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PROCEEDTINGS
10:00 a.m.
CHAIRMAN KEESE: Good morning, everyone.

We're meeting once again in a joint Energy Action
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Plan. It's good to see all the faces out there;
it's good to see all the faces up here.

As we get started I would like to make
an introduction to those who don't know, Yakout
Mansour is joining us. He's now the CEO at the
ISO. Yakout, welcome to our group.

Any particular comments at this time?
Push in the middle. There, you're on.

MR. MANSOUR: Thank you very much for

the introduction. And I -- people doubt it, but I

don't --

(Laughter.)

MR. MANSOUR: I'm not too strange to
California. I've done a lot of work with
California and the Western (inaudible). My
experience in the WECC will help push things
through.

Also delighted to be part of the ISO
family. Before doing the ISO, the ISO family is
noted to be as some of the best anywhere. And

with that kind of talent, the leadership, and the
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great plan of the government I think we will get
to any heights we want to. And I'm glad to be
part of it.

CHAIRMAN KEESE: Thank you. And what we
have up at the dais here is Commissioner Boyd of
the Energy Commission; Commissioner Rosenfeld; and
Commissioner Pfannenstiel of the Energy
Commission.

Michael, would you like to introduce --

PRESIDENT PEEVEY: I'm happy to
introduce myself; I'm Mike Peevey of the PUC. To
my left --

(Laughter.)

PRESIDENT PEEVEY: To my left is --

COMMISSIONER GRUENEICH: Commissioner
Grueneich of the PUC.

PRESIDENT PEEVEY: And to my right is.

COMMISSIONER BROWN: Commissioner Geoff
Brown from the PUC.

PRESIDENT PEEVEY: Dian, would you like
to make any comments --

COMMISSIONER GRUENEICH: Just that I'm
very happy to be here and I'm especially happy to
see that we've got a number of agencies and

entities, including the Governor's Office, up here

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

all trying to work together. I look forward to
being part of the process.

CHAIRMAN KEESE: Thank you.

PRESIDENT PEEVEY: And I should just say
that Commissioner Kennedy regrets her inability to
be here today, but that would make a full
complement of the PUC at this moment. But she is
in Washington, D.C. today on other Commission
business.

CHAIRMAN KEESE: Dian, welcome; welcome
to the family and from some of the people at the
Energy Commission, welcome back.

We also have joining us Michael
Chrisman, Secretary of Resources. Joe Desmond,
Resources, and Governor's Energy Advisor. And we
have Bob Therkelsen, the Executive Director of the
Energy Commission. And Steve Larson.

Mr. Chrisman, would you have some
comments?

SECRETARY CHRISMAN: Very brief comments
this morning, thank you. Thank you, Bill. I
think all of you probably know that Bill Keese is
close to retiring, and I think probably, Bill,
this is probably going to be your last one of

these sessions if my arithmetic is right, is that
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correct?

CHAIRMAN KEESE: This is the last time
you will see me in Sacramento in an official
capacity.

SECRETARY CHRISMAN: Okay, all right.
So, he'll be around, though.

(Laughter.)

SECRETARY CHRISMAN: They always seem to
come back. So, anyway, we've enjoyed working with
you, Bill, and good luck on your retirement; hope
you get to play a lot of golf and do what you --

CHATIRMAN KEESE: Thank you.

SECRETARY CHRISMAN: -- want during your
retirement years. And I hope your golf swing
improves.

(Laughter.)

CHAIRMAN KEESE: I have proven what
eight years of not playing golf can do to one who
thinks they can play golf. I will give you a
little aside. I'm playing on a very narrow course
in Palm Desert tomorrow. And the fellow that I'm
playing with saw me play yesterday and has
switched to a more open course because he said
there were too many houses in jeopardy.

SECRETARY CHRISMAN: Well, you'll have
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plenty of time to practice now, right? Okay.

Anyway, thank you, thank you for you all
being here this morning. Just by way of
introduction I've just got a very few comments.

I was asked today to give you a very
very brief update on some of our initiatives in
the Agency. Joe Desmond will talk on some of the
energy-related issues, but from our perspective we
are, most of you probably know, the Governor has
embarked upon some very bold initiatives in
California, one of which is taking a look at the
whole context, the whole concept of smart growth
and how we can maybe do it better here in
California.

We are, at the Resources Agency one of
the things we're doing right now is we've called
together a blue ribbon task force to come together
to work with us, to figure out ways to improve the
entire CEQA process. The California Environmental
Quality Act has been in place for 30 years; a
landmark piece of legislation. It's done
wonderful things for folks here in California.

But there are an awful lot of anecdotal
comments and information out there about what CEQA

is and what it isn't. So what we're going to try
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to do is get our arms around that with the help of
a lot of people to take a look at it, and see
where those changes, if any changes, or
improvements in CEQA can be made.

So this will be a project that we're
going to be undertaking probably for the next well
into the fall of this year, and maybe even beyond.
And this is a conversation, I think, that will
probably morph into other conversations about the
need to improve the California planning laws here
in California; how various developments are sited;
how we can better protect some of our valuable
landscape.

So, again, a very holistic look at how
we might improve this Act. So you'll be hearing
more about that as time goes on. So that's all I
have in that regard this morning, Bill.

CHAIRMAN KEESE: Thank you. Secretary
McPeak will be joining us, and I believe we'll
also hear some comments from the Department of
General Services. We'll hold off on those until
obviously Secretary McPeak arrives.

We'll get started with our agenda, and
that is to look at the summer of 2005 update. And

we will start with current projection and summary

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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of Energy Commission workshop. Mr. Ashuckian.

MR. ASHUCKIAN: Good morning,
Commissioners. I'm Dave Ashuckian with the
electricity analysis office. And I'm going to
give you a brief update of the supply and demand
for this summer. And also provide a little
information about some comments that we collected
at a workshop we held just last Monday, two days
ago, to vet some of these numbers with other
agencies, the utilities and other interested
stakeholders.

This was last presented to you, I
believe, December 7th, where we gave us our first
look at what the summer would entail. And at that
meeting we indicated that northern California
actually looks pretty good --

CHAIRMAN KEESE: I'm sorry, could we dim
these lights up there so that we can --

MR. ASHUCKIAN: What we have here is a
breakout of the ISO control area for both the
northern region and the southern region. And as
we reported before northern California actually
looked pretty good. If you go down to the bottom
line, the yellow line, actually, the resource

margins in one-in-two and one-in-ten, it appears
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that throughout the summer we'll have significant
resources in the northern area to cover any hot
weather events. And even have additional in case
other adverse conditions come up.

This really -- there's been some minor
changes since the december 7th version. We update
this on an almost daily basis, taking into account
new information on power plants, construction
online dates, retirements and any other
corrections in information we get.

This slide here is the southern
California region, south of Path 26. And again
this shows that there could be some potential
issues during a hot weather event. What we have
done, again, compared to December 7th, your last
presentation, we've made a few adjustments on
this.

First of all, staff of our demand office
did a recalculation and a further refinement of
the one-in-ten weather-adjusted demand. That
resulted in a little bit higher level of demand
for the one-in-ten for southern California. That
increased, or actually decreased our reserve
margin.

At the same time we did get some new

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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information about power plants that were going to
either be accelerated to be online or delaying
retirement. And so overall the actual total
megawatts needed in order to maintain a 7 percent
reserve really was only changed by about 60
megawatts since the last outlook that you've seen.

These slides here are more detailed into
some of the individual things that we've done
since the last version. That includes moving
WAPA, Roseville and Redding out of the ISO control
area, and is now part of the statewide. So that's
part of, if you look at each individual number,
the numbers change, but as you look at the state
as a whole it balances out to be the same.

Now one of the things I did want to
mention about our projection, we call this a
projected operating reserve. It takes into
account the expected transmission constraints. It
also takes into account a higher-than-average, one
standard deviation above the outages for forced
and planned outages.

We also are not counting interruptible
programs. And so you may have heard some of the
utilities saying that they are actually, we

believe that they've procured enough resources to
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10
cover them this summer. What that is is a
planning reserve that does not include some of
these potential contingencies and adverse
conditions.

And so that's why this projected
operating reserve may look a little more
pessimistic than the planning reserves and the
information you hear from the utilities.

We'll go on and talk about some comments
we received from our workshop. We invited staff
of the ISO, staff of the PUC, as well as
utilities, to provide comments, not only on our
outlook, but also on their assessments, and also a
comparison of past forecasts with actual data to
see how good forecasts have been in general; to
see if maybe we need to look at considering a
wider margin of error for forecasts.

In general the ISO Staff agrees with our
load forecasts. They also have pretty close
agreement with our capacity, our resources
forecast. They actually calculate the whole
process a little bit differently than we do. We
call ours a bottom-up approach. Theirs is a top-
down approach. And we hopefully end up in the

same place in the middle. And it turns out that
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11
we are within extremely close tolerances between
the two.

They will be presenting their assessment
on March 31st to their board. And their biggest
concern was looking at 2006, again we move on and
know that potential retirements will continue;
that 2006 may be as critical or even more critical
than 2005 at this point.

PG&E provided comments regarding our
outlook and they felt that our northern California
assessment was very comparable to what they
believe is going to happen. They thought that
there was some minor adjustments may be necessary
in our hydro resource outlook. And we're looking
at that. We think that may be just a matter,
again, of how you count the resources, and how you
place them on the charts.

Their historical forecasts have been
generally within about 3.5 percent of their
observed data. And that's actually, as you'll see
throughout the various comments, a pretty
consistent level of forecasting error.

And again, another comment was made that
they believe that our resource margins are

supply/demand balance, should also include

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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12
interruptible and demand response programs as they
are a viable and dependable resource that should
be counted.

LADWP discussed their outlook, and they
believe that they're fully adequate for 2005.

They also have some excess reserves that they can
provide to the state. They believe 250 megawatts
of firm and potentially an additional 500
megawatts that may be available depending on their
needs and the weather.

They're actually very close in their
ability to forecast, primarily because they
believe that, you know, their control area is not
growing as much as some of the other areas in
California. They have a very good historical base
for forecasting their outlook. And so they are
very close in how they forecast their demand.

Southern California Edison also agreed
with our demand forecast and methodology in both
the one-in-two and one-in-ten. And again, theirs
is about 4 percent historically within the
tolerance of actual. And again, they also believe
that the resource margin in our outlook should
include the interruptible and demand response

programs.
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Southern Cal Edison had probably the
biggest concern about our one-in-ten adjustment.
They believe that we should also take into account
the fact that a one-in-ten weather event could
actually occur on a weekend and does not have the
same response to demand that it would if you were
only considering it on a weekday. And, in fact,
the staff have done the preliminary look at that,
and have believed that they can make an adjustment
for that. But it looks like that adjustment would
be pretty minor, in the order of about 30
megawatts.

They also forecast about 4 percent
compared to actual versus their forecast. And
their concern was with the additional resources
that would be necessary to meet what we're showing
as a potential one-in-ten with the various adverse
conditions that it would increase rates and that
the ratepayers would be stuck with those rates.

Also, they also agreed that reserve
margin tables should include the interruptible and
demand response programs.

And actually, many of the people who
were at our workshop are here today and so if I'm

misinterpreting their comments, I'm sure they'll
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feel free to correct me. I welcome that.

The CPUC Staff presented the demand
response programs. And their comments focus on
the fact that many of the programs have the
potential for greater demand response than we're
actually counting; and that is because, again, how
many people sign up versus how much you want to
depend on for potential actual curtailment. And
they also believe that the interruptible programs
have a long track record of reliability, that they
should be included.

Finally, TURN wanted to point out again,
as I mentioned before, that the planning reserve
is not the same as the projected operating
reserve. And that the adverse scenarios, you
know, have a significant increase in the resources
necessary. And also that if you want to secure
those resources it would have a significant effect
on the rates.

They also believe that interruptible
programs should be included in the table. And
they wanted to point out specifically that even
with -- if you include the demand response and
interruptible programs, the outlook in our table,

even for the worst case which is September of --

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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and south of Path 26, that all firm load would
still be able to be served, even in a one-in-ten
with the projected outage rate and contingencies
that we have included. And we actually agree with
that, if you were to count all those.

I believe that's the end of my
presentation. If you have any questions?

CHAIRMAN KEESE: Thank you. President
Peevey.

PRESIDENT PEEVEY: Why don't you include
what TURN has asked? It seems to me that's
eminently reasonable, the interruptibles and all,
the demand response programs. The PUC suggested
that; Edison suggested that; TURN has suggested
that.

You know, these numbers get misused
quite often, and alarmist kind of soundings go
forth by various spokespeople. And, you know, it
seems to me it might be a time to be a little more
temperate in this.

But, anyway, the question is why not.

MR. THERKELSEN: Excuse me, Commissioner
Peevey, 1f I can try to answer that initially.
When the agencies were getting together at the

beginning of -- actually during the middle of last

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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summer to look at what the 2005 electricity
situation was like, one of the conventions that
the Energy Commission, the PUC and the ISO Staffs
all adopted under guidance from the Governor's
Office at that time was to do these assessments
assuming interruptibles would not be needed except
for extreme adverse conditions.

So we carried out all of our planning
and all of our analysis at that time, if you will,
taking interruptibles off the table and putting
them below. That doesn't mean that there can't be
a policy decision that includes those in the
future, in terms of how we do our analysis and how
we look at the issue.

But in terms of looking at 2005 that was
the decision that was made in terms of how to
present and do these analyses.

PRESIDENT PEEVEY: Would you agree that
it gives a somewhat inflated view of danger or
risk today, particularly if you couple -- we're
talking basically about southern California, and
only southern California, and you couple that with
what you just said about DWP having 250 megawatts
firm, another 500 megawatts available.

I mean I don't want to walk out of here

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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Pollyanna-ish, but at the same time, the
Cassandra-like projections that come forth
sometimes seem to me a bit misplaced.

MR. THERKELSEN: I think as we went
through our discussions we decided it was
appropriate to include several of the demand
response activities, if you will, above the line.
I think we also decided to keep some of the
interruptible programs below the line simply
because there was a number of what the ISO was
considering as extreme adverse conditions that
needed to be considered.

So, again, in terms of our presentation
we left it that way. Again, I think that's a very
appropriate discussion for you all to have and
enter into, where we bring interruptibles into
this discussion and how we deal with them.

CHAIRMAN KEESE: Thank you. I think
President Peevey raises a very good point. In our
agenda you will note that after the formal
presentations we expect to hear from the utility
companies commenting on the presentations we hear
today. So perhaps that's an appropriate time to
revisit this issue --

PRESIDENT PEEVEY: Fine.

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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CHAIRMAN KEESE: -- decide what
(inaudible). Mr. Desmond.

DEPUTY SECRETARY DESMOND: Sure, I also
wanted to respond how the approach in the thinking
was. When we testified before the Senate Energy
Committee recently we did, in fact, add that back
in. There was a table that was presented that
summarized, in fact, under a scenario of low,
medium, high. Low, medium and high being the
level of effort or probability that we could count
on those resources. Did identify between 2200 and
3800 megawatts of incremental energy that counted
a number of things. And we can go through those
details later this afternoon. But it was, in
fact, added back in.

But I think the value in the exercise
was because in the current process we don't have a
way of assessing the deliverability of the current
contracts. And until such time that the PUC has
the final rules adopted that allows that, --
important to begin to identify where is the risk
in the system.

And I think what you're going to see is,
in fact, utilities are in compliance, utilizing,

to a large degree, firm LD contracts, liquidated
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damages contracts. What we need to know is are
those contracts deliverable. And so the
combination of the two, I think, provides a risk-
based assessment of the summer reliability.

And our conclusion was the same, which
is summer 2005, under a one-in-ten, with those
interruptible programs and the other options,
should be sufficient to meet the needs. And there
was a decision not to go forward with an
accelerated program to add peakers for the summer,
because it was determined not to be necessary.

So I think we're in agreement that the
value is there; it needs to be counted in those
forecasts.

CHAIRMAN KEESE: Thank you. Any other
comments? Okay. Thank you, Mr. Ashuckian.

MR. ASHUCKIAN: Thank you.

CHAIRMAN KEESE: Next we will hear the
status of current Energy Commission activities
from Mr. Therkelsen and Mr. O'Brien.

MR. THERKELSEN: Yes, good morning,
again, Commissioners and Secretary. One of the
things, as I just mentioned, was we did get
together under the guidance of Secretary McPeak

and Secretary Chrisman and Joe Desmond, as well,
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looking this summer at where things were going for
2005; what kind of activities needed to be
undertaken by the PUC, by the Energy Commission
and the ISO; to make sure that we had the ability
to be able to meet any of those peaks in the event
that they occurred.

One of the major responsibilities of the
Energy Commission was to pull together the
assessments, working closely with the ISO Staff
and the PUC Staff, but also the responsibility to
look at power plants that have been permitted by
the Energy Commission to see where they were in
terms of their ability to get online to be able to
meet the summer demand.

And what I'm going to do is ask Terry
O'Brien here in a moment to give you an update of
where we are on that.

The other thing the Commission was
responsible for was tracking, if you will, all of
the generation projects that are under development
in the state, as well as transmission projects and
natural gas projects that we did cooperatively
again with the ISO and the PUC Staff to make sure
we had as comprehensive a picture as we could, and

also contacted the Air Districts again to make
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sure that we had information that was available to
them.

