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Overview 

This presentation draws from Portfolio Management: 
Tools and Practices for Regulators, September 2006, 
which Synapse prepared for the National Association of 
Regulatory Utility Commissioners (NARUC). 

Ihe report is available at www.svna~se-enerav.com. 

www.synapseenergy.com 1 02006 Synapse Energy Economics Inc. All rights reserved. 



Overview 

Portfolio Management: Tools and Practices for 
Regulators describes: 

Portfolio Management 
Data, Models, and Tools for Portfolio Management 
Expertise and Staffing for Managers and Regulators 
Next Steps for Regulators 
Portfolio Management Activities in Selected States 

For the report Synapse reviewed selected jurisdictions 
with retail access (NJ, ME, IL, MD, DC, DE, MA, TX, NY) 
and with full regulation (AL, CA, FL, HI, ID, IN, KY, LA, 
MN, MT, NC, OR, SC, UT, WA, BC). 
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Choosing an Electric Supply Portfolio 

There are numerous "optimal" portfolios. Each has 
an optimal expected cost for a given risk level: 

ple of Resource Plan 
Trade-off C u we 

Low I 
Low High 

High 

Expected Cost 

\ 
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Choosing an Electric Supply Portfolio 

Parties are trying to choose the electric supply 
portfolio which offers the "best" combination of cost 
and risk under a range of possible future conditions. 

Example: 

Plan A - high percentage of spot purchases 

Plan B - high percentage of hedges 

Plan B has a higher expected price but less exposure 
to extremely high prices 
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Choosing an Electric Supply Portfolio 

Illustrative probability distributions 

Cost 
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Risk Metrics for Electric Supply Portfolios 

Henry Hub First of Month Prices 1991 - 1999 
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Risk Metrics for Electric Supply Portfolios 

Long-term forecasts of natural gas prices have not been 
accurate 
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Source: Compiled by Synapse from EIA Annual Energy Outlook reports. 
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Risk Metrics for Electric Supply Portfolios 

General agreement on appropriate measure of 
cost - present value of expected revenue 
requirements 

No general agreement on 
appropriate measure of risk. 
For example, see The Trouble 
with Risk Measures by Andy 
Dunn in October 2006 Public 
Utilities Fortnightly. 
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Risk Metrics for Electric Supply Portfolios 

Jurisdictions using quantitative measures of risk 

California Montana, Oregon, 
Washington 

Application 1 Short (1 to 3 years) I Long (15 to 20 years) 

Risk Measure I 
(value at risk to 

expiration of 
positions) 

Tai IVa R,, 
(Average NPV of 

worst 10% of 
outcomes) 
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Risk Metrics for Electric Supply Portfolios 

TailVaR,, example (Source - NWPCC) 
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Risk Metrics for Electric Supply Portfolios 

Planning and Risk Management Software 

I Primarily Risk Management in Short-term 

I Model 

/ Edur 

1 Epsilon & Entegrate 

I ICTS Symphony 

Company 

Risk Advisory www.riskadvisory.com 

OpenLink 

SunGard www.sungard.com 

Trade Capture www.tradecapture.com 
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Risk Metrics for Electric Supply Portfolios 

Planning and Risk Management Software 
I Planning and Risk Management in long-term 

I Model 

Electric Generation Expansion 
System (EGEAS) 

I PowerBase Suite 

I EnerPrise Capacity Expansion 

1 AURORA 

I Planning and Risk 

I Kiodex Risk Workbench 

NWPCC Regional Portfolio Model 

I PLEXOS for Power Systems 

I Energy 2020 

Company 

Electric Power Research lnstitute www.epri.ot-q 

New Energy - Siemens www.newenerwassoc.com - .  

Global Energy Decisions www.alobalener~v.com 

EPlS www.epis.com 

Electric Power Research lnstitute www.epri.com 

Global Energy Decisions www.alobalenergv.com 

Sungard Kiodex www.sungard.comlkiodex 

Northwest Power & Conservation Council 

Plexos www.plexossolutions.com 
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Conclusions 

There are multiple "optimal" supply 
portfolios. 

Risk metrics and software are available to 
identify and evaluate them. 

Metrics, 
as good 

softwa 
as the 

Keep it simple. 

and their 
put data. 

results are 

Thank you! 

rhorn by@synapse-enerqy.com 
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