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HEADLINE: S&P SEES EIGHT POWER FIRMS AT RISK OF LIQUIDITY CRISIS I F  
DOWNGRADED 

BODY: 
Standard and Poor's said it has identified eight U.S. power and merchant energy companies 
that could face a liquidity crisis if their credit ratings were to deteriorate. 

Following a review of US. and European companies across industries, the credit-rating 
agency found that Aquila3 Black Hills, Dominion Resources, Dynegy, Mirantj PG&E National 
Energy Group, Reliant Resources and Williams each faces a "credit cliff," meaning that a 
credit downgrade could severely drain liquidity. 

S&P officials in a conference call last week said they sought to review 1,000 U.S. and 
European investment-grade industrial and utilities companies through a survey that asked 
questions about exposure to so-called "contingent calls on liquidity," or demands on a 
company's available cash from such things as ratings triggers on debt and triggers on bank- 
lending facilities. The rating agency said it had reviewed responses from roughly 90% of 
those surveyed. 

The officials said they found about 500 of those queried had "some form of contingent call on 
liquidity." The eight power and merchant energy companies are among 24 companies of all 
kinds that S&P identified -- 15 in the U.S. and nine in Europe -- that met the "credit cl i f f '  
profile. In determining such a profile, S&P, a McGraw-Hill Companies unit, said it looked at 
provisions in financing or operating agreements, particularly ratings triggers that could turn 
an otherwise modest decline in credit quality into a liquidity crisis. 

The managing director of S&P's energy group noted that the merchant energy sector was 
"particularly confidence sensitive." In addition to triggers and other contingencies, collateral 
calls on trading operations were an added risk factor for merchant energy companies, he 
said. The S&P official also noted that the merchant energy sector's hard assets lend 
themselves "particularly well" to being placed into share trusts and in off-balance-sheet 
financing vehicles such as partnerships. These vehicles often have additional contingent calls 
on liquidity embedded in them, he said. 

S&P said earlier this year it would undertake the review to address investor concerns in the 
wake of the defaults at Enron Corp. and California utilities Pacific Gas and Electric and 
Southern California Edison. 
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Officials said the listing did not imply the companies would be placed on credit watch or be 
downgraded. The agency said it was releasing its findings to aid investors, who they said 
may not have sufficient information about the companies to judge the degree to which they 
face contingent calls on liquidity. The agency said it could not release ail of the data from the 
survey because it was confidential. 

S&P stressed in written materials "that even companies designated as having a credit-cliff 
profile might not face an imminent threat of either a credit event or a liquidity problem. The 
credit cliff possibility indicated here means only that a credit deterioration would be 
compounded by the provisions of the company's financial arrangements." 

Following is a summary of the triggers at  the eight companies and S&P ratings status: 

AQUILA: (senior debt BBB): was put on Creditwatch -- Negative April 30 after it agreed to 
acquire Cogentrix. I f  it does not maintain investment-grade ratings required debt repayment 
s would be $ 174-mtllion, the cost of issuing debt and equity would rise [and] counterparties 
could require more margin deposits, Aquila said in the first quarter Form 10-Q. Aquila 
Merchant, when a stand-alone company last year, issued project financing guaranties 
requiring it to meet covenants, including a fixed charge coverage ratio set on a rolling 12- 
month basis, which it did not for the period ending March 31. 

Aquila got waivers for non-compliance. The covenants were crafted asssuming Merchant 
would be a stand-alone company but with the re-combination of Merchant into Aquila, it 
believes the covenants as drafted are no longer appropriate and is negotiating to amend 
them. 

BLACK HILLS: BBB corporate rating was assigned Dec. 4, 2001. Black Hills Power senior 
secured was cut from A+ to BBB+ Feb. 15, 2002. The outlook is stable. 

Bank facilities nclude covenants requiring a rating of at least BBB- from S&P or Baa3 from 
Moody's Investor Service, and if cut s below that, it would be an event of default, Black Hills 
noted in the 2001 10-K. The lender could terminate the remaining commitment and demand 
immediate payment of outstanding principal and interest. At Feb. 28 there was $ 384-million 
outstanding under the facilities up from $ 360-million at Dec. 31. 

DOMINION: senior unsecured rated BBB+, last affirmed, with a stable outlook, on Aug. 31, 
2000. 

Dominion Delivery's Dominion Fiber Ventures LLC unit owns Dominion Telecom. D N  senior 
notes are secured by DTI stock and partly by mandatorily convertible preferred stock, issued 
by Dominion and held by Piedmont Share Trust, of which Dominion Is beneficial owner. I f  
Dominion senior unsecured was cut to BBB- by S W  or Baa3 by Moody's (now Baal), and the 
closing price of Dominion stock is below $45.97 for 10 straight trading days, the preferred is 
subject to remarketing, with proceeds used to retire the notes. 

On May 16 Dominion declared chances "extremely remote" that these provisions would 
trigger be triggered. But that came after the stock slumped $ 3.13 (4.8%) to $ 61.64, down 
8% in a year. 

DYNEGY: on April 24 S&P cut senior unsecured from BBB to BBB-, and took it off Creditwatch 
-- Negative, but it was put back there May 8. The stock kept plummeting last week (story 
this issue). 

MIRANT: ShP last affirmed senior unsecured at BBB- Dec. 20, 2001. The outlook remains 
stable. 
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I n  March 2002 it agreed to sell its 50% share of the Perryville plant to partner Cleco. A 
month before, the tolling agreement with Mirant Americas Energy Marketing was amended 
so that if Mirant itself is cut below BE3 by S&P or Ba2 by Moody’s, MAEM must post credit 
support of at least 125% of Perryville senior debt, plus debt service reserves. 

If it does not maintain current investment ratings, it could have to provide alternative 
collateral to counterparties in order to continue its current relationship with them. 

PG&E NEG: the BBB senior unsecured was last affirmed May 10 with a stable outlook. 

“If NEG or its subsidiaries are downgraded by one or more agencies, NEG may be required to 
provide alternative collateral to replace guarantees that no longer meet creditworthiness 
standards of agreements.” Exposure if NEG or units were cut to speculative by one or more 
agencies was about 5% of guarantees, or about $ 144-million at March 31, it added. 

RELIANT RESOURCES: On May13 S&P put it on Creditwatch -- Negative. S&P cut the senior 
unsecured from BBB+ to BBB on March 2land moved the outlook to stable. 

Resources has delayed filing its 10-Q to this week. In the 10-K it declared none of its $ 5- 
billion of credit facilities as of Dec. 31 ‘I have any defaults or prepayments triggered by 
changes in credit ratings, or in any way linked to the price of our common stock or any other 
traded instrument. ‘I 

WILLIAMS: ratings (senior unsecured BBB) were put on Creditwatch -- Negative Feb. 1. 

Williams has cut “trigger’ exposure of potential accelerated debt payment and redemption of 
preferred interests to $ 182-million,” at March 31, down from $ 816-million at Dec. 31, it 
said in the 10-Q. In one deal it agreed to redeem a $ 560-million preferred interest over the 
next year. 

I f  cut to speculative, Williams would have to fund margining requirements with cash, letters 
of credit or other negotiable instruments, up to $ 500-million as of March 31 without 
considering ,offsetting positions and margin deposits, it added, and the ability to participate in 
energy marketing and trading could be significantly limited. 
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Lenard, Rhonda 

From: Talbot, Paul 
Sent: 

To: 
Subject: FW: Houston Chronicle Article 

Thursday, August 01,2002 9:15 AM 
Legal; Bridges, Pat; Hegwood, Joe 

-----Original Message----- 
From: Beck, Terry 
Sent: Thursday, August 01, 2002 9:12 AM 
To: Officers (FCP) 
Subject: Fw: Houston Chronicle Article 

-----Original Message---- 
From: Pannell, Lucy 
Sent: Thursday, August 01,2002 8:38 AM 
To: FCP Sales 
Cc: FCP Marketing 
Subject: Houston Chronicle Article 

Reliant's credit rating tumbles 

Junk-bond. status, Moody's says 

By LAURA GOLDBERG 
Copyright 2002 Houston Chronicle 

Moody's Investors Service, citing concerns about Reliant Resources' cash flow, cut its credit rating by three 
notches Wednesday to junk-bond status. 

The company quickly went on the offensive, holding a conference call with analysts and investors to stress it has 
sufficient liquidity, which is cash or easy access to it, to cover its obligations. 

Reliant Resources is the latest among companies involved in energy trading and marketing to have its credit 
rating dropped to noninvestment grade status. 

The company, which is 83 percent owned by parent Reliant Energy and 17 percent held by public investors, has 
power plants and a retail electricity business that is Houston's main power provider. 

It is slated to be split out as a stand-alone company later this summer. What's left of the parent company, mostly 
regulated operations, will be renamed CenterPoint Energy. 

Reliant Energy said Wednesday it received the last regulatory approval needed, a letter from the Internal 
Revenue Service, for the separation to. move ahead. I 

Generally speaking, a junk-bond rating increases a company's cost of doing business. It can hit a trading and 
marketing company hard as good credit is important because deals donY often settle right away. Those with lower 
ratings are often forced to back up their deals by posting collateral. 

Moody's said it downgraded Reliant Resources because "cash flow from operations is unpredictable relative to its <.-' 
2 J 
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debt load, and its financial flexibility is limited." 

Reliant Resources has bank loans totaling $1.3 billion due in October and December, while a $2.9 billion loan 
related to its acquisition of Orion Power Holdings expires in February. 

The company is working to hammer out a package that would extend the maturities of its debt. 

Moody's said the near-term outlook for Reliant Resources' wholesale energy business is poor because of 
depressed power prices and negative conditions throughout the energy trading industry. It did note, however, its 
retail power business "lends a measure of diversity" to earnings. 

Reliant Resources shares traded down $1.08 to close at $4.62. Reliant Energy shares closed down 48 cents at 
$10.06. 

Moody's took Reliant Resources ratings from Baa3 to Ba3. 

Michael Worms, an energy analyst in New York with investment banking firm Gerard Klauer Mattison, said he 
believes it likely Reliant Resources will ultimately get its financing done. But the Moody's downgrade "certainly 
isn't going to help any," he said. 

Standard & Poor's Ratings Services also downgraded Reliant Resources, although only one notch. It still has the 
company at an investment-grade status. 

Its action, S&P said, reflected Moody's downgrade and the increased collateral requirements triggered as a result. 
S&P took the company's corporate credit ratings from BBB to BBB-. 

Reliant Resources told analysts it expected to have to post an additional $650 million in various forms of collateral 
if both Moody's and S&P had cut to junk. Because only one did, the amount should be about $100 million to $200 
million less. 

The company said it has about $1.2 billion in cash and available credit lines to meet its needs. 

Rating downgrades don't trigger any defaults under the debt agreements of Resources or its parent. 

S&P agreed Resources has enough liquidity to cover the collateral increases, but remains concerned about 
ongoing federal investigations regarding certain of its previous trading practices. 

All told, S&P said it believes Reliant Resources should succeed in its bank negotiations, adding that the banks 
should "gain comfort" from the company's diversified set of power plants and its retail electricity business. 

Steve Letbetter, Reliant Resources chairman and chief executive, told analysts and investors he was 
disappointed by Moody's action but not surprised given industry conditions and pressures facing rating agencies. 

The company, he said, doesn't deserve the new Moody's rating. Moody's didn't appear to recognize that Reliant 
Resources is different from others in its peer group for several reasons, including its retail electricity business, he 
said. 

Letbetter took several questions about plans for the spinoff of Reliant Resources, which he said is moving ahead. 
Shareholders of Reliant Energy are eager for the spinoff to take place. 

Moody's also downgraded the credit rating of Reliant Energy, focusing on the regulated businesses that will 
comprise Centerpoint. The downgrade puts it two notches above junk-bond status. 

It's concerned that a delay in the spinoff would hamper Reliant Energy's ability to refinance $4.7 billion of bank 
lines expiring in October. 

5Y- 
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'- As part of the process leading up to the spinoff, Reliant Energy and Reliant Resources hired consultant Houlihan 
Smith & Co. to perform so-called solvency opinions on both companies. The opinions, to be used by the Reliant 
Energy board as it considers the final steps for the separation, will state whether each company can stand as 
separate, financially viable enterprises. 

At least one analyst pressed Letbetter to release those opinions before the board meeting, expected to be in late 
August or early September. He declined, saying the opinions aren't technically finished until they go to the board. 

0 I r l  I* nnrr 

TNMP-EWG-00042 



Page 1 of7 
\ 

1 

. 

\ [ Corporate 
AIZS IU rntsxr NEW INV~ZJIMCNI 
IN SHOAT TERM, SELL MORE ASSETS 

Newly appointed AES President and CEO 
Paul Hanrahan Wednesday unveiled a 
stepped-up plan to refaore the company's 
financial credibility thet indudes freezing new 
inveslment in the short term and increasing 
AES anel  sales to raise cash. 

Hanrahan, who replaced DenniS Bakke as 
head of AES Tuesday, told 8n enelysf briefing 
that his plan aims to bring the company up to 
investmenl grade within two to thrce years and 
restore its position as "a premier global power 
company." 

Hanrahan said hls first riority is to reduce 
debt enough to emMe AEgbonds to trade at 
face value and that AES will make no new 
inveslments beyond current commitments until 
that o a w t  

He also said AES has raised its debt- 
reduction target lor 2003 from ihe current $1 - 
billion lo @-billion, The extra funds will come 
trom a cambination of new asset sales and 
sales of equity. He dd  not identify spedtic 
assets that \Nil1 be divesled. but said they will 
not be restricted to poorly perfoiming units. 
Quickly rebuilding AESs finanaal strength is 

(continued m p q e  7) 

Washington 
AFTER WEEKS OF DELAY, ENERGY 
BILL CONFERENCE SET FOR JUNE 27; 

The House-Senate conference on energy 
legislation will convene June 27, the House 
and Senate energy mmrnittee chairmen 
announced Wednesday. The conference will 
be chaired by House Energy Committee 
Chairman Wly Taurin (R-La.). 

Delays by the House leadership in naming 
conferees. eod a disagreement over vvhelher 
the conference would be chaired by Tauzin or 
Senate EnerQy and Natural Resources 
Commi~ee mainnan JSU Bingman (PN.M,) 
deieyed the start of Ihe conference for several 
weeks. E3ingaman said tauzin wwld ' b o k  
fairly bith the Senale to make sure the 
conference doesn'l b e m e  e political 
exerase." The conferees will have to resolve 
major dif(erences.. including a House proviaon 
not in the Senate bill opening he Arctic 
National Wildlife Refuge to leasing. 

DYNEGY REDUCES GLOBAL WORKFORCE a, HWS"4 
' HEADOUARTERS, INCLUDING TRADING UNIT, HIT HARD 

Hours after it said it was replacirlg Chief Financial officer and 
EXeCutiVe Vke PresidmI Rab Dory with enaqy marketing executive 
Louis Dorey, Dynegy Wednesday announced 'targeted' IayoHs that would 
hit the company's Houston headqlrafiers' operations the hardest. 

tn a release issued after the market closed, th company said the 
cuts are part of its "ongoing strategy to execute business and iinancial 
initiatives to address current market conditions and generate cast 
,vims.*p some 30 emplay- Throughout the m p a n y ,  represewing 
about WO d Dynegy's global workforce, are aflected. 

In Houston, 300 employees, including about 50 employes from the 
company's trading business, or about 15% of Dynegy's workforce in the 
city, were laid off The company said the job cuts, along with aitntion and 

( d m d  on wwo 71 
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CALIF. ISO: MERCHANT INDUSTRY'S FINANCIAL WOES 
LED TO CANCELLATION, DELAY OF NEARLY 1,800 MW 

The merchant power indusiry's financial problems have prompted 

generation under development in California, leaving lhe state wilh only a 
traction d the new capacity it had expeded to be on-line by June 1 the 
lndependenl System aerator told federal regulators. 

In addition, the IS0 said more than 2,000 MW of aging capacity in 
Southern Calikmia alone may be retired by the end af fhi6 year because 
oi environmental regulations. If that bccurs. the state would lase 1,400 
MW more than the 653 MW the IS0  had earlier forecast would be relired. 
The grid opsrator's asserlions were contained in its IaMh quarterly report 
Submined to the Federal Energy Regulatory Commission lam Friday. 

"Anorher sigpificanl change since the last report has been the dramatic 
decline in the amount d new gemration resourBs that pr&ously were 
eYpeEted IO come on-line in the past two months,"the IS0 said. "klwaen 
April 1 5 , 2 m .  and June 1,2002, only 100.5 MW out of an wpectd 1,988 
MW oi viable new generation h a s  been brought on-line." 

\ developers to cancel or postpone indefinitely neerly 1,860 MW DI 

(eOnhU8d MPrrge 6) 

ENERGY TRADING WILL CONTINUE, BUT BETTER 
UNDERSTANDING OF SECTOR NEEDED: ANALYST 

Despite \he current crisis of confidence sweeping the induslry, 
"energy trading is still a viable business," Housiombased analyst Carol 
Cde said in a preliminary report Wednesday. However, ''we believe lhal 
a recovery is unlikely until regulators, politicians, credit-rating agencies 
a d  shareholders gain a better understanding of the trading business,') 
Coale cautioned 

In a preview d a comprehensive report on the merchant energy sector 
lo be released next week, Coale said "a1 the very least. marketers create 
liquidity and provide financial products and seMces" Hawe- Caale, a 
Prudenlial Securities equity analysl, and her assacjaws ewpect dramatic 
changes in the way merchant companies do business from now on, in 
large pan because investors and rating agencies will expect it. 

'We am sensing thai the 'm' trading environmenl will resemble hat of 
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retirements, are ewpected to save $3S-million a year. 
Two other energy companies-Pennsylvania-based PPL 

and Indiana-based NiSource-yesterday also announced 
significanl layoffs. (See related stories below.) 

”Dynegy has always been an efficient organization. 
especially from a workforce standpoint,” said CEO Dan 
Dienstbier, ’Neverlheless, the new business environment in 
the merchant energy sector requires that we pare down 
certain businesses, such as power trading, and adjust 
accordingly in order to position the company for long-term, 
sustainable prdilability.” 

Dynegy said it would continue IO lake steps to enhance 
i s  financial position, strengthen its balance sheet and 
improve b credit profile 

ooly’s departure is the latesl change in the mmpany’s 
execuiiw suite that began last month, when Dynegy 
announced the resignalion of former CEO, Chuck Waison. 

Following the latet personnel change, Oynegy’s stock 
cfosed Wednesday at $7.71, down 99 cents or about 11.4% 
from Tuesday’s close. 

Doly joined Dynegy in 1991, and previously served as 
senior vice presidenl of finance, Vice president and lfeasurer, 
and vice president-tax, before being named CFO in 2000. 

The company called Oorey’s appointmenl “consislent 
with Dynegy’s continued focus on enhancing its financial 
position, strengrhening its balance sheel and improving its 
credit profile.” 

Dorey most recently served as prwidem d Energy 
Marketing and Origination al Dynegy, Prior tothat 
assignment, he was executive vice president of Stratggy 
and Planning lor Dynegy Marketing and Trade 

‘Our business environment calls for a different set 01 
skills as we address the changes in aclr industry,” 
Dienstbier said in a statement. “Louis has a unique cmbi- 
nation d commercial and financial knowledge and experi- 
ence that will serve Oynegy and its stakeholders well as we 
SlructLcre our luture.” 

Christopher Ellinghaus, an analyst with Williams Capital 
Group, expressed surprise at the sdedon d k e y ,  whose 
previous experience had been in Ihe trading segment d the 
busineas ” He’s never been a CFO and never been a big 
finance guy in the past,” he said. 

’it was suggested thai Dynegy needs a drHersnt skill 
sd. I’m a little curious of what skills rhe iradirlg person 
brings to the CFO lob that the CFO doesn’t, ” Ellinghaus 
said, “They’re son d running out of executives at Oynegy.” 

In recent weeks Dynegy had come under tire for several 
financial decisions, including engaging in so-called ”wash 
trades,’’ that do n ~ ?  appear to have any purpose other than 
inflating the company‘s trading volumes, and Project Alpha, 
a controversial gas supply transaction, which also lessened 
Dynegy’s tax exposure. 

Ellinghaus said m y ’ s  resignation might have been the 
result d these problems. ’One wonders if Project Alpha 
wasn’t the reason for it,” he said, suggesting that Doty 
might have been the victim 01 fallout from decisions made 
by others in ihe company. “I’m not sure who’s to blame for 
Project Alpha but I‘m not sure it’s Rob Doty:’ 

William Maze. an analyst with Banc of America 
Securities, said Dynegy timed the announcemem to 
coincide wilh its proposed layoffs and restruauring. ’We 
knew and liked and had confidence in Doty, but we had 
believed through Dynegy’s troubles that n would be ddficult 

for him to survive,” he said. 
‘They’re replacing him with someone we knm,” Maze 

said. “Dorey has been v i d e  to twall] Streel.” 
Maze said he does nM believe thai !he airnouncermd 

indicates there are any more unresdved issues within Dynegy. 
‘This is not a resull of finding m e  ather nois within the 
mnmpany,’’ he said. ’There [are] no m e  st-10~~ to drop.” 

PPL TO CUT 7% OF WORKFORCE, ABOUT 600 
JOBS, AS PART OF PLAN TO SAVE SOMIYEAR 

PPL Corp. said Wednesday that 1 would cut about 600 
jobs, or 7% of its workforce, as part of a ‘produdivity enhance 
menr” program that should cave the Allentown, Pa., company 
$50million a year in operation and rnaintemce costs. 

CEO Willidm Hecht said ”lechndogical a d v a m  and nw 
w o r k p r d  would improve the quality d senice to PPL 
customers. As the numker of emplayaes is reduced, a spokes- 
man said the mrrpary is installing a sysrem for automatic 
meter reading that will cover its 1.3 millicn cuslofrws 

Many of the aflected e m p l o y d 8 5  managers and 
31 3 bargaining unit, or hourly wage, emplayees-are . 
expected to take advantage of special reiiremenl provi- 
sions, the company said. These involve incentives for early 
retirement down lo age 50, including sevffanoe and place 
ment help, bul lull details have not yet been released, !he 
spokesman said. CEO Hecht stressed that the cuts w~l l  not 
affect %er sewice positions, including linemen, electri- 
cians and line foremen. 

