EXECUTIVE SUMMARY

The five ‘ Condition Certain’ issuesidentified in LB 901 were assigned to five separate Technical Groups.
The Executive Summary that follows includes the conclusions from the 2001 Report as well asthe major
new findings that are incorporated in the 2002 Report.

Issue#1 (Chapter 1)

SUMMARY OF 2001 REPORT-The issue addressed by this Technical Group was “whether or not a
viable regional transmission organization and adequate transmission exist in Nebraska or in aregion that
includes Nebraska’. The development of Regional Transmission Organizations (RTOs) has been underway
since the Federal Energy Regulatory Commission (FERC) issued Order No. 2000 in December 1999.
FERC stated that RTOs would pronote competition in the wholesal e el ectric market, enhance reliability,
and remove any remaining opportunities for discriminatory practices by transmission owning utilities. In
that Order FERC called for all transmission owning utilities to work towards the voluntary formation of
RTOs in collaboration with state regul ators, transmission dependent utilities, and other market participants.

However, in aseries of ordersissued on July 12, 2001 FERC reversed its course and now suggests that only
four RTOs should be formed, one in the Northeast, Southeast, Midwest and West. This changein direction
by FERC has caused considerable confusion in theindustry. Asaresult, thislssueisin astate of flux. At
thisjuncture the only organization that has the potential to become a viable RTO for Nebraska utilities to
participatein isthe Midwest 1SO (MISO), assuming FERC decides that M1SO is to become the Midwest
RTO it envisions. Thisreport will serve to identify key issues that could significantly affect the way the
electric transmission system in Nebraskais planned, operated and priced.

The Nebraska transmission system is adequate to serve Nebraska customers when system conditions are
normal. However, under abnormal system conditions, such as the loss of magjor transmission lines or alarge
generation plant, Nebraska customers depend on the interconnected utilities in surrounding states and the
generation reserve sharing pool to maintain reliability. Nebraska utilities contribute to the reliability of the
regionin areciprocal manner. The Nebraska system does experience significant usage due to the wholesale
transactions occurring in the region. Reliability is maintained by setting limits on the constrained interfaces
and curtailing transactions when system conditions approach those limits.

Because the wholesale market has become regional in nature, it requires regional solutionsto fix the
constrained interfaces. Additional high voltage transmission lines will need to be built that cross several
utilities service areasin order to accommodate much more wholesal e activity than what currently exists.
Several transmission projects have been identified to relieve the transmission constraints, but until the
projects can be funded and paid for by aregional transmission tariff, utilitieswill be unlikely to build new
transmission.

2002 REPORT UPDATE-There have been numerous filings at FERC proposing RTO’ s since Order 2000
was issued. While conditional approval has been granted to several proposals, FERC has only givenfull
approval to the Midwest RTO (MISO). M1SO was approved in December 2001 and the M1SO tariff went
into effect in February 2002. The geographic size of MISO continued to grow as new members have joined.
The Southwest Power Pool (SPP) has agreed to merge with M1SO and the SPP transmission system should
be integrated into the M1SO transmission tariff by late 2002. It can be said that MISO isviable from a
legal, financial, and operational viewpoint, but itisstill in the early stages of operation and has many issues
to resolve before it can perform all of it’s functions and duties satisfactorily. Other considerationsin
determining whether MI1SO is viable to participate in are dependent on the legal aspects of a participation
agreement with M1SO to recognize Nebraska state law restrictions, M1SO’ s costs to participate, and the
impact on the utilities’ transmission revenue due to the MISO transmission tariff. The MAPP/MISO merger
has been completed and some of the MAPP members have joined MISO. One of the conditions of the
merger was that M1 SO would continue to provide transmission services for six years to MAPP members
that do not join MISO. Certain transmission facilities in western Nebraska would need to participate in a



RTO in the western interconnection because those facilities are not electrically connected to the rest of the
state.

Since RTO’ s have not developed as envisioned in Order 2000, FERC took another step to further the
development of competitive wholesale el ectric markets when it issued another Notice of Proposed
Rulemaking on July 31, 2002, which is known as FERC' s Standard Market Design (SMD). This Order
proposes sweeping changes to the development of wholesale electric markets. The Order will not go into
effect for many months, until FERC has considered comments submitted by all interested industry
participants. Nebraska utilities will need to thoroughly evaluate the economic and legal impacts of this
Order as many of the requirements will be implemented by the RTO. The reader is referred to page -8 for a
full listing of items proposed by FERC in the SMD rulemaking. The development of competitive wholesale
el ectric markets continues to be a moving target. Just as utilities think they understand the rules FERC has
set forth, FERC pushes the industry in a new direction. Until the FERC rules stabilize, it will be difficult to
assess the economic impacts of RTO participation with any degree of certainty.

