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L INTRODUCTION

1. By this Order, the Public Service Commission of the District of Columbia
(“Commission”) approves and adopts, in part and subject to the modifications discussed
in this Order, the recommendations contained in the Report of the Retail Competition
Working Group Regarding Customer Deposits and Bonding Issues (“Deposits and
Bonding Report”) filed on October 16, 2000 by the Retail Competition Working Group
(“Working Group”).! The Commission also grants the Motion to Accept Out-of-Time
Petition to Intervene, and the Petition to Intervene of NewEnergy, Inc. (“NewEnergy”)
filed on September 15, 2000. o

2. Upon review of the record of this proceeding, and after balancing the
interests of all parties to this case, the Commission finds that most of the
recommendations contained in the Deposits and Bonding Report, as discussed herein, are
fair, reasonable, and in the public interest. This Order establishes licensing standards and
operational standards for energy suppliers in the District of Columbia (“District”), which
help protect District consumers from certain potentially unscrupulous financial practices
of energy suppliers. At the same time, this Order reflects the Commission’s intent to
encourage new energy suppliers to compete in the District. Significant opportunities are
afforded residential and non-residential customers to participate fully in a competitive
electricity generation market. Importantly, the standards established by this Order do not
construct artificial barriers to entry for alternative energy suppliers that may seek to
participate in the District’s electricity market. For these and other reasons detailed more
fully in this Order, the Commission adopts and approves, in part and subject to the
modifications discussed in this Order, the recommendations contained in the Deposits
and Bonding Report.

II. PROCEDURAL HISTORY

3. On December 30, 1999, the Commission approved, in Order No. 11576,
the Joint Motion For Approval of Non-Unanimous Agreement of Stipulation and Full
Settlement (“Joint Motion™) and the Non-Unanimous Agreement of Stipulation and Full
Settlement (“Settlement Agreement”) that were filed by the Potomac Electric Power
Company (“PEPCO”) and the following signatory parties: General Services
Administration (“GSA”); Washington Metropolitan Area Transit Authority
(“WMATA”); Apartment and Office Building Association of Metropolitan Washington
(“AOBA”); International Brotherhood of Electrical Workers (“IBEW™); and Washington
Gas Light Company (“Washington Gas™). The Office of the People’s Counsel (“OPC”)
and the District of Columbia Consumer Utility Board (“CUB”) opposed the Settlement
Agreement and, therefore, declined to sign it. Although the District of Columbia

! The Deposits and Bonding Report is attached to this Order as Appendix A.
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Govemment (“DCG”) initially opposed the Settlement, DCG subsequently agreed to the
settlement.’

4, Order No. 11576 approved the full settlement of Phase P in Formal Case
No. 945 and directed the parties to this proceeding to establish the Working Group to
make recommendations to the Commlssmn regarding the steps required to implement
retail competition in the District.* The Working Group participants are: PEPCO; GSA;
WMATA; AOBA; IBEW; Washington Gas; OPC; DCG; the District of Columbia
Energy Office (“DCEO”); CUB; FirstEnergy Services Corp. (“FirstEnergy™); and the
District of Columbia Water and Sewer Authority (“DCWASA”) (collectively, all
Working Group participants are “Parties™).

5. On February 8, 2000, the Working Group submitted to the Commission a
proposed list of issues, procedures to address those issues, and an implementation
schedule. By Order No. 11637, dated March 20, 2000 (and the subsequent Errata thereto,
- Order No. 11642, dated March 21, 2000), the Commission adopted, with modifications,

these issues and the recommended procedural schedule. The Working Group filed its
Report (“Working Group Report”) with the Commission on May 23, 2000. Because the
Working Group was unable to reach consensus on all of the issues, the Parties were
directed to file initial comments on contested issues by May 31, 2000, and reply
comments by June 7, 2000.° Certain Parties, in response to Commission Order No.
11704, dated June 8, 2000, also filed, on June 9 2000, comments on the necessity of
holding a hearing on the non-consensus issues.® Pursuant to Commission Order No.
11711, issued on June 13, 2000 the Parties were permitted to file a final round of
comments on June 23, 2000,” and the Commission held an informal hearing on the non-
consensus issues on June 30, 2000. During the hearing, the Commission requested the
Parties to file comments on several discrete non-consensus issues by July 7, 2000.2

2 See the PEPCO and DCG November 24, 1999 Letter to the Commission.

E The Commission's approval of the Settlement Agreement allowed PEPCO to proceed with.
divesting certain of its generating assets.

*  Order No. 11576 at 68-69.

3 | The following Parties filed initial comntents on May 31, 2000: PEPCO' OPC; AOBA;

FirstEnergy; Washington Gas; DCG; and DCEO; and the following Parties ﬁled reply comments on June 7,
2000: PEPCO; OPC; Washington Gas; FirstEnergy; and DCG.

6 On June 9, 2000 PEPCO filed comments on behalf of itself, FirstEnergy, Washington Gas,
AOBA, WMATA, DCG, and IBEW on this issue; and OPC filed separate comments, also on June 9, 2000,
as to the need for a hearing.

7 PEPCO filed additional comments on June 23, 2000.
8 PEPCO, DCG, OPC and FirstEnergy filed comments on these discrete non-consensus issues on

July 7, 2000. DCWASA filed comments on July 10, 2000 on issues for which the Working Group has not
yet completed its discussions. OPC subsequently responded to DCWASA on July 20, 2000.
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6. On September 18, 2000 in Order No. 11796, the Commission approved
and adopted, with modifications, the Working Group Report. Order No. 11796
established standards regarding electric consumer protection, licensing to supply
electricity, a form of application for a license to supply electricity, a supplier coordination
agreement, an electronic data interchange trading partner agreement, and a scheduling
coordinator designation form. In Order No. 11796, the Commission also directed the
Working Group to hold further d1scussmns on several topics, including customer deposits
held by hcensed electricity suppliers’ and bonding in connection with electricity supplier
licenses.'” On October 16, 2000, the Working Group filed the Deposits and Bonding
Report with the Commission, containing recommendations on those issues. In addition,
OPC, FirstEnergy, and NewEnergy each separately filed comments regarding the
Deposits and Bondmg Report

III. ISSUES ARISING FROM THE DEPOSITS AND BONDING REPORT
. \ . (.
A. Customer Deposits

1. Background

7. In Order No. 11796, the Commission ordered that a deposit required of a
residential customer should not exceed the lesser of $100 or twice the maximum bill
incurred over a twelve-month period.'> We expressed concern that small commercial
customers may not have the same amount of negotiating power as large commercial
entities, and as such, the Commission found that “[s]Jmall commercial customers shall be
accorded the same.de s1t protection as those proposed by the Working Group for
residential customers.”” In addition, we requested that the Working Groug prov1de
recommendations regardlng the manner in which deposits should be processed.’

9 Order No. 11796 § 57.
10 Order No. 11796 11 167-75.

n NewEnergy Comments, filed on October 20, 2000; OPC Comments, filed on October 24, 2000
and FirstEnergy Comments, filed on October 24, 2000.

12 Order No. 11796  56.
13 Order No. 11796 § 57.

14 Id
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o 2. Parties’ Positions

8. In the Deposits and Bonding Report, the Working Group recommends that
it would not be appropriate to impose a $100 cap on deposits from small commercial
customers.!> The Working Group asserts that there is a great disparity between the level
of usage by small commercial customers, makmg it impossible to have a “one-size fits
all” limit on all commercial customer deposits.'® Accordingly, instead of recommending
* the same treatment for small commercial customers as residential customers, the Working
Group recommends that small commercial deposits shall not “exceed the lesser of twice
the estimated maximum monthly production and transmission portion of the customer’s
bill over twelve (12) months or, if applicable, the maximum monthly production and
transmission portion of the customer’s bill over the prior twelve (12) months,” and
residential dep051ts shall not “exceed the lesser of one hundred dollars or twice the
estimated maximum monthly production and transmission portion of the customer’s bill
over twelve (12) months. =17 R

9. - The Working Group also made recommendations regarding the policy for
PEPCO refunds of residential and small commercial customer deposits. The Working
Group recommends that PEPCO should refund the production and transmission portion
of a residential or small commercial customer’s deposit after the customer begins taking
service from another supplier.'® Under this proposal, PEPCO would retain the portion of
the deposit that is attributable to PEPCO’s distribution charge."”

3.  Commission Decision

10. The Commission rejects the Working Group’s recommendation to treat
small commercial customers differently than residential customers. In Attachment A of
Order No. 11796, small commercial customers are defined as “those customers served
under PEPCO Rate Schedule DC-GS or DC-GS-3A, as proposed by PEPCO in Formal

- Case No. 945, subject to any revisions made to those tariff sheets by the Commission.™

Rate schedules DC-GS and DC-GS-3A are generaily limited to cusiomers whose
maximum 30-minute demand is less than 100 KW. Thus, there is a maximum demand
limit to be qualified as a small commercial customer. Because of this, we reject the
reasomng of the Working Group that there is a great dlspanty among the levels of use of

13 Deposits and Bonding Report at 2-3.
% g

Deposits and Bonding Report at v3.
18 Deposits and Bonding Report at 4.
19 Id

0 Order No. 11796, Attachment A at 5.
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small commercial customers. Further, the Commission finds that small commercial
customers will require protection because of their relative lack of bargaining power.
Therefore, we reiterate the requirement, which we adopted in Order No. 11796, to impose-
the same deposit cap that applies to residential customers on small commercial customers
as well.

