DE 00-198

GraNI TE STATE ELECTR ¢ CavPANy
Transition Service Rates
Order Approving Transition Service Rate Increase

ORDER NO 23 589

November 13, 2000

APPEARANCES: Seth L. Shortlidge, Esg. for Granite
State El ectric Conpany, James K. Brown, Esq. for the
Governor’s Office of Energy and Comunity Service, Steven V.
Camerino, Esq. for the Town of Salem Janes Monahan for
Conpetitive Energy Services, Mchael Holnes for the Ofice of
Consuner Advocate, and Lynmarie Cusack for the Staff of the
New Hampshire Public Utilities Conm ssion.
| . PROCEDURAL HI STORY

On Septenber 15, 2000 Granite State Electric Conpany
(Granite State or the Conpany) filed with the New Hanmpshire
Public Utilities Conm ssion (Conmm ssion) a petition to
increase its Transition Service rates along with the
supporting testinmony and exhibits of Mchael J. Hager, Manager
Di stribution Energy Services for National Gid USA Services
Conpany, and Peter T. Zschokke, Vice President and Director of
Di stribution Financial Analysis for National Gid USA. The
Conpany petitioned to increase its Transition Service rate
from $0. 03838 per kilowatt-hour to $0.05596 per kil owatt-hour,
i nclusive of franchise tax, on Novenber 15, 2000. Suppl enental

testimony by M. Zschokke, illustrating the effect of

i npl enenting the requested Transition Service rate increase on
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Decenmber 1, 2000 and January 1, 2001, was filed on Septenber
22, 2000.

On COctober 3, 2000 the Comm ssion issued an Order of

Notice calling for a Pre-hearing Conference to be held on
Cct ober 17, 2000. At the Pre-hearing Conference intervener
status was granted to the Governor’s O fice of Energy and
Community Service and the Town of Salem New Hanpshire. The
parties held a technical session on October 20, 2000. A
heari ng was held on Novenber 1, 2000. At the hearing,
Conpetitive Energy Services nade an appearance and asked to be
added to the service list. On Novenber 3, 2000, Staff filed a
letter with the Conm ssion clarifying its position in this
case. On Novenber 6, 2000, a fax was received from Janes
Monahan, on behalf of Conpetitive Energy, stating his client’s
position that 13-nonth pricing should be approved in response
to the Town of Sal em s reconmendati on.

1. POSITIONS OF THE PARTI ES AND STAFF

Granite State Electric Conpany

The Conpany avers that an increase in the retail
price of transition service is necessary to mtigate the
increasing deferrals in the Transition Service 1
reconciliation account which are due to the fuel trigger

adj ust nent nmechani sm approved as part of Granite State’'s



DE 00- 198 - 3-
Amended Restructuring Settlement Agreenent in Docket DR 00-
012. The proposed increase is designed to allow the Conpany
to recover its wholesale Transition Service 1 costs on a
current basis.

In his pre-filed testinony, M. Hager explained how
the fuel index adjustment provision contained in the Conpany’s
Transition Service 1 contract operates; he also cal culated the
additional cost incurred as a result of the fuel index
adj ust nent paynents, and estimted the additional fuel index
adj ust ment paynents through the end of 2001. The fuel index
adj ust nent provision conpares the sum of the twelve nonth
rolling average of No. 6 residual fuel oil and natural gas to
a pre-set trigger point on a nonthly basis. |If the trigger
poi nt is exceeded, additional paynents are made to Granite

State’ s whol esal e supplier that nmonth based upon the foll ow ng

formul a:
Fuel = (Market Gas Price + $.60/ MVBtu)+(Narket G| Price+$. 04/ MVBt u)
Adj ust ment Fuel Trigger Point + $.60/ MVBt u+$. 04/ MVBt u
Currently, the Conpany charges all its Transition Service

custoners the base Transition Service 1 rate of $0.03838 per
kil owatt-hour, inclusive of franchise tax. According to M.
Hager’'s testinony, the fuel index trigger point has been

exceeded every nmonth since April 2000. The Conpany has nmde
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fuel adjustnent paynments in addition to base charges of
$1, 218, 659 t hrough August of 2000. The Conpany estimates that
addi tional fuel trigger paynents will be nmade to Constellation
Power Services, Inc., the Conpany’s whol esale Transition
Service 1 supplier, at |east through the end of 2001. The
mont hly fuel index paynents, estinmated by the Conpany for
COct ober 2000 t hrough Decenber of 2001, range from 1.1 cents
per kilowatt-hour up to 2.0 cents per kilowatt-hour.

In his testinmny, M. Zschokke described Transition
Service, the Conpany’s current Transition Service
reconciliation mechani sns, the Conpany’s reasons for
requesting to price Transition Service 1 at its estimted
cost, and a full description of the Conpany’ s proposal.
Exhi bits were provided which detail Ganite State’s
calculation of the rate necessary to recover its estimted
costs for Transition Service 1 through the end of 2001; the
esti mat ed under-coll ection as of Septenber 30, 2000 for
Transition Service 1, Transition Service 2 and transm ssion
service; proposed tariff pages; and typical bills.