PPL expects casts relaled io employee severance to run 
about $75million. T M  will ke recorded a6 a rancash charge 
against PPL’s seoond-quarier earnings. It is a non-cash 
charge because ihe funds will come out d the pension plan 
trust, not Wked as dpetating WPWIS~S, r h e  spokesman said 

This move lollows ihe company’s decision early this 
year lo cancel about 9cO Mw of power projec~s under 
development in Pennsylvania, which will save about $1.3- 
billion )n c&ld spending. 

NISOURCE LOOKS TO SAVE $lB,THIS YEAR, 
PARTLY BY CUnlNG UP TO 800 POSITIONS 

NiSource, the paten! company of Northern fndiana 
Public Service, plans to slash debl by a1 leasf $1 -billion this 
year, p a ~ l y  through an ongoing, but previously unan- 
nounced, worMorce reduction of up to 800 employees. 

Gary Neale, chairman and CEO d the Merrillville, Ind,- 
based company, disclosed NiSource’s debt and workforce 
redudion targets during a Bank d America coderence in 
New ‘fork, and a company spokesman shed funher light on 
Neale’s remarks Wednesday. 

NiSoum has been saddled with deb1 since acquiring 
Columbia Energy Group of Herndon, Va., far about $&billion 
two years aga 

Accarding to the NiSmrce spokrnan, the lab cuts will affect 
all of h oorrpa~s svbidizuit3s. including NIPSCO, Indiana’s 
6eamd-largst elmic utili and lwgm natural gas uilii. 

NiSource hopes to hit its jobredudon larget oi 600 to 
800 positions through normal aitrilion, planned retirements 
and a voluntary separaion oller, but will reson to dismiss 
als if necessary. The workforce cuts man late last year 
and will extend through the first quarter Ot 2003. 

Currently, NiSource has about 10,OW errrployees. 
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ENVIRONMENTAL GROUPS CHARGE EPA 
'KNOWINGLY UNDERMINED' NSR SUITS 

The Environmental Protection Agency has 'Icnawingly 
undermined" pending lawsuits brought in the late 1990s 
under the Clean Air Ad's New Source Review in changes 
the agency has recently proposed lo t he program, a 
coalition environmental and health groups cfaimed 
Wednesday. They promised lawsuits lo block the changes. 

Calling EPA's June 13 NSR proposals "suMle ye! 
dwastating," the coaliiion unveiled a television adwnising 
campaign aimed at getting the Bush administration to 
cancel its plan to finalize rules streamlining NSR. It hopes 
the ads will spur Ihe White House to revercje it6 position or 
at least torce €PA lo analyze the potential dlect on air 
pdlution before makng any changes to NSR. The ad 
campaign, launched yeserdey in media markets in 
Houston, Philadelphia, Washington and Manchester, N, H., 
will run for one week 

court, but first we will fight in the couri oi public opinion," 
Frank D'Donneil, executive director of Clean Air Trust, told 
reporters in Washingran, D.C. 

Walke said €PAS propasal-particularly its plan to clariiy 
what constitutes ''mutine mainlenance"--will damage the 
agency's lawsuits against utilities lor alleged illegal power 
plant modiiications in the late 19908, Walke said EPA's 
statement that il intenck to clarify the definition of "routine 
mainienanm" could prompt lawyers for the Tennessee 
Valley Aulhorily, currentty engaged in one of ihe NSR 
lawsuils broughl by ihe government, to call for dismissal of 
the case. EPA 'knowipgly undermined those enfarcement 
cases" by announcing it will clarify hat delinilion sometime 
in the future. said Walke. 

€PA said last week that its proposed changes would no! 
affect those cases, which Administrator Christie Whitman 
said would be prosecuted aggressively. Whitman said no 
judge would fet utilities off the hook for violations ysars ago 
based on changes dfered this year. 

Walke also argued that the proposed reforms, which EPA 
ynys would make NSR m e  effective and bnng aboln greater 
redudiars in industrial pllution would alsa hurt settlemem 
discmionstha! utilities have entered into to avoid litigation 

NRDC, joined by other national environmental groups 
and b l t h  advocates. urgd EPA to analyze the potentiat 
effed of NSR changes on air pollution before making any 
regulations final, Waike said the administration has "refused 
to do so," fearing the study would find the changes will raise 
pollution levels. The "inevitable" poor result, he said, would 
cau6e political problems for the administration. EPA's top 
air official contended last week the agency's changs will 
bring significant emissions reductions 

Because Ihe EPA reform proposals come in two 
packages and will advance on separate tracks, the 
environmental groups see at leasr two opportunities to sue 
the administrahn, said Walke, 'Whenever anything 
becomes final-like a final issuance of a guidance or a final 
rulemaking-we'll be prepared lo sue,'' he said. 

New Jersey Gw, James McGreevey and the state's two 
senators this week said the state was committed to use 
"every means" io challenge the proposed NSR changes. 

MCGreevy and Sens. Jon Corzine and Robert Torricelli, 
all Democrats. said the proposed changes wou)d allow more 

'We will eventually be fighting the Bush adrninistraiian in 

Natural Resources Defense Council senior atlorney John 

pollution f r u n  power plants upwind al the stale, which 
eventually would harm New Jersey's eniironmenl and the 
health of ils citizens. 

'7hese outsf-state polluters mlntxrle more than onethird 
of !he pdluion inrpdiring New Jerssy's air quality," McGreevey 
sard. "The federal proposals would allow utililies that have 
broken the current rules to aw'd cleaning up dirty p e r  plants 
fwevw, while more and mete New Jerseyans der."  New 
York Attorney General Elbl Spilrer vawsd lasi week to sue 
the EPA aver the rules. Connecticui Attorney General Richard 
Blumenthal Tuesday said he will join that lawsuit. 

LA. CLAIMS FERC OVERREACHED 1IU CASE 
FORCING STA?E UllLflY To EXPLAIN RTO SlAlUS 

The Louisiana Public Senrice Commission is claiming 
that federal regulators exceeded their jurisdidion when they 
ordered an American Electric Power subsidiary to show why 
k should not join a regional transmission organization. 

In a June 17 rehearing requesr, ihe PSC said the Federal 
Enwgy Regtdarory Com'mion violaled the Federal Power Act 
when it directed AEPs Louisiana affiliate Souttwestern Electric 
Pwer to either join Ihe provisionally appruued Midwest 
I ndqendent Transrnissicn System Qealor ard W h w &  
Pwer Fbd merger or explain why it stddn'l (ERQ2-14M). 

FERC issued the cy& May 31 as part d its approval 
granting the MISO-SPP combination status as a regional 
lransmission organization. 

The Louisiana PSC. however, argued hat FERC tacks 
jurisdiction to order SWEPCO to join 1he MISOSPP grid 
operator, or any oiher RTO, withoul the state's blessing. 

"SWEFCO must obtain the appraval oi the Louisiana Public 
Senice Commission priortoiransfernng awntarship or mtrd d 
i~s transmission a s e t s  to any RTO, and such appraval has not 
bsan oblained,"the state commission told FERC, 

Moreover, the Louisiana commission has a pending 
investigation into whether RTOs would be cost-eHicient for 
its utilities, and until those studies are complete, the stale 
is not ready to sign oft on RTO participation. 

sludies were camplsh and the commission had analyzed 
the resuhs," ihe PSC said. "Not only are those cosvbenefir 
anafyseas not complete, bur SWEPCO has a6ked for a 6 6  
day extension from the June 17,2002, filing date lo submit 
ils costbenefit study. Under these circumstances, the 
Louisiana commission cannot authorize SWEPCO to join an 
RTO at this time," 

At the same time, FERC h a s  not demonstrated why 
SWEPCO should join any RTO in  he tim place, the state 
commission said. 

"SWEPCO has 15 days to demonslrate why it should 
not join MISO, wilhout ever having been provided widence 
(or wen conctusory statements) as to why it should $in 
that RTO," the PSC said. 'This improperly perverts the 
appropriale burden of p d ,  impsing on SWEPCO an 
impossible burden." 

"No urility was to be permined to join an RTO unlit these 

FERC WANTS COMMENTS ON nwlEuNE FOR 
SOLVING N.E, MID-A'ILANTG 'SEAMS' CONCERNS 

The Federal Energy Regulatory Commission is seeking 
public comments on a limeline for resolving "seams" issues 
proposed las! week by grid operalors in [he Northeast and 
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Mid-Atlantic. 
In an order late Tuesday. FERC requested lhat 

cornrnenls be filed electronically by July 10. before a 
second discussion of the timeline is held at the 
commission’s July 17 open meeting. 

with top officials from the PJM Inlerconnecrion, Midwest 
Independenl Transmission System Opalor, New York 
EO, and )SO-New England on resolving the so-called 
”seams” issues thal could keep the regions lrom developing 
an efficient transfer of paver between the IS&. 

According to the timeline presented at the mesting, the 
seams between New Yo& New England avd PJM should 
be fixed by December 2003, while the common market 
praposed between MISO, PJM and the Sollrhwesl Power 
Pool would likely km operational in late2005 

At its upcoming public meeting June 26, the 
commission will hold a similar discussion with lop oiflcials 
from the former Alliance GridCo companies, which over the 
past few weeks have split up IO join PJM and MISO. 

The Commission last week held a lengthy conversation 

BILL FORCING NORTH CAROLINA EMISSIONS 
CUTS TO BE SIGNED INTO LAW THURSDAY 

sign into law the “clean 6mokestacW bill, which callsfor 
Carolina Power & Light and Duke Power lo pursue nearly 
Sbillion wanh of missions-reduction projecls a1 coal 
plants over iha nad 10 years, the governor said Wednes- 
day, The bill was oberwhelmingly approved by the state 
Senate on Tuesday. 

Easley, CP&L, Duke and dher parties in late April 
agreed on details of the bill. The legislation allows rhe two 
investor-owned utiiilies to freeze retail rams for five years to 
recoup the cost of the projects, which will include flue-gas 
desulfurization equipment-r ‘‘scrubbers’’+m well as 
selective cataJylic reduction apd other emission-reduction 
devices. 

The law will require ihe 14 coal prants owned by the 
lOUs to reduce their nilrogen oxide emissions by 2009 to 
levels 79% below their levels in 1998, and to reduce sulfur 
dioxide emissions to 49% belaw 1998 levels by 2009. and 
74% ky 201 3. 

Unlike federal air quality rules. the law will require CP&L 
and Duke to reduce emissions in North Carolina all year, not 
just during the April-through-cktaber ozone season. The 
rww law also allows the lOUs to buy or trade pollution 
credits from other sources within North Carolina. 

Air  Czuality to study mercury and carbon dioxide emissions 
in h e  state. Easley said the equipment to be installed to 
meet fhe requirement for SO2 reductions is expected to 
rwghly halve the amount of mercury. emissions. 

CPPU. has said it expe~ls ta spend aboul$l.4~biFon to 
cbmplv with the law, Duke arpects lo spend about $1.54illian, 

North Carolina Gov Michael Easley (0) on Thursday will 

Finally, the law will require the  Nonh Carolina Division d 

PEPCO-CONECTIV DEAL CLEARS LAST BIG 
HURDLE WmH N.J. OKAY; ONLY SEC LEFT 

The New Jersey Board of Public Utilities in Newark 
voted Wednesday to approve the merger d Potornac 
Electric Power and Conectiv, which operales uriliry Atlantic 
Cily Electric in southern New Jersey, 

In its ruling, rhe BPU approved a settlement lhe 
companies had signed earlier with intervenors, requiring 
Conectiv to reduce by $3O.S-miltion its ”deferral balance.” 
That refers lo the losses that Conecriv has incurred since 
the sfan of deregulation by buying power in the marW to 
serve customers at below-market, frozen rates. All d the 
stale’s ulilities have booked losses and will be able to s e e k  
recovery when the competition transition period ends in mid- 
2003, and rates are unfruzsn. 

Ai the beginning of 2002, Conectiv had a New Jersey 
deferral balance of about $1 00-rnillion. 

The RW vote is the last major approval the companles 
needed for the merger, which has already been cleared by 
the Federal Energy Rqulatory Commission and regulalers 
in Delaware, the District cd Columbia, Maryland and Virginia 
PEPCO and Conectiv now only require approval from the 
Securities and Exchange Commission. 

Under the merger agreement, PEPCO will acquire 
Conectivior $2.2-billian in cash and stock, creating a 
company with 1.8 million customers. 

CAROLINA unLinEs SUSPEND GRIDSOUTH 
WORK UNTIL REGULATOR STUDIES ARE DONE 

The three utilities behind the proposed GridSourh 
regional transmission organization Wednesday suspended 
mast ol their work to advance the RTO until slate and 
federal regulators complete upcoming reports. 

Electric 8 Gas said they would delay filing #TO applica- 
tions with the Nonh Carotina Utilities Commission and 
South Carolina Public Service Commission lo give them 
’time to review the effecls of regulatory iniliatives lhal are 
beginning now and due for completion later this year.” 

A Duke Power spokeswoman said thse initiatives 
include the Federal Energy Regulawy Commission’s 
guidelines on a standard market design, which are due 10 be 
released by late July, and an RTO cost-benefit analysis 
study to be mpleted by the Soulheastern Assn ol 
Aegulated Uiitity Commissioners by Ihe end oi the year. 

‘We continue to support lhe concept of a Carolinas RTO, 
lhat hasn’t changed,” the spokeswoman said. She added. 
hawever, thal the FERC and SEARUC wens could signifC 
cantly influence the form the RTO would ultimately take. 

The propased GridSouth RTO would have 22,ooO miles 
of transmission lines connected to abul35,500 MW d I 
generating capacily in the Carolinas. 

Carolina Power & Light, Duke Power, and Swth Carolina 

DOMINION VIRGINIA POWER ASKS FERC 
70 DISQUALIFY ITS QF SUPPLIER IN N.C. 

Dominion Virginia Power b fiitim eHorls by a Nmh 
Carolina cogeneration plant to Main its status as a qualifying 
facility under the Public Utility Regularmy Policies Act. 

Panda -rates a 180-MW gas-fired cogeneration faciliiy 
in Roanoke Rapids. N.C.. lhal sells output to Dominion 
Virginia Power‘s subsidiary Daminion North Carolina Power. 

Panda last momh asked the Federal fnergy Regulatory 
Commission for a waiver of QF opertitiirlg and elf iciency 
standards in ZKQ and 2003, and it applied for recenification 
asaQF. 

Saying it ”strongly oppose$’ Panda’s recertification 
request, Dominion Virginia Power urged FERC IO deny the 
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requested waiver. 
‘‘The cammission’s QF regulalions create a privilege, not 

a riQhl.” said Dominion Virginia Pcwer. st hose tacilities that 
do not meet the operating and efficiency standards should 
not be antilled to special Ireatment where the technology is 
convenlional and the public interesl is not servd by 
granting a waiver.” 

Panda’s current thermal host, Westpoint Stevens, has 
been laking a declining amount of steam, a development 
that has lelt Panda unable to met -rating and elliciency 
slandards for the indefinite future. Panda has petitioned 
FERC fora iwo-year waiver 01 the starldards while il 
establishes a business with Rosemary Water Corporation. 
to construct and begin operations d water disl illalion 
eqiiipmenl. RWC proposes lo  sell [he distilled water or 
tdtle the water for retail sale. Panda expects RWC to begin 
cperations by fourth-quarter 20CQ. 

“Although Panda has only asked for a twmyear waiver, 
the noncompliance and need for a waiver could well be lor 
an indefinite period.” the urility argued. Furthermore. 
Panda’s application is not timely, il said. ‘The textile mill 
that purchases steam from Panda changed ownership in 
1997 and then terminated its purchases of chilled water in 
2ooo. In the same year, the \aks  oi steam began l o  
decline and will probably decline further because of the p m r  
market for w%tiles,“ said Dominion Virginia Power. 
“Beginning at least in 2000 and perhaps earlier, Panda could 
have requested waivers, filed its m e r  sales agreement 
with the commission, w found an alternative steam host.” 

In addition, Dominion Virginia Power argued that ‘Panda’s 
gss-fired facility provides little in the way d conservation.” 
Dominion said Ihe facility only marginally exceeded the 
efficiency standard of 42.5% from 1998 through 2oM. 

aff trmed at A+ wti h a stable outlook. 

SEEBOARD, SEEBOARD Energy and SEEBOARD Paver 
Networks. It apecls to equalize them at A+ lollowing the 
acquisition. 

“In S&P‘s view LEGs business profile will be marginally 
reinforced as an integrated utility following the acquisition.” 
said analysl Jean-Francois Veron in Paris. 

SbP also affirmed LEG parent Electricite de France’s 
tong-term debt at AA, but its outlook is negative due lo 
targe unfunded pension liabilities. 

“S&P will a160 closely monitor the pace of EDF‘s 
acquisitions, the evolution d its credii protection measures, 
and the progress of any partial privatization. which will be 
the rnajw drivers d the ratings.’’ added Veron, joined by 
associate director Ana Nagales and assclciate Rachel 
Goult, in London. 

S&P rates 86B+ the long-term deb of CSW, 

WESTERN RESOURCES RENAMED WESTAR \ 
Western Resources an Wednesday officially changed its 

name lo Westar Energy, an aclion approved by 
shareholders a1 the company’s annual meeting. 

The new name rdfects the trade name mder which the 
company’s rwo electric uiiliies, KPC and KGE, have been 
serving their 640,000 Kansas customers for more than a 
year. 

replacement stock certificates for holders d certificales in 
the names d Western Resources or The Kansas Power and 
Light CO. Those cettiiicates will represent the same number 
ol shares of Westar Energy. Future stack certilicates will 
refled the new name, bul the NYSE trading symbd will 
remain WR 

Westar, headquartered in Topeka, will not issue 

PEROT TO TESTIFY JULY 11 BEFORE CALIF, 
S&P CUTS MOST RATlNGS ON CINERGY - 

COMMITTEE ON MARKET MANlPULATlON 
I Ross Perot, chairman of Peror Systems, wit1 testily 

Mors California State Sen. Joseph Dunn’s (0) select 
committee on wholesale power market manipulation July 
1 1, a spokeswoman for Ounn said Wednesday. 

Dunn, who has been leading an in-state investigaiion of 
r h e  spat price run-ups d 2000 and 2001, has raised 
questions about a presentation given by Texas-based Perot 
Systems to energy traders a b d  ways to increase profits in 
the stale’s market. 

Pemt Systems helped develop California’s system for 
scheduling and managing power on the grid. In March 20oO 
the company signed a $%-million contract for information 
technology services with the California Power Exchange, 
which has since gone out of business. Last week a 
spokeswoman lor Ihe Texas businessman said Perot 
received an invitation lram Dunn to testify and “does 
amicipate going to California.” 

S P  EXPECTS TO UPGRADE SEEBOARD 
FOLLOWING ACQUISITION BY LEG 

Standard B Poor‘s Wednesday put American Eleetric 
Power unit CSW Investments and itsSEEBOARD plc unit 
and rslated subsidiaries on CreditWatcbPositbe, citing 
Monday’s agreement fer AEP lo sell CSWI to higher-rated 
London Electricity Group LEGs long-term debt was 

AND ITS UTlLrrY OPERATING UNITS 

‘a, 

Slandard & Poor‘s Wednesday downgraded the 
corporate credii and senior unsecured debt ratings of 
Cinergy’s utility units, reflecting S W s  assessment that the 
risk d default is the same throughout the consolidated 
companies, so ratings should be levelized. 

The utilities’ senior secured was affirmed at A- due to 
the significant value of the pcperty backrng the f i r s  
mortgage bonds, said S&P Associate Director Debarah 
Kaylo, 

S8P cut the coporate rating of Cincinnati Gas & 
Electric and PSI Energy from A- to BRB,  at which 
Cinew’s corporate rating wa6 affirmed. The holding 
company and utilities’ senior unsecured was cut from BBB+ 
to BBB, and the utilities’ preferred stock from BE8 to BBB-. 

All ratings were taken off CredirWakh-Negative and 
olltlooks are now stable 

“impmantly. ratings are based on Cinergy’s strategic 
focus to continue operating as a vinual idly integrated 
utility. A r ~ y  ckviation from this strategy would pressure its 
business and financial profiles Ratings am constrained by 
Cinegys higher-risk. nanregulafed activities, including 
energy trading and marketing. The slable outlook expressly 
factors in Cinergy’s commitrnenl to bolster its balance 
sheet, imprave credit protection measures, and operate as 
an integrated Utility,’’ added SBP. ’Failure 10 make <:? 3 



Thursday, June 20,20@ Plans Electric Power Daily Page 6 d 7 

significant progress in a timeiy manner will pressure 
ratings.” 

DWR PROJECTS NEARLY SllOM IN EARNINGS 
FROM OFF-SYSTEM POWER SALES NEXT YEAR 

The California Dept. of Water Resources said it expects 
to earn nearly $1 1 O-million next year by selling exc8ss 
contract power off-system. 

At a presentation io uiility and state officials Wednesday 
in Sacramento, the state agency said predicted olf-system 
sales nem year Or 6,388 MVM, at a selling price of $12-$14/ 
MWh. CM-system sales, DWR said, are likely to account lor 
nearly 17% of the 50,399 MWh the agency e x p x t s  to 
receive next year through long-term contracts it signed last 
year. 

DWR is able to make off-system sales when its power 
delivered under the contracts is not needed to meet the so- 
called “net s h o t  pasition of the state’s rhree inv-ior- 
wned utilities. The agency u6es rhe money to offset the 
revenue it collects from utility ratepayers. 

Ai yesterday’s conference, DWR detailed its revenue 
requimenl tor 2oW. which calls for $4.69-bWm to pay Iw 
power and $840-rnillion to k i n  paying off a revenue bond 
rhe slate has yet to issue. The agency plans to file its 
request with he California Public Utiliiies Commission by 
July 1 0. 

In its presentation, DWR said its df-system sales are 
Iikeiy to be higher than those made this year and lasl, when 
sales far the two-year period totaled $46million, 
considerably less than the $1 56-million the agency had 
projected. 

OWR Consultant Frank Perdue said the rwenue was 
lower in 200i and 2002 because it was offset by the 
agency’s spd-market purchases and the fact that the 
campany was forced lo sell some d the contracted power 
at a loss. 

