innovation is going to be com ng
to follow the money.

So I think in terms of marketers who
stand in the mddle and kind of meet the gaps between
the gas industry and the electric industry in serving
i ndi vi dual generators on a day-to-day basis, you have
peopl e that are contenplating a different way of
contracting for FERC capacity instead of individual
customers. You would have customers pool together
and contract for pipeline capacity recogni zing
they're not all going to be using their full needs at
the same time.

So there will be some ability to kind
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of bal ance the financial comm tment of nore pipeline
firmcomm tments and the overall kind of aggregate
needs in the region and that's going to be inportant.
I f you build all the pipeline capacity you need to
serve every single gas-fired generator, what is that
going to do for prices in the electric industry?

What is that going to do for the demand for gas?

And at the end of the day, those
generators are still only going to be operating as
needed. It could be a 12 percent | oad factor in a
particularly moderate weather year. So if you
overbill, there's a |lot of prices and costs that have
to be carried with that. There's probably service
i nnovation at pipelines and storage providers that
ot her service providers can also provide.

COWM SSI ONER COLGAN: All right. | think that
with that, we probably need to move on to our next
panel, but | think a theme that | heard -- it's
somet hi ng that you brought up, M. Gardner -- is this
i ssue of resource adequacy planning on a seasona
basis and the bal ance between interruptible services

and firm service and how is that going to play itself

49



10

11

12

13

14

15

16

17

18

19

20

21

22

out in the long run? | think that's probably a
really good point on that. "' m not asking you to
respond to that. | took note of that.

So let's thank our first panel.

(Appl ause.)

COMM SSI ONER COL GAN: Our second panel this
afternoon is titled Business Practices and it al so
has three panelists: Andy Ot from PIM Gene Nowak
from Ki nder Morgan; Tim Sherwood who wor ks at Nicor
who is going to be speaking for the Illinois LDCs.

If you three would |like to conme
forward.

Andy Ott is executive vice president
of markets for the PJM I nterconnection. He al so
serves as a board menmber for the Association of Power
Exchanges, PJM Technol ogi es and PJM Environment al
| nformati on Services.

M. Ott has been with PIJM for nore
t han 15 years and is responsible for executive
oversight of PIJIMs market operations, market
strategy, member training, state relations, Customer

Rel ati ons and Performance Conpliance divi sions. He
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was responsi ble for designing and inmpl ementation of
PJM s whol esale electricity markets including the PJM
| ocati onal marginal pricing, financial transm ssion
rights, day ahead energy market and capacity marKket
systens.

Wel come, M. Ott. We'll be interested
in your coments.

PRESENTATI ON

BY

MR. ANDY OTT:

Great. Well, thank you for having me
t oday. | appreciate being invited here to speak.

If we go to the first slide, this
item-- the first two coordination issues m ght be
repetitive of what M. Gardner was referring to, but
| just highlighted PIM s perspective on this.
think the issue of coordination between the gas and
electric systens, what we've seen, | think, and what
FERC has highlighted is that the nom nations for gas
and the awards for power just don't |ine up and we
really need to deal with those.

And there are two different issues.
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One is the power plants that burn gas need to come
into the power market not knowi ng whether -- with the
gas offer not knowing if they're going to need to
procure the gas or not because of the system The
coordination issue, of course, on the back end of
that is the power market awards the schedules -- the
gas generators to run and at that point, the gas
generators go out and they've mssed a timely
nom nation for the gas sites. So it makes it
difficult for themand that's a timely issue that we
face. Obvi ously, there are solutions that we'll talk
about .

If we go to the next slide, this item
is -- again, was alluded to by M. Gardner, too. I
t hi nk probably look at it a little bit deeper from
two points of view and this is the time between the
gas day and the electric day. Again, in the w nter
which is when gas matters the nost to the power
system we have the | oad shape as you see on the --
on the slide for power unit, an extremely steep | oad
ranmp, right before the gas day is ending. So the gas

day is started at 10:00 a.m for us -- 10:00 a.m
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eastern the day before and it's ending at 10: 00 a.m
in the norning.

So our peak -- our two peaks in the
power system -- in the power industry, two peak
demand periods are two different gas days. So
there's two problenms with that. First is the morning
ranmp, so we have our peak usage right as the gas day
is ending and have to switch over to a new day. The
second issue is intraday nom nations for gas don't

really line up with the power peaks. So what FERC

had pointed out in their -- rulemking were those two
I Ssues.

If I go to the next slide, what
do -- | would be remss if we didn't point out -- if

| didn't go into observations fromthe January 2014
operations. W had an incredibly successful

i mpl ementation of reliability coordination between

t he power industry and the gas industry, especially
with PIM but | think everywhere we had gotten some
orders from FERC that allow us, on the power side, to
share information with the gas side and vice versa.

And | tell you we -- in the control room during that
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January, we had unprecedented informtion on what the
-- what our cash units were capable of running, what
the gas acquisition -- like froma reliability
perspective fromthem so we knew what was going on.
Situation awareness was vastly inmproved, so that was
a success story.

Now we go to the challenge. The
challenge is on the commercial side. What we saw
this winter was fairly significant issues with the
mar ket tim ngs and, really, scheduling issues between

the gas and the electric systems and, really --

probably nostly creative costs -- and |I'Il explain
that as we go through -- but also created some
schedul i ng chal |l enges. It did not create reliability

chal | enges because, as | said before that, that it
was very successful.

What we saw, though, was pricing
i mpacts -- fairly significant pricing inmpacts. W
al so saw i npacts on the power side to the cost of
reserves. And let me explain a little nore finer
poi nt on that. In the power industry, the way we

schedule to run on peak | oad days is we schedul e, of
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course, the base | oad equi pment, the md-nmerit
equi pment and the stuff that's very flexible; the
very high cost, we scheduled just at the peaks.

What we found -- the phenomenon we saw
this winter was unprecedented -- we hadn't seen it
before -- we saw it in New England | ast year, so we
shoul d have saw it com ng -- was our mpst expensive
units became gas-powered conbined cycle units that
had to take gas 24 hours a day. So they were sitting
up at the very top of our cost curve; but they were
not flexible, so we had to run them as md-merit
units even though they were the nmost costly and we
held in reserve our very flexible resources for
reserve at the 500 to $700 energy price range. So
we're running $1,000 stuff and |eaving stuff off that
was cheaper so we could have flexibility and
conpletely inverted how the power system normally
woul d operate commercially.

So what we found is we were hol ding
the bag with a fairly significant cost increase for
reserves. This nunmber was not small. Il n January, it

was $500 mllion to the PIJM footprint. Now the PJM
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footprint is pretty big, but can you imgine a price
tag of $500 million? That exceeded the entire cost
of our reserves for the entire year of 2013. So it

was a fairly significant hit for us.

If we flip to the next slide, 'l put
alittle finer point on that. These costs of
reserves, these blue bars are -- | have it here on ny

slide and hopefully you have it on paper in front of

you -- the blue bars match up with the dollars that
you see on this -- on the side of the slide. So it's
in mllions of dollars on the left side of the slide.

So you can see there are some days where we were
actually paying $90 mlIlion a day for reserves. A
typi cal day would be half a mllion, so it's a
significant increase in costs to us.

You can see in -- the green line |lines
are the price of gas for those days. Again, it was
not the price of gas that caused the problem it was
t he conmbi nation of price of gas and we had to take
t hose resources that were high priced for 24 hours
because the gas units had to run with the cost of

flow of gas. So the issue of the combination of high
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price, the gas pipeline run, the operational flow
orders, we had to have gradable take on the gas
units. So that was the issue we faced. So the

| esson | earned there is we have to get much nore
attention on that issue because from a cost

perspective, it was fairly astounding.

The next slide, the other issue we had

was a scheduling issue. | entitled this slide
Hol i day Consi derati ons because it so happened one of
t he days where it was very cold -- we were expecting
cold weat her was over the Martin Luther King holiday
as we're |l ooking forward from Friday into Tuesday to
try to schedul e equi pment to manage peak | oad
conditions that were expected on Monday and Tuesday
of that next week.

The issue was the gas units had to

know Friday morni ng whet her we need them or not

because it's very difficult -- from what
understand -- |'m not a gas trader, but from what
understand, it's difficult to get weekend -- get

Monday gas over a weekend generally because of the

[iquidity of that product. It's -- again, it's not
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pi peline issue, it's really a trading issue that we
see there.

To make sure we're clear, this is
really an acquisition of the gas comodity, it's not
a pipeline schedule; but the issue was we were trying
to forecast ahead of tinme -- three days ahead of time
what kind of gas units we needed to schedul e. It
became extremely expensive to carry those things
t hrough the weekend. One of the |essons |earned
there is we really needed to work with the folks to
get much nore flexibility on how those units were
schedul ed in the future.

