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L e. ..* DWHat are wé mummpallzmg’_? o
Principal costéomponeritd

Replacement versus condemnation
Power markets

Regional opportur;'ities




What Are We

In a. restructurlng unlyerse Whatﬂeevthe semmg

utIIrty OWR? el == e ol -
* How long will the status quo Iast’?
* How will the presence of restructuring change the

valuation?




a restructuring
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. The serving ufmty no..lc:nger pes&es:ses*a Iongtenm
monopoly frafichises..~ .. - - ==

* The generation market is entlrely I|qU|d i~

* |ocal distribution equipment is usually more

~ expensive and less efficient that its modern
replacements
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Less than one year -- Callfornla and
Masachussetts

“One to five years -- everywhere but Utah,

Nebraska, and Tennessee

Forever -- some states treasure the current high

prices and poor levels of service
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How W|II the presence

Asolutely = e
e Restructurlng_h.aS'eTJmlnated the monopoly
valuation debate in condemnation
* Alternative power supplies are now readily
available ,
* FERC 888 exit fees on transmission are now the
major decision variable in most cases




_ Principal Cost

Dlstrlbutlon Cos‘ts
'-'.'Transmlssmn Cos{s-
Exit Fees
Paower Supply
" Lost Benefits
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Distribution Costs

ye] 1al déliate ﬁ ng»&};

P power gener . rev edla’r

valuation - " o FaR N &

Post-restructurtng -debateé V\nlrmeve*th'e e S, .,r.,.'
- ““equipment debate-back to Where it-should be = the

value of the equipment

Most states with resturcturing proceedings are
explicitly unbundling:utility services
* Unbundling provides an external valuation of
distribution property

* Unbundling also separates overall business value from
the distribution business
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FERC Order, 888 aLso pmwdes a—s-trmgﬂhtforward, o
-<-gvaluation of transm,l§S|on Costs o -
However:
* Transmission through the existing suppliers system will
" be subject to an exit fee

* Transmission terms and conditions may be arbitrary
and capricious and may only be mitigated by a FERC
appeal

Pursuit of third party wheeling is likely to become

the rule rather than the exception
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FERC Order, 888 does.nnt pt‘;jwdfe f@r*a* ~~ Q ~.,

"-.'.mechanlsm for the- appllcatlon of eX|t fees excep‘t i

the context of a transmission request

- The fundamentals are summarized by the following

rule: .
Anybody's transmission is less expensive than the
current providers.




As a general, rule power supp1y Has be;en t-wou w,

“ithirds 6f the total enﬁﬂ_userbjll =

Five year power supplies have fallen dramatlcally
over the past five years

Ten year power supplies have fallen dramatically

over the past ten years

Twenty year power supplies have fallen

dramatically over the past twenty years




BPA's View
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. AnCIIIary servlces are the mdUstrysanalog fop;the

'-.'questlon of "Who 's-Huried |n Grant's tomb?" =
The answer is that \=1Y few anC|IIary services are
surviving the rigors of the market

“Full ancillary services have been bid down to less
than a mill in most cases

Recent California experience has ancillary services
at .5 mill




*” Franchise fedsi-- ., s i #eifesm s

*-:Advalorem taxes—*..-
* Social programs




Replacem‘ent

In our two most reeemt.experieneeswth T
mun|C|pal|zat|on - both cities. have serlously - o
considered simple replacement '
* Why?
¢ Modern technology has reduced replacement costs
considerably
Litigation is expensive and costly
Replacement will lead to better service and higher
reliability




. Current prices. rang.e..from 2@ mﬂls (defwered to*the

“-point of dellver_y) onithe west coast to"30 mills™*

(delivered to the point of dellvery) on the east coast
* These prices reflect a 50% load factor with

" substantial seasonality
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. The bottom lie::,«."z 2 fadeseas

\Wast Coast:™ - == B0 mills”

l-r -rr _,___;.-_

e East Coast: -V 80 mills

* Assuming:
~ o Third party transmission
* Distribution replacement
* Five year energy supplies




