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Executive Summary

This Report was prepared by the Staff of the Federal Energy Regulatory
Commission (Commission) pursuant to the conference report accompanying the FY 2002
Energy and Water Development Appropriations Act (Act).2 The conference report directs
the Commission to submit to Congress, by January 31, 2002, a report on the economic
impacts on Western utilities® and ratepayers associated with price caps® on daily spot
market power sales® These daily spot market transactions involve the resale of energy
purchased under long-term forward power contracts when such energy becomes surplusto
system needs.

This Report focuses on the economic impact on eight Western load-serving utilities
and their ratepayers of price caps on wholesadle sadlesin the spot markets. To provide an
appropriate perspective, the Report aso includes corresponding data with respect to
wholesades sales by those same companies in the non-spot markets, where price caps were
not in effect. Actua saes datafor the period of June 20, 2001 through November 30,
2001 are used. The Report discusses impacts on ratepayers, to the extent that such
information was provided by the utilities. The Report reflects the views only of the
Commission Staff; it has not been consdered by the full Commission.

The Report makesthree principal conclusions:

H. Rept. No. 107-258.
2pyb. L. No. 107-66, 115 Stat. 486 (2001).

3As used throughout this Report, "Western utilities' means the following companies
(listed dphabeticdly): Avista Corporation, Idaho Power Company, Montana Power
Company, Nevada Power Company, PacifiCorp, Portland Genera Electric Company, Puget
Sound Energy, Inc., and Sierra Pacific Electric Company.

“The conference report uses the term "price cap,” and this Report adopts the term as
well. However, Staff notes that Commission orders on the price mitigation and monitoring
plan did not use the term "price cap.” Rather, the orders spoke of "mitigated price" based on
a pricing methodology that was intended to replicate competitive market conditions.

SAs used throughout this Report, the terms "spot market" or "spot market sales’
means salesthat are 24 hours or less and that are entered into the day of or the day prior to
the ddivery.
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@ The pricesat which the Western utilitiesresold power in the
spot market were about $35/MWh on average —well below the
price cap of $92/MWh;

2 A soft spot mar ket —adequate supply given the low demand
during the time period — dictated the prices at which the
Western utilities resold energy, not the $92/MWh price cap; and

3 Customersthat the Western utilities had an obligation to serve
benefitted from the resale of surplusenergy from long-term
contracts at the average $35/MWh level because the revenues
from theresales offset the sunk costs of the long-term contracts.

The Report demonstrates that the average price (both smple and weighted) at which
the Western utilities sold power in the daily spot market was significantly bel ow the price
cap of $92/MWh. Moreover, while the softness of the spot market did not alow some
companiesto resd| their surplus energy from forward purchases at the price they paid
under the forward contracts, the companies were smultaneoudy reselling surplus energy
from forward purchases in other short-term markets (longer than 24 hours) a more than
what they paid under the forward contracts. The Report concludes that awide variety of
factors other than the price cap, such as conservation efforts, a downturn in the regiona
economy, and adequate supply given low demand, affected saes pricesin both the spot and
non-spot markets.

Traditiondly, the Western utilities have acquired long-term resources by ownership
or contract in order to reliably serve their native load at stable prices. To the extent that
these resources are not fully needed to serve native load due to lower than expected
demand, they are resold in short-term markets. Even if market conditions required these
resdes to be at prices below the full costs of the long-term resources, customers that the
Wegtern utilities had an obligation to serve benefitted because the revenues from the
resaes offset the sunk costs of the long-term resources.

Finaly, the Report describes the current retail rate activity with respect to the
recovery of the costs of wholesale purchases and sales.



BACKGROUND
A. The Purpose of This Report

The conference report (H. Rept. No. 107-258) that accompanies H.R. 2311, the FY
2002 Energy and Water Development Appropriations Act, directs the Commission to
report to Congress on the economic impacts of price caps that the Commission included as
part of amitigation plan for the Western region of the United States. The conference
report states:

The conferees direct the Commission to submit a report to Congress by
January 31, 2002, on the economic impacts on western utilities and
ratepayers associated with the Commisson's emergency order imposing
price caps on dally spot power sales resulting from the inability of western
load serving utilities to recover costs from daily sales of excess power from
long-term forward contracts.

