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Good morning, and welcome to the Washington, D.C. area.

Y our conference theme, “Uncertainty and VVolatility: The Energy Manager’s
Dilemma’ certainly reflectsthetimes. 1 am reminded of the ancient Chinese curse, “May
you livein interesting times” These are truly “interesting times.”

Y our theme aso captures the feding of the many changes and uncertainties
surrounding al of ustoday in business, in the economy, and certainly in the energy
sector.

Uncertainty and volatility in energy markets make your jobs as energy managers
more difficult. They affect your ability to plan, to manage cogts, and to meet your
company’sgodls.

But, asthey say, | share your pain. | assure you that utility executives are not
crazy about uncertainty and volatility, either. They make our jobs harder, aswdl. And
thet's putting it mildly.

But | come from the “glass haf full” philosophy of life. | striveto seethegood in
everything.

So I've been thinking about what could possibly be good about the uncertainty
and volatility that we dl face. What's so great about this confusion and chaos?

| sought help from the best and brightest of businessminds. And | found Tom
Peters, who said, “If you' re not confused, you' re not paying attention.”

Not bad. Clearly the present confusion we face has our attention. But | wasn't
satisfied leaving it there,

" Thistext was prepared on October 9, 2002.



So | looked back to the founder of the eectricity industry, Thomas Edison.
Edison sad, “Restlessness and discontent are the first necessities of progress.”

| fet asif | was getting warmer. We are discontented and we are looking for
progress.

But | wanted reassurance from someone who had truly lived it, from someone
who had worked in the trenches of uncertainty and volatility, from someone who had
learned to win even in the most trying and chaotic of times, from someone who knew
how to get the job done no matter the obstacles. And | found that someonein Generd
Douglas MacArthur, who said, “ There is no security on this earth. Only opportunity.”

Therewe haveit: from uncertainty, we get opportunity. Because of dl the
difficulties and problems they cause us, uncertainty and volatility compel usto resolve
them, to move toward certainty and stability. And in the process, we are given
opportunities to change the system, to make things better for everyone, customers and
utilities

Of course, you don't have to agree with my “glass haf-full” philosophy to know
that there are tremendous opportunities before us right now to improve the generation and
delivery of dectricity. Congressisat acrucid point in consderation of new nationd
energy legidation. The Federd Energy Regulatory Commission (FERC) is proceeding
with the most sgnificant rulemaking ever to hit the eectricity industry. And Wall Street
is demanding that companies of al kinds rapidly make changes in the way they do
business, particularly in the reporting of financid information.

Today our country isat acrucid crossroads, facing ahost of difficult chalenges.
Let'stake alook at those chdlenges, and how we are gpproaching them as opportunities
to make the system better.

Investment in dectricity infrastructure is Ssmply not keeping pace with the
growing demand for power or with the increasng demand for use of the tranamisson grid
to serve competition.

Between 1995 and 2000, U.S. eectric demand increased by almost 14% (13.8%),
while tota ectric generation additions rose only 5.4%. The Energy Information
Adminigtration projects that 355 gigawatts of new eectric generating capacity will be
needed by 2020 to meet both growing demand and to offset plant retirements. To help
put these numbers in perspective, 1 gigawett of capacity produces enough electricity to
serve 250,000 average homes. Consumption of eectricity is expected to increase 45% by
2020 —if wecanin fact produceit.

On the tranamission Sde, the growing demand for use of the grid is pushing the
grid nearer and nearer to itslimits.



Origindly built to serve loca communities and interconnect neighboring utilities,
the grid now is being asked to operate as a super-highway to dlow abroad range of
energy products to be delivered in the energy marketplace over vast regions of this
country. The number of transactions where eectricity was sold from oneregion to
another has skyrocketed. 1n 1995, there were 25,000 such transactions. 1n 2000, there
were two million.

More and more, this system is congested — unable to meet the growing requests to
move power. And the problem is getting worse. Between 1998 and 1999, transmission
congestion was up 40%. Between 1999 and 2000, it was up 140%.

