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NH.PUC*01/04/82*[79160]*67 NH PUC 1*Public Service Company of New Hampshire

[Go to End of 79160]

Re Public Service Company of New Hampshire
DE 80-47, Supplemental Order No. 15,411
67 NH PUC 1
New Hampshire Public Utilities Commission
January 4, 1982
MOTION for rehearing denied.

1. PROCEDURE, § 7 — Determination of preliminary questions — Issues.

[N.H.] Whether an issue exists depends on the extent to which the evidence before the
commission is judgmental. p. 1.

2. PROCEDURE, § 30 — Findings — Commission's statement of reasoning.

[N.H.] The statutory requirement that the commission state the reasoning behind its decision
on each issue means that it is required to state the basis of its findings and conclusions, and once
that statement is made, the reason is sufficient, regardless whether others would reach the same
conclusion. p. 2.

BY THE COMMISSION:
REPORT

[1] In the PSNH Motion for Rehearing, (hereinafter Motion) the Company claims the
Commission did not adequately address all of the subsidiary assumptions contained in Mr.
Camfield's results; at least not to the extent required by RSA 363:17b, Il and I11. The
Commission believes otherwise as explained below, but first it is necessary to look briefly at the
relevant statute.

RSA 363:17-b requires that the Commission make
"A decision on each issue including the reasoning behind the decisions ... . (Emphasis
supplied)

Whether the Commission's Order in any instance conforms with this statutory requirement is
a function of what is or is not an "issue". The answer to that question is not always apparent. But
the Commission does believe the answer depends in large measure on the extent to which the
evidence before the Commission is judgmental. Estimation of prospective electric growth,
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especially over the next decade, is probably as judgmental as anything that can be imagined. It
makes little sense to split hairs over the details or the relevancy or accuracy of all the factors
making up such an estimate once the Commission has determined a preference for one
methodology over another and has accepted the judgment of one witness over another.

It is the Commission's opinion that the "issue" in this docket is the annual growth rate of
PSNH demand. Other questions are subsidiary, as recognized in the PSNH Motion, and need not
be addressed item by item in the Order on this type of docket. Admittedly in a docket arriving at
a revenue deficiency, money costs, rate base, operating etc. are all issues. In that situation there
are subsidiary questions that need to be addressed. This refinement improves the end result. In
this docket it does not do so, especially since half the analysis,
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supply side, is not adequately addressed in the record.

[2] Having selected Mr. Camfield's range to what extent must the Commission explain its
"reasoning" pursuant to the above cited statute. Generally, it is considered that a Commission is
required to state the reason or basis underlying its findings and conclusions. However, once this
requirement is met, it is generally improper to question the decision as to how the decision was
made or what factors were considered. United States v Morgan (1941) 313 US 409, 40 PUR NS
439, 85 L Ed 1429, 61 S Ct 999. Morgan indicates to the Commission that the RSA 363
"reasoning” is not a mental process the Commission must disclose but the Commission's answer
to what it relied on in arriving at its conclusions. Once disclosed, unless the reason proffered by
the Commission is clearly contrary to the record, that reason is sufficient whether others would
come to the same conclusion or not. At that point the reason given is legally sufficient whether
the parties agree or disagree as to the merit of the reason upon which the decision rests. The
Commission arrived at its conclusion in this case when it selected Mr. Camfield's range. The
reason for that selection is the Commission's opinion that his methodology is a sounder approach
in this docket to making projections than the other approaches on record. The Commission does
not believe it need go any further in explaining its decision, other than to point out that it should
be understood that implicit in the Commission's selection of Mr. Camfield's approach is the
Commission preference for his judgment.

Even though consistent with the above discussion, the Commission believes its Order is
legally sufficient, the Commission will now briefly turn its attention to specifics of the PSNH
Motion and to the opposition to the Motion filed by the Conservation Law Foundation (CLF).

Specifically, in paragraph 3 of the Motion, subparagraphs (a) and (b) do not require a
response whereas the substance of the remaining points in paragraph 3 comes down to a matter
of disagreement by PSNH with the Commission's acceptance of Mr. Camfield's judgement. The
same can be said, after a close analysis, of paragraphs 6, 15, and 16.

Paragraphs 4 and 5 of the PSNH Motion do appear to have some merit. However, since
PSNH attaches no quantifying numbers to paragraph 4, the best the Commission can do is agree
with PSNH that Mr. Camfield's results may be "understated”. (PSNH Brief pg IV 22).
Recognition of such a possibility is not much help in and of itself. Other factors appear to be
overstated by Mr. Camfield leading to a lower growth rate.
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Although paragraph 5 gives the Commission greater specificity it would at best appear to be
a new argument and even if it has merit, it is untimely. Therefore, at this time, the Commission
can only conclude that paragraphs 4 and 5 tend to persuade the Commission that there is in fact
some evidence to argue against the Commission's choice of the lower end of Mr. Camfield's
range. However the Commission still finds the general tenor and weight of the record on the
whole argues for the lower end of Mr. Camfield's range, especially given the historical track
record of predicted as opposed to realized growth rates. But in recognition of these concerns on
the part of PSNH the Commission will reiterate it has found Mr. Camfield's entire range of 3.0%
- 3.5% appropriate given
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the record and continues to rely on it. Obviously 3.0% is within that range.

The major remaining part of the Motion as yet unaddressed is paragraphs 8 through 15. To
summarize, these paragraphs deal with Seabrook and allegations of a violation of PSNH's rights
to due process concerning Seabrook. The Company objects to the Order's reliance on a "base
case" concept and argues that only the Company has included, in a proper way, consideration of
Seabrook.

During the hearing the Company was most anxious to avoid expansion of this case to include
Seabrook, now PSNH appears to be claiming that since others did not do an analysis to include
Seabrook, only PSNH can prevail. But, it was exactly the Commission's concern about affording
a sufficiently adequate scope of hearing to satisfy all parties that led to the decision to initiate a
more inclusive investigation. PSNH also claims inadequate notice was given about limiting the
scope of this proceeding to a "base case." Even if the time between the objected to April 22,
1981 Notice and the hearing was short, it was nevertheless perceived by the Commission as
better to clearly restrict the scope of this docket and open another docket than to be subject to
attack for expanding the scope of this docket.

To be specific about Seabrook, the fundamental difficulty with adopting the Company's
analysis of Seabrook starts with their conclusion Seabrook will reduce rates and increase
demand, a self fulfilling prophecy. Having taken that position, which is central to its whole
conception of future demand, it is simply not equitable to then prohibit the other parties from
exploring the eventual cost of power produced by Seabrook.

Parts of paragraphs 11, 12, and 14 demonstrate a simple misunderstanding of the Order. To
clarify and repeat its intentions, this Commission is not now, or will it in the future, collaterally
or directly attack the Company's Certificate of Site and Facility, nor however will the
Commission abdicate its other statutory responsibilities to the ratepayer.

Paragraph 18 is a statement of the Company's opinion of Mr. Camfield's approach. The
Commission does not share the same view. However, since the Commission does not intend to
rely exclusively upon the results of this docket because of the need for a simultaneous review of
supply and demand, the question is moot.

Our Order will issue accordingly.
SUPPLEMENTAL ORDER
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In accordance with the accompanying Report which is made a part hereof, it is hereby

ORDERED that the Motion of Public Service Company of New Hampshire for Rehearing in
the above entitled matter is denied.

By Order of the Public Utilities Commission this fourth day of January, 1982.

NH.PUC*01/05/82*[79161]*67 NH PUC 4*Nuclear Emergency Planning

[Go to End of 79161]

Re Nuclear Emergency Planning

Intervenors: Office of Civil Defense, Public Service Company of New Hampshire, Community
Action Program, Selectmen for the Town of Hampton, Selectmen for the Town of Brentwood,
Concerned Citizens Within a Ten Mile Radius, Selectmen for the Town of South Hampton,
Selectmen for Rye, New Hampshire League of Women Voters, Selectmen for the Town of
Kensington, and Selectmen for the Town of Newton et al.

DE 81-304, Order No. 15,412
67 NH PUC 4
New Hampshire Public Utilities Commission
January 5, 1982
EXPENSES assessed for Civil Defense evacuation plans.

ATOMIC ENERGY — Evacuation plans — Assessment of costs.

[N.H.] A statutory section that provided that the chairman of the public utilities commission
was to assess utilities for the cost of preparing emergency evacuation plans and for providing
equipment and materials to implement them was interpreted not to include personnel costs which
were subject to the public comment and consideration provisions of a second section.

APPEARANCES: Peter Scott, Attorney General's Office on behalf of Civil Defense; D. Pierre
Cameron, Jr., for Public Service Company of New Hampshire (PSNH); Gerald Eaton for
Community Action Program (CAP); Robert A. Stein for Representative Beverly Hollingworth
and Representative Roberta Pevear; Representative Arnie Wight, pro se; Tomlin P. Kendrick,
Coastal Chamber of Commerce, pro se; Selectmen for the Town of Hampton; Selectmen for the
Town of Brentwood; Concerned Citizens Within a Ten Mile Radius; Selectmen for the Town of
South Hampton; Selectmen for Rye; New Hampshire League of Women Voters, Rina Petit;
Selectmen for the Town of Kensington; Selectmen for the Town of Newton; and Mary Metcalf,
pro se.
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BY THE COMMISSION:
REPORT

The Office of Civil Defense has filed with the Commission two requests for expenses to be
assessed by use of the provisions of the recently enacted RSA 107-B. The first request relates to
a request for $703,635, $679,000 of the amount relates to the hiring of a consulting firm,
Costello, Limasney and DeNapoli, Inc. for the purpose of developing a Radiological Emergency
Response Plan for the Seabrook Station. The remaining $24,635 is for the Massachusetts Civil
Defense Agency for oversight assistance.

The second request was for an assessment of $105,520 to be assessed against the Vermont
Yankee Corporation ($36,000) and Public Service Company of New Hampshire ($69,520).
These expenses
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are sought for administration and oversight of the Radiological Emergency Response Plan
(RERP). Early in the proceedings, Civil Defense sought deferral of discussion concerning
Vermont Yankee due to potential problems with notice and the ability to assess this corporate
entity. While | recognize there are certain problems with procedural due process certainly the
testimony in this proceeding, together with common sense, dictate initial focus on Vermont
Yankee due to its actual operation.

Civil Defense requested that the statutes of the consulting contract be determined initially
and that these additional assessments totalling $105,520 be deferred (Transcript, Pages 3 - 3,4).
However, later Civil Defense updated their assessment for PSNH from $69,520 to $68,873. Still
later an update was provided of $69,000 and a request to immediately consider these expenses
for assessment.

Hearings began on November 19, 1981 and were held on two other occasions ending on
November 25, 1981. Testimony was received from various State Representatives who have been
active in energy. Consumers were provided an opportunity to speak.

The hearings raised numerous questions as is typical for a new piece of legislation.
Furthermore, the record reveals that while the legislature passed the law, there remain many
legislators and citizens who believe the law should be altered in some fashion. However,
whatever the strength or infirmities | must comply with the law as written.

Under the Statute the Chairman has certain designated powers. The powers are specific and
to a certain extent limited.

The first section of the Statute states as follows:

"I. The civil defense agency shall, in cooperation with affected local units of government,
initiate and carry out a nuclear emergency response plan as specified in the licensing regulations
of each nuclear electrical generating plant. The chairman of the public utilities Commission shall
assess a fee from the utility, 'as necessary', to pay for the cost of preparing the plan and providing
equipment and materials to implement it."

RSA 107-B:2 states the following:
© Public Utilities Reports, Inc., 2008 5
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"l1. The director of civil defense shall conduct an annual review of the nuclear emergency
response plans for those municipalities located in the emergency planning zone, as defined in
Nuclear Regulatory Commission regulation Title 10, Code of Federal Regulations, Part 50.

"107-B:2 Annual Emergency Response Budget. The municipalities shall submit annually
their emergency response budget to the director of civil defense who shall provide a reasonable
opportunity for public comment and consideration. The director shall also receive and review the
appropriateness of any budget request from any other state agency necessary for radiological
emergency preparedness as outlined in the plan. The director shall then submit an approved total
annual budget to the chairman of the public utilities commission for assessment against the
utility or utilities.”

Finally, RSA 107-B:3 Assessment states the following:
"107-B:3 Assessment.

"l. The cost of preparing, maintaining, and operating the nuclear planning and response
program shall be assessed against each utility which has applied for a license to operate or is
licensed to operate a nuclear generating facility
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which affects municipalities under RSA 107-B:1, I, in such proportions as the chairman of
the public utilities commission determines to be fair and equitable."

Civil defense contends that the entire level of the expenses requested in this proceeding are
subject to the first section of the statute and as a consequence the Chairman of the Public
Utilities Commission, according to Civil Defense, must simply assess the money. Intervenors,
especially the Representatives of the Seacoast and the Selectmen offices from the Seacoast,
contend that the Commission should not recognize these expenses because there has been a
failure to provide an opportunity for municipalities to file their respective annual emergency
response budget and because there has been no reasonable opportunity for public comment.

The difference between the two contentions offered relate primarily to the two sections of the
statute. Section 1 of the statute has no requirement of public comments nor does it require action
initiated at the municipal level whereas Section 2 clearly does. Furthermore, Section 2 clearly is
an allowance for an annual assessment that while unlimited in terms of dollars does require it to
be an annual assessment.

Applying the statute sections to this case requires acceptance of some of each position
offered. The contract with the consulting firm is clearly a cost of preparing the plan. It is clear
from the intent of the legislation that the legislative and executive branches desire a program to
provide for any emergencies that might develop as a result of the construction of a nuclear plant.
The Civil Defense Agency has been entrusted with the power to initiate this plan by the
Legislature. Their efforts, approved by the Attorney General's Office and then subsequently by
the Governor and Executive Council, cannot be overturned by any action of the Chairman of the
Public Utilities Commission. There is no grant of Legislative power to me or my predecessors to
overturn the decisions of another State Agency, the Attorney General's Office, the Legislature
and the Governor and Executive Council on such matters.
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Thereby, | approve the assessment of $679,000 for the hiring of the consulting firm, said
funds to be assessed against PSNH. The $24,365 for the Massachusetts Civil Defense Agency
consists of costs of personnel, equipment and expenses. The $5,000 associated with expenses
and equipment is allowed as being part of the cost of "equipment and materials to implement"
the plan. Both of these expense requests fall within Section I of the Statute (107-B:1) which
clearly reserves only as assessment power to the Chairman or as | noted in the hearing a
launderer of the money.

Of the requested $69,000 for the New Hampshire Civil Defense Agency, | will recognize that
$19,600 of the expenses are associated with equipment or material to implement the plan.
However, personnel expenses are not included under Section | and therefore these expenses plus
the overtime request must await consideration in a proceeding pursuant to Section Il of the
statute which requires that an annual or one submission is allowed and then only after public
comment and consideration and submissions by the affected municipalities.

I find that Civil Defense personnel expenses must be a Section Il assessment where these
expenses relate to overseeing or formulating the plan. As such, these expenses found to be
reasonable by Civil Defense submitted by either
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municipalities or other State agencies must be subject of a Section Il or RSA 107-B:2
proceeding. Since the public has not been accorded an opportunity to comment nor have
municipalities submitted their budgets, nor has there been a certification that either the $69,000
or the $105,000 is an annual budget, any further recognition is impossible. The statute only
allows me to act on an approved total annual budget.

Clearly, once that approved annual budget is submitted, I must approve the assessment since
I find no grant of power to challenge its scope or amount.

It is clear that in this area agencies must be careful to only operate within the limits set by the
Legislature. Ventures into the power of one agency by another can only lead to an increasing
level of bureaucracy and indecision. Since the Civil Defense Agency clearly has the Legislative
delegation of power it is they that must bear the responsibility of decisions concerning
evacuation.

Evacuation planning for nuclear plant emergencies originally arose as a regulation of the
NRC, belatedly after the Three Mile Island incident. Unfortunately, the NRC is now taking steps
to relax those regulations. No doubt my frustration over this NRC backstep is mirrored in the
frustrations of those that have raised concerns in this proceeding.

Certainly the NRC, Civil Defense or the Site Evaluation Committee should determine an
answer to the questions of (1) the time limits within which those in the area surrounding the
nuclear power plant can be safely evacuated; (2) a feasibility study to determine whether or not
an evacuation could be carried out within the time frame; and (3) an analysis of the likelihood of
the risks occurring in the first place and what type of risks are possible.

This Commission does not have the resources or the time or the in-house expertise to
evaluate these factors. Nor under present statutes does the Commission appear to have any

© Public Utilities Reports, Inc., 2008 7



PURbase

substantial power in this area.

It appears that by assessing the costs for initiating a program, the Commission is complying
with the State mandate and further that if done correctly some of these concerns can be
answered. The Commission, nor | have access to the information to determine what risks if any
are involved, how likely they are going to occur and what is a reasonable definition of safe under
each possible risk. Unfortunately, the answer to these questions will continue to be unresolved
because of the varying reactions by the NRC to evacuation plans in general and the continued
attempt to place the evacuation issue into a verdict on nuclear power.

The following is thus approved for assessment under the provisions of RSA 107-B:9:
[Graphic(s) below may extend beyond size of screen or contain distortions.]

REQUESTEDAPPROVED

Consultant $679,000 $679,000
Mass. Civil Defense $ 24,635 $ 5,000
N.H. Civil Defense $ 69,000 $ 19,600
Total Approved $772,635 $703,600

PSNH is to pay the expenses associated with the two civil defense offices immediately. As
for the consultant, the Commission will adopt CAP's suggestion and have payment on a two
month basis in six installations with the first two months to be paid immediately. This will allow
payment to correspond to the work completed and further it will minimize any cash flow
problems.

My Order will issue accordingly.
Page 7

ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that I hereby certify that $703,600 be assessed against Public Service Company
of New Hampshire pursuant to RSA 107-B:3 and 4 of which $137,767 is to be paid within thirty
days and the remainder in five additional and equal installments two months apart in duration.

By order of the Public Utilities Commission of New Hampshire this fifth day of January,
1982.

NH.PUC*01/05/82*[79162]*67 NH PUC 8*Public Service Company of New Hampshire

[Go to End of 79162]

Re Public Service Company of New Hampshire
DF 81-352, Supplemental Order No. 15,413
67 NH PUC 8
New Hampshire Public Utilities Commission
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January 5, 1982

PETITION for authority to extend further the maturity of term notes granted as being in the
public good.

APPEARANCES: Frederick J. Coolbroth for the petitioner.
BY THE COMMISSION:
SUPPLEMENTAL REPORT

In the continuation of this docket, Public Service Company of New Hampshire is seeking
authority under RSA 369 to further extend the maturity of certain Term Notes aggregating
$25,000,000 originally issued pursuant to our Order No. 12,991 dated December 19, 1977 (62
NH PUC 336), and (now outstanding under Order No. 14,623 dated December 18, 1980 (65 NH
PUC 636). The Company has withdrawn its request for authority to increase the amount of such
Term Notes to be outstanding and to issue a new Term Note to Barclay's Bank International
Limited, or an affiliate thereof.

A continued hearing in the above docket was held in Concord on December 16, 1981, at
which the Company submitted the testimony of Charles E. Bayless, Financial Vice President.

Mr. Bayless stated that the Company proposed to extend until January 11, 1983, the maturity
of $25,000,000 in principal amount of Term Notes now outstanding and payable on January 7,
1982, the seven lending banks and the amount which each has lent the Company being as
follows:
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

Citibank, N.A. $5,000,000
The First National Bank of Boston 5,000,000
Manufacturers Hanover Trust Company 5,000,000
Morgan Guaranty Trust Company

of New York 5,000,000
Bank of America National Trust

and Savings Association 2,000,000
Continental Illinois National Bank

and Trust Company of Chicago 2,000,000
Shawmut Bank of Boston, N.A. 1,000,000

Mr. Bayless further stated that the Company and the banks had agreed in principle, subject to
regulatory approval, to the proposed extension of maturity to January 11, 1983, upon the existing
terms, which provide for interest to be paid quarterly at fluctuating interest rates per annum equal
to the sum of 116% of the base commercial lending rate charged from time to time by The First
National Bank of Boston, plus 1/4%, and that the principal or any portion in integral multiples of
$1,000,000 may be repaid at any time upon three days notice.

Mr. Bayless stated that the Company believes that it is preferable to extend the maturity of
the Term Notes rather than repaying them at maturity so that other permanent financing can be
utilized to meet the Company's heavy 1982 construction financing requirements. Additionally,
repaying the Term Notes at maturity would cause the Company to approach the limit of its
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short-term lines of credit.

The Company submitted a balance sheet as at September 30, 1981, actual and pro formed to
reflect the extension of the maturity and increase in amount of Eurodollar Term Notes from
$28,000,000 to $55,000,000; the proposed extension of the maturity of $25,000,000 Term Note;
and the proposed sale of $50,000,000 General and Refunding Mortgage Bonds.

Upon investigation and consideration, the Commission is satisfied and finds that extension of
the maturity of the Term Notes will be consistent with the public good.

Our order will issue authorizing the extension of the maturity, on the terms presented, of the
Company's outstanding Term Notes in the amount of $25,000,000 payable to said group of
commercial banks.