CALIF.-WOES (conthud from page 7) 
The IS0 blarntxi the”alarming trend’ on ‘Ylinancial 

diu icullies facing new generation developers.” 
The repon added that since April 15, developers have 

cancelled, withdrawn or m a n e d  indefinitely some 1,771 
MW d generation. Much d the remaining new capaciry the 
IS0 still apeas to come on-line this year has been 
delayed past June 1. the repatt said San Jose-Calif.-based 
developer Calpine Monday broughl on-line its 8 S M W  Delta 
Energy Center in Pitbburg, Calif. 

The latea report is far more pessimistic ihan the ISO’s 
2002 Surnmer Assessment, which was rEleased May 15. In 
that report, the IS0 lorecast 2,961 MW ol new generation 
would be in aparation before June and stated that operating 
margins for the summer season would tro “signilicantly 
higher than recent years.” 

The IS0 noted that Califamia has managed to avoid 
prablems because d mild weather and brisk hydroelectric 
praducbon in the Notihwst. ‘‘California’s g c d  fortune 
largely can be attributed to merely transitary supply and 
demand conditions,”the report said, ‘‘Mild weather, a weak 
economy and conservation have been instrumental in 
keeping loads manageable.” 

The IS0 attributed the downturn in generation 
dewfapment IO lauer energy prices, fallout from ths Enron 

bankupicy and regulatory hurdles. ”Accounting difliculties, 
credit downgrades and the heightened regulatory smniny 
genwation uwners have received of late has made new 
generation development even m r e  dfficuti, as evidenced 
by the volume d camlled capacity between April and June 
20CQ2,“ the report concluded. 

FERC last September asked the IS0 to supply quarterly 
updates on the state’s progress in developing new 
generation. 

Gary Ackerman, executive diredor of the Western 
Power Trading Forum, which represents generators and 
marketers, agreed with the ISO’s assessment and said the 
cancellation or postponements of new planls may mean the 
slate is headed for trouble 

Ackerman said the dearth ol peaking plant development 
is the biggesi problem, adding peaking facilities have 
ditliculty turning a prolit under the capped prices. 

‘Under the Wsst-wide price cap there is absdulely no 
inenti- for anyane to build a peak, and I that pice cap isn’t 
released Sw. 30. this trend will continuq”Ackerman said. 

The lack of new generalion and the likelihood 01 higher- 
than-expected capacity retirements have also led a number 
of forward poww traders in the West to predict that Califor- 
nia and other pads of the West could again lind lhernselves 
short oi generation. Although the market currently has more 
power than it needs, traders said rhe stare could ne*[ year 
see a repeat of market conditions in xloo and 2OOi when 
tigh slpply c a d  prices to soar. 

The traders added, however, that any new shortage 
would likely be less severe than in the last two years 
because buyers have hedged better than they did in the 
pad and have bought more power in fonvard markets. 

One trader downplayed the ISO’s alarm, saying the 
reason for ihe delay in new generation additions is likely 
due to economic reasans. Demand is lw and p h s  in the 
spot and daily markels are weak He said it would not make 
sense for the new generators to work overtime 10 get planks 
running when there would possibly be no profit in it. 

ENERGY-TRADING (ccnrhued tnnr page 1) 
the early 19*, characlerized by buying and selling 
arrangements under shorter-term durations before the 
excessive use of structured deals, long-dated baob and 
complw financial transactions,” she said. 

Yet that presents a new set of potential problems. 
‘While credh rating agencies and investors are currently 
endorsing short-dated books, the potential returns on the 
shorter transactions are law, and achieving cbmpetSive 
advantages is difficult, in our vim,” Coale said. “A too 
short-term trading focus could lead to glamorized day 
trading with less contmi over prdit potential.“ She added 
that longer-rerm transactions ”are not necegsarity a bad 
thing-if strict risk controls are in place.” 

Energy trading operations will likely undergo ‘khs?antial 
consolidation over the next lew years.” C d e  said. “Not just 
to gain financial strenglh. successful trading partners will 
likely need scale Io make required subslantid investments 
in controls, information technology.. .compliance architec- 
ture, and in highly skilled personnel. We believe these 
criteria require appropriate capitalization, corresponding 
credil rating and a high degree 01 risk tolerance on the pan 
of both fqnpanies and shareholders,” 
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With patentially high operating leverage and expensive 
aperafions, the scale and efliciency d gas and power 
trading %ill likely become more important," she said. 
Wowever, the measurement of scale-traditionally volurna- 
ric-may taka on a new definition following the abuse d so- 
called 'wash' trading." 

Coale said investor scrutiny of the energy merchants 
has been "amplified by the overcorrective measures taken 
by the credit-rating agencies, which w 6  believe are largely 
to blame for the horrendous stack performance in the 
energy merchant sedor" overt he past 12 monl hs. 

'We believe the ralings agencies, to avoid regulation d 
their own business, have taken on a policing role toward the 
merchants. However, the agencies have 'clubbed' many of 
the merchants wiih credit ratings downgrades before 
balance-sheet restructuring initiatives are complefe." 

Coale said the risk of further rarings downgrades "has 
not only impaired Ihe energy trading business but also 
sent investors to the sidelines. Several energy merchants 
have succumbed under the rating agency mandates to 
eifher downsize, spin oli or joint venture heir trading 
operations" or face the risk of losing investment-grade 
rating status. 

And thaf may hamper the sector's recovsry, she 
cautioned. 'We believe successful energy trading opera- 
lions requim enormous capital, which raises the queslion 
of the viability of scaled-back trading operations" such as 
those recenfly downsized by El Pam, Aquila, Dynegy and 
Williams, 

'We believe there are a low critical competitive advan- 
tages needed in energy trading, especially in the genera- 
tion 01 recurring earnings stream" the repon said, 
"However, there appears to be a paradox between what it 
takes to be a good energy trading company and the 
rnetrics that Wall Street uses to value energy trading 
cprations. From an operational standpaint. the ability to 
Miginate large. complex andor longdared deals; are key 
metrics in establishing a leading trading business, in our 
view. Unfortunately, those same characteristics seem to 
be receiving the targest valuation dscounis from Wall 
Street " 

But C d e  also placed blame on the industry tor its 
recent spate of embarrassments. "we believe the lack d 
financial disclosure and Ihe secrecy surrounding contract 
term make this business opaque to the outside observer," 
shs said. "Also diificull to assess is ?he charge for rkk- 
capitat in addition to explicit charges lor inkyea assoct- 
ated with cash collateral and other credit backing mecha- 
nisms that are unique to the trading business, in our view." 

Based on a %quantirative proprielary ranking system," 
Caale said fhe 'best positioned energy traded' going 
forward include Duke Energy and El Paso. 

AESFREEZE (mthued lfcnn page I) 
the main strategic focus, he said, adding new growth wilt 
come laier, 

The company will especially look at stralegio alterna- 
tives for its holdings in Brazil and the r e s  61 Latin America, 
and will consider sell-dfs or spin-offs of assets in that 
region, he said. 

Hanrahan also said AES will increase its cost-cutting 
goal above the current S?Kkmillion a year, but did not set a 

specific new target, AES will take a much more disciplined 
awroach to future investments, he said. 

According to Hanrahan, initial discussions with ratings 
agencies about the new plan have been pasitive, and AES 
is commined to improving information for its investors. For 
a sfart. AES executives will hold a road show this summer 
to explain Ihe plan. 

Also at the briefing, deparling CEO Bakke took respon- 
sibilily for the "lerrible" economic leadership d AES over 
the la year and said Hanrahan would bring more'kiisci- 
pline, accountability, control and efficiency" to the corn- 
PaW. 

Bakke said he had been considering stepping down 
since lasi Seplember when AES stacks plunged after bad 
earnings new6. Now that the mrnpany has begun its 
recovery effort, he said he beiieves it is an "acceptable" 
time IO feave. 

Also Wednesday, Standard & Poor's downgraded from 
CC to D the rating on a $1 1 Omillion bank loan taken out by 
AES Ocean Springs Ltd., a unit thal indirectly 'controls Iwo 
Argentine distribution companies. Errpresa Distribuidora de 
Energia Node S A (EDEN) and Ernpresa Distnbuidora de 
Energia Sur S.A. (EDES). 

Bank loans by EDEN ($23-million) and EDES ($67- 
million) were also cut from CC to D, S W s  towst rallng 
category, reserved far issues in defaun. The utilities did not 
repay the loans, which were due Tuesday, nor did Ocean 
Springs cancel an $B.Ei-millIon bank loan arnonitation, also 
due Tuesday, said SBP. 

'The financial performance of EDEN and €DES has 
been substantially eroded as a result al the pification [of 
Argentine dollardenomina!ed debtJ and freeze oi tariffs, 
without allowing for any kind of compensating adjustments, 
combined with the strong and continuing devaluation d the 
paso, which lollowed rhe end of convertibility [into dollars]," 
said associate Sergio F uentes, and director Lidia Palakovic, 
in Buenos Aims. 

ENERGY-BILL ( a ~ ~ t i n ~ e d  from page 1) 
Meanwhile, Rep. Joe Barton (R-Texas) said yesterday 

he would s u p r l  efforts to add fangum during the 
conference fo expand Federal Energy Regulalory 
Commission authority to imp- civil and criminal penafties 
on energy lraders found guilty of manipulating the market to 
increase prices. 

Barton, who chairs the House Energy and Air Quality 
Subcornmiltee. qmke  to reporters a day after the General 
Acoounling Olfice releaad a reporl charging I hat FERC has 
failed to adequately m-ee fhe whdesale energy markel's 
transition io competition and that it lacks signilicant 
authority to penalize wrongdoem, 

10 m e  up with an appropriate mechanism. We will 
consider it in the energy bill conference" which wit1 kegin 
June 27. 

Barton said he also would back efforts to include 
provisions in the energy bill designed to preen1 a repeat cd 
Enroelike praclices in the energy markets. '1 would sqqmn 
some relorw in term of open markets and transpatemy." 
He also said he supports legislation introduced late last 
month by Oregon Replblrcan Rep. Greg Walden that would 
outlaw so-catled 'kash trades." 

'We have no definite proposals yet. but we are working 
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HEADLINE: ,F;liran't Sells Stock after Rowngrade 

BYLINE: By Matthew C. Quinn 

BODY: 
Mirant Corp. scrambled Thursday to raise $ 759 million in hopes of bolstering investor 

confidence. 

The company, stung by a credit rating downgrade a day earlier, sold its own stock as part of 
a plan to cut costs and sell assets. 

"My management team takes the current situation very seriously," Marce Fuller, Mirant's 
chief executive, said in a conference call with Wall Street analysts. 

"We are taking significant steps to strengthen our balance sheet and create value for our 
shareholders," she said. "We have a plan that works and should not require us to access the 
debt and equity capital markets during 2002." Moody's Investor Service downgraded Mirant's 
credit rating to "junk" status Wednesday over credit concerns. It was the latest setback for 
the independent energy sector since the Dec. 2 bankruptcy filing by industry leader Enron 
Corp. 

Atlanta-based Mirant, which had been briefing Moody's on its financial plan, was surprised 
and "extremely disappointed" by the move -- and given no opportunity to respond to the 
decision, said Chief Financial Officer Raymond Hill. 

Mirant executives, working through the night at the firm's Perimeter Center headquarters, 
hammered out plans to sell 40 million more shares of stock. The stock issue wound up selling 
60 million shares and raising $ 759 million. 

Mirant stock, which had lost almost half its value this month, dropped by nearly 13 percent 
Thursday, falling $ 2.08 to $ 13.99, partly due to the dilution of shares by the massive stock 
sale, analysts said. 

Standard & Poor's reaffirmed Mirant's investment-grade credit ratings Thursday while Fitch 
Investor's Service put the entire independent power sector on negative credit watch in more 
fallout over Enron's failure. 

,/ A+c 

u"4 '"7"' Mirant said the Moody's downgrade did not trigger any early loan repayments of the sort that 



pushed Enron into bankruptcy. But the downgrade will require the company to come up with 
up to $ 700 million to finance its energy trading operations. 

Hill said Mirant officials will meet with Moody's analysts next month and hope for a 
"constructive dialogue" on restoring the company's favorable ratings. 

"It's clearly a positive thing that the company has sold stock today," said Andy Jacobyansky, 
vice president/senior credit officer at Moody's. "We need to analyze how this will affect the 
company's cash flows before we decide to take any action in response." 

Mirant reported a "positive reaction" to its announcement from the investment community 
and plans another conference call today. 

"I think they'll come out OK, unless they are downgraded by the other agencies," said 
Williams Capital analyst Chrisopher Ellinghaus. "Mirant will still be up there a t  Perimeter 
Center for years to come." 

Mirant also said it was reducing its 2002 capital budget 40 percent from $ 4.1 billion to $ 2.6 
billion and selling off "non-strategic assets" to raise $ 1.6 billion. That includes $ 900 million 
from a previously announced sale of Mirant's stake in a German power company. 

Mirant expects to have $ 4.8 billion in cash and available credit through the end of next year, 
presuming a planned purchase of a natural gas plant in Puerto Rico from an Enron 
partnership falls though as appears likely. That projection did not include proceeds from 
Thursday's stock sale. 

Mirant said it will proceed with construction of U.S. power plants representing 5,700 
megawatts of electric power generating capacity by August 2003 but will cancel or defer 
construction on 10 new U.S. projects the company did not identify. The company also "does 
not plan any layoffs at this point," added Sean Murphy, vice president and treasurer. Mirant 
has 10,000 employees worldwide, including 1,200 at its Sandy Springs headquarters. 

But Mirant scaled back its future growth projections from between 20 percent and 25 percent 
per year to between 10 percent and 15 percent. 

Mirant still expects to earn $ 1.95 per share this year, before a newly disclosed one-time 
pretax charge of up to $ 111 million in the fourth quarter for dealings with Enron in the 
United States and Britain. 

But the company now expects $110 million less in profits next year and scaled back its 
earnings projections of between $ 2.55 and $ 2.65 per share to between $ 2 and $ 2.10. 

Mirant's plunging stock price and attractive earnings stream has even prompted talk of a 
possible takeover of the one-time Southern Co. subsidiary. "The whole sector is a takeover 
target," Ellinghaus said. 

But Murphy said rival companies "are dealing with the same problem" as Mirant. "Their 
shares are down, too. Nobody has the currency to go on an acquisition binge." 

To see more of The Atlanta Journal-Constitution, or to subscribe to the newspaper, 
http://www.aic.com 

go to 
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BODY: 
Beleaguered US energy merchant Dynegy this summer will announce sweeping changes to its 
business portfolio, chief executive Chuck Watson told investors last week. 

The changes aim to pay down debt and meet tougher credit standards imposed by financial 
markets since Enron's collapse. The Houston-based company has been examining "every 
asset, every plant, every business" and will choose which to jettison to help restore company 
finances, Watson said. "The bar has been raised and we have to restructure our company to 
compete." Watson denied his company recorded revenue from the "round-trip" trades made 
last November with CMS, He played down the film's trading business, saying it was not a 
"necessary" activity for the company. 

In January, Dynegy announced $ 500mn of capital spending cuts, issued $ 750mn in new 
stock, and said it plans to sell $ 375mn of assets to an affiliated partnership. It also sold $ 
1.5bn of bonds to ChevronTexaco to finance its- purchase of Enron's Northern Natural Gas 
pipeline. 

Taking these steps will not be easy for Dynegy, which under Watson has made dozens of 
acquisitions in the past 17 years, assembling $ 25bn in assets, including power plants with 
18,900MW of capacity, gas pipelines and processing facilities. But like its peers, Dynegy may 
be forced to sell off a significant amount of valued assets. 

Ratings agency Standard & Poor's (S&P) last week said Dynegy would have to put up $ l b n  
in cash as collateral against trades should its credit rating be cut to "junk" status. S&P and 
Moody's are considering such a downgrade. 

Watson remains defiant, despite the barrage of bad news and an 82pc decline in Dynegy's 
share price since mid-November. The recent surge in allegations about market manipulation 
is prompted by politics, he said. 

"We've been under investigation for two years. 'Every document we have has been with 
[investigators]," he said. "There's nothing I've heard in the past three weeks that is new dr-. 



news." 

The company has plans that will strengthen its balance sheet without requiring another 
infusion of capital from ChevronTexaco, Watson says. "ChevronTexaco has its own 
shareholders. I don't ask [it] to bail us out." 
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EARNINGS 

Williams Posts Loss as Weakness 
In Energy Trading Hurts ResuIts 
A WALL STREET JOURNAL ONLINE NEWS ROUNDUP 

TULSA, OMa. -- Williams Cos. swung to a second-quarter net 
loss, weighed down by its energy-trading operations and charges 
for its former telecom unit. 

The credit-crunched company, which has been doubly hit by 
telecom and energy-industry woes, on Monday reported a net loss 
of $349.1 million, or 68 cents a share, compared with net income 
of $339.5 million, or 69 cents a share, a year earlier. 

Results for the 2001 period include a gain of $72.1 million for the 
sale of convenience stores, a gain of $27.5 million for the sale of 
its stake in Northern Border LP and income of $10.7 million &om 
discontinued operations, Results also include charges for the 
impairment of assets, early retirement costs and accrued liability. 
Excluding all items, the company said it earned $280.1 million, or 
57 cents a share. 

The net loss for the latest quarter was in line with the company's 
forecast last week, when it warned that it would lose 63 to 73 cents 
a share in the second quarter because of constraints its credit 
problems have placed on its energy-trading business. 

Excluding a one-time'pretax charge of $246.5 million, Williams 
said it lost 34 cents a share, also in line with last week's forecasts, 
but down sharply from the company's earlier projections of 
earnings of 20 cents to 25 cents. The charge relates partly to 
pipeline projects that were scrapped and to its former 
telecommunications unit Williams Communications Group Inc., 
which recently filed for bankruptcy-court protection. Williams 
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spun off the unit in April 2001. The charge also includes asset impairments and severance and 
early-retirement costs. 

Williams also said it has delayed its quarterly conference call, originally scheduled for 10 am. 
EST Monday, until later this week. A company spokesman said that management has been 
occupied with the "liquidity issues" facing the company and that it made a decision to put off the 
conference call until additional information could be added to address the concerns. 

47 g 
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I Last week, the company said it was unable to renew a $1.2 billion unsecured credit line that 
expired Tuesday and said it would slash its stock dividend by 95% to a penny a share to save cash. 
Williams said at the time that it hoped to arrange a secured credit line of more than $1 billion 
within a week to 10 days. 

..A 

The company's energy marketing and trading operations, posted a second-quarter loss of $497.5 
million, compared with a profit of $262.2 million a year earlier. Williams blamed a significant 
decline in the mark-to-market value of its energy-marketing and trading portfolio because of a 
limited ability to exercise hedging strategies as market liquidity deteriorated. Williams also 
blamed increased credit and liquidity reserves, which reflect the deterioration of the energy- 
trading industry. 

Williams' gas-pipeline group, which provides natural-gas transportation and storage services, 
reported a profit of $156.7 million, compared with profit of $18 1 million a year earlier. 

Its energy-services unit, which provides energy products and services, reported a profit of $131.8 
million, compared with profit of $263.9 million last year. 

Williams, which has interests in pipelines, power plants and an energy-trading business, is trying 
to improve its balance sheet by about $8 billion through asset sales, spending cuts and equity , 

issues after the collapse of Enron Corp. highlighted debt loads of other companies in the sector. 

However, a credit crunch has prevented Williams fiom making new deals because it has to pay 
cash up front. Last week, Moody's Investors Service, Standard & Poor's and Fitch Ratings all 
downgraded their credit ratings on the company's debt to below investment grade, or "junk," 
status. 

URL for this article: 
http://online.wsj.com/article/O,,SB1O27694324l2O59l280.djrn,00.html 

Hyperlinks in this Article: 
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Call fomia 
DORGAN TO ASK FERC FOR STATUS 
OF MARKET MANIPULATION INQUIRY 

Seyhg he wes "disgusted' by federal 
regulators apparent inactibn up to now, Sen. 
&ran Do* said Thursday he would ask the 
Federal Eneigy Regulatory Commission to 
submit a progress report 00 its invM1getioo 
into whether Enron or its affiliates rnenipulatcd 
spot pric~s in the dedric4ty and natural gas 
markets in !ha West beginning in 2000. 

The Democrat fram North Dakota, chair- 
man of Ihe Senate Commerce Committee's 
subcommittee on oonsumer affairs, said that 
after California officials finished their Iesiimony 
before me subcommitlee yesterday, it ap. 
peared to him mer FEPC "ebhibited very little 
interest or energv in the wedern power 
markets TERC ought to be turning chairs 
over. We need to put a liie pressure on them." 
Dorgan said. 

In response to pressure from Congress 
end other corners, FERC in February sraded a 
fed-finding investigation into whether Enron or 
any other entity manipulated western gas and 
electricity markets beginning Jan. 1, 2000. 

{condnved on page 7) 

f L- Editonel - Joanne Callahan: +1-202-383.2254 - Customer Service: +1-800-223-6180 o Website: ~ . p l a k m  
Sales Inlomation - NewYork +1-212-966-6410 London: +44-20-~545.6648 Singapore: +65-53 

Power Market 
NYSEG SEEKS REHEARING OF ORDER 
GIVING STEELMAKER LOWER RATES 

New Yo& State Electric ti Gas has asked 
the New York Public Sewice Commission lo 
reconsider its order granting Nucor Steel a 
discounted electric rate contract. NYSEG 
President Ralph Tedesco lhis week called the 
contract an "obscene. sweetheart deal" that he 
said wwld prevent other ratepayers from 
beneliling by he  company recent sale of some 
nudear capacity. 

Nucor, based in Charlotte. N.C., acquired 8 
steel plant in Auburn. N.Y., from Auburn Steal, 
That company had been recelwng discounted 
power. at 4 EentJkWh. under a rtete economic 
development plan meant lo e n w r a p  new 
business. When Nucor look over the plant in 
2001, it asked that the rate be cmlinued, but 
NYSEG opposed the request, saying the 
company tailed to qualify because was not 
opefling or ex ding a business, The PSC 
last month o r E c i  NYSEG to sign a discount 
contract for the 44-MW load, ciling the plant's 

I (owrdnued on prge 7) 

NEW YORK, CALIFORNIA SENATORS THREATEN 
TO 8LOCK ENERGY BILL ON GASOLINE PROVISION 

New York and California senators Thursday vowed to block the 
senate energy bill (S 51 7) unless a provision requiring the used erhanol 
in gasdine is scaled back or deleted. 

