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December 2, 2002

The Honorable Michad O. Leavitt
Governor of Utah

210 State Capitol

Sat Lake City, UT 84114

Dear Mike:

The Western governors have been engaged with the Administration
and Congress on energy legidation for well over ayear. We have been
particularly concerned about the dectricity title and its potentialy negative
effects on the Western Interconnection, which ties 11 of our states and parts
of three others together into a common dectric grid.

We expect the debate over the eectricity title to resume early next
year, and the region needs to be well prepared to engage in that debate and
the longer-term struggle over implementation of eectricity policy. Our
experience over the past two years has shown that when Western governors
have taken the initiative to engage Congress, the Federd Energy Regulatory
Commission, and the Department of Energy on a sustained, substantive bass,
we have been able to turn back intrusive federa policies and reshape federd
decisons to meet the needs of the region.

Asyou know an energy hill was not enacted during the lame duck
sesson. Therefore, we have a brief, post-€lection hiatus to assess the
Situation, review our options and plan for the new year. In addition, FERC
jumped into the fray last year with its proposed Standard Market Design rule,
acomplicated proposd to create regiond dectricity markets, which many
sates believe would usurp part of a dat€’ s authority to regulate dectricity.
While FERC has extended the comment period on key elements of the SMD
rule, such as market design in the Western Interconnection and state roles,
we have only until January 10, 2003 to affect the outcome.

The debate has been vigorous and time consuming. The issues
surrounding the regulation of eectricity are complex; and, as we learned from
Cdlifornia s experience, perverse consequences can arise from the best-
intended decisions. We have been able to get aworkable rdiability provison
into both the House and Senate hills, but we have been unable to influence
provisions involving dectricity market design in the legidation. The dections
leave this matter up inthe air. Therefore, it is prudent that we take stepsto
protect the interests of the region, including grid reiability, and expand our
cgpability to implement Western  solutions derived from the collaboretive
efforts of the states and Western industry.
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Asthelead governors for energy issues, we recommend that the states in the Western
| nterconnection strengthen how we cooperate among oursalves and interact with the federa
government and Congress. Throughout the dectricity debate, we have relied on our staffs, our Public
Utility Commissions and other public and private aliesto advise us. The Committee on Regiond
Electric Power Cooperation (CREPC) has been particularly helpful. This voluntary committee of our
PUCs and energy and facility siting advisors has provided important analysis and recommendations.
These efforts have been coordinated by WGA and the Western Interstate Energy Board (WIEB).
While this has been an effective way to engage Congress and stay abreast of the activitiesin
Washington, D.C., our efforts have aso illuminated some weaknesses that need to be shored up.

The weakness that concerns usis the lack of a more thorough and forma mechanism for the
dates in the Western Interconnection to manage interdate affairs and interact with FERC and the
Adminigration on regulatory issues that affect the interdtate grid. Given the complexity of these issues
and the enormous consequences decisions will have on our economies and the well being of our
citizens, we can no longer afford to ded with them on an ad hoc, voluntary manner. Thiswill be
particularly true if an SMD rule is adopted.

Our preference would be to strengthen the deliberations of a subset of state representatives
within CREPC, including finding a stable, regiona funding source to st&ff its operations, while ensuring
accountability to governors. In this way, we would not be creating a new organization, but
strengthening the body WGA, WIEB and the PUCs have cometto rely on for advice and
recommendetions.

We have asked the gaff at WGA and WIEB to andyze our recommendation, and they will be
providing your staff council member with their analyss next week. We hope you will give this
recommendation serious and favorable consideration a the Winter Meeting of WGA on December 6.

In the meantime, should you or your staff have questions or concerns, please contact Jm Souby
or Doug Larson at 303-623-9378.

Govemor of Wyorfling ;
Lead Governor for Energy Lead Governor for Energy
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