That work will be ongoing. That
tracking is something that was instituted in
response for 2005. It will continue on into 2006,
'7 and '8.

The other thing that we will be
instituting is a regular presentation before each
summer of the upcoming summer demand. We had a
workshop, as David mentioned, earlier this week in
terms of what our summer assessment was. And the
purpose of that workshop was to present our
assessment to the utilities, to the public and to
get their comments. And then use that to fine
tune what we did. And that is something we will
be instituting on an annual basis to make sure
everybody has full disclosure of what our thoughts
are, how we came up to those conclusions and to
get their input.

After Terry presents then what we've
been looking at in generation, then the PUC and
the ISO will also be presenting the activities
that they've been looking at for the summer.

So, Terry.

MR. O'BRIEN: Good morning. You have a
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handout in front of you that shows the projects
that the Energy Commission has sited over the last
several years which are currently under
construction, and we expect to be online in the
summer of 2005.

In terms of northern California we
expect about 802 megawatts to come online this
summer. And if you look at the first power plants
there, the peaker power plant located in Santa
Clara, 141 megawatts, we show the online date as
this week. 1In fact, in terms of conversations
this morning we're advised that tomorrow the plant
will be online.

Kings River, the project in Fresno, 86
megawatts; that project has slipped slightly. The
online date now is shown as June 20th. And the
Metcalf project, a rather significant project in
the southern San Francisco Bay Area, has a June
30th online date. And first fire, first
synchronization with the grid is tentatively
scheduled for the 11th of April.

Turning to southern California where
Dave indicated the concerns about supply/demand
are more significant for this summer, we hope to

add 1164 megawatts to the system. The Magnolia
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project, because of the extensive precipitation
that has occurred this winter in the southern
California area, that online date has slipped. We
now have that coming online on the 22nd of June.
That's 315 megawatts.

The Malburg project, a municipal utility
in the City of Vernon, that online date has also
slipped. They have run into vendor problems. And
the online date for that project is now shown as
the 31st of August.

We just learned this morning, and we
have been tracking this situation for the last
several days, regarding the two Pastoria projects;
projects owned by Calpine. Phase I on your
handout there, 240 megawatts, shown as coming
online on the 28th of March. We understand now
that due to reconductoring work that Southern
California Edison will be undertaking on the
(inaudible) line, that that is going to cause a
delay in the online date for phase I of
approximately a month. So that should show now as
April the 29th, as opposed to March the 28th.

We also understand that because of that
work there may be some synchronization issues with

Phase II that could delay that. That currently is
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shown as June 30th, so there is a potential for
that date to slip. We don't know exactly how
much. It might be reasonable to assume 30 days
given the about 30-day slip for Phase I. We
understand Calpine is going to be working closely
with the ISO on synchronization issues to try to
minimize that delay.

So we would be following that closely,
and obviously we'll keep the Energy (inaudible)
and you informed of that. And we'll probably have
an update on that in a couple of weeks.

CHAIRMAN KEESE: Thank you. Mr.
Therkelsen, does that conclude the --

MR. THERKELSEN: That was it for us for
right now.

CHATRMAN KEESE: Okay. Dian.

COMMISSIONER GRUENEICH: Yes, I have a
question, and maybe I'm not looking at the
numbers, but 1f I take the chart for the southern
region and I assume it's line 4 on the high
probability California additions, and looking at
that I see the August 129 which is Malburg. And
then I see the July 480 of Pastoria.

But then I see in June on line 4, 961

megawatts. And I only see on the chart the
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Pastoria Phase I and Magnolia. Is there another
resource that's not included?

MR. O'BRIEN: Are you referring to the
handout or the sheet that --

COMMISSIONER GRUENEICH: Yes, I'm —--
yes.

MR. ASHUCKIAN: You're questioning the
961 megawatts in June?

COMMISSIONER GRUENEICH: Right. And I
assumed when it said high probability of
California additions, I guess I was thinking that
they would match up with this one-page handout.
And since there seems to be something else, I'm
just wondering what it is, and its status.

MR. ASHUCKIAN: In our outlook we
include all resources that have come on by the
first of the month of that month. Now, we don't
do forecasts throughout the winter, so for June we
often -- what we do is we do kind of a catch-up
month where we catch all the power plants that
have been put online since last September.

And so we have a number of plants that
are shown to be available June, even though they
are not coming online in June. They may have come

online last October. And so we have a list of
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some 12 plants that are online in the last year
essentially. That's why that number doesn't match
what actually happens this summer.

COMMISSIONER GRUENEICH: Okay, thank
you.

PRESIDENT PEEVEY: Does that mean --

(End tape 1A.)

PRESIDENT PEEVEY: -- that these numbers
in this, what was just given for southern
California are totally consistent with the handout
that you had.

MR. ASHUCKIAN: There's a couple minor
changes, like again Malburg and some of the plants
that may have just, in the last day or two, have
gotten new information that has not been --

PRESIDENT PEEVEY: I understand that.
But absent that, they should be absolutely --

MR. ASHUCKIAN: They should be, yes.

PRESTIDENT PEEVEY: Thank you.

MR. THERKELSEN: Excuse me,
Commissioner, but I think there also is one other
distinction. The tables that they refer to are
for the ISO. Some of those projects are muni
projects, and so they won't be shown on the ISO

grid.
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For example, on the, I think it's on the
Malburg or Magnolia project, Dave, correct me if
I'm wrong, part of that goes to the ISO service
area and part of that stays with the munis.

MR. ASHUCKIAN: That's correct. We
actually have a full report for our summer outlook
that includes both statewide, as well as the ISO,
in the northern and southern regions.

This particular table is only for those
particular regions in the control area. So we've
only broken out plants that service that control
area.

CHAIRMAN KEESE: Thank you. Mr. Larson
and Mr. Gallagher. Status of current CPUC
activities.

MR. LARSON: Yes, Mr. Chairman, and
Members of the two Commissions, Mr. Secretary and
Mr. UnderSecretary. I would like to introduce the
new head of the Energy Division at the PUC, Sean
Gallagher, to make our presentation; and
particularly to talk a little bit about how we
continue to implement the EAP loading order.

MR. GALLAGHER: Thank you, Steve. Good
morning, Commissioners. I'm going to talk about

the CPUC's actions to implement the action plan.
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And I'm left-handed so I have to move the mouse.

There's a lot of detail in these slides.
I'll try to go over these slides fairly quickly
and not present all the detail in the slides. But
you have the handouts if you want the additional
detail.

The PUC does continue to implement the
EAP loading order. We've adopted aggressive
energy efficiency goals and a new energy
efficiency program structure. And we'll talk
about each of the items on this slide and the
following slides.

We've developed robust demand response
initiatives; we've got some new rules for
renewable procurements; we're now reviewing some
renewable procurement contracts. We've adopted
the IOU's long-term procurement plans to insure
adequate and reliable service.

We're working on distributed generation
proceedings. There are some transmission upgrades
that have been approved and are underway. And we
also have some natural gas projects to talk about.

On the energy efficiency side, the PUC
authorized programs are expected to increase

energy savings from about 380 megawatts in 2004 to
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about 750 megawatts in the summer of 2005. I
should note that on the energy efficiency numbers
and demand response numbers, these are some of the
number that Mr. Desmond mentioned earlier that we
discussed at the Senate hearing a month or so ago
that contribute to the ability to make up the
deficiency that's projected in the CEC's forecast
numbers.

For the most part these energy
efficiency and demand response numbers are not
included in those forecast numbers and are the
programs and items that we expect to be able to
make up that shortfall or any shortfall.

In January 2005 the PUC adopted a new
energy efficiency program structure which returned
the IOUs to program management; and the PUC does
the evaluation role with the help of the CEC. I
should also note that the PUC is now reviewing a
recent Edison application for approval of some
incremental energy efficiency programs for the
summer.

Some of the energy efficiency programs
do specifically target peak demand. These include
rebate programs, appliance recycling programs and

energy efficiency retrofits.
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I should also note on the energy
efficiency side the Governor's green building
initiative. The Governor's executive order was
released in December. It is aimed at increasing
energy efficiency in state buildings by 20
percent. The PUC kicked off our response to the
Governor's initiative in December. And we expect
to submit a progress report to the Governor in
September 2005 (inaudible) this year.

This next slide shows some of the
numbers from the demand response program. We
expect the demand response program to save up to
2450 megawatts for summer 2005. That's a pretty
significant number. We've been able to break out
on this slide some of the various programs, both
for northern California and southern California,
so we can get a clearer idea of what we expect to
show up in which region of the state.

And some of the more significant
programs, including interruptible programs,
(inaudible) those day-ahead programs, and sort of
(inaudible) programs.

Some of the examples of the demand
response programs that the PUC has approved

include day-ahead programs like the demand bidding
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and demand reserves partnership program.
Reliability programs like the interruptible. The
air conditioning recycling. And there's the
various education outreach programs including
Flex-Your-Power Now, which we're going to have a
big effort for and it will be quite visible this
summer.

Also on demand response side, the PUC is
addressing the critical peak pricing contest. We
have that proceeding on a very fast track. The
ALJ's proposed decision is expected at the end of
this month which is coming right up.

We also have recently received the
advanced metering infrastructure applications from
PG&E and San Diego. Those look very promising.
And we see that PG&E proposes to deploy advanced
metering as early as next year.

For renewables, as you know the
renewable portfolio standard establishes a target
of 20 percent of energy needs from renewables by
2017. The CPUC has taken steps to try to advance
the -- satisfy the RPS goal by 2010. We've
established various contract terms and conditions.
We released our market price reference methodology

to use in evaluating RPS bids. And we have
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associated with new renewable development.

SDG&E and PG&E have completed their
renewables solicitations. We expect them to be
submitting renewables contracts from the 2004
solicitation to us shortly, the first and second
quarters of this year for the most part.

We also, as most of you know, have --
Edison went out with an interim RPS solicitation.
They filed six contracts with the Commission on
March 8th based on their 2003 interim
solicitation. And we expect to be taking action
on those contracts relatively shortly.

Also on the renewables side, the PUC is
exploring responsible long-term solar strategy.
We've allocated a couple hundred million dollars
to solar incentives over the last several years.
Earlier this month the PUC issued a ruling
emphasizing that the I0OUs can borrow forward from
next year's program budget to fund those projects
this year. The budget for the next two years is
about $250 million for solar fuel cells and
combustion technologies together. And we'll be
working with the CEC in issuing a staff report

proposing implementation strategies for the
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Governor's solar initiative hopefully late next
month.

(inaudible) procurement. In December
2004 a PUC decision adopted utilities' long-term
procurement plan. Some of the highlights are
listed here. They have procurements already on a
rolling ten-year basis. They're now authorized to
enter into long-term power contracts. There's no
preapproval required for contracts that are for
terms of less than five years as long as they
follow the procedures and guidelines that are in
the plans.

And we've attempted now to integrate
renewables into the general procurement, as well.
So some of the dollars going to renewables will
come from general (inaudible).

We've also adopted resource adequacy
standards. Last year we adopted the planning
reserve margin of 15 to 17 percent. And
compliance with that is required by June 1, 2006.
There is a forward commitment requirement for the
summer months of 90 percent. And the showing must
be made by September of this year that 90 percent
of the forward obligation has been acquired for

next summer's reserve margin.
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We've also adopted, in our October
decision and the workshop report that preceded it,
uniform protocols for LSEs to forecast customer
load and to count resources that will count
towards the requirements. And we have a further
decision coming out in a couple of months here
that will adopt additional rules regarding
locational procurement and deliverability to try
to firm up some of the outstanding issues in the
resource adequacy.

In addition to that we're working very
closely on the resource adequacy program with the
ISO to make sure that our resource adequacy rules
work and complement the ISO's market design and so
that the two work together to produce an energy
system in the state that works.

Last July the PUC issued an order on
interim reliability measures for summer of 2004
and summer of 2005. We directed the IOUs to
consider factors other than least cost when doing
the procurement and dispatch. Consider things
like congestion, transmission congestion, and
reliability, locational issues so that they're not
just buying the cheapest energy at the intertie

that may not be deliverable to load, but also look
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at what the actual total cost of the system will
be, including ISO costs for redispatching the
system in order to insure that energy actually is
deliverable to load. And to take those kinds of
calculations into account when they do the
procurement and the dispatch.

Two other issues on traditional or
conventional procurement. The CPUC, the Attorney
General and DWR, as well as the utilities,
recently entered into a settlement with Mirant for
claims arising out of the energy crisis.

One of the provisions in that settlement
gives PG&E the ability to seek to receive Mirant's
interest in the Contra Costa 8 facility. It's the
partially built 530 megawatt power plant. Once
the details of that are worked out by PG&E and
Mirant, PG&E will bring that to the PUC for
approval. And the PUC will review the particulars
of that.

In addition, PG&E, through the
settlement with Mirant, received contracts, what
we call wrap-around contracts, for Mirant's RMR
plants that allow PG&E to dispatch those plants
more flexibly and with greater -- under additional

conditions than the ISO is able to dispatch the
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plants for under the RMR contracts. So that makes
those plants more useful to us.

Other items on procurements. We are now
reviewing an advice letter filed by PG&E that
proposes —-- under which PG&E proposes to enter
into an approximately three-year (inaudible)
agreement with Duke Energy for the output of the
Morro Bay 3 and 4 units. The contract term would
begin later this year.

In addition, Edison issued a
solicitation for intermediate term contracts last
fall, and recently completed that solicitation.
And without going into the details they executed
agreements for (inaudible) a lot of energy and
capacity in late January this year.

(inaudible) 280 megawatts of distributed
generation installed in 2000. There are another
175 megawatts of distributed generation pending
interconnection approval.

In December the PUC issued an order
adopting various improvements to the self
generation incentive program. We have the $125
million annual budget for that program. We've
reduced the solar incentives somewhat to help

those dollars go further to more programs. And we
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also implemented initiatives and efficiency
standards for the SGIP.

And the PUC is headed towards hearings
this May to adopt a distributed generation cost/
benefit methodology. We'll be looking at
proposals in the May hearings, and we're scheduled
to consider distributed generation issues in late
spring, early summer, where we'll be reviewing and
improving the cost/benefit methodology and
addressing things like interconnection issues and
implementation of interconnection rules for DG.

Transmission. There are projects that
have been approved by the PUC last year that will
provide a lot of the transmission (inaudible) much
needed transmission capacity. San Diego Gas and

Electric is working very hard on the Mission

Miguel upgrade. We understand -- will expect that
to come into service this summer. That's an
improvement over the original date. That will add

about 250 to 350 megawatts of transmission
capacity for this summer, and then further the
finalization of completion of the project with
about another 100 megawatts by next year.

The Commission also approved the

Jefferson-Martin transmission line on the San
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Francisco Peninsula. And we have the Edison Viejo
project that adds about 1000 megawatts in the
Orange County area in 2006.

I'd note also that the PUC, the Energy
Commission and the ISO are in ongoing discussions
regarding how to streamline and rationalize
transmission planning.

And finally, or very close to finally, a
new natural gas pipelines and storage projects
will also add some needed capacity. The E1 Paso
pipeline project adds about 320 units of capacity
in 2004 -- I'm an electricity guy -- and
additional projects would add significant
additional capacity over the next couple of years.

The Wild Goose project in the PG&E area
added some new storage capacity in 2004. And as
you're aware, there are proposed LNG facilities
off the coast of California and Mexico that could
provide significant amounts of capacity as soon as
2008.

That's the completion of my
presentation.

CHAIRMAN KEESE: Thank you. Mr. Larson,
do you have --

MR. LARSON: ©No, Mr. Chairman, that's
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all.

CHAIRMAN KEESE: Do we have any
questions from Commissioners? Commissioner
Pfannenstiel.

COMMISSIONER PFANNENSTIEL: Just one.
Looking at your table on the demand response
programs, your 2500 megawatts for the summer of
'05. And I was just trying to put those in the
context of the discussions from Dave Ashuckian on
what we're expecting for supply and demand for '05
there.

Are your 2500 megawatts incremental from
the existing programs, or I assume they have
existing programs plus some incremental? Can you
break that down?

MR. GALLAGHER: These are not all
incremental numbers, certainly. And the
incremental numbers, I don't think, are in this
presentation, but they can certainly be provided
to you.

For the most part, though, the
incremental numbers are not included in Mr.
Ashuckian's presentation. And there is a table, I
should have with me the table we presented to the

Senate a few weeks ago, which I think we tried to

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

40
break out those incremental numbers, and show that
including the incremental response and the
incremental energy efficiency and other programs,
we got to a number that was in excess of the 1700
or 1800 megawatt shortage that Mr. Ashuckian is
showing under the adverse conditions.

COMMISSIONER PFANNENSTIEL: Right, that
was really the gist of my question. So thank you
for answering that.

MR. GALLAGHER: You're welcome.

CHAIRMAN KEESE: Joe.

DEPUTY SECRETARY DESMOND: This is just
an observation. In terms of the work that the PUC
has been doing on the capacity market and the
rules, I just wanted to publicly acknowledge the
staff work has been a lot of hard work and very
involved workshops.

And so I simply want to thank them and
the Commission. I know this has been an ongoing
discussion. But at the same time thank all those
folks here in the audience who are the market
participants who have sat through those workshops
and provided valuable comment.