This section of the Report discusses the context in which the Commission directed
the use of price caps on spot market salesin Cdiforniaand, later, in the areawithin the
Western Systems Coordinating Council (WSCC).2

B. Description of Key Elements of the Commission's Prospective Mitigation
and Monitoring Program

Between August 2000 and July 2001, the Commission issued a series of orders
(approximately 75) that, among other things, addressed the mitigation of prices for power
sold at wholesde through centralized, single-price auction spot markets operated by the
Cdifornia Independent System Operator Corporation (1ISO). Recognizing that the
Cdifornia market isintegrated with markets in the other Western states, the Commission
aso implemented price mitigation in spot markets throughout the West. These orders were
amed a correcting the serious flaws in the dysfunctiona market in Cdiforniawhich
contributed to the dectricity crigsin Cdiforniaand a gabilizing pricesin Cdiforniaand
the West. Inissuing the orders, the Commission adopted a measured approach to provide
for market corrections and price mitigation, attempting to balance the need to protect
customers from high pricesin the short-term with the need to ensure that power continues
to flow and that incentives are provided to bring much needed power supply on-line for the
longer term.

®References throughout this Report to the WSCC are intended to refer only to the
United States portion of the WSCC.
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In generd, the Commisson's actions involved two generd time frames. Thefirg is
aperiod from October 2, 2000 until June 20, 2001. Thistime period is not at issuein this
Report and is not discussed further herein. The second time frame is from June 21, 2001
forward. For the latter time frame, principaly through two orders,” the Commission
adopted a program to ensure that rates for spot market sales throughout the Western United
Statesremain just and reasonable. It isthe economic impact of price caps during thistime
frame that is the subject of this Report.

Inthefirst order (the April 26 Order), the Commission established a prospective
mitigation and monitoring plan for wholesde sdes through the organized red-time markets
operated by the 1SO, and established an inquiry into whether a complementary price
mitigation plan should be implemented throughout the WSCC?8 Inthe April 26 Order, the
Commission established price mitigetion for al sdesin the 1SO's redl-time market during a
reserve deficiency (that is, when reserves fdl below seven percent). During those hours,
the Commission required that the 1SO's single price auction be subject to must-offer and
certain other bidding requirements (based on gas-fired generation) which the 1ISO must use
to establish the market clearing price (MCP) when mitigation applies (mitigated reserve
deficiency MCP).9 Higher prices were permitted if they could be judtified.

In the second order (the June 19 Order), the Commission modified and expanded the
mitigation plan to include the entire WSCC during al hours of the day (usng amodified
verson of the mechanism employed for reserve deficiency hours). The resulting price,
which was in effect from June 20, 2001 through December 21, 2001, was $92/MWh. In an
effort to address the projected tight supply Stuation throughout the West, the Commission
aso required that dl available generation not previoudy committed to serve load be
offered in the spot market.

In the June 19 Order, the Commission noted that, in prescribing price mitigation for
spot markets throughout the West, it was seeking to intervene in marketsin aslimited a

San Diego Gas & Electric Co., et a, 95 FERC {61,115 (April 26 Order), order on
reh'g, 95 FERC 161,418 (2001) (June 19 Order), order on clarification and reh'g, 97
FERC 61,275 (2001).

8The price mitigation established in the April 26 Order replaced a price mitigation
plan previoudy in effect for such sdes and was an outgrowth of a Commission
investigation into the reasonableness of rates for public utility saes through the markets
operated by the ISO and the Cdifornia Power Exchange.

The mitigated reserve deficiency MCP isthe margind cost of the last unit
dispatched to serve the last increment of load during a period of reserve deficiency.
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manner as possible consstent with the Commission's responghbilities and policies to
ensure just and reasonable rates, to rely on market principles wherever possible, and to
ba ance carefully the need for price relief againg the need for price signalsto atract
critical supply entry.°

In an order issued on December 19, 2001, the Commission made minor changes
to this mitigation and monitoring plan. The Commission directed the ISO to recaculate the
price cap for spot market sales when the average of certain gasindices increases ten
percent from the leve last used for calculating the mitigated price. As a starting point, the
Commission set the West-wide winter price cap at $108/MWh, effective as of December
21, 2001, which is above the previous West-wide price cap of $92/MWh.

103yne 19 Order, 96 FERC at 62,545.

Y vestigation of Wholesale Rates of Public Utility Sellers of Energy and Ancillary
Servicesin the Western Systems Coordinating Council, 97 FERC 161,294 (2001).



1. REQUESTS FOR INFORMATION

In order to obtain the information necessary to complete its Report to Congress, on
November 28, 2001, Commission Staff sent data requests to eight traditiona investor-
owned public utilities in the West outside of Cdifornia'? Staff sought information from
these utilities, but not others in the West, because it was only these utilities thet raised the
issue of the economic impact of the mitigation plan in proceedings before the
Commission.