The Working Group’s recommendations also change the residential customer
deposit limitation language to make it applicable only to the production and transmission
portion of customers’ bills. In addition, the Commission accepts and adopts the Working
Group’s recommendations regarding the policy for refunding residential and small
commercial customers’ deposits held by PEPCO. The recommendation fairly allocates
such deposits among the entities that bear the risk of customer defaults. Therefore, the
Commission finds that the Working Group’s recommendation on this matter is in the
public interest. '

B. Bonding Requirements S N AT

1. Background

11.  In Order No. 11796, we adopted an Interim Application for License to
Supply Electricity or Electric Generation Services to the Public in the District of
Columbia (“Interim License Application”)” and Interim Licensing Standards of the
District of Columbia (“Interim Licensing Standards”).” Under the Interim License
Application and Interim Licensing Standards, we review each application for an
electricity supplier license on a case-by-case basis to determine whether the applicant will
be required to provide a bond.?* If the Commission determines that a bond is required,
the amount of the bond would be set at a fixed amount of $50,000.2° Further, we found
that mandatory bonding for all electricity suppliers is not in the public interest because it
could Serve as an artificial market entry barrier to smaller and newer suppliers in the
District. :

" 12.  In addition, we limited the purposes for which any bond is ,requife.d to
cover the purpose of “assurance of financial integrity, includin% deposits and
prepayments.”2 We declined to allow any required bond to cover taxes.’

A See Order No. 11796 1 57.

2 See Attachment B to Order No. 11796.

B See Attachment B to Order No. 11796.

# ° See Attachment B to Order No. 11796 at Item No. 15.

» See Id. and Order No. 11796 § 174 (Commission ordered bond level to be set at $50,000 on
interim basis). : ‘ , v

% Order No. 11796 § 167.

z Order No. 11796 § 171.
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13.  In order for the Commission to create final bonding standards, we ordered
the Working Group to recommend “bonding standards that provide us the flexibility and
discretion necessary to make case-by-case assessments on a comprehensive and impartial
basis.”” We also ordered the Working Group to recommend “bond amounts, including
the possibility of a sliding scale mechanism for bonds or other surety amounts based upon
applicant revenues or some other index.”® Finally, we stated that the Working Group
could also propose “additional specific consumer protection type purposes [other than
financial %rlltegrity, customer deposits and prepayments] for which the bond may be
required.” :

2. Parties’ Positions

14.  The Deposits and Bonding Report included recommended revisions to the
Interim License Application in Attachments A and B and revisions to the Interim
Licensing Standards in Attachment C. In the Deposits and Bonding Report and its
attachments, the Working Group recommends the provision of two separate bonds.

15.  One bond would be provided by certain applicants as evidence of financial
integrity (“Integrity Bond”).*? Applicants that could not provide certain enumerated types
of evidence of financial integrity, as listed in the Required Documentation of Financial
Integrity section of the Interim License Application, would be required to provide the
Integrity Bond.®> On the other hand, those applicants that could provide such evidence
would not be required to provide the Integrity Bond3* The Working Group also
recommends that an applicant may request that it be permitted to provide an Integrity
Bond the in lieu of providing the enumerated evidence of financial integrity listed in the
Required Documentation of Financial Integrity section of the Interim License Application
(Section 14).3°

16.  For those applicants that must provide the Integrity Bond, the Working
Group recommends that the Integrity Bond be in an initial amount of $50,000, except that .

28 d

» Order No. 11796 § 174.

30 d

31 Id '

2 Deposits and Bonding Report, Attachment B at section 15, and Attachment C at section I1.
3 Deposits and Bonding Report, Attachment C at section I.1.a and I1.2.

34 Id »

3 Deposits and Bonding Report, Attachment A.
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the initial amount would be $10,000 for brokers and aggregators that do not take title to
electricity.®*®* The Working Group recommends this lower amount for such brokers and
aggregators because they restrict their activities to arranging contracts between customers
and electricity generators, and thus, there is less risk that their activities could result in
financial harm to consumers.’ In addition, the Working Group agreed that the
Commission may wish to modify the initial $50,000 amount of the Integrity Bond
provided by a suppher depending upon the electricity supplier’s performance within the
District marketplace.’® The Working Group also agreed that a supplier that provides an
Integrity Bond should be able to ask the Commission to waive its Integnty Bond, and to
return the previously posted bond, if, after two years of operation in the District, the
supplier can demonstrate a record of continuous and high-quality service.® However, the
Working Group disagreed on whether and to what extent the initial amount of a
suppller s Integrity Bond should be adjusted following six months of operations in the
District.** Some Parties to the Working Group submitted separate comments on this and
related 1 lssues, as discussed below. ‘

17.  In addition to-the Integnty Bond, the Working Group recommends that the
Commission require that a separate bond, in an initial amount of $50,000, be provided by
those applicants that intend to accept customer deposits or prepayments from residential
and small commercial customers (“Customer Payments Bond”).* Further, the Working
Group recommends that the amount of the Customer Payments Bond be periodically
adjusted to ensure that it covers the actual amount of deposits or prepayments held by the
suppher *2 The Working Group proposes a series of certifications and updates, and
review of those certifications and updates by the Commission, to effectuate adjustments
to the amount of the Customer Payments Bond provided by the supplier.*

18. OPC filed comments on the non-consensus issue of the Deposits and
Bonding Report, namely, the amount of the Integrity Bond beginning six months after the
initial bond is posted. OPC recommends that after the initial six-month period, electricity
suppliers with revenues from residential and small commercial customers in the District
of less than or equal to $2,000,000 should post an Integrity Bond of $150,000 and
electricity suppliers with revenues from those District customers in excess of $2,000,000

% Deposits and Bonding Report, Attachment C at section IL3.a.

7 Deposits and Bonding Report at 5.

3 Deposits and Bending Report at 8.

3 Deposits and Bortding Report, Attachment C at section IL.1.c.

40 Deposite and Bonding Report at 7-8 and Attachment C at section IL3.b.

“ Deposits and Bonding Report, AttachmentB at section 15 and Attachment C at section I.
2 Deposits and Bonding Report, Attachment C at section 1.3. and 1.4.

43 I d.
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should post an Integrity Bond of no more than $250,000.4 OPC asserts that $50,000 is.
wholly inadequate to protect consumers. ' :

19. Additionally, OPC submitted a few clarifications regarding certain other
portions of the Deposits and Bonding Report, which do not affect OPC’s support for that
report.*> While OPC supports an applicant’s right to elect to submit an Integrity Bond in
lieu of providing financial documentation, OPC notes that this provision in the Deposits
and Bonding Report is not intended to circumscribe the Commission’s authority to
require such documentation in these circumstances in addition to the Integrity Bond.*¢
OPC observes that the acknowledgment, in the Deposits and Bonding Report, that certain
electricity supplier information may require “appropriate confidentiality protections”47 is
not intended to act as a presumption as to the confidential nature of information provided
in the Interim License Applica’(ion.48 Finally, OPC recommends that, in lieu of placing
the entire burden for verification of suppliers’ collected prepayment and/or deposit
amounts upon the Commission’s Accounting Division, the - Commission consider
requiring each sugplier to have such collection statements certified by a certified public
account (“CPA™).Y |

20.  FirstEnergy also filed comments on the amount of the Integrity Bond
beginning six months after the bond is posted. Although FirstEnergy is receptive to a
variable bond amount, it asserts that basing the amount of the bond on the revenues that
the electricity supplier receives from operations in the District is fundamentally unfair
because it penalizes those electricity suppliers that participate and compete most actively
in the District.®® FirstEnergy claims that the relatively smaller size of the market in the
District, when compared to neighboring states, justifies a relatively smaller bond in the
District.’! Moreover, FirstEnergy explains that the Customer Deposits Bond, which
increases as more deposits and prepayments are accepted, adequately protects consumers,
without having to increase the amount of the Integrity Bond after six months.*
FirstEnergy also argues that the best protection against unscrupulous electricity suppliers
is the reporting protocol regarding supplier defaults to the PIM Interconnection LLC,

“ OPC Comments at2.

“  OPC Comments at 5-6.

4% OPC Comments at 5.

47 I d.

* OPC Comments at 6.

49 d

50 FirstEnergy Comments at 2.
3 FirstEnergy Comments at 3.‘

52 d
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which would alert the Commission to problems regarding an electricity supplier in other
PIM states so that the Commission could adjust the size of the bond in the District to

protect District consumers. 53

21.  NewEnergy also filed comments on the amount of the Integrity Bond
beginning six months after the bond is posted. NewEnergy, like FirstEnergy, claims that
the relatively smaller size of the market in the District, when compared to neighboring
states (i.e., Pennsylvama, New Jersey and Maryland), justifies a relatively smaller bond
in the Dlstnct NewEnergy also asserts that basing the amount of the bond on the size
of the electricity suppliers’ customer base in the District penalizes those electricity
suppliers that participate and compete most actively in the District.>® In addition,
NewEnergy stresses that the imposition of higher bond amounts erects another barrier to
entry into the market.>

3. Commission Decision

22. The Commission accepts and adopts, with the modifications described
below, the Working Group’s recommendation for two separate bonds. The Commission
finds that the Working Group’s recommendations, as modified, provide the Commission
with reasonable standards to determine when bonds will be required and the amount of
any such bonds, while maintaining the Commission’s flexibility to review each
applicant’s financial integrity on a case-by-case basis to ensure the financial integrity of
an applicant and to protect the District’s consumers. Moreover, the Commission finds
that, by providing two different bonds, the Commission can better protect consumers
from potentially unscrupulous suppliers, while still inhibiting the formation of potential
barriers to entry into the District’s electricity supply market. Thus, the Commission finds
the Working Group’s recommendations on bonding, with certain modifications discussed
below and reflected in Attachments A, B and C of this Order, to be in the public interest
and, the Commission orders that Sections 14 and 15 of the Interim License Application
be replaced with the language contained in Attachments A and B of this Order and that
the Interim Licensing Standards be modified to add the language contamed in Attachment.
C of this Order.

a. Integrity Bond |

.23. Regarding the Integrity Bond, the Commission accepts and adopts the
Working Group’s Recommendations, with some modifications. In general, the

5 FlrstEnergy Comments at 5. The District is within the control area of a regional operating system,
the PJM Independent System Operator, which includes Pennsylvania, New Jersey, Maryland, the District of
Columbia, Delaware and part of Virginia.

