RAC Deal Approval Sheet
Deal Name: Maine DS 


ENRON RISK ASSESSMENT AND CONTROL

 DEAL APPROVAL SHEET

DEAL NAME:  NSTAR Default Service

Counterparty:  Boston Edison, Commonwealth Electric, Cambridge Electric ( collectively “NSTAR Electric” or the “Companies”)

Business Unit:  Enron Power Marketing

Business Unit Originator: John Llodra

Public
Xprivate

XMerchant
Xstrategic

XConforming
Nonconforming
Date DASH Completed:  

RAC Analyst:  L. Davenport/ F. Hayden

Investment Type:  

Capital Funding Source(s):  Balance Sheet

Expected Closing Date:  03/21/01

Expected Funding Date:  N/A

Board Approval: Pending  Received  Denied  XN/A

RAC Recommendation: XProceed with Transaction    Returns below Capital Price   Do not Proceed

APPROVAL AMOUNT REQUESTED

Capital Commitment

NA

Bid Bond Amount

NA

EXPOSURE SUMMARY

Market Risk

$____ 

Credit Risk

$____
Total

$____ MM
DEAL DESCRIPTION 

The Massachusetts Electricity Restructuring Act provided open access for all retail customers of NSTAR Electric (the “Companies”) as of March 1, 1998.  The Massachusetts Act requires each distribution company to provide default service to those customers that are not receiving generation service as part of the standard service option or from a competitive supplier (“Default Service”, or “DS”).  

The Massachusetts Act requires DS to be competitively procured. In addition, the Massachusetts Department of Telecommunications and Energy (“MDTE”) initiated a generic proceeding on rules and procedures for the provision of and pricing of DS
.   The DTE ordered
 all electric companies in Massachusetts to procure DS through competitive solicitations by customer group (residential, commercial and industrial) and to procure such power at fixed monthly prices.

The Companies are seeking proposals from suppliers to serve the DS requirements of each of their residential, commercial, and industrial customer classes.  Specifically, the Companies are requesting proposals to supply 100% of the requirements of each of the residential, commercial, and industrial classes for either a 6, 9, or 12-month term commencing July 1, 2001.

EPMI is proposing to supply firm, load-following power to meet the DS requirements for the Companies’ residential and commercial customer groups for each of the three terms defined above.  EPMI is not proposing to serve the DS requirements of the industrial class, largely due to the significantly higher load migration risk for the industrial class.

In addition to offering to provide firm, fixed price service for each of the 6, 9, or 12 month terms, EPMI has submitted a non-conforming proposal to serve 100% of the residential/commercial classes for an initial 6-month term under fixed prices, but with a unilateral option for EPMI to extend the transaction for an additional 6 months at pre-set prices.  Notice of such extension would need to be provided no later than November 1, 2001.  In return for the optionality granted to EPMI, the fixed price for the first 6-month term would be offered at a discount to pricing for a stand-alone 6-month fixed swap price.

Region:
NEPOOL

Notable Regional Restructuring/Regulatory Issues:

· Price Caps – FERC has currently approved a $1,000/MWH price cap for NEPOOL, consistent with PJM and NYPP.  This has been extended once but is now due to expire on 3/31/01.  NEPOOL will soon be filing to seek another extension of this cap.
· Installed Capability (“ICAP”) deficiency rate pending FERC order.
Deal Type:

Default Service (“DS”) for residential and commercial customer classes. Responsibilities include the following:

· All requirements energy, ancillary services (10-minute spinning reserves, 10-minute non-spinning reserves, 30-minute operating reserves, automatic generation control), energy uplift, and ISO-NE Tariff changes for the term of the transaction.   EPMI is providing pricing with and without EPMI assuming the attendant ICAP obligation.

· Enron will pass through at cost any new products/obligations that may be introduced within NEPOOL.

· Customers will remain NSTAR Electric retail customers, and NSTAR Electric will bear all delivery risk from the Delivery Point to the meter.  Moreover, NSTAR Electric will bear risk of uncollectable accounts and have the obligation for billing and metering.

· Green renewable requirements, if any, will be NSTAR Electric’s responsibility.

Term:   6, 9, or 12 months commencing July 1, 2001.