The data requests were not sent to the three Cdiforniainvestor-owned public
utilities™3 Through caendar year 2000, these three public utilities purchased power dmost
exclusively through the spot market pursuant to Cdifornia state restructuring rules. As of
2001, due to the lowered credit ratings of two of the utilities, much of the Cdifornia
investor-owned public utilities power needs were procured by a creditworthy third party.
Because of these third party purchases, the Cdifornia investor-owned public utilities do not
currently resdll surplus energy from long-term purchases in the spot markets studied in this
Report.

Suppliers such as municipas, governmentd agencies (e.g., the Cdifornia
Department of Water Resources), cooperatives, and Federa Power Marketing
Adminigtrations serve about 50 percent of the load in the West. Staff did not request data
from these entities because they are non-jurisdictiond.

The data requests solicited the following information from the eight Western
utilities: (1) cost and transaction data for both the origind cost of the long-term purchases
made by the public utilities and the revenues generated by resdlling the surplus energy in
the wholesale spot market and other wholesale markets, and (2) any effects on Western
utilities and ratepayers due to thiswholesde activity. Staff requested both actuad
transactions from June 21, 2001 (the effective date of the mitigation plan) and projected
data through September 30, 2002 (the end of the mitigation plan). Not al Western utilities
provided the projected data, and those that did cautioned that the data were speculative and
unrelidble. Therefore, this Report does not include the prospective data and its conclusions
are not based on that information.

Lavista Corporation, Idaho Power Company, Montana Power Company, Nevada
Power Company, PecifiCorp, Portland Genera Electric Company, Puget Sound Energy,
Inc., and Sierra Pacific Electric Company.

13peific Gas and Electric Company, San Diego Gas & Electric Company, and
Southern Cdifornia Edison Company.
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A copy of the data request that was sent to each of the eight Western utilitiesis
attached as Appendix B. Staff received responses to the data requests between December
21, 2001 and January 10, 2002. Because some of the responses to the data requests are
commercidly sengitive, severd of the companies requested confidentid trestment, in
wholeor in part. In order to accommodate these requests, the Report uses |etter
designationsfor al of the Western utilities. Appendix A contains a key that identifies each
of the Western utilities with its letter designation. As noted in the cover letters
transmitting this Report, in view of the confidentia nature of thisinformation, the
Commission requests that the recipients of the Report withhold Appendix A from public
disclosure.

One company, Utility E, did not meet the origind deadline for providing the
requested data. In its response to Staff's follow-up letter directing compliance, Utility E
dated that it does not maintain the satistical data sought in the data requestsin the format
requested by Staff and claimed that it could not "spare the manpower” to provide the datain
the format sought by Staff. Consequently, information for this company isnot included in
the tables and graphs contained in the Report.
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. SUMMARY STATISTICS

Staff requested information from the individua Western utilities on the cost of ther
respective long-term purchase power contracts and the amount of surplus energy (in MWh)
availablefor resdle. Because surplus energy from long-term contracts can beresold in a
variety of ways, Staff requested actud revenue data for the period commencing June 21,
2001 to the present for surplus energy resold in the spot market, which is subject to price
mitigation, as well as energy resold in other short-term markets (longer than 24 hours),
which are not subject to mitigation. The following table contains a summary of this
information, using the time period of June 21, 2001 through November 30, 2001:

Spot Resales Non-Spot Resales
(Below) or Above (Below) or Above
Company Forward Contract Price Forward Contract Price Net Revenues
A ($316,976,099) $6,938,220 ($310,037,879)
B ($152,072,399) $257,726,332 $105,653,933
C ($155,276,866) ($19,654,273) ($174,931,139)
D ($44,941,168) $106,323,854 $61,382,686
E Not Provided Not Provided Not Provided
F ($55,908,419) ($11,124,672) ($67,033,091)
G ($54,652,418) ($23,255,003) ($77,907,421)
H No Spot Resaes No Non-Spot Resales N/A

Figuresin parentheses Sgnify that the short-term market was soft and did not alow
the company to resdll its long-term resources at the price paid for the resources.
Conversaly, prices without parentheses indicate that the short-term market supported
resales above the price of the long-term resources.