So I know the PUC is making great

progress, and it's an important part if we're to
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meet our deadline for June, making sure those
rules are clarified. So, just want, again, to
publicly acknowledge the hard work of all the
folks on that issue.

CHAIRMAN KEESE: Thank you. Ms.
Grueneich.

COMMISSIONER GRUENEICH: Yes. Sean, on
your handout on page 12 when you talk about the
PUC's mandatory procurement and locking up
requirements in advance, do these numbers, in
terms of what's required, do they take into
account the impacts from interruptibles and demand
response programs?

MR. GALLAGHER: Certain forms of
dispatchable demand response, for example, does
count towards the resource adequacy requirement.
Not every program counts as a resource adequacy
resource. But, in particular, dispatchable
programs do count. And we -- I don't have all the
details on that, they're in the workshop report
that came out last fall and the October decision
that approved it.

CHAIRMAN KEESE: Thank you. Now we'll
hear from Mr. Detmers on the status of current ISO

activities. And, as you're walking up here, we're
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pleased, Mr. Wiseman, if you could join us, the
Chair of the ISO. Welcome.

MR. DETMERS: Thank you very much,
Commissioners. This is a very important
discussion, a very important time for California,
because this actually marks a significant
milestone for what we (inaudible) here in
California.

I'm here (inaudible). There is still a
lot of work that needs to be done. And not only
with regards to this summer. I think we are much
more prepared to deal with this summer than we've
ever been. And I also want to mark this point as
an ending point for our planning phase of the
project. I think this needs to be definitely the
end of the time.

It does get marked with the departure of
what I will refer to as Mr. T, or Mr. Therkelsen,
who is no longer going to be with us, but with a
very much value, along with all the staff that
helped us throughout this period from last summer
into this summer, getting us organized, making
sure that we tuned up all of our analyses, all of
our assessments.

And I think that comes to a close here
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at the end of next week when the ISO's forecasts
come out at our board meeting next week. Our
forecasts should be out at 8:00 a.m. on Monday
morning. And I think what you'll find in that,
provided my engineers don't change everything at
the last minute, and engineers are known for that,
and I don't expect that to happen. We may have to
change some of the English that they've used, but
we will definitely not change the numbers.

That forecast will be telling us that
the forecast that was just presented from the
Energy Commission is, in fact, very close, very
similar to what we have. And that tells us that
should things be normal we are fine for this
summer for the entire state.

However, if we do have other adverse
conditions that could occur, either extreme
weather conditions, forced outage rates going up,
other imports happening -- import restrictions
happening, either because of transmission or
because of other events such as the northwest not
having water -- luckily it's raining up there
today, as well as down here.

But those other adverse conditions, I'm

happy to say, it has been through this exercise
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that we developed the plans to be able to deal
with that.

We may have heard some alarming
statements in the past, but that was really the
call for action. And that's what we've stepped up
to. And now what we need to do is follow through.
Not only follow through with this year, but look
forward into where we're headed.

What has been done to -- well, before I
get into what has been done, I again wanted to
recognize the successful relationships of all the
staffs. All of our staffs have been working
together extremely well. And that's very good.

That not only extends now with all of
the regulatory and ISO entities, but also extends
out into the industry with the investor-owned
utilities, with the generators and others.

And so as I start to watch the alignment
of this industry coming back, it is very helpful
for me to take a look at this future and say I
want to stick with it. It wasn't that long ago
when I was looking at it; it did not have the
organization that it has today, and I wasn't
confident that I wanted to stick with this.

But I'm here today. We've got a new
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Chief at the ISO, Yakout, coming on board. We
have a new chairman of the board, as well. And
we're looking forward very positively to what our
future is. So we need to keep our staffs aligned
throughout the industry.

What has the ISO been doing to be
prepared? Specifically, we have been working on
our protocols to make sure that we have all of our
protocols in place. I'm not sure what's happening
back behind me, but I have no presentation, so
other than what I'm going to say.

The protocols are in place. We are in
the process of conducting drills, as well as
education, with all of the industry, to make sure
that not only our dispatchers, but all of the
dispatchers, throughout the state are ready to
deal with this, as well as our neighbors
throughout the west.

We did work with the industry types. We
will continue to work with all of the industry,
investor-owned utilities and others, to make sure
that we work on our resource adequacy plans and
get those aligned, not only for this year, which I
think we're in shape for this year, but looking

towards next year.
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We are also on course to hold what we
refer to as a hot-day grid simulation. We do, as
Mr. Desmond indicated, have some concerns with
regard to how the contracting actually occurred
within the utilities. We want to be able to
demonstrate that, not wait for the actual day-
ahead market before the actual hot day during the
summer. And what we're looking for is a
demonstration of that sometime coming up here in
April.

There's a lot of details that have to be
worked out. There's a lot of expectations of what
this can do, but we have to be realistic as far as
-- and understanding. This is the first time that
we've done this, and we hope, however, to be able
to identify if we're going to wind up with
bottlenecks or other constraints with regard to
the contracting that has been done. We believe
that it will tell us more information about how
that works.

We've been working to make sure that all
the transmission owners, as the PUC indicated,
make sure all the transmission upgrades are in
place. They are on course to have that happen.

And so, again, I'm not sure whether I should just
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schedule my vacation now, or should I wait and
watch what happens this summer.

We have other activities, voluntary load
reduction programs, all of the education is
upfront and active. We need to continue that
message for conservation because things are still
tight in southern California should the conditions
move beyond what our expectations are; beyond what
this plan is that we have. We need to be
prepared, and it does require conservation; it
does require other demand response programs. We
need to see those developed going forward.

And again, we work with everyone
throughout the west. Is the work finished? No.
But going forward what we must do is set the
agenda. We must follow through with streamlining
our processes for the construction of the grid,
the generation, and to make sure that we can have
demand response. That is our insurance policy, to
make sure that we can avoid the emergencies that
can occur.

We need to continue to focus our
actions, and this is really follow-through
actions, for the successful 2006 and then 2007.

That's really where we need to move to now. And

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

we stand ready to work with all of you to make

that happen.

I wanted to turn this over to Yakout for

some additional closing remarks. And then we'll
open it up for questions. Thank you.

MR. MANSOUR: Thank you, Jim.

(inaudible) question of are we ready, we certainly

are getting ready, I think, (inaudible). Will we
be ready? Without a doubt. I assure you we will
be.

In this respect I want to go back to
President Peevey's question about what are we
including and what we're not including. Normal
planning (inaudible) is usually based on average
conditions (inaudible).

Other, what I call (inaudible) include
(inaudible), the one-in-ten is (inaudible).

(Inaudible). Thank you.

COMMISSIONER BOYD: Mr. Chairman.

CHAIRMAN KEESE: Commissioner Boyd.

COMMISSIONER BOYD: Just a quick
comment. Jim Detmers and I go back a long, long
way (inaudible). (Inaudible) .

(Inaudible) of government agencies,

namely BC Hydro (inaudible) State of California,
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but we'll forget that. And I (inaudible) Mr.
Wiseman, (inaudible) Ken, because again I
(inaudible). So we've really reached a real high-
water mark that I look forward to of cooperation
and (inaudible).

CHAIRMAN KEESE: Thank you, Mr. Detmers.

Mr. Desmond.

DEPUTY SECRETARY DESMOND: I've got a
presentation (inaudible). I just wanted to ask
the items that Jim mentioned which gives a
demonstration of the analysis is very important.
The Governor has requested (inaudible) to insure,
in fact, 1is deliverable. (inaudible) be available
during that time.

(Inaudible) .

CHATRMAN KEESE: Thank you. Before we
go to our next agenda item, I would remind those
in the audience if you'd like to speak either in

the utility responses or the public responses,

please fill out one of the blue cards. I have six
of them up here. I anticipate a few more will be
arriving.

Mr. Boyd, you almost started us off with
your report. The next item is the 2005 IEPR

update and status report. This, I understand, you
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and Mr. Therkelsen are --

COMMISSIONER BOYD: Yes, thank you, Mr.
Chairman. I wanted to just introduce this item
and maybe provide a tiny preamble to the next
agenda item.

Having seen the slides of the next
agenda item, I will struggle not to step on some
of the information that Mr. Desmond will be
referencing.

I did want to just provide a little bit
of background about the IEPR, Integrated Energy
Policy Report. As folks hopefully know, the
product of legislation in the year 2002, SB-1389,
by Senators Bowen and Sher, that really called
upon the Energy Commission to look at what I like
to call all three legs of the energy stool in the
present and in the future. That is electricity,
natural gas and transportation fuel.

As you may have noticed, the Integrated
Energy Policy Report is a real mouthful, so we've
adopted the phrase Energy Report in an attempt to
shorten that, or to not have to say the acronym,
IEPR, which who knows what it conjures up.

In any event, 2003 was the first report.

And I was happy, proud to Chair that first effort,
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working with my Associate, Chairman Keese. And
that was submitted to (inaudible) in September of
that year. And submitted to the new Governor
shortly thereafter.

In 2004 we did an update, as the
legislation calls for a thorough report every two
years, and an update on selected items in the
intervening years.

In August of last year the current
Integrated Energy Report Committee, chaired by
Commissioner Geesman, who couldn't be here today,
and I being the second person, had our first
hearing on scoping of the 2005 report. And the
scoping order was issued in September of that
year, and I believe you have a handout here that
reflects an attachment to that scoping order that
gives us a lot of the detail.

Since that time we've had many many
whitepapers, reports and a host of hearings, and
many more are scheduled in the future. And this
entire effort has been carried out in cooperation
with other affected agencies, those represented
here in particular. And I'd say maybe most
particular the CPUC.

We've worked to carry out and work in
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furtherance of the Energy Action Plan's loading
order, as well as to meet the individual and
mutual responsibilities of our respective
agencies. I know we've worked hard in supporting
the PUC on their procurement process and we've
worked very closely with the PUC on a host of
natural gas issues.

And getting to that third leg of that
energy stool we've worked, and will continue
working more closely with Cal-EPA and ARB on
transportation fuels issues. So I thank them all
for that.

The scoping order basically had, for
2005, had three themes: California's energy
demand, supply and infrastructure. And, of
course, that encompassed transportation fuel,
electricity and natural gas demand/supply and
infrastructure with a whole host of recognized
needs and activities detailed in that handout.
And I don't intend to go in any more detail on
them for you.

A second theme was energy environment
and economic sustainability, and I just want to
underscore the concept of sustainability, which

has become very important to, I think, our society

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

53
in this country in recognition of looking at the
question of all that it takes to sustain our
economy, our lifestyle, our way of life, et
cetera. And we are connecting the dots better
than ever before in that arena. And perhaps it's
also reflected in the cooperation between our
agencies.

I particularly want to point out in that
arena, though, the emphasis on global climate
change, the emphasis on air quality issues, water
demand and supply, and just the whole issue of
energy, the economy and jobs. Some of us like to
view a three-legged stool of the California
economy sitting on three legs of that energy
stool.

The last theme I just want to mention
briefly is the California/Baja, California border
issues that we recognize in our 2003 IEPR rolled
in as a major point in 2005. Seeking greater
integration with the energy systems between the
border of California and Baja. To us, we'd like
to look at it as just a bordering state, not
necessary part of (inaudible) nation, and we need
and are working on harmonizing our environmental

rules and regulations, coordinating environmental
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reviews of energy infrastructure, looking at
cross-border emissions trading systems and other
avenues of financial and technical support that
are important when you have a neighbor so close.
It's like a neighboring state to the west and the
north.

So with those highlights and a little
bit of background I'll ask Mr. Therkelsen now to
give you the status report or the progress against
plan on this current year IEPR preparations, or
energy report, as I should train myself to say.

MR. THERKELSEN: Thank you, Commissioner
Boyd. Just one quick digression before I jump
into the Energy Report status. After working with
the PUC and the ISO for an untold number of hours
over the last eight months we did determine that
California does have a secret weapon in terms of
the summer, if needed.

Jim Detmers revealed that during the
energy crisis when he would show up on television
that load would drop by 1000 megawatts. We're not
certain whether that was because people ran to
their air conditioners and turned the thermostats
up, or they turned their televisions off, but

something happened.
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(Laughter.)

MR. THERKELSEN: We do expect, however,
that response not to be as great in 2005 if
needed. And the reason for that is under Steve
Larson's able leadership at the PUC they've
obtained color copiers --

(Laughter.)

MR. THERKELSEN: -- and anyway, I won't
say anything more about that. Moving on to the
Energy Report, --

(Laughter.)

MR. THERKELSEN: -- as Jim said the
responsibility of the Energy Commission is to look
at an integrated assessment of all energy types in
California and make policy recommendations and
assessments to the Governor on those.

The focus this year continues to be on
electricity, natural gas and transportation. But
our key customer, if you will, is the PUC. One of
the things that we're trying to make sure is 2005
Energy Report provides an appropriate assessment
to the PUC so they can be using it in the
procurement process that will follow that. And so
we've been working very closely with the PUC

Staff, not only in the procurement process that's
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been ongoing, but also in setting up the 2005
Energy Report to be able to meet their needs in
the future. And so that's something that has been
a focal point.

We also been working closely with the
ISO and the PUC also trying to make sure that
we're integrating all of our processes. And as
was referred to earlier by Sean, and also by Jim,
that we're trying to make sure that these three
agencies -- or three organizations, I'm sorry, the
ISO is not an agency -- are basically
collaborating and transferring products from one
to another, so that we don't have to duplicate
what has gone on, one precedent to the other. And
I think that's working very well. We have a long
ways to go, but we've come a long ways.

In terms of activities and status
reports, the 2005 Energy Report is progressing
quite rapidly. During the next several months we
will be focusing on a number of staff products
that will be coming out in hearings and workshops
on that.

In fact, between the months of April and
the end of July we have 27 hearings or workshops

already in the process on a variety of topics,
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again covering electricity, natural gas and
transportation assessments.

One of the big things again will be
looking at the utilities' resource plans and how
they relate to procurement needs. And in terms of
upcoming events that I think are of importance to
the utilities and industry are on May 9th. We're
looking at having an electricity demand
forecasting workshop. That's where we'll be
looking at the long-term forecast.

And that forecast is what we will be
using to update our 2006 assessment. And I agree
with the comments from the ISO that we need to
start on 2006 and 2007 right away in terms of
planning for that. But our updated forecast then
will be a foundation piece for us in terms of
doing that.

On June 27th we're actually proposing to
have a workshop on our natural gas assessment
report; and then the entire electricity outlook
will be discussed in the end of June in terms of
the IOUs' resource plans; and the whole statewide
outlook will be discussed during the month of
August.

The Commission, right now, is on
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schedule to release a draft report at the
beginning of September. And then we'll use the
time period in the middle of September to have a
number of hearings throughout the state on the
draft report leading to an adopting scheduled
currently for November the 2nd.

And so that's the progress that we are
on. We very much appreciate the input not only of
the PUC Staff in our efforts, but also Secretary
Chrisman's people from the Resources Agency,
people from Cal-EPA, as well. This is not
something the Energy Commission can or should be
doing on its own, but is doing in cooperation with
those other entities.

And very much also appreciate the input
and the cooperation of the utilities, the ESPs, as
we deal with additional data requests and the
issues of confidentiality. Something that we're
learning how to deal with.

That's all I had unless there are any
questions.

CHATIRMAN KEESE: Thank you. Any
questions? Commissioner Pfannenstiel.

COMMISSIONER PFANNENSTIEL: Not really a

question, an observation. Looking at the schedule
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of the upcoming activities on the Energy Report,
it's an awesome schedule. And it's been going on
for quite awhile, so I would really like to note
that Commissioner Boyd, Commissioner Geesman, a
number, a very large number of staff people from
this --

(End tape 1B.)

COMMISSIONER PEFANNENSTIEL: —-— agency,
and from other related agencies, as well as, you
know, as Bob just said, many members from the
utilities, from other interested parties are
working diligently on these subjects.

And I just -- my observation is that
it's an incredible amount of work. It benefits
from all of the public involvement. It could be
done probably faster and simpler and cleaner in a
back room somewhere with somebody writing it, but
it, in fact, is a public process and I think that
virtually everybody in this room has been part of
that process somewhere along the line.

It benefits well from that and I think
it will ultimately be an ongoing and continuing
process. And I think it is a very very good one.
Thank you.

CHAIRMAN KEESE: Thank you. One more
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logistical comment before we go to Mr. Desmond.
And that is it is our intention to work straight
through. It is not our intention to work straight
through until 2:00 p.m.

(Laughter.)

CHAIRMAN KEESE: 1:00 will probably be
as late as we'll go, and if we get our comments in
before that, we will recess at that time.

Mr. Desmond.

DEPUTY SECRETARY DESMOND: (inaudible) -
- page down here. As a followup, then, to the
last discussion on the 2005 IEPR, oftentimes
people have said where are we at with the 2004
IEPR, and when is that being transmitted to the
Legislature, and how is the Governor taking and
then responding to that.

So I thought I would do two things. One
is to walk you through what that was; give you
what that status update is; and leave you with a
sense of what you can expect to come out of this
process. And also how it then ties back into the
2005.

Back when we testified at the Senate
Energy Committee hearing earlier the Governor also

released a document which was his ten-point
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electricity plan. Did not address necessarily
transportation fuels.

