


Goals for he Day 

1. Understand legal history and institutions 
governing the U.S. power industry. 
2. Understand the background for restructuring of the 
U.S. and Montana Power industry. 
3. Understand wholesale power markets and institutions. 
4. Understand federal initiatives currently underway. 
5. Understand your options as state policymakers. 





The Federal Power Act 

a Defined the federal government's role 
in regulating the electric utility 
industry. 

a This role has been further defined in 
court cases in the last half-century and 
more. 

a Established what later became the 
Federal Energy Regulatory 



Electric Industry Jurisdiction 
Generation Transmission Distribution 

"Bundled" rate = $0.075/kWh 

.Utilities grew 

- 
up building, owning and operating an 

integrated generation, transmission and distribution system. 
.Utilities charged one "bundled" rate for a combination 
of generation. transmission and distribution services. 



Electric dustry Jurisdiction 
Generation Transmission Distribution 

they fell under state jurisdiction. "Unbundled" sales (selling 
transmission or generation as a separate product) fall under 

federal iurisdiction. 







Western Transmission 
Main Grid System 

Transmission Voltages 

500 kV - Red 
345 kV - Green 

230 kV & below - Blue 





















JANE SAMPLE 
: JJQ 99 99999-9 

: ELECTRIC ACCOUNT DETAIL 

Rate Schedule: El XB Bundled Service 

Service: From 05/11/98 To 06/10/98 Billing Days: 30 Electric Meter #: 399999 : 

Prior Meter Read Current Meter Read Difference Constant Usage 
ELECTRIC 86467 86967 500 7 500 Kwh 
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$60.99 Total EleCSr&girges 
*++-?  

""s;"ie--* 
Legislated 10% Re>L.r3îî 6.10- 

P-Y&----- 

Net Charges $54.89 

The net the following components. Please see def~n~tions on Page 2 of the bill.: 

$0.O240OX $1 2.00 
'\ 

= Transmission -% 2.03 
\ t e 

F Distribution 't, 17.72 

\ I 
L Public Purpose Programs 2.10 
t 
k Nuclear Decommissioning 0.26 

12.70 

$8.08 

* Thts rate is based o n  the weighted average costs for purchases through the Power Exchange. This s e r v ~ c e  is subject to  
competition. You m a y  purchase electricrty from another supplrer. 
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New Structures 

a Utilities are merging with one another 
at an unprecedented rate. 

0 Utilities are re-creating themselves into 
different types of corporate structures, 
so ownership is no longer local or in- 
state. 



Rationale for Retail Corn 

Competition a ong electricity 
suppliers will lead to new products, 

new services, more e 
production and lower prices. 



Barriers o Competition 

Competition in retai markets wi 
only if wholesale markets work. In general 

wholesale markets are not yet working 
well. 



Most of the changes in the electric 
industry that have occurred thus far have 
occurred because of WHOLESALE 
competition, not retail competition. 



What Happened to Prices in the 
Summer of 2000? 

San Diego Electricity Prices for All 
Customers Rose by 200%-300%. 

a Montana Electricity Prices for Some 
Large Industrial Users Rose 
Substantially 

a Prices for New York City Electricity 
Customers Rose by Up to 40%. 







B$!x Day-Ahead E lectvicity Pvices 
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$250 Cap 
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MiniMax - zonal ~ v g  ~ 
PX SP15 zonal prices 
- SCE and SDG&E purchase day-ahead electricity at the SP15 price 

























Natural Gas Spot Prices in September 2001 Are 
Within the 1998-1999 range 

Henry Hub Daily Spot Prices Compared to Typica I Range for 
1998-1999 

---Average, 1998-1999 
+/- two standard deviations, 
1998-1999=$0.64 

Source: FnancialTimes Energy, Gas [laily 
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Market Rules 
Price Caps and Rate Freezes 

o="% 
0 

Rate Cap 
Freeze 

RateRe 

Rate Cap and/or Freeze AND 
1 Reduction 





Most Marketers Aren't Marketing 
to Residential Custo 

Some marketers are sel ing to residential 
customers, but in genera the costs are 
too high and the return too low to attract 
large numbers of marketers to the segment 
under current rules. 