4 NewEnergy Comments at 1.

3 NewEnergy Comments at 1.

% NewEnergy Comments at 1.
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Commission finds that the Integrity Bond will provide useful evidence of an applicant’s
financial integrity. It is vital to the public interest that only those applicants which meet
the financial integrity standards established by this Order be allowed to provide
electricity supply services to District consumers.

24.  Specifically, the Commission accepts and adopts the Working Group’s
recommendation to set the amount of an Integrity Bond initially provided by the
applicant at (a) $10,000 for brokers and aggregators, and (b) $50,000 for all other
electricity suppliers. The Commission finds that $50,000 provides an adequate measure
of financial integrity and that, as discussed below and as asserted by FirstEnergy, the
separate Customer Payments Bond provides protection for consumers that provide
deposits or prepayments to their electricity supplier in advance of receiving any
electricity service. In making these findings, the Commission recognizes that $50,000 is
a lower threshold than in some other states, such as Pennsylvania, New Jersey and
Maryland. Nonetheless, the Commission finds that because the District has fewer
customers than those other states, the maximum possible damages subject to the bond
would likely be lower. Moreover, the Commission finds that a higher bond amount
would be a potential barrier to electricity suppliers. Given the lower numbers of
customers in the District compared to these other states, such potential barriers must be
carefully assessed in order to ensure that consumers both benefit from competition and
simultaneously are protected by an appropriate bond. As to brokers and aggregators,
$10,000 is an appropriate level. These suppliers do not take title to the electricity; they
. are simply facilitators of the sale of power. Thus, their activities are less likely to
adversely impact District consumers. The Commission finds, upon balancing these
factors, that $50,000 and $10,000 are appropriate initial amounts for the Integrity Bond
and that the public interest is best served at these levels. :

25. The Working Group failed to reach consensus regarding whether the
amount of an Integrity Bond should be updated and increased six months after the initial
Integrity Bond is posted, based on revenues received by the electricity supplier from
District customers. The Commission finds that $50,000 and $10,000 for supplier and
brokers/aggregators respectively, are appropriate amotints for an Integrity Bond. Thus,
the Commission declines to order an increase in the amount of an Integrity Bond after six
months.

26. The Commission agrees with the consensus position of the Working
Group that the Commission may review the appropriateness of the amount of an Integrity
Bond. The Commission, in its sole discretion, will determine whether or not to evaluate
the amount of an Integrity Bond in light of the changing conditions of the District’s
electricity market at that time, and considering the past experience of the Commission
and consumers with the electricity supplier. The Commission may request such.
information from the electricity supplier as may be necessary to make this evaluation.
Thus, the Commission finds that it is in the public interest to review, as it deems
necessary, the amount of an Integrity Bond, in accordance with the standards set forth in
Section II.3.b. of Attachment C to this Order. We also agree with OPC and find that,
while truly confidential information should be protected in the process of evaluating the




Order No. 11862 : Page 11

amount of an electricity supplier’s Integrity Bond, information submitted to the
Commission will only be treated confidentially, if the Commission determines to allow
such treatment, based on the electricity supplier’s written request and justification of such
treatment.

27.  Regarding which applicants must provide an Integrity Bond, the
Commission accepts and adopts the Working Group’s recommendation that the Integrity
Bond should not be required if an applicant provides adequate evidence of its financial
integrity. In cases in which such evidence is provided, requiring a bond as well would
constitute unnecessarily duplicative evidence of financial integrity. We would not want
to adopt a requirement, especially an unnecessary one, that might discourage alternative
suppliers from entering the District’s retail electricity market. Moreover, as discussed
below, the separate Customer Payments Bond should provide adequate protection for
consumers that provide deposits or prepayments to their supplier in advance of receiving
any electricity service. Thus, the Commission orders that applicants who provide
adequate evidence of financial integrity, which in the Commission’s opinion satisfies the
standards set forth in Section II.2 of Attachment C to this Order, will not be required to
provide an Integrity Bond as part of their application.

28. In addition, the Commission accepts, with modifications, the Working
Group’s recommendations regarding the types of evidence of financial integrity that must
be submitted by applicants. Section 14 of the Interim License Application sets forth a list
of such evidence, and the Working Group modified that list by removing “statements of
cash flow” from the first and second items on the list. . The Commission finds, however,
that information regarding cash flow provides useful evidence of the ability of the

applicant to finance its electricity supply activities. Therefore, the Commission orders, as

reflected in Attachment A to this Order, that statements of cash flow be provided as a
 further step to assure the protection of the retail electricity consumers of the District who
may rely upon service from these electricity suppliers.

29.  The Working Group also has modified Section 14 of the Interim License.

Application by adding that an applicant may request that ii be permitted-to- provide an -

Integrity Bond in lieu of the financial documents listed in Section 14. The Commission
finds, however, that some basic information listed in Section 14 of the Interim
Application (including financial statements, organizational structure, evidence of general
liability insurance, and any guarantees that exist) must be provided in order to enable the
Commission to properly evaluate the applicant’s financial integrity. Moreover, the
Commission finds that it is relatively simple for any reputable business to provide such.
information. Finally, providing the Integrity Bond evidences financial integrity, but can
not replace the basic financial and organizational information about the applicant that is
needed to make an informed determination regarding financial integrity.  The
Commission’s mandate to protect the public interest supports our requirement that every
applicant submit this basic information. Thus, the Commission modifies the Working
Group’s recommendation, as reflected in Attachment A to this Order, to provide that an
applicant may request that an Integrity Bond be submitted in lieu of some items listed in
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Section 14, but all of the 1tems listed in Section 14 must be provided, to the extent they
are available.

30. The Working Group did not address the circumstances under which the
Integrity Bond could be foreclosed by the Commission. The Working Group did,
however, state that the Commission would provide a bond form to be used by applicants
to meet the Integrity Bond requirements. A bond form would address the terms of its
foreclosure, and therefore, the Commission finds, as reflected in the bond forms set forth
in Attachments D & E of this Order, that the Integrity Bond may be foreclosed by the
Commission upon the Commission’s presentation to the surety of an affidavit stating that
the Principal under the bond (i.e. the electricity supplier) has not satisfactorily performed
its obligations to a person or entity causing actual and direct damages to that person or
entity by reason of a breach of contract or violation of the District’s Retail Electric
Competition and Consumer Protection Act of 1999.57 In Order No. 11796, we stated that -
bond foreclosure requirements must be defined with some degree of specificity.’® In

accordance with that Order, we have narrowed circumstances of foreclosure of the . .

Integrity Bond to those instances where damages caused by the electricity supplier are
“actual and direct.” We intend for such language to exclude the types of damages that
are commonly referred to as incidental damages and as consequential damages. Thus, we
find that the bond forms in Attachments D and E of this Order are in the public interest,
and we order that all applicants who provide an Integrity Bond use the appropriate form
contained in either Attachment D or Attachment E of this Order. .

b. Customer Payments Bond

31.  Regarding the Customer Payments Bond, the Commission accepts and
adopts the Working Group’s recommendations with a few clarifications. In general, the
Commission finds that the Customer Payments Bond is an important protection for those
consumers that provide money to their electricity supplier in advance of receiving
electricity supply or as a deposit against future bills for supply from the supplier. We
find that District consumers must be assured that advance payments spent for electnmty
is protected.

- 32.  Specifically, the Commission accepts and adopts the Working Group’s
recommendation that any applicant that intends to, or that actually does, accept deposits
or prepayments from customers must provide a Customer Payments Bond in an initial
amount of $50,000.. The Commission finds that the amount of $50,000 is an adequate
measure of protection for consumers and that the amount of $50,000 is not too high to
discourage legitimate entities from entering and competing in the District’s market.
Further, the Commission finds that the Working Group’s recommended definitions of
“deposits” and “prepayments” are broad enough to capture all funds that a supplier may.
possess but which rightfully belong to the consumer. As such, the Commission orders
that all electricity suppliers that intend to, or that actually do, accept customer

7 D.C. Law 13-107.

8 Order No. 11796 § 169-71.
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prepayments and/or deposits will be required to provide the Commission witha Customer
Payments Bond using the form contained in Attachment F of this Order and in
accordance with the standards set forth in Attachments B and C of this Order.

33. In addition, the Commission accepts and adopts the Working Group’s
recommendation that the amount of the Customer Payments Bond be periodically
adjusted to ensure that it covers the actual amount of deposits or prepayments held by the
supplier, and that a series of certifications and updates, and review of those certifications
and updates by the Commission, be used to effectuate adjustments to the amount of the
Customer Payments Bond, as set forth in Attachment C of this Order. Such updating of
the Customer Payments Bond amount is an appropriate safeguard to assure consumers
that their deposits will be refunded in accordance with the agreement between the
supplier and the consumer. The Commission declines, however, to require review by a
Certified Public Accountant (“CPA”) of reports submitted by the electnclty suppliers in
conjunction with the updatmg process, as recommended by OPC.”® The Commission
finds that such CPA review may represent a significant cost to suppliers. Nevertheless;
the Commission reserves the right, as it deems necessary, to order an electricity supplier
to conduct a CPA review should conditions warrant such a review. Moreover, under the
language found in Attachment C of this Order, any Comm1ss1on audit would be
conducted at the Commission’s discretion. ’

34.  Finally, the Commission agrees with and adopts the Working Group’s
recommendation to limit the purpose of the Customer Payments Bond to protect deposits
and prepayments. We find that it is fair to suppliers that foreclosure of the Customer
Payments Bond be predicated upon the purpose for which it was provided. Thus, the
Commission decides that foreclosure of the Customer Payments Bond will only be
ordered to reimburse customers for their lost deposits and prepayments, as set forth in the
form of the Customer Payments Bond in Attachment F of this Order.