FERC issued an order in April 2002 accepting certain aspects of the TRANSLink filing and requiring
changes to other parts. Since then a TRANSLink Development Company, LLC has been formed and it is
expected additional FERC filings will be made in September 2002. In the TRANSLink ITC proposal NPPD
and OPPD will no longer be control area operators. They will continue to balance generation and |oad
within their area, but TRANSLink will operate one control areafor the MAPP members facilities. NPPD
and OPPD will retain operational control under certain emergency conditions. In the TRANSLink Order,
FERC ruled that TRANSLink cannot haveit’s own transmission tariff, but can haveit’s own rate design
under aMISO rate schedule.

In the last year anumber of new generation resources have been announced by Nebraska utilities. In each
case atransmission adequacy study must be completed and approved by MAPP. Thusfar al new
generation additions have been able to be accommodated without significant transmission additions. This
reinforces the conclusion that adequate transmission existsin Nebraskato deliver the generation resources
located in Nebraska to Nebraska customers. However, the ability to export generation located in Nebraska
for off-system sales, or to purchase generation outside of Nebraskafor delivery into Nebraska will be
dependent on several factors. In general, it isfair to say that the adequacy of the regional transmission
system to accommodate these types of transactionsis limited.

issue #2 (Chapter 2)

SUMMARY OF 2001 REPORT-This Technical Group dealt with the question “whether or not aviable
wholesale electricity market exists in aregion which includes Nebraska”. The LR 455 Phase I report stated
“that a viable wholesale market requires an operational regional ‘ market hub’ through which transactions
may take place. It requires sufficient buyers and sellers to make an active market. It requires clear and
equitable trading rules. While judgment of what level of these requirementsis sufficient may be considered
subjective, viability should be reflected in stable or predictable pricing pattems”.

Before moving toward retail competition, wholesale markets must be viable. The portion of aretail
customer’ s bill that will be open to competition is the electric commaodity (wholesale) portion. Itis,
therefore, important that the wholesale electric market be adequately established and be viable. The Group
defined the term ‘viable' using several alternate methodologies. Next the size of the region was determined.
Since the Nebraska el ectric system isin two portions of the United States interconnected systems, the
region for each (Eastern and Western) was determined.

The Eastern Interconnect wholesale market appears to be viablein that it has an adequate number of buyers
and sellers. However, at timesit has limited accessto reliable transmission facilities to either deliver
electricity to Nebraska loads or export electricity generated in Nebraskato surrounding states, depending
on the demands on the transmission system. Since Nebraska' s electricity supply is cost-based and consumer
owned, thereis considerably less volatility than that of the regional indices, which are based on the hourly,
daily and monthly wholesale spot market.



There are considerable capacity shortfalls and transmission interconnect problems that have caused
significant lack of continuity to energy deliveriesto loadsin the Western Interconnect. There could be
significant economic implications to Nebraska utilities if large coal-fired generation are unavailable, de-
rated or off-line to Western Nebraska utility members, which includes primarily MEAN which serves most
of the municipalitiesin western Nebraska, and Tri-State G& T in Westminster, Colorado which serves all of
the rural electrics in the panhandle of Nebraska.

2002 REPORT UPDATE-FERC's methodology for assessing market power has been evolving. Notably,
FERC has taken steps to recognize the effect of transmission constraints on the exercise of market power.
Initially, FERC began using variations to the traditional hub and spoke analysis that compensated for
transmission constraints. This evolution culminated in a new FERC order issued on November 20, 2001
entitled “ORDER ON TRIENNIAL MARKET POWER UPDATES AND ANNOUNCING NEW
INTERIM GENERATION MARKET POWER SCREEN AND MITIGATION POLICY”. The order
introduced a new test for market power called the “ Supply Margin Assessment” which laid out mitigation
measures for companies failing the test and found a number of companies not in compliance with the order.

This Group used the same definition of aviable market that was used for the 2001 Report. The Group
considered an alternative market region that was basically afootprint of the proposed Midwest Independent
System Operator (MISO). However, it was decided to use the same market region that was used for the
2001 Report since M1SO has not yet been completely formed, nor are all of the protocols and rules
completely developed. As aresult, Nebraska utilities and MISO do not currently function asasingle
market and may not do so for the foreseeable future.

