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EXECUTIVE SUMMARY

The Markets
Program

This performance report is the Commisson’s initia report on the results of its
performance measures developed in 1997, under the Government Performance
and Results Act (GPRA). The performance measures cover the Commission's
two program activities — energy markets and energy projects — as well as
Commission administration.

Thirty months ago, the Commission established agod of promoting competitive
markets. It aso proposed a seriesof indicatorsto show where newly competitive
natura gasand dectric power commodity markets were working well and where
problems were arising. In the time since then, the Commission has met the spirit
of GPRA by examining its performance measures, identifying inadequaciesin the
markets, and indituting magjor intiatives to address the problems. The key
initiatives are:

« Order No. 2000. This Order will foster new Regiona Transmisson
Organizations (RTOs) in the dectric industry. RTOs will integrate electric
markets over broader regions than before and ensure the independence of the
transmisson grid, akey underpinning for well-functioning eectric markets.

« Order No. 637. This Order responds to a number of emerging issues in
natural gas markets that became clear as part of the Commisson’s effort to
examine market performance more closdly.

« FERC First. The Commission has undergone a complete interna
reenginesring, largely to ensure that it can focus more fully on developing
energy markets, as wel as on more traditiona regulatory activities. The
Commissionhasmerged economic regulation for naturd gas, ail pipdinesand
electric power. It has aso established a new Office of Markets, Tariffs and
Rates, whose mission will be to oversee and andyze energy markets, building
on the performance measurements reported here,

Aspart of these efforts, the Commissonhas come to understand that the best way
to judge performanceis not to consider each measurement inisolation, but to view
them together as anintegrated whole. Any one indicator in isolation could prove
mideading, but severa together can provide an accurate diagnostic of market
performance. These measurements, takentogether, areincorporated into aState
of the Markets 2000 report, which will be issued annudly as the Commission
continuesto perfect its approach to regulating energy markets. The State of the
Markets report will help the Commission to:

« undergand devel opmentsinthe markets, many of whichcannot be anticipated;
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Energy Projects

Management

. identify emerging market regulatory issues, including new forms of market

power; and
« provide afoundation for Commission action in the future,

With State of the Markets 2000, the Commission believes has arrived & an
approach that will dlow it to track the indicators of a well-functioning energy
market, suchas efficiency, transparency, transactiond liquidity, ease of entry and
exit, and competition. Astheenergy markets change over time, future State of the
Markets reports will reflect these changes by adjusting the indicators it examines.
The energy markets section of this FY 1999 Performance Report contains a
summary of key performance indicators from State of the Markets 2000. The
complete State of the Markets 2000 will be issued separately.

Findly, the Commissionis working with the Office of Management and Budget to
obtain blanket approvd for customer surveys that would let it measure customer
perceptions of how well the Commisson is mitigating market power in the natural
gas and dectric markets. The Commisson hopes to begin this measurement
program during the coming yeer.

The Commission’s internationaly-recognized dam safety program continues to
ensurethat jurisdictiond dams are properly constructed, operated and maintained.
The dam safety program continuesits high leve of performance despitethe ageing
of dams under the Commission’s jurisdiction and the resulting structural and
operaiond chdlengesthat entalls.

For pipdine congtruction, it is becoming ever moreimportant that the Commission
process cases as dfidently as possible to meet rgpidly evolvingmarket conditions.
For thefirg imeinthe FY 1999 performanceplan, the Commissonsystematicaly
grouped certificate gpplications by the level of effort required to respond to them
and established clear targets for thetime it should take to process each type of
application. Among four typesof certificate cases, threemet or best targets, and
the fourth gpproximated the target time. The Commission has aso worked to
speed up its hydropower licensng program. When agpplicants have used the
Commisson’s collaborative process for such licenses, processng time has
averaged just under ayear, as opposed to about 33 months for other cases.

Fndly, the Commisson has not yet established good measures for how wdl it
balances environmentad and other condderations in its projects programs. The
measurements included in the FY 2001 performance plan represent progress in
thisarea. However, finding good performance measures for balancing numerous
conflicting interests remains a difficult problem.
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Meeting the
Challenge

Many of the management performance measures referred to reducing processing
time. Herethe Commissionhas succeeded in both its natura gas certificates and
hydropower efforts. During FERC Firgt, the Commission reduced itsworkforce
by 8 percent, while mantaining its high level of productivity. The Commission
mugt repeat this performance over the next 5 years. Smilarly, theCommission has
continued itssuccessful effortsto ensurefisca responsibility, for example, through
achieving another unqudified opinion from its outsde auditors.

During the Commisson's reengineering efforts, it became clear that he
Commission must pay more attention to its management functions, especidly for
human resources. The Commisson will need to make better use of its current
employee base and aso subgantialy change its skills mix to meet the chalenges
it will face over the next few years. As a reault, the Commisson’s FY 2001
Performance Plan includes sgnificantly more performance measuresin this area
than are reported on here,

The Commission views performance measurement as a vitd long-term effort to
improve the qudity of its work ensuring a secure supply of reasonably priced
energy services on behdf of the American public. While much work remains to
be done, much has dready been accomplished. Most importantly, the
Commissionisaready usng its performance monitoring efforts as anintegrd part
of assessng which policies are working well and which need to be changed and
of informing itsddliberations about howto change. The Commisson isdetermined
tobuild on this reponsve approach to performance measurement becauseit isthe
only way to provide redl benefits from competition to American consumers.



INTRODUCTION

In September 1997, the Commission issued itsfirg strategic plan, as required by
the Government Performance and Results Act (GPRA). The drategic plan
identified dtrategic goas and objectives for each of the Commisson’s program
areasand for adminigration. It also proposed successindicatorsthat, if measured
appropriately, would show how well the Commission was succeeding & meeting
its gods and objectives.

The Commission followed the strategic plan with its initid annua performance
plan, issued in February 1998. Inthe performance plan, which covered FY 1999,
the Commission huilt on the strategic plan by describing how the performance
indicators for each programwould be measured to determine success, describing
sourcesfor data, and highlighting strategies that would be used to achieve success.

Thisisthe Commission’sinitid performance report, completing the process begun
withthe 1997 drategic plan and continued withthe annud performance plan. The
performance report builds on the preceding documents by providing detailed
resultsof the Commission’ sperformancein support of the Commission’ sgoasand
performance measurements.

The Commission in Brief

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

The Commission adminigters laws and regulations involving key energy issues.
These include the trangportation and sale of natural gas in interstate commerce;
regulation of eectric utility wholesale rates and transactions; licenaing, ingpection
and adminigtrationof non-federa hydroedectric projects, and oversight of related
environmenta meatters.

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

The Commissongenerdly meetstwice amonthto transact business. It considers,
onacase-by-casebass, licensesand certificate gpplications, rate filings and other
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matters submitted by regulated entities, and setsindustry-widerules. Mestingsare
open to the public under the provisions of the Gover nment in the Sunshine Act.

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

Mission, Vision, and Values

During FY 1998 and FY 1999, the Commissonundertook acomprehensive look
at how it does business today and how it can meet the needs of tomorrow’s
competitive markets and public policy requirements — the FERC Firdt initidive.
Among other things, FERC First accelerated the evolution of both the misson
datement and darified the Commisson's drategic vison. As an additiona
outcome of the reinvention process, the Commisson has developed a series of
aght valuesthat set the parameters for how the Commisson will pursue itswork.
They represent the current gpplication of misson, vison, and values a the
Commission.

FERC Mission

The Commission regulates key interdtate aspects of the dectric
power, natura gas, oil pipdine, and hydrodectric indudtries. The
Commisson chooses regulatory approaches that foster
competitive marketswhenever possible, assures accesstordiable
service at areasonable price, and givesfull and fair consderation
to environmenta and community impacts in assessing the public
interest of energy projects.

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

FERC Values

« Employees — People are our most valued asset. We provide the support
needed for al employeesto excd.
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« Integrity — We maintain the highest level of professonadism and an
environment of fairness, trust, respect, and honesty.

« Diversity—We vdue diversty in people and idess.

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

« Progress and Innovation — We are cregtive and flexible, and seek out
opportunities to improve.

« Action — Prompt and far resolution of matters before the Commission is
essentia to our misson.

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

« Public Service —Our ultimate objective is to provide vaued servicesto the
public.

The Commission’s Goals

Regulating Energy
Markets

When developing goas for the strategic plan, the Commission recognized that a
number of itsrespongbilities and approachesto megtingthoseresponsbilitieswere
gmilar acrossindudtries. The Commission grouped itsgodsfor each industry into
severd broad categoriesthat cut acrossindustries. Those broad categories are:

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

During the Commission’s reinvention effort in FY 1998 and FY 1999, the
Commissionrecognized the need to redign itsalf to meet the changing needs of the
energy industry. The Commisson has moved from traditiond regulation to a
mode more representative of the rgpidly evalving energy indudiry.  Through its
renvention efforts, the Commisson is shifting its organization and program
structureto reflect a more contemporary regulatory model. During FY 2000, the
Commisson is changing its program and organization structure to match these
pprocess categories.

