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- ’fﬂef overview, of actual operatlons
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MmWrErREEn




(1IN

Lanvhe System




Ly
—y . |

.j\\'[ﬁhel]rma|

%

- \
o Tjne‘_rm‘arpiants are the backbone of most electric

_~systemsn|
'\ °_:.'Ih'erma\ efficiency. is‘increasing.dramatically
~.°* We expéot that most older plants will disappear
under Co‘f‘npetition producing a marked reduction in
lsp@{ener y prices
. 'Iihe ca itaLcost of thermal is usually the implied
cost of capacity
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Quél\lf[ed‘*Facmtles

'w.

\
- Quallf Bd Facilities (QFs) are an artifact of the
. PURP&E
'\ °_£F§ often have ingefficient "must run< operations
., and out-bf-market power contracts
* \Many QFs are now being phased out or
‘;enggotia d -- a factor that will also,tend to'lower
pot prices over time

., i
: e
e

MWeEREITEL




l'l

0L el

- i—lydro;‘electr_ic‘facilities dominate in Western and
. -Easteqq Canada and the Pacific Northwest
-~ Hydro fgfilities usually can provide capacity'for very

.'\-
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L

"'\ ~ittle additional cost -- therefore capacity is
Inexpensive in these areas
* ‘Hydro aléo produces substantial amounts of
lndh,;ﬁ{{n ower -- power that is not dependable on a
Year to yegr basis
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Inter-Reg|opaIwTransm|SS|on
NN 1 l]

\
* Inter- rég"bnal transmission can be constrained
> I\/Iajor jons in the U'S. and Canada are

\ _;'connectY with between 2,000 and 10,000

"-.

.| megawaltts of transmission
* \Price differentials develop (and persevere) along
these_boundaries
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T\ransrp Ission

'“..

o Transm|SS|on usually contributes from three to six
nills tQ “toral cost
s Trans \'“sélon constraints are often desecribed, but :
S oz-t&o be unusual in everyday practice
"¢ Under 888, all eligible (i.e. wholesale) entities have
access
- Lo‘sQe{at fransmission voltages areylow, 1% to 2%
]
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. Alberta/British Columbia

. Northwest/N. Rockies

2000 MW

. Northern California

. Central Rockies

3700 MW i

1 3154 MW . Southern California

1900 MW

D Inland Southwest

3000 MW I /1614MW ¢ 1560 MW
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\Substatlon

\
* Maijor, @lhts of interconnection occur at substations

s Concep u1a||y, substations constitute the points of ,
'\ _u.deﬂvery&between suppliersiand customers
¢ Ownership of a substation is likely to be the final
test for n}on-"sham" transactions under FERC's 888
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Sub-tran!ﬁsmlssmn

\
o I\/Iost aUsers are served at levels below 67 kV

s ThIS levell of service is generally, regarded atithe
\_ ‘suf-trarismissioon level
“.* Losses |1hcrease significantly at lower voltages --
4% and f\lgher are not unusual
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‘ngtrlbutlon

o Distrlbbfbﬂ |s¢he end of the line
> Dlstrlt;ﬁhdn losses ‘are highi(in some cases climbing
'\ Jo-ﬂ 0%)
“
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Where\ArgnThHé Moving Parts?

.

\
.- In-th éBéence of moving parts, administering an

- eleot rc pply has 'many similarities to ' managing ,
'\ _J'your gafrden -- you can give. all the ordersiyou want,
./ but the plants tend to follow their own lead
* \The only{'system" functions are run by the system
ldisghai\cz\he and the schedulers
|
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—.‘The Power Supply
) -_j\DiSPatChe"

. The dispatcher-usually fulfills three functions:
vervew of transmission and distribution functions

-7 * Shortjierm ("real time!) transactions |
"-\' .~ Management of electric frequency by adjusting plant
7 operations

* Theselthree functions establish a "control area" --
i —an areg under the control of a dispatchicenter
l- “ageheral rule, these are simple operations
1 without significant interest in 'our context since most
« _power supply decisions are significantly divorced

: - )
“  from these functions
MIWVEREIYTER




i 1-‘?I'he Power Supply
\ Schbduler

- ch% rswheet on a weekly basis to coordinate
s rchase and sales, make significant economic
'\ I "tsllsp ch decisions, and to administer bulk power
contracts
~®_Schedulers can administer.our power supply
l hWibh{)eut our having any contact with the dispatch
1 centér or the dispatchers

 * Tobe exact, much of the drama of the power

¢~ system is, completely unrelated to the day to day
economiclissue concerned\withthe:purchase and
sale of elegtricity to meet our loads




— x-ActuaI Power Purchase

Me hanics
g

o The power sUpply Is actually a series of contracts
*that %e gpecific solutions to operating

“Shqnin reserve (and a variety of similar requirements
ilar names) meets the reserve requirements

thet youriload puts on the system
«* ‘Actual operational requirements are often clearly
summarized under the seryjng utility:s; FERC
comparability tariff




PG&E Comparability Tariff
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Wha,t Information Does This

\ Pr?“\nde’?

* Costs bf"Specn‘lc network integration services
~ «~Transmjskion costs
\, * {Operatifg requirements
~.°* Losses
* \Operating Rules
. llnte{connéction Requirements
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——Hew, does this function in
" \ nre!ﬁéllty’?

b .