'We don't intend to la lhis bill go forward i f  we can prevent it," Sen. 
Dianne Feinstein (D-Calii.) said. 

The m e  came on the same day the Senate came out in faw of 
swing up a consumer commission to examine pice spikes in the 
elecrricity market. The Senate votad 69-33 for an amendment to the 
energy bill that would create a Consumer Energy Commission 10 Study 
the causes of energy price spikes and make recommendations on how to 
avoid price spikes in the energy markets in the future. 

Under the amendment dfered by Sen. Dick Durbin (D-Ill,), Ihe am- 
mission would be appointed on a biwtlisao basis and be made up of 

{oondnued on page 8) 

AEP EARMARKS $lB FOR POTENTIAL STRATEGIC 
ACQUfSITlONS THIS YEAR' TO BEEF UP EARNINGS 

Columbus, Ohio-based American Elecfric Power Thursday said iI was 

Linn Draper, AEP chairman, president and chid execulive dicer, told 

setting aside $1 -billion lor possiMe strategic acquisitions this year, but 
added that i1 is not necessarily looking to purchase another utility. 

New York analysts that any acquisition "must fit our wrategy," and said 
the asset would have to be profitable and add to AEPa earnings in the 
shon term. 

An AEP spokesman yesterday said the energy giant is nat now 
contemplating a epecific purchasa 'It does not necessarily mean we're 
going to buy a utility," he said. An asset purchase could i ndve  one or 
more p e r  plants, a natural gas pipdine, M gas storage facitiies, he 
said. 

A combination of lactors, including the weak.ned national economy, 
response by llnancial markets to last year's terrWisl attacks and mild 

(wm.med on me 61 
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PJM INTERCONNECTION, MIDWEST ISO, SPP PLAN 
TO OPEN JOINT lRANSMlSSKMI MARKET BY END OF 2005 

The PJM Interconmaion, the Midwest Independent Transmission 
Syslem Qwrator and lhe Southwest Power Pool expect 10 open their 
joint marker by the end d 2005, afficialswith the three organizations Idd 
reponers Thursday. 

PJM earlier this year agreed to form a common market with MISO, 
which later announced that it would merge with SPP. None of the three, 
however, had announced a date for commencing joint market activities. 

At yesterday's w w  confererlce, Ken Laughlin, PJM's vice prdden! 
of marks1 seMces, said the partners rnwt complete several actions 
Wore they can begin tull market coordination. By June 2004, they will 
implement an "enhanced market porral," allwins parlies in !he hrea 
regions to enter bids and otlers through a single interface Bids and 
offers. however. would apply in only one of the three areas. By the end d 

\ 
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the 2005, the enlities hcpe to would create a c a m n  
market, he added. 

Laughlin said the common market would incorporale 
PJMs lociional marginal pricing siructure. with prices 
based on aaual dispatch, updated on a five-minute basis. 
The parties also agrsed that there wcluld be financial 
transmission rights, day-ahead and real-lime markets, and 
wluntary markeki for bilateral Iransactions. Mike Gehagan, 
chief strategic dficer for MISO, stressed that the pmls 
must make sure thal the PJM-MISO-SPP markel design 
tits well with the "standard rnarkei design" (SMD) being 
developed by the Federal Energy Regulatory Commis6ion. 

Nick Brown, senior vice president at SPP, said some 
issues wwld be addressed on the local level, including 
transmission pricing, allocation of transmission righfs, 
imbalance trading, market monitoring and mefering. Other 
issues would be resdved jointly, includirig energy offers, 
price signals, Iinancial transmission rights and construction 
of new transmission. 

C A W ,  PASSES BILL GIVING STATE OVERSIGHT 
WER PLAM OPERATKIN; DAWS LIKELY TO SIGN 

California Gov. Bray Davis wit1 likely sign a bill the stale 
Senate passed Thursday in a 291 3 wte that allows state 
agencies to more closely monitor the operation 01 power 
plants in the state, Davis staff said. 

The bill, which the Assembly passed Monday in a vate 
d 45-26, gives the Public Utilities Commission and Inde- 
pendenl System Operator authority to create and enforce 
maintenance procedures and to inspect clased plants. 

lad year that exacerbated power blackouts and high 
wholesale prices. The state has taken no legal action 
iinding generators purposely dawned plants to increase 
prices, state lawmakers said a closer walch would deter 
any paential aciivity. 

Generators said rhey expected lhe impact d the bill 
would depend on how tough Ihe standards are when created 
by a committee of PUC and IS0 appoimees later this year. 
But any new standards will add to the risks of building new 
generation in the state, generators said. 

CALIFORNIA STILL VULNERABLE TO POWER, 
GAS PRICE SPIKES THIS SUMMER, ESAl SAYS 

price spikes despite expansion of gas transmission and 
gas-fired pwer-generation capacity since2M10. Energy 
Security Analysis Inc. said in its latest Noflh American 
Netufal Gas sldckwarch released Thursday. 

ESAl believes more in-slate generaling capacity, a 
return to near-normal hydro conditions, a dedine in peak 
electricity demand and more flexibility on the inIrastate and 
interstale gas transmission grids will lead lo lwe r  short- 
ages and less price volatifity in the summer of 2 0 ~ 2  corn 
pared with the summer of 2000 - provided it is not an 
extremely hot summer. 

"However. since the expansion rate of inlerstale gas 
pipsline capacity since 2 W  has nor been rapid, the state 
remains vulnerable to insufficiertt capacity which could lead 
10 gas price spikes," said Mary Menino, manager al natural 
gas markets al €SAL In addition, "delays or cancellations 
d new generating or gas transmission capacity could be 
critical in the event of weather-related mer demand 

The legislation was spurred by a slew oi downed plants 

California's gas and power rnarkeis remain vulnarable to 

surge," she said 
ESAl noted the slate has added just over Zoo0 MWV of 

bassload generating capacity and 1.1 80 MW of peaking 
capcity -all gas-firsd - since summer 2000, f0llowir;g a 
decade in which no new p e r  generation was built in 
California 

Given that California's power-pfant capacity appears lo 
be growing more quickly than gas pipelines to feed it, "there 
is reason lor c ~ n c ~ r n  that pipeline capacity might be tight 
this ~ummer," ESAl noied. 

JUDGE TENTATlVELY BACKS KEY PART 
OF PG&E'S REORGANIZATION PROPOSAL 
U.S. Bankrupicy Court Juclge Dennis Mornali on 

Thursday tentatively approved Pacific Gas and Electric's 
"disc~osure statemem" [hat Will accompany its 
reorganization plan to Lra sent to the uiility's creditors. 

The statement is used lo outline the utility's plan IO 
CredJIOB and as approval is a key hurdle the utility must 
overcome before it can send out its prapcsed reorganization 
plan lor a creditor vote, Mantali said final approval would 
likely cccw at an April 24 hearing aher the urility makes 
some minor changes to clean up the document. 

At a hearing to discuss the few remaining objections to 
PGBE's statement, Montali cautioned there would be "no 
solicilaliorl' of creditors until the mediation talks he onlered 
betden the California Public Utilities Commission and the 
utility are concluded. 

The PUG has had serious chjMians to PG&E's plan, 
primarily over the urility's effort to redesign itseH by placing 
its transmission and generation under federal oversight. The 
PUC decided io create an alternate plan keeping the utility 
intact and under state oversight. Oetaila of the PUC plan 
are expected to be iiled to the coun on Monday, said a PUC 
lawyer. 

In addition lo addressing PGBE's statement, the April 
24 hearing will allow discussion on the status of the hrvo 
plans since both would then be formally before the court, 
Montali dso set a May 9 hearing to b i n  discussion of 
objedions to !he WC's plan. Montali said last month that if 
ha approves the plans' disclosure statements, they could 
go to usditors by middune. 

MD. REGULATORS APPROVE SETTLEMENT 
AGREEMENT FOR P EPCO/CONECTIV MERGER 

The Maryland Public Service Commission Thursday 
endorsed Potomac Electric Power's merger with Conectiv, 
when il approved ii sdlemem the utilities reached earlier 
with state intervenors that requires them to *end by 30 
months current caps on retail electricily raies. Underlhe 
agreement, thecompanies will maintain the rate freeze 
through 2006 and provide $1 -million for energy efficiency 

The combination has already received approval from 
Delaware and Virginia state reegularm, rhe Federal Energy 
Fiegulaory Commission, and the Dept. of Justice. P E R 0  
and Consctiv are still awaiting rulings from utility regulators 
in New Jersey and the District of Columbia as well as the 
Securities and Exchange Commission. A Conectiv spokes- 
man said the companies hope to complete the merger later 
this spring. Under the prqxSa, Washington, D,C. -based 
PEFCO would acquire Delaware-based Conediv for S.2- 

m r 8 m S .  
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billion, crealing a company with 1.8 million customers. 
PEPCO has divesled most of its power plants to 

concentrate on delivery and unregulated services. While 
Conectiv has sold most of its baseload capacity. it has 
rerained about 1,600 MW of "mid-merit" plants. which are 
fuel-flexible units that can be turned on and OH quickly lo 
rsspond to changes in the market, The utility is developing 
more mid-merit plants and pians io bring on-line another 
3,300 MW in the next live years. Recently, part of 
Conectiv's baseload dwestiture collapsed when NRG 
Energy cancelled a $1 70-milion purchase of 794 MW in 
New Jersey and Pennsylvania, citing law power prices and 
high costs to upgrade the plants lo meel new environmental 
requiremen 1s. 

SUPPLIERS LAUD FERC MARKET-DESIGN PAPER, 
STATES SAY LMP WILL NOFT WORK EVERYWHERE 

Wholesale sllppliers applauded the Federal Energy 
Regulatory Commission's standard market-design working 
paper that proposes creation of a new transmission service 
aimed at promoting nondiscriminatory access to the grid 
and would mandate lomtional marginal pricing to manage 
conge9ion throughout the counlry. 

But l a t e  regulators and several utilities urged the 
commission lo ensure lhal regional differenm are ac- 
counted for and said they are not convinced thal LMP, a 
congalon-management system based heavily on a model 
implemented by the PJM Interconnection, can work in all 
parts d the country. 

FERC last month released a Half working paper that 
outlined inilial directions FERC is likely to fdIoN in develop- 
ing a single markel design (RMO1.12). The effwt is viewed 
as the third installmenl in a market-based trilogy lhat 
started with FERC's 1996 landmark Order 888 decision and 
1 993s regional transmission organization rulemaking Older 
2000. 

In this rulemaking, the commission is steering induslry 
toward a single transmission tahlf that would create a 
transmission service combining nelwork transmission with 
point-tepoint, giving suppliers more cptions when they Imk 
Io move power auoss the grid. 

Whalesale suppliers, including their trade organization 
the Electric Power Supply Assrr., lauded the working paper 
and FERC's push loward a single tariff, claiming it 'bill 
promote comparability and eliminate undue discrimination" 

'The new network service with full grid access will go a 
long way to putting in place the national, level playing field 
needed for.. .robust, competiiive elec!ric wholesale m r -  
kets," EPSA said. 

"Such standardization will bring benefits to end users 
and markec participants alike by creating efficient. price 
responsive, d q ,  and liquid enegy markets regardless of 
the scope 01 lransmission control areas, dramatically 
redwhg seams  issue^," PJM and the Midwest Independent 
Transmission System Operator said in joint comments. 
"MISO/PJM agree.. .that this, in turn, will produce more 
efficient markets, p r d d e  more customer choices. improve 
services, widen trading opportunities, inprove reliability, 
create greater investor confidence, and expedite inlraarcrc- 
w e  imprwernents." 

State regulators and several utilities, however, caulioned 
FERC against d n g  quickly to a nationwide LMP aysiem, 
saying rhat while ir my work well in tight pwer pools, i t  

could create havoc in other parts of the country. 
"[Tlhe Pacific Northwe differs signHicanfly from the 

capacky-conslrained eledricify grids in the East thal are 
dominated by thermal generalion," the Washington Utilities 
and Transportalion Commission said. 'The F'acilic North 
wed portion of the Western System Cmrdnaling 
Council., .has a winter capacity reserve margin d 29 
percent. Hydruelecvic tacilities provide 71 % d the plant 
capacity in this system. But, hydropower provides only 60% 
01 the annual electricity generated, Clearly, the Pacific 
Northwest system is not conarained by lack of capacity; it 
is constrained by lack of energy-in this case, water to run 
through the hydroelectric turbines." 

'Locational marginal price signals would ignore dtxades 
of the Ndhwesl's rBsourcs and transmission plarutim and 
decisions," the Northwest Requirements Ulilities and rural 
cmprative PNGC Power said. "This history of planning and 
deasion-making has resulted in large hydrogeneration 
projects located remotely from load in combirmiion with 
base-loaded thermal units, which form an integrated and 
cmrdinated pcn~er and transmimion system lhat does not 
lend itself to locathal marginal pricing." 

NEW PLsNr'COEISTRUCnOSC,~?B.~, 57,009 MW, 
LESS THAN PMMEcTEb, ANALWREPORT'SkYS 

A new repart from Energy Venture Analysis released on 
Wednesday says the amount d new power plant generation 
lhar will actually be built is markedly less than planned, 
around 57,000 MW off prior esiimates. 

The analysts made their projections in a March 2002 
repxt released Wednesday, called 'Tracking the Boom of 
New Pawer Plants in the US." 

A second report released !he same day, W.S. Reserve 
Margins, April m," said that, while the U.S. average 
reserve margin should be at or well-above the industry 
target of between 1 5% and 20% through 201 0, m e  
regions could fall below a 1070 reserve margin. 

"A few regions only recently anraded the interest of 
developw'S--jllst belore the current crunch in new power 
plant financing. Those regions have a high prcportion of 
capacity that is vulnerable to cancellation or delays." said 
M ;chael Schaal, senior analyst for RIA. 

As d the end of the fist after d 2002, a tdal of 
263,000 MW of n w  gas-fir €a capacity was under 
construction or in active development, EVA said. 

On top of that number, around 11,090 MW of generation 
began cpration during the quarter, the Arlington, Va.-based 
group said. 

Over the 1998 to 2007 period in the power plant study, 
34!3,000 MW af capacily will have started operation or been 
under develapment, representing a 69'0 decrease from the 
previous quarter- Further assessments indicate that 
cancellations and delays will increase as 2002 progresses, 
leaving only 291 ,wx) MW ol the industry-planned capacity 
to actually get built, the study said. 

"The flurry of cancellations and delays have resulted in 
the net loss d 20#000 MW of capacity under active 
development during the l id three months of the year,"said 
Schaal. 

The analyds Mamed the recent pulibacks on a number 
of factors, notably the lass of easy access to capital in the 
financial markas. Ongoing uncertainty about the money 
situation is expected to continue, determining when and 
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where new generation will be built, if at all. 
And the Norlh American Electric Reliability rqions 

resewe margins that cwld be hardesl hit (with reserve 
margins at less than 10%) by the pullback in generation 
should be the Virginias and ihe Carolinas VACAR in the 
Southeastern Eledric Reliability Council, 6 e  h i t  Lest 
Power Pool, and the Mid-Continent Area Power Pod, EVA 
said. Although, Schaal said that the VACAR region may not 
be as bad off as originally thaughl, mainly because demand 
growth has not increased as much as awpected 

The regions that have a "rcbust" =ewe m i n  
(between 20% and 40%) include the East Central Area 
Reliability Council, Florida Regional Coordinating Council, 
Mid-Atlantic Area Council, Mid-America Interconnected 
Network, and the Norlhwesr and Rmky Mountain area6 
within the Western System Coordinating Council. 

EVA said that "overbuilt" region's (wilh resewes of more 
than 40%) include the Elsclric Reliability Council of faas, 
the New England and New York regions, the Entergy and 
Southern regions in SERC, and the Arizona and New 
Mexico rqions within the WSCC. 
. The company's reserve-margin study also said that the 
US'S margin will likely peak in 2004 at 37%. 

MICROTURBINE SHIPMENTS RISE 15% IN 2001, 
FAR BELOW BEGlNNlNEdF-YEAR FORECASTS 

While shipments of microfurbines-high-speed electric 
generators of 30-300 kW-grw 15% in 2001 lo 
appraximately 1,400 units, the numbers were "far below" 
manufacfurers and industry analyszs' forecasrs at the 
beginning of the year, according to a new study by 
Madison, Wisconsin-bad Primen, an energy analysis firm. 

These projections called lor shipments to reach 3.500 to 
5.500 unils in 2001, a growth rate that would have matched 
the pvious year's 400% increase, 

'The optimistic forecasts were influenced by the 
enormous uncertainty in energy markets at the lime:' study 
director Nick Lenssen said. The highJy visible energy 
prablems of California in laie20M) and early 2001 called 
aftemion IO power shortages in the date and it was 
"reasonable to assume that the crisis would continue 
through 2001 and.. .lead lo a heightened interest in sland- 
atone power generation," Lenssen said. But the relatively 
sudden end 10 !he state's crisis and a weakening US. 
economy led IO reduced capiral spending. 

The study said that it was clear by the third quarter of 
2001 that some units shipped by manufacturers lo 
distributors weren't selling. In early August. Capstone 
Turbine, which accounts for roughly 90% d the market, 
warned that its thirdquarter shipments would fall 
substamially below projections. A lew weeks later, 
Honeywell Power Systems, then the number-two 
microtutbne manufacturer, announced plans to halt 
aperations and buy back all its urds in the lield. 

The study said microrurbine forecasts also failed to 
consider other barriers to market. acceptancR7e, including 
higher-than-prqeclsd natural gas prices, which made the 
technology uncompetitive with grid-supplied p e r ,  and 
technical problems that cominued to trouMe some 
develapets and vendws. 

the markef reeiities, wa s m  manufacturers relreating from 
ewpectarions of mass-rnarket applications in whrch 

What lies ahead for the mieraturbine industry? "Given 

microturbines competed head4e-W with the traditional 
power grid," Lertssen said "InsIea9d, manufacturers will need 
to work on develaping advanced technologies that will fill 
market nicha " 

PA. APPROVES MOVE OF 180,000 CUSTOMERS 
FROM NEWPOWER BACK TO PECO ENERGY 

'The Pennsylvania Public Utility Commission Thursday 
apprwed PECO Energy's request to arrrrplete NewPower 
Holdings' contract to serve abut 180,000 customers at 
discounted rates through January 2004, 

Purchase. N.Y.-based NewPower. which has been under 
graving linarlcial pressuresl in February said it would slop 
serving the customers, which it had won under contract in 
2000. Under the order. Phladelphia-based PEG0 will charge 
 he same discounted rates, with no chams in the term$ or 
conditions lhey received from NewPwer until !he contract 
emires 

NewPower cusfomers will be moved to PECO beginning 
April 25. The cuslorners represeni 13% of PECO's total 
number of residential customers. PECO's restructuring 
agreement requires it to have 50% d its residential and 
commercial customers served by alternative sul;pliers by 
January 2043. 

NewPower has been serving tb residential mars since 
late 2000, after it won a PECO bid to provide '%ompetitbe 
default send&' (COS). In the CDS program-required by 
PECO's restructuring agreement-the utility bid out 20% al 
the small customers that were nc4 buying p e r  in the cpen 
market. 

Despite the contract, NswPcwer lost $327-rnillion last 
year, more than double its $1 57-rniilion loss in 2000. In 
February, the company agreed to be acquired by London- 
based Centrica for $1 B(E-million. Centdca said it would send 
the PECO cuatorners back to the utility because the 
conlract was nat economical, largely due to high capacity 
costs in PJM. But last month, the proposed acquisition 
collapsed because d complications related to Enron, which 
Owns about 44% of Newber .  N e w h e r  said 8 would go 
ahead with sending customets back to PECO. 

PECO tried to find other retail suppliers for the 1 a6,ooO 
customers, but failed to reach any agresments alter talking 
with several companies, a PECO spokesman said. 

Under the order, PECO will supply power a1 5.71 cmfd 
kwh. or 2.02% lower than PEC0's standard residential fate, 
and at 5-99 centdkWh for residential heating cuslomers. 
which is 1 .a?% lower than PECOs heating rate. PECO will 
notify the customers beginning April 18, and will resume 
servim to them between April 25 and May 24, 

In 2003, PECO is required lo bid out SO% af its residen- 
tial and commercial customers, and h e  company is talking 
with the PUC about that obligation, given the reluctance of 
marketers to take on this load, the spokesman said. 

MASS. UWLlTlES SETTLE SUIT OVER USERS 
MISTAKEWLY SWITCHED TO DEFAULT RATES 

Baston law firm Gram 8 Rocidy said Wednesday it has 
roached a settlement in principal with Massachusetts 
Electric and Western Massachusetts Electric in a class- 
action suit filed on behaH of cuslorners who the utililies 
inadvaertsntly switched from standard-offer service to more 
pricey default sewice. 

Earlier this year, the law firm reached an agreement in a .I fl 
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similar suit brought against NSTAA. The utility agreed lo 
refund 23,700 customars SI ,45-million. 

A Grant & Roddy cpkasman declined to give out the 
cash settlements for Mass Eleclnc and Western Mass 
Electric, or the number of cuMorners involved, because ihe 
specilics have yet be filed in coud. 

The utilities buy standard-offer m e r  under long-term 
mntracts, and it has been typically the cheaper d the IWO 
services. Default service, set up For cuslwners who are new 
to the service territory or who have lost their compelilive 
supplier, is p g g d  to markel rates, based on shott-term 
supply contracts. 

customers moved, but stayed within the same service 
territory, Customerr did no1 notice the mistakes immedi- 
ately because standardoffer service and default service 
were priced the same during the early years d deregulation. 
Atctul a year ago, regulators changed the rules sa that 
default-service prices would more closely rdleci the 
market. Shortly after that default-sewice prices skyrock- 
eted. 

FTC SHOULD EXEMPT ENERGY MARKETERS 

The National Energy Marketers Assn. is urging the 
federal Trade Commission to exempt energy marketers 
from a national 'do-noteli' registry proposed as pan ol the 
FTCs changes to the Telemarketing Sales Rule. 