SUPPLEMENTAL ORDER
Based upon consideration of the foregoing report, which is made a part hereof; it is

ORDERED, that Public Service Company of New Hampshire be, and hereby is, authorized
to extend until January 11, 1983, the maturity of its Term Notes in the aggregate amount of
$25,000,000 presently payable on January 7, 1982, to the banks as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Citibank, N.A. $5,000,000
The First National Bank of Boston 5,000,000
Manufacturers Hanover Trust Company 5,000,000
Morgan Guaranty Trust Company

of New York 5,000,000
Bank of America National Trust

and Savings Association 2,000,000
Continental Illinois National Bank

and Trust Company of Chicago 2,000,000
Shawmut Bank of Boston, N.A. 1,000,000

and bearing interest at fluctuating rates per annum equal at all times to the sum of 11655 of
the base commercial lending rate charged from time to time by The First National Bank of
Boston, plus 1/4%.

By order of the Public Utilities Commission of New Hampshire this fifth day of January,
1982.

NH.PUC*01/06/82*[79163]*67 NH PUC 10*Leak Survey and Reporting Procedure

[Go to End of 79163]

Re Leak Survey and Reporting Procedure

Intervenors: Concord Natural Gas Corporation, Gas Service, Inc., Manchester Gas, Inc.,
Northern Utilities, and Bay State Gas Company

DRM 81-307, Order No. 15,414
67 NH PUC 10
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New Hampshire Public Utilities Commission
January 6, 1982
RULES and regulations concerning gas leak surveys and repairs modified.

APPEARANCES: Howard Moffett (Orr & Reno) representing Concord Natural Gas Corp., Gas
Service, Inc., Manchester Gas, Inc., Northern Utilities.

BY THE COMMISSION:
REPORT

On October 7, 1981, staff submitted for Commission consideration proposed changes to the
"Rules and Regulations Prescribing Standards for Gas Utilities" which provided specific
guidance in regard to leak detection surveys.

The proposed change, PUC 508.04 Leak Surveys and Action Criteria, provided minimum
requirements for gas leak identification classification, action criteria, and record maintenance. It
also included three (3) tables identifying leak classification and action criteria by leak grade, and
a monthly leak report (form PUC 409:20).

Public notice was issued to all regulated New Hampshire Gas Utilities and, additionally to
M. Arnold Wight, Jr., Chairman, Science and Technology Committee, New Hampshire
Legislature; Ward Brown, Chairman, Internal Affairs Committee; Conrad L. Quimby, Chairman,
Commerce and Consumer Affairs Committee; and Donald S. Jennings, Director, Office of
Legislative Services.

A public hearing was held on November 16, 1981, at 11:00 a.m. in the Commission's
Concord office. Appearances included Howard Moffett, Esq., representing Concord Natural Gas
Corp., Gas Service, Inc., Manchester Gas, Inc. and Northern Utilities, and Charles Setian, Vice
President of Operations, Bay State Gas Company.

The Rules recommended by staff are based on standards generated by the Gas Piping
Standards Committee of the American Society of Mechanical Engineers. That Committee
published a "Guide for Gas Transmission and Distribution Piping Systems" as part of its overall
safety codes and standards activities which is widely used by the Gas industry and Federal and
State regulators as a technical supplement to the "Minimum Federal Safety Standards” published
by the U.S. Department of Transportation in support of the Natural Gas Pipeline Safety Act,
which became effective on August 12, 1968. The ASME Guide provided, specifically, for "Gas
Leakage Control Guidelines". Those guidelines formed the basis for staff's proposal. Staff's
document was offered as Exhibit #1.

Page 10

At the hearing, staff offered an amendment (Exhibit 2) which enlarged and clarified the
provisions of PUC 508.04 B Minimum Requirements. It also offered Exhibits 3 and 4 which adds
a requirement for the submission of monthly leak reports.

The Companies offered Charles Setian, Vice President of Operations for Bay State Gas
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Company. Mr. Setian offered changes to Section B. which would allow the use of flame
ionization equipment to satisfy the annual gas detector survey conducted in business districts,
and which revised Section B.4 to limit the scope of winter patrol leakage surveys to the cast iron
portion of gas distribution systems. He also expressed concern that the four (4) week
requirement to repair Grade 2 leaks was too severe, and recommended action which allowed
such repairs within the calendar year.

Mr. Setian commented that the proposed rules are far more severe than the current federal
standards, but that his company supported them if his recommendations were adopted.

Representatives from Gas Service, Inc.; Manchester Gas Company; and Concord Gas
Company agreed with the position of Mr. Setian.

Staff agreed to the first of the two proposals on the record. It did not agree with the proposal
which eliminated the four (4) week time period to repair Grade 2 leaks. The Commission
allowed an informal conference of all parties in order to arrive at a settlement on that point.

The Commission has been advised by staff that the parties have agreed to a new provision
which will specify that all Class 2 leaks shall be repaired either within 6 months or by the end of
the calendar year in which the leak was discovered, whichever is the shorter.

Staff explains that the ASME Guide recommends that Class 2 leaks should be repaired or
cleared within one calendar year, but no later than 15 months from the date the leak was
discovered. Staff also points out that its experience in dealing with other state regulatory
agencies reveal that the twelve month repair time is more widely accepted, and appears to be the
minimum time imposed on the industry. Staff emphasizes that Grade 2 leaks are, by definition,
leaks which do not present an immediate hazard to the general public since they are not in
immediate proximity to buildings or tunnels.

The Commission accepts the negotiated modifications as stated. It is satisfied that six (6)
months will provide a satisfactory time period within which Grade 2 leaks will be repaired. It
also accepts the two proposals offered by the company witnesses and will allow them to be
incorporated as offered.

The Commission finds that the proposed rules are in the public interest. They will require
more frequent leak surveys than some companies now provide, and they are certainly far more
restrictive than the Federal Regulations. They will provide specific instructions to companies as
to the expectations of the Commission. We will allow the rule as follows:

PUC 508.04 LEAK SURVEYS AND ACTION CRITERIA
A. Periodic Surveys

Each operator of a distribution system shall provide for period leakage surveys in its
Operating and Maintenance Plan.

Page 11

B. Minimum Requirements

The type and scope of the leakage control program must be determined by the nature of the
operations and the local conditions (i.e.: L.P. distribution systems, natural gas distribution
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systems), but it must meet the following minimum requirements:

1. Annual Gas Leakage Survey — Business districts — A gas detector survey must be
conducted in business districts including tests of the atmosphere in gas, electric, telephone,
sewer, and water system manholes, at cracks in pavement and sidewalks, and at other locations
providing an opportunity for finding gas leaks, at least once each year. Such survey shall be
made during the period March 1 to December 1.

2. Annual Gas Leakage Survey — Outside business districts — Leakage survey of the
distribution system outside of the principal business areas must be made at least once each year.
Such survey shall be made during the period March 1 to December 1.

3. Annual Winter patrol leakage survey — Business districts — A gas detector survey must
be conducted each year in business districts during the period January 1 to March 1. This type of
survey is usually conducted with a mobile flame ionization unit and the main objective is to
detect Class | and Class Il leaks.

4. Annual Winter Patrol Leakage Survey — Outside Business District A gas detector survey
must be conducted each year in the cast iron distribution system outside of the principal business
areas during the period January 1 to March 1. This type of survey is usually conducted with a
mobile flame ionization unit and the main objective is to detect Class | and Class Il leaks.

5. Annual Building Survey — A gas detector survey of buildings used for public assembly,
including schools, churches, hospitals, theaters, municipal buildings, downtown areas, etc. will
be conducted each year during the period March 1 to December 1. This survey will test areas
around service entrances, inside the foundation wall, at conduit or cable entrances below grade
and at cracks or breaks in the foundation wall where gas seepage might enter the basement. Tests
for inspection will be made on exposed piping from the service entrance to the outlet side of the
meter.

6. Other Surveys — Mains in places or on structures where anticipated physical movement or
external loading could cause failure or leakage must be patrolled at intervals not exceeding 3
months.

C. Leakage Classification and Action Criteria
1. General

The following establishes a procedure by which leakage indications of flammable gas can be
graded and controlled. When evaluating any gas leak, indication, the initial step is to determine
the perimeter of the leak area. When this perimeter extends to a building wall, the investigation
should continue into the building.

2. Leak Grades

Based on evaluation of the location and/or magnitude of a leak, one of the following leak
grades should be assigned, thereby establishing the leak repair priority:

(a) Grade 1, a leak that represents an existing or probable hazard to persons or property, and
requires immediate repair

Page 12
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within 24 hours or continuous action until the conditions are no longer hazardous.

(b) Grade 2, a leak that is recognized as being non-hazardous at the time of detection, but
requires scheduled repair within six (6) months or before the end of the calendar year based on
probable future hazard.

(c) Grade 3, a leak that is non-hazardous at the time of detection and can be reasonably
expected to remain non-hazardous.

3. Guidelines and Action Criteria

Guidelines for leak classification and leakage control are provided in Tables 3a and 3c. The
examples of leak conditions provided in the tables are presented as guidelines and are not
excluded. The judgment of the company personnel at the scene is of primary importance in
determining the grade assigned to a leak.

4. Follow-up Inspection

The adequacy of leak repairs should be checked before backfilling. The perimeter of the leak
area should be checked with a CGI. Where there is residual gas in the ground after the repair of a
Grade I leak, a follow-up inspection should be made as soon as practical after allowing the soil
atmosphere to vent and stabilize, but in no case later than one (1) month following the repair. In
the case of other leak repairs, the need for a follow-up inspection should be determined by
qualified personnel.

5. Re-evaluation of a Leak

When a leak is to be re-evaluated (see Table 3c), it should be classified using the same
criteria as when the leak was first discovered.

D. Records and Self Audit Guideline
1. Leak Records

Historical gas leak records should be maintained. Sufficient data should be available to
provide the information needed to complete the Department of Transportation Leak Report
Forms DOT-F-7100.1, DOT-F-7100.1-1, DOT-F-7100.2 and DOT-F-7100.2-1, and to
demonstrate the adequacy of company maintenance programs. The following data should be
recorded and maintained, but need not be in any specific format or retained at one location. Time
of day and environmental description records are required only for those leaks which are
reported by an outside source or require reporting to a regulatory agency.

(a) Date discovered, time reported, time dispatched, time investigated and by whom.
(b) Date (s) re-evaluated before repair and by whom.

(c) Date repaired, time repaired and by whom.

(d) Date(s) rechecked after repair and by whom.

(e) If a reportable leak, date and time of telephone report to regulatory authority and by
whom.

(f) Location of leak.
(9) Leak Grade
© Public Utilities Reports, Inc., 2008 14
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(h) Line use (distribution, transmission, etc.)

(i) Method of leak detection (if reported by outside party, list name and address.)

E. Leak Reporting Requirements

1. Each utility shall report to this Commission as soon as possible, consistent
Page 13

with the public welfare and safety, and leak, as later described, occurring in its system. The
immediate, or first, report shall be by telephone, include the location and time discovered, a brief
description of what occurred, and the individual to be contacted should further information be
desired. This report shall be followed in not more than twenty (20) days by a written report on
Department of Transportation Form DOT F 7100:1, Leak Report-Distribution System or on a
form acceptable to the Commission showing the same information. Reports shall be made on any
leak that —

(a) Caused a death or a personal injury requiring hospitalization;
(b) Resulted in gas igniting;

(c) Caused estimated damage to the property of the operator, or others, or both, of a total of
$1,000 or more;

(d) In the judgment of the utility was significant even though it did not meet the criteria of
(), (b), or (c);

(e) Because of its location, required immediate repair and other emergency action to protect
the public, such as evacuation of a building, blocking off an area, or rerouting traffic.

2. Each company shall submit a monthly leak report indicating the status of leaks (Form PUC
509:20).

Page 14
[Graphic Not Displayed Here]
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[Graphic(s) below may extend beyond size of screen or contain distortions.]
MONTHLY LEAK REPORT

Company:
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Month of:

Status of Leaks

Number of leaks at
beginning of month —

Number of leaks
reported during
the month —

Number of leaks
repaired during
month —

Total leaks remaining
at end of month —

Company Official:

Date Submitted:

Our Order will issue accordingly.
ORDER
Based on the foregoing report which is made a part hereof; it is

ORDERED, that the following amendment, which is specified in the report, to the Rules and
Regulations Prescribing Standards for Gas Utilities be added:

"NHPUC 508.04 Leak Surveys and Action Criteria."”

By Order of the Public Utilities Commission of New Hampshire this sixth day of January,
1982.

[Go to End of 79164]

Re Mountain Springs Water Company
DE 81-360, Order No. 15,415
67 NH PUC 19
New Hampshire Public Utilities Commission
January 6, 1982
HEARING ordered to determine an acquisition price for water company.

BY THE COMMISSION:
ORDER
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WHEREAS, the Mountain Lakes District, a municipal corporation existing in the Town of
Haverhill, New Hampshire, has petitioned this Commission to determine the value of the plant
and property of the Mountain Springs Water Company; and

WHEREAS, RSA 38:5 allows that any town or village district may acquire a plant for the
distribution of water after two thirds (2/3) of all the voters present and voting at a special
meeting, have voted to do so; and

WHEREAS, the Mountain Lakes District has represented that such a vote was taken and
resulted in the affirmative; and

WHEREAS, in accordance with RSA 38:6 the District so notified the Mountain Springs
Water Company and sought its concurrence for the sale of the water company plant and
property; and

WHEREAS, the Mountain Springs Water Company has declined to answer such inquiry and
declined to submit a price and terms it is willing to accept for its plant and property; and

WHEREAS, RSA 38:9 and RSA 38:10 provide that if the utility shall reply in the negative,
this Commission, after proper notice and hearing, shall fix the price to be paid for said plant and
property; it is hereby

ORDERED, that a hearing shall be held at the Commission offices on January 27 and 28,
1982, at 10:00 a.m., for the purpose of determining the price to be paid them by Mountain Lakes
District for the plant and property of the Mountain Springs Water Company.

By order of the Public Utilities Commission of New Hampshire this sixth day of January,
1982.

NH.PUC*01/07/82*[79165]*67 NH PUC 19*Concord Electric Company

[Go to End of 79165]

Re Concord Electric Company
DR 82-3, Order No. 15,418
67 NH PUC 19
New Hampshire Public Utilities Commission
January 7, 1982
CREDIT ordered on electric company bills.

BY THE COMMISSION:
ORDER
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WHEREAS, Concord Electric Company was allowed to pass through to its customers
increased purchased power costs under Federal Energy Regulatory Commission Docket No.
ER80-140; and

WHEREAS, settlement of said docket results in lesser costs than proposed and collected; and

WHEREAS, the Public Service Company of New Hampshire will refund any overcollected
funds to Concord Electric Company during January through June, 1982; and

WHEREAS, Concord Electric Company similarly proposes to credit its consumers those
monies received from PSNH during the same period and has filed with this Commission its
Supplement No. 2 to Tariff, NHPUC No. 7 — Electricity documenting such credit; and

WHEREAS, the Commission finds such credit to be in the public good; it is

ORDERED, that Supplement No. 2 to Concord Electric Company Tariff, NHPUC No. 7 —
Electricity, be, and hereby is, approved for effect with all bills rendered on and after January 1,
1982.

By order of the Public Utilities Commission of New Hampshire this seventh day of January,
1982.

NH.PUC*01/07/82*[79166]*67 NH PUC 20*Exeter and Hampton Electric Company

[Go to End of 79166]

Re Exeter and Hampton Electric Company
DR 82-4, Order No. 15,419
67 NH PUC 20
New Hampshire Public Utilities Commission
January 7, 1982
CREDIT ordered on electric company bills.

BY THE COMMISSION:
ORDER

WHEREAS, Exeter & Hampton Electric Company was allowed to pass through to its
customers increased purchased power costs under Federal Energy Regulatory Commission
Docket No. ER80-140; and

WHEREAS, settlement of said docket results in lesser costs than proposed and collected; and

WHEREAS, the Public Service Company of New Hampshire will refund any overcollected
funds to Exeter & Hampton Electric Company during January through June, 1982; and

WHEREAS, Exeter & Hampton Electric Company similarly proposes to credit its consumers
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those monies received
Page 20

from PSNH during the same period and has filed with this Commission its Supplement No. 5
to Tariff, NHPUC No. 14 — Electricity, documenting such credit; and

WHEREAS, the Commission finds such credit to be in the public good; it is

ORDERED, that Supplement No. 5 to the Exeter & Hampton Electric Company Tariff,
NHPUC No. 14 — Electricity, be, and hereby is, approved for effect with all bills rendered on
and after January 1, 1982.

By order of the Public Utilities Commission of New Hampshire this seventh day of January,
1982.

NH.PUC*01/07/82*[79167]*67 NH PUC 21*New Hampshire Electric Cooperative, Inc.

[Go to End of 79167]

Re New Hampshire Electric Cooperative, Inc.
Intervenor: Office of Consumer Advocate
DF 81-375, Order No. 15,422
67 NH PUC 21
New Hampshire Public Utilities Commission
January 7, 1982
PETITION for authority to borrow through the Rural Electrification Administration approved.

APPEARANCES: Mayland H. Morse for the petitioner; Joseph Gentili, Consumer Advocate.
BY THE COMMISSION:
REPORT

The unopposed petition filed December 8, 1981, upon which a hearing was held on January
4, 1982, before the Public Utilities Commission, filed by the New Hampshire Electric
Cooperative, Inc., a public utility operating under the jurisdiction of this Commission.

The New Hampshire Electric Cooperative, Inc. seeks authority pursuant to RSA 369 to
borrow $ 10,000,000 through the Rural Electrification Administration for system improvements
and for additions and extensions to their existing system. A portion of the $10,000,000 may be
borrowed on a concurrent basis from the National Rural Electrification Administration and
supplemental lenders.

The petitioner submitted that the proceeds of the loan will be used for system improvements
and additions and extensions to the existing system for a two year period beginning in the middle
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of 1981 and terminating in the middle of 1983.
Page 21

The New Hampshire Electric Cooperative, Inc. represents that as of October 31, 1981, its
long-term debt including interest thereon is as follows:
[Graphic(s) below may extend beyond size of screen or contain distortions.]

A. Long Term Debt to RED (Excluding Seabrook):

37 notes in the face amount of $52,543,179.59
Less unadvanced funds as at 10/31/81 311,000.00

Net amount borrowed $52,232,179.59
Repayment to date applicable to said notes 10,462,114.75
Long-term debt 10/31/81 41,770,064.84
B. Long Term Debt to REA and FFB (Seabrook):

2 notes in face amount of $75,750,000.00
Less unadvanced funds as of 10/31/81 75,750,000.00
Net amount borrowed $ -0-
Repayment to date applicable to said notes -0-

Net long-term debt 10/31/81 $ -0-

C. Long Term Debt to National Rural Utilities
Cooperative Finance Corporation

1 note in face amount of $ 350,000.00
Repayment to date applicable to said note $ 26,186.73
Net long-term debt 10/31/81 $ 323,813.27

D. Long Term Debt to Plymouth Guaranty Savings
Bank, Plymouth, N.H.

1 note in face amount of $ 300,000.00
Repayment to date applicable to said note 87,900.24
Net long-term debt 10/31/81 $ 212,099.76

There are no short-term notes outstanding.

$4,799,000 will be borrowed from the Rural Electrification Administration at 5% interest in
a note for the first year of the construction period. The remainder will be borrowed in a lender
note to the Rural Electrification Administration and in all probability through a supplemental
lender for the remainder of the borrowing.

During the loan period the Cooperative proposes to expend for system improvements,
additions, and extensions to its existing facility from the proceeds of the proposed loan
approximately the following:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

1. Distribution

A. New Services $3,018,000
B. New Tie Lines 259,500

C. Conversion and Line Changes 2,131,200
D. New Substation or meter points 164,000

E. Increased Substation capacity 721,750

F. Miscellaneous Distribution Equip. 2,844,500
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G. Engineering System Improvements 410.050

Total for Distribution $9,549,000

The proposed expenditures are based upon a comprehensive survey made by an independent
and reputable consulting firm, Booth & Associates, that is familiar with the petitioner's
functions, property and service demands. A detailed system study was submitted as evidence by
the petitioner as a basis for system improvements summarized as set forth above. Testimony of
managerial personnel of the petitioner supported the conclusions of the independent study and
confirmed the need for system improvements in the public interest.

Upon investigation and consideration of the evidence submitted, this Commission is of the
opinion that the construction and system and distribution improvements which will expand and
improve its service to the public and that
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financing thereof as proposed herein is the most economical that can be obtained. We find
that the granting of the approval of the authority requested in this petition will be in the public
interest. Prior to the issuance of the remaining notes mentioned heretofore, the Cooperative shall
inform the Commission of the terms of said notes and obtain approval from this Commission to
issue same.

Our order will issue accordingly.
ORDER
Upon consideration of the foregoing report, which is made a part hereof; it is hereby

ORDERED, that the New Hampshire Electric Cooperative, Inc., be, and hereby is,
authorized to issue and sell for cash and aggregate principal amount not in excess of $10,000,000
of its mortgage notes to the United States government, acting through the Rural Electrification
Administration or the supplemental lenders as may be required by the Rural Electrification
Administration; and it is

FURTHER ORDERED, that the Cooperative shall issue a note in the sum of $4,799,000.00
to be secured under a New Hampshire Electric Cooperative, Inc. mortgage to the United States
of America to be executed curing January, 1982; and it is

FURTHER ORDERED, that the aggregate borrowing of $ 10,000,000 be executed and
accomplished by the New Hampshire Electric Cooperative, Inc., issuing its note or notes for the
whole amount or a part thereof at various dates and amounts, as said loan funds may become
available from the United States Government through its Rural Electrification Administration
and any adjunct lending agency or subdivision thereof; and it is

FURTHER ORDERED, that the proceeds from said note or notes be used by the New
Hampshire Electric Cooperative, Inc. for system improvements; for additions and extensions to
its existing system; and to reimburse its treasury for monies expended for other such additions
and extensions; and it is

FURTHER ORDERED, that on January first and July first of each year, said New Hampshire
Electric Cooperative, Inc. shall file with this Commission a detailed statement duly sworn to by
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its Treasurer showing the disposition of the proceeds of such notes as shall be authorized by this
Commission until the expenditures of the whole of said proceeds shall have been fully accounted
for;and it is

FURTHER ORDERED, that the New Hampshire Electric Cooperative, Inc. shall notify the
Commission of the terms of said notes and obtain approval from this Commission for the
issuance of same.