Electric Power
The Commission will regulate ectric transmisson and bulk power markets to
a) foder the growth of efficient, competitive commodity markets, and
b) protect customers from excessve trangmisson rates and service
discrimingtion.

Natural Gas
The Commission will regulate naturd gas pipdinesto
a) ensurethat pipeine trangportation service supports efficient, competitive
commodity markets, and

3
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Authorizing and
Monitoring Energy

Commission
Administration

b) protect customers from excessve transportation rates and service
discriminetion.

Oil Pipdines
The Commissonwill ensurefar accessto the ail pipdine sysemsfor dl customers
under just and reasonable rates, terms, and conditions.

Natural Gas

The Commission will regulate interstate naturd gas pipelines to ensure that
adequate capacity and rdigble, flexible service is avallable in the interstate natura
gas trangportation systems.

Hydropower
The Commission will regulate nonfedera hydropower projectsto
a) ensurethat sustainable hydropower resourcesare licensedfor the public’'s
benefit,
b) maintainthe nation’s existing hydropower development to serve dl water
resource interests, and
c) ensure dam safety through ingpection of facilities and operations.

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



FY 1999 Performance Measurements Results

FY 1999 marksthe firs appearance of performance measurements devel oped by
the Commisson to comply the Government Performance and Results Act
(GPRA). Although these performance measurementswere devel oped in 1997 for
the Commisson’'s FY 1999 performance plan, they foreshadow its Strategic
direction and organizationd redignment. By FY 2001, the Commission’'s
organizationd structure, the budget request, and performance measurements will
bein full dignmert.

Requlating Energy Markets

Overview

The Commisson’'s overdl objective in regulating energy markets is delivery of
reliable, competitively-priced energy services, with customers protected fromthe
exercise of market power. Naturd gas and petroleum commodity markets have
been competitive for sometime. Electric power marketsare becoming much more
competitive inmost of the country, placing stress onexisingmarket and regulatory
inditutions. In each industry, the Commission has fostered the emergence of
competitive markets and now mugt address key market issuesby formulating new
regulatory approaches.

The Commission has come to understand that the best way to judge the
performance of energy marketsis not to consder each measurement in isolation,
but to view them together as an integrated whole. These measurements, taken
together, areincorporated into a Sate of the Markets2000 report, whichwill be
issued annudly as the Commission continuesto perfect its gpproach to regulating
energy markets. With State of the Markets2000, the Commissonbdieves has
arrived at anapproach that will dlow it to track the indicators of awd|-functioning
energy market, such as efficiency, transparency, transactiona liquidity, ease of
entry and exit, and competition. The energy markets section of this FY 1999
Performance Report contains a summary of key performance indicators from
State of the Markets 2000. The complete State of the Markets 2000 will be
issued separately.

The nation’'s energy markets are in the midst of complex and rapid changes.
Evduating the success of the Commission’s market programs requires innovative
approaches to performance measurement, because many of the problems which
the Commission identifies and addresses in energy markets cannot be predicted.
The answer to this chdlenge lies in developing a process for the Commission to
rapidly assess markets, to determine whether particular trends or events revesl
policy-related problems, and to flexibly accommodate those trends.

To be fully successful at measuring itsperformancerelaive to energy markets, the
Commisson's market analysis needs to function on three levels. 1t must:

« undergand in red time the developments in the markets, many of which
susceptible to long-term advance planning;
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Efficient,
Competitive Markets

. identify emerging market regulatory issues, including new forms of market
power; and
+ provide afoundation for Commission action in the future.

Thesethree principles underlie the Commission’ s performance measurementsfor
energy markets.

Asinformationisreceived and andyzed at the Commission, aful picture of natural
gas and electricity markets develops. This picture must be informed by
experienced andysts and supplemented by inquiries and discussons with other
paties. The raw information aone will not be helpful inassessing energy markets
or the Commisson’s own activities Because performance indicators can be
quantified, they are intended to enable evauation of whether performance gods
are beng met. Peformance indicators should aso be based on externd
outcomes, so actud eventsin energy markets should be the basis of performance
indicators for the Commission’s energy market activities.

This could imply that the Commisson should develop a set of gtatic or smple
performance indicators, in the form of real market trends or events, and then
attempt to influence them through its ongoing market activities. But such an
approach could lead to policy interventions that interfere with effident markets, as
opposed to ading the Commisson in its mandate to further the public interest
through encouraging effident market ingtitutions. There is thus aspecial burdenin
the energy markets areato develop an gpproach to performance reporting which
reflectsbothaccountability and senstivity to the dynamic natureof energy markets.

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

This performance indicator is being reported interms of itstwo components“ more
new products’ and “a reasonable range of suppliers.” In terms of performance
measuresfor FY 1999, the Commission has developed the idea of “areasonable
range of suppliers’ into the more gpecific concept of commodity market
development. The Commissionhas devel oped the idea of “more new products’
into the more soecific concept of new service avaldbility. The FY 1999
performance measures for this indicator will be discussed in these terms.

Beginning withthe enactment in 1978 of the Natural Gas Policy Actand the Public
Utility Regulatory Policies Act, successve Congresses, adminigrations, and
Commissions have pursued policies leading to more competitive energy markets.
The key structurd changes during the development of these new energy markets
involved granting or requiring access to muitiple sources of the energy commodity,
through the mechanism of mandated open access to the trangportation systems.

Energy markets have three functions in terms of the physicd ddivery of energy:
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« aupply of the basic energy commodity;

» transportation of that commodity through pipeine or dectric transmisson
networks, and

 find digribution of the energy to consumers.

These three functions are now being further separated through ingitutiona
restructuring as well as changesinthe operational practices of exising inditutions.
The concept of unbundling traditiond, verticdly integrated monopoly utility
functions is the firg fundamentd step toward competitive energy markets.
Unbundling, in other words, is the action which promotes effective competition
among commodity sources. While natural gas and petroleum have been
competitive on the wholesde bulk commodity level for some time, the most
progress recently has been in the eectric power markets.

In terms of measuring the development of commodity markets, new techniques
must be developed by the Commisson. One of the mgor accomplishmentsof the
Commission’s efforts over the past 20 years has been the encouragement of
commodity source options. Asanindicator of the Commission's performancein
the area of market development, commaodity source options are among the most
relevant measures of energy consumers basic freedomto chooseinthe markets.

The promotion of commodity source options through Commissionactions should
have effects on the structure and characteristics of commodity marketsfor natural
gas and dectricity. Performance indicators in this area should be able to clearly
track these developments. The chalenge in developing and evauating these
indicators is twofold: defining commodity sources and related changes in
commodity markets in a way that makes sense, and locating publicly avalable
performance data that conforms to such a definition.

The measurement of commodity source options must begin with a definition that
alowsfor meaningful evduation. The concept of acommodity sourceoptionisnot
amply any entity which offers some type of energy-related product or service.
Rather, the more rdevant concept is that of asupplier of the basc commodity,
bulk energy in the form of naturd gas, petroleum, or eectric power.

A commodity source is the upstream or wholesale energy provider. It isthe
exigence of multiple commodity sourceswhichinturnalowsfor the devel opment
of services such as risk hedging, and specidized delivery contracts usng multiple
supply sources. Commodity source options a so beginto create more meaningful
priceinformationthrough competitive bidding, arbitrage, and other formsof buyer-
sler interactions.

While the Commission has not normdly collected systematic data on the number
of commodity source options available to customers, some informetionisavailable
which demonstrates the rapid growth of energy providersinthe marketplaceasa
whole. For example, the Commission accepts filings from entities seeking
approval to transact business under market-based rates, which are subject to
lighter-handed review by the Commission.
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By taking the ligt of such marketers and sorting them by type and year of market-
based rate approva, a trend of rgpid growth during the period of competitive
commodity market development in the dectric power markets can be seen,
dthough more work needs to be done to develop and interpret this data.
Specificaly, moreinformationonthe current status and size of various commodity
suppliers would be useful, snce some entities which received market-based rate
approvals may have since |t the business or do not actively participate in the
market. Information about other sources which may not have market-based rate
filings would hep to fill in the picture of how many commodity sources are
available to consumer, and this larger picture should probably be developed a a
regiona level (which inturn relates to the issue of market definition and market
concentration).
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The development of competitive bulk wholesale commodity markets spurred the
development of many new typesof services. New sarviceavailability, then, isone
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way to describe the broad range of new opportunities for consumers to receive
energy, not smply the existence of more suppliersinthe bulk commodity market.
Such services indude many innovative approaches to transportation and (for
natura gas) storage, new forms of serviceddivery (for example, for different time
periods), and financia instruments such as those based on risk hedging.