THEREFORE, THE COMMISSION ORDERS THAT:

35. - The Deposits and Bonding Report of the Working Group is hereby |
approved in part and adopted, with modifications as set forth in the body of this Order.

.36. The Motion to Accept Out-of-Time Petition to Intervene and the Petition
to Intervene of NewEnergy, Inc., filed on September 15, 2000, are granted.

37.  Small commercial customers shall be subject to the same deposit cap
requirements as residential customers

38.  The Commission reaffirms its decision, which is memorialized in Section
8-2 of Attachment A to Order No. 11796, to.treat small commercial customers the same
as residential customers with respect to deposit caps. Accordingly, the Commission
rejects the Working Group’s recommendation to treat small commercial customers
differently than residential customers.

¥ OPC Comments at 6.
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50. The Commission, in its sole discretion, may determine if all items listed
in Section 14 of Attachment A to this Order shall be required.

51. Foreclosure of an Integrity Bond shall be limited to those instances
where damages caused by the electricity supplier are “actual and direct.”

52. The Integrity Bond forms set forth in Attachments D and E to this Order
are approved.

53. Any electricity supplier applicant that intends to, or that actually does,
accept deposits and/or prepayments from customers must provide a Customer Payments
Bond in an initial amount of $50,000, which amount shall be periodically adjusted to
ensure that it covers the actual amount of deposits and/or prepayments.

54. The Customer Payments Bond set forth in Attachment F to this Order is
approved.
55. The Commission reserves the right to require an electricity supplier to

conduct a CPA review of the reports provided in the adjustment process of the amount of
a Customer Payments Bond.

56. Foreclosure of a Customer Payments Bond may only be for the purpose
of reimbursing customers for their lost deposits and/or prepayments to the electricity
supplier.

A TRUE COPY: BY THE DIRECTION OF THE
COMMISSION:
CHIEF CLERK JESSE P. CL

COMMISSI CRETARY
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14.

ATTACHMENT A

REQUIRED DOCUMENTATION OF FINANCIAL INTEGRITY:

Check that the documents listed below are attached to the Application.

The Applicant shall provide the most recent versions of the following documents to
the extent they are available:

a

Balance sheets, income statements and statements of cash flow for the two most
recent 12-month periods for which information is available. Audited financial
statements must be provided if they exist. In addition, the Applicant shall provide -
any available quarterly financial statements subsequent to the most recent annual
financial statements. :

In the event that a parent or other corporation or company has undertaken to -
guarantee the financial integrity of the Applicant, the Applicant must submit such
parent’s, other corporation’s or company’s balance sheet, income statement and
statement of cash flow, together with documentation of such guarantee to insure
the financial integrity of the Applicant. Audited financial statements must be
provided if they exist. In addition, the Applicant shall provide any available
quarterly financial statements subsequent to the most recent annual financial
statements. '

If the Applicant, parent, or other corporation or company has not been in
existence for at least two 12-month periods, it must provide balance sheets,
income statements and statements of cash flow for the life of the business.
Audited financial statements must be provided if they exist.

Organizational structure of the Applicant. Include. the Applicant’s parent,
affiliate(s), and subsidiary(ies), if applicable. ' .

Evidence of general liability insurance. .

If the Applicant has-engaged in the retail supply of electricity supply services in
any other jurisdiction, evidence that the Applicant is a licensed supplier in good
standing.

Credit reports or ratings prepared‘ by established credit bureaus or agencies
regarding the Applicant’s payment and credit history. "

A current long-term bond rating, or other senior debt rating.

Any other e\"idence of financial integrity such as an unused line of bank credit or
parent guarantee. ‘ _ : . '
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ATTACHMENT B

(Note: Underlining below is provided to hlghhght dlﬁ’erences between Integrity Bond
and Customer Payments Bond requirements.)

15. BONDING REQUIREMENTS

" Integrity Bond

An Applicant who cannot provide credible evidence that it meets the financial
integrity standards listed in Section II of the Bonding Requirements Addendum to this
Application must submit a bond on the form attached to this Application (“Integrity
Bond”). The Applicant, if licensed by the Commission as an electricity supplier, may be
required to update/revise this initial Integrity Bond, by revising the initial Integrity Bond
or posting an additional Integrity Bond, as set forth in Section II of the Bonding
Requirements Addendum to this Application.

However, an Applicant who can provide credible evidence that it meets the
financial integrity standards listed in Section II of the Bonding Requirements Addendum
to this Application will not be required to submit an Integrity Bond. (The Applicant may

still be required to submit a separate Customer Payments Bond, as discussed below.)

Customer Payments Bond

A separate bond on the appropriate form attached to this Application is mandatory
if an Applicant requires prepayments and/or deposits from residential or small
commercial customers (“Customer Payments Bond”). Please check one of the boxes
below to state whether you, the Applicant, intend to charge, collect, or hold prepayments
and/or deposits, as such terms are defined in the Bonding Requlrements Addendum
attached to this Application:

Q Applicant will not accept ‘prepayments or deposits from residential and small
commercial customers. '

Q Applicant intends to aiccept prepayments and/or deposits from residential and small
commercial customers. Applicant must comply with Bondmg Requirements
Addendum govermng the Customer Payments Bond.

Further details regarding the District of Columbia’s bonding requirements are
included in the Bonding Requirements Addendum attached to this Application.
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ATTACHMENT C

BONDING REQUIREMENTS ADDENDUM

L BOND REQUIREMENTS FOR ELECTRICITY SUPPLIERS CHARGING
OR COLLECTING DEPOSITS OR PREPAYMENTS (“CUSTOMER
PAYMENTS BOND”)

1. DEFINITION AND EXCLUSION

a. Any Electricity Supplier who charges or collects deposits or prepayments
from residential or small commercial consumers (as those terms are defined in the -
Commission’s Interim Licensing Standards and/or regulations) shall maintain a
bond or other form of acceptable financial instrument (“Customer Payments
Bond”) in an amount at least equal to the total amount of such deposits and
prepayments as specified in this section. The Customer Payments Bond is
required in addition to any Integrity Bond that may be required or submitted.

b. “Deposits” include all payments made by a consumer to an Electricity
Supplier to secure the Electricity Supplier against the consumer’s nonpayment or
default.

c. “Prepayments include all payments made by a consumer to an Electnclty
Supplier for services that have not been rendered at the time of payment.

) Where an Electricity Supplier charges for services based on a
quantity of electricity, such as a price per kilowatt/hour, then prepayments
include any payments for any quantity that has not been delivered to the
consumer at the time of payment.

(2) Where an Electricity Supplier charges for services based on a
period of time, such as charging a membership fee, initiation fee or other
fee for services for a time period, then prepayments include the amount of
the total charges collected by the Electricity Supplier for the period of time
less the prorated value of the period of time for which services have been
rendered _

(3)  Where an Electricity Supplier charges for services based on a
measure other than quantity of electricity delivered or a period of time, the .
Commission shall determine, on a case-by-case basis, whether the charges
involve a prepayment and the appropriate method of calculatmg the
required Customer Payments Bond.
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(4)  Prepayments do not include any funds received in advance of the

- services being rendered as a result of the consumer’s voluntary
participation in a budget billing or level billing plan by which the
consumer’s anticipated electrical costs are averaged over a period of time.

2. WHO MUST POST A CUSTOMER PAYMENTS BOND. Any Electricity
Supplier that states on its license application that it intends to charge deposits or
prepayments, or does in fact charge a deposit or prepayment, must post the Customer
Payments Bond, in addition to any Integrity Bond that may be required or submitted.
Any Electricity Supplier that states on its license application that it does not intend to
charge deposits or prepayments will not be required to post a Customer Payments Bond
or provide the certification described below. Any Electricity Supplier that actually ’
charges a deposit or prepayment without notifying the Commission within the required
30-day deadline, as provided below in paragraph 3 of Attachment C, and posting the
required Customer Payments Bond may be subject to suspension, revocation, or other
action against its license, as well as liable for restitution to any consumers who paid such
deposits or prepayments.

3. PROCEDURE FOR DETERMINING AMOUNT OF A CUSTOMER
PAYMENTS BOND

a. INITIAL BOND: Before accepting any deposits or prepayments, an
Electricity Supplier must (1) notify the Commission on its license application,
within 30 days of the change for an existing license holder, or by separate
communication, that it intends to begin charging deposits or prepayments, and (2)
post an initial Customer Payments Bond of $50,000.

b. SIX MONTH CERTIFICATION: Within six months after the initial bond
is posted, (1) the Electricity Supplier shall provide to the Commission (with
appropriate confidentiality protections), a certification, subject to review by the
Commission’s Accounting Division, of the amount of the deposits and
prepayments held by the Electricity Supplier and (2) a Customer Payments Bond
in the amount consistent with that certification.

C. ANNUAL CERTIFICATION: Annually thereafter, coinciding with the
annual update requirements of the Commission’s license application, the
Electricity Supplier shall provide to the Commission (with appropriate
confidentiality protections) (1) certification of the amount of the deposits and
prepayments held by the Electnc1ty Supplier, and (2) a Customer Payments Bond -
consistent with that amount. _

d. BI-ANNUAL UPDATES: Following submission of the first annual
update, the Electricity Supplier must provide to the Commission (1) a bi-annual
management report stating the amount of deposits and prepayments collected and
(2) an adjustment to the Customer Payments Bond in that amount.
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4. COMMISSION VERIFICATION. The Electricity Supplier shall provide
appropriate certification, at the intervals discussed in the above paragraphs, of funds
collected by an Electricity Supplier for prepayments and/or deposits. The Electricity
Supplier shall certify funds through a notarized statement, subject to verification by the
Commission’s Accounting Division at the Commission’s discretion. The statement and
any audit by the Accounting Division will verify collections and balances of prepayments
and deposits as of a specific date and whether the Electricity Supplier has appropnate
Customer Payments Bond coverage. The Commission reserves the right, in its sole
discretion, to order the Electricity Supplier to conduct a CPA review should conditions
warrant such a review.