By order of the Public Utilities Commission New Hampshire this seventh day of January,
1982.

NH.PUC*01/07/82*[79168]*67 NH PUC 24*Concord Natural Gas Corporation

[Go to End of 79168]

Re Concord Natural Gas Corporation
DE 82-8, Order No. 15,423
67 NH PUC 24
New Hampshire Public Utilities Commission
January 7, 1982
GAS company ordered to perform distribution system analysis.

BY THE COMMISSION:
ORDER

WHEREAS, on January 4, 1982, the Commission, during Concord Natural Gas Corporation's
cost-of-gas hearing, expressed its concern over the company's growth and its distribution system
capability; and

WHEREAS, the company's president testified that its last distribution system analysis was
performed circa 1961; and

WHEREAS, the demand for gas service has continued to increase substantially over the last
several years; and

WHEREAS, the company was unable to assure this Commission of adequate facilities to
serve future growth within its franchise area; it is hereby

ORDERED, that Concord Natural Gas Corporation perform a distribution system analysis to
determine the limitations of its mains, regulator stations, etc. concerning present load conditions
and future growth; and it is

FURTHER ORDERED, that within six (6) months the company complete this analysis and
submit to the Commission a written summary of the results including any actions the company
has taken or will take because of their findings.
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By order of the Public Utilities Commission of New Hampshire this seventh day of January,
1982.

NH.PUC*01/11/82*[79169]*67 NH PUC 25*Public Service Company of New Hampshire

[Go to End of 79169]

Re Public Service Company of New Hampshire

Intervenors: Community Action Program, Legislative Utility Consumers' Council, and Office of
Consumer Advocate

DR 81-87, Order No. 15,424
67 NH PUC 25
New Hampshire Public Utilities Commission
January 11, 1982

ORDER granting rate increase, as modified, eliminating fuel adjustment charge, and directing
company to sell its interest in nuclear generating units.

1. VALUATION, § 192.1 — Property excluded from rate base — Tax reserves.

[N.H.] Deferred taxes were deducted from rate base in lieu of carrying them at no cost to
capital. p. 27.

2. RATES, 8§ 303 — Fuel clauses — Rate base treatment of collections.

[N.H.] To account for over- and undercollections of the fuel adjustment clause and the
resulting tax liabilities and benefits, deferred fuel costs were allowed in working capital and
deferred taxes were deducted from rate base. p. 27.

3. VALUATION, § 274 — Waterpower and dam sites — Rate base recognition.

[N.H.] The commission gave immediate rate base treatment to the costs incurred in
reconstructing a hydroelectric station as positive recognition for the reduction in fuel costs
resulting from the increased capacity. p. 28.

4. RATES, § 120.1 — Test period — Post-test-year adjustments.

[N.H.] The commission adopted a proposal to use updated test-year data to mitigate the
effects of attrition and the impact of inflation coupled with declining sales growth. p. 29.

5. EXPENSES, § 88 — Political and lobbying expenditures.

[N.H.] Expenses associated with membership in the Atomic Industrial Forum were not
recognized for rate-making purposes where the commission found the organization was
essentially a lobbying organization and rules and regulations prohibited the recovery of expenses
associated with political or promotional advertising. p. 30.
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6. EXPENSES, § 48 — Dues.

[N.H.] Membership dues for the Edison Electric Institute (EEI) were designated for
below-the-line treatment where the commission found that the EEI advocated positions on issues
that were contrary to the interests of New Hampshire ratepayers. p. 32.

7. EXPENSES, § 26 — Advertising, promotion, and publicity.

[N.H.] Fees associated with an Edison Electric Institute advertising campaign were not
charged to ratepayers where the commission found that the advertising was promotional,
political, and institutional. p. 33.

8. RETURN, 8§ 43 — Reasonableness — Past earnings and losses.

[N.H.] The commission decided that the appropriate measure of dividend growth to be used
in a discounted cash flow formula for determining rate of return was the utility's historic
dividend growth. p. 38.

9. EXPENSES, § 10 — Effect of price changes and abnormal conditions — Attrition adjustment.

[N.H.] A proposed attrition adjustment was rejected by the commission where the utility
failed to break down rate of return data by jurisdiction and by wholesale and retail operations,
and the commission found that using an attrition allowance on retail operations to compensate
for wholesale operations deficiencies would be discriminatory. p. 41.
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10. EXPENSES, § 10 — Effect of price changes and abnormal conditions — Attrition
adjustment.

[N.H.] The commission refused to accept computations for an attrition allowance where: (1)
the calculation failed to focus solely on operations in the regulatory jurisdiction; (2) construction
work in progress related revenues were not added back; (3) the determination of per cent of
capitalization equity portrayed a financial condition worse than the one that existed due to a
failure to recognize revenue increases; (4) the calculation did not accept the actual rate of return
for the year under consideration; and (5) inclusion of revenue increases would have yielded a
higher rate of return. p. 43.

11. EXPENSES, § 10 — Effect of price changes and abnormal conditions — Attrition defined.

[N.H.] The commission distinguished between the overall rate of return and return on
common equity in defining attrition as an erosion of overall rate of return that occurs despite
efficient management. p. 46.

12. RATES, § 262 — Kinds and forms of rates and charges — Cost elements involved —
Indexing.

[N.H.] A proposal to index utility rates to the consumer price index was rejected by the
commission on the grounds that it was a make whole concept repugnant to regulation. p. 47.

13. RATES, § 303 — Fuel clauses.
[N.H.] The commission found no benefit to continuing an annual fuel adjustment clause
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because frequent petitions for review provided access to overall rate relief and because
consumers did not understand and were resistant to fuel adjustment clause charges. p. 48.

14. RATES, § 262 — Kinds and forms of rates and charges — Cost elements involved —
Marginal costs.

[N.H.] The commission accepted the principle, reached in a settlement agreement, that
marginal costs were the appropriate basis for utility retail pricing policy because that principle
recognized that the efficient allocation of resources and the efficient purchasing behavior of
consumers are premised on pricing policies that reflect true resource costs in rates. p. 54.

15. RATES, § 322 — Electric — Demand, load, and related factors — Interruptible rates.

[N.H.] Interruptible rates were not implemented because appropriate pricing could not be
determined until issues of the value and cost effectiveness of interruptible rates were resolved. p.
60.

APPEARANCES: Martin L. Cross and Eaton W. Tarbell, Jr., for Public Service Company of
New Hampshire; Gerald Eaton for Community Action Program; Gerald L. Lynch, Consumer
Advocate — Legislative Utility Consumers' Council.

BY THE COMMISSION:
REPORT
I. PROCEDURAL HISTORY

On April 2, 1981, the Public Service Company of New Hampshire (PSNH) filed a tariff
designed to increase revenues approximately 35 million dollars, or a 9.770 increase in
revenues.1(1) The test year is offered as twelve months ending December 31, 1980. The merits
of the case were heard in twelve days of hearings, including public hearings in Nashua,
Portsmouth, Newport, and Franklin. In addition, due to the reservation of rate design and fuel
adjustment issues from PSNH's last proceeding, DR 79-187, ten additional public hearings were
held in that docket at which time additional public expression was received.

The Legislative Utility Consumers' Council (LUCC) and the Community Action Program
(CAP) were active full-time intervenors.
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Temporary rates were allowed which consisted of $17,460,000 in increased revenues. These
temporary rates were filed subject to refund or recoupment depending upon the outcome of this
proceeding.

I1. RATE BASE

[1] The question of a proper rate base yielded little disagreement among the parties. The
Public Service Company of New Hampshire (PSNH) accepts Staff's method of calculation of net
investment in plant. Exhibit 41, Attachment D. This method, proposed by Finance Staff, includes
a deduction from rate base for deferred taxes. The Commission will adopt this method in lieu of
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carrying the deferred taxes at no cost in the PSNH capital structure.

PSNH also agrees with Staff's working capital calculation as accurate as to the amounts set
forth in Exhibit 41, Attachment D for Materials and Supplies, Prepayments, unbilled fuel costs
above base and CWIP refunds, all subsequently pro-formed for net AFUDC. The expense
allowance has been pro-formed to reflect the AFUDC method.

The method of the Finance Staff's calculation of the test year actual expense allowance for
working capital purposes emerged as a major area of dispute. Finance Staff proposes a deduction
to reflect deferred taxes on deferred fuel costs. CAP supports the Staff's adjustment.

[2] Staff Witness Sullivan cites the Commission's attention to the effects of deferred fuel
accounting in the calculation of rate base. Mr. Sullivan notes that PSNH agrees that deferred
taxes should be deducted from rate base. Witness Sullivan notes that the Commission should
recognize the tax timing differences between booking items for Commission purposes and
booking items for IRS calculations.

Because the existing fuel adjustment charge allows over/under collections to occur, Mr.
Sullivan contends that PSNH's characterization of its current FAC as perfectly collected is
invalid. In the case of under-recovery, PSNH has not had to carry the cost of fuel without being
able to offset the cost in part by the tax benefits. Mr. Sullivan recognizes that there is a tax
benefit when revenues are received from ratepayers. Simply stated, Mr. Sullivan contends that
the fact that PSNH must pay for fuel cannot be examined in isolation. Since there is a tax benefit
when there are undercollections, Staff contends that some recognition of this fact must be made
in the working capital allowance. In his testimony, Mr. Sullivan noted that ratepayers should not
be required to provide a return of that tax benefit in advance of the time that the Company will
be liable for them, which is when revenues are received.

PSNH contends that the Commission must remember that whether or not the Company uses
deferred fuel cost accounting, PSNH must pay for the fuel burned during the test year. PSNH
notes that the undercollection under the fuel adjustment clause was the highest ever and that
deferred fuel cost accounting allows an adjustment to income for bookkeeping purposes. PSNH
brings out that Mr. Sullivan's proposal would result in an increase in the working capital
allowance if there was an over-recovery. PSNH contends that Mr. Sullivan's proposal implies
that the greater the under-recovery, and therefore the lesser cash available to the Company, the
fewer dollars are needed from investors to support the Company's day-to-day operating
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expenses. PSNH argues that common sense dictates that, if anything, the opposite is true.

PSNH offers that the Commission has taken steps to alleviate major over and
under-collections in the fuel adjustment and that the goal is to achieve as near zero as is possible.

The Commission will allow for rates to reflect reasonable fuel costs. Those reasonable fuel
costs will be collected. However, there are tax consequences to collection of revenues associated
with fuel costs. The tax benefit could become a liability if the collection is over rather than under
the estimates. In the working capital calculation we will allow deferred fuel costs. The deferred
taxes associated therewith will be included in the deferred taxes on income deduction from rate
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base.

[3] On December 30, 1981, PSNH placed into service a reconstructed hydro-electric station
at Garvin Falls. In the past, Garvin Falls produced 5.6 MW. However, PSNH, through its recent
efforts, has increased the level of capacity to 12.1 MW. This dramatic increase in hydro-electric
generation from this site is deserving of positive recognition. PSNH's efforts in this regard
represent an emergence of an energy policy that is more diversified as to energy sources than
was previously the case. The greater capacity will result in an increase in hydro-electric energy
from this station from 32,000 MWH to 54,000 MWH per year. The 22,000 MWH increase in
generated electricity will save 37,400 barrels of oil over prior consumption. This is an annual
savings of $1,196,800 assuming a price of $32 for a barrel of oil.

Positive action in the development of diversified resources to replace oil-fired generation
should be encouraged. This action by PSNH is of tremendous assistance to its ratepayers and
they are to be commended for its completion. Because of this excellent move to increase
hydroelectric generation within the State, the Commission will allow immediate rate base
inclusion for these costs. The level of investment which was transferred as of December 30,
1981, from construction work in progress to active plant is approximately $6,882,206. The
additional plant is generating electricity and thus used and useful. The Commission has, in the
past, recognized additional generating plant in rate base where it was completed after the test
year. Re Public Service Co. of New Hampshire (1974) 59 NH PUC 330.

Furthermore, the tremendous benefit from the reduction of fuel costs requires full and
immediate recognition in rate base.

As to the test period for the remainder of rate base, the Commission adopts Witness Robert
Camfield's recommendation that the most recent information available should be used. Such a
procedure mitigates attrition and eliminates problems associated with regulatory lag. The
Commission will adopt Staff's methodology using an average rate base for a time period ending
September 30, 1981. It is interesting to note that a year end rate base would be an insignificant
bit lower. Such a procedure results in an initial rate base of $419,399,378 to which the
investment in Garvin Falls hydro is added to arrive at a rate base of $416,281,584. This figure is
adopted as just and reasonable for purposes of this proceeding.

The Commission would note that it is prepared to give similar treatment to other
hydro-electric projects that PSNH may decide to refurbish, upgrade or improve in terms of
capacity. Furthermore, any new hydro-electric capacity
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will also be given year end rate base treatment. As you will note later in this opinion, the
Commission is prepared to provide the proper incentives for acceleration of the Schiller
conversion. It is the Commission's adopted policy that the public good requires implementation
of any near term action which can reduce the percentage of oil-fired generation. The following
table details the findings of this Commission on PSNH's rate base.

[Graphic(s) below may extend beyond size of screen or contain distortions.]

AVERAGE RATE BASE
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September 30, 1981

Gross Plant
Plant Held for Future Use

TOTAL

Less Reserve for Depreciation
Customer Deposits & Interest
Accumulated Investment Tax Credit
Customer Advances for Construction
Deferred Taxes on Income

TOTAL

Net Investment in Plant
Working Capital

Expense Allowance

Materials & Supplies
Prepayments

Unbilled Fuel Cost Above Base
CWIP Refund

TOTAL

Investment in Androscoggin Reservoir
Co.

Rate Base (Initial)
Garvin Falls Hydro-Electric
Approved Rate Base

I11. EXPENSES — REVENUES
A. Test Year

[4] PSNH originally submitted a test year based on data ending 12 months, December, 1980.
Staff Witness Camfield noted that in lieu of an additional attrition allowance that the effects of
attrition would be mitigated by updating the test year to a more recent time period. No party
objected to this procedure in brief.

The Commission has always been guided by the understanding that rates should be fair,
thereby balancing the interests of ratepayers and investors alike. To this end, it is very important
that rates reflect current costs, as long as such costs are, in the view of the Commission,
legitimate costs of doing business. Whereas, in the past sales growth has tended to negate the
impact of moderate inflation upon expenses and earnings, today's utility is typically caught in the
grip of higher inflation and declining sales growth. In recognition of these external forces, the
Commission chooses to adopt witness Camfield's recommendation to use current expenses and
capital costs in establishing current rates. The Commission herein has recognized and employed
actual expenses, revenues and average rate base for the 12 month period ending September 30,
1981, the most recent period for which data is available. With similar intent, the capital structure
and component cost rates are estimated at October 31, 1981.

An obvious difficulty in employing these very current data for ratemaking purposes is
reconciling the allowed final revenue deficiency ($29 million) with the previously authorized
temporary rates which are implicit in the latter five months of the September, 1981 12 month
period. Such reconciliation requires a recognition of the revenue realized under the temporary
rates of May 1, 1981. Using the relationship of New Hampshire retail sales to total sales for the
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calendar year 1980, an estimate has been made of the New Hampshire retail sales and their
associated temporary rate revenues. That revenue estimate (net of tax), in turn, was subtracted
from the net operating income requirement used in calculating the allowed revenue deficiency.
The Commission fully realizes that
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the herein established final rates may require some changes to incorporate the actual rather
than the estimated revenues associated with the temporary rates.

B. Atomic Industrial Forum

[5] The Commission, while adopting an updated test year, still finds that certain expenses are
in both sets of data that need inquiry as to their reasonableness.

The first expense the Commission calls into question is the $12,403 associated with
membership in the Atomic Industrial Forum. These expenses were not broken out into lobbying
and other expenses. Nor was there a demonstration of the justification of these expenses.

From Commission experience, we are aware that the Atomic Industrial Forum as essentially
a lobbying organization. As such, these expenses are not recognized for ratemaking purposes as
fitting into a level of expenses proper for just and reasonable rates. Re Public Service Co. of
New Hampshire (1980) 65 NH PUC 251.

Furthermore, the Commission rules and regulations prohibit expenses associated with
political or promotional advertising from being passed on to ratepayers.2(2) Obviously, our
rules, regulations and decisions cannot be undercut by allowing utilities subject to our
jurisdiction to incur costs through organizations for activities which, if they did themselves,
would not be recognized as a proper expense to the ratepayer. Thus, these expenses are denied.

C. Customer Survey — Commercial Sector

The Commission is also concerned about the state of knowledge concerning the Company's
commercial customers. Remarkably little is known about the commercial sector and its usage of
electricity, in spite of the fact that this sector has exhibited the highest rate of growth for PSNH.
This lack of knowledge is complicated by the inclusion of manufacturing customers in the same
rate classes as commercial customers, thus precluding a straight forward analysis. Under
conditions of uncertainty about load growth, more adequate knowledge about electrical end uses
and usage patterns is essential for improving forecasts. The lack of knowledge is also
particularly disturbing because the commercial sector is a prime candidate for energy
conservation and offers great potential for improved efficiency. For these reasons, the
Commission orders PSNH to perform the necessary work to classify its commercial customers
according to three-digit SIC code and to develop data profiling as accurately as possible the
characteristics and consumption patterns of these customers. This work is intended to
supplement the work being performed now by the Company in compliance with Section 133 of
PURPA, and the Commission will therefore allow the Company an additional $25,000 in
expenses to accomplish this work. The Commission notes that sufficient work in other states
exist to provide guidance to PSNH, and points out, in particular, that NEES has completed a
similar effort.
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D. Nuclear Electric Insurance Limited Adjustment
Page 30

PSNH seeks approval of $308,490 for membership in the Nuclear Electric Insurance Limited
program (NEIL), which is a mutual insurance company incorporated under the laws of Bermuda.
Membership in the NEIL Program provides coverage against the extra expense incurred in
obtaining electric power during prolonged accidental outages of nuclear power generating units.
This pro forma adjustment increases insurance expense for test year to include the first years'
premium for Company membership in the NEIL Program.

The Company believes that this is a prudent investment which could potentially save the
New Hampshire ratepayer many millions of dollars in replacement purchase power cost. Exhibit
P-4-G is a detailed explanation of the program and the calculation of the premium. Through this
pro forma adjustment, the Company is seeking from the Commission a determination of the
ratemaking treatment of: (1) premium cost; and (2) retrospective adjustments.

CAP argues against the adjustment. While CAP recognizes that insurance would be a sound
investment if the policy provided substantial protection from the increased costs of replacement
power, CAP contends that the NEIL Program does not provide such protection.

CAP raises concerns that besides an annual premium of $273,000 there is a requirement of a
reserve premium and a retrospective premium. Such premiums are viewed by CAP to represent a
potential large liability for Public Service customers compared to PSNH's existing nuclear
ownership. Furthermore, the other participants and covered facilities represent a potential for
large losses that could be flowed through the retrospective premium adjustment to PSNH.

Recovery under the insurance policy is denied if an outage or delay results from the
following:

"(e) Any governmental act, decree, order, regulation, statute or law prohibiting or preventing,
directly or indirectly, the commencement, recommencement or continuation of any operations at
the Site specified in the Declarations;" Exhibit 37 at C-14.

CAP seeks to have the Commission defer judgment on the NEIL Program until the
completion of the Seabrook Units.

The Commission is very concerned about PSNH press releases sent to us for our records that
reveal an intention to seek recovery for some unspecified level of expenses associated with
Three Mile Island. Obviously, it is unclear what benefit New Hampshire ratepayers receive if
they are forced to pay for insurance costs for protection from the costs of outages at PSNH
nuclear plants and then are also required to pay a portion of the costs of outages at plants that
PSNH has no investment interest.

The insurance documents presented in this proceeding seem to provide very little protection
at a rather high rate. Further, because the industry has not been required to uniformly adopt this
policy by the NRC the potential for liability for uncovered plants cannot be ignored.

While granted that Three Mile Island preceded NEIL, nothing prevented General Public
Utilities from carrying insurance. Yet the Edison Electric Institute has called upon all utilities to
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have their ratepayers pay for costs of major outages at the Three Mile Island plant. What is to
prevent further requests for recovery of costs from other plants not covered by NEIL or covered
facilities that PSNH does not have an ownership interest?
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It is inequitable for ratepayers to be held accountable regardless of the plant that is out of
service and whether or not it is covered by insurance and also require them to pay for insurance
protection.

The question of the reasonableness of NEIL should await a determination by the utility
industry whether it seeks to actively seek recovery of costs from Three Mile Island Il. The issues
of Three Mile Island and NEIL should be examined together and not separately.