It was concluded that the Eastern I nterconnect appearsto be aviable market in that it has alarge number of
buyers and sellers. However, at timesit has limited access to reliable transmission to either deliver into
Nebraska |oads or export from Nebraska generation, depending on system loading conditions. The
presumption that the region will be served by M1SO, which will migrate to a standard transmission tariff,
manage congestion and monitor the members for market power, suggests that this viability will be
maintained in the future.

If one appliesthe FERC logic, Condition # 1, “Whether or not a viable regional transmission organization
and adeguate transmission exist in Nebraska or in aregion that includes Nebraska’, and Condition # 2,
“Whether or not a viable wholesale electricity market exists in aregion that includes Nebraska’, merge into
one. In other words, if Condition # 1 is satisfied, Condition # 2 by definition, will also be satisfied. If the
TRANSLInk ITC isaccepted by FERC as part of the MISO, then the portion of Nebraska included in the
Eastern Interconnect will be part of one RTO. By FERC' s definition, this entire region, which includes the
majority of Nebraska, will therefore be free of market power.

There continue to be significant capacity short falls and transmission interconnect problems that have
caused a substantial lack of continuity to energy deliveriesto loadsin the Western Interconnect.

I SSUE # 3 (Chapter 3)

SUMMARY OF 2001 REPORT-This Technical Group was charged with determining “to what extent
retail rates have been unbundled in Nebraska’. To do this, the Group surveyed 162 municipal, rural electric
cooperative, federal, state, and district electric utilities. The survey results showed that, except for one case,
retail electric rates in Nebraska are not unbundled. The majority of electric utilitiesin Nebraska do not have
unbundled cost of service studies, although half of all electric utilities surveyed believe they have enough
information to unbundle their rates. The survey also disclosed that only half of the utilities' billing systems
would handle unbundling. Seventy percent of the utilities stated they would not unbundle their electric rates
unless mandated.

There are many issues that are involved in unbundling retail electric rates. These issueswill require

resolution by the utilities or the state legislature in order to implement unbundling. Issues such as upgrading
of billing systems and educating customers will involve significant time and expense. Discussion of these
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issues is contained in this report. The results of the survey, sample bills from other out-of-state utilities, and
asummary table of unbundling activity nation-wide are included in the appendixes.

2002 REPORT UPDATE-For thisyear’s report, this Technical Group was requested to estimate the cost
that would beincurred if retail electric bills were to be unbundled in Nebraska. The cost associated with
moving to retail competition is hard to estimate because of the different issues and concernsto be
addressed. Unbundling of retail billsis put one small part of the entire deregulation process and can be
impacted by the unique requirements that each state imposes on the process. In the 2002 report, this Group
presents information regarding the estimated costs for unbundling billsin Nebraskafor informational
purposes only. It is not intended to estimate the total cost of deregulation.

The consumer-owned utilities in Nebraska were contacted to obtain their estimated costs of unbundling
based on guidelines provided by the Technical Group. In addition, using information obtained from other
states, a component for consumer education was derived and applied uniformly on a per customer basisto
al of the utilities. Information from the utilities was aggregated to obtain atotal cost for the State of
Nebraska.

The expenses were identified in three categories. The total one-time Set-Up Expenses are estimated to be
approximately $7 million, the Annual On-Going Expenses are estimated to be approximately $1 million,
and the State-Wide Consumer Education Expenses are estimated at approximately $1.2 million. These are
preliminary estimates for informational purposes only and should not be relied on as the costs to unbundle
retail electric billsin Nebraska if deregulation of the State’s electric utility industry were to occur.

| ssue #4 (Chapter 4)

SUMMARY OF 2001 REPORT--The task assigned to this Technical Group was to make “a comparison
of Nebraska'swholesale electricity pricesto the pricesin the region”. There are no directly comparable
electric priceindices available for the electricity product currently provided to and expected by Nebraska
customers. The Nebraska product isafirm, total requirements product, available 24 hours per day, seven
days aweek in quantities that usually vary hourly, weekly, monthly, seasonally and annually based on
individual customer needs. This obligation to serve includes both existing and new customers. The typical
index provides a price for afixed hourly quantity of energy, possibly with a premium for financial
firmness, but with no obligations on the part of the seller beyond the current month or in the case of daily
indices, beyond that day. The forward market does not have a published product that goes beyond an 18 to
24 month period. To make a price comparison using these available market product indices required the
conversion of Nebraska' s electricity pricesto the market product indices.