%

\
* Aspor fd%f resources must be procured to enable

“your sy sm to operateunder the Network Tariff
'\ °_Jn-pract e this will require a set of resources --
. often pracured from different suppliers
* \The nextlpage shows a yearly diagram showing
lpow\e{:u plies for one of our clients

|
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— AR Actual Annual Supply

o \\ nPcii'tfollo

Reqwrements

Base Load (Spemal Short
Purchase Term Purchase
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Abl;ual Example

\

LSp‘Q\ pUrchases are layered in above the'base
q)ad dckland below the net requirements
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A Power\\ystem Glossary:
)

e Energy: P.lure energy completely unscheduled -*like
monthly s pass in a slow an unreliable bus system
= (;Iapacﬂys..\Flure capacity is the ability to schedule the bus

- = Mills: Ongtenth of a cent |
"'\ o Megawattl Two large stores, 500 homes, one one
"\ | hundredth of a steel mill
« Capacity Factor: the ratio of average energy to capacity
. Profile A simple characterization of a‘load -- usually
i ly or monthly basis
. OL Peak Also known as High Load'Hours (HLH) --'usually
the 16 h_burs n Monday through Saturday
. -fo—Peak: Alsq known as Low Load Hours -- all other hours
including holidays [TUSERELLE
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Non-flrﬁhlnterruptlble Financial Firm, and

\\ L{t[llt){Sel'Vlce

b =N

%

\
_Dosanyof these gradations actually exist?
. _-*"Non-firyn|power may simply not exist
"'\ °_-Interru tible power is seldom defined
< | operatignally
* '‘Financial firm may be the only grade of power
[\&ve‘u{\ ve ever purchased
* \Ytility grade service would seem to be an
aftereffect\of regulatory incentives for
“Joverbuilding rather than a fundamental
commitment to serve LIVS . STIER
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Commp\nly\Used Pseudonyms

* Mog, Curthep Large California Investor Owned
~ Utifities™\_ i~

“Efnie an Bert: McCullough Research clients
\- CooRie Manster: Bypass clients
Laurel and\Hardy: Power marketeers
* Nero AB-1890 Regulator
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ng The Deal:
)

Supplier Transmission
e |
\ &
“~
N Scheduler ISO
LN
«. . “=Metering

1 Customer
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1
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)iy rices and Terms
o) N

\

\.. Eirmnes

> Duration

- Gommitment Duration
. L\Jp‘bﬂe\\r ight
5.3
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| '-E\W_OWI.?“ Prices
A&

- For_tle pastiwo year long term flat prices
“have stayed in the sixteen mill range

-"-Céi'pacn y prices lare very:low-- $1.00!to $2. OO
per kilowatt month
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———1_,, Mid-Columbia
S\a?t?rlsaes By Month |
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Current HBa\y Area Bids
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Re‘c‘_:_lexﬁi{\l grt{mwest Tariffs

Tariff -
Spot ndex . fuget Schedule 48

i S

D \\iPuget‘Special Tariffs

\. Type

PGE Schedule 67
PP&L Low

-~ PP&L High Pricing
[ - PA Special Tariff

l b eattle City Light

| Market coma Utilities
Access P Schedule 26
Fixed- PP&L Special

BPA DSI Contract

Price

32.32 lkwh
24.77 /kwh
30.94 ' | /kwh
17.70 /kwh

24.70 /kwh
17.00 /kwh
32.72 /kwh
21.00 Ilkwh

33.58 /kwh
27.00 /kwh
22.60

MVERETER _/kW.h




Ly
—y . |

'.5%“3{??{ Points

“ 1
- Almogt every discussion we have had for

~_—~Califor\iia customers'has specified delivery
\ “pots at Palo Verde or COB

¢, The dellvery points minimize financial risk
since numerous suppliers are present and
ll}l\?ME}( ontracts provide hedging options

e
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\ Em’hness

: Wlth i\“‘exoephon of Pacific Northwest
~ull utility, commitments are\unusual

purchas
lﬁ:lé“a‘ﬁy fnanc:lally firm commltments are

MWrERERIIER
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\ {)u’i’atlon

e The r@‘h@ "ﬂve years" has characterized the
~—~Tnarketor several years
-"-Fé'w of\the suppliers --.even Laurel and Hardy
-- know how to bridge the load/resource date
iSQme ofiour clients are considering building
l rams, 7Ks to bridge this date for industrial
c]eveLI(_)pm nt

r
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Comlment Duration

%

\
* Most ‘u?ﬁphers are unable to commit (or provide,

r they commit) to bids for more than a few

“~.¢* Some ofithis is due to inexperience -- Laurel once
assured us that the rapid evolution of the market
aq commitment impossible -- even though
aurel’s big@s really haven't changed over the past
few y@__ars

a‘:"_Givene'i;he increasing evolution of the business

towards gas\standards over iJeCtE'C ==.contractual
guarantees ay be required

or bid Commltments
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3 H\guq?n?r Flight

\

.'\-
s 1
.l
L

_* Thei reasing complexity caused by the
._~AB-1890 implementation is creating a new

~enkrgy\consumer problem --"supplier flight"

¢ For the first time in our experience -- going
pback almost twenty years =- suppliers have
l%eé‘n“att mpting to leave the bidding process

» Over.the past six months we have seen five

“>majorsuppliers -- including Laurel and Hardy
-- abandon\bids LIV A3TIE

1




l'l

" BGaining Access To The
Transm |6n/IQ|str|but|on System
\
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'92 Energy Policy Act and
FERC Order 888

[N
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) st\@f Il%structuring
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SN QRI!?ER 888:

L \ L"'"" . [
: 1
. U~
\"W,h'ich sections actually, changed the world?
]

l Dy n access to wholesale transmission

B. Apparent award of transition damages (“stranded costs”).
™
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\“ Wholesale
) ah}m1§51on Access

\
Un.der SRB~__
N By 76rma mandatory tariff.
"-\ ..’.I- “\ “We will not allow transmission providers to'define terims or
~ : spdcify transmission uses to ercet barriers to fairiand equal
competition in power markets or to engage in undue
\ disckimination.”
Fnd@‘r%r.ler y Policy Act of 1992
] 2M/212
L~
R
“
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\2117a). | | “Any" electric ‘'utility,
. Fedeia\.t power marketing agency, or

Lany ther person generating' electric
energy for sale for resale may apply
tQ  the Commuission  for! an
prd\“r* *requiring .a. transmitting
- utility \to provide transmission

services {***to the appligant:’ .