Transportation Services. Increasng commodity source options, dong with the
development of spot markets and the resulting opportunitiesfor cost savings, have
led to the crestion of numerous innovative options for trangportation service over
the dectric power transmisson and interdate pipeline networks. Customers
seeking to access the competitive bulk wholesde commodity markets are now
being offered moreoptionsfor moving the energy commaodity onceit is purchased.

Delivery Services. Smilarly, the ability of wholesde cusomersto shop around
for their energy services has led to a greetly increased focus on customer service
on the part of market participants. Therange of ddivery and service choices is
growing extremdy rapidly. The types of delivery services now avalable to
customersincludes, for example, customized pricingand hilling, sophisticated red-
time metering, integrated energy portfolio management, and a full range of energy
audit and dtrategic energy service planning services.
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Financial I nstruments. The development of competitive pricing in spot markets
has spurred alarge class of financid markets, indrumentsand services. The basic
moativation for these financid ingruments is risk hedging. This has led to the
development of active futures and forward contract markets such as those
operated by the New Y ork Mercantile Exchange (NY MEX). Inaddition, market
prices have enabled new types of financid arbitrage instruments such as
derivatives, which dlow market participants to trandate underlying market
conditions and the resulting changes in commodity prices into vaue in the
marketplace.

Performance measuresinthe area of service availability should be able to trace the
development of innovative service options, and to show how the appearance of
competitive bulk wholesae markets or other changes in the way energy markets
are structured are related to the development of service options over time.

The Commission has not traditionaly been in the business of expliatly tracking
sarvice avallability indicators, adthough the perspectives of its cusomersin terms
of what kinds of servicesthey want and what kinds they can actudly get are an
important part of the Commission’ soverall understanding of markets and customer
needs. Mgor innovationsin service are often advertised and marketed, and there
has been arapid growth in the role of the trade pressin reporting on some types
of sarvices. Performance measuresin the area of service availability will continue
to develop as the Commisson rethinks its information needs and how to achieve
goals regarding the use of externd information (as opposed to information which
is reported directly to the Commission).

One measure of how the Commisson uses information about new service
availability to make informed policy and further its misson is the development of
informationabout the natura gastransportation market leading into therulemaking
for Order No. 637. Themap below showsthe nationa natura gaswholesale spot
pricesand the directionof flowsoninterstate natura gas pipdinesin April of 1996.

10



FY 1999 Annual Performance Report Federal Energy Regulatory Commission

Natural Gas Spot Price Differences Between Selected Points
April 1996
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Source: Natural Gas Week. Data through April 29, 1996.

Notes: Monthly average prices for selected delivery points for deals in April. Prices for Alberta and Niagara are for Canadian spot transactions of 12 months or less.
Prices used for Detroit are from Columbia Gas at Maumee, Ohio. Spot prices reflect transactions of 31 days or less. Monthly price is the median of the prices
assigned to a market center area.

What is important about this information is the fact that the devel oping naturd gas
market produced a Stuaion where the differences in prices between distant
regions created powerful market forces which draméticaly changed the impliait
price of gastrangportation. Thisis shown in the following graph, which presents
the implicit price of transportation service between New York and South
Louisiana, compared to the regulated rate caps placed on that service.

11
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are IT rates from Columbia, $0.45; Tennessee, $0.59; Texas Eastern, $0.57; and Transco, $0.44.

Theinter-regiona spot price disparity created a vaue for transportationwhichwas
at times far in excess of what pipdine companies could charge for the service.
Thisimpliat vaue of pipdinetransportation, whichcould not be recovered through
flat rates, led to efforts by market participantsto recover this vaue through other
means. Through the use of informed analyss such as this, the Commission
determined the need for a mgor rulemaking on short-term naural gas
trangportation services, culminating in the issuance of Order No. 637.

Performance indicators in the area of service availability should aso be able to
trace the pace of development of new services as the impact of commodity market
competition leads to more market opportunities and innovation. Thisisagain an
area where the Commisson has not typicaly collected information in a
systematized way. However, an inventory and chronology of innovative service
offerings, categorized in a sengble fashion, should be an attainable god for
preliminary performance indicators.

New Electric Transmission Services (Post Order No. 838)

Order No. 888 required public utiliiesowning, controlling, or operating interstate
transmission lines to file nondiscriminatory open-accesstariffs that offered others

12
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the same transmisson service they provided themsdves. The companion rule,
Order No. 889, Standards of Conduct and Open AccessSame-Time Information
Systems (OASIS), covered standards of conduct for public utilities, and ensured
that transmisson owners and their ffiliates did not have an unfair competitive
advantage in using transmission to sdl power.

Taken together, these rules have had a significant impact on ectric transmisson
services.

1. Virtually dl public utilities filed tariffs gating rates, terms and conditions for
comparable service to third-party users of their transmission systems.

2. Through OASIS:

a) improved information about the transmisson system is available to al
participantsinthe market a the sametime thet it is avallable to the public
utility’ s merchant function and market affiliate.

b) movement toward computerized marketsfor transmissonreservationsand
ancillary services.

3. Development of independent system operators (1SOs) as away to mantan
electric system rdiability. The concept underlying 1SOs is that the existing
owners of tranamisson facilitieswould turn over operationd control, but not
ownership, of these facilities to new independent entities that would operate
the transmission sysems in conjunction with those of neighboring utilities.

4. Although broader than smply trangmisson, the development of power
exchanges as trading centers where:

a) utilities power marketers and other suppliers can submit price and
quantity bidsto sell energy or services,

b) potentia customers submit offersto purchase energy or services, and
C) aspot or market-clearing price can be established.

5. Again, athough not drictly a service, the development of congestion
management pricing mechanisms by some of the leading 1SOs (e.g., PIM,
Cd-10), provides for more efficient dlocation of transmisson capacity.

New Gas Transportation Services (Post Order No. 636)
Order No. 636, among other things, established open accessto the natura gas

trangportation grid by unbundling saes of naturd gas from the transportation
sarvice. The order completed the trangition of gas pipeines from primarily gas

13
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merchants to transporters of gas owned by others. Features of natural gas
markets in the wake of Order No. 636 include:

1.

10.

11.

12.

13.

14.

Capacity release mechanisms that allow shippers to participate inthe
secondary capacity market.

. Parking and loaning services that facilitate gas trading and improve pipdine

capacity usage.

. The development of over 30 market centersthat allow shippersto reroute gas

services from one pipeline to another.

. Computer based dectronic trading.

. Hourly and daily demand charges to support the eectric industry

Greater amounts of i nterconnects between pipdinesouts deof market centers.

. Muchgreater use of offsets and compensating balances to resolve imbaance

issues (now effectively mandatory under Order No. 637).

. Greater use of incrementa capacity pricing in some markets to encourage

expansion.

. Resolutionof exigting rall-in and incremental issuesto reflect the economics of

the greater opportunities for release. (Northwest Pipdineg PG&E —
Northwest).

Gradua diminationof the distortions caused in rate and gas pricing structures
by obsolete gas contracts.

A sharp increase in the minimum dollar leves for light-handed or exempt
cgpacity expansion. Thisleadsto greater flexibility in adding services below
the system expansion leve (additiond taps, loca compression, laterds etc.).

Increased segmentation of capacity rights, which more closdy matches
demand to contractua obligations. (We have pushed thisissue further under
Order No. 637).

Pricing flexibility reflected inthe use of negotiated rates— this enables shippers
to vary the leve of commitment on volumetric requirements, the term, the rate
level, and the risk sharing relating to future volumes or demand for
trangportation, or to hedge the delivery price of gasin the end user market.

GasIndustry Standards Board (GI SB) standards, whichhas greetly increased
uniformity in nominating and scheduling  conventions, language and time
frames, thereby sgnificantly reducing transaction codts.

14
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15. The use of auctions in some systems as ameans of assgning vaue to limited
transportation capacity.

In addition to these new types of physca service and contract mechanisms,
entirdy new financid servicesfor risk hedging and the management of volatile gas
prices have been developed. NYMEX initiated natura gas futures contracts in
April of 1990, and today afull range of derivativesis available. Electric power
futurestrading beganinMarch, 1996. The combination of new servicesand new
finencial risk management tools has transformed energy markets and given
consumers options which would have been impossble in the past. The
Commission continues to respond to these devel opments, most recently with the
rulemaking on short-term gas transportation services.