But for those who don't recall or may
not have heard me on the many different occasions
I've mentioned this, those points were, one,
resource adequacy; two, wholesale procurement;
three, transmission; four was rate relief; five
dealt with natural gas; six dealt with energy
efficiency; seven was global energy; eight was
advanced metering and dynamic pricing; nine was an
emphasis on research and development; and then ten
was the opportunity at competitive retail markets.

Those we talked about at length; we
spoke of them. And what I would tell you is that
those priorities will help shape and inform the
Governor's response when he does transmit the IEPR
response to the Legislature here.

So, next slide, please. Just as a
refresher, the first IEPR, as those who go all the
way back to November 2003. And then again the
IEPR was adopted here at the Energy Commission in
November of 2004. And incorporated by reference
the 2003 recommendations.

Next. Progress on those in both the

2003 and 2004 update, I'm going to walk through
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very quickly a scorecard, which is a checklist of
where, as of November, we thought we were. And
then also point out what's changed. Because the
one thing that's true is from the day the report
is issued, obviously conditions always change.
Both the underlying price assumptions, oil and
natural gas being the most obvious.

Next. On the IEPR electricity report,
this was originally -- why don't you flip to the
next one, thank you. I've highlighted this. The
2004 update talked about incorporating the report.
And what you'll find is whether or not significant
progress was made on each of these goals; whether
we were on track according to the original; or
whether the area needed improvement.

And in most cases regarding electricity
we were either on track or significant progress
had been made. I will point out two things with
this regarding maximizing energy efficiency of
existing buildings, that the Governor in December
signed an executive order which we talked about
already, calling for both new (inaudible)
standards to be adopted in the building
construction, as well as a goal of reducing, or

improving I should say, by 20 percent by 2010 of
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energy efficiency in state buildings.

Go back. The second point is regarding
rapidly deploying advanced meters and implementing
dynamic pricing tariffs. I think this is where
significant progress in fact, has been made. And
has already been discussed today, the PUC is now
receiving and has received both PG&E's and San
Diego Gas and Electric's plan to file.

We talk a lot about the needs to develop
the tariffs. Part of the tariff, obviously, is
tied to a rationalization of what goes on in the
wholesale energy market. And when we think about,
for instance, the solar bill, one of the elements
of the Governor's million solar roofs initiative
is to look to the PUC to help develop those types
of tariffs, (inaudible) tariffs that would more
accurately reflect the contribution of distributed
resources at different times of the day.

So the advanced metering, itself, is
moving along nicely. We had a workshop here at
the Energy Commission about a month ago that also
addressed issues related and connected to this
proceeding; that dealt with information standards
and technologies of deployment.

The last item then is to consider
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permitting regarding bulk electricity
transmission. And in this case I would point out
that this year we have a bipartisan bill, SB-1059,
coauthored by Senate Energy Chair (inaudible), as
well as ViceChair Morrow, that looks towards
improving the designation of transmission
corridors. And so we'll be working on that.

So, with respect to the electricity
report card, I simply want to point out again that
it's a static report, but in the Governor's
transmittal it will point out and update then
where we are on each of these recommendations.

Next slide, please. In the area of
natural gas we have increased the funding for
natural gas efficiency programs. That'll be
ramping up here under the PIER program over the
next several years, approaching almost $20 million
a year. So the combined PIER will be investing
nearly $80 million per year in research and
development.

And so there is (inaudible) specifically
focused on natural gas, and I know that the Energy
Commission has been working to look at proposals
that deal both with gas market structure issues

and their impact, as well as improvements in end-
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use efficiency. So that's moving along very well.

Certainly the LNG facility construction
on the west coast, a couple quick updates there.

I would say it's on track, but on track is not
necessarily categorized as encouraging, but rather
that the process is in place to deal with those
applications that are coming forward.

Last month the Energy Commission issued
its natural gas update, which, once again,
reaffirmed the need that California requires
additional sources of natural gas, as it's taking
into account the reductions and energy efficiency
and gas end-use efficiency.

And this week, in fact, the Commission,
if not today, just waiting for a confirmation,
will now be releasing its next report, and that is
an LNG safety compendium of national and
international practices. So that information will
be out. And then coming up very soon is a series
of fact sheets that deal with that.

So the progress there is to make sure
that the public has sufficient information to help
them make an informed decision about natural gas
options.

And then lastly initiate hearings to
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examine gas quality and gas gathering issues. 1In
fact, the PUC held gas quality standard workshops
last month, two days of workshops. And that work
is ongoing. So, in that case again, the report
and the timing is such that events continue to
move forward and the state is very much on track.
So we would expect that, that the Governor's
response is very consistent with what came out of
the original IEPR recommendations.

Next, please. Transportation energy. I
think this is where you'll see that he's going to
provide new emphasis. We don't have to go very
far to look at the price of natural gas at the
pump to realize that transportation fuels is an
issue that requires time and attention, and deals
with both a reduction in the amount of fuel, but
also the state's ability to process and refine
petroleum products and identify alternatives to
that.

Next slide. And lastly, then, on
environmental stewardship, where we needed
improvement was in the use of sustainable
buildings design. And, again, I mentioned on
December 14th the green buildings executive order

calling for the use of sustainable building design
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and the desire to obtain (inaudible) status on the
new building construction.

The Energy Commission, I would point
out, by this June is set to make a recommendation
on the types of benchmarking methodologies that
the State Department of General Services should
use in assessing what those opportunities are.

So they continue to deal with those
issues. And as Commissioner Boyd pointed out, the
2005 IEPR has key topics also deals with climate
change issues, integration, and those same
transportation fuels issues.

Thank you.

So in the end we can sort of summarize
here that we looked at the update of attaining
demand response goals, shoring up supplies,
enhancing the supply management, comprehensive
transmission planning process and achieving an
ambitious renewable energy goal.

Very quickly, on the demand response
goal, the Energy Commission in December issued a
study that assessed the performance of the
voluntary large CNI demand response programs.

That study is available on the Commission website.

Want to say it's about 632 pages, lots of great
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data.

For those of you who may not recall, the
state has a goal of achieving a 5 percent
reduction of its peak demand by 2007, which
translates to 3 percent by summer 2005. We're not
there. And, in fact, we have to look carefully.
So the elements of the advanced metering and other
types of programs being put forth by both the
investor-owned utilities and contemplated by the
CPUC are very critical and important.

And as we move forward with the capacity
market, I simply want to remind everyone that it
is very critical that demand response have the
opportunity to compete on an equal playing field
with those supply side options. And that needs to
be part of the thinking and the discussion as we
craft those detailed rules.

Shoring up supplies I think has been
addressed, both in terms of the resource adequacy
requirements adopted by the PUC and the
procurement rules. The same holds true on the
supply management side. Designing the
comprehensive transmission planning process is an
ongoing effort between the California Energy

Commission and the staff of the California Public
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Utilities Commission with input and coordination
from the Cal-ISO. But it is an issue, as Mr.
Monsour pointed out, that has to be addressed on a
going-forward basis.

And then lastly, the Governor is very
concerned —-- that's probably not the best word --
very committed, I should say, to making sure the
state accelerate its commitment to renewables with
a 20 percent renewable portfolio standard by 2010.
That is also another Administration-backed bill
this year in the Legislature. And it calls for
the use of renewable energy credits to help
facilitate compliance with those requirements.

So we continue to have many meetings
with different stakeholders on this issue. And
are moving right along.

Next slide. I'm not going to walk these
next series. These are available in the handouts,
but they are simply an extraction of the detailed
recommendations regarding the document that was
adopted in December.

What you will find, then, in the format
of the transmittal letter, we will respond to
these major recommendations and comments on the

progress of how we're doing that. So it will be
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in regards to the demand response electricity.

Next slide. We talked about the link
between transmission and the PUC.

Next slide. Supply management -- not
expecting people to have to walk through all this.
It's, for many of you, you've already read it in
the past. Talked about the comprehensive planning
process, renewable goals.

And so let me tell you where we're at,
because that's, at the end of the day, when.
Here's what we've done. Following the adoption at
the end of November of the IEPR, we then sent that
out soliciting final comments to reflect the fact
that for many state agencies the conditions or
things may have changed.

Those personnel who worked on this
perhaps have moved on and other people have sort
of re-thought or re-visited. So we contacted all
of the organizations you see above, the Public
Utilities Commission, the Electricity Oversight
Board, Air Resources Board, the ISO, Air Quality
Management Districts, Coastal Commission, DMV,
DGS. And actually sat down, the CEC Staff met
with representatives of each of those agencies.

In some cases they provided us with
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written comments back. In other cases it was a
verbal conversation in which we recorded those
concerns. Some of those concerns dealt with what
they did or did not agree or felt should be
modified in the IEPR document.

Following that, the information has been
then synthesized; and we have been working on a
draft of that response that is prepared to reflect
the input, as well as the Governor's energy
priorities I talked about earlier on the
electricity side, resource adequacy, transmission
procurement and such.

And right now that document is
undergoing a Cabinet-level review. Then we'll be
getting together with the Governor for him one
final time to look at where that is. And it will
be transmitted to the Legislature here in the very
near future. So I wish I could give you a date,
but people's schedules are busy. However, we are
nearing the end of that process. The good news is
having established this, I think when it comes
time to transmitting the 2005 it'll go much, much
quicker.

So I'd just appreciate people paying

attention, and to let you know also that it is
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important. The Governor does remain committed to
following through on that requirement. And the
document will, in fact, expand upon in greater
detail what those policies are.

In return, following that what we would
expect then is at the next meeting here of these
agencies, is to focus on implementation roadmap
and how it's being shaped by the input being
gathered as part of the 2005 IEPR process,
including input from other agencies, particularly
the EPA, as it deals with climate change issues
and other information. So we'll continue to
incorporate all those comments.

Thank you.

CHAIRMAN KEESE: Thank you. Any
questions? Thank you, Mr. Desmond.

We will turn then to utility and public
comment. And we'll start with Mr. Guliasi.

MR. GULIASI: Thank you, and good
morning, Commissioners, Secretary Chrisman, Mr.
Desmond, Members of the Administration and the
audience. I want to first extend a greeting to
Commissioner Grueneich, welcome, as the new
member. And say that I'm really delighted to see

Chairman Keese here. This will be your last
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meeting. I'm fortunate to have worked with you
over the past two years and we're all going to
miss you. We're going to miss your leadership and
we're going to miss you, personally.

Before I begin I want to first introduce
my colleague, Roy Kuga (phonetic), who's PG&E's
Vice President of Gas and Electric Supply. He and
I are going to share the few minutes we have.

He's going to first address some of the issues
that were raised this morning about the summer of
2005, and I want to follow up with some remarks
about the Energy Action Plan.

CHAIRMAN KEESE: Yes. And we would, I
think, in answer to Mr. Peevey's question, we
would appreciate any input you could give us as to
how we look at resources when we're talking about
adequacy.

MR. GULIASI: I think that's what Mr.
Kuga's going to address.

CHAIRMAN KEESE: Thank you.

MR. KUGA: Thank you. PG&E concurs with
the assessment of the joint agencies and ISO that
there will be adequate resources to meet our
expected bundled customer demand --

CHAIRMAN KEESE: Is your mike -- all
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right, you have to get a little closer.

MR. KUGA: Okay, I'm sorry. PG&E -- we
concur with the joint agency findings that there
are adequate resources to meet our customers
demand for this summer. And we plan to have 15
percent reserve for our bundled customers.

The ISO has not identified any local
area or transmission deliverability issues for our
area. And we have RMRs under contract to address
any local area reliability issues.

We expect 100 percent of hydro capacity
to be available for the summer's peak demand. And
our plans do not rely on northwest spot purchases
to meet our summer demand.

We have also the benefit of our efforts
over the last ten years in energy efficiency where
we have deferred the equivalent of 1000 megawatts
of new power plant additions.

As Sean mentioned earlier, we have a
number of demand response programs in place ready
to be exercised this summer.

With respect to Commissioner Peevey's
comments on approaches for accounting for
resources, I think the agencies have made great

progress, especially in the last few months in
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terms of trying to establish consistency. I think
there's still room for improvement.

One area, for example, is in terms of
how hydro is counted, how PG&E's hydro in
particular is counted. The Energy Commission uses
one method for resource adequacy purposes, and at
the CPUC there are different methods.

I think the representation of demand
response programs and the counting of demand
response programs is another area where I think we
can have some refinements.

Another area, and I think Mr. Monsour
addressed this, in terms of how we represent what
our situation is in terms of planning. Are we
planning for a one-in-two or planning for
something else. And if we establish a common
framework, and if we say one-in-ten is something
we want to be able to manage and understand the
stress impacts on our system, I think that's
important. Different agencies may use that as the
basecase or even more extreme scenarios as their
basecase. But I think the representation of what
our planning criteria, as well as the reverse
accounting is important. And we've made this

progress; I think we can get there.
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With respect to looking ahead, we are
already looking at summer of 2006. Some of our
activities this year to prepare for summer of
2005, namely securing dispatch rights to older
generation units by participating in the
solicitations of other entities like Mirant and
Duke. Trying to address those needs.

But our concern is longer term. We have
a resource adequacy framework that we're looking
at that extends for one year. We have resources
that take three to five years to develop. We have
a transmission planning system or process at the
ISO that looks at a five-year framework.

Our concern is all load-serving entities
need to participate in something that is beyond a
one-year resource adequacy look. And we need to
align the time that it takes to get new resources
with our assessment of what need is in the longer
term. And a one-year picture of next year, but it
doesn't take care of three to five years from now.

CHAIRMAN KEESE: Thank you.

MR. GULIASI: What I wanted to do was
make sure we (inaudible) the Energy Action Plan,
and as you go forward with what we call the Energy

Action Plan Two.
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As you know, we've been before you since
the beginning supporting the organization's
efforts to give a thoughtful and cooperative
approach to planning and addressing California's
long-term energy needs.

We think the Energy Action Plan from its
beginning has been a valuable tool to clarify
these issues. And we want to work with you to
continue to streamline the efforts and energy
policy.

The Energy Action Plan has been an
important vehicle to advance the dialogue. And as
we know now, the loading order has become famous
and is being talked about nationwide.

As we move forward to talk about or
think about the Energy Action Plan Two, we
recognize that it really paints a bold vision for
California's energy policy with potential impacts
for our customers, for the industry, for the
environment, for the state's economy.

And we think that these initiatives that
you've initially sketched out are really far-
reaching and go well beyond the original Energy
Action Plan. Therefore, we think it's important

to get it right. And it's important that we think
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about what we're going to do, because when you
look forward it's very challenging.

We want to make sure that the ideas that
you've sketched already in the Energy Action Plan
do as comprehensive and as workable and
sustainable for California and for our customers.

At PG&E we've sat around and talked
about what you've sketched out for the Energy
Action Plan Two, and we're eagerly awaiting for a
more substantive rendition of what the Energy
Action Plan Two from your initial outline.

But, as we've thought about this, we
think there are at least three important themes
that we want you to address. The first one is
that we think we need to be consciously and
realistically balancing the goals of environmental
responsibility, consumer pricing and resources
reliability.

California requires clean air, abundant
resources, reasonably priced energy services for
consumers. We think that you, as the key
agencies, need to prioritize and balance these
potentially competing objectives and regularly
assess whether the state's policy and portfolio

resources are producing the optimal outcomes for
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customers and a sustainable base for the state's
economy.

I'm thinking about a couple specific
things here. Certainly we talked to you before
about PG&E's core business as an infrastructure
company. We want to make sure that we have
adequate resources for our basic transmission and
distribution infrastructure. And as we move
forward with progressive programs like advanced
metering, we want to make sure the resources are
there, and that the benefits accrue to our
customers.

The second, we think that we need to
address foundational issues first. We think the
state will benefit from a policy roadmap that
results first issues first. And I was delighted
to hear that Mr. Desmond talked about some of the
next steps in terms of developing a framework and
developing a roadmap as we move toward
implementation of the Energy Action Plan. We
think that's extremely important.

Obviously resource adequacy is
important. We need to keep the lights on. We
think it's important you get the wholesale market

design right; mitigate against price volatility.
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And we need to integrate generation and
transmission planning to assure that there's
adequate infrastructure.

Third, implementing the existing
programs is important before we embark on new
setting targets. And we think it's important to
understand the implications of our efforts before
we actually set arbitrary new targets.

At the last Energy Action Plan meeting
Secretary McPeak stated that the implementation of
Energy Action Plan Two would be based on cost,
research and sustainability. Of particular
importance, she indicated that California would
rely on best practices and experience in setting
Energy Action Plan Two standards. We fully
support that approach.

Completion of the annual renewable
procurement process and the new CEEE programs will
provide critical information on system operations,
resource availability and infrastructure
requirements, as well as on rate impacts. Relying
on this experience once it's available will allow
the agencies to set appropriate and sustainable
goals and benefit consumers to support the state's

economy.
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We plan to provide you with some written
thoughts about the Energy Action Plan Two, and, of
course, we'll continue to work with you
cooperatively to advance this dialogue. And,
again, we look forward to the roadmap that we hope
to see very soon.

Thank you very much.

CHAIRMAN KEESE: Thank you. Questions
here? Thank you. Gary Schoonyan. Mr. Schoonyan.

MR. SCHOONYAN: Gary Schoonyan, Southern
California Edison Company. Thank you, Chairman
Keese, Members. I'm going to spend most of my
time Jjust discussing the summer of 2001. TI'l1l
keep my comments rather brief.

