
 
 

 
 
 
 

MEMORANDUM 
 
 
To:  City Council 
 
From:  David J. Deutsch 
  City Manager 
 
Subject: Amendments to Washington Gas Energy Services Contract and PEPCO 

Energy Services Contract – Resolution R-15-12 
 
Date: January 25, 2012 
 

The participating entities of the Baltimore Regional Cooperative Purchasing 
Committee (BRCPC), of which the City of Bowie is a member, awarded a new contract 
for electric supply services to Washington Gas Energy Services, Inc. (WGES) in 
September 2011.  The City Council approved this action by Resolution R-62-11 on 
September 6, 2011.  This contract replaced the contract with PEPCO Energy Services, 
Inc. (PEPCO) which expired December 31, 2011.  The PEPCO contract was originally 
approved by City Council by Resolution R-5-06 on January 3, 2006.   

 
These contracts are for electricity procurement transactional services in which 

BRCPC, through their energy consultant EnerNOC, Inc., instruct their contractor when to 
purchase electricity block hedges and spot market purchases.   

 
The only other business for BRCPC to conduct with PEPCO is the transfer of 

BRCPC’s remaining block hedge purchases for which the BRCPC entities have not yet 
consumed the power.  There are five remaining hedges, each for 25MW that cover 
FY2012 and FY2013.   
  
         In the WGES contract, it specified that the previous contractor would novate 
(substitute a new obligation for an old one) the remaining hedges over to the new 
contractor.  PEPCO approached the BRCPC group at its December meeting requesting a 
different way to transfer the hedges other than through a novation agreement between 
PEPCO and WGES.    
 

PEPCO is getting out of the wholesale power business and their parent company 
PEPCO Holdings has hired Price Waterhouse to oversee their close-out.  PEPCO has 
been instructed by Price Waterhouse not to novate any outstanding hedges with any of 
their customers, but rather, to transfer the outstanding blocks just in time or as they are 
needed by their customer to consume the power.  If they transfer any blocks through 
novation, they must value the power on the current market, not for the original purchase 
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price.  This would show as an accounting loss for PEPCO and ultimately de-value 
PEPCO stock. 

 
PEPCO and BRCPC have negotiated a payment to BRCPC of  $750,000 to 

transfer the five hedge block purchases on a just in time basis, rather than transferring all 
five blocks at one time under a novation agreement.   The payment will be credited to the 
BRCPC working capital account and be deducted from BRCPC final payments as 
BRCPC trues-up their electricity purchases with PEPCO over the next two months.  
  
           Because BRCPC will be taking the hedge block purchases on a just in time basis 
and not through a novation agreement, the BRCPC group saves $392,000 in carrying 
costs that WGES would have charged.  BRCPC will be taking each hedge as they need to 
use the power, thus WGES does not have to pay PJM and the counter parties supplying 
the power the full amount up front and then have to wait through FY 2013 until the 
power is consumed by the BRCPC entities.  Instead, WGES can bill BRCPC immediately 
as BRCPC uses the power.   
 

Finally, the transactional fee that WGES will charge BRCPC for the hedged block 
purchases is $0.46 MWh which will total $427,754.  Because WGES will be charging 
BRCPC the $0.46 MWh transactional fee, WGES will not charge BRCPC the .5% per 
month re-collateralizing fee on the hedged block purchase running balance as BRCPC 
uses the power.  The re-collateralization fee is one of the contract unit prices (as the 
electricity market prices drop below the hedge prices, the BRCPC transactional 
contractor such as PEPCO or WGES, have to post additional collateral to the counter 
parties supplying the power). WGES had anticipated that they would be charging the 
BRCPC entities because the electricity market prices have dropped below the hedge 
prices.  With a “just in time” transfer of the hedge block purchases, there will be no need 
to re-collateralize the hedges with the counter parties because BRCPC would be using the 
power as it was transferred. 
  
           Attached is  Amendment #1 for the WGES contract and Amendment #2 to the 
PEPCO contract.  These amendments were drafted by an attorney for Baltimore County 
and reviewed by attorneys for other BRCPC entities.  These agreements have been signed 
by WGES and PEPCO.  
 