Both DOE and FERC have completed studies showing that transmission
congestion is enormoudy increasing costs to eectricity customers. The FERC study
found that transmission bottlenecks cost consumersin parts of the U.S. more than
$1 billion over the past two summers done,

Without action now, these problems will only get worse. And, they will hinder
your company’s ability to both operate and grow.

| know that in some respects | am preaching to the choir. What | hope to impress
upon you, however, is the tremendous nationwide magnitude and urgency of the problem,
and the need to find the right solutions and find them now.

Billions of dallars for investment are needed, particularly in trangmisson. A
recent sudy shows that just maintaining transmission adequiacy at its current level might
require an investment of about $56 billion during the present decade. Y et that’s only
about half the transmission needed for new generation during the same period.

Improvementsin transmission infrastructure are necessary not only to help
efficient markets; they aso increase reliability and nationa security — key areas of
concern in this post- September 11 world.

There are ways to manage transmission congestion, and these are being used on
anincreasing basis. But rather than just manage it, we need to dleviate congestion.
Building new generation and expanding the use of demand-side programs are good tools.
But they will not do the job done. Only by building additiona codt- effective
transmission, competitive with other dternatives, will we achieve arobust market,
lowering cogts to consumers such as you here today.

Wi, you should probably now ask, “Since we need it, are you investing?’

Sadly, the answer is“No” —aresounding “No.” At atime when the transmisson
system is nearing the limits of its cgpacity, investmentsin transmission have been
declining. Transmisson investmentsin 1999 were less than haf of what they had beenin
1979.

There are severa reasons transmission investment is not keeping pace:



1) Theintegrated utility mode — the way transmission historically has been
funded — is smply not working. In many casesit is not providing rates of return or other
incentives sufficient to encourage the level of investment needed; and there isincreasing
uncertainty over cost recovery issues. No longer are we willing to risk large amounts of
capitd in asometimes arbitrary regulatory process.

2) Electricity markets are becoming increasingly regiond. Old structures and
rel ationships are changing — but new ones are not yet fully developed. We are dill ina
trangtion period. And, capita is scarcein times of uncertainty.

3) The current federa tax codeisimpeding progress. The code imposes siff tax
ligbilities on utilities thet sall or spin-off thelr transmisson assets. Thisdearly raises
concerns about the viability of such new options as for-profit Transcos for transmisson
investment.

4) The procedures for dting and permitting new lines remain long and are dways
contentious. And thereis no certainty that the necessary gpprovas ultimatdy will even
be obtained. Rational investors in today’ s markets don't have to wait and will not wait
for multi-year proceedings to determine if they will even be dlowed to make an
invesment.

5) The obstacles to investment have been exacerbated by the tremendous
upheavd in financid markets and the loss of investor confidence. Both are Sgnificantly
increasing the cost of investment capitd.

S0, in spite of the tremendous need, investors are not investing. Energy policy
remansincomplete. The marketplace isfilled with uncertainty. Clearly, we must turn
these trends around, and we must do it quickly. And our industry is committed to doing
just that.

Wha must we do? Maintaining our eectricity infrastructure at the world-class
level that your companies need and deserve requires action on three fronts.

First, we must restore confidence among investors and the investment community,
S0 that they will once again want to inves.

Second, we need a comprehensive nationa energy policy that setsa clear
direction for the future and provides the incentives to get usthere.

Third, we must ensure that the rules of competition gtill being written are done so
and gpplied in ways that provide the flexibility and incentives needed to ensure a strong,
reliadble system.

Let'slook at each of these aress.

These are both difficult and trying times for us al in the financia marketplace.



The four pillars of investor confidence have been literaly shattered.
1) Management has lied, stolen, and cheated. 2) Auditors can no longer be trusted.
3) Andydts have been working for investment bankers instead of the investors. And
because of these actions by some, the fourth pillar of confidence — credit markets-- are
in chaos. We arefacing aliquidity crisis of mgor proportions.

Thisisnot an easy timeto invest. No onewantsto lend, at least at reasonable
rates. Yet wemust invest. Our infrastructure demandsiit.