Theinformation provided by the Western utilities indicates that one utility (Utility
H) had no transactions involving the resale of surplus power from long-term contracts.
Utilities B and D were each able to resdll surplus energy from their long-term resources at
prices above those paid for the resources. UtilitiesA, C, F, and G recovered less due to the
overal decline of prices as aresult of acombination of factors that resulted in a soft spot
market. As previoudy noted, Utility E did not provide this information, claiming that it did
not maintain the data in the format requested and lacked the manpower needed to supply the
requested data.
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The data responses aso indicate that the wholesale spot market price for the resale
of surplus energy was generally considerably below the $92/MWh price cap. In fact, most
of the spot market transactions never gpproached the $92/MWh price cap. Theinformation
reported indicates that the tota average resde priceis gpproximately $35/MWh. The
following table shows the smple and weighted average oot market prices for each

Western utility.
Daily Spot Resde Price (YMWh)
Company Smple Average Weighted Average
A $33.96 $36.47
B $35.45 $38.39
C $29.41 $29.42
D $36.93 $35.63
E Not Provided Not Provided
F $32.01 $34.47
G $30.27 $27.26
H No Spot Resaes No Spot Resales

The dataaso indicate thet, after the Commission issued its June 19 Order, pricesin
the spot market steadily declined throughout the time period at issue and were well below
the $92/MWh price cap. The following graph illustrates the average price of the spot
market sales and the decline in average prices.
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Figure 1. Northwest Spot Prices Decline over Time

Thefollowing bar graph illusirates the volumes and the resdle prices in the spot
market:
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Figure 2: Northwest Spot Sales Volume By Spot Resale Price Range

Figure 2 indicates thet, after the Commission issued its June 19 Order, avery smal
portion (less than one percent) of resales in the spot market occurred at prices gpproaching
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the $92/MWh price cap; in other words, amgjority of resalesin the spot market were at
prices below the price cap.
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V. MARKET CONDITIONSIN THE WEST DURING 2001

Inlight of the supply problems that Cdifornia had experienced during 2000, the
regiona supply outlook for 2001 in the West was projected to be very tight. For example,
the North American Electric Reliability Council (NERC) released areport on expected
summer 2001 supply conditions in Cdifornia and the Pacific Northwest. In itsreport,
NERC projected that the 1SO would not have sufficient resources to meet expected demand
during the summer of 2001, and that rotating blackouts (that is, locaized curtailments of
firm customer demand) should be expected. NERC's report stated that firm demand might
be curtailed for gpproximately 260 hours over the course of the 2001 summer, with an
average amount of firm demand curtailed of about 2,150 MW in each ingance. NERC aso
predicted areduction in the amount of energy traditiondly available from Pecific
Northwest utilities for export into Cdifornia, due to limited energy output from
hydrodectric facilities resulting from savere drought conditi ons* In addition, pricesin
the spot markets for the prior summer had been a higtorica highs.

In addition, on December 14, 2000, the Secretary of Energy declared an emergency
in Cdifornia due to a shortage of dectric energy.15 The god of the emergency declaration
was to avoid blackoutsin California by requiring generators and marketers to make
electricity avallable for purchase. The emergency order affected agpproximately 75 entities,
including investor-owned utilities, cooperatives, municipdities, and marketers located both
within and outside Cdifornia. The emergency order required these entities to sell energy to
the SO (to the extent each entity had energy available in excess of the amount needed to
serveits firm customers) within 12 hours after the 1SO had certified to the Department of
Energy that it had been unable to acquire in the market adequate supplies of eectricity to
meet system demand and, as a consequence, either had or reasonably had anticipated an
inadequate fuel or energy supply. The emergency order was ultimately extended to
February 7, 2001.

Asareault of the scarcity of supply as well as the serious flaws in the dysfunctiond
Cdifornia market, energy prices in the long-term, short-term, and spot markets were high
throughout the region.

14North American Electric Reliability Council, 2001 Summer Special Assessment,
available a ftp://www.nerc.com/pub/sys/al_updl/docs/pubs/'summer2001-specid .pdf.

Notice of Issuance of Emergency Orders Under Section 202(c) of the Federal
Power Act, 65 Fed. Reg. 82,989 (December 29, 2000); see also U.S. Dept. of Energy,
Amendment No. 2 to the Order Pursuant to Section 202(c) of the Federa Power Act,
available to http://mww.energy.gov/HQPress/rel eases00/decpr/order202(c)amend2.pdf.
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The following graph shows the spot market prices in the three Western hubs (Pdlo
Verde, Mid-Columbia, and Cdifornia-Oregon Border) beginning March 2001.
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Figure 3 Western Hub Spot Market Prices
As shown, prices in the spring were in the range of $400/MWHh.