The Conpany proposes to increase rates from 3.8
cents per kilowatt-hour to 5.541 cents per kilowatt-hour,
excl usive of franchise tax, from November 15, 2000 through the

end of Decenber 2001. This rate is not designed to recover
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any of the Transition Service 1 under-recovery to date, but
only to recover its ongoing costs. The Transition Service 1
revenues and costs are reconciled annually, starting January
1, and any balance is recovered fromor refunded to al
Transition Service custoners. M. Zschokke states in his
pre-filed testinony that the Conpany “believes its proposal
mnimzes rate instability and cross-subsi di es across custoner
cl asses, reflects proper cost incurrence to customners,
protects the Conpany’s continued econonm c viability and has
the potential to pronote conpetition in the retail
mar ket pl ace.” The Conpany cal cul ates that the inpact on a
typical, 500 kil owatt-hour per nonth residential customer on
transition service, will be an increase of 18.4 percent or
$8. 79 per nonth conpared to current rates. The Conpany
reconmmends increasing the Transition Service rate on Novenber
15, 2000 and provided the rate inpact of alternate
i npl ementation dates only for informtional purposes.

&overnor's O fice of Energy and Community Service

The Governor’s Ofice of Energy and Community
Service did not take a position or question the witnesses in
this case, but requested that the responses to the data
requests it asked of the Conmpany be marked as an exhibit. The

responses to Questions GOECS 1-1 through 1-5 were marked as
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Exhi bit 4.

Town of Sal em

The Town of Salem (Town) did not testify, but cross-
exam ned the Conpany witnesses. The Town advocates setting
the Transition Service rate on the estimated Transition
Service 1 price, base rate plus the wei ghted average fuel
trigger estimates, over a 3 nonth period. The Town recomends
that this rate remain in place unless the Conpany’s Transition
Service 1 paynents vary fromrevenues by greater than 20
percent, at which tinme the Town suggests an automatic
adjustnment. The Town used the data in M. Hager’'s pre-filed
exhibit MIH-4, Summary of Additional Paynents Estimated to be
Made Pursuant to the Fuel |ndex Adjustnent Provision, to show
that an adder |ess than the Conpany’s proposed Transition
Service rate increase of 1.741 cents per kilowatt-hour is
necessary to keep the Conpany current with its estimted
projection of the fuel index adjustnment provision if estinmated
over a period of 3 to 6 nonths rather than the proposed 13
mont hs (Exhibit 5). According to M. Zschokke, the estinmated
wei ght ed average of the fuel index adjustnment paynent is 1.436
cents per kilowatt-hour if averaged over a 3-nonth period
starting Novenber 1, 2000. The Town stated that the Settl enent

Agreenent is silent on how the Conpany shoul d recover the fuel
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adj ustnent provision fromits Transition Service custoners and
t hus the Comm ssion has discretion on whether to increase
rates at this time and by how much. The possibility of rates
bei ng i ncreased such that the Conpany over-collects fromits
Transition Service custonmers raises several concerns for the
Town. First, if the Conmpany under-collects Transition Service
1 revenue the under-collection is collected fromjust
Transition Service custoners. |If the Conpany over-collects
Transition Service 1 revenue, the over-collection is refunded
to all distribution custoners, regardl ess of energy supplier.
The Town is concerned that if rates are set too high, revenue
coll ected fromone group of customers will be credited to a
| arger set of custonmers. Secondly, custoners currently
benefit fromthe fact that interest is not charged to the
Transition Service 1 reconciliation account. |If rates are set
to the I evel at which the Conpany over-collects, custoners
wi Il not receive interest on the over-collected funds. Unlike
the current nmechanismto collect Transition Service cost, the
proposed nechani smintroduces the possibility of Conpany over-
col l ections which shifts some risk fromthe Conpany to
custoners since interest is not paid on the Transition Service
1 reconciliation account. The Town interprets the Settl enment

Agreenent as intending to have after-the-fact reconciliations
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and not a | ot of forecasted changes.

O fice of Consuner Advocate

The O fice of Consumer Advocate (OCA) questioned the
Conpany panel on the tradeoff between including the fuel index
adj ustnment provision in the Settlement and the gain on the
sal e of assets credited to stranded costs. The OCA pointed
out that the Conpany’s nucl ear assets have not been sold and
the Comm ssion will address those issues in the future.