As planned in the FY 1999 performance measures, the Commisson has
established anew indicator initsfiling tracking systemfor eachfiling that proposes
to offer a new service or expand the availability of an exiging service. The
Commission aso collects data from natura gas pipelines on the identity of their
customers. Thisinformation is being supplemented with data for capecity in the
secondary market through the Commission’ scapacity releasedata. Open access
in the eectric power industry is much newer.

Performance Indicator: Natural gas and electric power priceswill become
mor e responsive to market conditions —that is, prices will reflect changing
supply and demand conditions more clearly and more quickly.

In an efficiently functioning commodity market, prices will convey a wedth of
information about underlying conditions of supply and demand. This information
alowsmarket participants to make informed decisons. Effident pricing playsthe
key mediating role in both short- and long-term market behavior. The trangtion
fromregulated to market-based prices should lead to pricesthat respond to rapid
changes in demand during the day and across seasons.  In addition, unexpected
eventssuchasfacility outages and abnormd weether patterns should be reflected
in commodity prices.

The Commission has aready begun to use price data to understand these new
markets, and draw vauable lessons which hep guide palicy. In the future, the
Commission will use these short-term price data to address questions such as.

* What types of price events do dectric and natural gas markets exhibit?

*  What explains the occurrence of these price events?

» Arethere price eventswhich are in fact inefficient, i.e. reflect sructura flaws
in the markets themselves?

* How can such inefficient price events be avoided, for example, through
changes in Commission policy or market operations?
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Daily Price ($/MMBtu)

The following example demongrates some of the complex relationships between
pricesand physica events. Heating degree daysreflect the need for space heating
during cold wesather, indicatinghow many degreesthe meantemperature fdl below
65 degrees for the day. For example, if a day’s mean temperature were 45
degrees, there would be 20 degree days for that day. Their seasond variation is
apparent from the figure. The natural gas spot price appears to react to this
seasond variation in a number of digtinct ways. Firdt, note that there are some
seasons in which the spot prices show no apparent response to the change in
heating degree days. In other years, thereis an increase in the spot price which
coincides with the maximum in hegting degree days. But in one year thereis a
dramatic increase inthe spot price, whichal so coincides withthat season’ s hegting
degree day maximum.

Natural Gas Spot Price vs Heating Degree Days
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The explanation for these variations depends on severa key dements. Fird, the
fact that insome yearsthe price does not react at al indicates that there are other
factorsthat hep to determine the spot price. Theseinclude demand for natura gas
in other parts of the country, the adequacy of seasona storage and pipeline
avalability. Second, thevariety of responsesin different years, dongwiththesze
of some of the price responses, indicates the presence of threshold effects, in
which the combination of factors determining the price can lead to rapid price
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changes (that is, the price response is not continuous or smooth). Such threshold
effects are characteristic of network industries in which the transportation
infrastructure can become congtrained, or bottlenecked, leading to the isolation of
portions of the market in which more expensve supply is required to meet
demand. Third, thevery large priceresponsein oneyear may reflect inexperience
on the part of market participants, as opposed to an underlying market
imperfection which might warrant a changein palicy.

An example of the Commissonusng priceinformationto understand and identify
an issue in an dectric power market is shown below. The example is from the
New England regiona market for operating reserves. Itisgenerdly expected that
for any specific generator, it costs more to provide reserves that can be used
immediady thanthose that take time to access. In the New England market, the
initid market design accepted bidsfor these operatingreserve markets at the same
time but then cleared each market sequentidly. This, dong with other incentives,
dlowed atificid shortagesto emerge insome of the reserve markets. Thiscan be
seen in the figure below as periodsinwhichtypes of reserve power that should be
cheaper to produce were actudly priced higher than other types of reserve power
(10 minute spin), which should be more expensve. The gppearance of this
ineffident result in the reserve market indicated the need for inditutiond changes
to head off amilar eventsin the future,

NEPOOL Operating Reserve Prices, July 7-8, 1999

=10 Minute Spin ($/MWh)

= = =10 Minute Non-Spin ($/MWh)

30 Minute Reserve ($/MWh)
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To evduate the efficiency of short-term prices and market response, the
Commission has begun collecting price information for avariety of locations and
times (hourly, daily, etc.). There are two main sources for this information: for
both gasand electric power, the main source of price datawill &t first bethe trade
press, which collects a great deal of information but has no standardized
methodologies. For eectric power, thiswill be supplemented by datafrom RTOs.
It is possble that the Commission will require more access to real-time price
information and related data to fulfill itsmissoninanincreasingly complex market
environmen.

Market assessment and oversght will be an ongoing process which focuses on
competitionand discriminationinthe natura gasand bulk wholesae dectric power
markets. Over time, information and knowledge developed in the market
asessment and oversight process will be used to support case processing,
rulemakings, and other Commission activities as needed.

Performance Indicator: Natural gas priceswithin each trading regionwill
tendtoconverge, except to the extent there are demonstrabletransportation
constraints or costs. Wholesale electricity price differenceswill alsotend to
narrow.

The Commission will also use the trade press, RTO, and other price information
to develop its performance measurement of this success indicator. Such a
performanceindicator will evaluate how the broader, longer-termprice trendsare
related to inter-regiona trade and the congraints on trade imposed by the

trangportation infrastructure. Over time, the trangtiond effects of the move to
competition should play out, leaving regiond price differentias which can be
tracked to identifisble infrastructure congtraints. Some of these congtraints may
be removed through investment, while otherswill remain (wellhead gas will dways
incur some transportation cost, and transmissionlinel osseswill never be diminated
entirdly). The Commisson dready uses this information as a diagnogtic toal,

athough further fine tuning is expected during FY 2000.

The example below shows one way to measure the convergence of prices.
Corrdatingthe natura gas pricesin neighboring states (whichiseguivaent totrying
to predict one state' sprice onthe basis of the price in the other state), it is evident
that there was a dramatic change in early 1996.

Before that period, the prices only loosdly correlated, while after that period, the
correlation increased and stabilized at anearly ‘perfect’ 1.0. This meansthat by
1997, if one knew the price of gasin Texas one aso knew what the price should
be in Louisana Efficient market arbitrage alows the prices to equilibrate at a
rapid pace. however, these kinds of corrdations will not dways be perfect, snce
therewill a times be constraints on the transportation system which lead to price
divergences.
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Correlation Coefficient
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Performance Indicator: It will be less costly, administratively, to transact
business on the interstate natural gas transportation grid.

The success of thisindicator is related to the development of new sarvicesin the
natural gas and eectric power industries. Asmore players enter the markets, and
as new sarvices are developed, it becomes more commercidly important to have
access to informationabout the pricing and availability of services. Asareault, a
rgpidly growing set of information services has gppeared. These information
services indude e-commerce, in which many traditiond energy companies, new
market participants, and others offer Internet-based information services. The
regionad markets themsealves offer extengve informationon system conditions and
pricesonared-time basis. The participation of mgor financid inditutionssuch as
the New Y ork Mercantile Exchange bring new resources to bear on information
provison.

As a reault, large consumers of energy services have access to information with
unprecedented speed. Hundreds or thousands of telephone cdls to potentia
suppliersand middlemencan be replaced by a set of computers where marketing
agents track prices across the countryinreal time. Over time, the benefits of this
type of information access will spread to more customers, as experience,
competition and technologica improvements reduce the costs of access.
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Constraining Market
Power

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

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

« Customers will generally agree that gas pipeline, electric transmission
and oil transportation ratesand services are just and reasonable, fairly
balancing the competing interests of the transporting or transmitting
companies and their customers.

These indicators refer to the Commission's success in diminging unnecessary
market power and infarly baancing the interests of dl whenmarket power cannot
be diminated. Both indicators refer to customer perceptions of how much
competition they see. The second indicator reflects the fact that some degree of
market power is inherent in the naturd gas pipeling, oil pipeine and eectric
transmission indudtries, which isthe bass for their being regul ated.

In both cases, the best performanceindicator will come from discussons with the
industry and its customers. The reason for gpproaching the measure this way is
that detalled, quantitative market power andyses are extremely difficult and
expendgve to perform. Evenwhenperformed, such andyses dmost never tell the
whole story by themsdlves. Non-quantified factors dmost dways subgantialy
affect the degree to which observed levels of market concentration trandate into
the posshility of market power abuses. In controlling market power, the
Commisson is essentidly baancing the legitimate interests of different parties.
Thereisno direct way of quantifying how wel the Commission is performing its
baancing function. However, broad approva from each mgjor industry sector
would not be possible unless the Commisson was succeeding in this balancing
function. As a result, measuring customer perceptionsis the most cost-effective
way of judging the Commission’s SUCCess in guaranteeing access to competitive
markets where feasible.