(Laughter.)

(Parties speaking simultaneously.)

MR. SCHOONYAN: The summer 2005. As we
testified before the Energy Commission, as well as
at the Senate Energy, in essence we're fully
resourced at 115 percent for this summer, in
compliance with the PUC's one-in-two requirements.

We do have concerns with regards to the
one-in-ten assessment that the Energy Commission
has done. We expressed those concerns Monday of

this week. I think some of those the concerns
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were adequately responded to this morning by Dave.

There are a couple of other issues

associated with the one-in-ten assessment. It

goes beyond not including the weekends.

It was

also assumed that there was a coincidence that the

peaks in San Diego occurred simultaneously with

the peaks in the southern California area.

It also, in developing the variations

associated with the 7.6 percent,

variations demand under a one-in-ten,

I believe,

it assumed

and looked at only one weather station in San

Diego, because that was the only station that had

50 years of history. Unfortunately,

Lindbergh Station on the coast,

station you expect the extremes.

there was large deviations associated with that.
And because of those large deviations it sort of

made the overall deviation rather large,

percent.

I think as Dave mentioned, most of the

And as a result

it was the

and as a coastal

utilities experience, and I believe the Energy

Commission experience is that there's forecast

errors are on the order of 4 percent,

we're assuming a one-in-ten of 7.6 percent.

mean, it appears to be a little high.
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mean that southern California is going to have an
easy time this year? It's going to be tight.
We've said that from the get-go.

But we believe we're fully resourced. I
know San Diego can speak for themselves, but
they've testified they're fully resourced. The
cities have. 1IID has. So, I think we're in a
situation where we're pretty much, unless there's
a really extreme situation of high temperatures
and high outages rates, that we should get through
this summer.

Even on top of that we are pursuing
other more aggressive demand side. We've
reinstituted the 20/20 program. We're more
aggressively looking at air conditioning cycling,
some additional for the summer. As well as
incorporating, obviously, the CPP program and some
other energy efficiency measures.

We've also brought out, through
contracts were able to bring out of, for lack of
better words, retirement, two peaking facilities
that amount to about 175 megawatts. So we've done
quite a bit there.

Just turning a little bit to the Energy

Action Plan, itself, and the IEPR, I did want to
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different finish lines. And it just, from our
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We do want to commend the Energy

Commission for investigating integration concerns

associated with renewables. That is a concern.

It's a concern, I think, throughout the state.

We're all in favor of aggressively pursuing

renewables. We just need to make sure that when

we get to that point we can reliably integrate

them into the system.

The particular concern to Edison, in

that the major potential for renewables is either
in our service territory or adjacent to it.

not only will we be potentially integrating large

So

quantities for ourselves, there's a high

likelihood that we'll be integrating large

quantities for the other utilities who contract

with these developers.

And given the local reliability concerns

and the fact that that responsibility since last
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year was kind of shifted our way, that we want to
make dadgum sure that we're able to fulfill this
in a reliable fashion, that doesn't injure or hurt
our particular customers.

Thank you.

CHAIRMAN KEESE: Thank you.

COMMISSIONER GRUENEICH: Yes, Gary, I
have one area, which is I want to pick up on the
IS0's comments of starting to think about 2006.

In sitting here today I have been
concerned that we have energy efficiency as our
number one in our loading order, yet at least, as
I understand it, in some of the initial work done
for the forecast for this summer, some of the
impacts were not included as well as with regard
to demand response and interruptible.

And I think that gets back to Mr.
Desmond's comments of there needs to be a
concentrated effort to make sure that (inaudible)
means available under these, Gary, 1s programs
really can be counted on when we're looking at
what are our forecasts.

And I'm wondering if you have any
comments or suggestions as we look forward to next

summer and how all these organizations are going
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to be working together, how one can make sure that
we are adequately taking into account the impacts
of energy efficiency, demand reduction,
interruptibles, so that this is consistent with
putting these types of programs first in terms of
the loading order.

I'm hitting you just on the spot, but do
you have any suggestions, again looking forward?

MR. SCHOONYAN: Just a couple of things.
One is that you need to include these, both from a
planning perspective, as well as an operational
perspective. I mean from an operational
perspective if you're not planning on using them,
then why do you have them. In essence, why do you
pay for these things.

I mean they're valuable from both a
planning and operational perspective. But looking
at it from an operational perspective, and I've
been involved in interruptible programs since the
mid '70s when we first had large customer
interruptibles, is you have to gain some assurance
that the megawatts are going to be there when you
call on them.

And that was one of the concerns of the

summer, or the 2001 timeframe. There was large
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quantities of interruptible programs. When you
went to push the button, they didn't interrupt, or
there wasn't the amount of megawatts associated
with that that you were counting on.

So there needs to be a lot of effort, I
think, put forth by the state and by the
commissions and the various agencies to try and
come up with a coincident and come up with ways
such as you have a good megawatt value that's
sustainable over a period of time, that gives
everyone in this room the confidence it's going to
be there when you push it.

We've done that to some extent with our
interruptible programs to date. I think we have
about 1300 megawatts of direct interruptible
programs, or I believe it's a little over 1000
actually. I don't know the exact full nameplate
number of that, of interruptible programs. We're
only counting 650, 700 megawatts of that because
for the purposes of going forward from a planning
and operational perspective.

So I think the key thing in going
forward with this is that everyone needs to get a
warm feeling in their belly that the megawatts are

going to be there when you activate them.
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CHAIRMAN KEESE: Thank you. Mr.
Anderson, Robert Anderson, San Diego.

MR. ANDERSON: I think I can officially
now say good afternoon.

CHAIRMAN KEESE: Yes, you can. I
thought you were looking at the clock to see if
you'd finish by 2:00.

MR. ANDERSON: No.

(Laughter.)

CHAIRMAN KEESE: And we can officially
welcome Secretary Allan Lloyd who indicated he was
in the Governor's Office and would attempt to make
it here at noon. And I believe I see somebody
else approaching.

(Pause.)

CHAIRMAN KEESE: Thank you. And we'll
welcome Secretary McPeak, Sunne McPeak, who has
joined us now that we have found a seat at the
dais here.

We are, for those who are joining us we
have just completed our staff presentations. We
have heard from PG&E and Edison, and we are about
to hear from San Diego.

MR. ANDERSON: Thank you. I'd like to

make a few comments on the outlook for summer of
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'05, and then a few additional comments on
activities underway to help us in the coming
years.

First, San Diego pretty much agrees with
the assessments we've heard today. We also
believe that under expected load conditions we'll
have adequate resources through the summer. But
under those one-in-ten or those real contingency
situations things will get very close. And I'm
sure we'll do our best to operate through them.

San Diego will be fully resourced. We
currently have enough resources to basically meet
at least 7 percent spinning reserves, I'm told,
with the exception of maybe one to two hours. And
we will firm those up as we move along.

Our resource mix does not rely on firm
LD contracts to meet this, and only 135 megawatts
of our power is actually coming from out of the
state. So for the most part our portfolio are
firm resources located within the State of
California.

We have several infrastructure projects
that are moving forward and we expect to have
complete in time for the summer peak. And we've

heard discussions of the Mission Miguel project.
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Our crews are working very hard to get that
project online and energized as soon as we can.
We believe that will be up and running before the
peak.
And also we have a new peaker facility,
a 45 megawatt combustion turbine that's under

construction. And that will be available by June

I would note that was not on the CEC's
table, mainly because only being a 45 megawatt
plant it did not go through the CEC licensing
process. So, it's licensed locally, thus it
wasn't on their table. But it has been included
in their overall assessment for the summer.

And third, we're working with all of our
customers. We're making sure our customers really
understand what the energy situation is here. We
want to make sure they're aware of all of our
energy efficiency programs and the demand response
programs so we can get the most out of those, not
only for this year, but in the coming year.

To address Mr. Peevey's question, we
feel there are really two things. One is a
consistent accounting and outlook between the

energy agencies. We'd be very concerned if the
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through the PUC process we come out with the PUC
certifying everyone as resource adequate, but then
at the end of the day the CEC or another agency
comes out with a table that says, gee, we're short
on resources. We want to make sure that that
doesn't happen. And my guess is that you would
also be in agreement with that.

The other item is we believe that the
demand response programs should be listed on the
table. They're a, we feel, very important
resource for the state. They've very high in the
state's loading order. And thus they should be a
line item on that table along with all the other
firm resources.

How we account for them right now, we
were accounting for them as we look at what
response have we historically gotten from these
programs. As an example, we've had five
customers, five megawatts of load signed up. If
we call on that and we only get 2 megawatts in
response, then in essence we're counting those
programs in our load and resource tables only at
the 2 megawatt level. So we're trying to account
for them based on what do we really get from the

program when we call on it, not the higher number
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of how many customers have signed up.

And with that I'd like to jump over to
just a couple items we'd like to highlight --

UNIDENTIFTIED SPEAKER: -- just ask you
one question about that. If there is a new
program how are you able to count that if it's not
historical?

MR. ANDERSON: Right now our demand
response people are doing the best they can
looking at the type of customer that's on that
program and what kind of response have we gotten
from similar programs.

One issue we do have for this year and
I'm sure will be a continuing issue is as we add
more and more new programs what -- leap of faith,
what are we willing to guess that program will do
for the future.

Other items I'd like to highlight. In
the area of demand response, as was mentioned
before, but we did file our advanced metering
initiative on March 15th. We're actually very
excited about this program. We think it's going
to free up a lot of things for the state. And it
definitely is the way to go.

This will take not only the

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

93
infrastructure to get it in place, but also the
tariffs behind it to send the right price signals
to customers in order to gain the full advantage
of that type of program.

In the area of renewables we've made the
commitment to try to get to 20 percent renewables
by 2010. As many of you know, that's quite a
stretch for SDG&E compared to the other utilities.
We're dedicated to get there.

We are currently negotiating with those
renewables out of our last RFP to come to final
contracts that we'll present to the Commission.
And we'll be filing with the Commission on April
15th the outline of our next RFP to begin the
process again.

And lastly, it wouldn't be complete with
any statement from San Diego without mentioning
transmission. We believe additional transmission
is going to be key to San Diego, not only to get
those renewables delivered to meet our reliability
concerns and to help keep prices down in the
region.

We currently have very extensive
technical studies underway looking at new high

voltage transmission. Those should be completed
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in the next month and a half. And we also have a
very expansive program of outreach going on in the
San Diego community right now, working with all
the communities, the government agencies and
everyone to get them to understand the overall
transmission needs. Because getting the region's
support behind the transmission line will be key
to getting it implemented in the future.

With that I'll conclude. Any questions?

CHAIRMAN KEESE: Thank you.

UNIDENTIFIED SPEAKER: The issue of
where to count the demand response resources has
come up here several times. I'd like to at least
offer a suggestion for discussion. That's to draw
the distinction between reliability-based demand
response, which is the traditional interruptibles
that when those customer signed on and likely
thought that they would be used as a regularly
dispatched item. But instead it was truly as on
demand. And what we'll call economically based
demand response programs where people to expect an
exchange for a capacity payment.

And I think if we can distinguish those
programs along those lines we will find that it

falls easily either above the line as to when we
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can count them under a one-in-two scenario as you
would a normal resource. And likewise under
extreme conditions or adverse conditions when you
need them for reliability purposes.

But that's, again, we can talk about
that later, but that's just one way of viewing it.

MR. ANDERSON: I would agree, and I
think right now the state's doing a pretty good
job of sorting out which ones go each place. But
we're kind of going through that for the first
time.

UNIDENTIFIED SPEAKER: I didn't mean to
squirm up here when you referred to transmission.
It's tough being one of the old three at the PUC,
but I -- what do you have in mind in terms of --
Detmers is just enjoying, he never let me forget
my vote on the Rainbow transmission issue -- but
let me ask this.

What do you have in mind in terms of
transmission?

MR. ANDERSON: The technical studies
that are currently underway are looking, and I may
not have the number right now, up to about 15
different combinations. And it's at 500 kV level.

These include various lines going out to
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the east connecting San Diego more to the east out
in the Imperial Valley area, as well as some lines
connecting San Diego to the north. And some even
studies of looping all that together.

So there's a wide range of studies being
done. They're all pretty much done, given general
areas without specific routes, at this point in
time.

Thank you.

CHAIRMAN KEESE: Thank you. And we will
turn to public comment, and we'll start with Mr.
Steve Kelly. And I happen to notice that you're
sitting next to Citizen Fazio, but he'll always be
Congressman Fazio to me. Welcome, Vic.

MR. KELLY: Commissioners, Chairman,
Members, what I wanted to do was take a brief
moment to give you an update on the Western
Renewable Energy Generation Information System.

So I've got a slightly different hat on today.

I don't know if Bob Anderson is here; I
didn't see him. He is the Chairman of the Interim
Governing Committee, and I didn't think he'd make
it so I wanted to give you a presentation of where
we are on that.

If I could, I'll just give you a little
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bit of history for those who have not followed
this entity. And then talk about the formation
and the schedule moving forward. And then
actually conclude with (inaudible) for assistance.

First, if you recall, pursuant to the
California RPS it was pretty well recognized that
there was a need to create a mechanism, a tracking
system in California and hopefully even broader
across the western region, to track the movements
of renewable energy for RPS compliance purposes.

And the WREGIS formation structure was
developed, I think, initially at the Energy
Commission as a catalyst to make that happen.

And over the course of last year numbers
of stakeholders worked on the development of the
operational rules for that tracking system, as
well as the institutional rules for how it would
be governed and so forth. And that was completed
some time last summer. And at that point when
those rules were together the Energy Commission
actually --

(End tape 2A.)

MR. KELLY: -- comprised that into some
sort of RFP requirement and I think submitted that

to the various state agencies for review.
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Where we are now 1is, under those rules
there was the need for an interim governing
committee to create the rules to create a
stakeholder advisory committee which would then
elect the permanent governing committee for this
structure.

It's housed within the WECC, but we had
this kind of blitz, so we created, or there was
created an interim governing committee. And Bob
Anderson, as I indicated, who was a former
Commissioner from the State of Montana, is the
Chairman of that Committee. There are public and
private interests represented on that Committee.
I sit on it, as well.

So that Committee has now met. We've
had two meetings and we are moving forward as a
Committee, developing the rules for how --
identifying which stakeholders would be eligible
to comprise the formal permanent governing
committee.

As a schedule, we are hopeful that we
will be able to transition from the Interim
Governing Committee to the formal permanent
Governing Committee sometime this summer. And

that will mean that we've already comprised and
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developed a stakeholder review process for them to
provide input.

And, again, this is an entity that is
attempting to integrate across all the states in
the WECC, with the leadership of California, of
course.

So, that's where we stand. And it kind
of leads me to a request of you all. As I
understand it, one of the critical pieces to
making this move forward in a timely and efficient
manner is the procurement at the California State
level to do a competitive bid, folks who can
design the superstructure, the software to do the
tracking mechanism.

And I'm pleased to announce that just
this week I believe the Department of Finance had
approved their piece of that puzzle. My
understanding is it now resides at the Department
of General Services for their review and
determination.

It has been kind of buried in the
California procurement process for about five
months now, at least. And I would ask, to the
extent that you all have any influence on being

able to pull that procurement up and move it to
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the top of the stack at the Department of General
Services, and recognizing they need a thorough
review of this process, but if that could get it
moving, then we could be certain that the timing
of transferring the responsibilities for governing
this thing are going to be coincident with the
actual software tool that will be needed to do the
tracking.

CHAIRMAN KEESE: Thank you, Mr. Kelly,
for your request. And I'm sure that you noted
that we have three members, three prominent
members of the Governor's Cabinet sitting here.
And I'm sure they were listening diligently.

MR. KELLY: That did not escape my
attention.

(Laughter.)

MR. KELLY: I will note that the Interim
Governing Committee has distributed a letter to
Cabinet Secretary (inaudible) today for his review
and help in this, as well. But I did note that
there were a few people that might have some
influence on that timing.

CHAIRMAN KEESE: Thank you.

MR. KELLY: Thank you.

CHAIRMAN KEESE: Secretary McPeak.
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SECRETARY McPEAK: Steve, I just wanted
to comment. First of all, it's my pleasure to be
able to join Secretary Chrisman and Secretary
Lloyd here. Secretary Aguirre is also the fourth
member of the, if you will, the Cabinet that sits
here with the Energy Advisor and the energy
agencies, and Fred just could not be here today.
He really did want to. (inaudible) overseas -- we
will make sure that that gets back to him.

But I wanted everybody to know that
Secretary Aguirre is very much, you know,
following energy and that'll be a good comment
back as he heads up the (inaudible) action team
for the --

CHAIRMAN KEESE: I think actually Roy
(inaudible) is here for Secretary Aguirre, who
will make some comments later.

MR. KELLY: That's great. If it will
help that process, I actually have copies of the
letter that the Committee sent.

SECRETARY McPEAK: Yeah --

MR. KELLY: I don't know who to give it
to. Maybe Bob, if I could --

UNIDENTIFIED SPEAKER: -- get it to us.

CHAIRMAN KEESE: Okay, and I'm sure Mr.
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(inaudible) will be interested in getting one of
those, also.

MR. KELLY: Thank you.

CHAIRMAN KEESE: Thank you. Mr. Raymer.