Based on the facts as known at the beginning of 2001, dectric utilities in the Wes,
including the utilities to whom Staff sent data requests, made purchasing decisons intended
to ensure sufficient reliable resources to service their projected system loads. 1n an effort
to avoid an over-exposure to the volatile spot market, the utilities locked in longer-term
contracts. Once these contracts were executed, the costs became sunk costs for serving
system loads.

System plannerstypically secure future resources sufficient to serve their system
load forecast. This procurement strategy ensures system reliability, and is particularly
important in amarket with tight supplies, such as the Pacific Northwest, which is highly
dependent on hydrod ectric resources. At the time that the Western utilities made some of
their long-term purchases (the beginning of 2001), the reservoirsin the region were at
higtoric lows due to the extremely dry conditions throughout the West. Thus, other, non-
hydrod ectric resources were needed to make up the projected shortfall of hydroelectric
generation.
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While some of the Western utilities do not explain why, some of their long-term
purchases were in excess of actua system loads (and therefore became avallable for resde
inwholesale markets,) There are anumber of possible explanations for this. For example,
purchases may be in fixed amounts around the clock and thus become temporarily available
for resale in shoulder or off-peak periods16 Actud system loads may turn out to be lower
than projected loads. Weather conditions can be more favorable than the recent or
historical periods that were used to make projections. Greater than expected snow and rain
can make more hydroe ectric generation available than origindly projected. Because a
utility's own hydroelectric generation is chegper than long-term purchased power, utilities
can use such generation to displace their purchases for serving system loads.  Successful
conservation programs and genera economic conditions may aso explain differences
between projected and actua system loads. Dueto any of these factors, or any
combination of these factors, the origind long-term purchase can in some hours become
aurplus energy available for resdein short-term markets. Evenif theseresdesare a
prices below the cost of the long-term purchases, system customers benefit because the
revenues from the short-term resaes serve to offset the sunk costs of the long-term
purchases.

The dire predictions as to the market conditions in the West did not generaly come
to pass due to better than expected supply conditions, lower than expected demand, and
implementation of the Commission's price mitigation plan. The result was adeclinein
short-term and spot energy prices. In the week immediately following implementation of
the April 26 Order (the week of June 9, 2001), Western spot market prices fell to below
$55/MWh compared to prices of about $170/MWh the week before. Asindicated by the
responses to the data requests, the Western utilities average prices for energy resold in the
spot market all are about $35/MWh, which is considerably below the $92/ MWh price cap
established in the Commission's June 19 Order.

From the data the Western utilities provided, Staff concludes that the price cap had
little, if any, influence on the price levels & which the Western utilities were able to resdll
surplus energy from their long-term contracts. These prices were a function of a soft spot
market and fell well below the price cap. The spot market isthe last opportunity to buy or
sl energy beforeit isactualy used. Asareault, it isthe most volatile market. This
market will produce high pricesin atight supply Stuation because demand will be high
relative to supply. Conversdy, priceswill be low when supply is aundant and there are
many choices available to prospective buyers — the conditions present during the time
period covered by this Report.

160ne company, Utility A, statesthat this is the primary reason that it had surplus
energy available for resae into the wholesale market.
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V. ECONOMIC IMPACTS ON WESTERN UTILITIESAND RATEPAYERS

Among other things, Staff's data requests to the eight Western utilities requested
that they each indicate what percentage of their total system supply is represented by the
transactionsin question. In response, Utility B states that the percentage of net system
load represented by spot market transactions subject to the price cap is seven percent.
Utility G reports that the resale of surplus energy in the spot and short-term markets
represents gpproximately 7.5 percent of system sdes. Utility A responds that, from June
through December 2001, approximately 33 percent of its portfolio to serve wholesde and
retail |oad was from both spot and longer term purchases.’ The remaining companies did
not provide responses.

From the information provided by the Western utilities, only Utility A hasa
ggnificant amount of wholesde purchasesin its portfolio as compared to the other
reporting companies. A review of recent higtorical datafiled in Utility A's FERC Form No.
1 indicates that, during 1999 and 2000, this utility's wholesale sdes volume was over one-
third of itstotd sales. In other words, this company's purchases and saes volumesin the
wholesale spot and short-term markets are alarger percent of its total sales than the other
companies. Assuch, Utility A ismore exposed to the risks and the benefits, aswell asthe
voldility, of these markets than the other companies.

The data requests aso asked the Western utilities to provide information indicating
the impact on ratepayers due to the current price mitigation.