Both indicators fdl into a generd class of issues that involve the Commissonin
getting closer to its customers. During its reinvention effort, the Commissionmet
with its customers in numerous outreach meetings and focus groups. Given the
number of contacts made during reinvention, it would have been difficult for the
Commission to do more with its customers in this area. For this reason, the
Commissionisinthe process of obtaining generic survey authority fromthe Office
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of Management and Budget (OMB). The generic authority, which OMB
anticipates can be recelved within 60 days of gpplication, will dlow the
Commisson to coordinate its survey activities and recelve agpproval for specific
surveyswithin 10 days. A team has been formed to secure the generic authority,
and the Commissionanti cipates devel oping basdinesfor thisindicator in FY 2000.

Authorizing and Monitoring Energy Projects

Adequate Natural
Gas Pipeline
Capacity

The Commissionlicenses nonfederd hydropower projects and issues certificates
for congtruction of interstate natural gas pipdines. These projects have economic,
environmentd, and culturd implications, dl of which must be congdered in the
licenangor certificating process. I naddition, the Commissionisresponsible forthe
safety of hydropower projects and the operational safety and rdiability of liquified
natura gas (LNG) storage facilities. At the core of the Commission’ seffortsisthe
need to ensure that energy projects are sudanable environmentdly and
economicaly.

Growing demand for natura gas in various regions of the nation will continue to
drive an increase in gpplications for mgor pipeline extensons and new pipelines.
The Commission will encourage efficient gas pipeline congtruction to provide
individual customers and market entrants with increased choice and rdiability of
sarvice by givingthemmuitiple supply and ddlivery options. At the sametime, the
Commission will continue to balance and protect the competing interests of
pipdines, individuds, organizations, and resources affected by the gpplication of
eminent domain for new and replacement construction of naturd gas pipeine
infrastructures.

Performance Indicator: The Commission’scertification programwill allow
the appropriateamount of new pipeline capacityto be availableto serve the
mar ket when needed.

Performance Indicator: Certification of new pipelineswill be timely, while
fairly balancing theinterestsof thegasmar ket, project sponsor, landowners,
and the environment.

These performance indicators are linked directly to the Commisson’s ability to
process pipdline certificate casesfairly and timdy. In generd, depending on the
level of complexity and the number of opposing parties and type of oppostion
(e.g., landowner complaints), the Commisson acts expeditioudy and issues
congruction cetificates to alow the commencement of service on the date
requested by the applicant.
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Timeliness. In FY 1999, the Commission developed basdines and targets for

gpprova of gaspipdine certificates. The basdines and targets are based on four

types of gas certificate cases.

« Prior natice filings (typicaly small, uncontested cases);

. Cetificate cases that are unprotested and where no precedentia issues are
present. Processing times for these cases will generdly be shorter;

. Catificate cases that are protested. These cases may require litigation or

dternate dispute resolution for completion, tending to require more time; and

. Cases of firg impresson or that have larger policy implications. Target
processing times for these cases mugt take into account the fact that Smilar
policy issues may be intertwined through a variety of cases, sometimes
requiring the Commission to consider al aspects of the palicy.

Basdlines and targets for certificate cases are as follows:

Type of Case

Prior Years’
Baseline

FY 1999 Targets

Prior Notice Filings

80% of cases processe
days.

d8&pthiih Eises processe
days.

Unprotested Filings

80% of cases processe
days.

d8&hoh dds@s processe
days.

Protested Filings

80% of cases processe
days.

d 82 hoh Ges processe
days.

Cases of First Impressi

B80% of cases processe
days.

d82hoh G&es processe

days.

Resultsfor FY 1999 are as follows:

Days to Complete 82%
Type of Case Case Count Target Actual
Prior Notice Filings 261 56 57
Unprotested Filings 174 159 152
Protested Filingg 30 304 304
Cases of First Impressiors9 365 365

d withil

d withi

d withi

d withi

While the Commissionfdl jugt short of itstarget for processing prior noticefilings
it met its targets for protested filings and cases of firg impresson. Further, the
Commission exceeded its target for unprotested filings by 7 days.
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Ensuring That Conditions Work. Environmenta concernsplay asgnificant role
inthe review of certificate constructionagpplications. Pipdinesarefacingincreased
opposition from landowners as new projects are proposed in more heavily
populated areas. When new pipelines proposeto serve markets currently served
by exiding pipeines, the Commisson must baance the benefits of dternative
suppliesof natura gaswiththe environmenta impact of anew project. Criticd to
the Commisson's efforts to baance benefits and environmenta impacts are the
environmental conditions the Commissionbuildsintocertificates. TheCommission
regularly ingpects natura gas pipdine congtruction projects to ensure that the
projects comply with the environmenta provisons of the Commisson’s orders.

INFY 1999, basdines and targets were devel opedfor two performancemeasures.

Measurement

Prior Year
Baseline

FY 1999 Targets

Inspect all onshore cor|
projects over 2 miles if
least once.

n amgpth at

s®Restadrprojects inspec

1e2D8E dFgmtojects insped
once.

Inspect each major ong
construction projects
every four weeks duri
construction activity.

t tracst.once

hbd@% of projects inspe

g ongoing

clic€aDét dfgmojects inspd
once.

ted at I

cted at

In the case of the first measurement, the target was created before the basdine
was established. Thus, for FY 1999, the target percentage was lower than the
basdine. However, the Commission exceeded both the target and the basdine

percentage in FY 1999, as

shown in the table below:

Projects
Number Meeting
Type of Inspection of Inspectio Percentag
Projects n Criteria e
Onshore construction projefts ove62 miles 93 97%
in length inspected at least{once.
Major onshore construction| projec8& 8 100%
inspected at least once every four weeks
during ongoing construction activity.

The Commisson has dstarted a pilot program on third party, independent
environmenta compliance monitoring and reporting.  This pilot program dlows
more frequent constructioningpections and fosters quicker decisions onvariances
from Commission environmenta conditions. Third party compliance monitors,
hired by the pipeine but under Commission direction, will perform weekly
inspections of each congtruction ste. The monitors will dlow minor variances
within 3 days, and variances induding expanded work areas within 6 days, with
the time duration dependent on supervisory review by the contractors and the

23



FY 1999 Annual Performance Report Federal Energy Regulatory Commission

Licensing and
Administering
Hydropower

Commisson. This should speed the construction process and result in more
frequent compliance ingpections, to the bendfit of the environment. To ensure
compliance with environmenta regulations, the Commisson monitored pipeine
congtructionand right-of-way restoration activitieson 450 compliance tripsin FY
1999.

Hydropower fadilities provide tangible benefits to the regions where they are
located. These benefits include additiond recreational opportunities, economic
benefitsthrough commercia development, and the generation of eectricitywithout
use of fossl fuds At the same time, operation of hydropower projects can
adversely affect resources such as water quality, fishery resources, water-based
recreational uses, terrestria resources, and culturd resources. The Commisson's
chdlenge is to preserve the project benefits, while enhancing environmenta
resources.

The Commissionissueslicensesfor nonfedera hydropower projects and monitors
the projects to ensure that the conditions of the license are being met. The
Commission’s licenang and post-licensing processes have the multiple intents of
mantaning power generation, enhancing and protecting the environment, and
enhancing recreational assets of water resources. Integral to these processesisthe
participation of a myriad of stakeholders, induding loca citizen groups, power
users, Native American tribes, environmentd organizations, fish and wildlife
agencies, and the hydropower companies. Through this participation, the
Commission’ sauthorizations addressthe needs of the stakehol ders affected by the
hydropower facilities.

While the Commission’ srespongibility under the Federal Power Act isto strikea
balance among the many competing power and nonpower interests, various
statutory requirements means the Commissonmust shareitslicensng conditioning
authority with numerous state and federal agencies. These statutory authorities
include the &hilities of federa land management agencies to file conditions under
section 4(e) of the Federal Power Act, federd fishery agencies to file fishway
prescriptions under section 18 of the Federal Power Act, and state water quality
agencies to require water qudity certificate conditions under section 401 of the
CleanWater Act. Shared jurisdictionposes unique chalengesto the Commisson
inissuing timely and balanced licenses.

Performance Indicator: The Commission will reduce processing timeunder
itscontrol, particularlythroughtheuseof collaborativeproceduresandearly
involvement of staff.
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To establishabasdine, the Commissoncompared the average processingtimefor
al licenses filed since October 16, 1986 — the date the Electric Consumers
Protection Act was passed — to the average processing time for those projects
usng the dternative licensing process (collaborative), codified in Order 596 in
October 1997. The reaults are shown in the table below:

Licensing Process Processing Time (Filing to
Issuance)
Non-collaborative 2.77 Years
Collaborative 0.99 Years

Inthe grictly voluntary collaborative process, environmentd andyd's is combined
with the required pre-filing process. The early involvement of Commission saff
guides the process and avails the participants of the expertise and guidance
required to complete successtully the licensng process. The god is for license
gpplicants to work dosdy with al affected government resource agencies, non-
governmental organizations, and locd citizens to identify and resolve issues prior
to filing an application with the Commisson. The key component is using
cooperative gpproaches in resolving issues and the use of settlements and other
dternative dispute resolution (ADR) techniques to resolve disputes.