Further, the Commission finds CAP's concern about the open ended expense levels
associated with the premiums together with the probability of lack of recovery to be valid
considerations. Since for the above reasons we find CAP's concerns to remain unanswered as
well as persuasive, the adjustment of $308;490 to expenses is denied. We do not agree, however,
that final resolution of this issue must remain until the completion of Seabrook. Rather, we wish
the questions raised concerning potential liability, expenses and coverage to be addressed in
greater detail in a subsequent proceeding this year. However, the Commission will not address
this issue without also addressing the question of future requests for expenses associated with
inoperable plants outside PSNH's ownership interest in nuclear plants whether covered by NEIL
or not.

E. Edison Electric Institute

[6] The Commission calls into question the expenses attributable to the Edison Electric
Institute (EEI). EEI has been quite active over the past year. One of its activities has been to
oppose this Commission's decision to retain the benefits of Connecticut River hydro-electric
power for the customers of New Hampshire. In that Docket, the Commission, acting pursuant to
State statute ordered a return of the benefit of this low cost power to citizens of New Hampshire
after finding that the power was reasonably required for use within New Hampshire and that the
public good required that it be delivered for such use.3(3) Certainly EEI or any other
organization is entitled to advocate any position in any proceeding. However, it is potentially
unreasonable to require ratepayers to contribute to an organization which advocates an interest
against a state statute, the public good and their own economic interests. To hold ratepayers
accountable for these expenses, which in part pay for activities against actions found to be in the
public good, is unjust and unreasonable.

EEI has also recently advocated that all electric utilities request their consumers to pay for
the costs of Three Mile Island. EEI has advocated that those utilities like PSNH that have
ownership in nuclear plants and/or are constructing nuclear plants should have their customers
pay a proportionately larger share than other utility customers. EEI is lobbying this position
before the public, the media, the Congress and state commissions. If successful their efforts
would increase the level of electric bills in whatever forums adopt their contentions.

Again, they have the right to lobby for any position they desire but past precedent of this
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Commission dictates that utility expenditures associated with lobbying activities should be
treated below the line and therefore not charged to
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consumers. Re Public Service Co. of New Hampshire (1980) 65 NH PUC 251. Since EEI is
for the most part a consortium of electric utilities and where further the positions advocated by
the group are determined by a board of representatives of electric utilities, it would be
unreasonable to allow such expenses which would be denied on an individual utility basis.

Furthermore, EEI has not made similar requests for emergency relief for New England
utilities ratepayers due to their catostrophic reliance upon oil. Nor has EEI sought to have
ratepayers in other regions pay for the increased costs imposed upon New England utilities due
to regulatory delays in constructing new facilities. In many ways New England's reliance upon
oil and its difficulty in constructing new generating stations is of a greater financial hardship
than the Three Mile Island situation. This uneven treatment elevates the interests of certain
ratepayers over that of others which would also violate our State statute precluding
discrimination.

The level of costs assessed for membership in this organization was $124,471. Based upon
the foregoing analysis the Commission finds such expenses to be against the public good and
more properly chargeable to below the line accounts. PSNH is instructed to book these expenses
below the line to stockholders rather than above the line to ratepayers. For ratemaking purposes,
these expenses are denied.

[7] PSNH also seeks recognition of approximately $43,313 associated with EEI's national
advertising campaign.

The Commission has reviewed EEI advertising in the past and based on the Commission's
review of these advertisements the Commission finds them to be the type of advertising and
activity not chargeable to consumers pursuant to Commission Rule PUC 311.01. That rule is as
follows:

"PUC 311 Rules Relative to Utility Advertising
"111.01 General Standard

"No electric utility shall recover, in any manner, from any person other than the shareholders
(or other owners) of such utility any direct or indirect expenditure by such utility for
promotional, political, or institutional advertising, or promotional, institutional or political
activities."

Consequently, the $43,313 attributed to the EEI advertising fund is found to be an indirect
expenditure for promotional, political, and institutional advertising and is not an expense
attributable to ratepayers but should be booked below the line to stockholders.

F. Consultant — Governmental Affairs

PSNH has hired a consultant in its governmental affairs division primarily for work
involving the federal government. On page 354-G of the Form 1 the expense of this consultant is
listed as $29,157. Since this person is no longer employed with PSNH, the expenditure is
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non-recurring and these expenses are removed as a result. The Commission is generally
concerned with the government affairs division of PSNH and will expect further breakdowns in
future cases as to divisions between lobbying activities and those required relationships in the
day to day operations of a utility with government. These divisions should more clearly define
expenses that are below the line and those that are above the line. The Company has the clear
duty to reveal to the Commission the expenses both as to amount and type that it
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is placing below the line for any given test year. The Commission will so require this
breakdown in all future PSNH rate filings.

G. Depreciation Expense

The pro forma adjustment in depreciation included in this case accounted for the change
allowed in DR 79-187 for distribution depreciation expense. PSNH began recording the new rate
ox April 1, 1980, the day that the level of rates requested in Docket No. 79-187 were first billed.
Therefore, by this Commission including twelve months of actual expenses as of September 30,
1981, a full year's distribution depreciation expense has been included.

H. Normalization

In Docket No. DR 79-187 this Commission allowed for the normalization of tax timing
differences. PSNH began to reflect full normalization on its books on April 1, 1980. Therefore, a
full year's effect of full normalization has been reflected in actual operating expenses for the
twelve months ended 9/30/81.

I. Rate Case Expenses

The Company initially offered a pro forma adjustment for rate case expenses of $168,731
Staff cross examination lead to a reduction of this adjustment to $163,955. The Supreme Court
has required this Commission to recognize rate case expenses as a legitimate operating expense
New Hampshire v Hampton Water Works Co. (1941) 91 NH 278, 38 PUR NS 72, 18 A2d 765.
Therefore, this adjustment to expenses is allowed.

J. Payroll, Pension, Payroll Taxes

The Company submitted three pro forma adjustments for payroll pension costs and payroll
taxes. These adjustments were made to a 1980 level of expenses. The Commission has in this
decision updated the test year to twelve months ending September 30, 1981. The Commission
has traditionally reflected these adjustments in determining rates. The Commission finds such
changes to be known and measurable and has adjusted rates accordingly. With the update to
September 30, 1981, the Commission has now included nine months of this adjustment. The
remainder of the proposed adjustment net of its tax effect is $777,650. This adjustment is found
to be a known and measurable change and is so included.

K. Utility Assessment Tax

The utility assessment tax was increased as of June 30, 1981. The updated test year
incorporates a portion of the adjustment. The remainder is a known and measurable change, and
is hereby approved. The effect of this adjustment net of its tax effect is $177,652, (pro forma
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increase).
L. Property Taxes

PSNH proposed a property tax adjustment so as to update that expense level to a more
current figure. The updated test year will encompass nine months of actual changes in property
taxes. The Commission will not accept the Company's proposed adjustment because of its
estimated nature. Rather the Commission believes that actual changes in property taxes are more
appropriate. Based upon Commission records, the Commission concludes that property
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taxes for PSNH will increase an additional $125,000 over the enormous increase already
reflected in the updated test year ending September 30, 1981. This adjustment which is net of its
tax effect is allowed.

The Commission wishes to commend PSNH for its efforts to fight unreasonable property tax
increases. PSNH's recent efforts to control this cost factor to a more reasonable level should be a
model to all other utilities. Certainly no other New England electric utility has approached the
high standard set by PSNH in this regard. PSNH has demonstrated that utilities, much like
private unregulated businesses, must challenge unreasonable expenses.

[Graphic(s) below may extend beyond size of screen or contain distortions.]

SUMMARY OF PRO FORMA ADJUSTMENTS TO
SEPTEMBER 30, 1981

TEST YEAR

Expense

Atomic Industrial Forum
Company Survey — Commercial
Nuclear Electric Insurance*
Edison Electric Institute
Edison Electric Inst. Advert
Consultant — Governmental Aff
Rate Case Expenses

Payroll Pension Costs etc
Utility Assessment Tax
Property Taxes

Total
For NOI purposes ($1,059,913)

ADJUSTED NET OPERATING REVENUE FOR 12
MONTHS ENDED SEPTEMBER 30, 1981

Operating Revenue
Operating Expenses +
Depreciation & Amortization
Investment Tax Credits
Taxes Other

Taxes Income

Federal Current

New Hampshire

Deferred Taxes

Total

Net Operating Income
Adjustments:
Depreciation

Donations

Return On Customer Dep
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Adjusted Net Operating Income

NEIL expenditures were requested as was permission to join, expenses not in
test year figures expenses.

IV. RATE OF RETURN
A. General Concerns

At the heart of the calculation of revenue requirement is a determination of the earnings rate
on the invested capital or, stated differently, the overall rate of return as applied to the rate base.
Determination of the overall rate of return is particularly critical to Public Service Company of
New Hampshire because the construction program demands great amounts of external capital. In
New Hampshire, standard ratemaking practice uses original cost accounting dollars in the
determination of the rate base. Similarly, senior capital is recorded at the interest rate at the time
the capital was raised. The construction program, however, requires the addition of external
senior capital issued at today's interest rates. Rolled-in with the embedded cost rate of debt and
preferred stock, recent issues tend to increase the earnings rate required to service the senior
capital. It is this fact coupled with upward movements in short-term debt costs that has
profoundly impacted the overall return requirements of the Company. Whereas PSNH had an
overall return rate of 12.29% in mid-1980 (DR 79-187), current estimates of the overall return
shown in exhibits filed in this docket range from 14.00% to nearly 16%. Further, the rate base
has increased. The increase in the required earnings rate, coupled with the rate base account for
over 65% of the awarded revenue deficiency. The process of replacing
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and updating its plant and equipment will naturally cause the Company's rate base to
increase. Moreover, the Company has recently placed the expanded Garvin Falls hydro unit in
service, accounting for a major portion of the increase in gross plant. Of the requested revenue
increase, about 65% alone is required to service the increase in capital costs.

In the original filing of April 1981, PSNH employed the capital structure and the cost rates of
senior capital which compose that capital structure at December 31, 1980. The end of test year
capital structure, proformed to include the sale of common stock of early 1981, has a common
equity ratio of 37%, with a long-term debt cost rate of 11.30%, a preferred stock cost rate of
11.78%, and a short-term debt cost rate of 18.36%. The overall rate of return is 14.62%,
including a common equity return of 18.65%.

In its Trial Brief, however, the Company chose to use an October 31, 1981 capital structure
and cost rates. Because of changing proportions of capitalization, in addition to changing cost
rates of preferred stock and long-term debt (conversion of 5.50% preferred stock, the redemption
of long-term debt Series T, sinking fund redemptions, Eurobond sales), the overall return request
increased to 15.17%. Finally, the Company is requesting a 100 basis point attrition allowance,
which amounts to about seven million dollars in revenue requirement.

Mr. Camfield employed estimated capital structure and cost rates at October 31, 1981, when
he filed his direct testimony in July 1981. Implicit in the recommendation was common equity
participation of 40% and cost rates of 11.68%, 11.32 - 11.72%, and 16.16% - 18.32% for
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preferred stock, long-term debt and short-term debt, respectively. Collectively, the
recommendation for overall return was 14.11% - 14.95%. In that recommendation was
Camfield's earlier expectation of the issue of G & R debt ($35 million) and common stock ($14
million) in the third quarter of 1981.

In addition, Mr. Camfield states that the Commission may wish to alternately use the actual
capital structure at October 31, 1981.

Soon after the initial filing, Camfield filed supplemental testimony with an update which
reflected significant upward movements in costs of capital. The new recommendation was
14.88% - 15.85%, including 18% - 19% on common equity and a prime rate estimate of 17% -
21%.

B. Return on Common Equity

The Re Applicant, Public Service Company of New Hampshire, has supported its request for
a common equity return of 18.65% through the analysis of its witness, Professor Williamson.

Dr. Williamson employed discounted cash flow (DCF) theory to generate the 18.6570
recommendation. The yield component of the DCF theory requires that the analyst choose a
market price which reflects the observed price behavior of the stock in question. Dr. Williamson
used the observed price at January 2, 1980, an average of daily prices for the year 1980 and the
average of daily prices for the period December, 1979, through March, 1981. Combined with the
annual dividend ($2.12), the unadjusted yields are 13.55%, 13.25%, and 13.65%.

Having settled on 13.55% for the unadjusted yield, Professor Williamson proceeded to
examine the historical experience
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with regard to growth in earnings and dividends per share. Using the experience unique to
PSNH and an index of electric utilities, Professor Williamson concluded that investor
expectations of growth would likely fall in the range of 3.5% to 6%. Combined with the yield of
13.55%, the estimated cost of common equity was in the range of 17% to 19.5% with a midpoint
18.25%. Finally, adjusting for issuance costs (.4%), the estimated cost of common equity as used
and recommended by the Applicant for ratemaking purposes is 18.65%.

The Commission notes that Dr. Williamson did a relatively complete review of PSNH,
discussing the Company relative to the industry, examining Valueline and Solomon Brothers
data, recent market costs of debt, and preferred stock. Moreover, Dr. Williamson conducted
analyses of the relationship(s) between the market price- book value ratios and earned returns in
support of his 18.65% recommendation. However, the evidence certainly reveals that it was
discounted cash flow analysis which he predominantly relied upon in the recommendation.

Senior Economist Camfield testified regarding the appropriate cost of capital on behalf of the
Commission Staff. Mr. Camfield's original testimony and exhibits, filed in July 1981,
recommend an overall rate of return of 14.11% - 14.95%. The rate of return on the common
equity component of capital included in the overall return was 17.00% - 18.25%.

The common equity rate of return was calculated using the discounted cash flow (DCF)
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methodology. Mr. Camfield utilized a market price range of 15.00% - 15.50% based not on any
particular point in time but on recent experience of share price. The expected value of growth
was estimated using historical data and calculating compound and stochastic growth rates for
annual earnings and dividends. Mr. Camfield's recommendation was a range of 2.50% - 3.00%
based upon his analysis and an intuitive estimate of the expectations of a "reasonable investor."

Two additional adjustments to the classic of DCF formula were made by the witness. First,
Camfield adjusted the market price by 3.33% in recognition of issuance expenses. Secondly, Mr.
Camfield adjusted his yield figures for the effect of the quarterly sequence of dividend payments.

The Commission has historically applied the criteria set forth by the United States Supreme
Court. In the case of Bluefield Water Works & Improv. Co. v West Virginia Pub. Service
Commission, 262 US 679, PUR1923D 11, 67 L Ed 1176, 43 S Ct 675, the Court ruled that (262
US at pp. 692, 693, PUR1923D at pp. 20, 21):

"A public utility is entitled to such rates as will permit it to earn a return on the value of the
property which it employs for the convenience of the public equal to that generally being made
at the same time and in the same general part of the country on investments in other business
undertakings which are attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly profitable enterprises or
speculative ventures. The return should be reasonably sufficient to assure confidence in the
financial soundness of the utility and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the money necessary for the
proper discharge of its

Page 37

public duties. A rate of return may be reasonable at one time and become too high or too low
by changes affecting opportunities for investment, the money market and business conditions
generally."

The Court elaborated further in Federal Power Commission v Hope Nat. Gas Co. (1944) 320
US 591, 603, 51 PUR NS 193, 200, 201, 88 L Ed 333, 64 S Ct 281:

"The ratemaking process under the (Natural Gas) Act, i.e., the fixing of 'just and reasonable
rates," involves a balancing of the investor and the consumer interests. Thus we stated in the
Natural Gas Pipeline Co. case that 'regulation does not insure that the business shall produce net
revenues.' 315 US at p. 590, 42 PUR NS at p. 140. But such considerations aside, the investor
has a legitimate concern with the financial integrity of the company whose rates are being
regulated. From the investor or company point of view, it is important that there be enough
revenue not only for operating expenses but also for the capital costs of the business. These
include service on the debt and dividends on the stock. By that standard the return to the equity
owner should be commensurate with returns on investments in other enterprises having
corresponding risks. That return, moreover, should be sufficient to assure confidence in the
financial integrity of the enterprise, so as to maintain its credit and to attract capital ... ."

PSNH's requested return on equity of 18.25% is derived from and explained by the testimony
of Prof. Williamson. The DCF calculation that he made was based upon (1) the daily average
stock price observed in 1980 and the corresponding yield and (2) an estimation of expectations
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for dividend growth of 3.5% - 6.0%. Prof. Williamson submitted that the 13.55% yield based on
a stock price of $15.65 per share and an annual dividend of $2.12 is reasonable. Mr. Camfield
used a range of prices from $15.00 - $15.50 for his calculation using a quarterly dividend
adjustment and an adjustment for flotation expenses which equalled a yield of 14.67% - 15.12%.

[8] The Company's submission of 3.5% - 6.0% as an appropriate range for expected dividend
growth is supported by two approaches. First, Prof. Williamson calculated 3.35% and 3.89% as
the historic 10-year and 5-year dividend growth rates (Exhibit P-3-D). Prof. Williamson noted
that his calculation of 5-year earnings growth was 3.570 and then went on to say:

"On the basis of past dividend and earnings growth, I believe a minimum expectation is 3.5%
and a maximum expectation is 4%." (Exh. P-3, P. 8)

Professor Williamson goes on to say:

"I believe investor expectations with respect to PSNH are influenced by historic-growth rates
in earnings for electric utilities in general.” (emphasis added)

He then cites a range of dividend (emphasis added) growth rates for Standard and Poor's
Utility Index and the Dow Jones Utility Index of 5 - 7% and 4 - 6¢ respectively.

Prof. Williamson cited in his prefiled testimony the Commission's preference for the use of
10-year dividend growth rates rather than other types of growth measures (1980) 65 NH PUC
283. The Commission continues to believe that historical dividend growth is predictory for the
estimation of investor expectations of future growth. We have, however, evaluated the
information Prof. Williamson provided in regard to the S & P, and D.J. Utility Index companies.

The Following is a list of the S & P 40 Utilities:
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American Electric Power Virginia Electric Power
Baltimore Gas and Electric Wisconsin Electric Power
Central and Southwest Corp. Amer. Natural Resources

Commonwealth Edison Bklyn Union Gas
Consolidated Edison Columbia Gas

Detroit Edison Consolidated Natural Gas
Duke Power Ensearch Corp.

Florida P & L ONEOK

Middle South Utilities Pacific Light

NEES People®s Energy

Niagara Mohawk El Paso Co.

Northern States Power Internorth, Inc.

Ohio Edison Panhandle Eastern
Pacific G & E So. Natural Resources
Philadelphia Electric Texas East Corp.

Public Service G & E Texas Gas Transmission
P.S. Of Indiana Central Tel. & Utilities
Southern California Edison Continental Tel.
Southern Company G.T.E.

Texas Utilities United Telecommunications

The following table, derived from the Value Line Investment Survey, which is hereby
administratively noticed, exhibits the disparities in historical experience between the Company
groups in the S & P Index, used by Prof. Williamson, and PSNH:
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

DIVIDEND GROWTH
PSNH, ELECTRIC UTILITY INDUSTRY v. S & P

Past
10 Years

PSNH
Electric Utility Industry*

Standard & Poor"s

40 Utilities

22 Electrics

8 Gas Distribution
6 Gas Pipeline

4 Telephone

All electrics listed by Value Line.

The following is a list of the companies included in the Dow Jones Utility Index:

American Electric Power Cleveland Elec. lllum. Commonwealth Edison Columbia Gas
Systems Consolidated Edison Consolidated Natural Gas Detroit Edison Houston
Industries Niagara Mohawk Pacific G & E Panhandle Eastern People's Energy
Philadelphia Electric Public Service E & G Southern Cal. Edison

A similar table comparing these companies with PSNH again shows dissimilarities in
historical experience between the sample and PSNH.
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DIVIDEND GROWTH

PSNH, ELECTRIC UTILITY INDUSTRY v. DJ

PSNH
Electric Utility Industry

Dow Jones

15 Utilities

9 Electric Only
6 Electric & Gas

All Electrics Listed by Value Line.

Upon the foregoing analysis, the Commission concludes that the appropriate measure of
expectation for dividend growth of PSNH investors is the historical dividend growth of PSNH.

The Commission will, therefore, accept Mr. Camfield's analysis of historical growth unique
to PSNH, and his estimate of investor expectations given his report of previous experience.

Aside from Prof. Williamson's faulty use of Utility Index Data, we are impressed by how
close the Company and Staff witnesses' calculations actually are. Discussing the acceptibility of
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numbers other than his mid-point recommendation of 18.25%, Prof. Williamson states:

"My range of 17% to 19.5% is | think one that is reflected consistently by all of these
methods. And as long as a method gives me a number within that range, | am prepared to accept
that method.” (emphasis added) (Tr. p 4-86)

We note that Mr. Camfield's recommendation of 17.00% - 18.25% does indeed fall within
the range of 17.00% - 19.50%.

For ratemaking purposes, the Commission will accept 17.00% as the appropriate allowed
return on common equity capital.

Both Prof. Williamson and Mr. Camfield compared PSNH to other electric utilities and both
concluded that PSNH is a relatively high risk company that requires a relatively high return.
Most of the Commission's concerns in this Order are addressed to risk, and the future of the
Company. The Commission will remind the Company, however, that it is not afflicted by the
severe woes of many companies and industries that are unregulated. The Commission has
provided an opportunity for the Company to earn its allowed return. Indeed, this electric utility
has never yet approached the dire condition of some other industries. For example, PSNH has yet
to experience a year with a negative return on common equity as, on occasion, some other
companies have.