5. - BOND FORM: BENEFICIARY, CLAIMS DISTRIBUTION. The Electricity
Supplier shall provide a Customer Payments Bond in the appropriate form attached to
this Bonding Requirements Addendum.

6. - COMPLIANCE INVESTIGATIONS. The Commission has the right to initiate
appropriate investigations if it determines an Electricity Supplier is collecting
prepayments and/or deposits from customers without appropriate Customer Payments
Bond coverage. The Commission will utilize appropriate legal remedies both to ,
investigate and/or enforce actions necessary to ensure suppliers have the appropriate
Customer Payments Bond.

IL. BOND REQUIREMENTS FOR FINANCIAL INTEGRITY (“INTEGRITY
BOND”)

1. DEFINITION AND EXCLUSION .
a. An Electnclty Supplier who can provide credible ev1dence that it meets

the standards listed in section 2 below will not be required to submit a bond
(“Integrity Bond”) to the Commission.

b. An Electricity Supplier who cannot provide credible evidence that it meets -~ -

the standards listed in section 2 below will be required to submit an initial

: Integrity Bond of $50,000, unless that Electricity Supplier is applying to provide
service as an Aggregator (as defined in the “Retail Electric Competition and
Consumer Protection Act of 1999 at Section 101(2) and as defined in the
Commission’s Interim Licensing Standards and/or regulations) who does not take
title to electricity or as a Broker (as defined in the “Retail Electric Competition
and Consumer Protection Act of 1999” at Section 101(7) and as defined in the
Commission’s Interim Licensing Standards and/or regulations), in which case a
$10,000 Integrity Bond will be required. This initial Integrity Bond is subjectto
the update requirements discussed below, except that aggregators who do not take
title and brokers will not be required to update the initial $10,000 Integrity Bond.

c. After continuously providing service in the District for two years, any -
Electricity Supplier who has submitted an Integrity Bond to the Commission in
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. compliance with these requirements to establish financial integrity may request

that the Commission return the previously posted Integrity Bond and waive the
requirement for a future bond based upon the Electricity Supplier’s demonstrated
record of continuous and high quality service in the District, without meaningful
substantiated consumer complaint, as determined by and in the opinion of the
Commission, and such other information as the Electricity Supplier may choose to
present to the Commission. The Commission may accept or reject this request
based on a review of information provided by the Electricity Supplier and such
other information as the Commission may deem appropriate. The Commission
retains the discretion to require an Integrity Bond of said Electricity Supplier at a
later date if the circumstances prompting the bond return, or waiver change, or if
the Commission otherwise deems the re-institution of an Integrity Bond to be =~
necessary and appropriate. Any Electricity Supplier charging, collecting or
holding deposits or prepayments may not request return of a current Customer
Payments Bond (as defined above) or waiver of the requirements for a future
Customer Payments Bond, unless and until the Electricity Suoplier returns the
deposits or prepayments to its customers or provides the services to wh1¢h the
prepayments applied. :

- WHO MUST POST AN INTEGRITY BOND

Any Electricity Supplier that can provide credible evidence that it meets the

following standards is not required to post an Integrity Bond in the District of Columbia:

a. A credit rating of BBB- or higher from a nationally-recognized credit
rating service;

b. A commercial paper rating of A2 or higher by Standard & Poor’s and/or
P2 or higher by Moody’s, or similar rating by another nationally-recognized
rating service; v

Cc.  Anunused line of bank credit or parent guarantee deemed adequate by the K
Commission; and/or

d. Any other evidence of financial integrity that the Commission may deem

appropriate.

Any Electricity Supplier that cannot provide credible evidence that it meets the

above standards must provide the Commission with an Integrity Bond.

3.

PROCEDURE FOR DETERMINING AMOUNT OF AN INTEGRITY BOND

a. INITIAL INTEGRITY BOND: Any Electricity Supplier that cannot meet
the above criteria for financial integrity, and that is not applying to provide

service as an aggregator, that does not take title to electricity or a broker, must
post an initial Integrity Bond of $50,000. If the Electricity Supplier is applying to
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provide service as an Aggregator that does not take title to electricity or as a
Broker, the required Integrity Bond amount is $10,000. 3

b. FUTURE UPDATES: The Commission, in its sole discretion, will
determine whether or not to evaluate the overall appropriateness of the amount of
an Integrity Bond in light of the changing conditions of the electricity market at
the time of the update and considering the past experience of the Commission and
consumers with the Electricity Supplier. The Commission may request such
information from the Electricity Suppher as may be necessary to make its
evaluation.

4. COMMISSION VERIFICATION. The Electricity Supplier shall provide
appropriate certification at the intervals discussed in the above paragraphs. The
Commission may request such information from the Electricity Supplier as is necessary
to verify the accuracy of the notarized statements at any time.

5. BOND FORM: BENEFICIARY, CLAIMS, DISTRIBUTION. The Electricity
Supplier shall provide an Integrity Bond on the appropriate form attached to this Bondmg
Requirements Addendum.

6. COMPLIANCE INVESTIGATIONS. The Commission has the right to initiate
appropriate investigations if it has reason to believe that an Electricity Supplier may be
providing service without appropriate Integrity Bond coverage. The Commission will
utilize appropriate legal remedies both to investigate and/or enforce actions necessary to
ensure that Electricity Suppliers have the appropriate Integrity Bond.
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ATTACHMENT D - FORM OF INTEGRITY BOND
SURETY BOND

Bond No.
DISTRICT OF COLUMBIA

KNOW ALL PEOPLE BY THIS DOCUMENT, that we

hereinafter referred as to the Principal, with principal offices and place of business v
respectively located at and
' , a corporation '
organized and existing under the laws of the State of , and
authorized to do business in the District of Columbia, hereinafter referred to as Surety,

are held and firmly bound unto the Public Service Commission of the District of
Columbia, as obligee for the use and benefit of all persons establishipg legal rights _
hereinunder, in the sum of FIFTY THOUSAND AND NO/100($50,000) lawful money of
the United States of America, to the payments of which sum, well and truly to be made,

- we bind ourselves, our heirs, executors, administrators, successors, and assigns, jointly,
severally, and firmly by this document. :

WHEREAS, the Principal has made application to the Public Service Commission of the
District of Columbia for a license to provide electric service to retail customers in the
District of Columbia, and

WHEREAS, pursuant to the Retail Electric Competition and Consumer Protection Act of
1999, D.C. Law 13-107, Section 103, the Public Service Commission of the District of
Columbia is authorized to require the Principal to maintain a bond in order to provide
retail electric service. '

NOW, THEREFORE, if the Principal shall faithfully and truly fulfill all of its service or
product contracts and other coniractual commitments to deliver retail electric services,
and not file for bankruptcy or for similar protection under law, then this obligation shall
be void, otherwise to remain in full force and effect as security for the use of the Public
Service Commission of the District of Columbia or of any person or entity, who after
entering into a service or product contract or third party supplier agreement for service in
the District of Columbia with the above named Principal is actually and directly damaged
or suffers any actual or direct loss by reason of failure of service or by other breach or
bankruptcy by this Principal.

The aggregate liability of the Surety is limited to the foregoing sum which
sum shall be reduced by any payment made in good faith hereunder.

The term of this bond is for the period beginning and
terminating , and may be continued for an annual period by a
Continuation Certificate signed by the Principal and Surety, a copy of
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which must be served by registered mail upon the Secretary of the Public
Service Commission of the District of Columbia. :

In order to draw funds on this Bond, the Secretary of the Public
Service Commission of the District of Columbia shall present the
following document to the Surety, and attach thereto
documentation in support thereof:

SIGNED, SEALED AND DATED this day of

Notary Seal

Affidavit sworn to and signed by the Secretary of the
Public Service Commission of the District of Columbia,
stating that at its public agenda meeting of

, the Public Service

Commission of the District of Columbia determined that
has not

satisfactorily performed its obligations to a person or entity,
who has been suffered actual and direct damages or loss in
a specific amount by means of failure, or by reason of
breach of contract or violation of the Retail Electric
Competition and Consumer Protection Act of 1999, D.C.
Law 13-107 and/or regulations, rules or standards
promulgated pursuant thereto.

Page 24

Principal

By:

Address of Surety

By:
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ATTATCHMENT E — FORM OF INTEGRITY BOND
FOR AGGREGATORS AND BROKERS

SURETY BOND

_ Bond No.
DISTRICT OF COLUMBIA '

KNOW ALL PEOPLE BY THIS DOCUMENT, that we
hereinafter referred as to the Principal, with principal offices and place of business
respectively located at ‘ : and
,  corporation
organized and existing under the laws of the State of ' , and
authorized to do business in the District of Columbia, hereinafter referred to as Surety,
are held and firmly bound unto the Public Service Commission of the District of
Columbia, as obligee for the use and benefit of all persons establishing legal rights
hereinunder, in the sum of TEN THOUSAND AND NO/100($10,000) lawful money of

- the United States of America, to the payments of which sum, well and truly to be made, -
we bind ourselves, our heirs, executors, administrators, successors, and assigns, jointly,
severally, and firmly by this document. '

WHEREAS, the Principal has made application to the Public Service Commission of the
District of Columbia for a license to provide electric service to retail customers in the
District of Columbia, and '

WHEREAS, pursuant to the Retail Electric Competition and Consumer Protection Act of
1999, D.C. Law 13-107, Section 105, the Public Service Commission of the District of
Columbia is authorized to require the Principal to maintain a bond in order to provide
retail electric service.

NOW, THEREFORE, if the Principal shall faithfully and truly fulfill all of its service or
product contracts and other contractual commitments to deliver retail electric services,
and not file for bankruptcy or for similar protection under law, then this obligation shall
be void, otherwise to remain in full force and effect as security for the use of the Public
Service Commission of the District of Columbia or of any person or entity, who after
entering into a service or product contract or third party supplier agreement for service in
the District of Columbia with the above named Principal is actually and directly damaged
or suffers any actual or direct loss by reason of failure of service or by other breach or
bankruptcy by this Principal. '

The aggregate liability of the Surety is limited to the foregoing sum which
sum shall be reduced by any payment made in good faith hereunder.