21 2(h)\ “No order***shall ***require
transmls\sh)nﬁ* *(2)/to™**an entity if
such ***energy would be sold to an

e
-~ ultimgfe-consumer, unless:***(B) such

. éntity***would ‘utilize transmission or
~(distribution facilities that it owns or
I'on‘t ols to deliver all such ***gnergy to
tich***¢onsumer.”
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\\ Th{e 2h2 Process

How L@n‘gl)oeﬁ It Take?
| 13
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bty 3 ¢
i

D VA

b L

Nl S'trél‘néled Costs
. N \
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“The WHOIGIS?IIG 'bu]\k power segment “of ‘the
electrig;~qundustry 1s undergoing a fundamental

ation” from~,a “monopolistic | industry
"'\' ‘regulatdd on a cost'of service basis !to| an' open
“~ access, ¢gompetitively priced industry. ****We do
not belieye that utilities that made large capital
lexibQ ditutres or long-term contractual
dommifments to buy power. many years ago
should now be held responsible for failing to
Lforesee such fundamental changes in the
industry.” ﬁegaNOPR, SRINVETEEITER
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bty 3 ¢
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'1Str'an5ded Costs

> :.‘-H“-"' . "
"'\ F__l::RC Formula: Lost Profits

~
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———— ] *
A

\\ Straliaed Costs

A iy
k 1
Who do\they Affect?
S~ TUsqspTTS88 tariffs
"'\ £ ~None ith lowered expectations

ith silent contracts after July 11, 1994.
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> 1 \\?\/hgt Happens Next?
\ \ .‘.x AN A l]
“ 1
RegolutiogjofDivestiture
_ s ﬁssessiment of Market Power and Antidotes
\' : -~ Order 889 '0Open Access Same-time Information
- System (OASIS)

ISO

- PX
l b 11‘sf,}nti trust Policing of Collusion
! i rder 889 Code of Conduct among affiliates
[ o o
— ¢/ State affiliate-trading rules.

e
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s \\?\/hg‘q Ha})pens Next?

%

Resoluti‘oh*ef Phy51cal By-pass

¥ - Wﬁat if municipal bypassis prohibited.
\ v _ California restructuring legislation (Dec. 20, 1995)
et 0} at if self-generation 1s taxed?
.h""' « MIT, 74 FERC 9 61,221
\ CanjRegulators Force Customers to Pay Up? Stranded Costs v.
l ..1\ Competition Transition Charge (CTC).
L~
Sy, L
" o
L
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Thl{%l Party Wheeling
(Y
'I.

« FERC Nastissued,a "free pass" to exiting entities if they do

%

. _not requ] i‘étceés through the serving utilities
'..\ J'irraqsmis ion |
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f‘ﬁ\gase Study 1
SO




Y Virtual Bypass:
. ALase Studx in Successful

) p_lo\«?r Supply Renegotiation
"N

—————

LN l]
- \
[Fonihe lasteiahty’ yeafs the world' class paper milll at Bellingham,
-.Wa,s,hingtows-poss ssedyarnumber of' crticalFstrategic "advantages;
- Fiben supplyi1 zhe Paciiic Northwesti has alwaysilveena plush bt shert
sightet Fede)pl forestry! pelicies haveknow: drivens filber iIcosts fto thigh
I|---..,“'Ie'vels. Power supplies; have: also, been, advantageous, but poor
PUSINESS decis‘ii)ns on the part of Tthe plant's; two power: suppliers also
hayvedosced energy: prices: terhigher andl higher levels. Withipower costs
hi?}er" ha{F;[w million; dollars: per month, seme ‘active pelicy: was
.Ian1t

%

e Fuiared. management: responded by putting ftogether an
Impressive: e'Iectri}c Pypass; strategy.
Lo
3 o
L

WE BETIER! -
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U_ni@q_ehc ilwrcu mstances

The kBellingham mill has-a number of unique advantages that can be
marshaled tdqf'“"advaqtage First, the mill was in a state without strong
-serVIc'e térrl‘fbn\e‘s‘-—Washlngton state has overlapping service territories
in many places. 'In the case of Bellingham, a city close to the Canadian
\bomder,"ﬂtwo ditferent utilities have rights.to serve. "Puget SoundPower
'-...gn'd Light is a\traditional investor owned utility with average rates of
approximately flve cents per kilowatthour. The second utility is the
Wgtcom Publicy Utilities District. Whatcom was formed more than 40

years a"gQ serve Bellingham and its environs. It has served industrial
cu ciners, t has not chosen to expand'its \operations against its least
cost &ffective competitor. Whatcom's overall rates are less than three
C(Lnts per kilowatthour.