NEM asserted that applymg the proposed rule to energy 
marketers would hinder the competitive energy market, 
since it is one of the rnosi cost-effective means of enrolling 
customers, and that telemarketing sales should be a matter 
d state and local jurisdiction. The National Assn. d 
Regulatory Utility Commissioners also will urge the FTC nd 
lo infringe on state activities restricting telemarketing 
cprations, accwding to Brad Ramsay. NARUC general 
counsel. 

The FTC early this year proposed to establish the 
national do-notcall list, making if illegal lor telemarketers to 
call consumer who place their phone number on national 
registry. It is laking cornrnenls on the plan through April I S .  

About 22 slates already have do-not-call lists and 18 
olhers are considering such steps, which should not be 
harmed by the FTC plan, Rarnsay said. 

NARUC in February adopted a resolution that supports 
the FTC strenglhening consumer protections on 
telemarketing "so long as these protections, serve as a 
nationwide minimum standards which do noi pre-em@ state 
regulations which provide greater protedion io  consumers." 
The resolution supports the FTC establishing a national do- 
not-call list that incorporates existing state lists. 'Wc're all 
for more copsorner protection, but not at the expense of 
e!&ing protections," Ramsay said. 

telephonic enrollment to losler the growth d the cornpditive 
energy market" and are aware d the aansumer protection 
and slamming issues posed by telemarketing, NEM told the 
mC. Calls by energy marketers serve the dual purposed 
educating consume18 about competition in addition 10 ihe 
SaIes componenf. NEM said. 

Use of a national list "could impose significant burdens 
on the nascent competitive energy industy," the group said. 

Other prtiss filing comments with the FTC wppxted 

In the NSTAR case, many of the errors occurred when 

FROM PROPOSED '00-NOT-CALL' LIST: NEM 

State legt~larors 'have recognized lhe value of 

the national list, arguing that companies can use other, less 
intrusive means to reach consumers, such as 
advenisements and by mail. 

NEPOOL EXT€NDS CONTRACT FOR Is0 
NEW ENGLAND TO OPERATE REGION'S GRID 

The New England Power Paal ha6 decided to extend the 
contract of the New England Independent System Operator 
for up to 18-months after its original contract expires June 
30. NEPOOL officials confirmed Wednesday. 

Under a proposal the NEPCX)L Participants Committee 
unanimously approved April S, the IS0 will continue operat- 
ing the New England en erg^ markets and transmissian gid 
lor another nine monlhs from July 1 , 2002 to March 31, 
2003, ihe oflicials said. 

NEPOOL can then extend the conlract another nine 
months to Dec. 31.2003 based on consultation with the 
membership, but withour the naed for a new vote. 

The IS0 was hired by NEPOOL in 1997 to aperats the 
system under a fiwe-year cor'nracl. In January, NEPOOL 
had issued a request for qualifications seeking a replace- 
ment for the IS0 starting July 1. NEPOOL officials said that 
they had received some "expressions of interest" from 
outside enlilies but that the pool dacidad keeping the IS0 
was he best anernalive. 

They said NEPooL chose the 1 B m t h  contract 
exlension period to allow time tor proposals to set up a 
Regional Transmission Organizalion in the Northern and lo 
advance and clarify what role ihe IS0 will have ever the 
longer ten.  NEPOOL will tile the details of new contract to 
the Fsderal Energy Regulatory Commission for approval 
affer a waiting period for appeals from the membership 

ENTERGY SEES RECORD 'OPERATIONAL' 
EPS, BUT ACTUAL NET WILL PLUMMET 

Enlergy cOmmOn stock hit a new 52-week high 
Thursday bul ended up closing a1 its low for the day, after 
the mmpny said it eyptzccls tecard firstquarler "operational 
earnings" bul predicted a substantial drop in net income as 
I ends development of new greenfield power plants in the 
U.S. and Eurcp.  

"Overbuik p e r  markets are erpe~ed tocontinue to 
reflect depressed paver prices," Entergy said. "The 
company eapacts ihs decision to improve it6 already 
slrong financial condition, substantially reduce capital 
expenditures that would have been made in already 
oversupplied markets, and enhanceiinancial pdormance. 
by redeploying capital into more financially atlradive 
investmems." 

The stock hit the new high d $4540 shortly after lhe 
New York Stock Exchange a p e d ,  but endad up down 9 
cents (0.2%) at $44.50, the day's low. But that was up 
152% in a year, 

Entergy plans to report first-quarter results April 25, and 
expects ''qefational' earnings per share of at least 76 
cents, up from the previous record of 75 cents in first- 
quafler 2001 , and b t h g  the consensus analysis' forecasi 
of 69 cents. 

Actual firstquaner2001 basic EPS were 70 cents. 
Enlergy reaffirmed the previous forecast lor 2002 
operational EPS of S3.40X3.60. 

flegulated US. utility earnings are e x p d e d  to drap due 
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to lower industrial sales, warmer weather, and higher 
apraiion and mainremnce costs. Enlergy Nuclear will 
h e f i t  Irom the Septemkr 2001 purchase of the Indian 
Point-3 unit. 

Energy Commodity Services will see Wler resuhs from 
strong trading performance, and a full quarter's cantnbution, 
from the Entergy-Koch LP partnership, formed in early 
February 2001. 

the charge against first-quarter 2002 EPS is seen a1 
$1.1 S to $1.35. T k  charge will reflet irnpairmenl a4 assets 
"consistent with Entergy's marker point of view, disposiiion 
d certain commitments, and restructuring 01 Enlergy 
Wholesale Optations (EWO)." 

EWO would emerge from this mrucluring as asset 
cpedor d about 2,500 MW, now operational or under 
construction. EWO also will pursue acquisitions ol existing, 
or mially completed, plants "priced consisten! with its 
mark& point of view, with a particular emphasis on a W s  
providing trading value to Entergy-Koch LP." 

The biggest share oi rhe charge relates lo Damhead 
Creek, an BO0-W plant in Ken!, England, thal enisred 
service l a s t  year, and turbines contracts with Gf Power 
Systems. 

In Ihe2001 Form 10K, Entergy said low electricity 
prices led lo (he charge for Damhead Creek Regarding 
the iurbincs, in October 1999 EWO obtained contracts to 
acquire 36 turbinss from GE, and in May 2001 sold its 
rights and obligations under paas for 22 of them to a 
third pany, under an "off balance sheet financing 
arrangement." 

EWO has p l a d  17 of the originally planned 36 lurbines 
at sites that are either operating, under construction, or 
sold. Also, as allowed by the May 2001 deal, cancellation of 
four lurbines is pending. 

FIRSTENERGY STOCK SLUMPS 
ON CUT TO MPECTED 2002 EPS 

FirstEnergy common nock slumped $1 -23 (3.6%) to 
W . 7 6  Thursday, following its Wednesday announce- 
men1 lowering 2002 earnings per share guidance lo a 
range of $3.1 343.34, including the effect of the Davis- 
Besse nuclear unit outage, which is expected to cut 
EPS 1 I cenlskhare. The previous guidance was $3.45 
to $3.65. FirslEnergy sees lirsi quarter EPS at about 40 
cents. 

But Thursday's closing price was up from the day's low 
of $32.25, and up 17.5% in a year. The company's lower 
outlook stems mainly from lower power s a l s  due to 
unseasonably mild weather, the continued economic 
slowdown, and accounting changes related to pension 
costs. 

Also, First Energy has reclassified Argentine utllity 
holding campany Empresa Distribuidora Elatrica Regional, 
S A  (Emdsrsa) as an "assel held for sale" which is going 
to eliminate reported income from that unit in 2002. GPU 
(acquired by F irstEnetgy Nov 7,2001) bought Emdersa in 
March 1999 tor S375-milliona I1 Owns three distribution 
companies in northwest Argentina. 

FirstEnergy has also k g u n  a cost-reduction dart, 
reflected in the revised earnings guidance, in addiiion to 
anticipaled acquisilion-related savings. In first-quarter 
2001, F irsrEnergy EPS were 45 cents and GPU's were 58 
cents 

INDIANA REGULATORS INK DEAL AGREEING 
TO AEP'S PLANNED CORPORATE SEPARATION 

The Indiana Utilily Regulatory Commission will nd 
challwlgs American Electric Power's plan to reslrudure into 
separate regulated and unregulated companies under a 
senlement approved Wednesday that also extends through 
2007 baserale and bel-rate freezes conently in effect for 
4EP's Indiana and Michigan Power subsidiary, 

AEP filed its corporate separation plan last year with the 
Federal Energy Rqulatory Commission, which is expected 
to issue a ruling later this year. 

18M Pwer, based in fan Wayne, already had agreed to 
a rale freeze for its Indiana cus~omew more than two years 
ago as pan d the URCs review 01 AEPs then-pnding 
acquisition of Cenlral and South West. The exisring freeze 
was to have expired in 2004. 

However, the setllement provides for a new hasiwate 
freeze during rhe period from Jan. 1,2005, to Dec. 31, 
2007, and a new fuel-rate freeze starting with the March 
2OW billing m t h  and oontinuing to the end of the Decem- 
ber2007. 

Ouring these periods, IBM Power may request an 
increase in its base rates and fuel rates only if the commis- 
sion determines that a force majeure event has occurred. 

An intswenot in the URC case, the I&M Industrial 
Group. is satisfied with the settlernept approvsd by the 
commission, according to attorney Bette Dodd. 'We view 
the extension of the fuel-dame freeze and the base-rate 
freeze as an insurance policy" that her clienls will not be 
adversely affecred by rhe corporate separation, she said. 

AEP-AQUISITIONS (mtinved frwn page 1) 
weather, is prompting a number of companies to consider 
selling existing regulated and unregulated electric generat- 
ing plants, possibly for prices below face value. 

In AEPs newly released 201 annual reporl. Draper said 
ihe company is counting on "conlinued strategic acquisi- 
tions and development of wholesale products and gee 
graphic regions" to help it meet its 68% 2002 growth target. 
Given curreti4 market cond\ions, 'Ws more challenging to 
make m e f  this year, Draper told analysts, 'but we're on 
track to do it." 

Draper also said he is confident the Securities and 
Exchange Commission 'kill write a stronger ordet" aninning 
its previous approval of AEPsJune 2000 acquisiiion of 
Dallas-based utility Central and South West. Earlier this 
year, a federal appeals court set11 the merger case back to 
the agency for additional review. 

AEP owns 38,CQO MW o? generation, 18,ooO MW d 
which is unregulated, in the U.S. and another 4,000 MW in 
the United Kingdom. It also awns 38,OOO miles d transmis- 
sion and 186,ooO miles of electric distribution lines. 

SENATE-BILL (confhued from page 1) 
representatives lrom consumer groups, the energy industry 
and federal agencies related to energy. The 1 1 -member 
commission would receive up to $400,aoO from the Depl. ol 
Energy to operate, and wwld have 1 EO days to complete its 
duties belore being disbanded. 

Feinsiein and Sen, Charles Schumer (PN.Y.) oppose a 
bill that wobld require refiners lo blend five billion gallons of 
renewable fuels into gasoline by2012, effectively rnandat- 
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irg the use d ethanol. Feinslein said the provision wouid 
cause iud ‘prices to soar,” as well as supply shortages and 
m e  pollution. Feimlein proposed delaying ihe dart d a 
phase-in period lor the standard by one year to 2COS. and 
reducing t he amourn of renewable fuels required to be used. 
Schumer oflered an amendment to strike the standard 
calling the mandate a ”hidden gasdine tax” 

Their stand pits them against Maiotity Leader Thornas 
Daschle (D-S.0.) and other farmstale senators. Daschle 
told reporlers he thinks he has enough support defeat the 
amendments. At press rime. Ihe Senate was voting on !he 
Schumer amendment. 

The Senale is expected lo finish its work on the energy 
bill next week. 

NYSEG-NUCOR (con@ued from m u  I )  
econotn~c benefit. 

In iis April 5 rehearing requesl, NYSEG said the order 
was approved by only one PSC member and asked that the 
commission conduct formal hearings on the discounled 
rate. arguing that Nucor 6UbmiHed its proposed contract 
terms under ‘!rad@ secreV provisions. 

The utilily said the sevenyear contracl approved by the 
commission would save Nucw n d y  (654-rnillion, a cost 
that its remaining customers would have to bear. The $54- 
million figure, a NYSEG spokesman said, is roughly equal 
to the amount by which the ulility promised to reduce rates 
alter it sold its 208-MW stake in the Nine Mile Point nuclear 
station lo Constellation Nuclear. 

“From the commencement ol lhis praxeding, Nuaw has 
had orle goal in mind-to u s  every available lever, includ- 
ing political manipulation, obstruction in other proceedings, 
regulatory secrecy, and journalistic misintormalion. to extort 
enormous and unprecedented rate concessions from 
NYSEG and iIs customers.” the utility told the PSC. I t  also 
criticized ‘the enormous magnitude of ratepayer fund6 bfhg 

provided to a single 6ustorner.” and noted that the common 
stock of Nucor is currently trading at its highest level in 
more than five years. Fur?her, NYSEG pointed wt that 
Nucor plants succesStully operate in other stales, at rates 
higher than NYSEG‘s standard tariff, which “raises que- 
tions as to the need for any rate relied.’’ 

Nucor officials wauld no1 comment on the utility’s filing. 

SENATE-FERC (cwfhued /ram page 1) 
Loretta Lynch, president of rhe California Public Utilities 

Commission and state Sen. Joseph DUM, chatrman of the 
California Senate Committee investigating wholesale price 
manipulation, rold Dorgan’s panel that they have nol seen 
any evidence of a FERC investigation in California. ‘We 
have seen zero from FERC and its imesligatian in 
California” said Dunn. 

Dunn and David Freeman, chairman of the California 
Pcwer Authority, admitted that the state‘s deregulation 
plan--largely derided as ill-cowebectperhaps teed up the 
market for price spikes, but h was FERC‘s job to +ice the 
market and protect cbn~iurners. 

“The Calilornia Legislalure may have leR the car 
unlocked. But Enron stole that car and FERC, the cop on 
the beat, did nothing about it,” said Dunn. 

FERC declined to comment on its investigation in the 
Weslern power markets. “It is an ongoing inveligati?, and, 
as such, we never discuss an iwestigalion that is going 
on,” a commission spokeswoman said. FERC Chairman Pat 
Wood has asked staff to conclude its prabe “as soon as 
practicable,” she said. 

subpoena, Enron gave FERC 
”two large data bases” and ‘bone bdu t ”  d documents and 
CD-ROMs involving EnronOnline. Enron Power Marketing 
and units, said Sam Eehrendq a Washington attorney 
representing Enron 1. 

Late lad month in compliance with a March 1s 

TNMP-EWG-00063 
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AES Corp. Continues to Struggle, Despite Efforts to Restructure 
and Reduce Debt 

By Will McNamara 
Director, Electric Industry Analysis 

[News item from The Wall Street Journal] Moody’s Investors Service put the long- 
term debt of Arlington, Va.-based AES Corp. (NYSE: AES) on review for possible 
downgrade, citing concerns about the energy company’s liquidity as its shares 
slid 1 I percent on Feb. 20 to a new 52-week low. Meanwhile, Standard & Poor’s 
Ratings Group, which last week had put AES debt on Creditwatch with negative 
implications, said, “The market’s response to recent events has been somewhat 
overblown.” Nevertheless, AES shares fell 50 cents to $4.25 in composite trading 
on the New York Stock Exchange as investors scrambled to assess a 
restructuring plan unveiled by the company this week. AES shares are off 93 
percent since a 52-week high of $60.1 5 on Feb. 21 , 2001 , and are presently 
priced at $3.55. 
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Analysis: There is an immediate pressure bearing down on AES to raise cash 
and reduce capital spending without hurting cash flow. As such, in what may 
appear to some as a desperate measure to regain investor confidence in its 
business model, AES has unveiled a two-level restructuring plan. The company 
plans to sell both domestic and international assets (including physical 
generating plants, a utility holding company in Illinois and a retail operation) with 
the hope of gaining between $1 billion and $1.5 billion in cash. In addition, AES 
plans to significantly scale back its expansion efforts by canceling a good number 
of planned power projects. Theoretically, the goal of both restructuring efforts, in 
addition to hopefully bringing AES much-needed cash resources, will be to make 
the company less reliant on capital funding over the next year. The inherent 
problem with this strategy is one of poor timing. Apart from other factors, AES 
has announced its plans to sell physical assets at a time when numerous other 
energy companies are also selling generating plants (often at fire-sale prices), 
which has created something of a saturated market that is good for buyers but 
not necessarily good for sellers. Just like AES, other companies are presently 
attempting to divest assets that are expendable to strengthen balance sheets 
and reduce debt. What this could mean for AES is that, even if it is able to find a 
buyer for its physical assets, some of which are considered high risk and tailored 
to AES' unique business model, the company may not be able to earn cash 
proceeds in the range of $1.5 billion on which it is counting. The bottom line is 
that the current prognosis is not very good for AES, a company that blazed its 
own unorthodox strategy and is now suffering some rather harsh consequences. 
In addition, as illustrated by AES' current stock price, investors are not 
responding well to what may be an unrealistic restructuring plan, which could be 
an indication that the company's problems won't be resolved any time soon. 

1 have been tracking AES' fall in this column for the last several months, so I 
won't waste space here on the factors that brought about the company's current 
plight. For background information, please see my 1ssueAIet-f from 2/7/02 and 
10/17/01, available at www.scientech.com/rci. In this column, I will focus 
exclusively on the company's current restructuring efforts and the downward 
spiral from which AES may be hard pressed to extricate itself. From a financial 
perspective, at this time AES says that its total liquidity is about $265 million, 
including a $150-million revolver loan credit. This is an important point as the 
company now says it hopes to rely exclusively on internally generated cash flow. 
Yet, to avoid obtaining fresh money from capital markets this year, AES 
acknowledges that it will have to obtain new cash resources by divesting some of 
its assets. 

As such, AES believes it can raise up to $1.5 billion by selling assets, including 
businesses located in Latin America, merchant facilities in New York and 
California, a coal-fired facility in the Dominican Republic known as Itabo, and 
some of the businesses that the company obtained in its March 2001 acquisition 
of IPALCO Enterprises. In addition, AES plans to cut capital spending for 2002 
by $490 million to $71 0 million, down from a previously planned $1.2 billion 
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mainly from projects in construction. AES says that with the spending cuts alone 
(in other words, excluding any asset sales), the company will have $374 million in 
cash and credit at the end of 2002. Note that, contrary to some reports, AES 
announced on Feb. 20 that it will not divest its 3,870-MW Drax power station in 
the United Kingdom or abandon major European construction projects already 
started on the Continent (such as a 1,200-MW gas-fired station planned for 
Cartegena, Spain). Reading between the lines, although under pressure, AES is 
first selling those assets that it has deemed non-essential or exceedingly high 
risk (such as retail and U.S. merchant businesses and operations in Latin 
America) and keeping those that are viewed as strategic (European generating 
facilities). What will be left as AES' core business, at least in the United States 
and at least while the company restructures, apparently will be contract 
generation, or the building and running of power plants for third parties, which 
represents a far-less aggressive strategy for the company than had been 
pursued in the past few years. 

Looking specifically at some of the assets that AES will most likely sell, the 
company has said it will divest a minority stake in IPALCO Enterprises, an 
Indiana utility. AES completed its purchase of the company in March 2000, at 
which point IPALCO became a wholly owned subsidiary of AES. At the time of 
the acquisition, the Indianapolis, Ind.-based utility had 3,000 MW of generation 
and 433,000 customers in and around Indianapolis. IPALCO was also parent to 
CILCORP, a utility holding company in Illinois whose largest subsidiary ClLCO is 
an energy service company that serves portions of Illinois and Missouri. In 
addition to the minority stake in IPALCO, it is the ownership in the CILCORP 
asset that AES has now begun the process to sell. Note that pursuant to a 
Securities and Exchange Commission order at the time of the acquisition, AES 
agreed to restructure and/or sell its ownership interests in CILCORP within two 
years in order to retain its status as an exempt holding company under PUHCA. 
Thus, AES' decision to sell its minority stake in IPALCO Enterprises / CILCORP 
should not be seen solely as a response the company's current financial 
problems. 

AES also owns and operates a number of power projects in Latin America, which 
reportedly accounted for 51 percent of the company's pretax earnings last year, 
and will likely begin a process to sell interests in Colombia, Argentina and 
Venezuela. Highlights include acquiring a controlling interest in Electricidad de 
Caracas, the largest private electricity company in Venezuela, which reportedly 
had been forecast to contribute 10 percent to AES' cash flow in 2002 (as it had 
done in 2001). However, in the fourth quarter of 2001, profit at AES fell about 80 
percent due to losses from its Latin American operations and the devaluation of 
currencies in those regions. Due to the fact that companies such as Argentina 
and Venezuela, which are inherently prone to political turmoil, have recently 
suffered currency devaluations, some analysts have concluded that AES' assets 
in Latin America will be particularly hard to sell. For instance, AES' Venezuelan 
unit has been hit hard by President Hugo Chavez's decision to allow the Bolivar 
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currency to trade freely. Since the president's decision, the Bolivar has fallen by 
more than 10 percent. The volatility of the Latin American markets has already 
been a factor for AES, which has been impacted by investor concerns about the 
company's exposure in this region, so it is questionable whether or not another 
company would willingly take on the same risks at this time. 

Moreover, the heat has been turned up on AES and what occurs over the next 
few weeks could be a strong indication of where the company heads from this 
point. We know that the credit downgrades have made it unlikely that lenders will 
be willing to make loans to AES, so the company has now been forced to 
become self-reliant from a cash-resources perspective. So, AES clearly will be 
challenged to build its redefined strategy of focusing primarily on contract 
generation, which as noted is the business of building and running of power 
plants for third parties. In the long run, this may be a prudent move on AES' part, 
as the company says this focus will protect it by having businesses in which 
earnings are largely isolated from commodity price risk. In addition, this is a 
business that AES already has developed as its core business, although it made 
the apparently unsuccessful move into diversification several years ago. In other 
words, AES is now focusing exclusively on what was always its core business. 
As of today, current data indicate that AES has 63 contract businesses in 
operation, construction or development in 32 countries, and its 48 operating 
businesses reportedly total 20,863 MW. The company has nine businesses 
under construction totaling 4,800 MW and six businesses in advanced 
development totaling more than 2,660 MW. As a whole, contract generation 
accounts for 40 percent of AES' total generating portfolio. 