There are several methods of approaching afair and equitable comparison. As outlined in the report, the
development of afixed and variable cost allocation tool was deemed to be the best approach for modeling
Nebraska’s coststo the price indices that are publicly available, independent and credible.

The results of the comparisons between the market product indices and the Nebraska production costs show
that Nebraska production costs are approximately 18% lower than the equivalent wholesale “ median”
market price based on the period 1998-2001 (three years actual and one year estimated) and weighted based
on MWH. The “median” market prices compares favorably with retail rate comparisons. The Energy
Information Administration (EIA) annually compiles data from Form EIA-861 for approximately 3,300
public and investor-owned electric utilities including active power marketers and other energy service
providers. The most current datafor 1999 shows that Nebraska' s average retail rate of 5.31 cents’/kwh is
approximately 20% lower than the national average retail rate of 6.61 cents/kwh.

2002 REPORT UPDATE- Although there are other cost allocation issues that could be considered for
equitable comparison purposes, the modeling tool that was initially developed last year was updated and
enhanced in 2002 to include user options to incorporate transmission cost adders that reflect the additional
cost of actually delivering a market product to the Nebraska system (both losses & tariffs). Although this
flexibility is built into the modeling tool, this year’s overall comparison results are based on these values
being set to zero so that an equitable comparison to last year’ s results can be made and any market bias
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perception is eliminated. A model user option to include an “ obligation to serve” value was also
incorporated, but, again, this option was set to zero for the same reasons described above. Additional model
flexibility and information detail was incorporated to allow usersto determine the effect of allocating fixed
costs when the market price would allow higher price signals, even in winter months. Thisisfor
informational purpose only, and strictly impacts the market price weighted results, so the MWH-weighted
results, considered the bottomline comparison values, are not affected. Also, in order to compare various
generation resource types, (baseload, intermediate & peaking) the model is enhanced to provide
informational detail and comparisons on multiple physical resources as opposed to only an intermediate-
type unit.

Theresults of this years comparisons between the market price indices and the Nebraska production costs
show that Nebraska production costs are approximately 15% lower than the equivalent wholesale “ median”
market price based on the period 1999-2002 (three years actual and one year estimated) and weighted based
on MHW. The results for the 1999-2002 study period are slightly lower than the results for the previous
period, 1998-2001, due mostly to the downward trend of market prices driven by lower natural gas prices
and increased generation, aswell as a slight increase in Nebraska production costs. However, the price
volatility associated with Nebraska production costs remains stable compared to market price, providing a
fairly consistent, lessvolatile, cost expectation for Nebraska’ s ratepayers.

The “median” market prices compare favorably with retail rate comparisons. The Energy Information
Administration (EIA) annually compiles data from Form EIA -861 for approximately 3,300 public and
investor-owned electric utilities including active power marketers and other energy service providers. The
most current data for 2000 shows that Nebraska' s average retail rate of 5.31 cents/kWh is approximately
22% lower than the national average retail rate of 6.78 cents/lkWh.

I ssue #5 (Chapter 5)

SUMMARY OF 2001 REPORT-This Technical Group was asked to assemble “any other information the
board believes to be beneficial to the Governor, the Legislature, and Nebraska' s citizens when considering
whether retail electric competition would be beneficial, such as, but not limited to, an update on
deregulation activitiesin other states and an update on federal deregulation activities’.

Retail deregulation gained considerable popularity between the late 1990’ s and 2001 with 25 state
legislatures or regulatory agencies committing to various forms of customer choice. However,
developments during the summer of 2000 in California, Washington, Montana, New Y ork and certain other
states have created significant questions about the benefits of retail choice and have resulted in delays or
repeals of retail choicein six states.

This section contains a brief summary of the status and implementation of retail competition in avariety of
states. Some of these states have attempted aretail competition regime for a number of years while others
are just now beginning to implement retail conpetition legislation. No state was found that had a vibrant
competitive retail electricity market. The crisisin California affected all 11 states in the western grid.
Volatile wholesale markets resulting, in part, from poorly implemented retail deregulation can have
tremendous impacts in states that have formally rejected retail choice.

On the federal level, two national energy policy bills have been introduced in the Senate, but neither has
been passed. In the House, national energy policy legislation (H.R. 4) wasintroduced on July 27, 2001 and
was passed on August 2, 2001. The Bush Administration has released its recommendations for a national
energy policy, but no action has taken place to date. FERC recently extended wholesale price controls over
California's spot market as well as spot market salesin the entire 11 state Western System Coordinating
Council area.

