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Clearing Price $/MW

June 29 2000 PX Bid Curves

9am and 5pm Supply and Demand Bids
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North Path 1% On-peak Day-ahead

‘\ \‘l l u.ﬂ“ " ‘” ‘hjt'“ ‘J|1.f"l" 1[“

| | I||| 1
i .,r ._,.- r I ll

I




Wholesale and Retail Electricity Prices
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WECC Reserve Margins are among the lowest in the country
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Lost Energy Sales to Repay California:
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Higher
margins
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Lower
margins

1. Structured products:
fewer competitors, market-
neutral strategy; high
margins commensurate with
experience and intellectual
capital

2. Speculative transactions:
risk-taking strategy; margins
generally commensurate with
risk exposure

3. Basic transactions: low-
margin business; more
competitors; margins
commensurate with scale and
scope
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STRUCTURED PRODUCTS
(Merchant Product Catalog)
« Combine simpler trades and contracts into complex, tailored contracts.

¢ Provide value with innovation and understanding physical dynamics.
* Manage appropriate level of market neutrality.

SPECULATION AND MANAGED RIK-TAKING

e Commit value-at-risk to predict price and volatility swings.
* ldentify arbitrage possibilities.
e Plan physical asset needs around trading data.

BASC FINANCIAL TRANSACTIONS

* Use markets to price physical contracts.
* Use financial equivalents to provide liquidity to physical contracts.
* Use trading data as “eyes and ears” to market.

BASC PHYSCAL TRANSACTIONS

“Basic Building Block”

* Purchase 100 MwH of electricity or 100 MMcf of natural gas.
* Transport physical commodity to customer (physical settlement).
* Receive small spread for arranging the transaction.

Physical “base” makes more complex transactions possible—
Higher physical volumes “support” higher volumes of financial transactions.




Wide Spreads In Power Beckon A-Rated Players
By Mark Golden
A Dow Jones Newswires Column

August 9, 2002

... A big profit opportunity for traders with A-rated
credit. Several such players are launching new power

trading desks, while others are ramping up
operations. RWE AG (G.RWE), privately-held trader
L ouis Dreyfus, hedge-fund manager Citadel

| nvestment Group, TXU Inc. (TXU) and Bank of
America Corp. (BAC) have gotten the most talk,




Bank of America |s Seeking Energy-Trading Authority

By MARTHA BRANNIGAN and KATHRYN KRANHOLD
Staff Reporters of THE WALL STREET JOURNAL
September 13, 2002

The Charlotte, N.C., banking company
In late July began offering cash-settled
electricity derivatives aimed at hedging
therisks of fluctuations in electricity
prices...




Conclusion

GLOBAL INVESTING: Ratepayers to

suffer from light-speed deal
By John Dizard
Financial Times; Aug 30, 2002

There will be a power struggle and, given theFed's
Constitutional authority over interstate commer ce,
the states are on track to lose much of their
authority. That won't happen overnight but it will
happen.