MWV EBREIMMERD -
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bty 3 ¢
i

~
\\ DL
The-plant is unique-in a number of other ways. First,
municip I’s“‘h»Washlngton have the right to serve loads

stateW|d Ihis means that The plant is ‘not limited to

'\' sgr;vmqe by\just the adjoining utilities. Second; The plant IS
w_Served by \two utilities: Puget (50 'megawatts) and the

Bonneville \ Power Administration (30 megawatts).
Benneville Power (BPA) is a Roosevelt era creation tasked
with 'é'elﬂqhg ss expensive hydroelectric power to public
agdncies -and\industries in the Pacific Northwest. ' Finally,
the good fortune to own its substation

Policy Act of 1992. LU ETIEN
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Rismg Electric. Costs

|

L

1991 192

B Augel Dm0l

1993

1984

5

Both | Puget !and BPA ' lhave ! passed
increasing costs onto their ratepayers in
recent years. In BPA's case, ill-judged
investments in, the largest nuclear project in
history (WPPSS,; 1 through's) incréased rates
by twentyfold over the19805s.} BPA\alsojwas
harnessed to a strong| political agendaithat
even today expends massive dollar amounts
in conservation, environmental measures,
and renewable acquisition. Puget's
problems were simpler.” \In the late 80s and
early 90s, 'Puget purchased 'a number of
PURPA projects in" the five cents per
kilowatthour. range.. Although Both Puget
and BPA have announced rate freezes and
reduction in response to current market
pressures, neither utility really planned to
address e —S|ze o'f the problem the
Bellingham mllfwasfacmg ' b f 8
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Clitarsens

“ 1
The first step~was lo/ get a very good idea of the possibilities.
= Apprbxima g-year ago, McCullough Research issued-a Request For
. ~Prgposals ( ) for an unspecified icustomer in northern Washington.
The-RAP recejved more than fifty enquiries and eventually resulted in 13
I|---..,,“sérious proposals. A simple review of the major customers in the
nerthern-Washijngton area would have identified the Bellingham mill

immediately. e were surprised by some of the respondents. For
eximp'l'q‘,.‘%l:g’;e s bulk marketing partner, Dreyfus,, was one of the
m rlieterst espond.
L=
— i
1 T
L
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We also carefully revie.lwed the situation with 'Whatcom PUD. " The
leadership ofL_' atcom PUD is very interested in the economic
wglfare_Bf th Fea,gnd Wwas very responsive in answering questions

copeerhing bypass. Two bypass strategies were developed. |The
\(i{}st vigs%ased n the 1992 Energy Policy Act. Sections|211'and 212
i?tf out the rules for mandatory wholesale transmission access.
Since The plantiwas not a utility, the 1992 law would not directly
apply.« Whatcom js a utility, however, so there should be no risk that
FERCjwoyld rule this would be ruled a "sham" transaction.. Leasing
the plant d substation to Whatcom: would meet the equipment
test in the law and allow Whatcom to force access through'Puget.

L—
™

: -
-
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A second option was to
consider physical bypass. The
geographic situation was very
positive. The ‘distance from
the plant to a substation where
service from Whatcom was
available was less than five
miles. Right of way was
available at a nominal cost.
Meetings with local officials
indicated that construction of
the line would not pose a
major obstacle.

MWeEREITEL
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1992 E\KAc\t 211/212 Access

In spite of the clear advrntages of a 211/212 strategy, the 'decision was
made to pursue hoth alternatives. The primary reason was a concern over
the timetines OfiF s-response to the 211/212 request. Under the 1992
law, Wh,a'tc6'm [dfirst make a request to Puget. 'After Puget had rejected
(or mare likely, ignored) the request, Whatcom!could approach, FERC to
rce <accoss. ith the Mega-NOPR still. under consideration at FERC,
atcom and Thd plant were concerned that Puget would be able to cause
substantial delays} Physical bypass was simpler. The time line for physical
bypass. was predictable and did not expose the parties to extended
litigatipn. ther ncern was the issue of exit fees. Puget asked for exit
fees in the ‘D‘TIon of one of its wholesale customers seeking alternative
suppll Puget's ptoposed exit fees appeared artificial and inconsistent
with snmultan?_us filings in other arenas, but debating such issues in front
of RERC could easily push the effective bypass date past the physical
compietion of &transmission line.

MIWEREIMTERD -
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Powe\r\SuppIy Optlons

Offar 1

e 2 Offar 3

Dbz 1995 DAugwst 1945 0 May 1990

Response to the initial RFP was very
gratifying. With the general decline
in bulk power prices over the past
year,, many participants elected ito
"sweeten" their bids. |The original
responses were less than two and
one half cents per kilowatthour. Final
fixed price options were as low as
one and one half cents per
kilowatthour.
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———— .

The G(I%ZW’ Wakes Up

Puget‘s response to our preparatlons had been very ‘quiet. “Puget
representativ at through several presentations to local officials and
the Whé‘tcg %U ) board: Meetings between the plant and Puget staff
tended to be i;swe and procedural. It was expected that Puget
'would respond violently to the 211/212 request, ‘but,| with| that
%eptlon we had begun to believe that Puget was so'enmeshed in
itS*merger preparations that the exit of their second largest customer
might.take place without their notice. On the week when the approval
of th£ power supplier was placed on the Whatcom board agenda,

Puge finallj, began to realize that the bypass' was a serious
possibllity. Ol Monday of that week the Puget negotiating team was
replaced. For the first time, an officer was included in Puget's
neg'eltiating te;;am with the power to actually make decisions.

L
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Puget's_counter offer was eomplex and ill-defined at first.” We*knew
that Puget \ﬁaskferious when it actually began to react to
counterspro 5IL Fot/some reason, many utilities are fearful of

_m?;dem' technglegy. One important moment occurred when it was
greed _that proposed language and spreadsheéts |could be
ché'rTge electronically, instead of the slow minuet of ‘traditional
utitity negotiations.