The term of this bond is for the period beginning and _
terminating , and may be continued for an annual period by a
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Continuation Certificate signed by the Principal and Surety, a copy of
which must be served by registered mail upon the Secretary of the Public
Service Commission of the District of Columbia.

In order to draw funds on this Bond, the Secretary of the Public
Service Commission of the District of Columbia shall present the
following document to the Surety, and attach thereto
documentation in support thereof:

Affidavit sworn to and signed by the Secretary of the
Public Service Commission of the District of Columbia,
stating that at its public agenda meeting of

, the Public Service _
Commlsswn of the District of Columbia determined that

' has not

satisfactorily performed its obligations to a person or entitv,
who has been suffered actual and direct damages or loss in
a specific amount by means of failure, or by reason of
breach of contract or violation of the Retail Electric -
Competition and Consumer Protection Act of 1999, D.C.
Law 13-107 and/or regulations, rules or standards
promulgated pursuant thereto.

SIGNED, SEALED AND DATED this day of ___
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- Principal

By:

Surety

Address of Surety

By:

Notary Seal
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. ATTATCHMENT F — FORM OF CUSTOMER PAYMENTS BOND

SURETY BOND

Bond No.
DISTRICT OF COLUMBIA

KNOW ALL PEOPLE BY THIS DOCUMENT, that we -_
hereinafter referred as to the Principal, with principal offices and place of business
respectlvely located at and
, @ corporation
organized and existing under the laws of the State of , and
authorized to do business in the District of Columbia, hereinafter referred to as Surety,

are held and firmly bound unto the Public Service Commission of the District of
Columbia, as obligee for the use and benefit of all persons establishing legal rights
hereinunder, in the sum of FIFTY THOUSAND AND NO/100($50,000) lawful money of
- the United States of America, to the payments of which sum, well and truly to be made,
we bind ourselves, our heirs, executors, administrators, successors, and assigns, jointly,
severally, and firmly by this document.

WHEREAS, the Principal has made application to. the Public Service Commission of the
District of Columbia for a license to prov1de electric service to retail customers in the
District of Columbia, and '

WHEREAS, pursuant to the Retail Electric Competition and Consumer Protection Act of
1999, D.C. Law 13-107, Section 105, the Public Service Commission of the District of
Columbia is authorized to require the Principal to maintain a bond in order to provide
retail electric service.

NOW, THEREFORE, if the Principal shall faithfully and truly fulfill all of its service or -
product contracts and other contractual commitments to deliver retail electric services,
and not file for bankruptcy or for similar protection under law, then this obligation shall
be void, otherwise to remain in full force and effect as security for the use of the Public
Service Commission of the District of Columbia or of any person or entity, who after
entering into a service or product contract or third party supplier agreement for service in
the District of Columbia with the above named Principal is damaged or suffers any loss
‘of a deposit or prepayment (as such terms are defined in Attachment C of Order No,
of the Public Service Commission of the District of Columbia) by reason of failure of
service or by other breach or bankruptcy by this Principal.

The aggregate liability of the Surety is limited to the foregoing sum which
sum shall be reduced by any payment made in good faith hereunder.
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~ The term of this bond is for the period beginning and
terminating , and may be continued for an annual period by a
Continuation Certificate signed by the Principal and Surety, a copy of
which must be served by registered mail upon the Secretary of the Public
Service Commission of the District of Columbia.

In order to draw funds on this Bond, the Secretary of the Public
Service Commission of the District of Columbia shall present the
following document to the Surety, and attach thereto
documentation in support thereof:

Affidavit sworn to and signed by the Secretary of the -

Public Service Commission of the District of Columbia,

stating that at its public agenda meeting of

' _, the Public Service
Commission of the District of Columbia determined that

. has not

satisfactorily performed its obligations to a person or entity,
who has been suffered actual and direct damages or loss of
a deposit or prepayment (as such terms are defined in
Attachment C of Order No. ____ of the Public Service
Commission of the District of Columbia) in a specific
amount by means of failure, or by reason of breach of

_ contract or violation of the Retail Electric Competition and
Consumer Protection Act of 1999, D.C. Law 13-107 and/or
regulations, rules or standards promulgated pursuant
thereto.

SIGNED, SEALED AND DATED this ‘day of
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Principal

By:

Surety

Address of Surety

'By:

Notary Seal
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‘October 16, 2000

Mr. Jesse P. Clay, Jr.
Secretary
Public Service Commission

of the District of Columbia
1333 H Street, N.W.
2" Floor West Tower

Washington, D.C. 2000%

Dear Mr. Clay:

7

Formal Case No. 945
Phase II

On behalf of the Retail Competition Working Group,

enclosed for filing with the Commission in the above matter are
the original and fifteen (15) copies of the Report Of The Retail
Competition Working Group To The District Of Columbia Public

Service
‘Issues.

+

Commission Regarding - Customer Deposits And Bonding

If YOu have any questions, please call me.

Very truly yours,

s fi Wi

Paul H. Harrington

F

PHH/kdt 3

cc:
Enclosure : '

All Parties in Formal Case No. 945, Phase II
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October 16, 2000

REPORT OF THE
RETAIL COMPETITION WORKING GROUP
: TO THE
DISTRICT OF COLUMBIA PUBLIC SERVICE COMMISSION

REGARDING CUSTOMER DEPOSITS AND BONDING ISSUES

L PURPOSE OF THIS REPORT

. On September 18, .2000, the Public Service C§mmission ‘of the District of
Colurﬁbia (“Commission”) issued Order No. 11796 in Formal Case No. 945, Phase I In
Order No. 11796, the Commission exémiﬁed an earlier Report of the Retail Competition
Working foo_'up,.ﬁled in Formal Case No. 945, Phase II on May 23, 2000. In its Order,
the Comfhission adopted consensus recommendations- of tﬁe Working Group, and
decided most of the issues on which the Working Group’s membérs were unable to reach

~agreement.
In Order No. 1 1796, the Commission directed the Working Grqup o hold.
additional discussions on several topics. Two of those topics are addressed inv thxs

' Report: customer deposits, and bonding.

II. OVERVIEW OF DISCUSSIONS

The Working Group is pleased to report that it has reached agreement on all but

one of the issues 'that,the Com;_rﬁssion asked it to address. The one issue on which the




Working Group did notlfeach consensus is the s1ze of the bond that a supplier may i)e ‘
vreqﬁired to post with the Commission.es evidence of financial integrity. The Werking
Group iheludes salient information on this issue in this Report. The Workiﬁg Group also
decided that members interested in the issue sho_uid present the Commission with written
com_ments by close of business on Monday, chober 23, 2000.

| The following entities participated.‘ in the discussions leading to this .Report:
Apartment and Office Building Association of Met;opolitan Washihgton (“AOBA”); the
Association aﬁd Agency Consortium for Energy (“AACE”); the Consumer Utility Board
(“CUB™); District of Colufhbia Enefgy Office (“DCEO”); District of Columbia
Government (“DCG”); Energy. Services Management, Inc. (“ESM”); ‘FirstEnergy
Services Corp. (“FirstEnergy”); International Brotherhood | of Elecﬁ'ieal Workers
(“IBEW’); Mona Energy Partners, Inc._(“Mone”); New Energy, Inc. (“New Energy™);
the Office of People’vs Ceunsel (“OPC™); Potomac Electric Power Company (“Pepco™);

and Washington Gas Light Company (“Washington Gas”).

III. CUSTOMER DEPOSITS

The Working Group.'rec.o_n'n‘nendsbl that the Cbinnﬁésioﬂ adopt th‘eb fello-wing'
proppsed standards relating to the maximum deposit that electricity suppliers may charge
and collect from small commercial customers. While recognizing the Commission’s

concern that small commercial customers may not have the same amount of negotiating

leverage as large commercial cusfomers (Order No. 11796, p. 'il), the Working Group

! The reader should note that Washington Gas takes no position regarding the proposed standards relating
to the maximum deposits that may be charged and on the refunding of customers’ deposits.




believes it is not appropriate to impose a $100 caj) on deposits frém small commercial
customers. There is greét- disparity between the lev'el‘ of usage by small commercial
customers. While some may be small local grocers or merchants, others may be much
larger entities with greater electricity usage. This disparity makes it impossible to have a
“one-size fits all” limit on small commercial customer deposits. Therefore, the Working
Group recommends that the limit of $100 on deposits be applicable to residential

customers only.

A. Additions/Amendments to the‘.Evlectric Consumer Protecﬁon Standards

The Working Groﬁp proposes that the following be added to Section 8;2 of The
Electric Consumer Protection Standards (“ECPS”) as set forth in Attachment 1 to the
May 23, 2000 Report Of The Retail Competition Working Group and filed with ‘the
Commission in this proceeding. .. | -

(lj Change the first paragraph in Section 8-2 to stAte “A. No deposit for

residential electric service shall exceed the lesser of one hundred dollars or tyvice the

estimated maximum monthly production and transmission portion’ of the customer’s bill

over twelve (12) months. | | |

(3) Add the following as the second paragraph in Section 8-2: "1:3. .No déﬁosit
for small commercial electric service shall exceed the lesser of twice the estimated =
maximum monthly production and transmission portion of the customer’s bill over
twelve (12) months vor,}if appli;:able, the maximum monthly production and transmission

portion of the customer’s bill over the prior twelve (12) mon

2 Since Suppliers do not provide distribution services, deposit amounts for Suppliers should be lnmted to
the production and transmission portions of customers’ bills.