However, although AES may have concluded that its contract generation strategy 
is less prone to risk than its diversification approach into businesses such as 
telecom and regions such as Latin America, the company's core business has hit 
some bumps along the way. For instance, under its contract generation business, 
AES established several tolling agreements with Williams Corp. for the power 
plants that AES owns in California. Under the tolling agreements, AES essentially 
rents its plants to Williams so that Williams can generate fuel to electricity, which 
it then can sell on the wholesale market. In other words, Williams had a contract 
to market all of the power generated by AES' California plants. In hindsight, AES 
may regret the questionable decision to enter into the tolling agreements with 
Williams in California. Although AES did well in the booming California market 
where price spikes became the norm in 2000 and into 2001 , the company 
reportedly lost $1 1 million on the lucrative California market. Meanwhile, Williams 
reported 2000 income from continuing operations of $873.2 million, or $1.95 per 
share on a diluted basis, versus $178 million, or 40 cents per share on a restated 
basis, for 1999. AES also took a hit when it had to pay air pollution fines and buy 
power on the wholesale market to meet its obligations to Williams when it was 
forced to shut some plants down. Thus, AES' retreat back to contract generation 
comes with its own set of risks that may continue to limit the company's earnings 
potential. 
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Makefs 
AS OTHERS SUFFER, ONEOK LOOKS 
TO EXPAND TRADING OPERATIONS 

Tulsa, QWa-based ONEOK Tuesday said its 
asset-based energy rnarkeling and trading unit is 
prospering amid market condttions that have 
d6vasteled others, and is considering hiring 
traders'lhat have been laid off by other firms. 

'We have not experienced any deorease in 
our business at all. Cur volume went up 7%," 
Chris Skoag. head of energy marketing and Ira& 
mg, toM analy-?s during a conference call yester- 
day. ONEOK is a major gas production trans- 
portation and distribution firm with growing gas 
and power trading operations. The company is 
45% owned by troubled Westar Energy of 
Topeke. Ken., which wants to sell back its 
ONEOK srake to raise cash and pay down debt. 

Skoag said generators that on= diwied up 
business nbw are.turniny lo ONEOK as a one- 
stop gas supplier. .'They are corning lo us %d 
saving, 'Would you like to dolltie or lripte your 
volume With us? From that p n t  of view it has 
been very good for us." he added. ,We are going 
lo gmw this busness. but we are going to grow it 
snertly and within the cash flow this corporation 

(~Clwed cn page 6) 

Ca!ifonia 
FERC JUDGE SCHEDULES MORE TALKS 
TO SETTLE CALIFORNIA CONTRACTS 

The Federal Energy RecJJlJlblOry Commission 
senior administretive law judge Tuesday sched- 
uled an additional round of confidential settle- 
ment talks aimed at renegotiating long-term 
power contracts California signed lasl year with a 
number of suppliers. 

FERC in April set the isue for hearing. bur 
ordered the perbes lo try to sellre on their own 
before mnvening a formal liiigaiion process at 
the mmmission. 

Chief AW Cunis Wagner Monday he would 
decide bv Tuesday whether l o  move ta a futmal 
hearing or continue his efforts to broker as many 
settlements as poss'ble. 

But alter mare than eight hours of intense 
neggorialions, Wagner Idle yesterday said the 
tdks p:ogrtssed furiher than he had expected, 
prompting his decision to hold three more days 
of seltlernent discussions at the end 01 the 
month. The talks will be held at FERC betwcen 

fcdnrtrwd ~n pi@ 6) 

WILLIAMS WARNS OF 330 POSSIBLE TRADING UY0n;S 
IN 60 DAYS, STILL HOPES FOR PARTNER OR BUYER 

empfcyees a1 its Tulsa. Okla., headquarters that, while the company is 
still hoping to find a byer or partner for ils troubled EMST operafions, 
they face the prosped of being laid off this fall. 

The employees were lold to expect so-called 'Worbr Adjustment 
and Retraining Ndificatrori' (WARN) letters Thursday, an action that will 
allow the company Io eliminate their jobs after 60 days. 

Employees in Williams' Houston and London EM&T offices will 
receive less formal advisories inkrrning lhem (hat their future with lhs 
company is in jeupardy 

WARN letters are requirsd under US. law when an expeded sfafi 
<eduction represents 50 or more full-time emplcyees and would involve 
more than 33% of the workforcs at a single ernplcyment sight within a 

(mtinuod an paga 7) 

Williams Tuesday notified 330 energy marketing a d  trading 

AQUlLA COMPLETELY EXITS THE ENERGY TRADING 
BUSlNESS AFTER FAILING TO FIND A PARTNER 

Just six weeks after greatly reducing its role in the energy trading 
field i! once helped rule, Kansas City, Mo.-based Aquila formally c l a d  
the coffin on that part of ils businessTuesday. 

Unable to find B panner. the company-which once ranked among 
the country's top five energy rnarketers+nnounced that it was exiting 
the field enlireiy. Energy markding and trading will vanish, and the 
company's only off-system sales will come through its Capacity 
Servicss unit. which manages the power from generating facilities the 
company owns or controls. 

In rapld succession, UiliCorp United became Aquila 10 reflect the 
dominance of energy marketing in its overall business strategy, and 
then it announced plans to fccus more on assethsed marketing as 
credit worries grew, 

(car8nuusd an p@ge 7) 

REPOWERING AGING PLANTS ON LONG ISLAND 
COULD MORE THAN DOUBLE CAPACITY, STUDY SAYS 

than double the generatirig capacity available lo Long Island, N.Y., 
according to a siudy released Tuesday by Long Island Uniwrsily's 
Cenler for Management Analysis. 

The rep& comes just days alter the Long Island Power Authority 
(CIPA). the state awned utility, hir a record paak of 5,059 MW. which 
was merd 'by only 5,500 MW af supply, 

Most of lhe plants on Long Island, roughly 4,000 MW, are owned by 
KeySpan, which acquired them when LIFA took o v e r  the distribution 
territory 01 Long Island Lighting (LILCO). and the rest of LILCO merged 
into KqSpan. These older sIem units operate at efficiencies d only 
35%. !he study said. adding that the number could be doubled with 
combtned-cyde operation. In addition, some simple-cycle turbines 

Repowering steam plants to combined-cycle operation could more 

could also be expanded irdo combinedcycte operalion. 81 
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The first conversion could be complelred ty 2006, CMA 
estimhted. The report added thal while the reoowering 
process requires  taking plants off-line for 12-18 months, 
tlw iirst of some 1, I00 Mw of new merchant capacity is 
scpacted to begin coming on line in ,2004 and could make 
up for my shorttalls while the plants are being retooled 

Repower is an ecoriamically attra9ive option because 
many elements are already in place, including the site, 
cooling systems, generators and electric and gas trans- 
mission, the reporl noted. Given that. repawerings can be 
completed at a cost of $700-$3OOkW. compared with 
$1 , 1 OO/kW for a new plant, CMA eSirnaied, Repowering 
old plants also leads to a reductton in air emissions, 
desplte the capacity increases, CMA added. Altogether, 
repwering existing steam planis and expanding same 
combustian turbines could add 4,700 MW to lhe island 
CMA said. 

A LlPA spokesman said the report "states the obvious," 
and nded that LlPA and KeySpan are already studying 
the option. Though they believe repower is a viable option. 
the long outage times associated with the work are prob- 
lematic. Supplies a= alrady tight, barely covering 
demand. the spkesman said, and Ihe first 01 the new 
merohavt piants is not due on-line umil2004. 'We can'l 
alford to take basebad plant off-lim mil we get mare 
supplies," he said. 

UBS ENERGY SAYS BUSINESS PLAN FOR 2003 
WitLTAKE SHRINKING MARKET INTO ACCOUNT 

Amid market rumors Tuesday about pending cutbacks 
in UBS Energy's trading operations, a company 
spokesman acknowledged that the firm is now making 
plans fw next year, and that those plans will taka into 
account the subslantial shrinking d the power and gas 
trading markets fhat has occurred over Ihe past six 
months. 

UBS, which traditionally does not confirm nor deny 
rumors, told F'latts yesterday that it continues 'Yo see 
opportunities in the energy markelpface, and we are exctt- 
ed about the prospeas of our business. The company has 
begun planning for 2003. Them have been changes in the 
industry since we entered in Februazy. The business 
process will takes these changes into consideration." 

Several market sources said UBS was considering lay- 
d s  in its 6509mplcyee Houston operation that it took 
over from Enron on Feb 15, The rumors ran in tandem 
with suggestions that Williams was also near to making a 
sizable rtiduction on its trading floor. Williams yesterday 
notified 330 energy marketing and trading employees at 
its Tulsa Okla.. headquarters lhat while the company is 
still searching for a buyer or partner for its troubled Energy 
Marketing h Trading unit, they face the prospect ,of being 
laid off this fall. 

PGQE NATIONAL ENERGY GROUP MOVES 
AHEAD WKH 16O-MW KY. HYDRO PROJECT 

Despite a trend in recent months of power project can- 
ceilations and delays largdy in response lo poor market 
mnditions. PGgE Naional Energy Group is moving for- 
ward with construction of two merchant hydro plants with 
about 80-MW each at the Smithiand and Cannelton dams 
on lhe O ~ J O  Riwr in Kentucky, 

A PG&E spokeswoman said Tuesday ths EMhesda, 
Md.-based company has eecuted construction contracts 
lor bath projects and has begun work on an initial l&MW 
turbine at Smithland. 

Construction recently was suspended by the company, 
however, lo address US. Army Corps of Engineers con- 
cerns over seismic issues. The Smithland facility, in far 
western Kentucky. will be located within the New Madrid 
Fault zone. a region including parts ai Missouri, Arkansas, 
Tennessee, Illinois and Kentucky prone to occasional 
earthquakes. 

According lo  the spokeswoman, PGBE believes h has 
satisfied the Corps' questions akKl the projecl "and it 
won't require design changes: PG8E ts awaiting the 
Corps' concurrems before resuming construction 

PGBE purchased the hydro projects late 1st year. At 
the time, Srndhland was a limited partnership with one gen- 
eral partner, AIS Hydro. and one limited partnsr, WL, both 
Kenlucky companies. Cannelton was a limited partnership 
with ow general partner, W Hydro. and one limited pal- 

MINN. DEVELOPER CANCELS 225-MW 
PLANT, BLAMING IN PART LOW POWER COSTS 

ner. Clover Develaprnent, both Tennessee companies. 

I 

Rapids Power, citin the slumping power markel and 
high technology m t 6 .  9. uesday said il has canceled plans 
to build a 225-MW cogeneration plant in Grard Rapids, 
Minn. 

The company is a joim venlure of Minnesaa Pcrwer 
and Blandin Paper, a subsidiary of UPM-Kymmene, a 
Finnish company, 

The $2OO-rnillian Rapids Power projecl was 
announced in August 2001 and was scheduled to come 
on-line in 2005. The proposed facility would have providsd 
all steam requirements lor the Blandin mill in Grard 
Rapids and additional generating cawcity for the region. 

"The Rapids Paver techndogy remains the right 
choice for electric and steam requirements, but ks cost is 
presently simply too high to support marketable electricity 
and lower mill sleam costs," said Eric Norberg. vice prcsi- 
den1 of strategic initiatives lor Minnesota b r .  

Separately, Minnesota Paver said 1 is maving forward 
with plans to build a 170-MW nalural gas-fired peaking 
merchant power plan1 near Superior, Wis. The Wisconsin 
Public Service Commission plans to hold a hearing an the 
project Sept. 4. Constructidn on the $8@rnillion project is 
scheduled lo be completed late n& year. The site is 
being prepared lo allow lor the pdential expansion to 
about 31 5 MW. 

will own ihe power plant. 

AVISTA TO DELAY START UP OF 280-MW 
PLANT IN OREGON UNTIL LATETHISYEAR 

Avista Tuesday said it will delay until late this year siart 
up of the 2-MW Coyote Spring 2. natural gas-lired plant 
in western Ofegon. 

The $33@million plant, which Avista owns with Atlanta- 
based Mirant. had been apscted to begin operarim ns~! 
month. but a transformer fire at the site in May sat back 
the facility's canstruction schedule. 

Spokane, Wash.-based Awsla said ir is buyim pwef 

Rainy River Energy. a subsidiary of Minnesota Power, 

i 
i'r '5 4- 



I RUG 0 7  2002 8 8 :  18 

W g  2682,28:39 FEM;Platts r0: ZI28854883 Ues Chawan PEE E83 

Wednesday. August 7,2002 Plalts EIeclric Power Daily Page 3 of 7 

to meet loads until the unit goes into operaion and 
expects any financial impact will be minimal. 

NRG ASKS FERCTO CLARIFY WHEN IT MUST 
NOTIM FIRSTENERGY OF PLAMT CHANGES 

Commission io be more specific abut its obligation to . 
notify FistEnergy should A make operalional changes at 
four Ohio coal-iired power plants i t  is negotiating to buy 
irom the uIility for S1.5-billion. 

Two FERC orders in July authorizing the acquisition 
lelt the Xcel Energy sllbsidiary unclear abui  its notilica- 
tion requirements, Ihe company told the cominission in a 
filing last week. 

'The orders do not tdl NRG Companies the amount of 
advance notice NRG Companies must provide to 
FirstEnergy, and do no\ spCify what operational chanQes 
would trigger such a mtice requirement," NRG said in a 
rehearing request. 
NRG is concerned II night be exposed to "unknown 

liability if nome is dmm& inadequate.'' 
NRG said it received a c w  of a July 18 letter agree 

rnent signed beween FirslEnergy and the city of 
Cleveland that says both parties would be satisfied if NRG 
notifies Amencan Transmission Systems, a FirstEnergy 
transmission subidiary. when and i4 it plans lo remove 
any of the four plants from service. 

Firshnergy, hmevet, "never submitted this letter 
agreemem lor filing with [FERCI as a rate schedula. an 
ofter of settlement, or as part of a request for rehearing or 
claritication," NRG said. 

A NRG spokesman said the company's r e p a s t  for 
rshearing speaks for itself ana had no further comment. 
''We're in serious negotiations [with Fir;tEnefgJ and the 
negotiations continue:' he addad, First Energy, h e  Akron- 
based parent company of Ohio Edison, Cleveland Elediic 
Illuminating and Toledo Edison. said it has no psilion on 
NRG's latest filing and remains Iaused on cornpietng 
newt iat ions, 

SCE&G FILESTO RENEW LICENSE FOR 906.MW 
SUMMER NUCLEAR PLANT IN SOUTH CAROLINA 

South Carolina Electric t3 Gas said Tuesday it has filed 
R formal application with the Nuclear Regulatory 
Cornmission lo extend its license to operate the V.C. 
Summer nuclear plant in Parr, S.C., for andher 20 years. 

The SCANA subsidiary holds a 66.7% ownership inter- 
est in the 2ayear-old, 9oO.W plant and it cperates the 
facilify. S a n k  Cooper, Soulh Carolina's slate-owned utili- 
ry, awns the remaining 33.3uh 

SCE&G said its original 4Dyear NRC license to wef- 
ate the plant expires in August 2022. The facilily is consid- 
ered to be among the mcst reliable in the US., with an 
annual capacity laclar among the highesl in the 
SOIA he&. 

NRG Enwgy is asking :he Federal Enargy Regulatory 

SOUTH CAROLINA ELECTRIC & GAS SEEKS 7% 
RATE RISE TO PAY FUR PLANTS, EMISSIONS 

South Carolina Electric e Gas said Tuesday it has 
asked the South Carolina Public Service Commisslon IO 
Eippfove a roughly 7% increase in its retail electric base 

rates to becorns etfecik on feb. 'I, 2003. 
Columbia, S.C.-based SCEBG, the primary subsidiary 

of SCANA, said the rate increase is needed to enable the 
utility to recoup the cast of two large power projects and 
various emissions-reduction prqects undertaken over the 
past sewc) years. 

SCEBtG's last baswate increase wa6 implemented in 
siages in 1936 and 1997. The uliliry said the newly pm 
pdsed rate hike is based upon a 9.93% overali return on 
rate base, including a 12.5% return on common equity. 
and would produce aboul S1 C5-million in additional annual' 
rwenues. 

If X J D F O V ~ ~ ,  the rate increase would enable SCEgG to 
recoud &24&miIlian it has invested in repowerin plants 
with gas and expanding in Urquharl coal plant; &'.mil- 
lion it is invesling in a nww 875-MVVl gas-lired plant in 
Jasper County; and $222-million it has spent on emis- 
sions-relded projects since 1995 

With the imease, an SCEBG residential customer 
using 1,000 kWWmonth would see a monrhly bill rise to 
$i?8 57, from the S82.59 currently paid. 

SCE&G provides electric service IO about 550,000 
customers and natural gas service to about 270,000 cus- 
tomers. 

REPORT RECOMMENDS REGULATORS, UTILUIES 

Utility aft iliate regulations and a changing business cli- 
mate have lirniled the potenrial fat urilities to take advan- 
tage of offering tellecommunicat ion services to consumef,, 
but there still may be same omorluniiies. a consultant 
concluded in a new report. 

4s several telecum companies struggle to survive, 
many utilities ars looking to increase their invdwment in 
the field, and 'In today's uncertain economic times, vtililies 
are among the few players thai have the financial 
resources to capitalize on the anticipated growth that is 
expected wilhin the Lelecorn ssclor,'' according lo a white 
paper by Shpigler Group released Tuesday. 

But {ailed efforts include the bankrupt telemmunica- 
lions company Tdergy's plan to use utility partners to build 
a fiber network. Conediv's failed elfart to dfer local tele- 
corn services and Enmn's bandwidth Irading. Smcessftrl 
utility telecom ventures are those thal have "stuck close to 
their knitting," the report said. 'In other words, those utili- 
ties thal created businesses tha1 sough! the grearest CIper- 
ational links to the inherent advantages their utility opera- 
tions ufilered landed to do well,'' the report said. It cited 
FPL Energy subsidiary FPL FikrNet, wireless operatiom 
of Southern Cornpany and c d e  offerings from Veclren 
Advanced Communications as some ai the more success- 
ful ventures. 

I f  a utility has built a iiber network to support internal 
comrnunicalions, it's likely that excess capacity exists on 
the network thal could be tmndsrred to a subsidiary, the 
consultants said. Some slates. however, require that such 
lransiers or sales lake place al prices above book value 
or that the assers be made available to others through a 
biddirlg process. Utilities eyeing teleccorn ventures should 
study l h e  regulations !ha1 apply in their markets and craft 
!heir Dlans accordingly, including developing contingemy 
plans should regulations change, Ihe report said. 

.TREAD LIGHTLY IN THE TELEGOM eustiwss 

i '."p, The oonsullant also offered advice lo raguiaiors: 
8 ,  
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"Overly strict regularory controls will not help consumers if 
they ultimately drive utilities out of the telewm business. 
Fair but reasonable comrols should be enforced so as lo 
invite utilities to enter this f i e l d a n d  offer consumers and 
ernarprises greater letecommunications choices in the 
long run," 

More information on the report. 'The lmpad of Affiliate 
Transadions on Utility Telecomunicalions Venluraf," is 
available from the Shpigler Group a1 (845) 3483181, or 
www. shpig ler. cam. 

SOCAL ED TO RECOVER DEBT BY END OF 2003 
Edimn International Tuesday pasted second quarter 

2002 earnings of $665-rnillionh or $2.04 par share, com- 
pared with a loss d ,C702-rnillion, or 3-1 cents per share, 
ior the second quarter of last year. 

It also reported $2,9!3-)-b%on reMnue for Q2 up from 
Q.4S-billion a year-ago. The Rasemead, Calif.-bssed 
company estimated that its consolidated 2 0 2  earnings 
will ranga balween 81.65-51.75 per share. 

During a conlerence call, utility officials said Edison's 
utility arm Southern Calilornia Edison has paid off mare 
than halt (he debt it incurred buying high-priced wholesale 
power in 2060 and 2001. Edlson International Chief 
iinanciaf Officer Ted Craver said the utility to date has 
recovefsd $Z?-billiOn through an account created by the 
Calitornia Public Utilities Commission under a dabt-recav- 
ery settlement il signed with the utility lad year. 11 aup2cts 
to recover the remaining $1.8billion by Ihe end of nsxf 
year, he added. 

Company CEO John Brysan told analysts the utility 
still has a number of issuer to resolve before il can return 
ta creditworthiness. including a federal appeal ai the set- 
tlement filed last year by The Utilily Relorrn Network and a 
pending PUC ruling ourlining how the utility will resume 
the role of power buyer. He said the company recenlly rrst 
with M d y ' s  Inuesrors Ssrvice and Standard &.Poork IO 
discuss what would be needed to restore lhe ulility's 
investmenf grada S&P is a McGraw-Hill Companies unit 

"The general view is that SoCal Ed is improving," 
Bryson said, 'We are stili not back IO the authorized equity 
levd for SoCal Ed and there are continuing concerns" 
about the ulility's abiiily to resume wholesale m e r  pu- 
chasing obligalions. 'We need a little bit of time and to 
continue to show [the debt recovery accouri!] is working'' 
In sdditim 10 SoCal Ed. Edison Intetnationat and its sub- 
sidiary Edison Capital have lost their investment-grade rat- 
ings. h e r  producer Edison Mission Energy has been 
the only Edison International subsidiary spared a dawn. 
grade. 

Socal Ed Chief Financial Officer Jim Scilacci said he 
expects the utility will regain credibror(hiwss by year-end. 
aided in part by a bill passed by the state Legislature last 
month. The measure (AB 57), which has ye( to be signed 
W Gm. Gray Davrs, would allow the W C  to approve in 
advance a utilbyk purchased power cosis eliminating the 
possibility that a utility will incur elecrricity COGS that it 
could taler be barred from recovering thmugh retail isles, 
SoCal Ed incurred more than $%billion in debt after it 
could not recover its power costs in rales. 