MR. RAYMER: Thank you, Mr. Chairman,
Commissioners, Secretaries and Mr. Desmond. I'm
Bob Raymer, Technical Director with the California
Building Industry Association.

For the past 20-plus years I've worked
very closely with the CEC Staff in developing and
implementing each of the eight different
iterations of energy efficiency regs here in
California.

I'd like to focus my comments today on
two areas, solar, photovoltaic plans that the
Governor has, and energy efficiency.

On SB-1, the Governor's solar
initiative, we're very supportive of this effort.
It took us quite awhile to get there, but as of
the end of the last session, we have come onboard
with the manufacturers, with the Administration.
And it's good that the consensus has been reached.

In looking at the bill as currently
amended, there is one area that we have a slight

concern with that would, of course, fall on the
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Energy Commission's shoulders.

In addition to all the other things that
we agreed to last year, there's a simple directive
that the Energy Commission, no later than 2009,
would initiate a proceeding to look into how the
program is going, which is very worthwhile, and we
certainly support that. And to determine if and
under what circumstances a solar mandate might be
required for either new or existing
residential/commercial facilities.

We take no issue with that. We just
simply want to make sure that it's clarified that
should the CEC decide to mandate photovoltaic
either in residential or commercial, that it has
to meet the same type of cost effectiveness
criteria that's currently required of any
appliance or any building standard that the CEC
has dealt with for the past 25-plus years.

Quite frankly we would not want to see
the inclusion of solar or any other product to the
detriment to the existing energy efficiency
standards. I'm sure the Commissioners feel the
same way. At the same time we wouldn't want to
see it receive any benefits above and beyond what

other products and building standards get.
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Having said that, regarding the
residential energy efficiency standards, at the
present time we feel the primary focus of the
Energy Commission should be on the implementation
of the set of regulations that are going to kick
in on October 1st of this year.

There's some new lighting requirements
that are very stringent. Most of the Energy
Commissioners are well aware that this is sort of
a quantum leap in residential construction. And
it's going to require a lot of effort on the part
of the building officials, subcontracts and the
Energy Commission to get these implemented in a
positive and productive manner.

That not to say that we can't be looking
towards the future, but we've seen instances in
years past, in particular, three different updates
to the standards in the '80s and once in the '90s
where as soon as a set of regulations got adopted,
immediately massive work was focused entirely on
the adoption of yet another set of regs for three
years later.

Consequently, the implementation of the
existing regs wasn't a failure, but it certainly

could have been improved, had everybody focused on

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

105
the same thing at the same time.

Having said that, as we move to the next
iteration of energy efficiency standards, looking
at past proceedings we would hope that the goals
and objectives of the proceeding be well
established before we start.

It would be good to know what does the
Commission want to get out of the new and existing
residential markets, the new and existing
commercial markets. In years past it's been
difficult to try and grab numbers out of the sky
and hopefully come up with a set plan. We can be
far more productive players if everybody knows
upfront what exactly we're looking at in each of
these four different sectors.

AB-970, the emergency legislation back
in 2001, basically resulted in a set of
regulations that increased energy efficiency in a
range of 13 to 15 percent. Normally you look at 4
to 5 percent on an update. Thirteen to 15 percent
was huge.

We then moved on to the standards that
are taking effect in October. 1In difference to
what the Energy Policy Report says, which we're

going to get a 5 percent increase in energy

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

106
efficiency there, that's incorrect. Our analysis,
a very detailed analysis, shows that it's about
14.5 percent. It is once again a huge increase
over the existing regulations we currently have.

Consequently, in just a three-year
period we will be changing new residential
construction, the energy efficiency therein, to
the tune of about 30 percent increase. Nowhere
else in the country and nowhere in the state's
history, with the exception of 1981, have you seen
such a quantum leap in energy efficiency in the
residential market.

Why do I bring this up? We're doing our
fair share in the new residential market. About
four years ago we sponsored legislation, AB-549,
which Governor Davis signed at that time, directed
the Energy Commission to look into the existing
housing stock and the existing commercial stock.
Not that we wanted to take focus away from new
residential, but we were sort of like a broken
record.

And the Energy Commission supported this
legislation. And they've already initiated
activities into this. And it's mentioned in the

Governor's policy report.
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The reason for this, we have 12 million
existing homes in California. Of that, I'd say
well over 75 percent were built prior to 1981 when
the first set of energy regs took effect.
Effectively you've got three out of four homes
that exist in California today that were built
under no energy efficiency standards whatsoever.
You've got a huge energy hog out there.

Any type of effort that is put into the
existing housing stock, particularly those built
in the '40s, '50s and '60s is going to pay off in
huge benefits. Very minimal energy efficiency
upgrades will pay off.

Having said that, we feel maybe 1
percent of the housing stock each year, focusing
solely on new residential, certainly has a benefit
to the state. Certainly has very strong benefits
to the state. But it's marginal compared to the
massive benefits that you could get looking at the
existing residential and commercial market.

And lastly, this is sort of in
micromanaging, but in terms of the next update of
the standards, the Commission Staff has already
moved in the direction of developing a marketable

prescriptive approach. One in which you have a
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list of about ten features that if you comply with
that you don't have to bring on an energy
consultant with a computer program. So it totally
gets away from the subcontractors and the
contractors, and gets into the E-equals-MC-
squared-area that I'm familiar with; that the
people I work for have no clue about.

We need to get simplicity back into the
regulations. We don't need to reduce energy
efficiency in doing so. We can maintain it. We
just have to come up with a marketable
prescriptive approach. And that could have huge
benefits.

Because all of a sudden the builders
that have been left out of the market, or out of
the energy efficiency debate, can get back into
it. They can understand actually what the
standards mean, other than listening to an energy
consulting firm that hands them a couple reams of
paper that says at the end, do X, Y and Z. And
they have no reason why they're doing it.

Thank you.

CHAIRMAN KEESE: Thank you. Appreciate
those comments. And Commissioner Pfannenstiel

will handle this, I'm sure, but she'll comment
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now, too.

COMMISSIONER PFANNENSTIEL: Really just
a question. When you're talking about the
existing housing stock, the 12 million homes
currently in California, in order to bring energy
efficiency into those homes, how do you get the --
there are already incentives available for
homeowners to adopt efficiency measures.

But I guess what you're suggesting is
maybe some kind of standards or some kind of
mandate. How would you trigger those? How would
those come about?

MR. RAYMER: Well, the Energy
Commission, in the last go-around, the regs that
are kicking in in October, has put a few mandates
into it. For example, if I've got a 30-year-old
house and I'm going to put a new air conditioner
into that house.

The air conditioner system, itself, is
going to meet, of course, the appliance efficiency
regs. But in addition, the Energy Commission is
now saying you need to check your duct system.

And right now it's very common to see a duct
system in an old home that has a leakage rate of

50 to 60 percent, which means no matter how good
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of an air conditioning system you've got, the
benefits that you can get from that go right up
through the roof. And that's not a good thing for
California; it's not a good thing for the
homeowner.

That type of approach works. We need to
come up with basically a rating system, a
diagnostic system that's easy to implement. One
that, once again, doesn't require a lot of time
and effort. But we need to get the homes rated.

What may be good for that home that was
built right after the Korean War probably won't
have much bearing on the home that was built after
the Vietnam War. You need to look at each house
on an individual basis.

The staff needs to complete a few
existing programs out there, rating programs.
That can be an important tool. Of course, sooner
or later the realtors have always opposed anything
at the time of sale. They don't like anything to
slow up that sale of the home, which is probably
about five more sales of existing homes than there
are for new homes in the state.

But sooner or later we're going to have

to look at where can we get this. And like I
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said, there are huge benefits to receive out of
the existing housing market. It's just sitting
there. And I realize it will be controversial,
but we're hoping the utilities, the Contractors
State License Board, the subcontractor groups can
all basically embrace a commonality of the
program, if you will, to bring this in.

You don't necessarily need hard and fast
mandates. There's a number of other things that
we can try in terms of voluntary incentive-driven
programs, or educational programs.

Quite frankly, somebody who has that 40-
year-old house may not know that simply caulking
and sealing can help reduce energy consumption a
whole lot in that particular house, as opposed to
just going out and buying a $4000 to $5000 air
conditioner. So we need to give them the biggest
bang for the buck.

COMMISSIONER PFANNENSTIEL: Thank you,
Mr. Raymer.

CHATIRMAN KEESE: Thank you, Mr. Raymer.

I have five more speakers, and three
other Secretaries, and then we're --

UNIDENTIFIED SPEAKER: Okay. Very

brief. Bob, you mentioned a couple of interesting
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things, and I just wanted to draw your attention
to the notion that when the Energy Commission does
take up the issue of under what conditions you
might have mandates, right now they use the social
discount rate and estimated useful life to
determine cost effectiveness.

Those are conservation technologies.
Solar PV is a generation technology, and so I just
simply ask that at some point in the future you
give some thought about whether you can see the
combination of the two, meaning not in isolation,
thinking about DG system, but that in other
measures, as we think about zero energy new homes
and --

MR. RAYMER: Well, we can. We do see
the combination and the zero energy home that's
mentioned in the bill we think (inaudible) tier
two approach will probably be very useful.

UNIDENTIFIED SPEAKER: Thanks.

CHAIRMAN KEESE: Thank you. Dorothy
Rothrock. Sorry, I didn't notice your note that
you had to leave at noon, Dorothy.

MS. ROTHROCK: Yes, I'm writing notes to
Chairman Keese. Thank you; my name is Dorothy

Rothrock. I'm with the California Manufacturers
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and Technology Association. But I'm here today on
behalf of the Californians for Clean Affordable
Safe Energy, also known as CalCASE.

CalCASE is a coalition of nearly 50
organizations, businesses, consumer-, taxpayer-
groups dedicated to increasing natural gas
supplies in the state.

To meet the growing demand for clean-
burning natural gas the coalition advocates for
the approval of facilities to allow for the
importation of liquified natural gas; that's LNG.

Natural gas prices have more than
doubled since 2001 for at least one reason;
supplies are not increasing fast enough to meet
demand. California produces only 15 percent of
the natural gas we consume, relying mostly on
imports to meet demand.

At the same time demand for natural gas
is increasing significantly. Today more than 40
percent of our electricity-generating capacity is
fueled by natural gas. To avoid dramatically
higher natural gas and electricity prices in the
future, we need to increase natural gas supply.
That's how LNG can help.

LNG is essentially keeping electricity
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prices low, insuring a reliable supply of power to
California homes and businesses. It's not only
essential to the California economy, but natural
gas 1s also the cleanest alternative
transportation fuel available now.

LNG has got an excellent safety record.
During the past 45 years more than 33,000 carrier
voyages have occurred, covering 60 million miles
around the globe, all without a major incident.

Multiple federal and state (inaudible)
regulatory agencies are responsible for the
ongoing oversight of LNG in their facilities.

California's demand on the natural gas
market is expected to grow significantly within
the next ten years. We urge the Energy Commission
and the Public Utilities Commission to make LNG a
primary part of California's energy plan.

Thank you.

CHAIRMAN KEESE: Thank you. Mr. Blue.
Greg Blue.

(Pause.)

CHAIRMAN KEESE: Oh, a man who's
prepared.

(Pause.)

CHAIRMAN KEESE: While you're working on
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your presentation, let me just mention that I've
been handed a note that says this morning at 9:00
a.m. the CEC released the LNG safety compendium.
So, it is available evidently on our website now.

Also, make a comment that I made at an
LNG conference a couple weeks ago, which I asked
our staff to look at the cost that Californians
paid for natural gas in '03 and '04 compared, very
simple, much too simplistic comparison, but to the
fact that you can buy LNG spot market today at $4.

And the numbers are that were we to have
purchased all our natural gas at $4 in '03, it
would have cost Californians $750 million less for
natural gas. And in '04 the number was $1.75
billion plus.

That's not a suggestion that we could
immediately convert over and start buying all our
gas on the spot market. But, gas is available at
that price. And on a long-term contract basis,
it's probably available at a lower cost.

So I believe those are factors that
should be included in any discussion of the
potential for LNG in California.

Mr. Blue, are you ready?

MR. BLUE: Ready to roll. Can you hear
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me?

CHAIRMAN KEESE: Yes, we can.

MR. BLUE: Good afternoon, everyone. My
name is Greg Blue; I'm with Dynegy. Here today on
behalf of West Coast Power, which is a joint
entity that owns our power plants in southern
California.

Before I start I want to make two quick
announcements. One, based on the February 23rd en
banc hearing on the climate change that was held
in San Francisco, our management has decided last
week that we are going to voluntarily participate
in the California Climate Action Registry. We're
supportive of greenhouse gas emissions reduction
programs. We know they're coming and we plan on
participating in that. In fact, I can't think of
a better way to do that than to retire our
existing plants and build new plants on those
sites.

(Laughter.)

(Parties speaking simultaneously.)

MR. BLUE: One other quick announcement.
While my presentation is on the longer term, West
Coast Power 1is taking steps now to have all of our

megawatts in southern California available when
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needed for this summer.

Basically, as everyone can realize,
investing in California in the last few years has
been a risky proposition, both from our
shareholders and shareholders of other companies,
as well as from Wall Street firms.

So what we've heard today, a little bit
about some new power plants coming online this
summer, if you look out beyond '05 the supply of
new generation basically comes down to a trickle.
There's not a whole lot of new generation coming
online.

That's an issue I think we're concerned
about. A lot of the things I'm going to say today
are not earth-shattering. A lot of the things are
being worked on. I'm just here to keep the
pressure on everybody. We need to get moving, we
need to keep moving, we need all the agencies to
keep moving on some of this stuff.

As I said we need to be taking some
action in '05 to look at some of these longer term
issues. We think that there is load growth, there
are power plant retirements on the horizon and
reforms are urgently needed. We have little time

to get the resource adequacy program up and
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running. We're making good progress, that is the
time is going to be short.

Further demand reduction and
transmission additions are critical, but it's not
going to be enough for California. Because
there's a lot of old plants that are going to be
retiring in the next five to seven years.

But it's imperative that we rapidly
create a safe climate for private investment and
new generation. We need to start taking steps
now. As I said before, we already are doing a lot
of this, but I'm just here to remind you we need
to keep going.

The Energy Action Plan is really the
document that started everything for California
getting back on the right track. I think we
really have a good handle on the short term this
summer, it sounded like from Mr. Detmers. We
really do handle on the further demand reductions
and energy efficiencies that are needed.

We have a really good handle on the
transmission additions and upgrades, sounds like
from what I heard earlier.

Where we think of those two, the first

two items, we really need to do as much as we can
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feasibly accomplish. We support all we can do in
those two areas.

However, I believe that the policymakers
in California really need to be focusing on how
we're going to start attracting private
investments in California.

California must take steps that insure
investors that if they invest in efficient and
needed generation resources they can expect to
earn an adequate return on invested capital.

Basically I'm going to list a few points
off of what we see as a blueprint for an
electricity market that will encourage generation
investment. Like I say, a lot of this stuff is
not new. We may have a few twists in here that
maybe are not the norm, but these are our opinions
and we're going to keep sharing them -- we're
going to keep sharing our opinions wherever
different formats and different agencies, but
it'll be a consistent message across the board.

Number one, universal resource adequacy
requirements. We believe that these needs are
applied to all LSEs including the municipal
utilities. My good muni friends are in the room

here. They probably believe that they already
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comply, but we believe that there needs to be
strong enforcement of all these.

We believe that there might be new
legislation required that brings everybody under
the house so that we can -- so that all the LSEs
will have to comply with resource adequacy
requirements.

We believe that penalties for
noncompliance must be strong enough so that
adequate resources are going to be procured in the
correct location well in advance of the operating
month. I know that that's an issue that may be
coming out in a June or July decision from the
Commission. But that's an issue that really needs
to focus on how we enforce the compliance.

Second issue, trade-able capacity
markets. Everybody's heard a lot of talk about
it. Commissioner Peevey has issued a ruling
that's getting the ball rolling on that. We are a
strong supporter of this. And you need all these;
you don't need just one of the other, you need all
these together.

We believe that a centralized capacity
market, and in our opinion it needs to be

administered by the ISO. That, really, I'm not
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sure has been discussed today yet. Maybe it has.
It's needed to insure that the resource adequacy
requirement is met in a least cost manner, and in
a manner that supports retail competition. And
these must have clear deliverability requirements.

We also believe that there needs to be a
definition of a standard capacity product, and we
believe that needs to represent physical
generation capability, linked to physical energy
deliveries.

One of the big issues is the LD
contracts; the liquidated damages contracts,
because that counts towards resource adequacy.
There probably will be some period when that does,
but we believe that those need to have a
deliverability aspect to them. So we believe
eventually you need to have a standard capacity
product which is what allows it to be traded
amongst different market participants.

We think that there needs to be RFOs for
long-term power procurement. The current one-
year-forward purchase obligation will not support
investment in new generation. I think we heard
that referenced earlier this morning.

We believe that the resource adequacy
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requirements must compel multi-year obligations.
And we believe that at least 15-year power
purchase contracts are needed to support
generation investment.

We also -- I realize that the utilities
are, some of them, at least one in the north is
looking at the long-term procurement. But we
haven't seen that really. Maybe in the next
generation of procurement decisions, that a longer
term aspect can be applied to those rulings that
come up.