: B.. Réfﬁn_d_ing Portions of the Custoniers’ i)eposits

The Working Group recommex.lds.the Commission adopt the folliowing policy
| regarding refunding of residential and small éommeréial customer deposits if the
customer chooses to. iake service from an alternative supplier:

Pepco will refund the production and transmission portion of é residential or small
commercial customei"s deposit, net of the amount owed to Pepéo, after the cusfox'ner .
begins takinguproductioﬁ and transmission services from a"supplier other than Pepco.
The amount of the__réﬁmd vﬁll vary be customer inasmuch as the maximum monthly
usage of individixal customers differs. Pepco will retain that poftion of thg customer’s
deposit allocable to Pepco's distribution charge and refund to the customer the remaining
portion bbf the customer's deposit, Which represents ‘tl;e production and transmission
portion of the depogit. ’.'This is the procedure whicii Pepco has been following in

Maryland.

IV. = BONDING

The C__ommissibn directed the Working Group td discuss several issues felating fo
Bonding requirements fér Electricity Suppliers. . Page 59 of Order No. 11796 contains thé
Commission’s directive that the Working Group recOmmend “bonding stan&ards that
. provide us w1th the -ﬂexibilify and discretion necéssary to make case-by-case assessments
ona comprehensivé and impartial basis.” The Cqmmission further directed the Working
Group to address “bond amounts, including the possibility of a sliding scale mechanism

for bonds . . . based upon applicant revenues or some other index.” Id. The Commission




perrmtted the Working Group to propose addmonal “consumer protectlon type purposes
for which the bond may be requlred ” Id

In response to the directives and invitation, the Working Group met several times -
to discuss these issues. The Working Group has produced several documents, attached to
this Report, in fulfillment of the Commission’s-requirements.

‘Attachment A is a revised section 14 to the Electricity Supplier License
Applimﬁon. ‘The revised section 14 retains" ﬂle existing option for a Supplier to provide,
initially, a $50,000 bond in lieu of other evidence of financisl iﬁtegﬁ;y. The revised
section 14 also reduces that bond amount to $10,000, but‘ only for Brokers and
Aggregators that will not be taking title to electricity. The Working Group observes that
these classes of Electricity Suppliers do not take title to electricity, but restrict their
activities to arranging contracts bet§veei1 customers and other El’ectricity Suppliers.
Therefore, there is less risk that their activities could result in ﬁnancxalharm to
consumers. The Group aleo notes that Brokers and Aggreéators not taking title to
electricity may well be small in size and/or new participants in the market, to whom
| sizable bonding requirements would oonsfihxte significant barriers to entry. Such barriers
may be most significant to the customer-based aggregation programs provided for by the
Retail Electric Competition and Consumer Protection Act of 1999. E

Attachment B is a revised section 15 to the Electricity Suoplier License
Application. It sets forth the criterion that applicants that meet certain spec1ﬁed ﬁnanclal
integrity standards do not need to post a bond, unless the Applicant requires customer

deposits or prepayments. Under those circumstances, a bond will always be required, as .




shown in Attachment C, a Bonding Requirements Addendum for the Supplier Liceﬁse
Application. o |

In Attachment C, the Working Gfoup proposes stand_ards estabﬁshing when a
bond is required, and procedures for determining bond amounts. As noted above, the
- Working Group recemmends fhat an _Electrieity Supplier always post a bond if it intends
to charge customers deposits or prepaymenfe. The initial bond for ﬂiose purposes would
be $50,000. The Working Group further proposes a series of certiﬁc‘ations and updates,
and provides for review of those certlﬁcatlons and updates by the Commission’s
Accounting D1v1310n, to -ensure that bond amounts for a Supplier charging deposits or
prepayments are sufficient to cover the amount of deposits and prepayments held by the
Supplier.

A similar series of certlﬁcatxons and updates and Commission Accountmg
Division review, are. recommended for a Supplier that uses a bond as ev1dence of
ﬁnanclal integrity. The Working Group is cognizant of the fact that this recommendation
unposes possible additional dutles on the Accountmg D1v1smn, but believes the
recommended procedures best balance the concurrent needs of ensunng accountability
" and accuracy while minimizing market entry costs. - . | e

The Working Greup recomxhends that an Electricity Supplier that provides a bond
for financial integrity should be able to ask the Commission to reduce the s1ze o f its bond
if, after two yeaes of operation in the‘District of Columbia,‘ the Electicity Supplier can
demonstfﬁte a record of continuous and high-ﬁuality serVice. Howevee, an Electricity

Supplier that holds customer deposits and prepayments would not be entitled to a return




of the associated bond unless and until it returns thé deposits or prepayments or provides
the services for which the brepayfnehts were made. |
The Working Group did agree that fhe Commissioh should continue to require an

initial bond of $50,000 of Applicants that use é bond to demonstrate financial integﬁty.
However, the Working Group disagreed on whether and to what extent the bond amount
should be adjusted following six months of operations in the District by a Supplier. See
Attachment C, Séction I1.3.b. |

~ Members’ positions on this issue é.re bﬁéﬂy éfated'below. _As noted earlier, the
~ members that wish to provide more 'e'xtens‘iv¢ comment to the CoMssion shall do so, in
writing, by the close of busihess on Monday, October 23, 2000.

OPC recommends that Electricity Suppliers with revenues in the District 6f
Columbsia from residential and small‘ commercial customers of less than or equal to
$2,000,000 shduld post a bond of $150,000, and that Suppliers with rev'eniies‘ from those
customers in excess of $2,060,000 should post a bond of no ﬁbm than $250,000. OPC
believes that these amounts are necessary to afford meaningful protection to re_s_idential
and small business customers. OPC also believes that these levels are consistent with the
bond requirements in nearby. ]Lr'SdlCtIO'lS such as Penrcylvama and New .'crsev

New Energy and FirstEnergy propose the continuation of the $50 000 bond
-amount stated in Order No. 11796 for those Suppliers that do not meet or choose not to
utilize the other measures of financial mtegnty ‘While nearby jurisdictions have used
bond amounts consxstent W1th those proposed by OPC, New Energy and FirstEnergy
observe that the electricity markets in nearby states are much larger than those in |

Washington, D.C. Therefore, they believe that it is appropriate to scale the size of the




District of Columbia’s bond to the size of theA mmkég leédiﬁg to bond amounts no gréater
than $50,00Q. Pepco suppbrts the position set forth by Nvew'Energy énd FirstEnergy.

All members agree that the Commission may wish to increase or decrease the size
of the bond, depending upon the performance of the electricity supplier once it enteré the
District’s marketplace. The Working Group has not discussed this matter in significant
detail. However, enough discussion did occur for the Working Group to reahze that axiy
such determination By the Commissioh would be extremely dependent upon factual

circumstances.

V. CONCLUSION

The Retail Competition Working Group appreciates the opportunity afforded it by
the Commission to discuss the matters addressed above. The Working Group is
discussing the remaining topics detailed by the Commission .in Order No. 11796, and

hopes to be able to continue the successes that it has achieved to date.
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ATTACHMENT A

REQUIRED DOCUMENTATION OF FINANCIAL INTEGRITY: To the extent
available, Applicant shall provide the most recent versions of the followmg documents.

Check each that i is attached:

Balance sheet and income statement for the two most recent 12 month periods for which
information is available. Balance sheets and income statements must be for the Applicant,
and not a parent corporation in the event one exists. Audited financial statements must be
provided if they exist. Applicant may also provide 10Ks and 10Qs if available.

If the Applicant has not been in existence for at least two-12 month periods, it must provide
balance sheets and income statements for the life of the business. Audited financial
statements must be provided if they exist.

In the event ihat a pereat at o other SOTPROTation i comapaty has undertaken to guarantee the

financial mtegnty of the Applicant, Applicant must submit such parent’s, other corporation’s
or company’s balance sheet and income statement together with documentation of such

undertaking to insure the financial integrity of the Applicant.

Evidence that the Applicant is a licensed supplier in good standing or has engaged in the
retail supply of electricity or electricity supply services in any other jurisdiction.

Credit reports or ratings prepared by established credit bureaus or agencies regarding the
Applicant’s payment and credit history.

A current long-term bond rating, or other senior debt rating, if available.

Organizational structure of Applicant. Include Applicant’s parent, affiliate(s), and
subsidiary(ies) if applicable. _

Evidence of general liability insurance.

Other evidence of financial integrity (Please attach additional information to application).

An Applicant may request that it be permitted to submit a $50,000 initial bond ($10,000 for
Brokers and Aggregators not taking title to electricity) in lieu of the financial documents listed
above. Such bond may be subject to update/revision as discussed in Section II of the Bonding
Requirements Addendum attached to this Application.




ATTACHMENT B

15. BONDING REQUIREMENTS

Each Applicant who applies to provide service as an Electricity Supplier in the District of
Columbia must provide evidence of financial integrity before the Commission will approve the
application and issue a license. An Applicant who can provide credible evidence that it meets
the financial integrity standards listed in Section II of the Bonding Requirements Addendum will
not be required to submit a bond or other form of acceptable financial instrument (“bond”) to the
Commission, unless the Applicant requires customer prepayments and/or deposits, as discussed
below. :

An Applicant who does not meet these financial standards will be required to submit a
bond in a form acceptable to the Commission. The Applicant, if licensed by the Commission as
an Electricity Supplier, may be required to. update/revise this initial bond, by revising the initial

‘ : o I L I I

** boiftiw: posting an additional bond.’

A separate bond is mandatory if an Applicant requires prepayments and/or déposits from
residential or small commercial customers. Please check one of the boxes below to state whether
you, the Applicant, intend to charge, collect, or hold prepayments and/or deposits:

o Applicant will not accept prepayments or_deposiis from residential and small oommerci_al. :
customers. . . L |

Q Applicant intends to accept pfepayments and/or .deposits from residential and small
commercial customers. Applicant must comply with Bonding Requirements Addendum
governing collection of prepayments and deposits. .