The Air Transport Industry lost $17.4 million in 1980, and the effect of 1981's air traffic
comptrollers strike on the bottom line is not yet known. The Agriculture Equipment Industry lost
$340 million in 1980 and further losses over $100 million are expected for 1981. The Auto and
Truck Industry lost $3.9 billion in 1980, and 1981 losses will again probably amount to over 5
billion dollars. The Mobile Home/RV Manufacturers lost a half billion dollars in 1980.

The Company should bear in mind that regulation has protected PSNH from experiences
such as those of the auto industry. Our primary responsibility, however, is to balance the
interests of both ratepayers and investors.
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[Graphic(s) below may extend beyond size of screen or contain distortions.]
DR 81-87

OVERALL RATE OF RETURN FOR RATE MAKING PURPOSES

(OCTOBER 31, 1981)

ITEM

Common Equity

Preferred Stock

L-T Debt
S-T Debt

V. ATTRITION
A. Position of the Parties
[9] Professor Williamson develops his attrition factor from a variety of exhibits which,

© Public Utilities Reports, Inc., 2008 40



PURbase

PSNH contends, compares the allowed rate of return versus the earned rate of return. Professor
Williamson examines attrition by focusing on return on equity and overall rate of return over a
time period from twelve months ended March 1975 through twelve months ended December
1979. Professor Williamson examined a twelve-month time period ending December 31, 1980
(Exhibit P-3-Q). Based on these historical analyses, Professor Williamson reached the
conclusion that it would "take an attrition allowance of 1.0712% to make PSNH whole during
the year 1980".

Williamson stated that the 1980 time period was appropriate for use in determining attrition
assuming a rate increase effective around July 1, 1981. PSNH offers that Williamson found no
evidence on which he could predict that the rate of cost inflation to be encountered by PSNH
would be significantly different from that which had occurred in 1980.

Professor Williamson also used a second method, which PSNH claims more appropriately
recognizes future attrition. This second method projects costs and revenues based on an allowed
rate of return equal to the cost of capital with or without an attrition allowance. As a result of this
method, Professor Williamson arrived at an attrition factor ranging from 1.78 percentage points
at March 31, 1982 to 2.49% at December 31, 1982. Williamson selected the June 30, 1982 figure
as a reasonable one for use in this case. (Exhibit 3, page 33)

The average of Williamson's two methods indicated an attrition allowance of 1.55% which
he stated as his best estimate for attrition which would be encountered during the twelve months
ending dune 30, 1982 assuming the rate increase was allowed as of July 1, 1981. The Company
requests that a 1.0% attrition allowance be allowed. This allowance, if permitted, based on the
Commission-determined rate base would reflect in additional revenues of $6,000,000.

The Company also advocates that the Commission adopt a "make whole" procedure. This
procedure, if adopted, would allow for filings in 1982 and 1983 that would use many of the
findings in this proceeding. PSNH, for example, suggests that the return on common equity
would not need to be re-litigated but rather they would just increase revenues using the consumer
price index (the CPI) to compensate for any retreat

Page 41

in return from that allowed in this proceeding. This process is advocated as a short cut to
minimize the regulatory process.

Staff Witness Camfield suggested that the proper mitigation for attrition is to update PSNH's
capital structure, rate base and expenses to the most recent time frame available to the
Commission.

CAP opposes the indexing or "make whole™ procedure. Noting that this Commission has
steadfastly adhered to the test year concept. CAP sees no reason to change what it refers to as a
well reasoned and accepted form of ratemaking.

The suggestion of indexing PSNH rates to the CPI is rejected by CAP. CAP states that the
overall Consumer Price Index reflects energy costs so indexing rates would allow the Company
to increase its rates based in part upon the effects of the energy industry on inflation. Community
Action suggests that this type of increase constitutes a double recovery. CAP alleges that the
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Company has been well insulated from inflation by the fact that its fuel adjustment charge allows
all increases to be passed through in the same month they are incurred. Fuel costs represent one
half of the rates customers now pay. If the costs included in the fuel adjustment charge push the
CPI up during the next year and PSNH were allowed to index its rates to the CPI, the Company
would be double covered against the inflation rate. CAP states that if the Commission wishes to
accept the Company's suggestion, it should adopt the index less energy.

Finally, CAP states that indexing would have the effect of telegraphing a message to all
suppliers and unions which deal with the Company. If these organizations know that the
Company's rates will go up by at least the CPI every year, they will use that figure for a
minimum when setting new prices for their supplies, services or wage demands. If expenses rise
while the rates are in effect, the Company should come to the Commission for limited relief to
reflect those changes.

B. Precedent

New England Teleph. & Teleg. Co. v New Hampshire (1973) 113 NH 92, 98 PUR3d 253,
302 A2d 814, is the principle case for the requirement that the Commission examine the attrition
question. The Court defined attrition as "an erosion in the earning power of a revenue producing
investment”. 113 NH at p. 97, 98 PUR3d at p. 257.

The Court went on to state the following (98 PUR3d at p. 257):

"If the existence of attrition can be established by the company the commission should
evaluate the impact of this factor on the earnings of the utility and make an appropriate
allowance for it. Re Public Service Co., supra; Re New England Teleph. & Teleg Co. (1957) 39
NH PUC 284, 291. See Also New England Teleph. & Teleg. Co. v Massachusetts Dept. of Pub.
Utilities (1971) — Mass — , 92 PUR3d 113, 275 NE2d 493, 500. The methods generally used to
offset attrition are: (1) an increase in the otherwise allowable rate of return (Re Hampton Water
Works Co. [1967] 49 NH PUC 50), (2) use of a year-end rate base instead of the average test
year rate base (Re Public Service Co. of New Hampshire [1953] 35 NH PUC 13, 15; see
Chicopee Mfg. Co. v Public Service Co. of New Hampshire [1953] 98 NH 5, 18, 98 PUR NS
187, 93 A2d 820, 828, 829); (3) a combination of the previous two methods. Re Chesapeake &
P. Teleph.
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Co. of Virginia (Va 1957) 21 PUR3d 239."
In Re Hampton Water Works Co. (1979) 64 NH PUC 374, 379, the Commission stated that:

" ... [T]he area of attrition must be recognized if proven by the Company, and such proof
must support the adjustment actually requested. To put that another way, not only must a
company prove attrition, but it must also carry the burden as to quantifying the adjustment."

Finally, the Commission in Re Public Service Co. of New Hampshire (1981) 66 NH PSC 99,
gave the following test for utilities like PSNH and New England Telephone that serve more than
one jurisdiction (66 NH PSC at p. 100):

"PSNH, like all other utilities that come before this Commission, must demonstrate that they
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are failing to earn a reasonable rate of return within their New Hampshire jurisdiction. While
many utilities subject to the Commission’'s jurisdiction serve only within the boundaries of the
State of New Hampshire, there exists a few utilities, such as PSNH, that provide service in more
than one state or to both retail and wholesale customers. See Re New England Teleph. & Teleg.
Co. (1980) 65 NH PSC 564, 40 PURA4th 29. The Commission must be concerned with possible
subsidization in situations where a utility services customers in more than one jurisdiction.”

C. Commission Analysis

The Commission finds that the submission by Professor Williamson must be rejected. The
submissions, even if factually accurate fail to distinguish between PSNH as a corporate entity
and PSNH's retail portion of its business which is under the sole regulatory control of this
Commission.

The Commission has repeatedly set forth its concerns that PSNH has historically received a
higher rate of return in its N.H. retail business than its wholesale Maine or Vermont
jurisdictions. Re Public Service Co. of New Hampshire (1979) 64 NH PUC 467, 475; Re Public
Service Co. of New Hampshire (1980) 64 NH PUC 239, 240, 241; Re Public Service Co. of New
Hampshire (1981) 66 NH PSC 26, 66 NH PSC 33, 66 NH PSC 76, 66 NH PSC 99.

PSNH has failed to heed our repeated requests for a jurisdictional breakdown. By attempting
to have the Commission examine the overall rate of return for PSNH as a whole, PSNH its
seeking to have its retail ratepayers make up for deficiencies in the rate of return earned in other
jurisdictions. Such a practice, if adopted, would be blatantly discriminatory. RSA 378:10.

[10] A review of Professor Williamson's numbers and those supplied by both the
Commission Staff or PSNH personnel in other proceedings reveals the documentation to support
our concern over discrimination and further casts sufficient doubt on the numbers supplied to or
calculated by Professor Williamson.

Exhibit P-3-P allegedly reveals the rate of return earned by quarter for the years 1975
through 1979. This is compared allegedly against the allowed rate of return. However, the
Commission doesn't accept either of these contentions.

The incorrect nature of P-3-P is particularly evident in the year 1979. The following is an
excerpt from that exhibit.
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[Graphic(s) below may extend beyond size of screen or contain distortions.]
Return on Rate Base

12 Months
Ended

March
June
Sept.
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The first error is that the allowed rate of return was not 10.19 but rather 9.99. Re Public
Service Co. of New Hampshire (1978) 63 NH PUC 127, 158. As the Commission has noted in
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the past, it is the allowed rate of return rather than the return plus attrition that is used for
measuring future attrition. Re Hampton Water Works Co. (1979) 64 NH PUC 374, 380. The
attrition factor is used to assist in achieving the allowed rate of return not as a separate higher
level sought to be achieved. It is a factor to help minimize erosion in the rate of return.

A further error is demonstrated by the figures given for the actual date of return. For
example, on August 16, 1979 the Commission received a submission from PSNH indicating its
rate of return calculation for twelve months ended March 31, 1979. That document revealed an
overall rate of return of 11.27% on an entire company basis. This compares to Williamson's
figure of 9.97%. Furthermore, that submission reveals a 11.77% overall rate of return for the
New Hampshire jurisdiction, which demonstrates how the other jurisdictions can influence the
overall company rate of return.

As of May, 1979, the Commission found an overall rate of return of 12.737% and a New
Hampshire retail jurisdictional return of 13.1%+. Re Public Service Co. of New Hampshire
(1980) 65 NH PUC 239, 241. Again, the lower returns in the other jurisdictions lessened the
overall rate of return as compared with that from the N.H. retail jurisdiction.

In that same proceeding, the staff testimony established company-wide rate of return as of
September, 1979 of 11.92%. Since the Company failed to file any adjustments in its other
jurisdictions, clearly the New Hampshire rate of return remained higher than the overall rate of
return.

The presentation by PSNH as to attrition consistently mismatches New Hampshire allowed
rate of return versus company-wide earned rate of return. Such an attempt proves nothing
concerning rates within the New Hampshire retail jurisdiction.

There are even further demonstrations of incorrect information. In the remaining years (1975
through 1978) PSNH again fails to use the allowed rate of return of 9.48 for 1975 through 1977
and 9.99% for 1978. Consequently, all of the percentage deficiencies are overstated.

The actual rate of return shown on P-3-P for twelve months ended September, 1975 is
9.22%. Yet, Statement M, Supplement A, Volume I11, Exhibit 202 of PSNH 1975 filing with the
Federal Energy Regulatory Commission while showing an overall rate of return of only 9.12%,
indicates that all other jurisdictions besides PSNH wholesale combined into a total rate of return
of 9.63%. Since the Maine and Vermont jurisdictions had not carried their respective weight
prior to that time period, the New Hampshire jurisdictional rate of return would be in excess of
9.63, which would be above the then allowed rate of return of 9.48 and compared to
Williamson's submission of an overall rate of return of 9.22%. This time period demonstrates the
inaccuracy of adopting PSNH's method of measuring attrition, to compare
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overall company return to this Commission's allowed rate of return. In using this method,
PSNH arrives at a conclusion of attrition, whereas a more proper comparison of the New
Hampshire jurisdictional return alone revealed a return level above the allowed rate.

There are other examples that reveal the tendency of other jurisdictional returns, besides New
Hampshire retail, to lower the Company's overall rate of return. In Commission Docket IR -
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14,783 Volume Il1, Statement M, the wholesale division is shown as lowering the overall rate of
return below the New Hampshire rate of return for the time period of twelve months ending
October 31, 1977. Earlier in time, Exhibit P-6-A, page 1 of 2, in DR 77-49, revealed an overall
rate of return of 8.09% as of April 30, 1977, but with a New Hampshire jurisdiction return of
8.27%. Again, compared to P-3-P, the return is shown to be dropping from March to June, 1977,
but again, the New Hampshire rate of return is higher vis-a-vis the overall return.

In June of 1978, PSNH indicates an overall rate of return of 8.29,%. Yet, in DR 79-187, a
cost of service study submitted reveals an overall rate of return of 9.39 and a New Hampshire
jurisdiction rate of return of 10.17.

Based upon the above documents from previous cases and within our files, administratively
noticed, the Commission rejects the attrition analysis performed for PSNH by Mr. Williamson as
shown on Exhibit P-3-P.

The analysis on Exhibit P-3-Q is less convincing than that set forth in the prior exhibit. No
attempt is offered to calculate the earned rate of return for the New Hampshire jurisdiction or for
the Company as a whole, even though those numbers are accessible, nor has there been an
analysis to reflect the CWIP refunds which relate to the time period in 1979 when PSNH earned
above its allowed rate of return because of continuation of rates based on the inclusion of CWIP
in rate base. Such refunds which are credited against 1980 bills results in an overall rate of return
which is lower absent the credits.

The calculation used in P-3-Q is incorrect in various aspects. First, it again fails to focus
solely on the New Hampshire jurisdiction. Second, it does not add back in the CWIP related
revenues. This tends to understate the actual rate of return earned.

Third, in the determination of the "percent of capitalization equity" there is a February 1981
pro forma to total equity that obviously goes beyond 1980, thus portraying a worse than actual
financial situation. This error is compounded by the failure to recognize subsequent Commission
revenue increases of $2,582,240 effective January 2, 1981, and $1,003,289 effective April 16,
1981.

Fourth, the calculation attempts to back into the overall rate or return calculation rather than
accept an actual rate of return figure for the year ended 1980. Staff witness Sullivan calculated
an unadjusted New Hampshire jurisdictional return of 11.56 in his testimony. Adjusting this
figure for the CWIP credits which are, afterall, refunds from a prior period increased the New
Hampshire rate of return to 12.09%. Furthermore, the major increase placed into effect in April
of 1980 and only slightly changed in June of 1980, would, if annualized increase the :rate of
return within the New Hampshire jurisdiction beyond the 12.09%.

Fifth, an update reflecting the increased revenue allowances given in January
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and April 1981, would reveal a higher overall rate of return than for 12 months ended
December 1980. For all of these reasons as well as the mathematical errors shown in line 10,
Exhibit P-3-Q is given no weight.

[11] P-3-R attempts to focus the Commission's attention on compensation for attrition to the
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actual return on common equity versus the actual overall rate of return.

Attrition has been defined in New Hampshire as follows (113 NH 92, 97, 98 PUR3d at p.
257):

an erosion in earning power of a revenue-producing investment. This erosion is a complex
phenomenon, the result of operating expenses or plant investment, or both, increasing more
rapidly than revenues. If attrition occurs, the result would be that the rate of return realized in
the future would be below that which rates were designed to produce.’ This effect is apt to occur
in a period of comparatively high construction costs when 'new plant is being added which ... is
relatively expensive per telephone station. As the high cost plant comes into service, it tends to
increase the applicable rate base at a more rapid pace than the resultant earnings, and the rate of
return decreases accordingly' .

The language of the Supreme Court relates to "rate of return” and not "return on common
equity.” The entire discussion in New England Telephone is on how to compensate for attrition
in the allowed rate of return. Among the avenues addressed by the Court to compensate for
attrition are an increase in the otherwise allowable rate of return or an adoption of a year end rate
base or a combination of both. The Commission has effectively recognized all plant in service as
of the end of 1981. Thus it has in effect adopted the second option. Furthermore, the
Commission has updated the expenses of the Company through September of 1981 and then
made pro forma adjustments to test year expenses. This will also offset attrition in the future.
Finally, the Commission has used a sixteen percent prime in calculating the overall rate of return
which again provides some resistance to attrition.

However, the greatest offset to attrition taken by the Commission is to update the capital
structure. PSNH has issued a tremendous amount of capital since the last case. All carry cost
rates significantly above the previous historical costs. This updated capital structure
encompasses these charges. Newer issues even at the same high cost rates will have a
significantly lesser impact because of this new higher base.

Attrition refers to the erosion of the overall rate of return rather than the return or equity.
Variations in interest rates and capital ratios may affect the level of overall rate of return and
return on common equity but not necessarily in the same direction or in the same degree. PSNH
has increased its equity portion of its capitalization from 34% to 39% since the last case. The
alone would lead to a down turn in the return on common equity but not necessarily in the same
magnitude as the overall rate of return.

Our analysis reveals that PSNH has not experienced an erosion in its overall rate of return.
Because of PSNH's need for further issues of capital it is likely that in the future PSNH will earn
its overall rate of return but not necessarily its return on common equity.

This Commission interprets attrition as an erosion that occurs in the overall rate of return
despite efficient management. This Commission does not accept
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the standard of measuring attrition by a reduction in the earned return on common equity. To
adopt PSNH's position would effectively change regulation from offering an opportunity to earn
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a reasonable return to a guarantee. The Commission has never understood its role to be to
provide such a guarantee. Furthermore, under such a system decisions by consumers to use less
energy would reduce the return only to then require additional revenue because of the loss of
sales. Again such a result would be unjust and unreasonable.

[12] Reductions in the return actually earned on common equity can be the result of many
factors independent of the rates set by the Commission. For this reason as well as those
discussed, the Commission refuses to adopt as its attrition standard the erosion of the return on
common equity. Rather, the Commission will adhere to its standard of measuring attrition based
on the erosion in the overall rate of return. PSNH seeks to have this Commission adopt a
standard by which rates are adjusted or indexed to the consumer price index. This "make whole"
concept is repugnant to regulation. The CPI may well increase at a rate below or above the result
achieved from a determination of a just and reasonable rate. To tie rates to a standard not
governed by the just and reasonable standard would be as equally incorrect whether the result
was higher or lower.

An indexing concept or a make whole proceeding would lead to proceedings in which the
questions were no longer what is a reasonable expense, rate of return and rate base but rather
what's a proper consumer price index.

The Commission cannot adopt such a standard for ratemaking. Whatever the merits as to
PSNH such a precedent would be quickly seized upon by other utilities. The Commission
recently was forced with a rate increase request by the Cheshire Bridge Corporation. In that
proceeding they sought to charge rates that had been unaltered since 1924. If the standard was
the increase in the CPI it would cost $20 instead of 20¢ to cross that bridge today.

The Commission rejects the approach offered by PSNH which would hold certain factors
constant, such as return on common equity, while addressing expense changes. As the U.S.
Supreme Court noted in Bluefield (262 US at pp. 692, 693, PUR1923D at pp. 20, 21):

"A rate of return may be reasonable at one time and become too high or too low by changes
affecting opportunities for investment, the money market, and business conditions generally."

The Commission finds value in CAP's concern about the open check book signals that such
an automatic procedure would sent to suppliers, employees banking institutions and other
utilities.

The indexing to the consumer price index or the make whole concept is rejected.

The Commission finds that PSNH has not supported its request for attrition nor has it
provided adequate support for a derivation in the method used to establish attrition or rates in
general. Primarily our rejection rests on the data submitted being inaccurate, not being solely
related to New Hampshire retail operations and not in accord with the established standard of
erosion in the rate of return.

The Commission based upon the foregoing, arrives at a revenue increase of $28,928,171 as
being just and reasonable. Because of the elimination of the fuel adjustment and a desire to
monitor PSNH closely, the Commission will open
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new proceedings for determination of proper rates of July 1, 1982.

No changes in rates will be allowed between this order and July 1, 1982. The Commission
finds consumers cannot accept, comprehend, or understand the prior practices of rate alterations
almost every month. However, before any new increase is allowed, PSNH or this Commission
must make a decision on the difficult choices set forth later in this opinion.

[Graphic(s) below may extend beyond size of screen or contain distortions.]
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Employs the allocation factor as shown in the trial brief filed on behalf of
the Company.

VI. FUEL ADJUSTMENT CHARGE

[13] Historically, the fuel adjustment charge levied by electric utilities goes back many,
many years. This discussion, however, will be restricted to the past decade.

In its filing of Tariff 18, on July 8, 1971, the Public Service Company of New Hampshire
included provisions for a fuel adjustment clause. This filing was suspended by Order No. 10,335.
Under provisions of RSA 378:6, that tariff was placed in effect on April 11, 1972. (Note that the
delay in implementing the provisions of that statute resulted from federal pricing restrictions).
The New Hampshire Public Utilities Commission issued its Order No. 10,679 on August 8, 1972
rejecting Tariff 18 and its fuel adjustment provisions and granting an increase in rates of 7%
versus the 9.28% requested.

Rehearings denied, the Public Service Company took the fuel adjustment issue to the
Supreme Court of the State of New Hampshire. That court remanded the issue to the
Commission stating that there should be " ... provision of appropriate allowance for current costs
in some form, whether by fuel clause or otherwise ... ". (113 NH 497, 503, 2 PUR4th 59, 64, 311
A2d 513.) The Court stayed Commission Order No. 10,679 as of October 19, 1972. Shortly
thereafter on October 27, 1972, the Public Service Company filed its Second Revised Page 13 of
its Tariff 18 for effect on November 1, 1972, restoring the fuel adjustment charge. This was
approved by Order No. 10,774 on October 31, 1972 (57 NH PSC 214).

