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Overview

Presentation Outline

¢ Energy Aggregation -- Value Added Services
¢ What isstandard offer service?

¢ Towhat extent haveretail customer s switched
from standard offer service?

¢ Why areretail customers switching, or not
switching?

¢ Trendsin standard offer services.

7\
November 30, 2000 2 H



Overview

Retail competition —unbundled services

Generation — opened to competition, customer
can choose third-party service (TPS) provider

Transmission and Distribution — remain
monopoly services provided solely by utility

Customer services (e.g. metering, billing) —in
states that are opening these services to
competition customer can choose between
utility and TPS
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Overview

Consumer Value-Added Services

Sources of added value (will vary by market segment)

¢ Lower priceat least aslong asthe Standard Offer
priceis set higher than the market price.

¢ Greater price certainty and cost control through
customized pricing plans (e.g. annual fixed-price,
annual " weather-proof" fixed bill)

¢ Savingsin personal time (transaction costs)
through internet based I T systems.

¢ Cost savings through aggregation of services(
electricity, gas, appliance service and warranty,
Secur ity systems, equipment leasing and financing).

¢ Cost reductions through mor e efficient scheduling
of electricity use viaimproved internet-based
communication of price signals, A
equipment/appliance control and metering. T?A

November 30, 2000 4



Cost Savings to Suppliers

¢ Cost savingsthrough aggregation and
moder nization of customer s services (metering,
billing, customer help desk, etc.).

¢ Cost savings by increasing purchasing negotiation
power asthe size of customersincrease.

¢ Cost Savings by moving the function of back office
to the consumer.

¢ Accessto a widerange of consumers and databases
that can be used for various marketing strategies.
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Overview

Making the transition from monopoly to
competition

¢Retail competition beginswith all customers obtaining
all servicesfrom their local utility.

oNo state hasr equir ed all customersto start
obtaining service from a TPS by a certain date; thismay
changefor large customers (eg T X).

¢ States have ensured service continuity through
“standard offer” servicesthat will remain in effect until
“wor kable competition” materializes.

¢ Thisapproach raises the question —how long will it

take, and what added value will it take, for the majority

of retail customersto voluntarily switch from standard

offer service? A
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The transition to competition took over 10
years in the long-distance telephone market

Long Distance Carrier Shares of Market Revenues
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Standard Offer Service

Standard Offer Service

Standard offer service - also known as default
service, basic generation service, and last resort
service.

Scope varies by state, but generally coversserviceto
customers who

¢ Do not actively choose a third-party supplier (TPS)
¢ Cannot obtain servicefrom a TPS
¢ Arenolonger being served by a TPS
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Standard Offer Service

Standard Offer Services

Most states have begun with fairly “attractive”
standard offer services.

For example, in Pennsylvania PECO

- set a fixed annual price by rate class by year
(providing price certainty)

- allowed customers to remain on SOS
indefinitely (although SOS customers face the
possibility of being assigned to another
provider when 30% of SOS load is bid out)

- did not prohibit customers from returning to
SOS, but required them to remain for 1 year
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Experience on PECO in PA

Generation, the service open to competition, represents a varying
portion of total rates
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Migration Trends

Experience on PECO in PA

SOS prices have been high, but certain; market prices
have been low on average, but uncertain

PECO (PA) - Industrial Shopping Credit vs Wholesale Prices
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Migration Trends

Experience on PECO in PA

Initial wave of switching; some large customers returned
for price certainty in Spring 2000.

Market Share (Load) served by TPS on PECO Since Inception of Retail Competition
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Switching from SOS

Switching from SOS

Why have customers switched, or not switched, from
SOS services? Where is the added value?

¢ Lower prices, lower costs?

¢ Greater price certainty, lesspricerisk, greater cost
control?
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Experience on PECO in PA

Value of 5% generation price savings to an average customer

Sector Annual |[Standard |Supply |5%
Use Offer Cost Savings
kwh centskwh |$lyear |$/year

Industrial 4,600,000 4.15]| 190,900| 9,5445

Commercial 60,000 6.14| 3,684 184

Residential 9,000 5.65 509 29
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Switching from SOS

Switching from SOS

Sources of added value (will vary by market segment)

¢ Greater price certainty and cost control through
customized pricing plans (e.g. annual fixed-price,
annual " weather-proof" fixed bill)

¢ Savingsin personal time (transaction costs)
through internet based I T systems

¢ Cost savings through aggregation of services(
electricity, gas, appliance service and warranty,
Security systems, equipment leasing and financing).

¢ Cost reductions through mor e efficient scheduling
of electricity use viaimproved internet-based
communication of price signals,
equipment/appliance control and metering. A
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Switching from SOS

Switching from SOS

TPS will only be able to offer retall
customers “added value” if standard
offer services are ultimately limited In
scope to be true vanilla commodity
services of last resort.
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Outlook for Migration

Trends in SOS

— Distinction in services between large volume
mdustnal[comm_erma_l and small volume industrial,
commercial, residential

— Term
» Minimum of one month
» Maximum
e¢Initially - six months to 1 year
¢ Ultimately - none
— Prices
» Initially - prices set for six months to 1 year

» _Uléimately - set monthly according to a market
index

— Provider
» utilities in some jurisdictions
» Bid-out to TPS in some jurisdictions A
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