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PRODUCT NAME:  Maryland Fixed Price with Incentive Payment

Product Group:

DSM
Distributed Generation

   Commodity
Labor/Vendor Services

Product Team: 

Team Lead:   Nicole Schwartz 

Team Member(s): JD Burrows, Jevaughn Sterling, Gillian Johnson, Bob Hansen
Approval Stage:     Prototype


      Delivery

Capital


Other _____________________ 



PRODUCT DESCRIPTION SUMMARY: 
Brief description and/or illustration of product attributes and structure (product offering, features and benefits offered to customers, pricing structure, life cycle or term descriptions, scope and delivery of service, and any other attributes deemed relevant by the Product Team)

RETAIL GENERATION FIXED PRICE OFFERING

· Fixed price retail generation product which includes commodity, installed capacity, losses, congestion, and ancillary services.
· Structured as an incentive of $5-10/MWh that can be credited against the customers current utility bill, followed by a fixed retail generation swap. 
· The product will be financial until July 2002 when we will go physical following the transition period for Schedule P customers.

· T&D and other UDC related costs are passed through to the customer.

· Any other utility surcharges are also passed through to the customer.

· The terms are five (5) and seven (7) years.
· The swap prices are approx. $55 and 54/MWh based on retail generation curve (8/9/2001)
Customer Benefits

· Pays fixed commodity rate ($/kWh)

· Receives price certainty for contract term 

· Protected from market volatility 

EES Benefits

· Market share

· Extend EES presence in a densely populated region of the country

Customer will purchase this product based on direct comparison to BGE default service rate. The BGE Default Service requires customers to pay hourly BGE Locational Marginal Prices for Energy, the PJM Open Access Transmission Tariff, PJM market-based prices for ancillary services, a fixed retail adder and distribution.

TARGET MARKET PROFILE: 

Description of target market for product and explanation of its strategic fit with the target market (market environment/trends, competitive situation, market gaps/opportunities, product features that address market gaps/opportunities, potential market size, etc).

· BGE Schedule P and default service customers with demand greater than 1500 kW

Approximate customer base of 6 million MWhs.  (Estimated annual spend is minimum $500,000.) Assuming a market share of 20% this would represent EES annual load of approximately 1.2 million MWhs. 

· Eleven (11) Schedule P customers completed transition in July 2001.  PEPCO signed 6 of those 11 at undisclosed terms.  The remaining approximately 400 Schedule P customers will be pushed to default service in July 2002 if they do not sign with an alternate supplier.

· PEPCO’s success is notable because it demonstrates how aggressive its marketing unit intends to be in the region.  

· BGE is owned by Constellation Energy Group which also owns a retail energy marketer, Constellation Energy Source.  Constellation Energy Source is a regional marketer to commercial and industrial customers, therefore, we should expect it to also be active in the BGE service territory.

MARGIN ANALYSIS:   

Microeconomic analysis of the margin structure.

· Curve:

Given the shape of the BGE forward power curve (Utility ID #5) the appropriate product term is between 5 and 7 years. 

· Assumptions:

Metrics determined by evaluating target market of customers who spend a minimum of $500 K.  Approximately 400 customers, spending $ 200 MM in total.  Assuming 20% market share, therefore 80 EES customers @ approx. 1.2 MM MWhs.

ESTIMATE:

Sales:



1.2 million MWhs

Assumes Term:


5 years

Assumed Margin:


$ 2 / MWh

Profit:



$12.00 MM   
Below Line Costs:Credit 

$  1.20  MM 

 Consumption 
$  0.85  MM 

 Billing 

$  0.25  MM

Profit post expenses       

$  9.70  MM

RISK MANAGEMENT PROTOCOL 
Description of key issues to be addressed and/or key risks and mitigants in product design (e.g. counterparty/credit risk, underwriting, pricing, execution, account transition and management, etc.)  