For many years now, such a fuel adjustment has worked smoothly, tracking the dynamic
changes in oil and coal costs in as reasonable and timely manner as one could expect. In
December, 1981, however, things appeared to suggest to this Commission that the Supreme
Court's " ... or otherwise ... " might be more acceptable than a fuel adjustment. In this regard,
commenting on the Commission's
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1972 objection to the fuel adjustment, the Supreme Court indicated that, should the
Commission find fuel adjustment revenues too high it .. was not without authority to take
corrective action ... ", citing RSA 378:7 and 378:27. This same view might be taken for the
reverse circumstances, should the fuel adjustment be abolished or stabilized for a one-year
period.

A review of the FAC for the Public Service Company of New Hampshire reveals some
interesting data to support this view. Attached to the PSNH letter of December 16, 1981, FAC
Submission, Attachment 13 provides the net average unit cost for coal burned at Merrimack
Station since November, 1980. These costs are as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

November, 1980 $44.03

December 44 .31
January,1981 44._.40
February 44 _22
March 44.20
April 44 .29
May 45.10
June 45.10
July 45.26
August 45_.33
September 46 .83
October 48.85
November 48.92

The Company projects to the future (Exhibit 5):
[Graphic(s) below may extend beyond size of screen or contain distortions.]
January, 1982 $49.37

February 49_39
March 49.65

Similarly, the Company shows historical documentation for oil costs at Newington and
Schiller Station (Exhibit 15):

[Graphic(s) below may extend beyond size of screen or contain distortions.]

November, 1980 $26.78

December 30.52
January, 1981 32.96
February 35.27
March 35.32
April 34.18
May 31.97
June 30.81
July 27.16
August 26.34
September 25.52
October 26.49
November 26.71

The Company projects to the future:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

January, 1982 $27.53
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February 28.56
March 29.00

Clearly, oil and coal costs have "stabilized" when compared to the dramatic changes that
occurred through the decade.

An important factor in the need for immediate relief from changes in fuel cost is the
Company's access to the Commission for overall rate relief. Early in the decade, the Company
did not avail itself of that access to the extent that it does now. Were it not for the Company's
frequent petition for general rate review, we would be tempted to support an annual fuel
adjustment clause. Because of the Company's frequent appearances before us, however, we see
no benefit to continuing the fuel adjustment clause at all.

The fuel adjustment clause has caused more consumer confusion than any other rate
mechanism ever established. Consumers do not comprehend all the reasons for which the rate
fluctuates. For example, the price of oil or coal is only one factor in the determination of this
rate. Of almost equal importance are the thousands of decisions by consumers in using energy
and the fluctuations that occur in the generation mix. If consumers use a rather balanced level of
energy during the day, a greater reliance upon the more efficient or less costly units is
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achieved. When consumers increase their usage, such as between 4:00 P.M. and 6:00 P.M.
on weekdays, they in effect increase the fuel adjustment by causing more costly and less efficient
units to be called into operation.

Changes in the type of units that are available are also a cause of fluctuations in the fuel
adjustment rate. For example, if all nuclear, coal and hydro units are in operation, all other
factors being equal, the rate will be lower than if one or more are out of service for maintenance.
Yet, these factors have never been adequately explained, much less understood.

The lack of understanding of the fuel adjustment also is evidenced by the fact that the fuel
costs are divided between those collected through the basic rates and those collected through the
fuel adjustment. In December, 1981, the bill for a 500-KWH customer was $45.66. If a customer
attempted to figure out the fuel-related costs associated with this bill, he/she would naturally
multiply the fuel adjustment clause rate of $2.25 per 100 KWH times 5 to arrive at the fuel costs
for 500 KWH, or $11.25. Yet, this would fail to recognize that $9.73 of additional fuel costs are
recovered in the basic rates. Thus, fuel costs reflect $20.98 of the basic residential bill, a fact
which only a handful of customers understand.

To illustrate the further absurdity of the situation we should examine the fuel adjustment
charges for the year 1980 in full. The fuel adjustment charge went from $ .60 per hundred KWH
to $1.80 per hundred KWH. Consumers naturally assumed that fuel costs tripled. Actually, total
fuel costs went from $12.73 to $18.73 per hundred KWH. While this was indeed a large increase,
it was not a tripling of costs.

The increase in fuel costs itself was related not to oil price increases, for overall oil prices
remained relatively stable, but to the Commission's attempt to transfer the benefits of
Connecticut River hydroelectric power to PSNH. This attempt was temporarily blocked by the
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U.S. Supreme Court and PSNH was ordered to be compensated. Thus PSNH recovered fuel costs
that were incurred because of the absence of hydroelectric power from the Connecticut River.

Customers do not recognize that the Commission examines the reasonableness of the entire
level of fuel costs during the fuel adjustment clause hearings. The level of fuel costs is first
examined as a whole. The amount adduced to be reasonable is then reduced by the amount of
fuel costs included in basic rates, leaving for collection by the fuel clause mechanism only those
costs above the amount the customers already pay in their basic rates.

This lack of customer understanding and acceptance of the fuel adjustment clause is a major
drawback to its usefulness. The Commission's experience with its Consumer Hotline is that the
hostility of customers towards the fuel adjustment clause creates work for our State employees,
Company personnel and in addition foments resistance to any change in rates, especially rate
structure. Since the Commission has made rate structure a priority (See Section VI1) and will be
trying to effect changes that further the goals of conservation, equity and efficiency, we see this
kind of consumer loathing as anathema to sound rate making practice.

Another clear example of the deficiencies of the fuel adjustment clause is the clear lack of
incentives full fuel cost recovery provides to effect changes in generation mix which will
positively affect
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rates to customers. We point first to PSNH's failure to buy a share of the Point Lepreau
nuclear power station.

Should PSNH buy a share of the Point Lepreau station, it would incur costs for the capacity
entitlement, a return to the Canadian owners of the plant, taxes, transmission expenses and the
like, all of which may not be passed through the fuel adjustment mechanism. PSNH instead
opted for an agreement with NEES to buy all of their additional capacity needs between now and
the advent of Seabrook from NEES' ownership in oil-fired plants. The ratepayers are thus
assured no alleviation of PSNH's dependency on oil until the Seabrook units are completed and
in operation. The consumer will pay higher costs equal to the difference between the cost of
oil-fired generation and the cost of the Canadian nuclear power. Because of PSNH's ability to
pass costs through the fuel adjustment mechanism as they are incurred and their inflexibility
because of the massive needs of the Seabrook construction program for new capital, an
opportunity to lower costs to customers has been lost.

The Company is also slow to convert the Schiller Station in Portsmouth to coal for similar
reasons. It has no incentive to convert as long as it may pass on the oil generation costs as they
are incurred. The capital costs of the conversion are an extra burden on their already huge
construction program. A conversion to coal will reduce the cost per KWH from the Schiller
Station at least in half, including the cost of capital. Two years ago the Commission ordered the
Company to convert the Schiller Station. Only very recently has the Company even issued a
work order. All this despite the fact that the cost of conversion is less than $250 per KW. The
Company's latest estimate for Seabrook is that it will be seven times as expensive as the Schiller
conversion!

For the reasons indicated above, the Commission has determined that abolishing the existing
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fuel adjustment charge for PSNH is in the best interests of the consumers of the State. However,
the Commission in not unmindful of the effectiveness of the existing FAC proceedings, the
desire of the Company for forward-looking full recovery practices for fuel costs, or the rights
and expertise of the parties negotiating settlement of the FAC issues in DR 79-187 Phase II.
Therefore the Commission will withhold a final determination on the disposition of the fuel
adjustment clause pending final action in DR 79-187 Phase 11, as outlined in Section VII of this
decision.

In the interim, the Commission will allow a $1.75 per 100 KWH fuel charge to appear on
January 1982 bills. For February 1982 until July 1, 1982 fuel costs are to be folded into basic
rates and no fuel charge is to exist or appear on any bill. As of July 1, 1982 the Company will
include in basic rates a reasonable estimate of fuel costs. The Commission will expect the
Company to submit such an estimate, including all documentation relevant to its calculation. The
Commission will expect in the future that the Company will minimize the amount of oil-fired
generation by all reasonable means between now and the time that Seabrook | is operational.
Seabrook is not a panacea for the high oil-dependency of the Company until it is available. We
expect positive and determined action by the Company to effect the Schiller conversion, bring on
any and all possible alternate energy sources it can build or buy from small power producers, and
otherwise expertly manage
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both its loads and its supply planning better than we have seen in the past.
VII. RATE DESIGN
A. Introduction

The Commission's Thirty-Fifth Supplemental Report and Order No. 14,271 in DR 79-187
(65 NH PSC 251) formally relegated to Phase Il of DR 79-187 the issues of rate design. The
report stated (65 NH PSC at p. 287):

"A final decision as to the proper distribution of revenue between and among PSNH's classes
of customers, as well as the customers within each class, has been reserved until Phase Il of
these proceedings. This procedure will allow the Commission and the parties to adequately
address questions of the rate design. In addition, the hearings held pursuant to Phase 11 will assist
the Commission in its attempt to adequately address the major issues involved in complying with
the Public Utility Regulatory Policies Act of 1978 (PURPA)."

A procedural hearing for DR 79-187, Phase Il, was held on June 30, 1980, and formal
proceedings were initiated with the Commission's Forty-Sixth Supplemental Order No. 14,654 of
January 6, 1981 (66 NH PUC 6). The scope of issues, as per Order Nos. 14,271 and 14,654,
included revenue allocation, rate design, the PURPA section 111 standards, and the fuel
adjustment clause.

The Commission additionally referenced the scope of Phase Il in Supplemental Order No.
14,797 in Docket DE 80-246 (66 NH PUC 83), wherein the Company was instructed to address
the issue of "additional service" tariffs in Phase Il, and in Supplemental Order No. 14,861 in DR
79-187, Phase 1l (66 NH PSC 161), wherein the issue of an annual fuel adjustment charge was
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specifically assigned for consideration in Phase II.

The design of rates for the Company was further complicated by the initiation of DR 81-87
to consider the Company's request for temporary and permanent increases in rates. In particular,
in Supplemental Report and Order No. 14,877 in DR 81-87 (66 NH PUC 178), which granted a
temporary rate increase to the Company, the Commission addressed certain questions of rate
design on the basis that some measure of rate reform had to be implemented with the temporary
rates prior to the completion of Phase II.

The proceedings in DR 79-187, Phase |1, have been quite extensive, with some 1,000 pages
of testimony, 24 days of formal hearings, and 50 proposed exhibits filling several volumes.
Towards the end of these proceedings, the parties indicated an interest in exploring the
possibilities of settlement on the various issues in Phase 11, and the Commission supported the
settlement efforts in Fifty-Second Supplemental Order No. 15,036 (66 NH PUC 286). The
Company's proposal for a Residential Load Management Service was the first issue addressed,
and culminated in a stipulation Agreement on August 14, 1981, which was accepted by the
Commission in Fifty-Second Supplemental Order No. 15,086, September 13, 1981 (66 NH PUC
346).

The settlement process continued, and stipulated recommendations covering all remaining
issues except the fuel adjustment issues were filed with the Commission October 26, 1981. To
date, no resolution by the parties of the outstanding issues in DR 79-187, Phase Il, has been
achieved.

The Commission also has outstanding in Phase Il two motions — one filed July
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20, 1981 by the Company protesting a portion of the Staff testimony, the second filed August
21, 1981 by the Staff protesting one Company Exhibit and a portion of the Company testimony.
Although these questions are, in a practical sense, moot, this Commission has considered these
motions and the objection filed by the Company to the Staff motion, and will indicate its position
for the record. The requests to strike Schedule IV of Exhibit 11-36-A and portions of Exhibit
11-48 are accepted, and the Commission advises that the issues referred to in these documents
will be addressed in Docket DE 81-312. Exhibit I11-44 will not be struck from the record, not
because of any judgment as to the "probative value™” of the exhibit, but because the exhibit was a
document filed by the Staff in this docket in accordance with the Commission's Fiftieth
Supplemental Order No. 14,829 (66 NH PUC 121).

B. Response to Proposed Settlement
1. Introduction

The stipulated recommendations on rate design in this docket represent a remarkable
accomplishment by the parties, and the Commission congratulates the parties for the good faith
efforts they have made in resolving fundamental differences disclosed in a record of great
complexity and technical sophistication. However, the Commission must also express the
concern that settlement of a case this complex and this extensively litigated has risks. Ultimately,
the Commission must decide on the basis of the record that the determinations proposed are just
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and reasonable, or reject the settlement and instruct the parties to brief the issues. Such rejection
IS not necessary in this case, but the Commission will provide in the following paragraphs its
analysis of the settlement and the reasons for acceptance.

2. Ratemaking Standards and Objectives

Section | of the settlement document refers to ratemaking objectives and the PURPA
ratemaking standards. The objectives identified include the purposes specified in section 101 of
PURPA, conservation, efficiency and equity, as well as the objectives of rate continuity, revenue
stability and practicality of rates. These objectives are comprehensive, clear and well-stated, with
the single exception of "equitable rates™" which may be subject to considerable interpretation. The
interpretation of equitable rates is appropriately the responsibility of the Commission, given the
requirements of law and the guidance of the courts. The Commission finds that the equity
objective includes the concepts of basing rates and class revenue allocation on costs, and
providing essential services at an affordable cost. These findings reaffirm the Commission's prior
decisions and support the recommendations of the parties in Phase Il concerning ratemaking
objectives. These objectives are adopted by this Commission and provide the basis on which the
Commission judges the adequacy and acceptability of the remaining recommendations in the
settlement agreement.

The parties recommend that the PURPA section 111 (and 115) ratemaking standards,
including Cost of Service, Declining Block Rates, Time-of-Day Rates, Seasonal Rates,
Interruptible Rates, and Load Management Techniques, be found "appropriate in principle, to
carry out the purposes set forth in PURPA ... " The record clearly supports such a finding and the
Commission does

Page 53

not hesitate to embrace the PURPA standards in principle.

The parties in subsection C. Cost-Effectiveness of the Stipulation indicate agreement that
changes in rate design or product offerings must be justified on a cost-versus-benefit basis. The
Commission finds no fault with this principle, but cautions the parties that defining and
measuring costs and benefits is extremely difficult. In particular, the Commission has the
responsibility to consider costs and benefits in the broadest sense, from the point of view that
Commission decisions must be "in the public good", and within the context of the ratemaking
objectives above. With this caution, the Commission adopts the cost-effectiveness principle
agreed to by the parties.

3. Costs of Service

[14] In Section 11-A(1) of the Stipulation, the parties address the issue of costs of service.
The agreements set forth here are the most important and notable elements of the settlement. The
parties agree to the use of accounting costs for the determination of revenue requirements, which
is consistent with the traditional ratemaking practice in this jurisdiction; more significantly, the
parties agreed to the following (p.3):

"As a long run regulatory principle, marginal costs are the appropriate basis for making
utility retail pricing policy, i.e., allocation of costs among customer classes and rate design.”
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This agreement cuts straight through a decades-long debate and controversy about the costs
of service and establishes a guiding regulatory principle for the decades to come. This principle
recognizes that the efficient allocation of resources and the efficient purchasing behavior of
consumers is premised on pricing policies that reflect true resource costs in the rates. The
agreement is profound, perhaps surprising, but is fully grounded in the record of this case and
fully satisfies the basic objectives of ratemaking discussed above. The Commission accepts the
recommendation and wholeheartedly adopts this principle. In addition, the Commission finds
that this decision establishes a precedent in this jurisdiction, and indicates its intention to apply
this precedent generally to all questions of pricing policy that must be addressed by this
Commission.

Despite the mayor agreement on costs of service, the parties have been unable to agree on the
methodology by which to measure marginal costs, and have proposed in section 11-A(2) a
good-faith consultative process (hereinafter referred to as the Consultative Process) to address
this and other issues in time for inclusion in the Company's second PURPA Section 133 filing,
due June 30, 1982, and to address the implementation of the results. The Consultative Process is
referred to several times in the Stipulation, and is clearly a very important element of the
agreement. Such a Consultative Process appears to the Commission to be highly commendable,
and the Commission approves of the Process and offers its full support. The questions of rate
design, including the broad questions of pricing policy and product offerings, can never be
answered finally, but must be subject to continuing investigations. Rate design is evolutionary in
nature, and successful rate design must respond to and anticipate changes in the utility
environment. The Consultative Process is one very important element of such an evolution, and
will contribute to the education of all parties and the Commission, and to the rapid
implementation of a more efficient, a more proactive,
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and a more equitable rate design for the Company. As a final point, the Commission asks that
the Consultative Process remain open to other parties that may be able to contribute to the
success of the efforts.

4. Revenue Allocation

The parties have recommended in section 11-A(3) a revised allocation of revenues to class,
based on the final DR 79-187 Phase | revenue levels. The Commission, not being privy to the
settlement discussions, must presume that the parties reached the proposed dollar amounts in
consideration of the rate-making objectives and costs of service principles previously agreed to.
The proposal is within the range of alternatives presented in the record, and is consistent with the
major points established in the record. In particular, substantial revenues are shifted to the
residential class and away from the small general service class Rate G. This shift is consistent
with the Commission's Order No. 14,877 in DR 81-87 (66 NH PUC 178), and thus some
measure of the proposed allocation is reflected in current rates. The Commission notes carefully
the language of the Stipulation. In particular, the final increase approved in DR 81-87, by this
Order, must be allocated on the basis of the "class revenue relationships established™ by the
Stipulation, and such relationships shall remain in effect pending results from the Consultative
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Process. In addition, the relationships "shall also apply to any refund or recoupment ... . finally
ordered" pursuant to the temporary rates in DR 81-87. Finally, the parties agree that "there shall
be no further refund or recoupment of revenues established in Docket No. DR 79-187 Phase I."
By these requirements, the Commission understands the Stipulation to mean that the class
revenue relationships proposed are intended to apply in the future; that is, from the time the rates
(and recoupments) pursuant to this Order are implemented forward until reallocations are
proposed as per the Consultative Process. The Commission finds the proposal to be just and to
be supported by the record, and therefore accepts that part of the Stipulation.

The Company is instructed to file its tariff in accordance with the final revenue level
established by this Order and in conformance with the agreements in Phase I1.

5. Residential Rate Design

The recommendations in the Stipulation pertaining to the residential class involve
fundamental changes in the Company's tariff. The proposal dramatically changes the Company's
policies with respect to ancillary service (e.g., space and water heating), implements Lifeline
Rates, lowers the Customer Charge, and makes other changes that update the rate design in the
residential class and that. focus on innovative product offerings, such as seasonal and
time-of-day rates and load controlled service. Unfortunately, the final rates and charges resulting
from the settlement and the revenue level approved in this Order are not known and will take
some time for the Company to determine. Subject to a review of the final tariff submission to
insure against any unanticipated problems with this Order or the Stipulation, the Commission
finds that the proposals meet the ratemaking objectives established in this Order, are supported
by the record, and are just and reasonable. On this basis the recommendations are accepted.
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The Commission wishes to make note of several important facets of this decision. First, the
Lifeline proposal satisfies the Commission's requirements in Report and Supplemental Order No.
14,872 in Docket DP 80-260 (66 NH PUC 166), and establishes for the majority of residential
consumers in this State a rate that seeks to provide essential electrical service at a price
affordable to all. Such a rate is not a panacea or a welfare program and does not eliminate the
reality of constantly increasing costs and exorbitant prices for foreign oil, but it does offer lower
essential usage customers some protection against this reality at the same time as it encourages
conservation and energy efficiency for the higher usage customers.

The Lifeline Rate proposed resembles that previously adopted by this Commission for
Concord Electric in that the recovery of the lifeline revenues is achieved by an increased charge
for consumption between 200 and 500 KWH's per month. In conjunction with the lower
customer charge, this rate will reduce bills for customers consuming less than 377 KWH's per
month from what they would otherwise have to pay. As a result, about half of the residential
power and light bills for the Company will be reduced. The Commission notes that the charges
for space and water heating are not affected by the Lifeline proposal, and thus the rate will not
unduly burden space and water heating customers. Rather, the large power and light users who
are more likely to be able to conserve electricity will experience increases that will encourage
conservation.
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

KWH

Power & Light Present Bill*Proposed Bill*DifferencePresent
0 $ 4.85 $ 4.50 $C 35 7-2)%

100 13.01 11.50 (1.51) (11.6)

200 21.17 18.51 (2.66) (12.6)

300 29.33 28.18 (1.15) ( 3.9)

377 35.62 35.62 0 0

500 45.66 47.51 1.85 4.1

750 66.06 68.14 2.08 3.1

1000 86.46 88.78 2.32 2.7

Assumes Fuel Adjustment at 2.25¢/KWH and class revenue level under
Temporary Rates.

Second, the decision eliminates permanently the promotional rates for new electric resistance
heating customers at the same time as it provides some protection for existing customers with
large investments in electric resistance heating equipment. Such promotional rates simply cannot
be justified when it is clear that future supplies of electricity, whether from existing oil-fired
generating stations or from new capacity such as Seabrook, will be more expensive. By
increasing the price of electricity for new electric heating installations as a reflection of the true
costs of service, potential customers will be encouraged to make the proper decisions about
using electricity. The objective of equity, efficiency and conservation are thereby well served. In
addition, the Company will offer lower priced Load Controlled Service (LCS) to electric storage
heating customers, including customers who might otherwise have chosen electric resistance
heating under the old space heating rate. LCS offers substantial benefits
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to the Company in the form of improved operating efficiencies and lower costs of service,
which are properly reflected in this lower price, and the objectives of equity and efficiency are
again well served. The Commission is also hopeful that the rate design changes relating to space
heating will help to encourage other approaches for new residential construction, such as super
insulation, passive solar heating, integrated wood heating, etc.

