CONFIDENTIAL DRAFT

RESOLUTION IN SUPPORT OF THE USE OF FINANCIAL MECHANISMS TO REDUCE ELECTRICITY AND NATURAL GAS MARKET VOLATILITY


WHEREAS, wholesale electricity and natural gas markets have proven to be highly volatile; and

WHEREAS, consumers are bearing the brunt of energy market volatility through both high and uncertain prices; and

WHEREAS, distribution utilities which utilized financial mechanisms, such as derivatives and insurance products to hedge against the volatility in wholesale electric and gas markets experienced less volatile prices in 2000, than those distribution utilities which were unhedged in these markets; and

WHEREAS, the use of financial mechanisms, such as derivatives and insurance products to hedge against the volatility in wholesale electric and gas markets, are a necessary part of a comprehensive energy procurement program; and

WHEREAS, market conditions appear to be poised for sustained volatility in both the summer of 2001 as well as the forthcoming winter heating season; and 

WHEREAS, the benefits of utilizing financial mechanisms to hedge against wholesale electric and gas price volatility provide consumers with greater price predictability; 

NOW THEREFORE, BE IT RESOLVED that the Members of the National Association of Regulatory Utility Commissioners urge each state commission to recognize the potential benefits to consumers and distribution utilities of using financial mechanisms to hedge against market volatility in wholesale electric and gas markets; and 

BE IT FURTHER RESOLVED, that when the benefits of greater price predictability to consumers and distribution utilities of using financial mechanisms to hedge against market volatility in wholesale electric and gas markets are identified, Commissioners are encouraged to allow those utilities to recover costs associated with the use of these mechanisms, and to allow those utilities to pass through to consumers any gains and losses resulting from the hedging program.