To avoid protracted licensing proceedings, the Commission has encouraged the
use of settlements. With settlements, thelicensesare morereflective of thedesires
of the local condtituency and result infewer lega challenges. Settlementsare often
an integral part of the collaborative process. InFY 1997, 15 percent of the 46
issued licenses involved settlement agreements. Of the 48 licenses issued in FY
1998 and FY 1999, the percentage involving settlementsincreased to 17 percent.
Since 1992, only sx projects have used the collaborative process. The
Commisson anticipates that a greater number of applicants will use the
collaborative processin the future.

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

In issuing or renewing licenses for hydrodectric projects, the Commission builds
into those licenses certain conditions under which the project must be operated.
These conditions may be developmenta (power-related) or non-developmental
(environmenta). The Commission is induding performance-based conditionsin
licenses with increased frequency. These conditions are designed to determine if
environmenta measures are efectively achieving specific levds of resource
enhancement and protection. One of the Commission’s databases contains the
license requirements and the results of the monitoring studies conducted to verify
whether the license requirements are achieving the stated goals or defined results.
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Thisinformationwill be used to fine tune requirementsand diminatethosethat are
ineffective. In addition, information from the systlem will help Saff determine if,
after accounting for biogeographical and operationd samilarities, licensang
conditions at one project can be successfully applied to other projects. Tracking
performance data dso will assst in making decisons on what particular designs
are gppropriate for devices suchasflow regulators and fish passage facilities. At
the river basin leve, data from monitoring reports will be stored in the sysem to
asss in evduding the effects multiple projects may have on resources, such as
water quality.

The Commission hasdeve oped databases and isworking to reengineer theseinto
an information system that will be critica in gauging the outcome of these
measures. A mgor effort isto achieve the ability to rdate facility, infrastructure,
resource, and rel ated-inventory informationwith our regulatory activities. Through
this reengineering effort, the Commisson will be able to more effectivdy and
comprehengvely evauate whether these conditions are protecting and enhancing
beneficia public uses.

An example of the type of protective conditions the Commission builds into
hydropower licencesinvolvesthe recent settlement reached in licensing the Clark
Fork Project. The settlement included the cregtion of a mitigation program to
prevent the loss of wildlife habitat, or mitigate for that loss, to an extent
comparable to the estimated loss of habitat due to continued operation of the
project. Another condition achieved in the settlement was the creation of aplan
to mitigate the effects of the project as an obstruction to fish passage, with the
long-term goal of increasing the native salmon populetion. At one project, the
Commisson required an evauation of the public’ s response to recreationa flow
releases. Theresults of this study and the input of resource agencies and white
water boaters alowed the Commission to revise required flow releases to better
accommodate white water boating needs and reduce effects of white water
releases on project performance. The Commission aso hasworkedwithlicensees
to develop shordine management plans that consider both economic and
environmentd resource vaues. The Commisson encourages licensees and, in
some circumstances, requires them, to develop shoreine management plans, in
cooperation with resources agencies, property owners, loca governments, and
other interested entities.

Although the Commission’ sautomated tracking capability is in the developmentd
stage, it continues to monitor the hydropower projects to provide data on the
performance of mitigative measures, such as fish passage facilities, fishery habitat
improvements, wildlife benefits, recreationd enhancements, and culturd resource
protection. It ensuresthat the measuresincorporated in licensesareimplemented,
and aso determines whether the measures are sufficient for the leve of
environmenta benefits envisoned & the time of licensing.
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Dam Safety

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

While hydropower fecilities provide tangible benefits such as recreationa
opportunities, economic benefits through commercial development, and the
generation of eectricity via a renewable resource, operation of hydropower
projects can adversdly affect resources such as water quality, fishery resources,
water-based recreational uses, terrestria resources, and cultural resources. The
Commisson’s chdlenge in licensing or relicensing hydropower projects is to
preserve the project benefits, while enhancing environmental resources.

During FY 1999, the Commission issued licenses for 19 hydrodectric projects.
The results of the licenang requirementsfor recreationa use are showninthe table
below:

License Requirements Number of Projects

Required new or upgraded recreational facilities 14

Existing recreational facilities adequate following review

In addition, the Commisson approved or amended 20 recregtion plans in
FY 1999. These plans typicdly require the construction or improvement of
fadlitiesthat providefishing accessto project waters. Thesefadilitiesareavailable
to the public for ther benefit. In addition, during the term of alicense, facilities
may be added or modified if needs change. Facilities at regulated projects may
include boat ramps, fishing platforms, canoe portages, parking aress,
campgrounds, and picnic aress.

Beyond itslicenang activities, the Commissonworkswithother concerned parties
to ensure the water resource vaue of itsjurisdictiona projects. Asamember of
the National Recreational Fisheries Coordination Council, the Commission
developed a plan for enhancing recreationa fishing opportunities &t its licensed
projects, to beimplemented by the end of FY 2000. Implementation is ahead of
schedule. In FY 1999, the Commission promoted recregtiond fishing at licensed
projects through a brochure and a*“Fishing Net” page on the Worldwide Web.
The Commission is consulting with the Nationd Marine Fisheries Serviceand the
U.S. Fish and Wildife Service on operations of severa projects in four river
basinsin relation to a dramétic increase in the numbers of salmon species on the
threatened and endangered specieslit.

The Commission has statutory responshbility for the safety of more than 2,600
nonfederal hydroelectric projects. Ingpections verify the structurd integrity of
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damsand compliancewithengineering, environmentd, and public safety conditions
and regulaions. They adso identify necessary maintenance and remedia
modifications. Inspections safeguard the continued operation of projects, aswell
as downstream lives, property, and environment. As a second line of defense,
emergency action plans make sure that the damowner and community know how
to dedl with potentid emergencies.

Performance Indicator: The percentage of high- and significant-hazard
dams meeting all current structural safety standardswill remain uniformly
high.

During FY 1999, the Commission identified 961 high- and sgnificant-hazard
dams. (This number varies each year, and there were a few additiond dams in
these categoriesin FY 1999.) Attheend of FY 1999, 55 high- and significant-
hazard dams were involved with on-going dam safety modifications. The
percentage meting dl current structura safety standardsis determined asfollows

961 qualifying dams -55 dams undergoing safety modification +
961 qualifying dams
= 94.3 % of high- and significant-hazard dams meeting all
current structural safety standards

Theremaning 5.7 percent of high- and sgnificant-hazard dams are inremediation,
and the Commission is deeply involved in the pre-construction and construction
phases of thiswork.

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

Dams assigned the sgnificant hazard potentia classificationare those dams where
falure results in no probable loss of human life but can cause economic loss,
environmental damage, disruption of lifdine fadilities or canimpact other concerns.
Dams assgned the high hazard potentid dlassfication are those where falure will
probably cause loss of human life  Given the definitions of these dam
classfications, it is criticd to the overdl success of the Commission’s dam safety
program that high- and significant-hazard dams be ingpected regularly.

The Commission’ sannud inspection dataindicatesthat of the 961 dams identified
inFY 1999 asbeing high- or sgnificant-hazarddams, 100 percent wereinspected
during FY 1999.

Performance Indicator: One hundred percent of high- and significant-
hazard dams will comply with emergency action plan requirements.
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Inspections, evaduations, remediaion, and monitoring cannot guarantee that
emergencieswill not occur. Falures of high- and significant-hazard dams, inmost
cases, cause large quantitiesof water toflow into nearby river basins. Downstream
communities are susceptible to the possble consequences of such falures,
induding damage to property, damage to the environmert, and loss of life. A
second line of defense to protect life, property, and the environment is the
development, maintenance, and periodic testing of emergency actionplans. These
plans specify actions that owners must take, incoordinationwithfederd, state and
loca preparedness agencies, in case of flood, earthquake, or project facility
falure

Of the 961 high- and significant-hazard dams identifiedin FY 1999, 99.8 percent
—dl but 2 dams— currently comply withemergency action planrequirements. The
two that have not complied have been referred, within the Commission, for
enforcement action.

Commission Administration

The changing nature of regulation requires changes not only to the Commisson’s
policies, but aso to how it doesitswork. Many of the key initidives in FERC
Firgt addressed human resources issues — how to develop and retain the right
workforce — and information technology. The Commission has also undertaken
severa other changesto ensure that its management and adminigirative effortswill
fully support its core programs. Thefollowing are highlights of the Commission’s
efforts to improve its adminigtrative work:

« Electronic Filing. Through better management of information technology, the
Commissionwill st up alargdly paper-free environment witheectronic filing
and posting of documents and automated work flow management.