Third, the elderly customer discount will be continued in perpetuity for those customers who
currently qualify, and for their surviving spouses at the same principal residence. The lifeline
rate discount and the lifeline revenue recovery from higher usage blocks will not apply to these
customers, although they have the option to select the Lifeline Rate as an alternative. This
measure resolves to the satisfaction of the Commission the inequitable situation that arose when
CWIP was removed from the Company's rates without also eliminating the Elderly Discount,
which was justified by virtue of having CWIP in the rates, and it solves the problem without
dramatically impacting the elderly population that has come to rely on the discount to further
stretch already strained fixed incomes. The parties in DR 79-187 Phase Il are to be congratulated
for developing this idea.

Finally, the Commission notes the substantial changes in policy towards seasonal rates,
time-of-day rates and load management rates that are represented by the settlement terms as
adopted by this order. These rates, despite the many unknowns and difficulties that may be
involved, are clearly the wave of the future and offer the only long-term solution to the problems
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of equitable and efficient pricing of electricity. Although the steps to be taken on the basis of this
order are small, they will prepare us for the major changes to come. Optional rates for seasonal
anal time-of-day residential service will be retained, but with more attractive pricing than that
available in the past, and the Company will renew its customer education efforts with regard to
time-of-day rates. In addition, the rate for Load Controlled Service will be continued
permanently and is available for storage space and water heating applications, as well as
experimental applications proposed by the Commission Staff. The Commission is hopeful that
the Consultative Process culminates in further recommended improvements in these offerings,
and indicates its intention to act responsively and quickly to such recommendations.

6. Non-Residential Rate Design

In section 11-B(2) of the Stipulation, the parties recommend that non-residential class
definitions evolve over time with a goal of achieving consistent classification according to
voltage level, size, load characteristics and metering requirements. Such a recommendation is
consistent with cost of service principles and the goal of grouping customers with similar costs,
and the Commission accepts this recommendation and encourages the parties to give it full
attention in the Consultative Process. In addition, the Commission points out that certain
Company reports, such as the Annual Report to Stockholders, or the monthly operating reports to
this Commission, disaggregate certain data by type of customer, e.g., residential, commercial and
industrial, in a way that fails to correspond with customer class definitions of the tariff. This
discrepancy causes some confusion and makes class level
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analyses more difficult. This criticism extends to the Company's load forecasts, which again
do not correspond at the class level with the class definitions of the tariff. If a distinction
between customers is important for purposes of forecasting, then perhaps similar distinctions are
appropriate for ratemaking.

For Rate TR, the parties recommend a two-year target for implementation of mandatory
time-differentiated rates, and an immediate restructuring to reduce the declining block nature of
the rates. This recommendation is ambitious, but is based on the fact that no new metering will
be required for implementing time-differentiated rates for the class. The Company can expect
substantial benefits from improved efficiency as a result of implementing this plan, and the
interests of the customers will be served by more accurately reflecting costs in rates, thereby
avoiding subsidies and inequities within the class. In the meantime, the rate will be moved
towards this end, with due consideration of billing impacts and the need for determined progress.
The Commission approves of the proposal for the TR class.

For Rate GV, the parties recommend an eventual cost-based, three-part rate (customer,
demand and energy), with an immediate implementation of a customer charge, a two-block
demand charge and an energy charge that moves toward such a goal. The Commission approves
the proposal for the GV class.

For Rate G, the parties recommend that the class be split eventually into small and large
customer categories corresponding to a two-part (customer, energy) rate or a three-part rate for
demand-metered customers, respectively. In the interim, a modified three-part rate with a
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declining block energy charge is proposed to replace the existing and very complicated
hours-use-of-demand rate. The ancillary services, space and water heating, are placed on the
same basis for Rate G customers as for residential Rate D customers, including provisions
regarding space heating, water heating and load controlled service. Under the new rate,
approximately one-half of the Rate G customers will see billing decreases, and one-half
increases, as compared to what they would otherwise have had to pay.

These changes in Rate G in conjunction with the revenue allocation, which substantially
benefits Rate G customers, begin to redress the significant inequities that have afflicted the
Company's Rate G customers in the past. This relief is long overdue. Many Rate G customers,
particularly the smaller customers who were most severely affected by the old rate structure, will
see substantial reductions in their bills. The new rate will begin to reward the efficient small
businesses that utilize electricity wisely, and will eliminate the subsidies that such customers
have been paying over the years. Although the declining block structure has not been eliminated
completely from Rate G, the Commission is pleased with the substantial progress towards this
end that is embodied in the settlement. The initial block which had been 17.302¢ /KWH under
the temporary rates, will be 8.25¢ /KWH under the new rates, a reduction of over 50 percent,
while the last block will remain substantially unchanged. The Commission accepts the
recommendations for Rate G.

The improvements identified above with respect to the rates for Rate G and Rate GV
customers do much to satisfy the ratemaking objectives established above. However, the parties
do agree in sections I1-B-6 through 11-B-9 of the
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Stipulation that further improvements in the form of optional time-differentiated pricing and
implementation of load management are also required. With respect to load management, LCS
will be available to Rate G customers, and, additionally, the Company's Energy Application
Specialist Program will provide load management information. Time-differentiated rates,
including both time-of-day and seasonal price differentiation as justified, are recommended for
implementation as soon as possible, but must be based on the results of the Consultative Process,
and must also satisfy the ratemaking objectives. These recommendations represent a significant
step forward, and will result in a dramatic expansion of the product offerings for Rate G and GV
customers. Such innovative offerings, as mentioned previously with respect to residential rates,
are the wave of the future and must be vigorously pursued. The Commission accepts these
recommendations.

Finally, the Stipulation in subsection 11-B(10) addresses the questions of ratchets and
"additional services" for Qualifying Facilities (QF's) under LEE-PA and PURPA. The
Commission understands the recommendation on ratchets to mean that the demand ratchet in
Rate TR will remain in effect pending more detailed consideration in the Consultative Process.
With respect to "additional services", the Commission understands that the Company will revise
its tariff in accordance with Commission Order No. 14,797 (66 NH PUC 83), and that,
presumably, the issue of "additional services" to QF's is fully addressed by these changes and by
the rate designs to be in place for the general service classes. In particular, the Commission
understands that QF's will be eligible for service on a net purchase or simultaneous purchase and
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sale basis within all general service rate classes, they will take service in the class they would be
in if they had no generation, and they will not be assessed any special charges for "additional
services", as these are services to which they are entitled under the rate structure for that class.
The Commission accepts these recommendations, but further indicates that exceptions, such as
for a QF willing to accept a lower level of reliability in order to take service on a cheaper rate,
should be considered on a case-by-case basis.

7. Outdoor Lighting: Class ML

The Stipulation makes no recommendations on rate structure for Rate ML. The Commission
will proceed on the assumption that parties have no disagreements with the Commission's
decision on Rate ML in Report and Supplemental Order No. 14,877 (66 NH PUC 178)
concerning temporary rates in Docket DR 81-87, or with the Commission's encouragement of
high efficiency lamps. The Commission thus finds that the revenue decrease for Class ML
should be applied in a manner that rewards high efficiency. The Company is instructed to
allocate the class revenue decrease on the basis of lumens in the tariff filed to comply with this
Order.

8. Miscellaneous

The Commission accepts the miscellaneous provisions of the Stipulation. With respect to
subsection 1V-C, the Commission suggests that the Company's need for an improved and more
flexible billing system is a high priority, that the Company should consider diverting such
internal resources as may be available to the task of implementation, and that the
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Commission expects the Company to resolve the problem quickly. The rate design changes
accomplished by this Order and the probable future changes to occur over the next few years are
essential to the Company's long-term viability and to the success of oil conservation through rate
reform; the investment in an improved billing system required to implement those changes is
clearly cost effective in this regard, and should, therefore, receive a corresponding level of
attention.

C. PURPA Findings

Title I of PURPA requires this Commission to consider, for Public Service Company of New
Hampshire as a covered utility under Section 102, the six ratemaking standards of Section 111(d)
and make a determination concerning whether or not these standards are appropriate to carry out
the Section 101 purposes of conservation, efficiency and equity. The Commission must also
decide, for those standards that are considered appropriate, whether or not to implement the
standard. If a standard is appropriate but not implemented, the Commission must state in writing
its reasons and make such statements available to the public. The six standards are Cost of
Service, Declining Block Rates, Time-of-Day Rates, Seasonal Rates, Interruptible Rates and
Load Management Techniques.

[15] This Commission, as indicated in section B-2 above, finds the six ratemaking standards
appropriate, in principle, to carry out the purposes of PURPA. In addition, the Commission finds
that the standards shall be implemented in accordance with the Stipulation of the parties in DR
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79-187, Phase 11, as accepted by this Order. In particular, the six standards are to be implemented
to varying degrees in the various classes, with the exception of Interruptible Rates, which are not
to be implemented at this time. With respect to Interruptible Rates, the reasons for not
implementing the standard at this time are clear in the record for DR 79-187, Phase Il. In
particular, the record leads this Commission to conclude that:

a. The value of interruptible rates to the Company is uncertain at this time, because of the
Company's relatively broad peaks and more-than-adequate supply of available capacity.

b. The cost-effectiveness of interruptible rates is not self-evident and cannot be determined
until a marginal cost methodology is established pursuant to the Consultative Process.

c. The appropriate pricing of interruptible rates cannot be determined until issues (a) and (b)
are resolved.

The Commission finds that the requirements of PURPA Tile 1 with regards to the six
ratemaking standards are hereby fully satisfied both for the Company and for the Commission's
entire regulatory jurisdiction.

D. Fuel Adjustment Issues

As no Stipulation has been proposed by the parties on the fuel adjustment issues in DR
79-187, Phase 11, and no briefs have yet been filed, the Commission must reserve these issues for
further consideration. However, the provisions of this Order as they apply in DR 81-87 have
relevance to the fuel adjustment issues and will provide guidance to the parties in the settlement
process still going on in Phase I1. In particular, the Commission's findings in Section VI of this
Order, and the provisions for periodic
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updating of costs in rates, should be carefully considered by the parties.

The Commission stresses the importance of resolving the fuel adjustment issues as quickly as
possible, and to this end instructs the parties to file a Stipulation with this Commission on or
before January 20, 1982, or, in the event settlement is not possible on any or all issues, to file
final arguments on the unresolved issues on or before January 27, 1982.

VIIl. GENERATION PLANS
A. Introduction

The decision of this Commission in DR 81-87 is clearly important for PSNH with respect to
the Company's plans in the near term and to the long term viability of the firm. However, this
decision is also important to the electric utility industry in New England, whose health and
long-term viability is so clearly intertwined with that of PSNH. This decision must be placed
within the context of utility planning and operations for the entire New England region, and
PSNH's situation must be examined in the context of its sister utilities and the New England
Power Pool (NEPOOL).

The cooperative approach to utility planning and operation embodied in NEPOOL is clearly
of benefit to the utilities and consumers of this region with respect to more efficient dispatching
of plants and improved regional and system reliability. However, the growth of NEPOOL's

© Public Utilities Reports, Inc., 2008 61



PURbase

importance for generation planning in the region is not without risks. The NEPOOI
Agreement4(4) gives NEPOOL the authority to recommend specific actions to member utilities
(Section 10.1) and the authority to support these recommendations through various other
provisions of the NEPOOL Agreement. In addition, the NEPOOL imprimatur on a Company's
construction program may act as a coercive influence on a Company's planning activities and
may distort the markets for generation capacity in the region. The cooperative planning function
invested in NEPOOL also requires the full cooperation of all member utilities. The NEPOOL
Agreement cannot insure such ,cooperation over a long-term planning horizon, and there is much
evidence of a lack of cooperation in sharing the burden of the existing generation mix and the
cost of new generating capacity. These issues are explored in the following section.

Two very recent events dramatically impact the region's plans for capacity in future years
and thus must be considered carefully. These events have received relatively little attention from
the capacity planning perspective, partly because of the public interest in Canadian hydropower,
which will not be available on a firm capacity basis. The first event is the potential reallocation
of hydro power generated by PASNY away from the Vermont utilities. The proposed
reallocation could eliminate almost 150 MW of currently available and very attractive power
from the region's supply. The second event is the cancellation of Pilgrim Il, a 1150 MW nuclear
unit previously scheduled for completion in the mid-1980's.

These changes, when analyzed in accordance with data provided in the New England Load
and Capacity Reports published by NEPOOL, do not indicate in and of themselves that New
England as a whole is likely to undergo power shortages in the near future. However,
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when the data is corrected for PSNH's most recent estimated schedule for Seabrook I and II,
the results imply that a need for new capacity in the region will occur in the mid-1990's. And, if
contingencies occur for any of the three remaining nuclear plants, including Millstone 111, the
region may be in need of additional capacity during the early 1990's. On the other hand, some
individual utilities of the region appear to be facing considerable uncertainty with respect to their
own capacity plans.

However, an immediate problem and a more troubling one is the impact the cancellations and
postponements have on the region's plans for oil import reductions. As NEPOOL indicates in the
transmittal letter for the 1981 Load and Capacity Report:

"However, with approximately 60% of the existing capacity in oil-fired units, energy
deficiencies could occur in the mid-1980's. It is especially critical that all non-oil-fired capacity
be built as scheduled ... "

This sentiment is also reflected in the August 1981 11th Annual Review of Overall
Reliability and Adequacy of the North American Bulk Power Systems by the North American
Electric Reliability Council, which states (p. 38):

"The single most serious threat to future reliability in the U. S. portions of NPCC (northeast
Power Coordinating Council) is the continuing dependence on foreign oil for electric
generation.”
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The loss of 150 MW from PASNY and the cancellation of an 1150 MW nuclear power plant
imply very directly an increase in the region's consumption of oil and a consequent greater risk
of "energy deficiencies"” in this decade. The continued reliance on oil also implies continued
escalation of utility prices for consumers as well as the continued vulnerability of utilities and
consumers to substantial price shocks due to the volatility of the oil markets.

For these reasons, it is worth reviewing the region's forecasts and capacity plans in order to
properly evaluate the impact of these recent events as well as the relationship of PSNH to the
Power Pool and its other member utilities. It is also important to note the accuracy and
consistency of these plans and forecasts, and the extent to which New England utilities are, in
fact, operating in a cooperative planning environment. For these purposes, the Commission takes
administrative notice of all pertinent forecasts in its files, including Annual Forecasts and Load
and Capacity Reports from NEPOOL, Annual Reports of all companies participating in the
Seabrook project, and all reports to the Securities and Exchange Commission for PSNH, NEES
and other New England utilities that are on file with this Commission.

B. Forecasts

In 1973, NEPOOL forecast a peak demand for 1980 of 23,937 MW. The actual peak for that
year was 15,620 MW, almost 35 percent below the estimate made seven years earlier. Although
NEPOOL's forecasting capability has improved over time, and although some of the
overestimate can be explained by the unanticipated events of 1974 and later years, it is clear that
NEPOOL failed to give good guidance to the utilities in the region. The resulting
recommendations of NEPOOL for generation facilities, and the corresponding decisions by
member utilities, based on their own inaccurate forecasts as well as NEPOOL's, were very poor.
Whether the current forecasts of NEPOOL accurately predict future demands is important, but
less so, since the construction of new capacity in New
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England is being justified on the basis of conservation.

Nevertheless, the initial impetus for the construction of nuclear units in New England was
the anticipated need for capacity. The 1973 forecast predicted percentage reserve margins in the
low to mid-20's, with the addition of 10 nuclear units by the end of 1983. The 1977 forecast
predicted a steep decline in. reserve margins until the somewhat delayed nuclear units began
coming on line in 1981. The 1979 forecast predicted an even steeper decline to 15 percent in
1984. These predictions were consistently and substantially lower, as would be expected, than
the actual reserve margins for the 1970's, which gradually declined to 39.2 percent in 1980. The
1981 forecast predicts a slight increase in reserve margins as the planned nuclear units come on
line, followed by a moderate decline to 19.7 percent by 1994.

The forecasts of reserve margin offer a revealing picture of the impact of NEPOOL on utility
planning in the region. In particular, the period from 1977 through 1979 was a critical time with
respect to the schedules, costs and ownership of nuclear units in New England. NEPOOL's
prediction of impending capacity shortages should have influenced utility construction plans
significantly; the market for nuclear capacity should have been strong; and the determination of
utilities to pursue nuclear construction programs rapidly should also have been strong.
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This clearly did not occur as demonstrated by recent history. If anything, most New England

investor-owned utilities have walked away from nuclear despite their own forecasts showing
positive economics.

C. Nuclear Construction Plans
New England adopted nuclear power in a big way in the late sixties and early seventies. Not

only were the four Yankee Units and the three later units at Millstone and Pilgrim successful and

relatively inexpensive, but electrical demands were growing very rapidly. However, the nuclear

program launched in the early seventies was plagued from the start with problems, and exhibited

a history of uncertainty, poor planning, and the confluence of declining load growth and
escalating costs. The attached tables show the progress of the nuclear program in New England
through the forecasts NEPOOL and the financial documents of PSNH and NEES. The picture
they reveal is startling.
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NEES Completion Dates as Presented
in SEC 10K, Ann. Report to Stockholders

1972
1973
1974*
1975
1976
1977
1978
1979
1980

In 1981 First Update — NEESPLAN for planning purposes this is 85/86,
88/89.

Dates for Seabrook, Pilgrim and Millstone from NEES entry in "74 Moody"s
P.U. Manual.

In 1973, all the New England nuclear units now in service, with the exception of Millstone 2,
were in operation. In addition, ten new nuclear units were planned by the members of the power

pool and included in the regional capacity plan of NEPOOL. These plants (Pilgrim 2 and 3,
Millstone 3, Seabrook 1 and 2, Montague 1 and 2, NEPCO 1 and 2 and Sears Island) were all to
be very large, over 1000 MW each, and were scheduled, according to the 1973 Load and
Capacity Report of NEPOOL, to come on line between November 1978 and May 1983. Pilgrim
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I1 was scheduled by NEPOOL to be the first of these units on line. However, PSNH and NEES,
participants in Pilgrim 2, gave the completion date for Pilgrim 2 as 1980 in their official
documents. NEPOOL also assigned June 1982 and May 1983 to NEES' twin nuclear units
NEPCO I and Il for completion NEES told its stockholders in its 1973 annual report that
construction at the so-called Rome Point site was postponed indefinitely, and that NEES would
review other sites. Apparently, NEPOOL, an arm of the utilities then three years old, did not
share the same knowledge of its members' plans, although it was responsible for coordinating
those plans.

By 1977, NEPOOL, NEES and PSNH each seemed to lose track of the others altogether. In
official documents released during 1977, NEPOOL showed the Seabrook units coming into
service in 1981 and 1983. In 1977, PSNH, the lead owner, presented official dates of 1983 and
1984. Both the Power Pool and PSNH agreed on 1984 and 1982 as the on-line dates for Pilgrim
and Millstone; however, NEES, in its annual report for 1977, showed Pilgrim scheduled to be on
line in 1985 and Millstone in 1986, a change not only in the dates but in order of initial service.

Perhaps NEES differed with NEPOOL and PSNH estimates because its report comes out a
few months later, but perhaps not. In 1977, NEPOOL gave the on-line dates for NEES 1 and 2
and Montague 1 and 2 as 84/86 and 88/89, respectively. NEES showed in-service dates for the
same units of 86/88 and 88/89. Can a difference of a few months account for such disparity of
outlook?

These kinds of inconsistencies are troubling. The earlier divergences in service dates are
perhaps differences of perspective or disparities in the quality of information among utilities and
the power pool. Upon further investigation, though, these trivialities have much greater
implications. For instance, we
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look at the information for 1977 again and find PSNH showed Millstone 3 and Pilgrim 2
coming on line the same years as Seabrook 1 and 2, respectively. NEPOOL, meanwhile, showed
the plants coming on line in successive years, beginning in 1981; Seabrook 1, Millstone 3,
Seabrook 2, Pilgrim 2. NEES, quite differently, showed Seabrook 1 on line in 1982, Seabrook 2
in 1984, Pilgrim 2 in 1985 and Millstone 3 in 1986. Together these plants were in 1977
estimated to cost a total of $5 billion! Yet, three parties, all deeply involved in planning and
construction could not agree on the order in which the plants would come into service, let alone
the dates. It almost appears that the schedules for these units have become matters of policy
rather than engineering.

In 1981, we again see a level of discord among the utilities and NEPOOL. Between the
February, 1981 Common Stock Prospectus and the April, 1981 Common Stock Prospectus,
PSNH changed its estimate of Seabrook's completion dates to 1984 and 1986 from 1983 and
1985.

In March, 1981 NEES released an update of its long-range corporate plan (NEESPLAN). It
apparently was not aware of PSNH's change in service dates for Seabrook. NEESPLAN 1981
presents the same on-line dates as NEPOOL, of 1983 and 1985, officially. For planning
purposes, however, NEES gave the following dates for initial operation:
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Seabrook 1 — Winter Peak 1984/85 Seabrook 2 — Winter Peak 1988/89 Millstone 3 —
Winter Peak 1986/87 Pilgrim 2 — Winter Peak 1987/88

NEES seemed to believe that Pilgrim, which was not yet under construction, would come on
line before Seabrook 2, which was partially complete and where triple shifts were being used to
speed completion. It is also interesting that New England Power Co. (of NEES) filed testimony
with the FERC in August of 1981 asking that they be allowed to write off their share of Pilgrim
2, even before the plant was actually canceled.