We also believe that there needs to be
balanced procurement rules. Need to establish bid
evaluation rules that truly levels the playing
field between utility projects and IPP projects.
What we mean by that is, for example, how you
treat cost overruns versus utility projects versus
merchant projects. Independent bid evaluator.
Should that be hired by the utilities? How
independent is that, I'm not sure.

Net equivalency and different issues
like that. So that balanced procurement rules we
think are very important to a competitive
wholesale market.

We also believe that California should
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be supporting the eliminating the FERC-mandated
must offer obligations. We realize that there is
a legitimate need to have resources available. We
believe that this could be obtained through
availability obligations incorporated into
standardized capacity contracts. And so that
becomes more of a commercial transaction versus a
regulatory order. But we believe that this is a
big issue that needs to be taken care of. We
would hope that California would support that
effort.

We believe that transition to locational
energy markets and improved congestion management
is very important. I understand that there's been
a lot of work, and there's a lot of effort going
on at the ISO on this issue. We believe that
there might be some easier way to do this.

I'm looking at what the eastern grid
operators are doing right now. There's some off-
the-shelf software, I believe, that you could
probably at least look at it, at least an option
of looking at it.

Last, we believe that you need to
resolve the uncertainty regarding the core/

noncore. California must reinstate retail choice
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for the large noncore. We believe that continued
delay in resolving this issue is discouraging LSEs
from becoming fully resource adequate.

And I know again I've heard a lot of
talk that this is going to be resolved sooner or
later. Again, we're going to keep supporting this
and advocating this with all of you throughout the
year.

That's all, thank you.

CHAIRMAN KEESE: Thank you, Mr. Blue.
That's an excellent outline; it could precipitate
long discussions. But I trust you'll be
submitting this in writing to us to make
available.

MR. BLUE: Will do.

CHAIRMAN KEESE: Okay. What we'll do
right now is we have three more public speakers
and we will get to them, but I'm going to give the
microphone over to Secretary Lloyd.

SECRETARY LLOYD: Thank you, Chairman
Keese; and thank you, my colleagues here.
Appreciate being invited to the meeting.

I'd like to address climate change and
clearly one of the Governor's visions, looking at

a strong (inaudible) economy as we look at the
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years ahead. And quote from his environmental
action plan: California was the leader in efforts
to reduce global warming. The Administration will
implement California's landmark legislation to cut
greenhouse gas emissions and successfully fight
any court challenges regarding our right to
regulate these emissions." That was written
before the (inaudible).

I think the -- also, I think the
direction here that the Secretary of Cal-EPA will
recommend a statewide reduction target for
greenhouse gas emissions, explore how various
sectors can meet -- best meet that target.

In fact, I have delivered that report to
the Governor. So it has been delivered and we are
awaiting action on that piece of it, which we
expect in the next several months.

At that time the Governor will announce
the greenhouse gas emission reduction targets and
formalize the climate action team to insure that
the targets are met. And the Cal-EPA will lead
that team.

However, we will work in conjunction
with ARB, BTH, CDFA, CEC, PUC and the Resources

Agency as part of that team. And I would also
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like to applaud the efforts already going on.
Obviously the CEC has long been a leader in this,
and the PUC recently, and Resources in the area.
So I look forward to working with them. And that
commitment is also then we have to report back to
the team annually.

(inaudible) climate action team
(inaudible) planning effort which will assess
global warming impacts on public health, water
supply and quality agriculture, the coast and
forestry. A lot of this work has been done in
different pieces, and so that'll be a continuation
of that and a consolidation there. And insure
that the planning effort include adaptation and
mitigation plans. And then provide the first
report within one year.

With that backdrop I'd just like to make
a few comments here in terms of some of the issues
you're looking at in terms of the energy
production. I think it's important from the
environmental viewpoint obviously the issue, and
I've talked to these Commissioners on this, and
that is that while clearly the desire is to go to
renewable energy and maximize that, I think it's

unrealistic to say we're not going to be faced
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with the issue of coal use, as well.

And so I think we would also, as you
look ahead on that, to make sure that, in fact, we
use the cleanest technology preferably with CO2
sequestration, as we look at that resource. And
as we were accused at the Air Resources Board over
the years of exporting pollution to other states,
clearly that's not what would be ideal here.

I think that as we look ahead to the
Governor's challenge, we have (inaudible) the
Governor's regulations following up on the Pavley
legislation. The key piece of that which would
get us some significant reduction since
transportation is the major source of greenhouse
gases in California.

Then clearly you have the RPS
(inaudible) which provide a critical part. And
then the continued leadership, worldwide
leadership that California's had on energy
efficiency. And, of course, Commissioner
Rosenfeld, with his new term appointment; then, of
course we know that we'll be continuing to plow
the way with the leadership also of the PUC.

I also think that it's important to

continue looking at reduction in petroleum
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dependency. And I was meeting with Commissioner
Boyd this morning, and we've agreed that we will
continue the cooperation, CEC leadership, working
with the ARB in this very important area.

So, as we look at the reduction in
petroleum dependency, to try to encourage some of
the renewable lower carbon fuels in that arena.

Part of the Governor's plan that we have
in short term obviously will be more efficient
cars and the hybrids, which are making an impact.
We're also looking at other alternative fuels,
which would include the gas-to-liquid diesel,
which we think fills an important role. Biofuels,
ethanol and bringing these to the (inaudible) and
using the state as an example so we can reduce our
dependence on petroleum.

Clearly the current run-up in gas prices
or o0il prices, which is clearly not going to be a
short-term phenomenon, leads us, in fact, to look
prudently. And I think that's where it's very
very important, also, that the Governor's hydrogen
highway network effort is also a piece of the
long-term process. This is not a short term --
hydrogen is not a short-term solution. 1It's a

decade or two decades. But also that's the one
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that gets you to a zero carbon technology.
On the other hand, hydrogen is very

useful in terms of getting a variety of sources,

both renewable and nonrenewable. Clearly the goal
would be to get renewable. It will foster a whole
bunch of technologies that we can utilize. The

whole issue of energy diversity and security is
very very important.

And then if we use it, it fuels our
vehicles much more efficiently. And so we feel
there's a whole menu of technologies that we're
looking forward to moving ahead and all
addressing, in the case of hydrogen, as well, both
the local, regional and long-term climate change
issues.

I'm looking forward to working with my
colleagues here. I guess we're waiting for the
Governor to announce his targets. We're all on
the starting line. Some of us have passed the
starting line and we're breathing hard ready to
go, with engines roaring.

On the hydrogen highway network
(inaudible), by the way, that's going to be
delivered today to the Governor's Office. So we

would expect that also to be moving ahead. And
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again, I'm working with our colleagues up here for
that implementation.

So, thank you for the opportunity, and I
look forward to participating with all of you
here, and congratulations on the efforts already
underway.

CHAIRMAN KEESE: Thank you very much.

As long as you introduced the subject, I'd like to
put on -- inform you of one of my hats. If you
read my release you may have heard that I was
retiring from state government on March 4th.

Well, that didn't quite happen. The Governor sort
of thought March 31st sounded like a better date,
and I concurred.

So my last day will be March 31st, which
completes a full eight years. But the Governor
has also asked me to wear another hat in the
future, and that is as cochair of an organization
called CDEAC, the Clean and Diversified Energy
Advisory Committee of the Western Governors
Association that Governor Schwarzenegger is
leading. And it ties into just exactly what
Secretary Lloyd just mentioned.

In this broader context we're going to

be looking at a program for the western states to
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diversified energy. Clean coal being one of them,

and defining clean coal being about the toughest

nut we're going to have to crack in this effort.

This effort also calls for 20 percent

energy efficiency in the west by 2020;

30,000

megawatts by 2015; 20 percent efficiency by 2020.

And what we will be doing, to a large extent, is

taking what California has done and making it

available to the west. In this case,

little larger than you might think.

the west's a

It does

include Hawaii and Alaska, but it also includes

Texas, Nebraska, South Dakota and North Dakota.

So the Western Governors i1s a rather

large entity that will be dealing with this. I

would just urge all of you to stay tuned to this

because it is something that I think will have to

be coordinated with the activities that the PUC

and the Energy Commission are taking.

It will be

another hat I'll be wearing, and it will have a

little emblem from the Governor's Office on it.

understand it comes with a tremendous amount of

remuneration, right?

UNIDENTIFIED SPEAKER:

Yes,

and another

retirement party, as well, at the conclusion of
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the report.
(Laughter.)

CHAIRMAN KEESE: The number zero comes

to mind.
(Laughter.)
CHATIRMAN KEESE: Secretary McPeak.
SECRETARY McPEAK: Sure.
CHAIRMAN KEESE: Okay, well, then --
SECRETARY McPEAK: (inaudible) .
CHAIRMAN KEESE: All right, then I'm
going to give Mr. (inaudible) a chance to make a

comment here on behalf of Secretary Aguirre.

UNIDENTIFIED SPEAKER: Good morning; I'm
Roy (inaudible) here representing Secretary Fred
Aguirre, to give you an update on the green action
team.

And at the outset I'd like to assure you
I did get a copy of the letter that Mr. Kelly
mentioned, and I'll make sure that Secretary
Aguirre and Ron Joseph, the Director of DGS, get
that letter.

As you may know, the Governor's
executive order on green buildings directed the
cost effective implementation of a number of

measures that are spelled out in the green
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very broadly quite a few initiatives for public
buildings and quite a few initiatives for both
public and commercial buildings.

All together there are about 50
individual initiatives, many of which are
interdependent upon each other, and many of which
require sequential actions to occur underneath
that really address the heart of it. Some of the
issues within the state bureaucracy that are
viewed today as being impeding to energy and
resource conservation type initiatives.

In response to this the green action
team decided to break down the oversight and
direction efforts of the green action team into
three committees. One committee is going to be
chaired by Ron Joseph, the Director of DGS; will
focus on green buildings and all the actions
underneath that.

A second committee, I understand, will
be chaired by Secretary McPeak, and focus on the
energy efficiency initiatives. And a third
committee will be chaired by Fred Klass
(phonetic), who is the Program Budget Manager

within the Department of Finance who has
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responsibility for the capital outlay process.
That committee will focus on the issues pertaining
to the capital outlay process and project funding
and project delivery, which is the heart of many
of these initiatives.

So far to date we have established those
committees and we're in the process of meeting
with those chairs to define the scope of effort
and the critical path actions that need to be
accomplished for this next year. And to establish
a timeline and a tracking mechanism so that the
green action team, in its bimonthly meetings, can
keep track of progress.

All the while that this is going on
there are a number of other initiatives that are
not directly initiated by the green action team,
but they do support the green building executive
order initiative. They are being conducted by DGS
in conjunction with the CEC; or by the CEC in
conjunction with the CPUC, to accomplish some of
the initiatives.

And we're looking for some quick wins
early in the game here. Some ideas that we have
on the table right now that are under development

include benchmarking pilots, commissioning pilots,
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possibly look at commissioning datacenters of the
pilot project. Some reviews of some ongoing
capital outlay projects right now to identify
where we might be able to recover a little bit on
lead compliance, reviews of leasing, actions that
are going on right now. And some work to develop
a comprehensive management memorandum for state
government.

The next milestone for us is the next
green action team meeting which will be held on
the 14th of April at the Cal-EPA building. And
that will be the first status meeting of the
actions to date.

CHAIRMAN KEESE: Thank you. Any
questions here? Appreciate the update.

All right, we have three more speakers
here. Megan Myers. Thank you for sticking with
us.

MS. MYERS: Good afternoon; my name is
Megan Myers and I'm here today representing
Americans for Solar Power, also known as ASPV.
I'd just like to make a few brief comments.

The ASPV would like to support and thank
the CEC and PUC for keeping the solar program

viable for the past several years. But now we
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feel it is time to take the solar program to the
next level.

ASPV advocates a comprehensive solar
program which would be the equivalent of 3000
megawatts of PV, photovoltaic. This comprehensive
solar program should include residential,
commercial and new construction projects.

And the new construction projects should
include zero energy building goals, maximum
efficiencies, PV measures and solar thermal.

We would like to state that PV is
important because since 1996 natural gas wells
drilled have doubled. Wellhead prices have more
than doubled. And production has been flat.

And ASPV would also like to support the
2004 IEPR recommendations.

We would also like to note that time is
imminent because the emerging program will lose
momentum sometime this next year, and the CPUC's
SCIP program is over-subscribed.

I'd like to conclude by saying that we
look forward to working with the CPUC, the CEC and
the Administration. And we'd also like to thank
the Governor and the Administration for SB-1. SB-

1 is critical because it sets up a mechanism for
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funding. But it should also raise the net
metering cap to 5 percent.

Thank you.

CHAIRMAN KEESE: Thank you very much.
Stephen Oltmann.

(End tape 2B.)

MR. OLTMANN: Good morning and thank you
for allowing me to speak today at this joint
agency meeting. My name is Steve Oltmann and I
live in Los Angeles. I'm a small business owner,
concerned citizen, and investor in a company
called Composite Technology.

On March 3rd I phoned into a CEC
Commission meeting and in the words of Chairman
Keese, I surprised the Committee with a few
questions on preventing another energy crisis here
in California.

At that time he asked me to call
Executive Director Therkelsen, as he would have
the answer for me. I did call the Director, and
in our discussion, you know, we discussed
transmission grade upgrades and the use of modern
cable such as this.

I was pleased to hear that the Director

had a similar sample and could skillfully present
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the benefits of that conductor. So I asked him if
the CEC is aware of cable that increases capacity,
(inaudible) can help to avert blackouts, reduces
EMS, doesn't require new right-of-ways, why isn't
it mandated.

And the follow-on question was how is it
new lines using old technology are continually
approved without forcing the utilities to
investigate alternative solutions. His response

was to invite me to present my suggestions today.

So, --
(Laughter.)
MR. OLTMANN: -- I want to thank Mr.

Therkelsen for this invitation.

UNIDENTIFIED SPEAKER: Can I just ask
you a question relative to that, I mean --

MR. OLTMANN: Absolutely.

UNIDENTIFIED SPEAKER: -— when
TransElect (phonetic) was given the opportunity to
upgrade Path 15, did they use the sort of
technology that you're talking about?

MR. OLTMANN: No, and I will address
that further on, if I may.

After I had that conversation with

Director Therkelsen I contacted Composite
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Technology to manufacture this cable. And
informed them that I was invited to this meeting
today and a representative of their company is
here today.

You know, to prepare for today's meeting
I reviewed your joint Energy Action Plan and all
the documents related to it. I also updated my
Path 15 facts and perused the biographies of the
CPUC Members. I learned a lot --

(Laughter.)

UNIDENTIFIED SPEAKER: (inaudible) you
found out how qualified I was, right?

(Laughter.)

MR. OLTMANN: Well, you know, I learned
a lot and --

(Laughter.)

MR. OLTMANN: -- am happy to discover
that, you know, my state has an active energy
policy backed by qualified personnel. And I doubt
if there is another state in the nation that could
say that.

What I discovered is, you know, the
joint energies want safe, efficient energy that
has a minimal effect on the environment, fair

rates, and doesn't require increased taxes. And
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as we learned today, again, you've discovered that
as we move forward to 2005 and then 2006, if the
situation isn't averted we may be heading towards
another energy crisis.

And as I read through the plan I
realized that, you know, there are about five
things that you're looking to do. One is add more
transmission lines; purchase more power; construct
more plants; use less energy; and, if necessary,
interrupt service.

And here's where I have an issue with
the Energy Action Plan. I don't see where modern
transmission technology is well defined. And I
don't see where clear goals are set to use it.

I'm concerned that, you know, the rush
to increase grid capacity, and much of what we've
heard today comes at the expense of the ratepayer
as competing modern technologies have been ignored
in the planning and purchase process.

I think the best evidence to support my
concern comes from Path 15. Path 15 is the -- the
third line on Path 15 is new. The new cable used
on Path 15 could have been purchased during World
War II, and is no different than the cable that

sagged and triggered the 2003 northeast blackout.
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You know, if the cable on Path 15, the
new cable on Path 15 is modern, then somebody
bought a 1983 Buick.

I asked Tom Boyko, he's the Path 15
project manager for WAPA, why modern technology
cable wasn't used. He said it's our understanding
that PG&E, who led the study effort, and the WECC
path-routing process did not consider exotic
conductor technologies.

Well, I'm here to tell you that the
composite used in this cable is hardly exotic.
It's not new. And there's a wealth of data to
support its advantages. All it is is really a
novel use of materials that we trust every day in
the cars we drive and the planes that we flew to
get here. It lets you walk to this meeting. You
relied on composites to safely arrive today.

The 500 kV line installed on Path 15
took two years to complete and cost $3.5 million a
mile. Installing this cable and reconductoring
with this cable could have been done in four
months and would have only cost $120,000 a mile.
That advanced solution is 30 times less costly and
could have been installed in one-fourth the time.

I think saving $290 million would be a
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tremendous value for the ratepayer.

And in addition, you know, beyond that
there are concerns with EMF. And I don't know
whether there are specifically with Path 15. But
as we move forward, you know, EMF is discussed
more and more each day.

To close, I just want to say that
generally there's two sides to an argument. On
one side you would find high performance; on the
other side of the ledger you get efficiency,
health and safety, the environment and higher
rates. And they are all compromised.