« Srategic Workforce Planning. Asthe Commissonfaces the challenges of
the future, its overal successwill depend on workforce planning that digns
drategic gods with people planning. Human Resources programs are being
reexamined to ensure that they support changing resources and work
requirements.

« Diversity. Employees must be appropriately experienced and educated, but
aso should come from dl walks of life and be optimidtic, versatile, energetic,
and cregtive. A rich mix of talentsand kills requires people with nove ideas
and differing perspectives.

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

« Annual Charges. TheCommissonwill continueto collect annua chargesand

providetimdy payment of contractors' invoicesusng dectronic fundstransfer
(EFT).

« Independent Auditing. To ensure that dl financid requirements are in
accordancewithapplicablelaws, statutes and regulations, the Commissionwill
continue to have externd and independent audits conducted where

appropriate.

« New Procurement Systems. Implementation of acquidition reform initiatives
will continue to expedite procurement of goodsand services. Theseinitidives
indudeusngthe government-widecredit card, contractors  past performance,
and Interagency Agreements, whichwill sreamline the procurement process.

« Outreach. The Commisson has undertaken a systemdtic effort to enhance
rdaionships with Congress, federd and date agencies, and other
stakeholders, to improve overdl coordination and communication. More
public conferences and information exchange opportunities are being hosted
so that industry and other interested parties can meet and exchange
information with the Congress and its g&ff.

As aresult of its grategic redignment, the Commisson’s adminidirative support
activities are in the process of becoming a separate program. This trangtion is
taking placeduring FY 2000. The FY 2001 budget and performance planreflect
this change. The Commission will report on the results of its financia
measurements as anadjunct to the other administrative measurements until anew
st of indicatorsis introduced for FY 2001.

Inadditionto the adminigtrative performance indicators published inthe FY 1999
annua performance plan, the Commission has included finendd measurements
previoudy developed for the Commisson’s annud financid satements. The
financd measurements have been included for two reasons. Firg, the financia
measurements present an dterndtive view of adminidrative activity a the
Commissonby displaying performance based on the principles of good business
practices. Second, they represent the more substantive measurementsthat will be
used in FY 2001.
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Reducing
Administrative
Burden

The resultsfor the threeindicatorsinthiscategory display some distinct Smilarities
The cause lies in the interconnectedness of the indicators themselves. For
example, reducing processing times for workload, minmizing filing burdens, and
generating better information for use by the industries are rooted in the
Commission’s ability to develop and maximize a robust information technology
infrastructure.  While this may lead to some repetition in the reaults, it dso
demongtrates the Commission’ scommitment to reducingthe adminidrative burden
it places on the indudtriesit regulates.

Performance Indicator: Reducethe processing timefor docketed workload
and for resolving disputes.

Energy Projects. Dedayed hydropower licenang and pipeline certification
decisons can postpone the benefits of sustainable hydropower and available
natura gas. While parts of the licenang and certification processes require
extensve interactions with other agencies and compliance with other laws that
have their own time schedul es, the Commissionisfocusng its efforts on those parts
of the processes that it controls. These areasindude processing systems, conflict
resolution strategies, and information technology developments.

Gas Certificates. As noted above, the Commisson has been successful in
meeting established time frames for processng gas cetificate filings and for
enauring that environmenta conditions of certificates are being met through gte
ingpections. In addition to these successes, the Commission enacted thefollowing
initiatives regarding gas certificatesin FY 1999:

« The Commisson isimplementing changesin its regulations and processes to
respond more quickly to the anticipated market need for additiond pipeine
fadlities Order No. 603, issued in April 1999, streamlined the certificate
process and clarified filingrequirements. The order allows better responseto
changes in competitive market forces by, among other things, expanding the
scope of blanket certificates to let pipelines construct, operate, rearrange,
replace, and abandon more fadlities automaticdly. It dso expedites the
certification process by establishing procedures to reject patently deficient
goplications for proposed projects before the Commission spends Sgnificant
resources unnecessarily. The order requires pipelines to file more complete
goplications and sets a time limit of 10 days for the Commissonto issue a
notice of the gpplication or reject patently deficient gpplications.

« The Commisson hasaso offered natural gas pipelines the option of engaging

in a voluntary collaborative process with the public and Commisson gaff
before filing an gpplication for a certificate to congtruct or abandon new
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fadlities. The god isto improve communication, expand public participation,
and resolve potentia conflicts earlier in the filing process. Under the new
option, applicants natify the Commisson, the public (including landowners),
and state and local government officds of ther intention to start pre-filing
consultations. In addition to resolving disputes at an early stage of the
process, gpplicantsal so have the option of working with Commissongaff and
other interested parties to complete environmentd studies in advance of a
formd filing. The Commisson issued its find rule for collaboretive
procedures, Order No. 608, on September 15, 1999.

« In April 1999, the Commission issued a notice of proposed rulemaking
(NOPR) proposing methods for the early notification of landownerswho may
be affected by the consgtruction of natura gas pipdine projects. The god of
the rulemaking is to ensure that landowners have suffident opportunity to
participate in the Commission’s certificate process. The timdy participation
of landowners can result in the resolution of issues and in a more
comprehensive record, dlowing afaster Commissondecidon. Thefind rule
was issued in October 1999.

o On September 15, 1999, the Commissionadopted anew certificate policy for
new pipdine congruction. This was a result of the severa proceedings
initiated last year looking into the generd topic of trangportation services and
the conference hdd last June on gas demand in the Northeast. It isdso a
response to the growing volume of public and congressional concerns over
landowner and environmentd issues in many of the Commission’'s current
cases. The policy isexpected to provide more certainty asto the issue areas
the Commission will be looking at, while providing flexibility to gpplicants as
to how much emphasis they want to place on any one issue.

« On September 15, 1999, the Commission issued Order No. 607, designed
to clarify ambiguities in the exiding ex parte rules and to provide better
guidance on which communications to and from the Commisson are
permissble and which are prohibited. The revisons clarify the ground rules
for communication, congstent withthe Commission’ soutreachgods. Therule
isintended to permit more fully informed decison making, while ensuring the
continued integrity of the Commission’s decision making process.

These procedurd improvements may help to further improvements in the gas
certificate area.

Hydropower Licensing. Inhydropower, the Commission continuesto emphasize
the use of its dternative licenang procedure (ALP). The number of applications
using ALP continuesto increase. The resulting licenses have been issued in less
than hdf the time required for applications that did not use the collaborative
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approach, and have demonstrated increased consderation for the environment.
This procedure gives potentid licensees the option of filing a preiminary draft
Nationa Environmentd Policy Act document withthar application. TheALPaso
promotes early identification of issues, and cooperation and collaboration to
resolve issues during the prefiling consultation phase of hydro licensng. In FY
1999, the Commissionreceived license applications on 6 projectsusngthe ALP.
The Commission expects that nearly 40 percent of license applications recelved
between FY 2000 and FY 2003 will usethe ALP.

As noted earlier, the Commisson’'s use of ALP and various dterndive dispute
resolution (ADR) techniques has had a dramatic effect on the processing time of
license gpplications. The average processing time for license applications has
shown adramatic decrease since the issuance of Order No. 596, whichcodified

the ALP:
Licensing Process Processing Time (Filing to
Issuance)
Non-collaborative 2.77 Years
Collaborative 0.99 Years

Energy M ar kets. Itiscritica to the development of competitive, wel-functioning
energy markets that the Commission create and maintain a suitable environment
within which energy industries can operate. The Commission must be gble to
assurethe usersof utility servicesthat utility rates are just and reasonable, and that
dl terms and conditions of service arefair and not unduly discriminatory. Disputes
generdly arise when one party believes that it has been treated in an unduly
discriminatory manner in an attempt to secure capacity, rates, or terms and
conditions of transportation service.

While the Commissionapprovesmany settlements, it must, of course, resolve fairly
and equitably those casesthat do not settle. The Commission has streamlined the
process by which complaints and declaratory orders are handled to make this
service as far and expeditious as possble. The Commission uses a variety of
processes, including hearings before adminidtrative law judges, litigationteams to
represent the public interest, ordersand rehearings, and appellate advocacy should
a case go to court. Trid daff participates in cases set for hearing before an
adminigraive law judge by providing trid teams, consgting of attorneys and
technica experts, to represent the public interest. To facilitate theformd litigation
process, the Commission developed expedited time lines applicable to cases set
for hearing.