Further details regarding the District of Columbia’s bonding requirements are included in
the Bonding Requirements Addendum, attached to this Application.




ATTACHMENT C

BONDING REQUIREMENTS ADDENDUM

BOND REQUIREMENTS FOR ELECTRICITY SUPPLIERS CHARGING OR
COLLECTING DEPOSITS OR PRE-PAYMENTS

a.

DEFINITION AND EXCLUSION

Any Electricity Supplier who charges or collects deposits or prepayments from
residential or small commercial consumers (as those terms are defined in the
Commission’s interim licensing standards and/or regulations) shall maintain a
bond or other form of acceptable financial instrument (“bond”) in an amount at
least equal to the total amount of such deposits and prepayments as specified in

~ this section.

"'Deposits" include all payments made by a consumer to an Electricity Supplier to
secure the Electricity Supplier against the consumer's nonpayment or default.

"Prepayments” include all payments made by a consumer to an Electricity
Supplier for services that have not been rendered at the time of payment. '

(1) Where an Electricity Supplier charges for services based on a quantity of

electricity, such as a price per kilowatt/hour, then prepayments include any o

payments for any quantity that has not been dehvered to the consumer at the time
of payment. :

(2) Where an Electricity Supplier charges for services based on a period of time,
such as charging a membership fee, initiation fee or other fee for services for a
time period, then prepayments include the amount of the total charges collected
by the Electricity Supplier for the period of time less the prorated value of the
period of time for which services have been rendered. : )

(3) Where an Electricity Supplier chafges for services based on a measure other
than quantity of electricity delivered or a period of time, the Commission shall

~ determine, on a case by case basis, whether the charges involve a prepayment and

the appropriate method of calculating the requlred bond.

C)] Prepayments do not include any funds received in advance of the services .
being rendered as a result of the consumer’s voluntary participation in a budget
billing or level billing plan by which the consumer's anticipated electrical costs
are averaged over a period of time.




WHO MUST POST BOND

Any Electricity Supplier who states on its license application that it intends to charge
deposits or prepayments, or who does in fact charge a deposit or prepayment, must post
the bond. Any Electricity Supplier who states on its license application that it does not
intend to charge deposits or prepayments will not be required to post a bond or provide
the certification described below. Any Electricity Supplier who actually charges a
‘deposit or prepayment without notifying the Commission within the required deadline
and posting the required bond may be subject to suspension, revocation, or other action
against its license, as well as for restltutxon to any consumers who paid such deposits or

_prepayments.
PROCEDURE FOR DETERMINING AMOUNT OF BOND

a. INITIAL BOND: Before accepting any deposits or prepayments an Electncnty

- 'Supplier must (1) notify the Commission on iis license appiicaiion, within 30 days

of the change for an existing license holder, or by separate communication that it

intends to begin charging deposxts or prepayments and (2) post an untlal bond of
$50,000.

b. - SIX MONTH CERTIFICATION: Within six months after the initial bond is
posted, (1) the Electricity Supplier shall provide to the Commission (with -
appropriate confidentiality protections), a certification, subject to review by’ the
Commission’s Accounting Division, of the amount of the deposits and
prepayments held by the Electricity Supplier and (2) a bond in the amount
consistent with that certification. -

c. ANNUAL CERTIFICATION: Annually thereafter, coinciding with the annual
update requirements of the Commission’s license application, the Electricity
~ Supplier shall provide to the Commission (with appropriate confidentiality
- protections) (1) cértification of the amount of the deposits and. prepayments held
by the Electnclty Supplier, and (2) a bond consistent with that amount.

d BI-ANNUAL UPDATES: Following submittal of the first annual update, the

~ Electricity Supplier must provide to the Commission (1) a bi-annual management

_report stating the amount of deposits and prepayments collected and (2) an
adjustment to the bond in that amount. :

COMMISSION ACCOUNTING DIVISION AUDIT REPORT. The Electricity Supplier
shall provide appropriate certification, at the intervals discussed in the above paragraphs,
of funds collected by an Electricity Supplier for prepayments or deposits. The Electricity
Supplier shall certifying funds through a notarized statement, subject to verification by
the Commission’s Accountmg Division upon request.  The statement and any audit by the




1.

Accounting Division will verify collections and balances of prepayments and deposits as

- of a specific date and whether the Electricity Supplier has appropriate bond coverage.

BOND FORM: BENEFICIARY, CLAIMS, DISTRIBUTION. The Electricity Supplier

shall provide a bond on the form reqmred by the Commlssmn

COMPLIANCE INVESTIGATIONS. The Commission has the nght to initiate
appropriate investigations if it determines an Electricity Supplier is collecting

prepayments and/or deposits from customers without appropriate bond coverage. The .
Commission will utilize appropriate legal remedies both to investigate and/or enforce

. actions necessary to ensure suppliers have appropriate bonds.

BOND REQUIREMENTS FOR FINANCIAL INTEGRITY

DEFINITION AND EXCLUSION

* a. - An Electricity Suppiier who can ‘provide credible evidencé that it meets ‘the T

standards listed in section 2 below will not be required to submit a bond,
parent guarantee, or other form of acceptable financial instrument (“bond”) to
the Commission

b. An Electricity Supplier who cannot provide credible evidence that it meets the
standards listed in section 2 below will be required to submit an initial bond
of $50,000, unless that Electricity Supplier is applying to provide service as an
aggregator (as defined in the “Retail Electric Competition and Consumer
Protection Act of 1999" at Section 101(2) and as defined in the Commission’s
interim licensing standards and/or regulations) who does not take title to
electricity or as a broker (as defined in the “Retail Electric Competition and
Consumer Protection Act of 1999" at Section 101(7) and as defined in the
Commission’s interim licensing standards and/or regulations), in which case a
$10,000 bond will be required. This initial bond is subject to the update

~ requirements discussed below, except that aggregators who ‘do not take title
and brokers will not be required to update the initial $10,000 bond.

c. After continuously providing service in the District for two years, any
Electricity Supplier who has submitted a bond to the- Commission in
compliance with these requirements to establish financial integrity may
request that the Commission return the previously posted bond and waive the
requirement for a future bond based upon the Electricity Supplier’s .
demonstrated record of continuous and high quahty service in the District,
without meaningful substantiated consumer complaint, as determined by and
in the opinion of the Commission, and such other information as the
Electricity Supplier may choose to present to the Commission. The
Commission may accept or reject this request based on a review of
information provided by the Electricity Supplier and such other information as-




the Commission may deem appropriate. The Commission retains the
discretion to require a bond of said Electricity Supplier at a later date if the
~ circumstances  prompting the bond return or waiver change, or if the
Commission otherwise deems the re-institution of a bond to be necessary and
appropriate. Any Electricity Supplier charging, collecting or holding deposits
or prepayments may not request return of a current bond or waiver of the

requirement for a future bond, unless and until the Electricity Supplier returns

the deposits or prepayments to its customers or provides the services to which
the prepayments applied.

2. WHO MUST POST BOND

Any Electricity Supplier that can prdiride credible evidence that it meets the following
standards is not required to post a bond in the District of Columbia:

1. A ciedit raiing of BBB- or nigher from a nationaily-recognized credit fafing service;

2.

A commercial paper rating of A2 or higher by Standard & Pooi"s and/or P2 or higher
by Moody’s, or similar rating by another nationally-recognized rating service;

An unused line of bank credit or parent guarantee, pledged to satisfy Commission-

ordered sanctions, equal to or exceeding the amount of any bond that would otherwise
be required by application of the Commission’s bonding requirements; and/or

Any other evidence of financial integrity that the Commission may deem appropriate.

Any Electricity Supplier that cannot provide credible evidence that it meets the

above standards must meet the bond requirements set forth below.

3. PROCEDURE FOR DETERMINING AMOUNT OF BOND

a.

INITIAL BOND: Any Electricity Supplier that cannot meet the above criteria for
financial integrity, and who is not applying to provide service as an aggregator who
does not take title to electricity or a broker, must post an initial bond of $50,000. If
the Electricity Supplier is applying to provide service as an Aggregator that does not
take title to electricity or as a Broker, the required bond amount is $10,000.

SIX MONTH CERTIFICATION: Within six months after the initial bond is posted,

(1) the Electricity Supplier shall provide to the Commission (with appropriate

confidentiality protections) a notarized certification, subject to review upon request
by the Commission’s Accounting Division, of the amount of the gross revenues the
Electricity Supplier has collected to date from residential and/or small commercial
customers in the District. Based upon the Electricity Supplier’s level of revenues




calculated on an annualized basis, the Commission will require that the Electricity
Supplier provide a bond in the following amount: NOTE TO COMMISSION: This
is the sole area of dispute among Work Group members. Please see the Report
prefacing this Attachment for details. :

c. ANNUAL CERTIFICATION: Annually thereafter, coinciding with the annual
update requirements of the Commission’s license application, the Electricity Supplier
shall provide to the Commission (with appropriate confidentiality protections) a
notarized statement of the amount of the gross annual revenue collected from .
residential and/or small commercial customers in the District. The Electricity
Supplier will update its bond to coincide with the above requirements (bond based on -
annual revenues).

COMMISSION ACCOUNTING DIVISION AUDIT REPORT. The Electricity Supplier
shall provide appropriate certification at the intervals discussed in the above paragraphs.
The Commission’s Accounting Division may request such information from the
Electiciyy Supplicr as is necuasary o verify the accuracy of the notarized statements at -

any tlme

BOND FORM: BENEFICIARY, CLAIMS, DISTRIBUTION. The Electricity SuppIier
shall provide a bond on the form required by the Commission.

COMPLIANCE INVESTIGATIONS. The Commission has the right to initiate
appropriate investigations if it determines an Electricity Supplier is providing service
without appropriate bond coverage. The Commission will utilize appropriate legal

remedies both to investigate and/or enforce actions' necessary to ensure Electricity E

Suppliers have appropriate bonds.