The utilrly's improving financial heahh was bolstered by 
its G?2 earnings d !W 5-million compared with $91 -million 

EDiSON POSTS fW-WlhLlON iN Q2 EARNINGS, 

a yearego, Edison said the $124-million increase for 
SoCal Ed primarily reflmed increased revenues ifom the 
implemenialion of the PUC's April 2ocxZ decision in ihe. 
utility's pedormance-based ratemaking proceeding setting 
dislribution rwmws. 

Orher Edison upits, hawever, did not fare well in the 
second quarter. €ME reported less than $l-million in 
earnings f r o m  continuing operations in the quarter, cam- 
pared to earnings of S41 -million a year-ago. Edison said 
the decreasa in EME earnings was due to lower US. 
energy prices in the second quarter, unplanned outages 
at the Homer City plant in Pennsylvania and gains during 
Q2 2001 related to gas swaps from EME's ail and gas 
activities. 

tion at ihe end of the second quarter was $713-rniliionI 
with !&%I-rnillion in unused credd lines and the remaining 
amount in cash. He compared the numbas to a year-ago 
when EME's liquidity was S!63-milfion with only SI Srnil- 
lion in unused credit lines and the remaining amount in 
cash. 

Edison Capital's earnings lor the second quarler were 
also lower, cut in half lo $lP-million from a year-ago. The 
decrease was attributed primarily Io a new accounting 
rnahod and no signiticant assel sales in 2MM. 

Edison lnternathal common stock jumped $1.03 
(9.6%) to close at $1 1.78. But rhat was down 8% in a 
week and 14.3% in a year. 

AVBTA 42 NET INCOME SLUMPS 45.4%; 
ENTERGY NET INCREASES 1 .l% TO $241.6M 

Avista Tuesday reporred second-quaner net i n m e  of 
$12.1 miIkxiq down 45.4% from a year bfore, on aperat- 
ing revenue of E75'1.4-million, down 51.4%. Earnings per 
share fell to 25 cents from 47 cents, on averwe basic 
shares of 47,774,000. up 0.8%. 

Ner from Energy Trading and Marbling slid 64% io 
$8,5-rnillion, as revenue drapped 54.5% to %574.3-million, 
even though power volume rose 25.4% to 12,370 GWh 
and nalural gas 39.7% tu 72748 millian M. 

Avisla Utilities net improved 18.5% Lo $12-million, on 
revenue d E191 million, down 39.8%. Retail power rev- 
enue was up 1 6.2% io $106. -I -million, on volume of 1,726 
GWh, down4.5X. 

Wholesale dume sagged 52.5% lo 870 GWh, and 
with the average sales price plummeling 75.9% to 
$21,58/MWh. revenue fell 88.6% to $1 8.Smillion Gas rev- 
enue dipped 0.5% to S54.6-million as volume dropped 
7 3.7%. 

The net loss on Infamation and Technolqy 
Operalions narrowed 24.6% io $4.3rnillion, as rmnue 
increased 28,3% to S4-million. Other Operations last S4.5- 
million, up 723.2%. on revenue of $3.4-millbn, down . 

2.3%. 
Cornpany-wide operating expenses fell 52.4% to 

%708.9-million. led by a 55.9% slide in "resouTce costs," 10 
$61 1.3rnillion. Income taxes were down 41 5% lo $9.7- 
million. 

Avista maintaned ils predicted 2002 guidance for EPS 
of 70 cents ta EO cents, and now expects 200.3 EPS to 
exceed $1.1 0. 

In other secondquarter results: 
IDACORP ne\ slumped 91.7% to $3-rnillion, on operar- 

During the call, Craver said that EME's liquidky pi- 

2 , 3 
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ing revenue of $621 -million, down 60.6%. EPS fell from 96 
cents to 8 csnfs, on average shares or 37,S5,000, up 
0.7%. 

The drop stemmed from the 32-cent 105s at energy 
marketing and trading unit IWCORP Energy, versus par-, 
before earnings 01 83 cenvs-brirrging the first-half loss to 
21 cents, down from earnings of $1.44 in the first half 01 
2001. On June 21, IDACORP said Energy would begin 
winding dourn power marketing operations '7n response to 
uncertainty in the political and regulalory environment, as 
well as a lack of creditworthy couiikrparties." 

Semd-quarler results include a $1 -million restructur- 
ing charge on the wind-dawn Ener s cornrnodiiies and 

of goods sold fell only 67.1 % to $423-milIion. 
Volume d settled power transactions surged 96.3% to 

13,523 GWh, but gas slumped 62.6% LO 11,707 mMBtu. 
EPS from Uility Idaho Power jumped from 16 cents to 

33 cents, on revenue of S209-million. down 8.3%. 
Expenses were dawn 1 1.5% to $1 77-million. led by an 
81.7% plunge in purchased power, to $31 -million. 
However, expenses under the 'power cos1 adjuslment" 
were $42-milfion, versus year-before credits of S58-rnillion. 

Fbwer general business revenue improved 20.5% to 
$1 87.5-million, on sales of 3,181 GWh, down 1 %, led by a 
20.8% drop in industrial. to 790 GVVh. Residential rose 
6.4%, commercial 3,4% and irrigation 16.7%. 

But off-system salss feli 19.4% Io 431 GWh, and with 
the average sales price down 76.8% to Q5.46.'MWh, rev- 
enue plummaed 81 3% to $1 1 -million, 

Cornpany-wide iderest on long-term debt was down 
20% to $12-million. lncoms tax benefits were !B-million, 
versus year-before cmts of S;1Z-millionl "reflecting the 
impact of the estimated annual effective tax rate being 
rddoced 10 zero. The change in the rale is primarily lhe 
result of the reduction of loraasled pre-tax income lo a 
level such that tax credits ara now apeclod to fully offset 
income tax expense lor 2002,'' lDACORP said. 

NiSource net was S?S-rnillion, versus a year-before 
net loss of S11 .GmiiIion, on gross revenue d S I  .37-billian: 
dawn 26.5%, EPS were 12 cents, versus a &cent loss, on 
basic shares of 205.8 million, up 0.1%. and diluted of 
208.2 million. up 1.4%. 

was bosted $7.S-rnillion by the after-tax gain an the April 
30 sale of the assets of Indianapolis Water and other 
assets of IWC Resources and subsidiaries lo the City ol 
Indianapolis for SSb.d-million. That day. NiSource also sold 
its intsresl in White River Environmental Partnership (an 
1WC invesirnenr). to the other partners for $8-million, 
about book vale .  The after-tax operating lass M these 
discontinued operations jumped 85.2% to 53.2-million. 

In \he second quarler Merchant Operaiions' operating 
 ass was S25,Srnillion, versus year-before income of 
$1 7.9-million. Gas net revenue was down 59.3% lo 
$1 73.6-million, as volume dropped 39.6"/. hwer  rsvenue 
dipped 4,3% to $241.1 -million, despite a 63.7% jump irl 
voluine, to t3,419 GWh. 

Cost of sales fdl36.a%, but operarion and mainte- 
nance surged 125% to 835.1 million. 

Electric Operations (Northern Indiana Public Service) 
operating income improved 0.9% to $74.5-miili3n. on net 

' 

- 

services rwnue sagged 69.7% to ?& OBmillion, but cost 

A year beiore, net was cut $9.2-million b impairment 
charges on liber optic network operations. T K is year, net 

sales remnue of 857.6-million, up 4.4%, as power sales 
dipped 0.3% to 3,822 GWh, led by a 4.8% fall in industri- 
al, to 2,197 GWh Residential rase 9.1% and commercial 
4.8%. 

Cost of sales was up 2.9% to W. 1 -million. 
Gas Disrribution the former Columbia 

Energy Group utilities) operating income surged 3320% 
to E34.9-million, though net distribution sales revenue 
slumped 32.9% to $467.1-millidn Cod of gas sold was 
down 45.3% lo $291,7-million. Net lran?pORatiw rswnue 
was up 10.9% to SIBmillion. Throughput fell 7.2%, even 
lhough heating d q p e  days jumped 39.8%, due to a 
74.3% slide in df-system sales. 

to $39.2-million, reflecting the end oi "goadwilf' amortiza- 
tion from the CEG acquisition, under new accounttng 
standards. 

Transmission and Storage operating income rose 
10 4% to S76.smillion. on revenue d $212.1 -million, 
down 2%. Exploration and Produdion -rating income 
slipped 39.2% to S 9-million. on revenue of $47.9-million, 
UP2.1%. 

The operating [ass on Other Operations, including 
asses held for sale. narrowed 59.7% lo S6.4-miflion, on 
revenue of $13.4-million, d w n  67.6%: reflecting sale of 
the wafer operations and other disposals. 

Company-wide imerest costs were down 17,2% to 
$123.7-million. Income taxes lumped 487.5% IO $14.1-rniI- 
lion. Results also reflect the Aug. 21,2001 sale of CEGs 
retail propane operations 

Entergy net rose 1.1 ?& to $241.6-milliori, MI total apar- 
ating revenue of $2.l-billion, d w n  16,3a&.. EPS were 
unchanged at $1.08 (basic) and $1 -06 (diluted), on basic 
shares of 224,330,654 and diluted of 228,847,752. both 
up 1.4%. 

The Compelitive Business segment saw net slump 
53.6% to $51.4-million. on revenue of $378.1-rnillion, 
down 20,7%. Operatim expenses fell 27.8% lo $289.4- 
million, led by an 82.276 plunge in fuel, fuel-related 
expenses, and gas lor resale, to S47.3-million. 

Bu! purchased power surged 96.2% to 8S.9-milhon, 
and dher operatioti and maintenance 60.8% lo SI 80mil- 
lion. Thaw was also an $1 8.2-million (pre-lax) charge for 
''turbine commitments, assa impairment, and reslructur- 
ing chargas" which cut EPS 11 cents. 

of certain assets in connection with the restructuring 
process." 

bind repsrting unit of Entergy-Koch and Whole.sale 
Operaiions-tell from 14 cents to 10 cents. Entergy 
Nuclear EPS jumped from 15 cents to 24 cents, due 
mainly to the acquisition of Consolidated Edkn's  Indian 

ates" slid 74.9% 10 $17.7-million. Interest and preferred 
dividends was down 10.9% to $37.3-million, and income 
taxes 68% to $1 5.5-million. 

Power marketing vohne rose 2% to 26,877 GWh, bur 
gas slumped 29% to 4.8 Bcf/day. 

In the US. Utilities segment, riel improved 11,2% to 
$1 94.&million, though revenue slid 15.3% IO $1.7-blion, 
on power sales of 26:7O6 GWh, up 2.1 %, led by a 12%' 

Dqmciation and amortization costs were down 29.1% 

That was partially uHse1 by a 1 Pcent gain on "the sale 

With that, EPS from Commodity Service-the corn 

Pomt-2 (Sept 5. 2001). 
Alsq "equity in earnings of unconsolidated equity affili- 
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rise in wholesale, to 2,444 GWh. Residential rose 7% and 
commercial 3.5%, and idustrial fall 3.9%. 

Operating expenses dipped 1 1 3% to Sl.26-billion. led 
by a 44.2% plunge in fuel, fuel-related, and gas for resale, 
to $424.1-rniliibn. Purchased power was dawn 10.3% lo 
$209.4-rnillion. 

But ''otlw OW" jumped 63% 10 $527-million, as pre- 
viously-deferred ice storm casts were booked under a set- 
tlameht with the Arkansas Public Service Commission. 

hwevcir, "other regulatory credits" were $1 70.8mil- 
lion, versus yearbfore charges of $13.l-rnillion. Interest 
and ather charges fdl 16.4% to $1 1 S.3rnillion. Income 
taxes were up 18.5% TO $136.5-million. 

Otter Tail net was up 19.7% to $1 O.4-rniilIon, on total 
operating revenue of $176.6-miIlion, up 12.2%. EPS rose 
from 95 cents lo 41 cents, on average diluted shares of 

Oner Tail P&er nef was down 13.5% to S5.5-million. 
as iwnue rcse 86% to $71.9-miIlion, due mainly to a 
25% slide in wholesale prices, though wholesale wlurne 

Combined net irorn plastics, manulaciuring, hwllh 
services, and othar operations jumped 835% to !&mil- 
lion. on revenue of $1M.7-million. LIP 19%. 

MOODY'S MAY CUT CLECO, CmN6 LINKS 
TO TROUEtLED WWER MARKETING FlRMS 

on Cleco (senior unsecured debt Baal) from siabts to 
negative, ciling the worsening cradd quality of project 
finance counterparlies Aquila (senior unsecured Eha3). 
Calpine (8a3), Mirant (8al) and Williams (Ba3). 

Ttdr arrangemenis wilh Pineville, La.-based Clsco 
are modeled on the  Cleco Evangeline project. under 
which Williams guarantms tolling payment obligations ol 
William Energy Marketing and Trading, and the pay- 
ments are the primary source of turds to repay project 
debt. 

Moody's downgraded Evangeline senior secured tram 
Baa2 lo Baa3 on July 25 and kept it on review for dawn- 
grade, the same slatus as Kansas City, Ma.-based Aquila 
(Acadia project)* Atlanta-based Mirant (Perryvitle project). 
and Tulsa, Okla.-based Williams, meaning a downgrade 
could be ihore imminent that under a negative ouk&, 
which Moody's also has on San Jose, Calif.-based 
Calpine. The Acadia RRNer Partners project is a 50/50 
venture betwesn Cleco Midstream and Calpine. 

lis oullook remains stable on utility knit Cleco Fowor 
(senior secured A2), the major source of Cleco's ci&[ 
strength, noted vice president-senior credit oflicer Tucker 
Hackett, 

2 5 , ~  I ,877. up 2.5%. 

rose 28%. 

Moody's Invesiws Service Tuesdav shifted its outlook 

QINEQK-TRADING (continued from page 7) 

can pmde.  We could have tecome an indanr pwer 
merchant player,"bur chose n d  to because oi  the risk. 

Skoog said that while the company intends to inccease 
its trading business. il will do so in a measured way, act- 
ing in response. rather than anticipation, of growth, 'There 
are a lot of skilled people out on !fie street right now. 
traders that we're evaluating bringing in to capture this 
potential increased market share." 

'This environment IS generating opporturrilies' lhat the 
cornparry will pursue, said President and CEO David Kyle 
tdd the  analysis. He added, however, that "(w& are going 
to be, judicious a6 we evaluate those oppanuniries" 

Power marketing generated aboul S1 -million in operat- 
ing income in the second qumer, he said, compared to 
crude and liquid markeling d physical income of $81 4,003 
and $7.8 million in mark-tomarket incame. Power sales 
have no mark-la-market wrnpunerd. he added. 

ONEOK posted a 64% gain in net earnings in the sec- 
ond quarter d 2002, compared with the same period a 
year ago. Net income was $39.&million or 32 centslshare 
on operating rewnues of $1.1 7-billiona compared with 
323.&rniliior\ or 20 centslslmre on aperating rwenues of 
S1.4-billian for !he same period a year ago. 

ONEOK's had a second quar(er power trading volume 
of 336 GWR. In the firs1 half of this year, ONEOK markel- 
ed 652 GWh and 470,621 mMcf. Comparable 2001 fig- 
urea are not available because its paver production facili- 
ty in West Edrnond, Okla., was not fully operational. 
ONEOK Monday made a tender offer lor $!%million of its 
own debt, which wpires Aug. 20, but said it has not 
decided whether to repurchase Westar's ONEOK stock 
holdings under an offer that expires i the end of the 
month 

tied to a decision on f he repurchase issue. Westar has 
oflered ta sell back lhe stock for S21.77/share or $971 
million. ONEOK would not discuss the situation further 
during the call. The company is maintaining 11s carnings 
guidance 01 $1.33 to S i  .44/share for 2002. 

It said the tender offer should not he viewed as being 

FERC-CALIFORNIA (conlinued from page 1 J 

Aug. 28-30. 
Wagner told reporters he is "coniident"1he dale will 

reach selilements with at least 80% of the sumtiers it 
signed the long-term deals with last. summer. though he 
said he doesn't bsfiwe all suppliers will be agree to modi- 
fy their contracts. Those lhal do not settle will enter formal 
FERC proceedings. 

He reiterated (hat five sellers. including Williams, 
reached "setllernenls in princrple:' but the terms, condi- 
tions and identities of four of the parties remain confiden- 
rid. 

FERC Chairman Pat Woad also told reponers ytster- 
day that he hopas lo bring the case to a des, either 
through settlemen6 or hearings, by the end of the year. 

Wood said !he commission would be issuing an 
update sa Congress within the next weak on its investiga- 
tion into alleqed market rnisconducl, durirg the Western 
m e r  crisis 01 2000 and 2001 

California is seeking to ovsrlurn the more than Wsbil- 
lion in power contracts it signed last yearwith roughly a 
d a m  su@iers. 

WILLIAMS-NOTICE (continued from page 7) 

business unit. Tulsa meas lhose criteria. Hougon, which 
has about 20 employees in ihe unit, and London. which 
has 70. does noi, a Williams spakeswoman said. 

is not an indication that specific decisions haw beerr 
In a statement yesterday, Williams said ' Y h e  notification 

, . ,  
' .~ 1% 
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made aboul how many employees will be aflected and 
when. The company hopes to have more informalion 
about which job6 will be affected and when lhe reductions 
will occur as staffing noeds are finalized." 

The company said it is conlinulng to seek an EM&T 
join! venture partner and also is seeking one or more buy- 
ers for portions uf its energy prtfolio, 'Reductims 
throughout the Williams organization will also continue 
over time as assers are sold and business requirements 
are reassessed," it said. 

AQUILA-TRADING (continued h m  page 7) 

On June 17, if said it was really reduciw its energy 
markeling cparations and see a ing a partner. Yesterday, it 
threw in the towel. As the year apened. Aquila Merchant 
Services had 1,444 emplops spli baween EM&T and 
Capacity Services. It cut 150 positions in May, 370 on 
June 1 7 and anorher 500 yeslerday, a spokeswoman said 
The remaining 424 employees all are in the Capacity 

Services unit. she added. 
'While we had explored the idea oi securing a partner, 

we beliere it is in the best interesi of bur shareholders to 
completely exit the wholesale energy marketing and trad- 
ing business" Aquila President and CEO Roban Green 
said. He said Aquila and Chicagebased Citadel 
Investment Group had reached a deal to prwide potential 
employment with the inveslment firm to former Aquila 
workers. 

"Our wholesale energy markting and trading business 
is owaled by some of Ihe best talenf in the induslry, and 
they haw created considerable value for Aquile in the 
pad decade," Green said. "The process of taking ihi 
hrsiness trorn a top-five energy marketer io a cor@ete 
exit d trading has required tremendous effort and that 
reflects well on the prohsionalism and commitment of 
Aquila people." 

Aquila common stock traded yesterday between S .41  
and $5.40, bul closed unchanged at 5.74, d w n  14.7% in 
a week and 81.5% in a ysar. 
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July 26,2002 

EARNINGS 

Power Companies' Stocks Surge 
Despite Declines in Net Incomes 
By MITCIIEL BENSON 
Staff Reporter of THE WALL STREET JOURNAL 

A sharp downturn in power prices and wholesale trading activity 
sent second-quarter profits plunging at Reliant Resources Inc., its 
parent, Reliant Energy Inc., and American Electric Power Co. 

Even so, shares of all three companies traded higher Thursday, 
with analysts saying that the companies' earnings weren't nearly as 
dire as had been feared. Reliant Resources, for example, whose 
stock hit a 52-week low on Wednesday, closed up $1.78, or 52%, 
at $5.18, in 4 p.m. New York Stock Exchange composite trading. 

POWER OUTAGES The Houston electricity 

Troubles in South America1 wholesaler and retailer 
AES Swings to Quarterly Net Loss, Due to and 

reported earnings of $178 
million, or 61 cents a 

share for the second quarter, down from $229 million, or 82 cents 
for the comparable period last year. 

COMPANIES 

Reliant Resources Inc. (RRI) 
Dow Jones, Reuters 

PRICE 5.1 8 
CHANGE 1.78 
U.S. dollars 7/25 

Reliant Energy Inc. (REI) 
PRICE 8.80 
CHANGE 3.40 
U.S. dollars 7/25 

American Electric Power Co. Inc. 
( A W  

PRICE 29.50 
CHANGE 3.19 
U.S. dollars 7/25 

* A t  Market Close 

The fall in earnings was primarily a result of a sharp contraction in Reliant Resources' wholesale 
and trading business, where pretax income fell to $3 1 million from $298 million in the year-earlier 
period. 

"We have seen heat, but we've not seen the sort of prices we would have anticipated in our key 
markets," said Stephen W. Naeve, Reliant Resources' president and chief operating officer. 

The wholesale losses were somewhat offset by gains in its retail business, which the company 
attributed largely to the January opening of Texas' electricity market to full competition. The 
company's retail energy segment reported pretax earnings of $205 million for the second quarter, 
compared with a $2 million loss a year earlier. 

Pointing to the continued unpredictability of its wholesale markets in the U.S. and Europe, Reliant 
Resources cut its earnings outlook for the year to $1.65 to $1.85 a share, down from $1.80 to $2. 

2 '3 Reliant Resources had a tough quarter, aside fi-om its finances. In an effort to distance itself from 
its embarrassing admission that it engaged in bogus power deals, the company announced a 
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management shake-up in May that included the resignations of a top group president and its head 
of trading. 

Looking ahead, company executives said they still intend to complete the planned spinoff of 
Reliant Resources fkom Reliant Energy -- with the former piirent to be renamed Centerpoint 
Energy -- later this year. Reliant Energy currently owns 83% of Reliant Resources. 

Officials said their next big challenge is to refinance about $5 billion in bank debt that is due to 
mature through February. Rex Clevenger, the company's senior vice president for finance, said he 
was "very confident" of refinancing. By contrast, Credit Suisse First Boston analyst Neal Stein, 
called raising any new funds "a challenge" given how sour banks have turned on wholesale energy 
marketers. 

Meanwhile, Reliant Energy, also of Houston, reported earnings of $236 million, or 79 cents a 
share, down from $316 million, or $1.08 a share for the comparable period last year. Reliant 
Energy's earnings reflect its approximately 83% interest in Reliant Resources. 

Like its unit, Reliant Energy attributed the decrease in net income largely to a decline in the 
company's wholesale energy segment. Results for the second quarter of 2002 also reflected 
increased interest expense. Assuming completion of the spinoff of Reliant Resources, 2002 
earnings per share for the segments that will comprise Centerpoint Energy are still expected to be 
in the range of $1.17 to $1.22, excluding its prior interests in Reliant Resources. 