In July 2001, the FERC issued orders, the purpose of which isto create four regional transmission

organizations. FERC’ s orders mandate action designed to create Southeast and Northeast RTO’s. The
orders do not require immediate action for the Midwest or West RTO’s. FERC' s ability to make that
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happen and how Nebraska’' s public power, cooperative and federal transmission facilities might be
voluntarily integrated in the process remain as open questions.

2002 REPORT UPDATE-On March 21, 2002 the California PUC took the long anticipated step of
suspending the direct access program effective back to September 20, 2001. The order announced a
remarkable shift in philosophy on the part of the PUC that has |ong championed the merits of customer
choice and market efficiency. In February 2002, the California PUC filed a complaint with the FERC
against certain sellers of long-term power contracts to thestate alleging that a significant number of
wholesale power contracts entered into by the state were at prices some $21 billion in excess of what could
be considered “just and reasonable”’ and that the state was forced to procure enormous amounts of
electricity under conditions of extreme market power. Recent disclosures in the Enron bankruptcy matter
have given new ammunition to California’s claim.

In Montanavery few residential customers have selected a competitive supplier and no competitive
suppliers are currently marketing to them. Montana Power Company faded into history when it’s electricity
assets were purchased by NorthWestern Energy Company based in South Dakota.

Although Pennsylvaniais often cited as the one state where retail competition exists in a meaningful way,
there are fewer customers switched today than there were three years ago. Both the energy sold by
competitive suppliersto all customers and the quantity of energy sold by competitive suppliersto industrial
customersis considerably below that of three years ago.

Inlllinois, residential customers were given the retail choice option as of May 1, 2002. The lllinois
Commission continues to find signs of retail electric market growth in the service territories of the three
largest utilitiesin the state, but customer switching is still negligible or non-existent in the service
territories of the state’ s smaller utilities. The Commission explained in it’s 2001 report that growth in the
retail market is dependent on the competitiveness of the wholesale market, but there are indications that the
wholesale market is not yet capable of supporting a competitive retail market.

In February 2002, Vermont halted it’ sinvestigation into retail competition stating that significant changes
and uncertainty in the wholesale market for electricity make conditions inappropriate for the
implementation of retail choice for several years.

In November 2001, a Florida Study Commission issued afinal report calling for the State of Floridato
transition to a competitive wholesale market. However, the Commission recommended that the retail
electric market remain regulated.

The Louisiana Public Service Commission issued an order in December 2001which reaffirmed their earlier
conclusion that retail competition in Louisiana, which isalow cost state, would not be in the public interest
for any class of retail customer.

In December 2001, the Arkansas PUC provided areport to the legislature recommending either arepeal of
the Electric Consumer Choice Act of 1999, or adelay in the start of retail competition until 2012. The
Commission estimated that retail competition could result in rate hikes of up to 13%. The legislature will
consider this recommendation when it next meetsin 2003.

Thejury is still out on the State of Texas Electrical Deregulation. After abrief pilot program last summer to
test the waters, nearly all the State of Texas was deregulated on January 1, 2002. Information on the
number of customers that have switched islimited. In southeast Texas, deregulation of retail sales has been
delayed to 2003 due to the lack of aregional transmission organization. Despite aggressive promotional
campaigns, the average Texas consumer isn’'t convinced there is much value in switching providers, and
interest is not much higher anong commercial and industrial customers. Startup delays, lag in switching
customers to new suppliers and computer problems have contributed to customer reluctance to switch
providers. Texas Utilities recently announced that as many as 150,000 customers have gone without power
bills for several months and many municipalities report hundreds of thousands in lost savings because of



billing problems. The aftermath of the Californiatroubles and the bankruptcy of Enron have cast a shadow
over deregulation. Recent disclosures of trading irregularities at Dynegy and Reliant have also created
further doubtsin consumer’s minds. Texas has plenty of power plantsto supply power, and Texas
incumbent utilities can raise rates twice ayear when natural gas prices change, shielding them from
bankruptcy when power prices skyrocket. Until the switching process is smoothed out, consumers will
continueto resist deregulation as they see no positive value in changing providers.

At the Federal level, House Bill HR4 and Senate Bill S517 have both been passed and are now in
conference. Whether compromise legislation can be agreed to should be known by October 2002.
Depending onits final form, this legislation could dramatically impact the el ectric industry throughout the
nation.