Savings for Most Residential 
Customers Are Smal 

A Typical Residential Customer's Bill: 
40 % of Typical Bill is For Power Delivery 

Portion of Bill Subject to Competition 

Typical Savings Are From 2 % to 10% 
savings per mo. 

he Savings for Most Residential Customers Are Too Small to Mak 
Switching Highly Attractive. I 



The Cost of Ac uiring Customers 
Is Hig 

.Studies suggest that the cost of acquiring a new 
customer is high: from $40 to $200. 

.The New York Times says that the cost of acquiring 
a cell phone customer is about $300 per customer. 

.Yet margins on residential customers are low -- 
maybe one penny per kwh.  







Several Types of Aggregation 

Private Sector Aggregation 

Government Aggregation 
- Opt -in amregation: Citizens of a 

jurisdiction 
one by one, to 

must agree, 
let the 

government entity 
choose their provider 

- Opt-out aggregation:Citizens assumed to 
accept 
entitv's choice 

government 

l c i i a l e  

otherwise. 



Private, NGO, Government 
Sector Aggregation 

a Retail erchants associations, chambers 
of commerce and others are negotiating 
deals for their members. 

a Some municipalities have combined 
forces to serve their own load. 
- Discounts range from 5-20 percent off the 

default customer rates. 



Private Sector Examples 

a Maine 
- discounts off default service are a function 

of how retail default service is priced. 
>> 1 year contract: discount is 10-15% 

>> 2-3 year contract discount is 15-25% 

>> aggregation only works for 20kw and larger 
customers. Rates for default customers below 
20kw are set below wholesale market prices. 





California Municipalities 

a California municipalities bought for 
their own load -- not of their citizens. 

The aggregator signed a long term deal 
to cover 90% of the members' needs. 
The remaining 10% had to be covered 
from the spot 
- Spot market prices went so high that it was 

no longer worthwhile to continue -- even 
though the other 90% was secured at a 





Mav 2001 Results: Electricitv Aaareaation 
VOTES CAST YES 
ASHLAND COUNTY 

Shall the City have the authority to aggregate the retail electric 
loads and enter into service agreements for the sale and purchase 
of electricity, to occur automatically except where any person opts 
out? City of Ashland 

PROPOSED ELECTRICITY AGGREGATION ORDINANCE 

Shall the County have the authority to aggregate the retail electric 
loads and enter into service agreements for the sale and purchase 
of electricity, to occur automatically except where any person opts 
out? Ashland County 

ASHTABULA COUNTY 

PROPOSED ELECTRICITY AGGREGATION ORDINANCE 

Shall the City have the authority to aggregate the retail electric 
loads and enter into service agreements for the sale and purchase 3,300 of electricity, to occur automatically except where any person opts 
out? Ashtabula County 

CUYAHOGA COUNTY 

PROPOSED ELECTRICITY AGGREGATION ORDINANCE 

Shall the City have the authority to aggregate the retail electric 
loads and enter into service agreements for the sale and purchase ,880 
of electricity, to occur automatically except where any person opts 
out? Seven Hills Citv 



Conclusions on Munici 

0 Opt-in aggregation appears to pose 
high barriers, and has resulted in 
almost no successful aggregation. 
- It is less controversial than opt-in 

aggregation. 

- Supporters argue that it allows for a "level 
playing field" among all types of 
organizations marketing power. 



Conclusions on Municipal 
Aggregation 

a Opt-out aggregation is less common 
and earlier in its development. It poses 
fewer barriers and has resulted in some 
successful aggregation efforts. 
- It is more controversia than opt-in 

aggregation. 

- Some argue that it will proffer too great an 
advantage to municipalities. 