So now I'"'mgoing to turn to proposed
sol utions. So | told you the problenms. And, again,
t hose were the problems we saw this wi nter and sonme
of the commercial problens. Of course, Joe Gardner
from M SO already tal ked about the reliability. I
did not want to be repetitive there.

The first is we really need on the
power side to really create a mechanismto inprove
generator availability during w nter. One of the

chall enges we faced in the winter -- even though the
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gas units were able to get gas nostly, we had very
few unavail ability of gas units due to fuel froma
relative perspective, we saw a fairly significant
downturn in the availability of resources during the
cold weat her and that, of course, also increased
costs.

So we need to create a mechanismto
deal with that on the power side. That will help us
then to deal with the issues on the gas flexibility,
more resources to work with. Obviously, from PJM s
perspective, adopting the changes to gas nom nation
timngs in the FERC NOPR | think is something that
obviously we'll be advocating for.

The FERC NOPR al so added two
addi tional intraday nom nations which al so hel ped
with gas day fluctuations and to power. It al so was
al ready menti oned, advocated -- or put out in their
NOPR t he gas tim ng, moving the gas day timng from
9:00 a.m Central to 4:00 a.m Central. And, again,
fromthe power side, that would be optinmal because
then we'll have the same gas day for both of our

peaks. And we realize there is a |arger debate there
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because there's a national issue, but that doesn't
change our opinion on the power side. My col |l eagues
from California have actually agreed with that.

Then we go into, obviously, the power
mar ket needs to change. W need to change our tim ng
and the way that we deal with the gas market.
Certainly on the power side, we were ready, willing
and able to make sonme changes.

If we go to the next side, ny | ast
set, we are working actively with generation owners
and gas industry folks to create nore flexible
products to support power operations. Agai n, power
pl ants, people have asked me, should we just require
firmtransm ssion and firmcomodity for power
pl ants?

And here's my point: It's not really
going to be sufficient to do that because what the
power industry needs is the power plants to be able
to have a flexibility in how they burn the gas.

Power plants just can't -- we can't run all the power
pl ants flat out and have them take a constant anount

of gas and still run the power grid. I f we're going
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to have upwards of 70 percent of the power generation
-- of the gas, it's not going to happen. There's got
to be a mechanism that provides for flexibility
because on the power side, we have very changi ng
condi tions during the day.

So we need to deal with that issue.
It could be a combination of storage and other types
of mechanisnms to do that. It could be -- if we have
to do fuel on-site storage, on-site energy, whatever
it is, we have to deal with that issue though because
it's too expensive not to.

As | said, the issue of inverting that
supply curve and us paying units to run at those
| evels is really not sustainable. W need to make
sure that the power market rules reflect the gas
commodity prices, the actual cost of transport, the
cost of commdity and the cost of storage.

So we need to make sure on our side
t hat we adequately articulate what we need there to
make sure it gets priced in; we need to update our
schedul i ng protocols -- based on what we saw this

winter -- the issue that was alluded to -- and | ast,
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but not least -- | think this is probably going to be
extremely important -- is for us to revise a product
definition for what we are purchasing as far as
capacity.

We really need to have fuel assurance,
fuel security reflected in that and also resource
performance because if you have units that have high
fuel security and they have high performance, they
should get a prem um payment. Today we don't
necessarily have that in our markets and we've heard,
obviously, some criticisms, some comng fromthis
area of the country where resources aren't
necessarily valued based on that and we actually hear
that and think that is probably something we need to
deal with rather quickly.

And | thank you for your time and |
| ook forward to your questions.

COVMM SSI ONER COLGAN: Very good. Thank you.

Any questi ons.

(No response.)

COMM SSI ONER COL GAN: Okay. The next speaker

is Gene Nowak. He's vice president of transportation
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and Storage Services, Interstate Pipelines for Kinder
Mor gan. M. Nowak is currently responsible for the
management of commerci al business operations of all
the regul ated entities regarding their transportation
and storage transactions. His responsibilities
i ncludes nom nation, scheduling confirmation,
all ocation and contract adm nistration functions.

Gene is a pipeline segnment
representative, on the NAESB board of directors since
2012. Most recently, he has actively participated in
t he NAESB gas-el ectric harmoni zati on forums regarding
t he scheduling NOPR being discussed in the industry.
And, lastly, Gene was on a -- panelist on the FERC
Schedul i ng Techni cal Conference held in 2013.

Previ ous positions held at Kinder
Morgan during his 27 years with the company have
provided Gene with a broad range of experience in the
gas pipeline industry including marketing,
operations, scheduling, contract adm nistration,
accounting and IT.

Gene started in the gas business as an

accountant for Mtchell Energy for seven years
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responsi ble for several pipeline and plant assets.
Gene is a graduate of Grove City College in

Pennsyl vania with a Bachelor's of Arts degree with a
maj or in accounting.

He earned his MBA at the University of
Houston majoring in Finance and Managenment
| nformati on Systens. Gene al so achieved his CPA
certificate fromthe State of Texas.

The floor is yours, sir.

PRESENTATI ON

BY

MR. GENE NOWAK:

Thank you for letting me have the
opportunity to present what's going on with the
schedul i ng NOPR and the NAESB process. Just to --
for those who m ght not know Ki nder Morgan and the
pi pelines, we do own -- we do have about 70,000 mles
of pipelines across North America. W do hit a | ot
of the maj or Shale plays that are very active now.
Our key pipeline assets |I've listed there, both NGPL
being the one of nobst interest to this group and |I've

been -- along with NGPL for all those years before
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Ki nder Morgan actually bought that pipeline.

March 20th is when FERC issued three
of these conpanion orders that were alluded to in the
earlier presentations as well. |"m primarily going
to go through the scheduling NOPR and some of the
NAESB process and where we stand with that process.

The second order on the -- that cane
out that day was related to the Shal e cause order for
conmpanies to be able to post offers to purchase
capacity on the pipeline systems. That's a
regulation that is currently in existence and |
believe all pipelines have been applying those type
of rul es. It has not been very -- demand has not
been there a ot for that type of service, so there's
not been a | ot of big system enhancenents. NAESB has
taken that up and is going to put out some nore
standards relating to that regul ation.

And the | ast one, of course, is the
one that's related to electrics to nmove up to day
ahead market clearing to be in conjunction with the
gas day changes that we are working on.

So the scheduling NOPR was to -- and
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as we've stated in other presentations, to coordinate
the gas and el ectric. |"ve listed four main
conponents of it. One is moving the gas day start
from4:00 a.m to the current 9:00, moving the timely
cycle back an hour and a half from 11:30 to 1:00,

i ncrease the number of intraday scheduling cycles
fromtwo to four cycles and also to require
interstate pipelines to allow nmultiple service
agreements -- nultiple party service agreements.

"1l go through each one of those later with,

guess, Kinder Morgan's position on those itens.

The time line was set to give NAESB a
chance to obtain energy consensus and any changes to
t he NOPR and have those changes filed with standards
by September 29th. The NOPR itself, the comments
period is closing Novenber 28th and final order would
be i ssued sometime after that -- assum ng early next
year -- and then NAESB will then have to go back and
update any standards that were nodified by the final
order.

So the NAESB process to date -- and

just to make sure everyone is aware, this -- the way
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this is comng out is a different process than FERC
has dealt with NAESB in the past. Typically in the
past, the industry gets together, they get -- they
have consensus on standards, they then file those
wi th FERC, FERC then issues a NOPR of which comments
can be presented and then a final order comes out.
This one was kind of backwards. FERC came out and
directed NAESB, Here's the NOPR. Wite the
st andar ds.

So it was a different process for the
NAESB fol ks, but | think we all that were invol ved
ki nd of stepped up to make this work.

So to make it -- to really get through
a consensus to any changes to the NOPR, NAESB did a
| ot of neetings -- four two day meetings in a short
time period very heavily participated by both
i ndustries, probably by some in this roomas well.
It started off with 13 different presentations of
people's views of where things are. They range from
no change of anything to let's schedule every hour on
t he hour. There were many voting opportunities to

try to narrow down and whittle down if there were any
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consensus positions on the changes and, as expected,
the gas day was the main issue that couldn't get
consensus on. We did talk about other gas days, but
it really came down to 4:00 a.m versus 9:00 a. m

The scheduling cycles, however, there
was a wi de agreement on changes to that over what the
NOPR di d propose. They did propose four cycles.
This group canme up with three-cycle proposal and it
fixed a |l ot of the issues that were enmbedded in the
NOPR time lines. And I'll address and highlight a
couple of those in a m nute.