IDENTIFIED ISSUES/RISKS

· Electric commodity price risk

· Load shape risk

· Consumption variance

· Non-payment default risk

· Customer demand/response to offerings

· Window of opportunity to pre-sell fixed prices is until July 2002 

· Competitor pricing and response


MITIGANTS (Required for final approval)

· Pricing utilizes EES forward price curve

· Utilize profiles approved by the EWS Load Profile desk or actual customer 8760

· Consumption premium is fixed price 

· Apply additional charges for usage outside of 90/110 consumption bands based on PJM BGE LMP

· Incorporate credit reserve adjust based on RAC analysis

· Influence immediate value proposition with up-front $/MWH incentives and influence demand
· Recommend pricing in a lower margin at the offer in order to compete more aggressively

KEY TERMS AND CONDITIONS

A summary of the Product’s critical terms and conditions (scope, payment for services, shared savings, savings verification methodology, default, termination provisions):


· Customer receives an incentive against the tariff through their June 2002 bill

· In July 2002, the customer is switched to physical and pays a fixed $/kWh

· Customer receives retail generation product

· Traditional 90/110 monthly consumption band

· Material change language

· Standard customer default and termination provisions will apply

EXCEPTIONAL CHALLENGES 

Exceptional challenges to develop and implement the new product.

DEVELOPMENT TIMELINE AND MILESTONES

High level outline of the time line and key milestones to finalize and launch product to the marketplace.  Includes outstanding issues with various functions: pricing, legal, marketing, AIP/billing, risk management/RAC.

· Notional Pricing Structure

8/10

JD Burrows

· Deal Management


8/24

Deb Merrill/Jeanette Reese

· Marketing Material


8/24

Nicole Schwartz

· AIP / Billing



8/24

Jason Woodward

· Booking



8/24

Scott Jurgen/Scott Mills

COMPONENTS NECESSARY TO PRICE AND IMPLEMENT PRODUCT

· Customer Load Information (8760)

· BGE Retail Generation Curve

· Consumption Band

· Material Change Language

· Contract/Transaction Confirmation

· Credit

· Billing Services

APPROVALS

 
NAME



SIGNATURE


DATE

EESO Product Management
James M. Wood


___________________________
___________

EWS



Rogers Herndon


___________________________
___________

Deal Management

Sean Holmes


___________________________
___________

Services Management

Evan Hughes


___________________________
___________

Booking



Scott Mills


___________________________
___________

Appendix

“RULE OF USE” STATEMENT    

List or narrative of the application standard and requirements for the product.  Example:  DSM product module must have a sharing percentage not less than 30% for EES; or Vendor Management Product restricted to certain classes of trade.

· Product is only offered to BGE Schedule P customers or customers with demand greater than 1500 kW

· Product notionally priced within the constraints of the matrix-pricing program.

PRODUCT PRICING AND ADMINISTRATION OUTLINE

The process pursuant to which the products have been preliminarily priced for budgeting and economic analysis purposes; the process for revising or modifying the pricing and the general outline for administration for a “true-up” process to establish final pricing/margins post-sale

· Product notionally priced using the regional commodity pricing matrix for Maryland

· Product is priced as a fixed price $ / kWh product and resulting energy only cash flows are produced

· Traditional deal cost adders will be applied to the energy rate (credit, consumption, etc.)

MARKETING COLLATERAL DEVELOPMENT PLAN OUTLINE

A narrative on the nature and key concepts to be incorporated in marketing materials, whether to be printed or provided via web-based tools.

· Strategic questioning, positioning, comparison (during the sales process, it is imperative that originator gauges customer's interest in being shielded from market volatility.  Customer's perception will determine product positioning.)

· Marketing materials will include a direct comparison to the forward view of the BGE default offering.

BILLING AND INVOICING PROCESS SIGN-OFF

A narrative/illustration of the billing/invoicing process:

· Customer invoice would be the result of X MWh multiplied by the energy rate.

· Maryland billing rules will apply.  


· 

· 
· 
· 
· 
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