All infll,{{:)st of the discussions took place within'one week. At the

end of tha ﬁ'qpi, The plant had a rate proposal that provided the same
financidl benefits as a bypass, but without the risk.
L=
H _‘
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S) M | Bypass
Yl By

5,

The fihal agreement pr, vided for a spot indexed price. "Puget had
argued for inq‘ex'ulg‘ at the California Oregon (COB) border. With a
basis c!.?ffe.r e bétwéen COB and the Pacific Northwest network
(errongously c "Mid-Columbia® by'many) at a mill; this ‘difference
\%as a.\ir_najior pri¢ing issue. It'was finally agreed to adjust the'indexing
I,\cation back to'an appropriate location.

Both parties agreed on a five-year duration. With bulk power prices
fallind precipitously and new gas fired technology, promising lower
marg%al in}the future, a twenty-year contract simply is not
approptiate for most industry. Although utility planners are usually
focused on fwenty years, the average industrial facility in the United
States is only;‘_'17 years old. Given Bellingham's age, a short horizon
seented appropriate.
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Last Act
L5 e

Puget.carried the new. centract through regulatory approval
by Jung 7 -« aecord for most regulatory approvals. One
: t?nce ‘was. our detailed preparation of, the
bypass alterpative. The plant helped gain ‘approval by
ntTﬁu-i"hg our preparation for' bypass throughout 'the
llﬁgulatory process. If the Washington Utilities and
Transportation| Commission had blocked the settlement,
The pIa‘n_E and \Whatcom were prepared to continue with
byp without|, the loss of a single day. Puget has
subsequently offered the same model (although at a
substantiah& higher rate) to the rest of its major industrial
custemers. as part of settlement of their merger
intervention. IWEREITER
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Exp_e.rihéingeﬂvith other Markets

. Exﬁeriéﬁce vyifh other "poolco’ style administered
markets s that'they are volatile and often unfair
~ 2!The opiem‘isn't with the theoreticians,who set
-..\ .‘.". _t_Qem p -- it is with the real people who have to
«_  operatg against them
* As currently constituted, California's poolco should
' “devolvelinto a classic oligopsony model:--three
l sé‘&léng and many buyers
Jtrad_itiona economic theory indicates that the sellers
— shohj-_d win -- at the cost of uncertainty if they do not

< collude
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~ Admlnlstered

vs Markets: |
ny are they 'so
% \/nlg’rlln’?
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PEQICQ Oligopsony

° I tradi*tl"‘hal economic theory an oligopsony selling
to a co petltlve market,will be sorely tempted (o)
'\ ¢ur~sue roduction, reductions
“<* Assuming that the three do not voilate Federal
antitrust law (who can imagine utility executives in
[J':”'?) the“most efficient approach is,a' market
1nforc: 'ment mechanism based on the "tit for tat"
theory.,
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1 any buyers, few'seliers
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PoolCo Oligopsony
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| H_"‘igarriers To Entry

- The | @‘*ﬁlmg proposed non-market barriers to

any ext iregional party
_'Fhrs bartier was based on the infamous
"“"'- "French"\rule that helped destabilize the British
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—Setting Up The Playing Field

D VA

\ 1
* Marri e ~sasyal dating, or serious competitive

y

~

“promisguity

e Maintajning an active portfolio

~* How multiple suppliers reduce your risk
*\Recruiting advisors

* What do you need to know first

lRF Ggmponents

MWrERERIIER




—Marriage, casual dating, or
serlous)gomps“tltlve promiscuity

*\Marriage !
° Easnlj;‘ad[pmlstered
~ X Coé’te\ffeetlve
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Re\qmtmg advisors

\
* Knowlgdge-of-power markets is useful

> Knowle je of power contracts is hecessary
'\ °.J3|d. evaluation and negotiation are by far the major
< personne&l commitments

LY
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What dwoq need to know first?

\
* Lead {iormation

) Historiedl tariff information
;_" Hourly\data

lMeternng

« IDispatghability

H
-
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_LB%Q jnf\ormation

: 1
His,to‘ric*j;l‘j?ri{f information
.+ Rate schedules

\, *dsthis Idad contractual?
“Hourly data

L ..

e i
. T
L -
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1
Transmission,
. _-Distribution
-
.

[N
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\Metérlng

_AB»189): “‘ee|u1rements
Rgsou \é provider communications
Where is\a competent metering solution?

[N
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D\spatchablllty

1
_Type o@%cess
“Fuiel chdice
"":;O‘n Beak)Off-peak Scheduling

[N
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RFP €amponents

e Qualifications
\{"~Experience
4 Financial

Transmission access

* kirmness
'\\ *1 WSCC definition
* \Financial guarantees

* Capacity WE BEITER
L :\qle HIary services
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Qqqklflcatlons

\
* Experjencs -

B Actua ansactlons
p details
\:; SN rin filings
¢ Financia
*. | etter oficredit

l' Parental guarantees
3

'w.