So after these seven nmeetings, the
NAESB Board of Directors directed the folks in NAESB
to wite the standards to proceed with making the
standards with three-intraday cycles, not the
four-intraday cycles as the NOPR | aid out; but
remai ned neutral on gas day start and also to make
any correspondi ng standards that nmade sense, mainly
around the capacity release time |ines. NAESB di d
file a report to FERC which has bl ow-by-bl ow details
of all these neetings that we had, so it's out there

for the public's view.
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So what's come up in the NAESB process
is currently right now, there's a group writing the
standards that need to be ratified by the whol esal e
gas quadrant because that's the only area that the
st andards were being changed and file that with FERC
by September 29th; and then NAESB is going to sit
back and wait for a final order to come out. | threw
some days on here just to kind of, you know, think
t hrough when is the earliest it could possibly
happen.

So we could see FERC coul d order
sonmething in the first quarter of next year with
probably a direct move onto 4:00 a.m versus a 9:00
a.m directive which then NAESB woul d have to go back
and readjust any standards to have that specific time

laid out in there.

After that, it's -- we're not quite
sure what's going to happen because of -- there's
certain vari abl es. One -- the one -- this is a new

process with NOPR comng first, so we're not sure if
FERC i s going to issue another NOPR. It hadn't --

passed NAESB filings or condition to work off of the
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NOPR t hey're working on now.

There's also a pending Version 2.1 set
of standards that has not been ruled on by FERC and
there is also work happening in NAESB for 2.2
standards. So there's a |lot of things happening in
t he NAESB world and we're not quite sure howit's
going to all come into play; but based on -- that is
very complex -- | think the inmplementation, at the
earliest, would be the fourth quarter of '15.

"' m not going to go through this in
detail, but this is just a side-by-side |ayout of the
different cycles that are on the table. The first
colum is the current cycles, which is, you know, two
day ahead cycles and two intradays; the second colum
is FERC NOPR, which is two day ahead and four
i ntradays; and the | ast one is what NAESB is working
on proposi ng. It doesn't have the gas day reference
in there. | nmust have |l eft that bl ank.

And | did speak earlier that there
were some issues with the FERC NOPR the way it's laid
out. The primary one is they're basically

overl appi ng intradays. | ntraday 2 nondeadline is one
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hal f - hour before the results of Intraday 1 is
finished. So it's almost defeating the purpose of
having four cycles if you're not even knowi ng what
the results are of one cycle before you have to make
adj ustnments for the next cycle. So that was
something that we did fix in the NAESB gas-electric
process.

And the last thing -- the other thing
t hat we considered a problemwith the NOPR is on the
I ntraday 3 and 4 cycles, they shortened the
processing time from4 hours to 2 hours for the
pi pelines to process all the activity which is a very
short time frame. And so we did have some agreenent
on that -- agreed to process in time which was about
an hour reduction of what we are having to do right
now.

Just to go through some of the
bull ets, what Kinder Morgan's position on it is we
prefer no change to the gas day just from a pure
pi peline perspective; but if we did have a change, no
earlier than 4:00 a.m The main preference for not

changing is this is going to be a huge inmplementation
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effort across this whole gas grid that has been
wor ki ng well for 15, you know, 20 years on the
current cycles. Every meter that comes in and out of
our system has to be reprogramed, readjusted to make
t hese gas days happen. It's going to be a big effort
on Day 1.

Now, once we figure out how to do all
that, that's -- you know, it's set, it's not going to
be a big deal; but that first stage in coordination
is going to be very difficult, and I would expect a
| ot of comments that we're going to talk about that
will come through in the NOPR, a |long inmplementation
peri od.

There is an advantage -- |I'Il skip nmy
second bullet for a second. There is an advantage
for having an earlier start. \Which was alluded to

earlier in the presentation, it does get the peaks

all in one gas day, so that is a good thing. W'I|
make it a little -- it should make things better for
t he coordination effort, | would think

We have automati on at most of our

significant | ocations, so whether the gas changed - -
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one gas to the next happens at 9:00 or at 4:00, if
the automation is working, it's probably not a big
deal. We also have some | ocations where it's manua
maybe by our counterparts. They have to be onboard
with the 4:00 o'clock day change because they can't
just rely on pipelines to take a swing until they get
around to making the proper changes.

But to the extent that automation does
fail for, you know, whatever reason, it will probably
cause increased nighttime call-outs and, you know,
sendi ng guys out, it could be nore of a safety
concern that we don't have to deal with right now.

Ri ght now, at 9:00 o'clock if something fails, it's
daylight, you can go send someone out to fix it.

4: 00 o'clock, we have to make a decision, if it's
significant to go send someone out and risk the
safety concerns or just wait to fix them when that
day cones. And that's really the main reason why

we' re saying the 4:00 o' clock would be the earliest
we' d want to have it because that's, you know, 2 to 3
hours before normal daylight that you could

probably -- if there is something that did happen,
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you could probably handle a swing. That has been

rai sed, a concern, especially for the West Coast

fol ks because 4:00 a.m Central is 2:00 a.m West
Coast. That's 2 more hours further away from
daylight, nore risk and nore call-outs going to fol ks
to go into the field, nmore safety concerns.

Moving on to the timely cycle. W
have -- you know, we're all on board with moving it
back an hour and a half to 1:00 o'cl ock. | think
that's right in line with the intention of the orders
t hat came out that day. We'll allow time for the
electric markets to make adjustnments and make sure
t hat they are planning their day ahead market in
pl enty of time.

One that wasn't directly addressed in
the NOPR, but it's going -- but NAESB is working on
is the capacity release time lines should all be
adjusted as well and there is one specific one that
is a release with an open season for the timely
cycle, which is the most critical cycle to get your
nom nation in. We'Il be able to do that earlier and

still have time to nom nate for that next day.
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Ri ght now, it closes with -- it closes
after the timely cycle closes, so you can't nom
timely until two days out, so that's going to be a
big i mprovenent for folks who are rel easing capacity

to be able to participate in that timely cycle on the

next day.

| ncreasing the number of cycles two to
four, again, |'ve spoke to this earlier, three cycles
should be sufficient. This will cause, probably, a

| onger gas day for our gas scheduling office folks
and we wanted to make sure in the time lines that we
didn't have any overl aps that we were working on one
day at the same time we were working for any -- on
anot her day because that al so causes a | ot of
confusion in the industry that -- folks can focus on
one gas day at a tine.

And the | ast point was the
mul tiservice party agreements. The way it was
written in the NOPR, we are okay with it, we have
t hree pipelines that have those provisions in them
ri ght now at Kinder Morgan. It is kind of limted in

whose pipeline is -- or each party in the -- that
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hol ds that contract
activity of that contract
one of the parties

contract. This is

is jointly reliable for the

is the adm ni strator of the

and there's going to be --

really just a -- in our view, kind

of a shortcut of having to do capacity release.

So in conclusion, gas industry is

movi ng and maki ng changes with what's happeni ng,

this

NAESB effort adding additional cycle, shortening the

processing times by an hour, having a later timng

cycle, having a quicker potential release for tinely

cycle, so the only thing that really is at issue is

the gas day itself

and | think there are a | ot of

folks -- that is kind of a sticking point. The

benefit of nmoving it is not really seen across the

whol e gas industry and they view it more of a cost

than a benefit to the entire industry.

And with that, that's -- |I'"m open to

any questions.
COMM SSI ONER
Any
( No

COMM SSI ONER

COLGAN: All right. Thank you
clarifying questions.
response.)

COL GAN: | have one. You
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menti oned the safety issues and | think I'm hearing
you say that the big safety issue is the difference
of doing things at night rather than in the daylight?

MR. GENE NOWAK: Yes.

COMM SSI ONER COLGAN: That's the big issue.

Are there other safety issues that
ki nd of pivot off of that or are there individual
ot her issues.

MR. GENE NOWAK: No, | think it's mainly the
nighttime effort. You know, we send -- some of these
| ocations are very renote -- renmotely | ocated and
sendi ng guys out in bad weather, in the m ddle of the
night, we try not to do that in a work-forced
busi ness.

Now, if it was an emergency, that's
one thing; but just to adjust the gas in a commerci al
transaction that was supposed to change and someone
didn't change it, you know..

COMM SSI ONER COLGAN: Can sonme of those issues
be dealt with remotel y?

MR. GENE NOWAK: Well, that's what we have --

t he automati on, when | say "we have automation,"” that
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is all remote. That is the rempte aspect of it, but
you're renmoting equi pment that can fail, it can
freeze off. You know, there could be times where you
need to send the actual body out there to make things
flow.

COMM SSI ONER COLGAN:  Okay.

COMM SSI ONER DEL VALLE: | had the same
guestion about the automati on. You say that the
automation is remote to nore significant |ocations.

Are we moving towards automati on at most | ocations or

all? 1'"massumng there is a cost issue.
MR. GENE NOWAK: It comes down to a cost issue,
| think is what it comes down to. lt's -- a | ot of

t hese connections that are comng from wel |l heads, the
producers are just setting it to flow and the gas
just flows. So there is no real flow automation
needed unl ess you wanted to go and override it and
actually shut them off.

