
  
 
 
 
 
        April 27, 2009 
 
VIA HAND DELIVERY & ELECTRONIC MAIL 

 
 

Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 

RE:   Docket 4041 - Accelerated Procurement Plan 
 Responses to Commission Data Requests – Set 2  
 
Dear Ms. Massaro: 
 
 Enclosed please find ten (10) copies of National Grid’s responses to the Commission’s second set of 
data requests issued on April 24, 2009 in the above-captioned proceeding. 
 
 Thank you for your attention to this transmittal.  If you have any questions, please feel free to 
contact me at (401) 784-7667.  
 
        Very truly yours, 

 
 
        Thomas R. Teehan 
Enclosure 
 
cc: Docket 4041 Service List 
 Steve Scialabba, Division 
  

Thomas R. Teehan 
Senior Counsel 
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National Grid 
R.I.P.U.C. Docket No. 4041  

Accelerated Standard Offer Procurement Plan  
Responses to Commission Data Requests – Set 2 

Issued on April 24, 2009 
   

  
Commission 2-1 

 
Request: 

 
Please provide the total number of residential customers and the number of those taking 
competitive supply. 
 
Response: 
 
As of March 31, 2009, there are 287 residential customers out of a total of 430,305 
residential customers receiving electricity from competitive suppliers.   
 

Prepared by or under the supervision of:  Jeanne A. Lloyd 
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R.I.P.U.C. Docket No. 4041  

Accelerated Standard Offer Procurement Plan  
Responses to Commission Data Requests – Set 2 
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Commission 2-2 

 
Request: 
 
For each of the residential customers taking competitive supply, please indicate the 
number of those accounts that are associated with non-residential or church accounts 
billed at the residential rate. 
 
Response: 
 
 
There are 287 customers taking competitive supply billed at the residential rate.  Of this 
amount, 101 accounts are churches (or other houses of worship)  
 

Prepared by or under the supervision of:  Jeanne A. Lloyd 
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Issued on April 24, 2009 
   

  
Commission 2-3 

 
Request: 
 
Please explain how mark-to-market analysis works as it relates to this transaction.  
 
Response: 
 
Mark-to-market (MTM) is an industry term used to determine the current value of a 
transaction when compared to the value at the time the transaction was initially entered 
into.    In this proposed financial swap transaction, the forward market prices of the ISO-
NE Internal Hub are used as the pricing point and can change over the duration of the 
transaction.  As the forward market prices change on a daily basis from the date the 
transaction is executed until the settlement date, a MTM change can be calculated.  The 
MTM analysis is then used in this transaction to monitor the credit risk of the supplier to 
National Grid.  Monitoring credit risk should ensure that National Grid’s customers 
receive reliable supply if the supplier fails to meet its obligations as defined in the 
transaction.  By requiring the supplier to post security, National Grid has a source of 
funds to offset any failure by the supplier.  If the MTM change exceeds the credit limit 
(threshold) as stipulated in the ISDA contract and Confirmation, then the supplier must 
post additional security for that MTM change to National Grid.    Monitoring the MTM 
of the transaction reduces the overall exposure of National Grid to the supplier to only the 
threshold amount and not for the full market price movement of the transaction.  
 

Prepared by or under the supervision of:  Alan P. Smithling 
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Request: 
 
Referencing Division Data Request 1-7, please provide a detailed analysis of the 
Company’s risk analysis to ratepayers as a result of the Company’s proposed transaction.  
What does the Company perceive are the risks of this transaction to ratepayers?  Please 
consider both financial and regulatory risks. 
 
Response: 
 
In answering this data request, the term financial risk is being interpreted as market price 
risk or credit risk.  This transaction limits the impact of energy price movements by 
locking in the energy component of commodity prices.  Any loss or gains resulting from 
the settlement of the swap contract would be received by the Company and then credited 
to or recovered from customers through rates.  Additionally, with respect to the risk of 
default by the counterparty on the financial swap instrument, the Company believes that 
that risk should be limited to the threshold credit amount.   
 
In terms of regulatory risk, since all hedging and credit risk management 
is done on behalf of customers under a Commission-approved plan and in coordination 
with the Division staff, any loss or gains would be borne by the ratepayer.  
 

Prepared by or under the supervision of:  Alan P. Smithling 



National Grid 
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Request: 
 
Has the Company prepared an analysis of its position that a FRS contract would have a 
higher premium than the proposed transaction?  If so, please provide.  If not, be prepared 
to fully discuss the Company’s analysis of its position at the hearing.   
 
Response: 
 
The financial swap transaction is expected to have little or no premium associated with 
the fixed price.  The bid-ask spread in the market for the forward prices should be small.  
For example, National Grid expects the fixed price swap to be priced near the current 
forward prices as listed on the NYMEX, for the ISO-NE Internal Hub.  Additionally, 
since the swap contract is for a specified notional quantity each month, there should be no 
risk associated with loads.   
 
In comparison, there will be an expected premium in the FRS contract because of the 
following supplier risks associated with the contract: 

1. Actual load volume uncertainty that is served by the Supplier due to 
weather & migration; 

2. Day Ahead and Real Time price imbalances on the actual loads versus the 
Day Ahead bid loads; 

3. Actual Capacity requirements and imbalances; 
4. Ancillary service cost uncertainty. 

 
The Company believes that the premiums associated with FRS contracts awarded closer 
to the delivery period would be smaller than those associated with FRS contracts that are 
awarded for time periods that do not start delivery for over a year.  By entering into the 
financial swap contract now the Company in effect is delaying entering into the FRS 
contract by approximately 6 months with very limited price risk to the customer.   
 
 

Prepared by or under the supervision of:  Alan P. Smithling 
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Request: 
 
Referencing Commission Data Response 1-10 (Supplemental), the Company stated, “The 
current at-the-money premium could be approximately 25% over current energy prices.”  
Please indicate whether there is a range of premiums and provide support for the 25% 
figure. 
 
Response: 
 
The 25% figure was an indicative price received directly from a marketer in the 
commodity business.  In order to supplement this information and to obtain a range of 
premiums, the Company would need to contact other marketers to get additional 
estimates.  
 
 

Prepared by or under the supervision of:  Alan P. Smithling 
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Request: 
 
Referencing Commission Data Response 1-10 (Supplemental), please provide 
justification/support for the statement that “It would take an additional three weeks to 
issue and award an option contract as compared to a swap contract.” 
 
Response: 
 

It would take an additional three weeks for the Company to be in a position to issue 
and award an option contract.  During this three week period, the Company would 
have to complete the following: 
-        Develop the solicitation document and the corresponding transaction confirmation 

which would contain the proposed structure of the call option.  This activity 
would take the majority of the three week period because of two major 
constraints: (1) the limited amount of energy that can be transacted within any 
single call option due the illiquid nature of the option market and (2) the 
availability of only on-peak power for a call option, in which case the Company 
would have to find another hedging instrument to lock in off-peak power prices 
for the Small Customer group.  

-        internal market and credit risk review of the transaction 
-        appropriate departmental and senior management approvals 
-        contact several brokers to review structuring alternatives for the transaction 
-        obtain indicative pricing for the transaction. 

 
 
 

Prepared by or under the supervision of:  Alan P. Smithling 
 