MWrERERIIER




Ly
ey . |

2\ Delivery

.'\-
Ny
.l
L

%

\
* Pointgfidelivery
~ - History~]
/» Transthission rights
.’ Transmfbsion access
e Curtailment history
*“Firm contractual path?
BN
) .
L

o, 4
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|-
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) JaIF inqhess

|
1 L1
%

\
* WSCC-definition
_~=" Tied to~wESources

'\" * ‘Firancial guarantees
. ° Arethese funded?

y

L ..
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N Rri!\ces

b 0 f !
\
° E:nejgy-:\‘“ﬂ-. “
~=" By month
d .B‘y yeé*"

%

l.._hh'" By hou

¢ Capacity\j
By month?
- llnd‘éiago
*| Where?
£ Caneasohable men disagree?
. ®*|s the-inde \'\'dual sourced"

e

* Are there alternatives? U E LR

1
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Y | L». ]
 Ancil Igrx‘*se rvices

1
_Balancing-acegunt
_-Dispatch™
\ schaduling
\Spinnin;\%eserves
Frequency support (steel)
[ SN
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Shou

Ict

you haye more than one

| N\
.L.'-.. j 'T 'rqund?
) \
« OnRe rKuirdm.-- motivates bidders to do their best

e '-I"I,v'\'/o‘ro gs -- allows “negotiating room™tao be,
N, werked out of the prices '
~~
AN
) .
S el
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S ,E_"‘N\egotiating Room
SO

e Our expeci,tenQ_e-hés been that a second round will reduce
~ priCesbys0%—
.,'\"' Ql'Jr_ interp e%ation is that most bidders do not believein
3ingl® rounds -- they reserve negotiating room regardless of

the announted RFP structure

[N
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: i
b

MWrERERIIER




Ly
—y . |

Sec‘ond‘r%upld price reductions
DR B -




|
——y . I.

"'\-.,‘ L
9 ..\ The MOU Stage
4% DL
L) e !1
\
* Setting oufterms and conditions in the contract process can
~ belengtiy.and costly

.,'\"' E,s't_ablishi g1a formal MOU process can allow, definjtion of
these issués early in the process

%
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Purchhsmg Power By RFP

\
* Why H@Td*A Horse Race?

'f »Who sh uid be invited?
* \What st ucture should be imposed?
"-~..° Should \xe charge a fee for entry?

L XN

e i
. T
L -
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Why Hgld A Horse Race?

'w.

\
o Aimost-éﬂl*sumhers hold back ten to twenty percent

- of total'pids initial discussions

'\ °_£upplle leaning curves are. Very steep,

“~<* Additional market information often educates
buyers a‘é well

RSN

L~
H Y
: i
b
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Chil
Industry “A"-Bid Experience
SR A NVO L

l.l""n._

April 1995
June 1995
S-_p:etember 1995
June 1996




Almost afl*suppllers hold back ten to twenty
percent o\f—tgtahbldQ initial discussions

N .

%

. L-"“‘-m

i S

pe ‘McCulld h Research experience indicates that
most suppliers come prepated for haggllng
Many suppliers have little knowledge of the actual
"bottom line" at the initiation of a bidding process
. Fubgliq "momentum” is a powerful emotional tool

|

\

L
., i
: e
e
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Suppher leaning curves are Very

> QA ﬂ sjeep

%

\
* Oure "‘Tlence Is that suppliers have a lot to learn

e Trans sion arrangements are a commaon source

'\ lofdearning curve "value”

“<* For exaxple many existing utilities have power
contracts\that already involve transmission in the
loppgsite irection of the proposed transaction

* thhis is’ealled "counter-scheduling" in real world
operatjons

., i
: e
e
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—Additional market information
often ;équgatfk buyers as well

%

\
* Many. bu‘yers structure their bid around a limited set
: of resotir¢es
'\ | The b|d\Erocess often firms,up the possible
.| Inter-rationships between bidders
* A commén example is timing:
* Bjdder Alhas resources for one to five years
l B%aér B\was resources for six'to twenty years

L—

(- L
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—
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tht RFP Structure Should Be
\\ Irhposed’?

) \
=~ 1“-'..‘1“"\-.

= Usmg 3" resource’s efficiently
°-Re"1du0| g bidder "creativity"
. Required information

[N
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Usmg Gur Resources Efficiently
A 2)

\

%

~e X Ia'rg’éar:a%be‘r of bids.require that the:bids,be
-.,\ Compa ble -
- Ttis besll if the bidders provide similar formats --
usually A a spreadsheet format
o Amorpho s bids should be eliminated

o Invﬁ‘tahons to negotiate should' be eliminated
ol Many b|d ers in the current changing environment

attempt to\ivmd commitment
* Earlybid termination dates usually mark unrealistic
proposals \ WE BEITER

1
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Reduclngﬁldder “Creativity"

: 1
- McCuHmuEE‘Résearch has gone to a 'quantum"

Bidders are invitedito provide 10 megawatt blocks
with a minimum capacity factor
- This aIIO\}\"/S easy comparison between competing

j bldders
The r?ﬂmm m capacity factor allows easy classification

of peak and baseload resource
**~he "qu'_antu]fn approach also reduces the need to

provide-bidders with detailed Ioad information

\ TEITER

1
\
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~"‘_Ar_1‘t;iﬁllgr¥:3ervices

%

\
* Most %‘Eangactions have reduced ancillary
~~_~services:o one mill or less of the total bill
\, *Most ar*gillary services are:services.-- a small
<, component in the total package

. _Definitiorli MUST be taken from external sources
10 Spme bidders can create as many as 67 ancillary

s;\‘\h'bes ? PA)

ol Other bidders offer such services'but have little or no

— und'é_‘rstanéing on how to provide them
L * Enron once offered load following services across phase
shifters LIVS ST
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Inforination For Bidders

'w.

\
o B1dde@\zéﬂd to request more information than they
lyjuis

. _—actual
'\ °J\/Iest pricing is currently based on supplies rather .
. than sp%lflc demand characteristics
* \Overall Ioads -- on a monthly or daily basis -- are
luseful bug not required
More\P‘n tant information is location, transmission
arrang_eme ts, and operating requirements

H X
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b
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Who‘SheuId Be Invited?

'w.