So there's not a whole | ot of benefit
to actually having renmpote control at a location |ike
that; but if there was an issue -- |ike gas quality

is one we have to nmonitor -- if the producer is
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giving us gas that's not pipeline quality, you m ght
have automation on there to send someone out there to
go check it out and intentionally stop the flow.

COVMM SSI ONER COLGAN: Thank you. Our next
speaker is Tim Sherwood, vice president Gas Supply
Operations for AGL Resources, and Timis going to
speak to us about -- on behalf of the LDCs here in
the state of Illinois.

Ti m was named vice president of gas
supply operations for AGL Resources in Decenber of
2011. He's responsible for interstate capacity
pl anni ng, gas supply acquisition, gas control
operations and forecasting as well as custoner
transportati on program management for AGL Resources
Utilities, including Nicor Gas.

Sherwood j oi ned AGL Resources in 2005
as managi ng director of gas supply and capacity
pl anni ng. I n that position, he oversaw all aspects
of capacity managenment for companies -- retail nature
gas custonmers in Florida, Georgia, Maryland, New
Jersey, Tennessee and Virginia.

Wth nore than 25 years of experience

79



10

11

12

13

14

15

16

17

18

19

20

21

22

in the utility industry, M. Sherwood was director of
energy acquisition for Washington Gas Light Conmpany
prior to joining AGL Resources. He al so held various
management positions with Ameren Illinois, including
adm ni strator of federal regulatory matters,
supervi sor of gas supply and manager of electric
arrangements. He earned his undergraduate degree in
Econom cs fromIllinois State University and
continued professional devel opment at Col umbi a
Sout hern University.

M. Sherwood, the floor is yours.

PRESENTATI ON

BY

MR. TI M SHERWOOD

Thank you. | appreciate the
opportunity to speak on behalf of the LDCs.
Hopefully I will do a good job or |I've got a group of
peopl e who are going to neet me in an alley here, so
pretend like you like it even if you really don't.

The first slide is one -- it's just
anot her format of a | ot of presentations you've seen

before. This is the gas day and scheduling cycles,
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ki nd of current as -- and proposed. | think
generally speaking, the LDCs in Illinois feel that
this is a dialogue at |east that we need to be
involved in and having so that both industries can
understand each other better, if there are ways to
make adjustments to the nom nation cycles |ike Gene
spoke about that really just add nore transparency to
under st andi ng how much capacity is really avail able
to the market.

| don't know why we woul dn't want to
do that, but there are concerns |ike the things that
we' ve tal ked about 4:00 a.m s, for exanple, is
problematic from our perspective. And to some
extent, we feel like it's change that not clearly
results in a solution to a problem Our concern is
t hat predom nantly the issue is a |lack of capacity,
an hourly capability of the marketplace and sinply
changing the nom nation cycle time and begi nni ng of
t he gas day doesn't really change that. It's kind of
i ke showing up at the airline gate earlier with a
standby ticket. You're still only as likely to get

on if all the people that bought confirmed tickets
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don't use it. You'll just find out earlier you're
not getting on.

So -- but we do think this is an
i mportant thing. You know, back in Order 436, 636,
think we all thought a lot of this stuff wouldn't
wor k and obviously we were able to find ways to make
t hose things work, so it's worth a joint effort to
| ook at them

The next slide please. But | think
this is what -- and this is to ny point: | think,
you know, we need to continue to work on
communi cations. We've found as we've had di scussions
with folks from M SO and from PIMthat a | ot of times
we just talk a different |anguage and they don't
really appreciate the restrictions and constraints
we' re under and they don't appreciate the
restrictions and constraints that they're under and
under st andi ng those better are helpful; but time |ine
adj ustments and those things don't create pipeline
capacity and at the end of the day it's -- and while
we oftentimes talk about buying capacity on a daily

basis and having to take it for the day, the reality
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of it is, we all operate under hourly constraints.

Al'l of our LDC s |loads, if you | ook at
t hem t hroughout the day, peak for certain hours and
drop off at certain hours and we buy capacity capabl e
of serving that peak hour and admttedly our hol ding
capacity in those off-peak periods that arguably
woul dn't have but the pipe doesn't shrink and swell
with the | oad throughout the day, you have to put the
pipe in place to serve it.

So even if you have nmore nom nati on
cycles, if you're under a pipeline OFO, for example,
you want to take 24,000 and it's 1,000 an hour, you
woul d normally take that; if you want to take it over
8 hours at 3,000 an hour and the | ocal piping and
pressure system won't carry 3,000 an hour, it doesn't
matter that you could change your nom nation and
that's what, for example, OFOs are.

OFOs say don't take more than 1,000 an
hour because the pipe capacity, the compression and
storage in the area can't deliver nmore than that
amount; and if you take nore than that, you'll

actually be taking soneone else's gas. That's what,
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effectively, the restrictions are that are in place.
So we think infrastructure is the answer to nmost of
these issues at the core of it while these other
di scussions are certainly inmportant ones to have.

The next slide, please. This is based
on our understanding of the marketplace and from
havi ng conversations with fol ks; but we do have --
several LDCs in Illinois are combination utilities
and those that are conbination utilities have
communi cated to us that they haven't typically seen
extreme problens with this because in their market
structure, they have the ability to contract for and
acquire firmcapacity consistent with what their
needs are at their plant, they have a way of
recovering those costs so they incur those costs, and
generally they are able to operate under the current
mechani sm the way it works right now.

Having to nom nate far in advance of
what you know your usage is going to be, that's --
that is an occurrence in the industry. The Wednesday
bef ore Thanksgi ving, every year for the |ast 20

years, we've had to nom nate gas for the Monday after
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t he holiday at that point in time. The weather
forecast can change a | ot. Our demand coul d change a
lot. We contract for storage services and bal anci ng
services and FT to say what that need m ght be so

t hat we can adjust our demand or adjust our
deliveries to nmeet what that demand is know ng that
it's | ess predictable when you are forecasting it
four or five days ahead of when you need it.

But we do understand and we've heard
and that's why this conversation has been hel pful
because we do hear a | ot of folks operating out there
say, Well, | don't have a way to recover costs of
hol di ng capacity and |I've got a bid into a market not
even knowing if | want to schedule gas, if |I'm going
to be able to acquire it and get it and it's creating
a problem and even sometimes |'ve heard anecdotally
where it's bidding up the marketpl ace because
everybody is going out there to try to buy delivered
gas anticipating that they m ght be di spatched, but
not necessarily knowi ng that they're going to be
di spat ched.

| can understand that problem and
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can appreciate the fact that that is an issue as both
i ndustries we need to address because it results in

m xed mar ket signals that there maybe is nore demand
out there than really even exists and can drive up
prices for those that are trying to operate the way
they need to. So it's certainly something that we
have to get our arms around because the growth in gas
demand for power generation is only going to grow and
further i1npact the grid.

So going on to the next slide, | think
that from our perspective, we see that -- as you see
t hese greater needs as generation goes nore and nore
to gas, you are going to see greater reliance on no
notice storage-type services, for example, the kind
t hat we contract for that -- and has been nentioned
by others, that we may -- need to be contracted for
by -- by generators are going to effectively increase
t heir costs. It could increase the costs of the
entire gas grid and trying to manage |ine path, the
di fference between the maxi mum pressure that can be
held on a pipe and the pressure at which downstream

takers of gas can utilize it.
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That's the way -- a |lot of times when
a power plant or other -- or an LDC ramps up their
usage and takes more for an hour -- an hourly basis,
it comes on |line back, plant power -- plant ranps
up -- or an LDC ramps up and you have 900 pounds in
an 1100- pound MAOP system well, it may pull that
pressure down in that system down to 500 pounds and
that's where that gas comes from because gas
nom nation cycles -- you put gas in Texas, it travels
at 20 or 30 mles an hour.

So changing an out bed |line doesn't
get gas to where you are burning it right away, it's
| ocalized facilities, it's diameter of pipe locally,
it's conpression facilities locally, it's storage
locally that gets that need ultimtely satisfied and
the system was denied for a historic |evel of peak
hourly demand versus daily demand and it | ooks |ike
the dynam cs of the market are going to change as we
get nore of this high-peak hourly demand com ng on
the system

And the only answer to that that we

see is infrastructure will be built; but it could
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wi nd up driving costs. These are costs that LDCs,
for example, traditionally flow through things |ike
our purchase gas adjustment and you can see in the
future as these demands on the systenms go up and it
drives the cost of providing gas up, you nmay see

hi gher PGA costs from LDCs than you would have seen
ot herwi se, not necessarily -- well, not a good thing,
but not necessarily an i nappropriate thing because it
may be allocating costs the way they need to be

all ocated for the services that are needed.