Utility E indicates that it filed aretail rate surcharge on December 3, 2001 to
recover certain eectric energy supply costs, including net purchase power costs. Utility E
dates that its net power costs include amounts paid for fuel for generation and for power
purchased in wholesale markets and through long-term power purchase agreements, less
amounts received from the sale of surplus power in off-system wholesdle salesfor the
benefit of its customers. In recent years, it reports, these costs have steadily increased,
however, arate increase was not needed until the summer of 2001 because it was able to
offset itsincreasing costs by sdlling surplus power into the spot market where prices have
risen dramaticaly. Utility E Statesthat, during the summer of 2001, market power prices
fdl dramatically and hydrod ectric generating conditionsin the region were the second
worgt on record. The company dleges that it could no longer market its surplus power at
rates high enough to keep its net power costs down to the levels embedded in its existing
rates. Utility E reports that the cumulative effect of these extraordinary circumstances and,
more importantly, itsincrease in gas supply contracts for its generation resources, are the

TUtility A reported thisinformation differently than other companies.
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reasons for the proposed changein rates. The company states that it has not attempted to
study the extent to which the Commission's June 19 Order has impacted its ratepayers.

Staff notes that, based on the responses, the primary retall rate cases of Utilities A,
G and F involve the amount of the total cost of long-term purchases, which is not the
subject of this Report.

Utility A Statesthat it providesretall dectric service in severd Western states. To
date, it hasfiled for recovery of itsincreased long-term purchased power cogsin the
mgjority of those ates. It indicates that the percentage impact on its customers ranges
from three percent to 8.6 percent. According to Utility A, the rate filings in these sates
are representative of the impact on the company's customers.

Utility G dates that, due to the forecasts of tight supply conditions, it made both
traditional long-term purchases and forward purchases in the form of |oad reduction or buy
back programs that were approved by its state commissions. According to the company, at
present, its retail customers will be responsible for gpproximately 81 percent of these
costs. No additiona information was provided.

Utility F statesthat it has experienced an increase in purchased power due primarily
to record low hydroelectric generation conditions. Theincrease in purchased power, and
the increased codts, led this company to file an expedited request for a surcharge on retail
rates, which was partialy granted in one state proceeding. In arelated state proceeding, the
utility filed for deferred accounting for power supply costs, which was dso gpproved. The
company aso hasfiled for an additiond (ten percent) interim rate increase which it
proposes to take effect in 2002. Utility F servesretail customersin another state and has
gpplied for achange in the power cost adjustment mechanism.

Utilities C and D did not provide any information on specific retall rate activity.
They smply indicate that there may be impacts on the companies and their ratepayers.
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VI.  ASSESSMENT OF WHOLESALE PRICE CURVES

This section isintended to provide an overall assessment of the wholesale price
curves during the last haf of 2001 as reported by the Western utilities. The following
graph shows the trend of the reported resale prices of surplus energy in the spot market:
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Figure4: Trend of the reported resde prices of surplus energy in the spot market

The following graph shows the trend in the reported purchase price of the long-term
contracts.
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Figure5: Trend in the reported purchase price of the long-term contracts

The following graph provides a comparison of the price datafor both the long-term

contracts and the resale of surplus energy in the spot market.
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Figure 6: Spot Versus Long-term Price Comparison

As noted above, the average prices in the spot market are well below the $92/MWh
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price cap. The reported data indicate that the price of long-term contracts has declined
dramaticaly throughout the period for which actud data were provided. Based on this data,
Staff concludes that the time period that the public utilities were exposed to high priced,
long-term purchases has passed. The improved market has dso resulted in not only lower
spot market prices, but aso lower long-term prices.
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VIl.  PRINCIPAL CONCLUSIONS

Based on the information provided in this Report, Staff makes the following three
principa conclusions with repect to the economic impact on Western utilities and their
ratepayers of the price caps on daily spot market sdes.

@ The prices a which the Western utilities resold power in the spot market
were about $35/MWh on average —well below the price cap of $92/MWh,

2 A soft spot market — adequate supply given the low demand during the time
period — dictated the prices at which the Western utilities resold the energy,
not the $92/MWh price cap; and

3 Customers that the Western utilities had an obligation to serve benefitted
from the resale of surplus energy from long-term contracts at the average
$35/MWh level because the revenues from the resales offset the sunk costs
of the long-term contracts.
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Appendix A

This publicly released version of the report does not include a confidentia Appendix A
containing commercidly sengtive information.
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Appendix B

Copy of Staff Data Requests to the Western Utilities