\
o Recen’Hf/“the building management association of

San F\"ﬂCISCO proposed eliminating brokers from |
'\ ¢aﬁ|C|p tion because they *lacked experience!
“<° In reality} the brokers and the utilities are often

difficult td distinguish
. E‘Tron Lb&E lllinova and others are closely tied to large
ahtlllkes

A New entra‘gts often are staffed with skilled personnel and
«. bringhew solutions to old problems
Lo Moreis oftéQ better

MWrERERIIER
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Should"We Charge A Bidding Fee?

NG

b .

\
. o~

P

. Biddind!es have ebbed and flowed,
e<Sarramento Municipal Utility District required a
™~ $50,000 eposit in their Rancho Seco solicitation
* 'ABAG recently chose to charge a $1,000.fee for

théir RMPS
* YMost trial RFPs do not.require a payment

o Overau feés may complicate the process with little
benefrt-

=
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Ré‘g_:-efﬁt\W\es;:t Coast Prices

* L‘:‘b—'_-
e .'J. 2 H .

|

August 1996
Deegmber 1996
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‘IV!anke“t Truths

\
* Gap Vﬂqa&become very, very cheap
e Energyindices are simple
'\ °_i|.f-they ren't simple, they aren't useful
“~<°* Industrial and bulk power markets have
converged

o lPriq\eiar low and going lower
]
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ResponseHEvaIuatlon

* Brea e whole into parts
M}V

S~ An ervices

'n.\ r __‘ Defl d ancillary services should be taken from'the FERC
" * compérability tariff
-

* Energy
*._Capacit

o Bldql.g] ktannot be reduced to numbers, are likely
to be he\sful

o Deallng with deadlines
- Deallng WltAé\welshers

*. Indexed bid WA BETTEL

1
\




Ly
—y . |

il
Dealing With Bid Deadlines
S A \ !.]
A . % ' oy
\

* Many bidders-now provide a final date for their bid
eiittle eV Ii\'/Tng information, actually occurs|in‘the
N, {market "so this is an artifactirather than'real
s businesg information

o _MCCU”OL} h Research experience is that bid
ldea_glines are seldom realistic or relevant

¥R

L

%
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-Dealln\g w._|th‘+ “Welshers’'

'w.

\
* Gurre spractice’is for a few bidders to rewrite their

. 'bIdS on\the pretext of efrors
'\ °_ JWe have found that this practice causes more

~ problemg than it is worth
¢ Other bidders are placed at a disadvantage
l' Bidders with "errors" can repeat the performance later

I\/Ic G"Hou h Research recommends a "put up or
shut up \l

"l-
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Indgx@d Bids

\
0 Whlle,,jl)?e‘d pricé bids are still in the majority, an

__TIncreasing share of the'market is at indexed'prices
'\ °_J\/Iest sellers are very‘unsophisticated wheniit
.| comes to indexing
* \Many seh rs will index to an inappropriate location
l(NY,h EX COB) regardless of where, the real power
transac |0F\ IS taking place

%

L
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C*aveat Emptor

%

\
 Asnumber-of utilities have recently started to use

- 1ndex\‘a|s hidden surcharges
'\ 'JDaCIfIC \‘or example, proposes indexing to NYMEX
“~.; COB futyres even though NYMEX contracts are for
peak energy only
* IPacific's scheme contains a 2.8 mill hidden
urch\"rge

L—
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~Implementation
[N

L
e

e
-




—How._Can Vendors Help With
-_:\mm@@entation?

* ‘The Energy Manager Model

. ]Timim%m_y_nieipal Services
. _—~++Paymént For Success
"'\ e |-pad Ii search and Equipment, Requirements
.

BN

H X
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H-Th;I‘Eﬂn\e[gy Manager Model
'\ ") lg !'1

\
* Using Existing Supplier Expertise

| 'f,.--'lfl"iming\rférvices
\, *<Payment For Success

~.°* What is success?

%

[N
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St 'Wsing Existing Supplier
\\ 3\ Ei?pertlse

b .

o Most hers currently are affiliated with an
| eX|st|n tlllty system
'\ These s\%ppllers have a successful history of bllllng
. distributibn, credit, and management issues

o Suppllers‘t also are able to draft personnel to meet

needs l

upp\érs re able to measure, estimate, and cost

expans_lon nd replacement options

H X
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b
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\

- I\/Ilarly,,]b@"t‘eﬂt'ia{ customers would like to see full
== ~services dn the first day, but fear the implementation
\, <process |
“~.®* Some new customers fear to "lock in" a relationship

with a ne‘\/v supplier
. lSUp_P iers\g,an agree to supply.low margin services

- billing and distribution on a temporary basis
-2
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~ Payment For Success
o) DL

\e Since‘hostislucéessful bypass undertakings
. currently result in rate reductions and continued
~ . §eﬁ'§e‘§“by the existing supplier, the Energy
\._~Manager model smoothly operates in the
. Ccompromise outcome
* The Sergy Manager can be reimbursed on a
| .success fee basis
L RX
] .