And then the last part -- this is
touching on a little bit of what Gene had tal ked
about -- is that changing -- dependi ng upon what
comes out of the gas day change -- and | don't really
know what will come out of the NOPR -- as with nost
things like this, we'll probably wind up with a group
of people who are all equally dissatisfied, so that
m ght be the best solution that will come out.

But to the extent that it's going to
change -- you know, we don't normally have peopl e,
for example, comng in at 4:00 a.m to do nom nations

and scheduling. They come in and they work a nor mal
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cycle. We may need nore personnel to manage the
functions around scheduling and nom nating. W may
need nore people to do safety and security-rel ated

t hings, |like you said, changing flow rates out in the
field such as for things that aren't automated or if
they are automated, if the automation fails, you have
to have somebody go out there and physically adjust

t hose things.

We -- nost of our transport custoners
have built their business around serving the
transport customers behind our system based on the
way the pipeline system operates and there may have
to be changes in our system for how transport
mar keters interface with us to be able to accomwodate
t he changes here; just like the pipelines will have
to make changes to their systens to address whatever
comes out of that, and those are all costs that we
woul d potentially incur at LDCs that are normally
recovered through a base rate type of recovery
mechani sm

So you may see that, dependi ng upon

what comes out of it, there could be changes in base
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rate costs associated with just operating under this
ki nd of newer environment as we nove forward; but I
do believe there is certainly adequate gas supply to
meet these markets. | think it's a matter of just
rightsizing the local facilities, predom nantly
interstate pipeline facilities, but also storage,

mar ket er storage. Il1Tinois is blessed with a great
deal of it, great geology for it and has the
potential to potentially expand storage to help meet
some of this without having to build yet nore
capacity all the way back to the production areas to
meet these hourly fluctuations. You m ght be able to

much better meet it with storage capability that the

State is -- has a great deal of.
And that's my prepared notes. I f you
have any questions, |'ll be happy to answer them

COVMM SSI ONER COLGAN: Thank you. We're a
[ittle bit off schedule; but | think if we had
guestions that people have, we'll take a couple of
t hose.

COMM SSI ONER MAYE: | have one question.

COMM SSI ONER COL GAN: Conmm ssi oner ?
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COMM SSI ONER MAYE: Definitely.

M. Shorewood, | wanted to take
advant age of you -- the LDCs, this afternoon -- or
perhaps it was this morning in the Chicago Tri b,
there was an article on the storage and refilling the
storage and basically I'Il just quote, "Natural gas
is being injected into storage facilities at a clip
unseen in nore than a decade. Still, however,
inventories remain 27 percent below the five-year
average, according to the American Gas Associ ation,
and anal ysts say they're unlikely to rebound fully
before wi nter."

Additionally, there is another
statement on behalf of Integrys that says, "If we
have a year |ike |ast year, which we really don't
really expect, it could be a challenge.” So |I know
t hat you're stating -- obviously in Illinois -- and
as a matter of fact |ast week, nyself and
Comm ssi oner McCabe went out to Nicor's facilities in
Kona and were -- you know, were told basically that
t he storage, you know, is adequate; they are prepared

for a winter even if it is |like |last wi nter across
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t he board.
| "' m curious now and obviously
concerned based on this article. " mcurious to know

if the AGA is speaking as a whole or any of our

particular utilities are included in that concern.

MR. TI M SHOREWOOD: Well, you know, from -- |
can't speak for -- you know, in detail for all the
LDCs in Illinois, of course, but just -- but

obviously we talk and they all operate generally
under the same operating principles that we do at
Ni cor which is storage will be full before wi nter,
that's an unequi vocal statement.

There will -- there is not a chance
t hat our source is not going to be full for w nter
unl ess there is sonme kind of cataclysm c event that
-- because we, again, we contract for capacity even
in the sumer to make sure that we can transport
enough gas from the production areas to inject into
storage and the other LDCs do as well and we -- we
plan as if every winter was going to be |like |ast
winter. That's that -- because the risks of not

bei ng prepared for that are so high when we provide a
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safety-sensitive product to custonmers that they use
to heat their honmes, you can't risk being wi thout it.
So we really -- I"mreally indifferent
to whatever the future weather forecast is because
our storage was full before last winter, it was full
before the winter five winters ago and it will be
full for the winter five years from now because
that's -- we use that to meet the critical needs of
our customers.
Nationally, yes, | think storage is
bel ow; but we also have to keep in m nd that the
amount of storage inventory available in the United
States now conmpared to even five years ago is
substantially higher than it was because a | ot of
storage has been devel oped in the nation. A great
deal of that storage is salt dome storage which | ooks
much more |ike a thernmos bottle of gas, which doesn't
have sonme of the same characteristics |like a |ot of
t he storage here and you can fill that. Many of
t hose storages could be conpletely depleted in
10 days and conpletely filled in 20. Sol'"'m-- 1I'm

not sure we'll get back up to the pre-wi nter of | ast
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year's levels, but I'mnot particularly concerned
that nationally we're going to have a storage issue.
| think right now a | ot of that salt dome storage is

held by fol ks who trade in gas and the econom c

signal right now doesn't tell themto fill it. It
says fill it later because there's a better economc
time to fill it, but they can fill it pretty quickly

if they need to.

COMM SSI ONER MAYE: Thank you.

CHAI RMAN SCOTT: M. Sherwood, in |istening to
a | ot of conversations here and ot her places, the
changing of the times has been -- | mean, al nost
everybody brings that up, that's part of the
di scussion that's going to happen through the NOPR
but -- and |I understand you're acknow edging it --
Comm ssi oner Maye and | appreciate it -- but, again,
it's not necessarily going to help at all unless
peopl e know earlier that they're not, you know -- is
there some significant downside to doing that? |
mean, are there other unintended consequences from
t hat that would be difficult? I1'mtrying to figure

out, is it just a matter of, | just don't know if it
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will help that nmuch, why is there that kind of debate
on that?

MR. TIM SHOREWOOD: Well, | think a lot of it
is because as an industry, people have spent a | ot of
time on -- and spent a | ot of noney on systems built
around the time frame that we have now and
are unsu- -- and it's -- | think it is predom nantly
a cost issue. |'d say from our perspective -- and |
think fromthe LDCs in general when we spoke about
this prior to this -- our biggest concern was -- is
t hat fol ks would wal k away with, we go to 4:00 a.m
to 4.00 a.m and get three nomcycles, the problemis
solved and we're all sitting back in front of you
guys two or three years from now when the electric
generators didn't get the gas that they needed to
operate and the legitimte question would be, |
t hought you guys told us this was going to fix it.

And | strongly -- and | think the

ot her LDCs strongly come to the opinion of this
doesn't fix it and we don't want to give anybody the
illusion that a paint job makes a new car. It just

doesn't change fundamental problens that just need to
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be addressed and these aren't problens that are
caused by bad behavi or by power generators, it's the
nature of how they have to use gas and the gas grid
wasn't designed to satisfy that particular need.
It's not that they're doing something wrong. | t
doesn't have anything to do with wrong and ri ght,
it's just different in the way that the pipeline grid
was originally designed.

It was originally designed
predom nantly designed to serve LDC | oad and then
opportunistically serve conbustion turbine gas | oad
in the summerti me when all of our customers were not
usi ng gas for space heat and it worked really well
for that. You start bringing a | ot nmore generation
on and it creates circunstances where they need to
use capacity at the same time that traditional users
of capacity need to use it and just -- it does
require these kind of discussions in understanding
how do we adjust the overall industry and market pl ace
to best meet both needs and adequately and
appropriately allocate costs.

| mean, |I'l|l be honest with you, we're
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not interested in having Nicor customers pay for
flexibility services that they're not necessarily
benefitting from because that's our responsibility to
our customers and we will advocate those positions
and | know that | spoke for the other LDCs when | say
t hat as well.

COMM SSI ONER COL GAN: Okay. Thank you. We're
alittle bit behind schedule, so we're going to have
alittle bit of a convenience break here and |I'm
going to ask people to be back here by no later than
10 mnutes after 3:00. We'Ill reconvene at 10 after
3: 00.

(Recess taken.)

COWMM SSI ONER COLGAN: Very good discussion so
far. Very stimulating. And so we have a final panel
and we have just two people on this panel and one of
t hem has al ready been introduced to you, Ed Murrell
from FERC, but another person is on the panel who has
a history of working on a |ot of these kinds of
i ssues and been really active in the NAESB process.
His name is Rick Smead and he's the managi ng director

for RBN Energy, LLC.
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Rick is the managi ng director for RBN
Energy, an analytics and consulting firm based in the
fundamentals of natural gas oil and natural gas
i quids industries. He specializes primarily in the
natural gas sector offering expert policy analysis
and advice, litigation support and strategic advice
with respect to gas pipelines, potential supplies and
mar ket initiatives.