Modern composite cable changed that.
Working to get high performance, high efficiency,
no environmental impact, reduced health risks and
lower rates with no downside.

Ms. Grueneich, I understand you are the
newest member of the CPUC and an environmentalist.
And I --

COMMISSIONER GRUENEICH: (inaudible) .

(Laughter.)

MR. OLTMANN: And I would question you,
you know, does it make sense to continue to invest
in old technology if new technology can, you know,

reduce safety risks, and you know, we don't need
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to implement another '83 Buick.

President Peevey, your mission statement
includes challenging utilities to embrace new
technologies. Doesn't it make sense to embrace
new technology now? You know, who's going to
challenge SCE on the Devers-Palo Alto (sic) line.
That's $640 million that has been budgeted. And
it's going to use old technology.

Eventually somebody's going to be a
hero, and I would hope that California comes
first. You know, maybe we have to wait for a
federal energy policy. This cable has been
written into the failed energy legislation. And
if we wait for them, maybe we have an energy
crisis. And at that point you have an irate
public, an inquisitive press that discovers
there's less expensive alternatives that are
safer.

So, you know, that's really all I want
to say today. And I have a specific question in
regards to EMF, and whether there are rules for
EMF. And whether you intend to implement rules
for EMF as it relates to, you know, new
transmission.

UNIDENTIFIED SPEAKER: Well, with
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Jefferson-Martin we did. We undergrounded that
transmission line largely because of that. In
fact, we went even deeper than was initially
recommended.

MR. OLTMANN: Correct. 1Is Jefferson-
Martin in --

UNIDENTIFIED SPEAKER: San Francisco.

MR. OLTMANN: -- northern California?
Right. I followed that very closely. And, in
fact, discovered that at the same time I
discovered a situation, I think it was in Plano,
Texas, where a line was going to be erected. And,
you know, grassroots effort, citizens stopped that
line and actually forced the utility to take a
look at modern cable technology, which, you know,
they may implement without having to go to the
extent of going underground.

CHAIRMAN KEESE: Mr. Oltmann, I do have
a question, but is Mr. Brittson going to testify,
also, additional comments here?

MR. OLTMANN: I am sure that he would.
And he can certainly --

CHATRMAN KEESE: Well, he's probably
going to be the appropriate person to answer my

question. Why don't we hear from Mr. Brittson
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from Composite Technology, also.

MR. OLTMANN: Thank you for your time.

CHAIRMAN KEESE: Thank you.

MR. BRITTSON: Good afternoon. Well, I
guess now it's obvious that our position in line
was contrived, huh? So I --

CHAIRMAN KEESE: I didn't know --

(Laughter.)

MR. BRITTSON: I'm just teasing, but I'm
happy to make some comments and answer your
question. And really, --

CHAIRMAN KEESE: Okay, well, I will set
the tone because I asked the same questions that
Mr. Oltmann asked, and the answer I got from our
staff a year and a half ago was that we had a
testing program going for the 3M advanced cable,
that a number of advanced cables would comply
with, the 3M fiber, the CTC, technologies that's
being used in Japan and another one that's being
used here.

And we've invested a significant number
of millions of dollars in testing these
technologies to see if the conductors do work.
And 3M and CTC chose not to participate in the

study.
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So I guess my -- I understand, I'm
highly enthusiastic about the technology. But
you're asking us to endorse it when we have a test
program going and you're not interested in giving
us a mile of cable to test.

MR. BRITTSON: ©No, no, fair enough. I
guess perhaps the best way to address that is
Composite Technology has been, for several years,
a R&D staged company that has been a group of
scientists and engineers, composite scientists and
engineers that are now bringing technology out of
the lab into the marketplace.

So we have seven commercialized sites
right now that are demonstration sites. And
perhaps the timing was such that could have been
the reason for our lack of participation.

CHAIRMAN KEESE: I think you could
probably understand why the key link between
northern California and southern California to
free up that line, Path 15, you couldn't just
throw an untested cable --

MR. BRITTSON: Oh, no, we certainly
agree, and --

CHAIRMAN KEESE: -- on that line --

MR. BRITTSON: -- really the point of
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addressing you today is to begin to talk about
ways in which we could offer value-added services.

We have clearly the empirical data that
shows that the cable is the cable; and it is a
reapplication of existing technology, so that
efficacy of what the offering is, both by
ourselves and our competitive peers, is high
grade, ready to be commercialized.

And we're delighted to be drug through
any evaluative process so that you could get the
testing done.

However, what you'll find -- what we
find in North America is that the utility markets
in general are first to be second. And so we're
pleased to go through this process because of the
tremendous amount of international demand being
placed on our product, where we're doubling the
impacity, reducing the sag, lowering the EMF,
making it such a cost effective proposition that
we're really quite busy.

What we'd like to do is to work with the
Commission to see if there's a way in which we
could take existing empirical data and have that
somehow be recognized in the testing validation

process. Because I think that through normal
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channels you're looking at three years of a
development period.

So, an example of a way that we could
perhaps work together quickly is if you take one
of the -- if you look in the case of one of the
Devers Line, we'd be happy to provide and finance
changing out one of the circuits on one of those
smaller lines.

And in a 20-mile line in that kind of
application (inaudible) we're looking at saving
between $65- and $70-million a year, which doesn't
even comprehend the reduction of any congestion
expense.

So, if we begin an analysis like that
soon, what it would do is it would provide a level
of redundancy to eliminate any technical risks
that you would have in terms of that supply. It
would also be a real evaluative period that could
happen in advance of the $680 million investment
that's going to be made in that new Palos-Verde
line.

So I'm sure that myself and our
competitive peers would, you know, enjoy being a
part of that process.

CHAIRMAN KEESE: Well, and I'm only
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familiar with the CEC side of it. I'm sure, you
know, if it had gotten to the point where I felt I
could jump in, I would have pushed the PUC to
start looking at it.

I'm sure there's interest among
everybody here to see that kind of technology.
You're right. Reconductoring one of those lines
would have meant you didn't have to build a third.

MR. BRITTSON: Right.

CHAIRMAN KEESE: We have to get there
somehow, so--

MR. BRITTSON: Well, our offer to you is
we're standing ready.

CHAIRMAN KEESE: Okay. And Commissioner
Rosenfeld heads up our R&D activities, and other
people here handle our transmission activities.
Commissioner Geesman, in particular, who happens
to be on the east coast today, also.

So I would accept that offer on behalf
of the people who will be here.

MR. BRITTSON: That'd be great, and to
the point that we could, you know, (inaudible) and
give you confidence in what we're doing. Because
that truly is a bare, overhead, high voltage cable

hasn't changed in the last hundred years. And so
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this change, while it's not trivial, it's very
(inaudible). So we have twice the strength of
steel. So it's really quite remarkable.

And the ramifications, what you'll find
in an analysis is that you understand the multiple
of variables, so you have this three-dimensional
object that you're trying to describe on 8.5-by-
11. So that's why it's helpful for all the
parties to look at an application-specific case.

And to the point that we could work with
one of the utilities or yourselves to gain
specific information for us to model and create a
pro forma case study. Then we would just look for
the cooperation or for you to assign someone with
us that could help us with --

CHAIRMAN KEESE: I think Ms. Doll, who's
sitting there for Mr. Larson and Mr. Therkelsen,

would be a good contact to get something started.

Is that --
(Parties speaking simultaneously.)
UNIDENTIFIED SPEAKER: Thank you very
much. I didn't mean for this to be an

infomercial, but appreciate that.
CHAIRMAN KEESE: I appreciate your

comments.
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We have two agenda items left. One is
to take up Mr. Peevey's question. And the other
is we're going to hear from Ms. McPeak before
we're out of here.

SECRETARY McPEAK: Mr. Chairman, I'll be
just really very brief. First it is, I think, a
testament to the leadership of all of you sitting
here that there is such a large audience. And I
want to express our appreciation to all of you for
taking your time to be here.

And it's by design that quarterly we
come together in order to discipline ourselves,
and to force our joint thinking about energy. And
in between the staffs of the energy agencies, and
they're all sitting here, which is really good,
also, to see in the same room.

You heard the report from Mr. Desmond on
2005, or actually I guess today you probably
didn't give it, somebody else did, but you were
commenting on it. And we are fiercely focused on
getting through this year and need a whole lot of
effort and attention and diligence in order to
make sure that we're able to keep an adequate
amount of energy flowing in California. And we're

looking beyond that.
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So there is, you know, a continued
integrated effort on behalf of the Administration.
And the kind of reports that I heard here and just
comments, the public comments, and, Greg, your
acknowledgement of sort of the spark of getting
everybody together with the Energy Action Plan,
but then following through in the kind of
proposals that you advance that we need to pay
attention to, I think, are very very helpful for
us.

When I look at how far we've come in
trying to now follow through on implementing the
Energy Action Plan, I'm really encouraged by the
amount of work that has been done. And in
particular, Art will appreciate this, too, the
work on advanced metering and dynamic pricing that
is going on at the PUC. I really really want to
commend that. It's been accelerated, and the IOUs
have really stepped up to embrace it.

Unfortunately, I was at another meeting.
I just want to explain where I was. It was on
housing. All of these issues ultimately get tied
together. I know Secretary Chrisman shared what
is going on with our improvement of the California

Environmental Quality Act, which is a very
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important initiative in the Administration, to
look at how we can get all infrastructure
developed and constructed more efficiently, and
also housing, while protecting the environment.

Because you also heard the fierce
commitment that the Governor has from Secretary
Lloyd to environmental improvement.

And so when I think about that crosswalk
right now on just a couple of things between
housing and energy, not only new construction, but
the existing stock. But at least on new
construction what I'm hoping will happen is that
we'll actually get the new advanced meters
installed in the new construction. And I say —--

(Laughter.)

SECRETARY McPEAK: -- all of the
utilities here, or, you know, some of the munis,
the load-serving entities, that there'll be --
there is 210,000 units last year. They all got a
meter. They didn't happen to be advanced meters.
And we want to be prepared for it.

So thinking how we just sort of
voluntarily do the right thing. And the
leadership of President Peevey and the PUC on that

front, I want to express my appreciation for.
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And I wanted to close by saying to you,
Mr. Chairman, it's a pleasure to serve with you.

I really have enjoyed the opportunity to wear a
couple of different hats in this arena. And will
be very pleased to have you continue with another
hat on as part of the extended energy family for
the State of California.

CHAIRMAN KEESE: Thank you. We have one
agenda item left, and I believe that the easiest
way for us to handle this, I'll make a suggestion.

I think we've heard from all parties
above the line and below the line that as long as
we have consistency and we meet the objectives
that we heard from the ISO, which would be to
suggest that one-out-of-two planning, one-out-of-
ten you plan to make sure that you're going to be
able to handle it.

And so, (inaudible), since you're here,
and since Mr. Therkelsen will be replaced by
somebody at least in an acting capacity shortly,
the two Commissions delegate to the two of you,
Mr. Therkelsen or whoever sits there, to come back
to the next meeting with a suggestion on
resolution of this. And I'm sure that you can

work with Jim or (inaudible) on what the
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recommendation is.

And then we'll have -- I think the
important thing is to outline what it is that's
going above the line and below the line. And then
get consistency.

MR. THERKELSEN: Mr. Chairman, we will
work on that together as joint staff. Scott
Matthews actually will be the Acting Executive
Director when I vacate this chair. But, no, we
will come back with a recommendation to the group
at the next meeting.

CHAIRMAN KEESE: Thank you. That's it,
we've delegated that job. President Peevey,
you've got a comment?

PRESIDENT PEEVEY: Just two things. We
have not today, and I don't suggest we do today,
pick a date for the next quarterly meeting of this
body. But I would hope it would be late June in
the Bay Area. And that at that meeting we had
referenced today by PG&E and Dynegy, among others,
to Energy Action Plan Two. And I think that by
that time that will be an awaited document, and
that that should be the subject of a public
discussion at that time, a draft thereof. And I

think you could count on that, whether it's called
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Action Plan Two or Action Plan 2005 or whatever.
Half a year will pass. But, that would be one
topic that I just wanted to mention.

So shortly I look to the staff to bring
us together on a date that we could have a meeting
toward the end of June.

The second item I just wanted to mention
here, something that Mr. Desmond and I have talked
about in the -- very recently. It wasn't brought
up today, it's a transmission issue in part, but
it is, I think, very important to California, and
that is this whole question of the exact
functioning of the Cal-ISO and what's in it and
what's out of it.

And the PUC's looked with chagrin -- I
don't know if there's anyone from SMUD here --
but, you know, and WAPA, about the breakoff of
WAPA and going with SMUD. It's raised now
significant issues, I think, in northern
California as it affects the COT line, the
C-0-T-P line. And that it raises serious seams
issues and there are more parties now thinking
that this is an attractive thing to do.

And it leads to a balkanization of

transmission planning and policy in California.
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And the Public Utilities Commission last year we
asked then Secretary Abraham not to let this go
forward. That advice was ignored. We have a new
Secretary of Energy in Washington, D.C. And we're
in the process of again making that request that
they look very carefully at the DOE before this
goes forward.

I would hope that the load-serving
entities here, particularly those including
southern California that look to the COT line for
resources, take a very careful look at the
importance of this issue and the potential further
balkanization of transmission policy, planning and
operation in the State of California.

I don't know, Mr. Desmond may want to
say a word or two in this regard, too.

DEPUTY SECRETARY DESMOND: I'll just
keep my remarks very brief. At the time, going
back, we also shared some very similar concerns
and were provided with assurances at the time, as
conditions have changed, it may warrant
reconsideration of some of those original
assumptions.

But, I know that the ISO has been

working very hard, and insuring to the extent
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there is a change, they are. But we'll be talking
about it again in the very near future.

CHAIRMAN KEESE: Commissioner Brown.

COMMISSIONER BROWN: Thank you very
much. I would like to also thank all of the
participants here today. It was very helpful.

The one thing Secretary Desmond and I
were speaking of just a minute ago was the fact
that we should be thinking much more seriously
about and much more detailed about natural gas
supply in the State of California, and the
development of LNG facilities.

The situation is very complex. I
understand the FERC has taken a position that, for
example, that offshore is not really very
feasible. And is probably denigrating it. We
have to look, I think, at that.

We have to look at the market structure,
and we have to look at the constraints so that we
see that we have both affordable and a reliable
source. It's becoming increasingly difficult, the
price, as has been mentioned, is going sky-high,
and I think we should look at this as a major
portion of our energy picture, since 40 percent of

our electricity generation depends on it.
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CHAIRMAN KEESE: Commissioner Grueneich.

COMMISSIONER GRUENEICH: I first of all
want to thank everybody. This has been my first
meeting of these joint agencies, and it's been
very very helpful to hear everybody's viewpoint.

I thought it might be worthwhile to
share with folks, since I am a new Commissioner at
the PUC, four of the areas that I intend to put
particular emphasis on and assess the effect
working with the other agencies and organizations.

The first is that I have a very very
long-standing interest in energy efficiency. And
I've talked with Commissioner Kennedy, who is the
Chair of the Commission's energy efficiency
docket, and we will be working together. Art and
I go way back on this issue, so I certainly want
to get involved in it. And if anything today
emphasized for me that we need to bring energy
efficiency out of the very detailed work that's
going on in the actual programs and implementation
and make sure that there's a much much better link
into the planning process.

Because if it is our first order in how
we're approaching resources, we need to make sure

that it is as an integral part of the process.
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And certainly I'm willing to put my efforts to
making sure that we have that going forward.

The second area that I have a very
special interest in is climate change. And I've
already met with Secretary Lloyd about efforts
that we can be working together at the PUC, along
with the other agencies, and certainly the
leadership role that President Peevey has shown.
And that's something that I intend to be very
involved in, as well.

The third area that I'm very interested
in is transmission line, both the planning, the
permitting, the financing and the operations. And
I will be handling some of the cases at the Public
Utilities Commission on transmission line
permitting. And I want to make sure that I stated
publicly today my pledge in working with the
Energy Commission, with the ISO, as well as with
the FERC, to make sure that we do get these lines
permitted and built as soon as we can.

And then the fourth area was my strong
interest, which I have already expressed to
President Peevey, about being involved in the
Energy Action Plan Two.

(End tape 3A.)
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COMMISSIONER GRUENEICH: That I looked
at the third round of EAP-1, I guess, and I
thought at that time I was an outsider looking in.
But it was tremendously helpful to have the three
agencies on the same page, and then find out it
was also consistent with the Governor's Office.
And I think that is an important area to then work
for in the future. And it's my hope to be
involved with that, as well.

Thank you.

CHAIRMAN KEESE: Thank you.

Commissioner Rosenfeld.

COMMISSIONER ROSENFELD: Unlike Dian, I
don't have to state my interests; my obsessions
are energy efficiency and R&D.

I just want to say I'm pleased that
we're getting this issue of the interruptibles
listed back on the table. I remind folks that for
years, as far as I remember, they were on the
table. And then they disappeared. And then every
time the (inaudible) came off I used to have to
call Dave Ashuckian and find out what line 15A and
15B really were. So it's nice that they're being
included again. Thanks very much.

CHAIRMAN KEESE: Thank you. I think
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everyone. It's been a good one.

Thank you,

(Parties speaking simultaneously.)

(End tape 3B.)
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(Whereupon, the Joint Public Meeting was

adjourned.)
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