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Preface

The reports that follow make up Part 11 of the Staff Report on U.S. Bulk Power Markets, and
goedificaly review the regions of the Northeast, Midwest, Southeest, and the Electric Rdiability Coundil
of Texas (ERCQOT). LikePat |, thet dedt with geff'sinvestigetion of the Western Bulk Power
Market, these investigations were directed by the Commisson in an undocketed order issued on July
26, 2000. 92 FERC 161,160 (duly 26, 2000). The Commission directed st&ff to undertake afact
finding investigation of the conditionsin dectric bulk power markets (induding volatile price
fluctuations) in various regions of the country. Staff was further directed to (8) determine any technica
or operaiond factors, regulatory prohibitions or rules (federa or date), market or behavior rules, or
other factors effecting competitive pricing of dectric energy or rdiahility of service and (b) report its
findings to the Commisson by November 1, 2000.

Pat Il of the report, aswith Part | (the Western Market), presents certain facts regarding the
physcd descriptions of the resources, load, prices and input cogtsin eech region in away thet is
common among dl regions. The focus of the report varies for each region, reflecting the variaion in the
issues among theregions. The Wes, for example, isaregion that is partidly restructured with the
CdifornialSO. The Northeadt, by contradt, is entirdy composed of 1ISOs The Midwest and
Southeedt are currently treditiond bilatera markets that are dominated by verticdly integrated systems.
ERCOT isdsnin trandtion to an 1SO market.

Theovedl pictureisone of anindudry in trangtion. Theissues pertain to regulaory or
gructurd uncartainty, the uneven pace of change, and complex market desgnsthat are dill in flux.
This, combined with a period of unprecedented economic growth and heavy demand on dectricity
meansthat thereisagreat ded of sress on the current bulk power markets

Hedtriaty isacommodity with market dynamics Smilar to many other commoadities but is il
viewed by many as“different.” Thisisevidenced by the reaction to price valtility in various regions,
with corresponding efforts to control prices. Basic decisons about the regulatory modd need to be
decided s that the indudtry can complete the trangtion from atraditiond cos-of-service modd to a
modd that uses markets to price the commoadity and services. Theindudry is currently in ahybrid date
where the tranamisson is regulated and the price of the commoadity is sometimes controlled through
various market interventions



