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Objectives

 Mitigate risk

 Stabilize rates
 Optimize ability to secure lower 

pricing
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Current Strategy

 Historically, RMLD has procured its firm 
energy purchases annually using a laddering 
and layering approach which procures power 
for the next four years

 Ladder and layer contracts diversify contract 
duration and type

 Annual RFPs are only for a portion of future 
requirements

 Allows RMLD to manage evolving regulatory 
rules and future price trends
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Laddering and Layering 
Approach

 Currently, RMLD looks out every four years and 
secures pricing after receiving both CAB and Board 
approval.

 Administrative processes currently limit RMLD’s 
ability to take advantage of dynamic pricing 
opportunities

 Requires extensive labor hours and costly legal 
expenses

 Provides the value of dollar cost averaging, 
however, does not build a “portfolio” of prices 
that should be at/or below the final market settle
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Historical Laddering and 
Layering Results
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# of 
years

Term Supplier Mwhs Type $/Mwh

4 years 1/1/14 –
12/31/17

BP Energy 451,131 ATC $47.42

4 years 1/1/15 –
12/31/18

Shell 
Energy

463,067 ATC $63.09

3 years 1/1/16 –
12/31/18

Exelon 294,233 ATC $47.68

1 year 1/1/19 –
12/31/19

NextEra 110,262 ATC $45.95

2 year 1/1/17 –
12/31/18

EDF 
Trading

98,752 ATC $37.57

2 year 1/1/19 –
12/31/20

Exelon 171,547 ATC $39.31

ATC = Around the Clock



Improved Risk Management 
Strategy

 A better approach to procuring energy would be 
to buy smaller quantities over time.
 This would allow RMLD to respond to market price 

changes - buying more when prices are low and less 
when prices are high.

 Similar to “dollar cost averaging” in building a stock 
portfolio.

 This approach comes under best utilities standards practice.
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Improved Risk Management 
Strategy

 Two “buying triggers”
1. Price triggers

 When price is below long-term average (4 years)
 Four years represents the period of time over which prices have 

cycled between low and high extremes.

 Build “portfolio” of prices that should be at/or below the final 
market settle.

2. Time triggers
 As the purchase date approaches
 Final protection against spot volatility
 Smooth out price variations – “dollar cost averaging”
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Price Triggers

Target 
Price 

Percentile

Percent of Target Volume To Purchase
Current 

Year Year 2 Year 3 Year 4 Year 5

50th % 60% 40% 20% 0% 0%
40th % 70% 50% 30% 10% 0%
30th % 80% 60% 40% 20% 0%
20th % 90% 70% 50% 30% 10%
10th % 100% 80% 60% 40% 20%

8



Time Triggers

 Recommended time triggers

 12 months prior lock in 25%

 9 months prior lock in 50%

 6 months prior lock in 75%

 3 months prior lock in 100%

 These represent a percentage of the TARGET 
position, not the entire open position, i.e., 90% of 
the on-peak load during January and February.
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Example of Market Price 
Fluctuation
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Why Have a 
Risk Management Strategy?

 A consistently applied Risk Management Strategy will remove 
speculative judgement from decisions to purchase energy.

 A Risk Management Strategy will permit RMLD to take advantage 
of price opportunities consistently over the next several years 
and beyond.

 This strategy will allow RMLD to secure monthly quantities that 
are below the four year average versus locking in annual 
quantities.

 A strategy of utilizing time triggers will smooth out variations in 
the market over time.
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Motion
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Move that the Citizens’ Advisory Board recommend 
to the RMLD Board of Commissioners to accept the 
Risk Management Strategy as presented, and 
authorize the General Manager to enter in 
purchase power agreements that satisfy the 
criteria set forth in the Risk Management Strategy. 
As a matter of protocol, the Department will 
provide a report on transactions relative to this 
strategy.



Sample Target Position

 January, 2019 Forecasted Load:

 100 Mws On-Peak

 50 Mws of Existing Contracts

 Spot Market Position:  10% open

 i.e. 10 Mws

 Target Position = Forecast – Existing – Spot Market

 100 Mws – 50 Mws – 10 Mws = 40 Mws
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Sample Tranche Recommendation
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• The price of forward energy for January 2018 (as of October 23rd) 
was $79.27

• That price was lower than the closing price on 63% of the trading 
days in the last four years, putting the price in the 37th percentile

• A price below the 40th percentile equates to a 70% price trigger 
based on the table

• The time trigger which is less than 3 months in the future is 100%
• The greater of the time and price triggers is 100%

Month
Forward 

Price Percentile
Time

Trigger
Price 

Trigger
Target 
Volume

Amount to 
Purchase

Jan-18 $79.27 37% 100% 70%
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