Hi s background includes over nine
years as the director with Navigant Consulting and
over three decades in the natural gas industry. That
experience included over 20 years in senior
management of major interstate pipeline systens. Hi s
consulting practice has spent -- has spanned the
domestic natural gas industry, all aspects of the
Shal e gas boom |liquidified natural gas trade and
consunmpti on opportunities. He was a pioneer in the
under st andi ng of the Shale boom managi ng and
coaut horing the first major quantification of the
U.S. Shale Potential in 2008, the pivotal North
Ameri can natural gas supply assessment.

Most recently, he's been deeply
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involved in the opportunities for the use of the
nation's natural gas abundance, including power
generation, LNG exports and gas to |iquids
t echnol ogy.

He hol ds a Bachelor's of Science in
Mechani cal Engi neering fromthe University of
Maryl and and a | aw degree from George Washi ngton
Uni versity.

|'d like to invite M. Smead to give
us some coments. The goal of this session is going
to be to get us into a discussion. W're going to
hear from M. Smead. W're going to hear from --
again, from M. Miurrell in response to his comments
and then we'll go to questions and answers and j ust
hopefully a good open discussion with the
Comm ssi oners.

M. Snead, the floor is yours.

PRESENTATI ON

BY

MR. RI CK SMEAD:

Thanks, Comm ssi oner.

Yeah, listening to the earlier
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di scussion, it was great. First off, I'mvery proud
of Tim Sherwood because he worked for nmy former
company, Washi ngton Gas Light, and now works for ny
former boss, John Somerhal der, so overall |'m glad he
sounded intelligent.

(Laughter.)

You know, this issue, it's a huge
issue for Illinois because you don't have much high
capacity factor gas-fired generation and so on an
annual basis, you use very little. Wth the pressure
on coal, pressure on growth, everything else, it's
very likely you will have a lot, soIl'm-- it's a

great effort to understand what that means.

As Ed pointed out earlier, |I think it
is important to note -- and as Conm ssi oner McCabe
not ed, between pipe and storage, Illinois has a

mar vel ous situation in terms of gas reliability and
gas flexibility conmpared to nost of the country.
Havi ng spent many years conpeting in Chicago and
around Chicago, | can tell you this is the toughest
mar ket in the United States to deal with for

commerci al side because there are so many options.
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This winter, with the severity of

everything that hit everybody, prices went way up in

Chicago for the first time that | can remember; but
you'll note that they went way up at the Canadi an
border, and the reason -- a |lot of the reason for

that is that the northeast got so constrained and the
north pipelines couldn't get there that the northeast
was pulling enormously hard on Canada and pulled all
the prices up here as well. So it means -- nobody is
an island, but meanwhile in terms of reliability,
you're better off than pretty much anybody in the
country.

The -- | guess elenments that | would
like to highlight, number one, is that with all of
t he changes that are happening, the evolution toward
gas-fired generation has been going on for 25 years.
It's representative of about 71 percent of the
capacity added in the United States since 1990. It's
still -- natural gas conbined cycle plants are still
| ess capacity than coal; but the total gas-fired
generation is quite a bit nore than coal, and now

we've gotten to the point where it's very likely it
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has run in the winter.

We are fortunate that in 2012, because
of very low prices with gas running a |lot, we had a
| aboratory and running at very high capacity factors
for long periods of time. W know we can do it. W
know t hat combi ned cycles can do it at high
efficiency. This winter, we had a great experi ment
in, Oh, my goodness, oh, my goodness, what are you
going to do? But everything worked. Reliability was
sust ai ned around the country. Prices went crazy in
some instances.

In New York City, gas hit 120 bucks an

MCF | think on January 7th and -- maybe that was
Martin Luther King's birthday holiday -- anyway, it
happened -- very high prices a couple of times. That

applied to very little gas; but because of the way
power prices worked in conmpetitive markets, it
applied to an enormus anmount of power, so it had a
bi g consumer inpact.

So understandi ng that, understanding
the interaction is very inmportant, the NAESB

effort -- to have the two i ndustries understand each
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other is very important;

an awf ul

lot in the last two years,

but

basically we've | earned

and it's great

that the regulators in the industry are picking it

all apart

a three-phrase effort

to see what it does mean for

M SO, in par

ticul ar,

to understand the capacity

the future.

has gone through

i mplications of having to run in the wi nter and has
gotten very sophisticated by the third |evel and
woul d commend t hat. | do a lot of work for America's

Natural Gas Alliance and

with thema bit on it and |

in that

ust very inmpressed for

what they were able to | earn.

address Comm ssi oner

In ternms of

Maye' s question.

rol e was wor ki ng

storage, | wanted to

The nati ona

storage injection that's going on this year

| evel of
probably will come up short
shortfall being in the nort
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area, and that really shoul

with most of the

heastern storage, I

n

Virginia and New York in that

dn't matter because the

deliverability from production in the Marcellus and

Utica Shales is ranmping up

t he past

and so additional

faster than it ever

deliverability out

has in

of

j ust
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producing wells will probably make up for any m ssing
storage delivery this winter and it's all located in
t he same pl ace geographically, which is very
fortunate.

The overall effort that's going on,
the overall interaction in the industry, it's been
goi ng on for over 10 years. When | worked for John
Somer hal der -- it was one of my first jobs -- you
know, on behalf of pipelines negotiating this stuff
in 2001, in charge of a couple of the efforts of
NAESB, | really think that what's going on in terns
of both industries understanding each other and
trying to fix each other's problems, is better faith
and nmore productive than anything |I've ever seen in
t he past.

So with that -- an awful | ot of the
credit for that goes to a regulator who is willing to
understand both industries and who has brought them
t oget her and every so often said, If you guys don't
fix it, I will, so |l really commend Ed's efforts at
t he FERC. Thank you

COMM SSI ONER COL GAN: M. Murrell?
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MR. ED MURRELL: There are just a couple of
comments I'd like to add before we start actually
havi ng di al ogue.

FURTHER PRESENTATI ON

BY

MR. ED MURRELL:

This past winter was a real

eye-openi ng experience | think for a | ot of people in

t he i ndustry. | think everybody in both the electric
and the gas industries -- events fromthe pol ar
vortex has caught everyone's attention. | don't

think there is anyone left who really doesn't believe
that there's an issue that needs to be resolved in
terms of inmproving how gas and electric are worKking
with each other. So | think that's a very inportant
poi nt . | think people are notivated to not be as
scared this winter as they were | ast January.

The second point | want to make is
that | think it really is remarkable that despite all
of the chall enges both industries faced over the
first quarter of this year, that everybody kept the

lights on in terms of gas delivery despite a couple

105



10

11

12

13

14

15

16

17

18

19

20

21

22

of, you know, somewhat significant failures of

pi pelines serving the M dwest between NGPL and
TransCanada. There was still enough gas to meet the
necessary requirenments. The residential, commerci al
and industrial customers were served. The electric
generators got the gas they needed to operate and
both i ndustries were able to keep things working
reliably. | think that's pretty important.

We' ve heard a number of comments
earlier today about a nunber of different aspects of
the events fromthe past few months. We've heard a
di scussi on about the NAESB process and the debate
that's going on about changing the schedul es and
wi dening the schedules and | think that's very
i mportant. | think we're going to see a commerci al

response to high prices.

As an econom st, | have a very strong
bi as. | 1ike markets. Even though | don't want to
pull out my checkbook and pay the bill when those

$120 prices are flowing through the PIMelectricity
rates, I'mgoing to. That's where | am So --

unfortunately, | think Andy left, but 1'll have words
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with himlater -- but the truth of the matter is is
t hat high prices are inmportant for other reasons than
just creating revenues. Hi gh prices tell us clearly
in an anbi guous way, Hey, | ook, there's an issue here
and when there is an issue and everybody knows about
the issue, everybody has the ability to take what
t hey know and the individual details of the different
aspects of where they are in both of these industries
and conme forward with better ideas and improvenents
and ways to make things work better.
| think we've already seen a | ot of
smal |l changes and sonme not so small changes. lce in
New Engl and dramatically changed the timng of its
mar ket schedul es because they realized after the
wi nter before last things weren't working well for
them  They needed to get their market conmm tnments
earlier so they could reduce the issues their
gas-fired generators faced in procuring gas supply.
As |l ong as we continue to have these
m smat ches, there is a risk and there is a cost
associ ated with that risk. |'mafraid | still have

my econom st hat on. | hope |I'm not being too
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mysterious about that; but generators are paying a
risk premum today because of these timng gaps and
those risk premuns are flowing to the ratepayers in
the electric industry because at the end of the day,
some of these generators are putting bids into the
mar kets that m ght be higher than what they would be
able to put forward if the two industries were better
al i gned.

Those things represent efficiencies
that | think we can achieve. | don't think it is
going to matter at the end of the day if we pick a
4: 00 a.m start for the gas day or a 2:00 a.m start
for the gas day or a mdnight start for the gas day.
| think we're going to see some kind of decision made
to try to align those schedules a little bit better.
It will help.