That, ladies and gentlemen, is the Utility Executive' s Dilemma— my dilemmal

The dectric utility indusiry has been characterized throughout its 100 years or so
by honesty and integrity. We are adamant that this hard-earned reputation will not be
squandered because of the actions of afew, most of whom are relatively new to the
indugtry.

Our industry has taken aggressive steps toward fixing problems that have affected
wholesale trading caused by accounting irregularities. EEI’s members strongly believe
illegd actions should be punished to the fullest extent of the law. We support the
ongoing investigations by FERC and others.

At EEI’ sannual meeting in June, its Board of Directors passed aresolution
regffirming its commitment to integrity and to the highest sandards of ethical conduct.
The resolution affirms that EEI and its members will work diligently with other
stakeholders to reinforce corporate governance practices, to improve critica financia and
accounting practices, and to promote sound and ethical trading practices.

We have developed and are implementing an aggressve Action Plan to redize
these resolutions.

Our present focus isin four aress:
--#1. Promote improved financia disclosure practices.

--#2 Work with abroad group of industry participants to develop standardized
way's to establish valuation, measure risk exposure, and disclose risk concentration and
credit quality.

-- #3. Develop abusiness modd for energy trading that will reduce risk, increase
market liquidity, and have a proper level of management controls.

-- #4. Direct a program to educate policymakers, consumers, and the financia
community on the strong, positive vaue of competitive generation, energy trading, and
risk management.

We have moved quickly to make good on our word.



Severa weeks ago, we expanded outreach to the Securities and Exchange
Commission and to Wall Street andlysts and credit rating agencies. Thereisa
tremendous need to educate regulators and others about how our industry works, and to
identify the right ways to move forward. We have met with SEC senior staff to cregte a
didogue on financid disclosure aswell as emerging issues. In late June, we sponsored
the first of aseries of seminarsfor Wall Street to focus on financid disclosure issues.
Additiona forums are scheduled for November and December.

We ve activated a high-leve team to focus on financid disclosure issues and to
develop enhanced voluntary disclosure methods.

WEe re dso benchmarking the very best practicesin disclosing and reporting
finendd information.

We re working with the Commodity Futures Trading Commission to redefine and
improve energy trading.

We re working with the Committee of Chief Risk Officersto develop guideines
on energy trading, liquidity and capital resources, and risk sengtivity measurements.

WEe ve drafted a standard master netting agreement to mitigate credit risk. This
will be completed very shortly.

We re working with NASDAQ, the New Y ork Stock Exchange, the SEC, and
other policymakers to develop new corporate guiddines to implement the Sarbanes-
Oxley Act, one of thefirst new pieces of legidation in this area.

The new law establishes an independent board to regulate the accounting
industry; and provides more funds to root out fraud and new tools for enforcement. It
aso requires companies to disclose changesin their financid conditions or operations on
acurrent basis. It prevents executives from benefiting from ingde information. EE!
supported this legidation.

| recently completed mediatoursin New Y ork City and Washington, D.C.,
talking with mgor newspapers and financia media about our work to assure investor
confidence. More tours are anticipated for the future. We fed certain that we can regain
our footing and assure confidence anong investors and Wall Street.

The second wider step in building our infragtructure is the implementation of a
comprehensive nationd energy srategy.

Without comprehensgive action, we will continue to pit fuel type againg fud type;
conservation againg production — dl to the detriment of the economy, the environment,
and our qudlity of life.



EEI isworking very aggressively to advance anationd energy strategy that would
help promote investment in generation and transmisson infrastructure.

We advocate tax incentives, as well as research and development funds to
accel erate development of new technologies — clean cod, renewable, and the next
generdion of nuclear.

We dso mugt fix the process for gting and permitting new power plants and
transmission lines. Asone Member of Congress so eoquently put it, “1t shouldn’t take
longer to permit a power plant than it took to win World War [1” — yet under today’ s
system, that is often the case.