Notional Quantity (MWh):

Short Position: 
___ MM [5x16 Peak ___ MM and Off Peak ___ MM] with ___ annual load factor. 

Volumes on which payment by NSTAR Electric will be based will be determined by grossing up residential/commercial metered DS load for NSTAR Electric transmission and distribution system losses and NEPOOL PTF transmission losses.   As the residential class and numerous commercial class customers are not typically interval-metered, hourly DS load allocated to EPMI will be determined based on typical customer profiles (for similar weather and time of year conditions), with appropriate adjustments for actual customer billing cycle metered load.  Load profiling procedures are fundamentally similar to those employed by UI, NSTAR, and CMP in our Standard Offer Service deals with them, so EPMI has hands-on experience with these load allocation methods.

Notional Quantity (MW):

Average of ___ MW, estimated max/min of ___/____ MW

Additional Detail on Transaction Quantity:

The NSTAR Electric residential/commercial DS peak summer demand is estimated at ___/____ MW.  The projected load is based on ____ historical data, has not been normalized for weather, assumes ____% load growth, and has been adjusted for a migration assumption of ____% of total load.

Pricing:

Base Term:
$_______/MWh  (fixed price)  

Delivery Point:
Any point on NEPOOL PTF until congestion management system (“CMS”) implementation.  Once CMS is implemented, delivery point is any point(s) on PTF that interconnect with NSTAR Electric local system boundary (Enron’s daily choice as to which point or points).
RETURN SUMMARY

Total NPV

$____ Million


Total RoVAR




Total Incremental VAR




TRANSACTION UPSIDES/OPTIONALITY
EXIT STRATEGY
· The maximum deal term for Enron’s fixed commitment is 12 months commencing July 1, 2001.

· East Power believes entire deal can be liquidated in a ____-day period.

RISK MATRIX
 DESCRIPTION
MITIGATION/COMMENTS

Market Risk
· Manage exposure in power market through purchases and tolling transactions.

Ancillary Services
· Manage exposure through ancillary product purchases

Energy Uplift
· Manage exposure through regulatory involvement in market monitoring and pricing committees with the New England ISO

Transmission congestion

Locational price risk
· NSTAR Electric covers transmission congestion uplift costs until congestion management system implemented in NEPOOL (target May ’02)

Load shape risk

Intra-day price risk
· Physical load shape risk can be mitigated through pool purchases.

· EPMI has gained extensive experience in managing these types of load-following deals as a result of the UI, NSTAR, and CMP standard offer deals.

Customer Migration Risk
· The customers in the Residential class which Enron would be serving have relatively low usage and hgh marketing costs, and therefore should not be a prime target for retail load aggregators.  The commercial customer class is relatively more prone to load migration, and our higher embedded risk premium reflects this increased migration risk.  

· There has been little migration in the Residential class to date, and much of the load that has migrated is returning to DS due to lack of competitive supplier options.

Regulatory Risk
· Possible termination of $1,000/MWH cap 3/31/01.

· If customer classes reclassified and NSTAR Electric/affiliates serve any customers that are removed from class being served by Enron, NSTAR Electric/affiliate must purchase attendant wholesale supply from Enron

· If other regulatory changes occur so that a party is materially adversely affected, parties agree to amend contract to allocate burdens to restore the economic bargain.  

Credit risk


· Under review

Legal risk (contract still under negotiation)  
· Legal risk memo circulated under separate cover.

KEY SUCCESS FACTORS


NA
Poor
Excellent

Core Business


                         X

Strategic Fit


         X

Upside Potential


                                 X       

Risk Mitigation

                                
X

OTHER RAC COMMENTS: 

APPROVALS

Name

Signature

Date

East Power Regional Management

Kevin Presto/David Duran





East Power Origination

John Llodra/Edward Baughman





East Power Trading

Dana Davis





East Power Structuring

Berney Aucoin/Jim Meyn





Enron Government Affairs

Rick Shapiro/Dan Allegretti





ENA Americas Legal

Mark Haedicke/Elizabeth Sager/Marcus Nettelton





Enron Americas Management

John Lavorato/Louise Kitchen





RAC Management

Rick Buy/ Dave Gorte
































� Docket D.T.E. 99-60.


� See Dockets D.T.E. 99-60-A and D.T.E. 99-60-B.
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