Reliant Energy's stock was up $3.40, or 63%, to $8.80, in 4 p.m. New York Stock Exchange 
composite trading. 

And American Electric Power announced its earnings were down more than 90% for the quarter, 
due primarily to weaker energy prices and narrower profit margins in wholesale sales from its 
power plants. The Columbus, Ohio, power company reported net income of $21.9 million, or 
seven cents a share, for the second quarter, down from $23 1.8 million, or 72 cents a share, for the 
comparable period last year. 

Like the two Reliants, AEP -- concerned about continued uncertainty in its wholesale market -- 
cut its 2002 earnings per share forecast to a range of $3.20 to $3.35, down from the previously 
announced range of $3.60 to $3.75. 

AEP stock was up $3.19, or 12%, to $29.50, in 4 p.m. New York Stock Exchange composite 
trading Thursday. 
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HEADLINE: Minneapolis-Based Utility Firm Reunites with Spin-off 

BYLINE: By David Hanners 

BODY: 
I f  utility companies were cars, Xcel Energy would be your cautious uncle's Pontiac sedan: 

dependable and conservative. I ts  subsidiary, NRG Energy, would be more like your rakish 
cousin's Mazda Miata: bright red, fast and looking mighty flashy with the top down, 

I t  looked great until it rained, that is. 

In this case, the "rain" was a chain reaction of events -- from California to Houston to Wall 
Street -- that made a seemingly good idea in 2000 a bad one today, Minneapolis-based 
Xcel's 2-year-old plan to finance NRG's rapid growth by selling NRG stock came to a halt 
earlier this month. NRG is now back under Xcel's wing via a stock swap. "Maybe 'bitterness' 
is too strong a word, but we're certainly disappointed," said Dick Kelly, president of Xcel 
Enterprises and acting president and chief operating officer of NRG. "This will come back 
again. It's a cyclical business." 

While Xcel was the big and steady utility company, NRG was the fresh and fast-growing 
upstart, generating electricity and selling it on the open market. 

Analysts and business experts said that NRG's troubles had less to do with its own structure 
and goals than with outside factors it couldn't control. 

NRG had ambitious growth plans and needed money to fuel that expansion. When the 
California energy crunch hit -- and that was soon followed by the collapse of Enron -- people 
who were in a position to lend money or buy stock suddenly soured on doling out piles of 
cash to energy companies. 

There are some who contend that NRG -- 74 percent of which was still held by Xcel -- didn't 
respond to the changing market quickly enough. "It was probably a combination of both a 
business model problem and a business environment problem," said Arleen Spangler, a fixed 
income analyst with Standard 8 Poor's in New York. 

"They had no difficulty accessing the debt market, but when it came time to access the 
equity market, the whole Enron thing was blowing up," said Spangler. "They were over- 
leveraged and it became difficult to get out of that position in the short-term." ; .) : 

I :- 



Rather than let the subsidiary's problems adversely affect the stock of both companies, Xcel 
decided to buy back the outstanding NRG stock. Investors got half a share of Xcel stock for 
every share of NRG they owned. 

Recombining the two companies means that some jobs will be cut, although Kelly said he 
isn't sure how many. NRG's executive vice president and chief financial officer, Leonard A. 
Bluhrn, has resigned. David H. Peterson, NRG's chairman, president and CEO, has retired. 

-+ 

It will be Kelly's job to oversee the integration of the two companies. He said he has no doubt 
that it is the right thing to do. 

"They (NRG) made money, and they've done well," said Kelly. "They were growing a t  20 to 
25 percent. That was net income. It's just that the (credit) rating agencies decided that all of 
these companies were leveraged too high, and the stock market punished them. It became a 
financial issue; you couldn't finance them going forward. We've been punished along with 
NRG and with the stock market. 

"As NRG became more risky," he continued, "Xcel became more risky. We're now on credit 
watch with the agencies, too." 

Some business experts believe folding NRG back into Xcel may be a bumpy process. To 
understand why, one must first understand the different nature of the two companies and the 
employees they attracted. I n  fact, the cultures at the two companies were so different that 
Alfred Marcus includes a case study of Xcel/NRG in a management course he teaches at the 
Carlson School of Management at the University of Minnesota. 

Xcel is the nation's fourth-largest energy utility, providing natural gas and generating 
electricity in 12 states. It was formed in 2000 by the merger of Northern States Power Co., 
which was based in Minneapolis, and Denver-based New Century Energies. 

I ts electrical plants generate more than 15,000 megawatts of electricity, roughly the 
equivalent of 14 Prairie Island nuclear reactors. 

The company has revenues of $ 15 billion annually. It largely operates in the world of 
government-regulated energy generation. To do that, it has to take a generally cautious and 
conservative approach to growth. 

Similarly, its stock price -- while experiencing some ups and downs with the market -- has 
remained relatively stable as those things go. Since June 2000, it's had a high of about $ 31 
a share and a low of $ 20 a share. 

NRG was founded in 1989 to take advantage of the unregulated energy markets. It is known 
as an independent power producer, or IPP. It buys and manages power plants and sells 
electricity on the open market. 

I n  its heyday, NRG was in a world where the brisk and bold were rewarded. NRG and Xcel's 
other nonregulated businesses were once the drivers of Xcel's growth. At the annual meeting 
of investors in September 2000, Xcel chairman Wayne Brunetti predicted that NRG and the 
other nonregulated subsidiaries would account for 45 percent of the parent company's 
earnings by 2004. 

They were different companies with different approaches, said Marcus. 

"Part of the reason for spinning off a company like NRG ... is it's hard to, in the same 
corporate structure, have a business that's aggressively growing and, at the same time, have j! ,) 



a business that's heavily regulated and is a conservative and a mature business," Marcus 
said. 

NRG was "a division that did not fit in the core business and had to move rapidly, can't be 
bogged down," Marcus said. "You have to spin it off and let it go." 

But Xcel also wanted to spin off NRG because a couple of years ago, investors and Wall 
Street took a strong liking to those types of businesses, said Jim McIntyre, Xcel's vice 
president and chief financial officer. 

"The presumption was it was more efficient from a financing point of view to use NRG's stock 
to finance the growth than to use Xcel's stock," he said. "The reason we did the IPO (initial 
public offering) back in 2000 was the strength of the currency of independent power 
producers like NRG was stronger than the utility currency. The IPOs were going out with a 
profits-earnings ratio that was stronger than on the utility side." 

NRG's first public offering of stock, announced in May 2000, raised $454  million. The second 
offering, announced in February 2001, raised $ 478 million. 

NRG had ambitious -- and international -- growth plans. It became the world's third-largest 
IPP. A blurb on the company's Web site put it plainly: "NRG is known as an aggressive, fast- 
moving entrepreneurial company when it comes to developing and growing our business." 

Its business was wild and unpredictable, and so was its stock price. Since June 2000, its 
stock has been a t  a high of $ 38.50 a share (Sept. 29, 2000) to a low of $ 9.60, last 
February. 

"It probably did have more of a sports car mentality. What they really needed was an F-150 
pickup so they could deliver the goods and have an honest, value-added service," said Fred 
Zimmerman, a professor of engineering and management at the University of St. Thomas. In 
the past, Zimmerman has done consulting work for Xcel. 

NRG had planned to grow by as much as 25 percent a year. It generated about 15,000 
megawatts a year -- about the same as parent company Xcel -- and planned to expand to 
about 32,000 megawatts. 

But as with an athlete, something has to fuel that growth. While Xcel depended on a steady 
and balanced diet, upstarts like NRG went the steroid route. 

A company can finance growth in three main ways, using those methods alone or in 
combination. 

It can pay for it with cash flow from its current operations. That generally doesn't {end itself 
to rapid growth, particularly for young companies. 

It can sell itself to investors to raise money. This can be done by selling stock in the company 
through the stock market, or by selling to a private buyer. 

Last, it can borrow money. I f  business is good and the firm gets a good rating from the big 
credit rating houses, it can borGow that money at a favorable interest rate. 

I f  business isn't so good or if lenders think it's a risky business, the interest rate is higher 
and it costs more to borrow the money. 

"What happened was, they were borrowing money for a lot of this growth," said Marcus. , ."g 
r i  
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"Some of it came from equity, but a lot of it was debt. Ultimately, they hoped to be in a 



position where they could finance growth by cash flow. They had a plan by 2005 to use cash 
flow." 

Money -- or rather, the interest on it -- just got too expensive to borrow. Among the 
reasons: California's bungled attempt at energy deregulation, mild winters in the Northeast, 
skittish credit rating agencies and a greedy and unscrupulous energy company in Houston 
named Enron. 

Just when Xcel was spinning off NRG, California was getting its first taste of energy 
deregulation. In the past, the three elements of electrical service -- generation, transmission 
and distribution -- were all handled by single companies. 

But under deregulation, one company produced power, another owned the transmission lines 
and yet a third firm acted as the retailer, selling electricity to customers. 

Electricity, like most other commodities, adheres to the law of supply and demand. Power- 
trading firms soon discovered they could manipulate the market and drive up prices and 
profits by withholding electricity. This set off a string of events that led to rolling blackouts 
and sky-high energy prices. 

It also brought about a federal investigation of energy trading practices that, in the eyes of 
investors and others on Wall Street, managed to tarnish companies that weren't involved. (In 
formal responses to federal regulators, NRG has denied that it partook in any unscrupulous 
deals involving electricity in California.) At the time this was happening, a string of mild 
winters in the rest of the country, particularly the Northeast, where NRG owns many plants, 
kept energy demand low. Companies that profited from providing power found themselves 
hurting. 

Then there was Enron. The Houston energy company was one of the fastest-growing 
companies in the country, but it was built like a house of cards made up of bogus 
subsidiaries. When it declared bankruptcy last fall, it was the biggest bankruptcy filing in 
American history. 

The Enion 'disaster,y'coupled with :the, Califprnia, debacle, ''caused analysts to,suddenly, question- 
whetherenergy companies. were'lvise, investments -- especially when those companies, like 
NRG, had voracious appetites for growth. 

"The markets just stopped valuing that sector," said Standard & Poor's Spangler. "The equity 
prlces of all these companies have gone through the floor. They're just not worth what they 
once were. Investors are just so skittish on the sector. There are so many unknowns and 
concerns, and every day there's a new scandal corning out. It scares investors." 

"The key point was when the key credit-rating agencies came in and downgraded Enron's 
bonds to junk status, in November 2001, and that's when it went downhill,'' said Marcus. 
"These were the credit-watch issues. This is what hurt all these companies, and again, if you 
were in a position where your basic business plan is to expand rapidly, it's assuming you can 
purchase properties throughout the world aggressively at a low enough price that you can 
see a return, and then your status is downgraded, your interest rates go up because you're a 
higher risk to the banks, and it stalls. 

"When you're talking about even half a percentage point (of interest) with billions of dollars 
of purchases," he continued, "it's a lot of money, and it decides whether you're going to be 
profitable or not profitable." 

NRG has already sold off many of its foreign assets, and Xcel's Kelly said the firm will have to 
, ''I be satisfled with growth in the 10 to 15 percent range. , ,, z ;+. 



"They lived in a faster time there for about three years," he said of NRG's employees. 
"They're very good at buying plants, fixing them up, producing power, but a lot of them came 
because they were at NSP. A power plant is still a power plant. But they're not going to be as 
happy because we're not going at 20 to 25 percent, but at 10 or 15 percent. There aren't as 
many deals for them to do." 

KEY EVENTS IN NRG ENERGY'S HISTORY 1989 

NRG Energy is formed as a subsidiary of Northern States Power. The company is an 
independent power producer -- IPP -- generating electricity, then selling it on the non- 
regulated market, as opposed to its regulated parent utility. 

--Early 1990s -- NRG grows, buying power plants across the country. Abroad, NRG takes 
advantage of a move to privatize energy facilities by embarking on a plan to buy power 
plants in Europe, Asia and the Pacific and Latin America. 

--1994 -- Until now, NRG has bought existing power plants. But this year, it buys an interest 
in a new plant built from the ground up, a coal-fired facility near Leipzig, Germany. 

--1996 -- NRG continues its buying spree, and is listed by McGraw-Hill as the world's 22nd- 
largest independent power producer when measured in megawatts produced. Among the 
deals it announces: plans to become a joint owner and operator of Estonia's national electric 
system. The subsidiary accounts for about 12 percent of parent NSP's earnings. 

--1997 -- As NRG's business and influence continues to grow, NSP announces that it is 
considering a partial spin-off of the subsidiary. NRG enters the soon-to-be deregulated 
California market by joining with another firm to buy a Southern California Edison electric 
plant near Los Angeles. Half a world away, NRG buys 25 percent of the previously 
government-run Loy Yang A power station in Australia. A t  the time, the deal is the largest 
privatization of an energy asset in the world. 

--1999 -- NRG becomes one of the largest IPPs in the Northeast when it acquires a string of 
power plants in New York, Connecticut and Massachusetts. 

--2000 -- NRG expands its operations in the Northeast, Louisiana, Australia, India and 
Taiwan. In  May, NSP announces an initial public offering of NRG stock; it will raise $ 454 
million. In August, NSP mergers with Denver-based New Century Enterprises, and the new 
company is named Xcel Energy. A t  Xcel's shareholder meeting in September, company 
chairman Wayne Brunetti say NRG and other nonregulated businesses account for 20 percent 
of Xcel's earnings by the end of the year. 

--2001 -- California residents find that their legislature's attempt to deregulate the energy 
industry contains some serious flaws. There are energy shortages, rolling blackouts and the 
price of electricity goes sky-high. Wall Street loses its excitement over fast-growing energy 
stocks like NRG. In February, NRG issues a second stock offering; this one raises $478 
million. NRG acquires more than 5,600 megawatts of generating capacity in the northern, 
southern and central United States. It also began construction or acquired plants in Britain 
and Hungary. In early December, Houston-based energy trader Enron, once the darling of 
the electric power industry, files for bankruptcy; the move causes stock and bond analysts to 
further devalue energy stocks. At about the same time, Moody's Investors Service places 
NRG's senior unsecured debt on review for a possible downgrade. On Dec. 13, Xcel 
announces it will plug $ 300 million into NRG. ;,) 5 



--2002 -- In early February, Xcel decides to buy back the outstanding shares of NRG. The 
shares amount to 26 percent of the company. At the same time, Brunetti announces an 
austerity drive at NRG that would slash spending by $ 3 billion this year. Some assets will be 
sold, new projects will be cancelled and others would be delayed. In  May, the SEC gives its 
approval, and Xcel begins buying back the stock. 

To see more of the Saint Paul Pioneer Press, or to subscribe to the newspaper, go to 
http://www.twincities.com/mld/pioneerpress. 

JOURNAL-CODE: SP 

LOAD-DATE: June 18, 2002 

About LexisNexis I Terms and Conditions 

Comriaht 0 2002 LexisNexis, a division of Reed Elsevier Inc. All rights reserved. 

http://www.twincities.com/mld/pioneerpress


Jan. 29-30.2002 
JW Marr ioa 
Houston. TX CBl's 6th Annu ai "Profit from Merchant Plants" Conference Jan, 28-29. 2002 
Four Sea sons Hotel 
Houston. n( 
http://secure.scientech.com/images/spacer.qifhttp://secure.scientech.com/m~ 'dad-redirec 

Public Utilties 
The Evolving Electric Industry: 
Wholesale & Market-Based Influences 
feb. 345,2002 
Sheraton Uptown 
Albuquerque, NM http://secure.scientech.com/ihnages/spacer.gifSixth Annual 
Distributed Generatio0 
& On-Site Power Conference 
Mar. 11-13.2002 
Marriott Mara uis 
klthmJ3 

w Rate-Cxd .am httu ://secure.scientech.com/images/spacer. gif 
http://secure. scikntech. com/-IA-TEST/Corner-BL .j pg 
bth://secure.scientech.cod-IA-TEST/CornerBR. bg 

f=p?URL http ://CDUI"IISU.edU/ Center for - - 

/hecur e.scientech.com/imaPes/spacer. $http://secure. scientech.com/sr, - ecialpages/N e 

January 16,2002 

SPECIAL REPORT: 
U.S. Power Production Scorecard: 
Who Is Building New Power Plants, And Where? What Fuel Sources Will Be Used? 

By Will McNamara 
Director, Electric industry Analysis 

[News ifem from Reufers] DukeIFluor Daniel has been awarded contracts to build 
three natural gas-fired power plants with a combined capacity of 2,240 MW in the 
Western United States, Duke Energy said in a statement on Jan. 14. The 
projects are: the 600-MW Luna Energy Facility in Luna County, N.M.; the 620- 
MW Grays Harbor Energy Facility in Grays Harbor County, Wash.; and the 
I ,200-MW Moapa Energy Facility in Moapa County, Nev. Construction is already 
underway on the projects. 

Analysis: This announcement from Duke Energy jumped out at me, particularly 
when it is placed within the broader context of a market that is not particularly 
supportive of unregulated power projects at this point in time. The announcement 
raises many questions. When so many pure-play merchant companies are 
canceling planned power projects in an effort to cut back capital spending and 
pare down debt, what factors have enabled Duke Energy to continue with these 
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development plans, along with several others? From a broader perspective, in 
the shadow of claims about a national energy glut, which may or may not have a 
basis in reality, are there any ascertainable trends around the power projects that 
are proceeding? Which companies are maintaining production levels, and how 
are they managing their risk exposure? In which regions of the United States are 
the planned power projects most likely to be located? What fuel sources are most 
commonly used? Which factors, beyond the economic challenges unearthed by 
the Enron collapse, will continue to overshadow new power projects? This article 
will address and attempt to answer these questions. 

Market Player Assessment 
In the wholesale power market, the leading developers of new power plants are 
merchant energy companies that build power plants, the output of which is not 
committed to a designated customer base but rather sold on the open market, 
often out of the state in which the plant is located. Over the last two years, high 
wholesale electric prices boosted the confidence that Wall Street and creditors 
shared for the merchant business and their plans to add as much as 290,000 
MW of generating capacity over the next six years (a 40-percent increase over 
the capacity of 802,000 MW for summer 2001, according to NERC). However, 
within the wake of the Enron collapse and softening wholesale prices, a good 
number of energy merchant companies (particularly those that are considered 
pure-play companies, or those focused singularly on the merchant business) 
have seen their credit ratings downgraded. Generally speaking, merchant 
companies depend on the ability to raise capital by selling securities, capital that 
is then used to support further growth through asset expansion. Most reports I've 
seen indicate that a new natural-gas fired combined-cycle plant costs between 
$500 and $600/kW or over $500 million per 1,000-MW plant. Due in part to their 
heavy debt loads that already exist, some of the pure-play companies faced a 
credit-rating downgrade that put them below investment grade. Thus, in an effort 
to strengthen their balance sheets and pare down debt, companies such as 
Mirant, Calpine and Dynegy have announced plans to scale back their once- 
aggressive plans to expand their generating capabilities. They may still grow, but 
the growth will be much more conservative and slower than previously projected. 

The result is that power plants, oil and gas properties with proven reserves, and 
even refineries may soon go on the auction block as only those companies with 
strong cash resources remain heavily in the game. Consequently, I think it is no 
coincidence that a company such as Duke Energy is proceeding with power 
projects while pure-play companies are announcing cancellations. Duke Energy, 
an integrated company with a regulated utility that provides a steady steam of 
revenue, has a market capitalization of $30 billion (compared to Calpine at $4.5 
billion, Mirant at $5 billion and Dynegy at $8.7 billion). The point of this? Duke 
has the money to spend, along with a higher credit rating than most of the pure- 
play merchant companies, and appears to be maximizing its opportunity to build 
its generation portfolio while other companies remain more stagnant or are 
forced to sell off assets. Duke is not the only company moving fotward in the 
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unregulated power space, but the other companies doing the same thing also tell 
a similar story. Constellation Energy, which had planned to spin off its 
unregulated power business from its regulated utility Baltimore Gas & Electric but 
recently announced its intent to remain integrated, just disclosed that it has over 
15,000 MW of generating capacity in late-stage development, under construction, 
or operating across the country!. FPL Energy, which owns the regulated utility 
Florida Power & Light, announced that it is in the process of building two natural 
gas-fired merchant plants, which reportedly will add about 2,324 MW to the 
Texas grid. Although FPL Energy's $1 0-billion market capitalization is small when 
compared to Duke, it is still larger than the average pure-play merchant 
company. 

Thus, I conclude that integrated companies will be in a stronger financial position. 
when compared to pure-play merchant companies, at least for the near term until 
the credit problems and resulting difficulties in raising capital begin to abate for 
the pure-play companies. As a result, I think we will continue to see a growing 
number of integrated companies capitalizing on their strong financial standings 
and leading any new generation projects that might be announced in the next few 
years. By the same token, we will probably see an increase in cancellation 
announcements from the pure-play merchant companies, who may need to 
terminate power projects to pare down debt. 

Region Assessment 
There are still plenty of regions within the United States where generation is 
needed, due to factors like transmission constraints and comparatively high 
demand growth. Within this group I would include states such as California, and 
possibly Pennsylvania and Texas. Note that Pennsylvania and Texas typically 
have had comparatively easy siting regulations, which have made it easier for 
companies to build new power plants in those states. The high level of interest 
among merchant energy companies now has caused concerns about over 
capacity in Pennsylvania and Texas. In California, despite recent conservation 
efforts in the aftermath of the state's energy crisis, demand continues to increase. 
However, California has had a notoriously difficult siting process for new power 
plants and also faces deficiencies in its transmission infrastructure, which can 
make it difficult for generating companies to find a suitable location for a 
generation facility. 

Looking at the 10 NERC regions individually, we see that some regions offer 
greater opportunities for merchant power production than other regions. Space 
does not permit me to offer a thorough analysis of each region, but here are 
some key points that should be noted, especially regarding each particular 
region's reserve margin and the typical fuel sources that have been included in 
the region's generation portfolio. On average, reserve margins of 15 percent are 
considered the reliability target that most regions strive to maintain. Anything 
lower than that certainly indicates potential problems with deficient supply, and 
even reserve margins in the high teens indicate that the regions should have new 
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