We support access to additional domestic sources of oil and natural gas. We
support expangon of asafe pipdine infrastructure as a means of ensuring that our
country maintainsits fue divergty and decreases its reliance on foreign supplies. Thisis
critical to ensuring the rdiability of eectricity and the security of our nation.

Many of these provisons are under congderation in energy legidation currently
before a House- Senate Conference Committee.

A third step necessary to building our infrastructure is getting the rules of
wholesale competition right, so that we have the incentives to build the sysem and the
flexibility to maximizeitsuse

| appreciate that both your companies and EEI have been deeply involved in the
restructuring of the eectricity industry since passage of the Energy Policy Act in 1992
and implementation of FERC Orders 888 and 2000. It isinteresting to note, however,
that the drive to increase competition in the indudtry first came to the public’ s atention
with the recent, dramétic problemsin Cdifornia Many people think that federd
restructuring caused those problems, but that is not the case. And, in spite of the fingers
being pointed today a some energy traders, they did not create the Stuation either. Some
have exploited it, but they did not createit.

Cdifornid s problems were caused by not building enough generation and
transmisson to meet the demand, and then using a faulty market design that made
matters even worse. The state had chosen to rely on power imports rather than to build.
Then it designed a system that precluded utilities from writing long-term contracts and
instead required them to buy imported power daily on the mercuria and expensive spot
market.

Theredt, of coursg, is history. Consumers experienced blackouts. Businesses
were tremendoudy disrupted. One dectric utility went bankrupt; another implemented
dragtic restructuring. And Cdiforniaissued $12 billion in bonds to buy itsway out of
thisStuaion. Tremendous ingtability permeated Cdlifornia s energy market. That
ingability then spread to neighboring sates.



We would hope that this experienceis not repeated again, in Cdifornia or
elsawhere. But when you have policies that don't permit plants to be sited or
transmission to be built, you will inevitably have problems when demand dartsto
outstrip supply.

Asyou know, FERC's new rulemaking on Standard Market Design (SMD) isan
effort to improve the operation of wholesale markets so consumers can reap enhanced
benefits. As FERC moves forward, it is critica we get the rulesright to ensure thisgod
istruly met. None of us heretoday can afford to get it wrong.

Earlier thisyear, EEl members engaged in an intense and congructive dialogue
about the design of the SMD. In July, we adopted principles on standard market design
to serve as the benchmark againgt which we would evaluate the NOPR and guide EEI's
responseto it.

We bdlieve the god of a Standard Market Design should be to establish an
efficient and robustly competitive wholesale dectricity marketplace for the benefit of
consumers. This can be accomplished through the development of consstent market
mechanisms and efficient price sgnds to induce efficient investment in productive
transmission facilities and demand response activities. Y ou aso must have assurance of
fair and open access to the tranamission system for al participants.

Thefollowing are important eements of our principles.

We want the rule to promote the continued development of regiond transmisson
organizations (RTOs).

We want to see tranamission pricing that promotes rdiability and adequate
infrastructure development. It must aso provide accessto al potentid users.

We want amarket design that provides flexibility for business models for eectric
transmisson companies within RTOs and incentives to stimulate expangon. These
business model's should include independent, for- profit transmission companies.

We aso want to see a condstent set of standards to constrain market power abuse.

EEI supports a planning process that has appropriate support and cooperation
from state public utility commissons; one that identifies needed upgrades and expansons
of the transmisson system; and one that affords transmission owners responsible for
planning within their footprint the first opportunity to build.

We dso believe strongly that there must be arole for gate utility commissons
and regiond rdiability authorities in ensuring long-term supply adequacy.

Lastly, we believe an SMD should promote demand response programs that
coordinate wholesale market activities with state and utility programs.



FERC' s SMD proposa includes much that is consstent with our principles. EEI
supports the overdl framework for competitive markets set forth in the NOPR. We
support the use of day-ahead and rea-time energy markets and the use of afinancid,
rather than a physicd, priority means to mitigate transmisson congestion. We dso
commend FERC' s market- based approach to demand response.

