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Subject
Authorize the execution of energy purchases for a portion of 2002 and for calendar year 2003

Description
To transport Metropolitan�s anticipated annual allocation of 1.25 million acre-feet (AF) of Colorado River water
to southern California in 2003, Metropolitan will purchase energy to supplement that available from its existing
contractual resources.  It is estimated an additional 850,000 megawatt-hours (MWh), or approximately 34 percent
of the total energy needed, will be required.

As part of Metropolitan�s strategy to mitigate the price risk associated with purchasing the supplemental energy
required from energy utilities and marketers, forward energy contracts are utilized.  These contracts provide
energy at a fixed price for delivery in the future.  The use of forward energy contracts to supply a portion of the
supplemental energy needed reduces Metropolitan�s exposure to volatile daily energy prices while still providing
the ability to take advantage of real-time opportunities in the energy market.

Over the past several months, prices for 2003 forward energy contracts have been declining significantly.  It
appears the prices for off-peak forward energy contracts are approaching the basic incremental cost of gas-fired
generators (fuel plus operation and maintenance expenses).  This provides Metropolitan the opportunity to lock-in
a portion of its 2003 Colorado River Aqueduct (CRA) energy requirements at favorable forward contract prices.
Additionally, some suppliers may have surplus off-peak power in the latter months of 2002 that would be
discounted if combined with a 2003 forward energy contract.

To provide the desired reduction in exposure to potentially volatile energy prices, while retaining the ability to
take advantage of low-cost energy opportunities and the flexibility to respond to CRA operational changes, staff
believes 50-80 percent of the supplemental energy requirements should be purchased through forward contracts.
Purchases above 80 percent are not recommended, as likely changes in Metropolitan�s monthly Hoover power
allocation will modify the amount of supplemental power needed in certain months.  The cost of the purchase of
this 425,000 to 680,000 MWh of energy cannot be precisely determined at this time, as prices for 2003 forward
contracts of off-peak energy vary on a daily basis and depend upon the time and location of delivery.

Due to the uncertainties regarding forward energy prices, staff proposes establishing limits within which forward
energy contracts are authorized.  This letter seeks authorization to execute forward energy contracts for a portion
of 2002 and for calendar year 2003, up to a price of $50/MWh and for a total cost not to exceed $30 million.  In
addition, purchases through forward contracts would be limited to no more than 80 percent of the supplemental
energy requirements on the CRA.  This will provide flexibility and opportunities to take advantage of favorable
real-time market conditions as they occur.

While it is unknown what the actual energy prices will be when and if the forward energy contracts are executed,
recent forward energy prices for 2003 off-peak energy have varied from $30 to $40/MWh or $60 to $80/AF on
the CRA.

Policy
Metropolitan Water District Administrative Code § 8118: Contracts in excess of $250,000 not requiring prior
Board approval
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CEQA
The proposed action is not defined as a project under the California Environmental Quality Act (CEQA) because
it involves continuing administrative activities, such as general policy and procedure making (Section 15378(b)(2)
of the State CEQA Guidelines).  In addition, the proposed action is not subject to CEQA because it involves
government fiscal activities, which do not involve commitment to any specific project that may result in a
potentially significant physical impact on the environment (Section 15378(b)(4)).

The CEQA determination is:  Determine that the proposed action is not subject to CEQA per
Sections 15378(b)(2) and 15378(b)(4) of the State CEQA Guidelines.

Board Options/Fiscal Impacts
Option #1

Adopt the CEQA determination and authorize the Chief Executive Officer to execute forward energy
contracts up to a price of $50/MWh and for a total cost not to exceed $30 million for a portion of 2002 and for
calendar year 2003 covering no more than 80 percent of supplemental power needs for the CRA pumping
load.
Fiscal Impact:  Not to exceed $30 million

Option #2
Adopt the CEQA determination and establish different conditions than those listed in Option #1.
Fiscal Impact:  Unknown

Option #3
Take no action
Fiscal Impact:  Unknown

Staff Recommendation
Option #1

10/29/2001
Jill T. Wicke
Manager, Water System Operations

Date

10/29/2001
Ronald R. Gastelum
Chief Executive Officer

Date
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