So those are the comments | wanted to
| eave you with. The only other comment comes from
you know, my world as somebody who advises regul ators
i ke yoursel ves. Federal regulators have a different
set of puzzles that they're sorting out; but, really,

it's the same kind of thing. We are trying to ensure
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t hat we have fair and just and reasonabl e services
and rates. W're trying to make sure that we can
keep things working well and reliably. W're trying
to make sure that everyone is treated fairly. That's
the same basic regulatory portfolio that you have.

Over the years, one of the nost
i mportant | essons |I've learned is | can't fix every
probl em Some of these problems have to be fixed by
the electric utility, some of them have to be fixed
by the natural gas pipeline conmpany, sone of these
problems have to be fixed by the financial market;
some of these problems can actually be fixed by
al most anyone. There are certain things that
really -- there's space for people fromall different
sectors to come in and put inprovements or
i nnovations or market solutions on the table to fix
it.

The same thing is going to be true for
you as you think about what are the inportant
problems that you have to identify and deal with.

You are going to have to decide what are the problens

wi thin our control, what are the problems that we
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need to |l eave to the marketplace, what are the
problems that require coll aboration between diverse
i nterests and how do you nmove forward?

It's going to take concerted action
and i ndividual action fromthe federal regulators to
the state regul ators, the market participants, the
pi pelines and the utilities and | think that what
encourages me about the experience of the polar
vortex, | think everyone is kind of energized and
focused on these probl ens.

Any questions?

COVMM SSI ONER COLGAN: Thank you. You know,

|'ve heard a | ot here today, some of it |I was already
somewhat famliar with and some of it | could see a
little bit of light in terms of -- it sounds |ike --

different parties agreeing and working together to
solve a very conmplex issue. There is vested interest
comng fromall sides.

| guess | see that, you know, part of
this will probably be solved by the fact that there
is an enormous supply of the product and there's a

real interest in giving that product to the
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mar ket pl ace and there is -- on the consuner side,
there is probably going to be some pushback in terns
of some of the costs that are associated with that
and all of that works in harnony with itself so that
you end up with, hopefully, reliable products, supply
and demand and affordable rates.

And | guess |I'm just asking that

general question, is that -- that's kind of |ike a
really high altitude | ook at what | think I'm hearing
people say -- is that a reasonabl e perspective?

MR. RI CK SMEAD: Yes, it is, Comm ssioner. I
think the extent of the U.S. natural gas abundance
now is still staggering. The industry is still
wrapping its mnd around it, honestly. It's only
come forward in the |last six years really and we've
gone in -- energy adm nistration projections, six
years ago we were going to be inmporting about 7.8
billion cubic feet a day of LNG by 2030. Now we' re
expecting to be exporting 9.2 BCF a day. The swi ng
bet ween those two numbers is almst two guitars and
so it is just a staggering change and what's happened

so far is that more gas than expected keeps com ng
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into the market, especially in the Northeast, so that
is what put these enornous pressures of pipelines and
on the pipeline relationships with all users
i ncluding the producers and including the generators.

One of the chall enges in generation --
and what we're seeing now, it's really the same
chal | enge LDCs have been facing since they've existed
which is they call it the |oad duration curve; but,
you know, you serve part of your |l oad with pipe, part
of your load with underground storage, part of it
with peak shaving, part of it with interruption to
some custonmers. The generators are facing something
simlar except that it's not because their load is
peaking, it's because of the rest of the market may
be pulling capacity back fromthem at the wrong ti me;
but it still comes down to how long is your
congestion problem going to | ast and does pipe make
t he most sense in the way to solve that or some other
answer ?

So in a lot of markets, they're
| ooking at alternate fuel capability or even on-site

LNG storage, different ways of style dealing with the
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peri ods when you need to run and the systemis
congested; but the learning curve is steep, the fuel

i s abundant. It is just an issue of getting it where
it's needed, when it's needed is different. For the
power industry, a |ot of power operators are used to
| ooki ng out at the wi ndow at the big pile of coal and
creating the equivalent of a big pile of coal in a
gas pipeline is the chall enge.

COWM SSI ONER COL GAN: Questions?

Comm ssi oner M Cabe.

COMM SSI ONER Mc CABE: In the next few years
we'll see a |lot nore coal retirements and
environmental regul ati ons being i nmpl ement ed. How do
you see that affecting all the gas issues?

MR. RICK SMEAD: The -- actually -- well,
actually, Chairman Scott and | got to listen to G na
McCarthy for 3 hours on Friday and the EPA is
comm tted to being flexible, working with the States
and sorting things out in a way that doesn't cause a
| ot of dislocation, she says.

And so still, you know, most of the

projections of coal retirements have been in the
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60, 000 nmegawatt kind of |evel, which is about 20
percent of the fleet, and that -- an awful | ot of
t hat was going to happen with or w thout carbon
regul ati on because of with other pollutants and
econom cs. Add a 60,000 megawatt retirement and
filling in that energy with the existing gas combi ned
cycle fleet, it put -- nationwide, it puts both coal
and gas combi ned cycles in about a 60 to 62 percent
capacity factor just balancing out the same energy;
t hen under the analysis of 111D, they're trying to
push gas up to about 70 percent capacity factor.

But | guess the point -- the
intelligence | draw out of that is that at |east on a
nati onwi de average basis, everything is somewhere
within a range of stuff that's already been done and
it can be done. It will vary a lot regionally and a
state like Illinois, if it has to retire major coal,

you can't do it with the existing gas plants without

a huge | oss of efficiency -- you've got to build new
stuff or something -- and so that's going to be the
cycle we'll be going through.

MR. ED MURRELL: And | think a couple of things

114



10

11

12

13

14

15

16

17

18

19

20

21

22

| would add to that is that there's a pretty active
di scussi on going on, at least in a couple of the
regi ons, about what a generator's obligation is to
the capacity market as a capacity resource and does
t he capacity market structure in PIJM in New Engl and,
you know, potentially in some of the other regions --
is it sufficient to support where a coal-fired
generator has to make decisions about what it's going
to do going forward. It's going to be faced with
what ever aspect of the state inplenmentation plan is
going to affect them directly; they're going to have
some potential capital decisions to make.

It's not clear to me -- | don't know
enough how that's going to affect the decisions of
t he i ndividual owners of these coal-fired plants. I
mean, we've seen plenty of the previous years. W've
seen the rate point experience. New Engl and is
anot her exanpl e.

So | think to some extent | have a
little bit of a wait-and-see attitude from nmy point
of view, but these capacity market changes may play a

rol e separately whenever a generator retirement
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threatens reliability. Typically, the RTOs have a
revi ew process they go through. There are times when
the RTO steps in and says, We can't really afford for

you to retire.

Now, | can't talk about a lot in
detail. There's still plenty of contested issues at
FERC about i ndividual cases, but | know nost of the

RTOs have some kind of process in place to enter into
must run agreements or SSR agreements or some ot her
ki nd of externally contractural commtment to
preserve reliability. It's probably no one's best
outcome because ratepayers are going to be paying.
The fact that that generator is there and avail abl e,
at |l east as a capacity item may also have a
detrimental effect on capacity prices or may have
effects on other resources in the marketpl ace.
Presumably, RMR Agreements are only
there until an adequate replacement to preserve
reliability has gone; but those two features may have
a role to play as regions like the M dwest eval uate
where are we going to be in a few nore years as we

i mpl ement these environmental relations? But as Rick
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poi nted out, | mean, a |lot of these coal plants are
extremely ol d. Most of the early retirement
announcements were the smaller ol der coal plants
that, frankly, they may not be econom c¢c under any
circumstances that anyone can envi sion. It's not
driven -- it may be an excuse that they have to do
environmental investments; but, you know, they're not
in the market, not in the noney.

Gas resources as an alternative may
play a role, but that's kind of how we expect markets
to work.

CHAI RMAN SCOTT: Can | follow up with you guys
for just a second and kind of play a "what if." So
we know that the 70 percent capacity ranp up in gas
is done -- whether we argue whether or not done based
on EPA saying that that's something that can be
doabl e, we've | ooked at the issue about availability
and the pipeline and other things; but it could get a
| ot broader than that, especially in the M dwest.

And so |I' m wondering about a scenario
where -- in addition to that -- states, you know, not

necessarily in Illinois, but states in the M dwest
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t hat m ght have a | ot of coal retirement, m ght | ook
to refuel switching or building new natural gas and
now you've got sonmething very different than just the
70 percent or something in addition to that.

If we get to a scenario like that, are
we tal king about substantial build-out then or other
infrastructure that's going to be -- that's going to
be necessary? What are the kind of the implications
of that if we have to go much beyond the 70 percent,
which is really possible in a place |ike the M dwest.