We do have concerns, however. We are concerned with some aspects of the
FERC NOPR and believe that in some respectsit will not work, in practice, as FERC
intends.

Firgt, we are concerned that every region cannot accomplish al that the SMD
NOPR proposes within FERC' s extremely ambitious timeframes.

Second, we are not convinced that the SMD NOPR, as now written, provides the
necessary incentives to congtruct new transmission. It requires a stakehol der-selected
board to oversee dl regiond transmission operations. Our reading suggests that
transmission investors would have no control over the management of thelr assets. The
proposed transmission tariff also imposes sgnificant new outage liabilities. The process
FERC envisgons may, in fact, duplicate, rather than build upon, exigting efforts. We fear
al of these changes would make it extremdy difficult to attract investment in new
transmission.

Third, it affectsimportant state interests, but yet, appearsto provide an
insufficient framework to foster essentid state cooperation needed for regiond
indtitutions to work effectively. This feature aone has caused a fire-storm of resstance
a the gate level.

Ladtly, and very importantly, it does not gpply to government and cooperatively
owned utilities, which operate one-fourth of the nation’s transmisson and generation but
as much as 70% in someregions. Y ou cannot have a sandard market without al the

participarts.

We are very concerned that years of litigation over these issues could delay
needed investment and improvementsin our energy infrastructure.

Condgtructive solutions are reedily available. We believe FERC should focus first
on getting day-ahead and real-time regiond energy markets up and running. It should
clarify itstransmisson pricing and trangtion rules. It should diminate the barriersto
transmission enhancements, and take affirmative measures to encourage needed
transmission congtruction.

Since planning and resource adequacy issues have traditiondly been addressed at
the state level, states must have a grester opportunity and more time to participate in
fashioning regiona gpproaches. Government and cooperatively owned utilities must dso
be required to participate in a Standard Market Design. As| said earlier, you cannot have
a standardized market without al the players.



Congress can hdp by affirming FERC jurisdiction over dl utilities. Also, where
exiging gpproaches for Sting critica transmission do not work, Congress must provide
FERC backstop authority for Sting of transmission.

EEI is committed to working congtructively with FERC and the states to address
these concerns. In fact, we are rapidly becoming an honest broker between the states and
FERC.

In concluding, let me say that | have described to you today an ambitious agenda
—and an environment where the need for capitd is greater than ever, and the cogts of not
acting are greater than ever. It isan environment in which uncertainty must be resolved,
quickly, yet we mugt take the time get it right. We must use the opportunities we have
now to further restructure the system to meet our collective needs, or we will be leaving
open the door to litigation and grester uncertainty in the future. That serves the interests
of no one.

What we as a nation do now will set the direction of the future. We must ensure
that astrong, vibrant eectricity system isthere for your companies and for your families.

With theissuance of the FERC SMD NOPR, the train has lft the sation. The
precise destination, and how we' re going to pay to get there, however, is not yet fully
defined. Not everyone will agree on the best course to take on the many issuesto be
decided. But that is the beauty of our country’s democratic process. it gives everyone a
chance to be heard. We are glad you are active participantsin the process, and we look
forward to congructive didogue as FERC moves forward. Again, thismestingisan
excelent example of thoughtful consideration of the issues, and | gppreciate the chance to
address your group and learn from you.

| believe, and | hope, however, thet al of us can agree on the overarching god: to
build the infrastructure needed to ensure reliability, to provide service to customers, to
build a strong economy, and to secure our country.

And in these times that are filled with uncertainty and volatility, | encourage us all
to remember how great and strong our country truly is. Even with turmoil in energy
markets, the lights have stayed on. Even with corporate scanddls, thousands of
businesses like yours continue to provide the jobs and turn out the products thet are the
backbone of our economy. Even the most despicable terrorist attacks have not broken
our spirit.

Americais strong because her people are strong. Americais strong because there
are those, like you here today, who choose to work with vigor and dedication, and to
participate in shaping the eectric industry of the 21% Century. | salute you for your
commitment. And a EEI, we pledge that we will work our hardest to see that your needs
are met — both now and in the future.
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