The vast mgority of cases sant to litigation are resolved through the negatiation
and settlement process — amore cogt-effective and efficient means of resolution
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avalable to the parties, and a point of primary emphass for the Commission’'s
litigetion gaff and adminidrative law judges. Of the cases et for litigation, 80
percent are ether fully or partialy settled. In FY 1998, the Commissonachieved
Stlement on 84 cases. In FY 1999, the Commission reached settlement on
another 71 cases. However, it is not possible to compare cases settled in those
years with cases set for hearing in those years, because cases often do not settle
in the same year in which they are set for hearing. For example, the 71 cases
settled in FY 1999 indude casesthat were set for hearing — in some cases —two
and three years ago. Similarly, many cases st for hearing in FY' 2000 may not
settle until FY 2001 or later. To mantain and enhancethisrecord wherepossible,
the Commisson has trained gaff in ADR techniques, employs ADR specididts,
and has streamlined settlement procedures.

The Commission has aso established a service center of excdlencefor dterndive

dispute resolution, to promote an environment in which the affected entities can
achieve consensud resolution of their disputes. Dispute Resolution Service Staff

will provide ADR services throughout the Commission and to the Commisson’s
externd customers, when appropriate; function as mediators, facilitators, and

neutrds on cases invaving externd participants, hdp identify other potential

neutrals within and outside the Commission; and conduct educational outreachon
the use of ADR techniques. In addition, the Commisson has mantained a
“settlement judge on-call” service for 2 years and appoints judges to serve as

settlement judges and mediators to resolve digputes more expeditioudy. These
procedures are extremely effective and have resulted inggnificant cost savings to

al parties.

In May 1999, the Commission amended its rules to permit participants in

proceedingsto voluntarily serve documents on one another dectronicaly. Thiswill

greamline procedures and make information available more quickly. Thisaction
gave participants more flexibility in megting the service requirements and the

opportunity to gain experience with eectronic service. The change was an
important step in the Commisson’s plan to convert to eectronic filing. This
initiative will permit the Commission to make the content of filings available within
minutes or hours, rather than days. Electronic notification and eectronic

processing of filings will take much less time than is necessary for paper

notification, giving companies earlier access to filed information.  Information

technology development within the Commission will make information avalable
more timdy through the Commission’s web dte and will fadilitate searching for

specific informationwithinthe large body of datathe Commissonmaintains. Data
will become more accurate and consgistent, contributing to better, more well-

informed decision-making and more streamlined workload processing.
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Performance Indicator: Minimize filing burden.

The Commission issued Order No. 603 on April 29, 1999, which, among other
things, streamlined the gas certificate process to better fit today’ s less regulated
environment of unbundled pipdine sdlesand open-access trangportation. Among
other things, Order No. 603 darifiesthe regulations and removes certain outdated
and/or unnecessary filing requirements and reports, which will help speed up the
processing of certificate and abandonment applications. By removing unnecessary
filing requirements and reports, Order No. 603 reduces the existing industry
reporting burden by atota of 8,284 hours.

The Commission aso issued Order No. 604 inMay 1999 to alow for eectronic
service of documents in certain circumstances. As noted above, this order will
dreamline procedures and make information available more quickly to both
Commisson daff and interested parties. The order gave participants more
flexibility in medting the service requirements and the opportunity to gan
experience with eectronic service, and is an important step in the Commission’'s
plan to convert to dectronic filing.

Due to the changes initiated under Order No. 604, the Commission projects
reductions in reporting burden of 225,000 hours over the next three years. This
estimate is based on the assumptions in the table below:

Assumptions Projected Reduction in
Burden

Number of applicatiod® @08ived225,000 hours over the next three years

Number of interveners(e&OPear:

Additional hours for record keeping: 20,000

Further, the Commission issued on September 15, 1999 reporting requirements
for apilot program to receive specified documents filed dectronicaly through the
Commission’'s Internet Ste. These documents include motions, interventions,
protests, and comments, and were selected because of their lack of complexity.
Initiation of the pilot will take place in FY 2000.

InFY 1999, the Commissionupdated softwareit providestoindustry to complete
the FERC Form 1, Annud Report of Mgjor Electric Utilities, Licensees, and
Others. The upgraded software wasaWindows 95/98NT version that replaced
the previous DOS verson. The new software reduced the filing burden by
allowing companies to file Form 1 information via the Internet rather than on
diskette. It dso improved the data integrity provided by the filing companies
through the use of automated vaidation checks. The Commission issued an
announcement for use of the updated software on January 13, 1999.
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Continue to Improve
and Enhance the
Commission’s
Fiscal and
Budgetary Position

On January 8, 1999 the Commission issued guidance to the regulated industries
on the types of storage media they may use for records retention. The
Commission’s regulaions had required that records be retained either on paper
or microforms. However, the Commission recognizes the advances that have
been made in technology particularly in the development of aternative storage
media The accounting issuance gives each company the flexibility to sdect its
own storage media withthe only requirement that the selected storage media must
have a life expectancy equal to the gpplicable retention period unless there is a
qudity transfer from one media to another without loss of data.

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

A key aspect of generating better information for use by the indudtries is to
improve the indudiries access to information at FERC. The availability of
information is critica as the Commission moves away from traditiona regulation.
As areault, the Commission is devel oping itsinformationtechnol ogy capability to
providetimedy information and to facilitate data seerches. During FY 1999, new
featureswere added to boththe Commissionl ssuance Posting System (CIPS) and
the Records and Information Management System (RIMS). In addition to
improved hep screens, users may now combine searches and download multiple
files through the Commisson’s Internet site.  In FY 1999, the Commission
completed plans for archiving data stored on the LAN. In addition, the
Commission formed a subcommittee to redesign the Commission’s Internet site
and to improve the qudity, type, and amount of information available to FERC's
customers. Also, inApril 1999, the Commission moved fromitspreviousmessage
board system(BBS) to full use of the Internet and FERC' s web site. The change
provides greater functiondity for users and ensured Y 2K compliance.

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

The Commission will ensure effective management of its budgetary resources by
indtituting a decentralized budget structure caled Manage to Budget. Manage to
Budget is a mgor cog-containment measure that places more resource
accountability at the officelevd. Inkeegpingwithincreased fiscal responghility and
accountability, the Commission will require al managers to operate within their
desgnated budget dlocations. Thisinitiative will dlow Commisson offices direct
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control of ther spending leves in dl funding areas, with particular emphasis on
sdaries, which represent more than 65 percent of total budgetary resources.
Ultimatdly, each office' s performance will rely on sound fiscd management of
sdary dollars and awareness of the impact personnd actions have on their
budgets. The Commission will begin implementation of Manage to Budget in the
third quarter of FY 2000.

Performancelndicator: Continuetoreceivean ungualified audit opinionon
the Annual Financial Statements.

As interpreted by KPMG LLP, the Commisson cortinues to receive an
unqudified opinion on its financid statements dong with no materia weaknesses,
reportable problems, or instances of noncompliance. This measurement is of
utmost importance to the Commission in presenting our financid stability to our
customersand regulated entities, and ensuring our financid statements reflect true
and accurate balances.

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

The Commisson’s current year costs were within 5 percent of tota budgetary
resourcesfor FY 1999. To determinethe percentage, it isnecessary to dividethe
total cost entries recorded againgt current year obligations by the total budget
authority, less funds dlotted to outside entities. The results for FY 1999 are
shown in the table below:

Budget Costs Target Actual
Authority Recorded Percentage Percentage
$168,527,551 | $163,855,970 5% 2.8%

Reaching this performance goal shows the Commission’s dedication to reduce
uncosted and unobligated balances. As it continues to develop sound budget
requests during times of increased fisca congdraints, the Commission anticipates
that it will continue to meet thisgod in future years.

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

The Commission’s FY 1999 results for payments surpassed both the 95 percent
onHtime payment god set for invoice payments to vendors within the time frame
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required by the Prompt Payment Act and the goal of 10 days or less for payment
for interna customers.

The results for payments to commercia vendors are shown in the table below:

Total Payments Target Actual
Payments to Meeting the Percentage Percentage
Outside Prompt
Vendors Payment Act
2,765 2,753 95% 99.57%

The results of paymentsto interna customers are shown in the following teble:

Number of

Internal Vouchers

Target Days to
Process

Actual Days to
Process

2,793

10

3.9

These performance messurement results are based on the Commission's
Performance Measurement Report tranamitted to DOE for the fourth quarter
ended on September 30, 1999.

Performance Indicator: Meet or exceed planned duedates 90 percent of the
time for performing and completing Federal Managers' Financial Integrity
Act requirements and internal financial and performance reviews.

In FY 1999, the Commission met 100 percent of the planned due dates for
conducting and completing the requirements of the Federal Managers Fisca
Integrity Act. All of the previous year’ s reportable problems were closed, and
one potentia reportable problem wasresolved thisyear. Lower leve reportable
problems continue to be brought to the attention of management and areresolved
at the organizationd level necessary to take corrective action.
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