Commi ssi on St aff

The Commi ssion Staff did not submt testinony but
questioned the Conpany w tnesses. Staff recommends that the
Conmmi ssi on accept the Transition Service rate of $0.05541 per
kil owatt-hour as filed by the Conpany, but only approve the
rate for a six-nmonth period. As justification for its support
of the requested rate increase, Staff submtted an exhibit
(Exhibit 7) which calculates the estimted fuel adder over a
6- nont h period, using updated estimated fuel index adjustnent
provi si on paynents from a Conpany data response. Staff
cal cul ates that over a 6 nonth period the Conpany woul d need
to charge a fuel adder of 1.91 cents per kil owatt-hour
conpared to the proposed 1.74 cents per Kkilowatt-hour, based
upon the Conpany’s updated estimtes. Because the Conpany’s

proposal is already a significant rate increase, Staff does



DE 00-198 -9-

not advocate a higher rate. Simlar to the Town of Salem
Staff is concerned about the shift in interest risk fromthe
Conpany to custoners. Staff avers that a shorter rate period
woul d dimnish this risk. Specifically, Staff recomends a 6-
nmont h approval period and that the Conpany be required to
submt a filing on or before April 1, 2001 for Transition
Service 1 rates starting May 1, 2001, or earlier if, as the
Town suggests, Transition Service 1 cost varies by 20 percent
or nore from Transition Service 1 revenue. Additionally,
Staff recomends that the Conpany be required to issue a press
rel ease and bill stuffer explaining the rate increase if
approved.
LT COW SSI ON ANALYSI S

After reviewing the testinony and exhibits in this
case along with reviewing the relevant portions of Ganite
State’s Amended Settl ement Agreenent and Order No. 23,041,
Approving the Anended Offer of Settlenment (October 7, 1998),
the Comm ssion will approve the requested Transition Service
rate increase from $0. 03838 per kil owatt-hour to $0.05596 per
kil owatt-hour effective for all service rendered on and after
November 15, 2000. This rate is approved until May 15, 2001.
On or before April 15, 2001, Granite State is directed to file

a new Transition Service rate proposal unless Ganite State’s
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Transition Service 1 costs vary by 20 percent or nore from
Transition Service 1 revenues.

An increase in the retail Transition Service rate is
necessary to mtigate the increase in deferrals building up in
the Transition Service 1 reconciliation account. The parties
do not disagree that rates need to be increased to forestall
further deferrals which are due to the fuel index adjustnment
mechani sm approved as part of Granite State’s Amended
Restructuring Settlement Agreenent. The main questions arise
over the size of the rate increase and length of time the rate
shoul d be approved. G ven the current volatility in the fuel
mar kets, we do not believe that a 13-nonth rate approval is
appropriate. Therefore, we will accept Staff’s recomendati on
of a 6 nonth approval period. Page 17 of Granite State’s
Amended Restructuring Settlenment Agreenent in DR 00-012 states
“(e)very six nonths, Granite State shall reconcile the
revenues billed to retail customers taking Transition Service
agai nst paynments to suppliers of Transition Service and
recover or refund any under or overcollections from Transition
Service custonmers.” In addition this is the traditional tine
peri od used by this Conm ssion in previous fuel adjustnent
proceedings. In addition, the shift in interest risk onto

custoners, described by the Town of Salem and Staff, is also a
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concern. A rate reviewin six nonths will not only mtigate
the risk of over-recovery fromcustoners but will also
mtigate the risk of under-recovery for the Conpany.

Inits letter filed subsequent to the hearing,
Conpetitive Energy Services (CES) states that “any proposal to
shorten the tinme period for which transition service will be
priced will create a new stifling effect in the market”. W
understand CES s concern but are not convinced that under the
current circunstances a |longer tinme period is appropriate. |If
over the next six nonths fuel prices continue to rise, and as
a result the market price of electricity continues to rise,
leaving Granite State’s Transition Service price at the new
approved level will also have a stifling effect on conpetition
in Ganite State’s territory. The size of the Transition
Service rate increase should also aid in spurring conpetition
in Ganite State’s service territory. Additionally, as stated
above, a six nonth reconciliation period has already been
agreed to in the Conpany’s Amended Restructuring Settl enment
Agr eenent .

Usi ng the Conpany’s updated estinmates of future
Transition Service 1 prices, it appears that Granite State
will continue to under-collect at the end of the six nonth

period. |In order to prevent even greater deferrals, we wll
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accept the rate increase proposed by the Conpany. The
increase to Transition Service rates will also aid in
mtigating the size of the Transition Service 2 deferral
account .

The approved rate results in an 18.4 percent
increase for a 500 kilowatt-hour a nmonth residential custoner.
G ven the size of the rate increase, we will require Granite
State to issue a press release and include bill stuffers
explaining the increase. W w |l defer the issue of interest
on reconciliation account bal ances until Ganite State’s
reconciliation docket.

Based upon the foregoing, it is hereby

ORDERED, that Granite State Electric Conpany’s
Transition Service rate is approved to increase from $0. 03838
per kilowatt-hour to $0.05596, adjusted for franchise tax, on
a service rendered basis from Novenmber 15, 2000 until My 15,
2001; and it is

FURTHER ORDERED, that on or before April 15, 2001
Granite State shall file a new Transition Service rate
proposal; and it is

FURTHER ORDERED, that upon receipt of this Order the
Conpany shall issue a press release explaining the rate

i ncrease and the Conpany shall arrange to include bill
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stuffers describing the rate increase; and it is
FURTHER ORDERED, that the Conpany shall file a
conpliance tariff with this Oder within fifteen days of the
date of this Order.
By order of the Public Utilities Comm ssion of New

Hampshire this thirteenth day of Novenber, 2000.

Douglas L. Patch Susan S. Ceiger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Thomas B. Getz
Executive Director and Secretary