MR. RI CK SMEAD: | think you have to add a | ot
of new generation to make up for the coal retirement
initiatives in the market, M. Chairman. The obvi ous
guestion is, Do you have the pipeline infrastructure
in place to be able to serve that reliably? |In many
i nstances you will. But it's going to come down to
this question, what time -- what times during the
year are you running and how are you runni ng?

One of the inmportant aspects of
gas-fired generation that | think gets lost in the
di al ogue a lot is that when you're operating a

gas-fired combined cycle, the way you woul d operate a
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coal plant or a nuclear plant and if that's what it's
replacing at a high capacity factor, you can afford
firmtransportation, you're not changing your

nom nation every day.

And it was one of the messages we
heard in the summer conferences of the FERC in 2012,
that utilities with gas-fired generation was sayi ng,
you know, things were a | ot quieter now because |I'm
just running the things all the time and so it's only
when gas is doing what only gas can do which is
ranmping rapidly up and down, filling gaps at
intermttent renewabl es, whatever, that all of these
nom nation i ssues and business practice issues and
interaction with the infrastructure really get kind
of dicey.

And so assum ng those are sorted out,
applying themto new generation and having the right
answer made for new generation shouldn't be a big
deal and the econom cs of the pipe to serve higher
capacity factor, generation should be a no-brainer.

CHAI RMAN SCOTT: Thanks.

MR. ED MURRELL: | would just like to add that
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where it's clear that that new generation is going to
be run somewhat significantly in the wintertime, it's
more |ikely going to require nore pipeline to be
built. If it's really nore of a three-season type of
situation and it's really primarily covering sonme
repeats, it's going to put |ess pressure on the

pi peline infrastructure.

My guess is it's going to be a little
bit of a combination of both and it's going to depend
on the specific plant that's being repowered or
repl aced.

CHAI RMAN SCOTT: Thank you.

COMM SSI ONER DEL VALLE: | see we are nearing
the end here, so as |I listen to all of this, | think
what woul d ratepayers be thinking right now if they
had sat through this entire presentation -- Illinois
rat epayers.

My guess is that many of them would be
scratching their heads in trying to understand how --
as we've heard here today, we're in great shape in
terms of storage, we're in good shape in terms of

pi peline, we have an abundance of natural gas, we're
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exporting and yet we have these high prices, high
prices that were due to the polar vortex and we've
| earned some | essons.

But as you've indicated, M. Mirrell,
hi gh prices tell us there is an issue. Can you in a
nutshell -- 1 know we've gone through this -- tell me
what you would say to a ratepayer -- an Illlinois
rat epayer that ended up seeing those huge increases,
explain to them how it is -- why that happened given
all those other things you' ve just mentioned and what
steps need to be taken to prevent that from happening

to the extent that it happened this w nter.

MR. ED MURRELL: | think I can answer the first
part of your questi on. "' m not sure | have a really
fabul ous answer for the second part, but I'Il give it
a stab.

This past winter, it was really cold
in the Eastern United States -- across the entire

Eastern United States. That cold weather increased
demand across literally the entire Eastern U. S. The
Sout heast was cold and increasing their demands on

natural gas at the same time that New Engl and was at
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the same time that the M dwest was. When you have
t hat kind of unusual extreme weather, it's going to
tax the system it's going to increase demand for the
resources that the systemrelies on to operate
reliably and it's going to increase prices.

That is, unfortunately, part of how
mar kets work. That increase in prices is the signal
t hat you need all the resources you have to take care
of these problems and, unfortunately, for this past
winter, we're all going to pay a little bit nore.
We've already incurred those costs. They will
eventually flow through. We will be seeing higher
bills as a result of that.

The second part of your question is,
Can we enunmerate what steps we're taking to help
protect against that happening in the future? And |
can give you a little bit of an answer to that, but |
don't think it's conmplete yet because | don't think
we've fully identified all the steps. | think we're
still working on that. | think we're | ooking to make
i mprovements in the coordination and the cooperation

across the two industries. W're |ooking to inprove
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t he day-to-day communi cati ons between the gas
i ndustry and the electric industry so that they
m nimze the kinds of problems that can lead to
hi gher prices.

One example of that is schedul ed
mai nt enance. Pi pelines routinely -- the sunmmer is
the sl ow period for a pipeline. So believe it or
not, you know, that's when pipelines schedule
mai nt enance. As a matter of coincidence, if they
have a m sfortunate schedul ed mai ntenance the sane
day that that hot weather comes in and creates peak
demands, you've got a problem

The utilities and pipelines are
communi cating and coordi nating that kind of
informati on today and | argely avoi ding those
problems, where two or three years ago they were
tripping over each other on a regular basis and we
have -- you know, unfortunately, there is several
regions of the country that have some mld horror
stories associated with that. So, you know, those
ki nds of things have already been i nmproved.

The organi zed whol esal e electric
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mar kets are very conplicated. There are a | ot of
movi ng parts. There is a lot of interrelationships
bet ween those noving parts. Each regi on of the
country -- including M SO, including PIM-- is taking
a hard | ook at those market rules and | ooking at
where they can improve those market rules to make
them more better, to make sure that generators have
t he appropriate |level of fuel security, to make sure
that the systemis getting what it paid for and
hopefully to make sure that the relationship between
reliability and i mprovements in these operations and
the cost of delivering reliable electric to
rat epayers i s balanced off so you don't have
excessive costs flowi ng through the system
That's as far as | can go in ternms

of --

COMM SSI ONER DEL VALLE: We bl ame the
Nort heast, we're going to see -- we need nore
coordi nation and the markets are going to have to
make some changes? That's it?

MR. ED MURRELL: For now, | think.

MR. RI CK SMEAD: There's more, Conmm Ssi oner.
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think the most i mportant nmessage for ratepayers is
t hat nobody in the industry |liked the high prices
ei ther and that everyone is focused on which things
are inefficiencies, like timng and comuni cati on;
whi ch things are infrastructure issues, the one that
we really didn't have an issue is the supply. You
know, on the day the gas hit 120 bucks in New York
City, 275 mles away in Pennsylvania, it was $4. 30.
So, it was a pure matter of pipeline
constraint and so we're getting those sorted out one
issue at a time as we go and | think the -- fromthe
producer's perspective, who | represent, that is our
bi ggest growth market and if it's busted, we don't
get to sell to it, it's that sinple. So it's going
to be fixed.
COMM SSI ONER DEL VALLE: Thank you.
COMM SSI ONER COL GAN: Recently | went to the
Harvard -- Comm ssioner McCabe and | both went to the
Harvard Electric Policy and we had a whole session on
t he downsi de of uplift. | think that's what we're
tal ki ng about here is the downside of the uplift

and -- but just maybe one final question. | think --
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Comm ssi oner Maye, did you have a question?

COMM SSI ONER MAYE: No.

COMM SSI ONER COL GAN: | think we tal ked
about -- you know, a lot of this has been brought to
i ght because, you know, the necessity being the
mot her of invention, we had a polar vortex and it
brought all of this discussion that was going on in
t he background really out into the forefront and we
had to conme to grips with the fact that we're |iving
in atime where the unexpected can start to be
expected and |I'm not sure that the polar vortex is as
much of an anomaly as we hoped that it was.

But there are other events that are

happening |i ke Sandra and we had Sandy and we had - -

some of the events that we have had in Illinois that
straight-lined events, kind of unheard of things
happeni ng on a regular basis so -- and | think what
happened | ast winter is -- and | hear all the

pl anni ng that we had in place ended up to be
sufficient to and navigate through what was right on
the verge of a crisis.

But | think we saw on the horizon --
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we saw the edge and it's kind of a scary edge and |I'm
glad to hear that a lot is happening and |I think it
brings people to conme to grips with the fact that,
you know, we have this issue and that we need to work
with all too urgency to make sure that question avoid
these things fromgetting any nore out of hand
than -- and I'm not sure it did get out of hand, but
it seenmed like it was on the verge of it.

Wth that, 1'd |like -- any of the
Comm ssioners, would you |like to make any fina

comments? No?

Well, | thank everybody for being here
t oday. | know a | ot of people traveled |ong
di stances to be here. |"m sure it wasn't conveni ent
to do that; but | appreciate your response, all the

presenters, excellent job and I1'd |like to give you
all a big thank you
(Appl ause.)
Wth that, M. Chairman, |'ll turn the
meeting back to you.
CHAlI RMAN SCOTT: | just want to thank

Comm ssi oner Col gan and Linda one nore tinme for
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putting together a really excellent discussion and
appreciate all the witnesses as well and your input
and your willingness to come out and talk to us.
COMM SSI ONER COLGAN: And | do want to thank
Li nda Wagner. She did the yeoman's work on this
project and did an excellent job.
CHAI RMAN SCOTT: Thanks agai n. Meeting is

adj our ned.
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