H X
: i
b

MWrERERIIER




B What Is Success?
B

\e Measffring (ate benefits may'well be tricky
*. Reggnt.entrants into the California market have
~ _.f ve}dﬂblou‘s "benchmarks"
'\ .,A ca‘eful due diligence may well save significant
Iltlgat\ion costs down the line

[N
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~

LoadResearch and Equipment
\quu?ements

%

\

frad|t1o\7y, end-user service has-required an
enorméué effort to establish the equipment base
“any the\sad research to be.served

Suppliers already have the expertise to evaluate

l—thg loads\and equipment requirements

e
-

%
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% \.Case Study:.
N \hoice Through
[, ™\ \Annexation
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Wdentlfymg Goals
'\ x‘—\\‘ | !'1

\

» Negotiating strategy with current Supplier
.-' Changln ~,$uppllers

%
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,_V\(Qo Can Annex?
SAHTENHQL H

1 b . !
: 1
* Public Wiility Djstricts
| T,.--'Munic}ialities
"'\ -_:_'Net,‘inveétor-owned or electric co-ops
-

[N
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95 5\ Annexation

%

\
* |nitiated Dy-citizen's request
: " *-Require :CTSA and boundary'determination
"-\ _;- -~ \

~

f1 N
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Pu_bllc Utﬂ:ty District Annexation
) WD !'1

\
* Requires “‘electlon by the affected customers

~ «Electiof¥aws and procedures must be observed

A

~

BN
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2 .o A\Municipalities

%

\
* Initially~ must be/approved by City Council or similar
—pody “S\
"'\ _ In- fpost dreas, must be ‘approved by voters.
~

L ..
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The people_voted, now what?

\
e Gertifying *new" territory
> ?Acquiri\n‘gﬁ“acilities
-
-

[N
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.+ \Condemnation

) 1
K V;aly@c‘rr_offacilities
.~ Court &ction to set price if no agreement
—
&

BN
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La‘_rg_é\g:%t?mer Issues

%

\
* Gan bg-lengthy process

e Deperheﬁﬁhupon local support
'\ -_J\/Ie'dia C‘bverage may turn into smear campaign
e Arranger\‘nents with annexing Utility critical

* ‘Economic 1Benefits are Significant

SN
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t|I|ty Contract
()

_Distri \jﬁGharges
.\Facmtle ‘
> Sfranded Costs
Services Provided

[N
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. \
» N Questions?
' b5 \\1"‘-
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bty 3 ¢
i

QL __\Key\Elements
) A

“ 1
» Fixed gnd variable pricing
~ o Exit Raihpp
'\ * Mutiple Commodities
=5 New Products
*.. Reviewing the "Perfect Contract"
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1 b .
%

. Escalatlon
7 - _nCur t\;.ﬂ]atlonary circumstances.have been known

S to Cha'h’ge

\

'.'\ ~0ld solutions are good solutions
“~Fixed charges

e Variable sol tlons
- Produ Ctl dexing
1Mar Indexing

e
-
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Product Inde\xmg

\
* Very féw"‘"supphers have the expertise to evaluate

e Only eligible for high leverage energy users

%
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Market ‘Indexmg

%

\
« Alwayg-carefully evaluate the index

e ISeek {second source"
%\, *dnslude an explicit,computational example
~

f1 N

e a
. L -
L=
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e Acts of*God- -
e Regul\{“@ry Change
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\
* Apple é'hd Oranges make bad contracts

\contracts' for separate Commodltles’?
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%

* Ajwayg-ask for d@ model
> Alway\mdude a computational example

\ i

~
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* John Gould's Model Contract
~ AN ac\ahexample BPA's frightening end-user

. u.comtrac%
~

5,

%
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S
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 Gommnodity.

uld's Model Contract
":1 !.]

~ o Point ""Dhjlvery

""\' _Term
“~.* Scheduling
* ‘\Price

o [UF
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e_dhﬁse{ contract

\

* Regulgtory-Approvals -- FERC -- Section 3
L SP\ﬁn“g‘ency if disallowedi-- Page 8
u

\ - $Seqed
“.* Month

ing Power Deiveries -- Section!9
Weekly, and Daily -- Section 10
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*\Rate Tesf -- Page 11

e
-

. lOp rating| Interruptions -- Section 17
ﬁelieﬁ%ro Take or Pay -- Section 18
* Force Maje

re -- Section 23
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5 Regulatory Approval
Spiutatory Apacoy
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« Don't Rely"®nYour Utility Supplier
- -I,E'xpi'éimng{t'h‘e deal toithe Commissioners
'..\ ° :Exg‘laini the deal to the regulatory 'staf
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Uiilitieg'have. begn known to be wily
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> Start \giznthe governor's energy, advisor

\, *{Commissioners often seek:simple solutions|to
., complex\problems
e \Fairness\s an issue
. lExpia{rgn the special circumstances
. ﬁocus BN the commissioner's problems -- do not
waste_yourlinfluence on other issues
= _= Cemmissioners are in charge of money -- they don't
v care abolit smoke, injury records or the thtle
L eaque WEREITTER
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« Whee[swithin\wheels
e Answeﬁg@ the questions

\, *<Encyclo
. well

* ‘Avoid litiginous lawyers -- your own junk yard dog
lmayk e a burden you cannot afford

|

edias work too -- brief the staff very, very
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WTI?e Hearing
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\
 In oﬁne‘ré‘ben‘t requlatory approval -- Boise
== -@ascé?i‘e!!?reduction ofirates from 38 mills te 25| ',
'\ mills -- gtaff opposition was,only.announced the day
‘. of the héﬁring
 \Utility involvement had been weak -- the utility was
lclequy unbrepared to prevail in a floor.debate in
fqont Sﬁthé Commissioners
* The company attorney was prepared and managed
“:“_to winsagainst the motion to remand the tariff back
to the staff f HHr more studv | \\,= 42727
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Talking T?The Press

* Industly ess IS very important
e Comm joners read the newspaper inthe state

'\ lcapitol + but they really read industry, press
“_ - Commissioners often are more interested in
consL%tency with industry practice than right or wrong
| - Perce‘btlons are reality in a regulatory:hearing
lBeﬁ‘ié‘hd the press early -- last minute briefings can
be tricky

~Give Yﬁe press everything on background
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