Staff Recommendation 
 
 Staff recommends Council approval of Resolution R-15-12 which approves 
amendments to the WGES contract and the PEPCO contract.  These amendments will 
allow the transfer of five block hedge purchases of 25MV from PEPCO to BRCPC 
entities by a just in time process rather than by a novation process.  These amendments 
will also establish a transactional fee that WGES will charge BRCPC to make these 
hedged block purchases.  As outlined in this memorandum, there are advantages to the 
BRCPC entities in taking this approach and amending both contracts accordingly.      
 
DJD/JLF/adf 
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Attachments 



  R-15-12 

RESOLUTION 
OF THE COUNCIL OF THE CITY OF BOWIE, MARYLAND 

APPROVING THE FIRST AMENDMENT TO THE WASHINGTON GAS 
ENERGY SERVICES, INC. CONTRACT AND APPROVING THE SECOND 

AMENDMENT TO THE PEPCO ENERGY SERVICES INC. CONTRACT TO 
ALLOW THE TRANSFER OF FIVE BLOCK HEDGE PURCHASES OF 25 

MW BY A JUST IN TIME PROCESS RATHER THAN BY A 
NOVATION PROCESS 

 
 
 WHEREAS, the City of Bowie (“City”) is a member of the Baltimore 
Regional Cooperative Purchasing Committee (“BRCPC”); and  
 
 WHEREAS, BRCPC is comprised of 23 public entities located in the 
Baltimore metropolitan area; and    
 
 WHEREAS, all entities, including the City of Bowie, entered into a contract 
with PEPCO Energy Services, Inc. (PEPCO) in January 2006 to purchase block 
hedges and spot market purchases on the wholesale electricity market; and    
 
 WHEREAS, the PEPCO contract expired on December 31, 2011; and  
 
 WHEREAS, all entities, including the City of Bowie, entered into a contract 
with Washington Gas Energy Services, Inc. (WGES) in September 2011 to purchase  
block hedges and spot market purchases on wholesale electricity market starting 
January 1, 2012; and   
 
 WHEREAS, the only business BRCPC has to conduct with PEPCO is the 
transfer of five remaining block hedge purchases of 25 MW each for which the 
BRCPC entities have not yet consumed electricity; and   
 
 WHEREAS, the contract with WGES specifies that the previous contractor 
would novate the remaining hedges to the new contractor; and  
 
 WHEREAS, PEPCO has requested a just in time transfer process rather than a 
transfer by a novation process; and  
 
 WHEREAS, PEPCO will pay BRCPC $750,000 to transfer the five hedge 
block purchases on a just in time basis rather than transferring all five blocks at one 
time under a novation agreement; and 
 
 WHEREAS, WGES will charge a transaction fee of $0.46 MWh for these 
hedged block purchases at a cost of $427,754; and  
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 WHEREAS, there are other advantages to the BRCPC entities as a result of 
the change from a novation process to a just in time process that are of benefit to the 
City of Bowie.   
 
 NOW, THEREFORE BE IT RESOLVED by the Council of the City of 
Bowie, Maryland that the First Amendment to the Washington Gas Energy Service, 
Inc. contract is hereby approved; and  
 
 BE IT FURTHER RESOLVED that the Second Amendment to the PEPCO 
Energy Services, Inc. contract is hereby approved; and  
 
 BE IT FURTHER RESOLVED that the City Manager is authorized to sign 
the First Amendment to the Washington Gas Energy Services, Inc. contract and the 
Second Amendment to the PEPCO Energy Services, Inc. contract to allow the transfer 
of five block hedge purchases of 25 MV by a just in time process rather than by a 
novation process.   
 
 INTRODUCED AND PASSED by the Council of the City of Bowie, 
Maryland at a Regular Meeting on February 6, 2012.   
 
 
 
 
ATTEST:     THE CITY OF BOWIE, MARYLAND 
 
 
_______________________   __________________________ 
Pamela A. Fleming, City Clerk  G. Frederick Robinson, Mayor  
 