MMWEC, the Massachusetts Municipal Wholesale Electric Company, took a different tack
than NEES. It estimated in its 1980 Annual Report to member companies the following dates of
initial operation:

Seabrook 1 — 1985 Seabrook 2 — 1987 Millstone 3 — 1986 Pilgrim 2 — 1990

MMWEC added a year to PSNH's official dates; stuck with Millstone's official date, but on
Pilgrim, put off the date beyond even the ,conservative expectations of NEES.

In retrospect, 1981 proved to be a year of considerable change with respect to New England's
nuclear plans. In early 1981, the estimated costs and completion dates for Seabrook were
substantially revised, and in the last quarter of 1981, Pilgrim 2 was canceled by its lead owner,
Boston Edison (shortly after the Massachusetts DPU approved the commitment to construction
of the plant). Surely, if there was a year for the New England utilities to know and understand
their priorities, to have a common basis of understanding upon which to proceed with these
massive construction efforts, it was 1981. We wish there was information that would show that
there is now an authority, a singular viewpoint, a basic understanding and appreciation, as to
when the Seabrook nuclear units and the Millstone 3 plant will be completed and available for
service. However,
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as was once said, "If wishes were horses, beggars would ride."

It is worth noting that the decimation of New England's nuclear program dramatically
affected the region's generation mix, leaving the region dependent on oil for a much longer
period of time than should have been the case. The Electric Utility Industry In New England
Statistical Bulletin for 1975 published August of 1976 stated (p. 3):

"Projected cost analysis shows nuclear energy to be the most economical source of base-load
power for New England in the foreseeable future. Current plans call for the addition of seven
more nuclear units by 1986 when nuclear power is expected to account for about half of New
England's generation.”

Five years later, the Statistical Bulletin for 1980 reports (p. 10):
" ... Nuclear power is expected to provide about one-half of the region's electricity by 1990."

In five years, the target date for achieving "one-half nuclear" generation was delayed four
years in spite of substantial reductions in forecasted load growth during this same period.

At the present time, only three of the original ten nuclear units planned in New England are
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scheduled for completion. According to the original schedule of 1973, Pilgrim 2 was to be the
first, and Seabrook 1 and 2, the third and sixth of the ten plants to come on line. Along the way,
Seabrook 1 and Seabrook 2 became the front runners in the nuclear race in New England. One
can only observe that PSNH, the lead utility in Seabrook, had kept to its plans and commitments
in the face of ever-worsening financial conditions, eroding load growth, and declining interest in
and support for nuclear power by the other utilities in New England. PSNH has assumed a
disproportionately large share of the burden for bringing nuclear capacity on line in New
England, and has suffered greatly as a consequence.

D. The NEPOOL Agreement

Given this pattern of delays, cancellations, and apparent disagreements concerning the
construction of nuclear plants in New England, it is interesting to review the provisions of the
NEPOOL Agreement concerning the planning of generation facilities. Additions to and changes
in generating facilities of the NEPOOL participants are recommended by the NEPOOL
Management Committee and can be enforced to a limited extent as indicated in Section 10 of the
NEPOOL Agreement. Three objectives are identified in subsection 10.1, Recommendation of
Additional Facilities. These are:

(a) Each Participant should have a reasonable opportunity to satisfy its load over some
reasonable time period with a mix of generation reasonably comparable as to economics and
types to that being developed for New England.

(b) No Participant should be required to subject itself to an excessive disproportionate
exposure to backup power costs or reserve obligations as a result of having to take any
Entitlement which is excessively disproportionately large as compared to the Participant's size,
or as the result, during any sustained period, of having to take a disproportionate portion of its
capacity from immature units.

(c) No Participant which has maintained an integrated system in the past should be required
to impair the attractiveness of its securities in the capital markets by making unreasonably large
capital investments in new generation or by becoming dependent upon other Participants
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for a substantially disproportionate amount of its system capability.

In the case of PSNH, each of these objectives is being violated. With respect to generation
mix, PSNH is and has been for quite some time, deficient in nuclear capacity. Other utilities,
particularly United Illuminating, are in considerably worse shape. The nuclear ownership level
and percentage of oil-fired generation of the major New England utilities are portrayed in the
attached tables, which demonstrate the inequities that have existed for some time in the region. It
is puzzling as to why the successful Yankee concept for nuclear construction was abandoned in
favor of individual utility ownership, where the risks fall more heavily on the single utility
sitting in the lead role. Perhaps NEES, Northeast Utilities and Boston Edison felt they could
afford such risks; PSNH and CMP, because of their smaller size, might have been better off to
avoid these risks. NEES, NU and Boston Edison have also canceled nuclear units for which they
were lead participants. PSNH did not, and CMP did not, although it changed its plans for Sears
Island to coal-fired generation.. checkend
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PUBLIC UTILITY % OIL FIRED GENERATION
Bangor Electric 65%
Boston Edison 73%
Central Maine 55%
Central Vermont PS 7%
Commonwealth Energy 70%
Eastern Utilities Assoc. 83%
Green Mountain Power 73%
Maine Public Service 38%
NEES — NEPCO 70%
Northeast Utilities 43%
Public Service Company NH 53%
United Illuminating 91%
Region 61%

As to objective (b) relating to exposure to backup power costs or reserve obligations, we
merely note that the schedule for maintenance outages planned by the N. E. Power Pool for
Seabrook 1 and 2 during their first 10 years of operation burdens both PSNH and its customers
with moderately higher fuel costs during the highest use months.

NEPOOL schedules certain units to be out of service each month of every year. In the past,
efforts have been made to retain the most efficient and least costly units for operation during
system peaks. In New Hampshire, the primary concern is for the months of December through
February, but March and November are also months of high usage as well.

The following information, taken from our files in DE 80-175, Data Request 2, Response 4,
which we administratively notice, reveals a horrendous maintenance schedule for Seabrook. If
Seabrook is designed to reduce the use of oil, meet demand, and supply large amounts of energy,
it would appear sound scheduling to have these units available for colder months. Yet the colder
months are exactly when NEPOOL has scheduled these units for outages. A review of the table
set forth below reveals the following:

First, if the definition of "Winter™ is limited to the very coldest months of December through
February, we find one Seabrook unit to be out of service in 47% of these months between 1985
and 1995. During the first four (4) years after Seabrook 1 goes on line, this climbs to a
remarkable 67%. Fully, two-thirds of the coldest months for the first four years that Seabrook 1
is in operation and the first two years that Seabrook 2 is scheduled for operation, one unit is out
of service or scheduled for maintenance. If, as usually happens, scheduled maintenance is
extended by 10-20% to repair unforeseen problems, the percentage is even higher.

If this were to occur, ratepayers would be asked to pay high costs for replacement power
(which is likely to be oil-generated) plus a return on the high capital investment of the nuclear
plant at a time when usage is generally the highest and customer bills the largest. This is hardly a
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scenario designed to increase favorable reaction to the Seabrook plant.
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[Graphic(s) below may extend beyond size of screen or contain distortions.]
SCHEDULED MAINTENANCE OUTAGES

YEAR
1985

1986
1987

1988

1989

1990

1991
1992

1993

1994

1995

The third objective in the NEPOOL Agreement refers to the attractiveness of a firm's
securities. As the table below shows, PSNH has the lowest bond rating in New England, and yet
is the lead for two out of three of the remaining planned nuclear units in New England. The
Seabrook units being constructed by PSNH will be the first nuclear units to come on line since
1975 and the first nuclear plant in New England to experience the massive cost escalations and
extraordinary high capital costs of the late 1970's and early 1980's. Since inception, the schedule
for the plants has slipped only five years, in stock contrast to the other units planned at the same
time. The second largest participant in Seabrook is United Illuminating Company, also in an
extremely difficult financial position, although stronger than PSNH. Despite being the lead
owner of Seabrook, PSNH owns only 35% of the plant, having sold 15 percent of its original
share, and may own less before the plant is completed.

A more important observation for the region can be made with respect to the nuclear units
that have been cancelled. Boston Edison, Northeast Utilities, and NEES (NEP) have all cancelled
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two large nuclear units since 1973. These utilities are the largest and the financially strongest
utilities in the region, and at this point in time NEES has the healthiest bond ratings in the
region. It may be no
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coincidence that these utilities bailed out of New England's nuclear program leaving PSNH
with the major responsibility for New England's nuclear capacity plan.

[Graphic(s) below may extend beyond size of screen or contain distortions.]

BOND RATINGS,
MAJOR NEW ENGLAND UTILITIES

Central Maine Power

United Illuminating

Eastern Utilities

New England Electric Systems*
Northeast Utilities*

Boston Edison

Public Service of New Hampshire
Central Vermont Public Service

Rating of a major subsidiary.
Source: First Boston Corporation, Moody®"s Utility Manual.

E. Summary

The spectre of continued regional reliance on oil should cause the New England utilities to
pursue oil conservation even more aggressively than they have in the past. However, the
prevalance of complete fuel-cost recovery Fuel Adjustment Charges throughout the region and
the perceived stabilization of the world oil markets have lessened the incentive for these utilities
to pursue aggressive programs of conservation and non-oil capacity expansion. Given that
Seabrook and Millstone 111 constitute the only major new non-oil-fired capacity scheduled for
completion by the middle of this decade, and that the New England utilities continue to tout
nuclear power as the least cost alternative, it is surprising that the New England utilities have not
been beating down the doors to acquire pieces of this capacity, or increases in their ownership
shares, even though such capacity has been offered for sale. One gets the impression that certain
utilities are holding their cards close to their chests and waiting for the situation to deteriorate
before offering to buy some nuclear capacity at bargain basement prices. It is in this context that
the pressures of NEPOOL may act counter to the interests of smaller utilities, particularly those
such as PSNH who have accepted the burden as lead participant in joint projects planned and
approved in the NEPOOL context. As lead participant, a utility has the burden of fulfilling the
capacity plans of all participating utilities and of the region. In addition, the lead participant must
assume the risk of proceeding with the plant, even if they must ultimately sell down a portion of
their ownership at below full cost, as PSNH did. A well positioned utility in New England thus
stands to benefit greatly from the misfortunes of other utilities involved in major construction
projects. Why is the financially weakest utility in the region left holding the key to the entire
region's capacity plans for the coming decade? Why is the weakest utility in the region forced to
assume the major burden in the region's efforts to reduce oil consumption? These circumstances
point to a pattern of discrimination and exploitation, whether accidental or intentional, of utilities
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such as PSNH in the New England region.
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Evidence of such practices is readily available. We merely point out the following facts. (1)
PSNH contracted with New England Power Company of (of NEES) for purchases of capacity
from the Brayton and Wyman oil-fired units that locked PSNH into these plants. The contract
contained a clause that specifies that any requirements for PSNH to increase capacity to meet
NEPOOL requirements be met by increasing the purchases under the contract. Thus, PSNH
became locked into purchases from some very expensive oil-fired units at the same time as NEP
declined to purchase any of the Seabrook shares that PSNH was offering in 1979 and 1980. (2)
PSNH sold a portion of Seabrook to MMWEC under terms whereby they not only covered the
MMWEC payments for a period of time, but also contained a forgiveness clause whereby all
such payments with accumulated AFUDC would be forgiven if MMWEC failed to get approvals
by a specific date. (3) When PSNH sold down from 50% ownership of Seabrook, they sold at
construction cost without accumulated AFUDC, thus absorbing millions of dollars in AFUDC
for a plant that they no longer owned.

F. Seabrook Il Completion

Seabrook 11 and Millstone 111 share one thing in common: they are both estimated to be in
operation during 1986. Seabrook Il is scheduled for dune of 1986 while Millstone 111 is
scheduled to be completed one month earlier, May, 1986. The Commission asks how valid these
estimates are? We believe that the estimate for completion for Seabrook Il is open to serious
question.

As has been noted, Seabrook Il and Millstone are both scheduled for 1986. Yet, as of June
30, 1981 Seabrook 11 was 8% complete, whereas Millstone 111 was 36% complete. It is highly
unlikely that one plant four and one-half times further along in terms of completion than another
plant will be completed virtually as of the same date.

In its 1980 year-end financial statements, MMWEC listed the completion date of Seabrook Il
as 1987. The source was given as the lead participant.

The first update of NEESPLAN reiterates the completion dates for Seabrook I, 11 and
Millstone I11 and Pilgrim 11 as the dates given in the annual NEPOOL forecasts. Yet, for
NEESPLAN planning purposes, NEES uses what it describes as a more conservative position in
terms of scheduling the capacity and the energy of these units. While these dates differ for all
four plants, by far the greatest differential is shown in the completion date for Seabrook I1.
NEESPLAN uses a completion date for Seabrook Il of the winter peak of 1988-89, which would
establish the completion date between December 1988 and March 1, 1989. This leaves two of the
major four owners carrying an in-service date other than that which is regularly provided by
PSNH to the public and the Commission.

Another example of the delay of Seabrook Il is shown through a review of the record in
Public Service Company, DF 79-100-6205, which is hereby administratively noticed as well as
included as part of the record in this proceeding. In that proceeding, the Commission in Order
No. 13,759 (1979) 64 NH PUC 262 initially approved an ownership level of 35.9739 in
Seabrook, together with divestiture of the interests in the Pilgrim Il and Millstone 111 units.
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PSNH responded by motion that there was no way that it could finance a 35% share and that
the Commission failed to recognize the true economics of
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the situation. The closest scenario to retaining a larger than 28% interest in Seabrook Il was
based on the delay of Seabrook Il for four years. PSNH's documentation especially in the hearing
held on August 6, 1979 demonstrated that there was no way that PSNH could retain more than
28% of the plant. Even that level was conditioned upon immediate divestiture of the Pilgrim and
Millstone ownership interests. (1979) 64 NH PUC 286. PSNH is now attempting to hold a 35%
interest, has not divested its Millstone 111 interest and held a Pilgrim Il interest right to the end.

In November of 1979, Gordon McKenney was quoted in the press as saying that if PSNH
divested only 15% instead of 22%, that it could still afford to finish Seabrook by delaying the
second reactor four years.

Construction at Seabrook 11 was first slowed and then stopped by the Commission in 1980
pending an approval of the divestiture to the Massachusetts utilities through a decision by the
Massachusetts Department of Public Utilities. Yet, despite this reduced level of construction at
Seabrook 11, and some major workforce strikes, the dates for Seabrook I and Il remained the
same prior to these actions.

If in five years of construction, Seabrook | and common plant has reached a level of 54%
completion, why should the Commission or anyone else accept that the remaining 90%+ of
Seabrook 11 will be completed within a shorter time period of a little over four years?

Our conclusion is that Seabrook 11 will probably not be operational in 1986. Furthermore, the
winter of 1988-89 does appear to be a more realistic date upon which we might expect Seabrook
I1 to be ready for operation. In a sense then, the confusion that has marked the official and
unofficial documents regarding Seabrook Il has placed the Commission in the position of a
contingency planner looking behind for evidence of what others might know. Lacking faith in
what we have seen and heard it is not unreasonable to pursue a course which looks at future
events conservatively.

G. NEES

NEES is clearly the healthiest and financially strongest utility in New England. NEES
wholesale subsidiary NEPCO has bond ratings of AA for its first mortgage bonds and A for its G
& R bonds. (S & P's and Moody's). Only Commonwealth Electric, of the major NE electric
utilities has a higher rating. NEP's internal generation of funds has averaged 66% since 1970, a
full 36% above the internal cash generation of the New England investor owned utilities. For this
reason, it is important to understand the relationship between PSNH and NEES; and the behavior
of NEES in the "cooperative" atmosphere of the New England utility industry. The
investigations of this Commission yield some very disturbing results. NEES has behaved as an
entity unto themselves, manipulating events to their own needs, refusing cooperation and
ignoring, even possibly exploiting, the problems of the other New England utilities. This
Commission cannot watch complacently as these machinations occur, and will examine very
carefully in the future the actions and behavior of NEES, and Granite State Electric.
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NEES has always said it's a strong supporter of nuclear power. On February 23, 1977,
Russell Holden, commenting on the relatively cheaper cost of nuclear power states: "It is as
much a matter of economics as it is fuel supply. The evidence clearly show that nuclear
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power is the only realistic hope we have of holding down the cost of electricity in the next
twenty years." (March UL 2-23-77) Frederick Greeman, Vice President of New England Power,
was quoted in the Manchester Union Leader, December 18, 1979 as saying "It is critical that the
Seabrook Nuclear Plant in New Hampshire, the Millstone Nuclear Plant in Connecticut, and the
proposed Pilgrim 11 Nuclear Plant in Massachusetts be completed as quickly as possible in order
to reduce the region's dependence on foreign oil."

In regard to nuclear power and Seabrook the 1978, 10K states, "The System has two
principal alternatives to provide new major generating capacity — nuclear power and coal-fired
generation ... Studies demonstrate that, among these alternative, nuclear power promises the
lowest generating costs. All of the System's planned units are nuclear.”

On June 15, 1979, NEPCO issued a press release headlined Need for Nuclear Rises with Oil
Prices. NEES reports that nuclear power saved its customer $29 million in 1978.

However, their actions have been less than supportive and in fact have more than any other
factor disrupted the development of nuclear power in New England. The following is illustrative.

The 1976 Moody's PU Manual quotes NEES as stating, "A subsidiary is negotiating for an
additional 400 MW of capacity in one or more of the nuclear units now in the construction
and/or advanced planning stages. Also in 1976 NEES requested authorization to operate as a
utility in the towns of Seabrook, Hampton, and Hampton Falls (DE 76-175, 12/14/76). The
purpose NEES gave for this action was to lay the groundwork for acquiring an additional 15%
share of Seabrook 1 and 2. Neither of these actions were taken.

In 1977 NEES offered to trade shares in its soon to be abandoned nuclear plants for Seabrook
shares. PSNH FERC docket #EL 78-15, ER 78-339 Volume 4 transcript pages 664-665 (1978).

In the 1978 10-K in regard to Seabrook NEES states: "If PSNH is not permitted to include
CWIP in its rates, NEP understands that PSNH will have difficulty meeting its current one-half
portion of the construction program. PSNH has offered to sell 22% of the units to current joint
owners. NEP has expressed to PSNH an interest in acquiring an additional 10% (230MW) of the
units provided satisfactory terms can be negotiated and regulatory approvals are obtained."

NEES subsequently refused to buy any shares even though offered at a reduced rate from
either PSNH or Ul, the two lowest rated electric utilities in New England.

In 1980, NEES witness Bigelow testified that NEES sought to sell PSNH oil-fired capacity
and energy in exchange for putting up temporary advance payments to keep Seabrook going
during the time period when the question of divestiture had placed the plant in jeopardy. PSNH
initially refused and NEES withdrew their support. Alas, PSNH subsequently bought the power
from NEES, and NEES never loaned the money.

In late 1979, NEES announced NEESPLAN shortly after canceling its two major nuclear
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units. In the report, NEES states "To meet the se needs, we will build or buy 100 MW of
alternative energy sources and acquire 100 MW of additional nuclear or other base load
capacity.” Since there were no other base load units being built other than nuclear, an assumption
would be that NEES
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would buy 100 MW of power from the remaining four nuclear stations. Yet no purchase was
made.

In the first NEESPLAN update, NEES still indicated the same level of capacity for the next
fifteen years but changed the level of alternative energy from 100 MW to 200 MW stating that
the 100 MW of conventional nuclear capacity would no longer be needed.

In early 1981, a NEES official addressing a legislative committee stated that Pilgrim Il was a
more sound investment than Seabrook. In mid 1981, NEES filed for recovery of its Pilgrim 11
investment prior to Boston Edison cancelling the plant.

NEESPLAN Update states: "Delay or cancellation of any of these (four planned) units would
constitute a serious setback to our efforts to reduce our use of foreign oil to 10 percent of total
energy requirements.” Sec. VII, p. 2.

[Graphic(s) below may extend beyond size of screen or contain distortions.]

NEES Nuclear Capacity

NEES has dropped its projected nuclear capacity from a level of 2608 MW in 1979 to 370
MW In 1982. Despite the cancellation of Pilgrim I, NEES has made no attempts to secure
additional shares of Seabrook or Millstone despite the fact that these units will be available for
the same years as Pilgrim Il would have been. Furthermore, the studies performed by every
Commission in New England together with every utility already has demonstrated a favorable set
of economics for nuclear power.

NEES has already had consumers compensate it for its investment in NEP I and II. It is now
seeking the same treatment for Pilgrim Il expenditures. There remains the question as to why
these costs should be recovered if NEES didn't believe it needed the capacity or the oil
displacement capability. If NEES doesn't attempt to replace its Pilgrim share with Seabrook or
Millstone interests, should its Pilgrim Il costs be recognized? Now that NEES' percentage of
nuclear generation will be 16% instead of 18%, are they in violation of the NEPOOL agreement?
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If they are in violation, and due to their violation the three plants are delayed, who should bear
the costs?

This Commission looks to NEES to set an example and purchase additional shares in
Seabrook. Obviously their own words and studies support such action. Since NEES serves
customers in this
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state, we expect them to carry their proper level of nuclear ownership. A failure by NEES to
purchase additional nuclear capacity may well lead to further delays in completion dates.

H. Pilgrim 11

In the Spring of 1981, the cost of Pilgrim 11 was being quoted in terms of 2.6 billion dollars,
operational in 1987, and a cost per KW in the $2,200 range. In September of 1981, Boston
Edison cancelled the unit and the figures given at that time are an overall cost of $4 billion, an
operational date estimated at 1990, and a cost per KW of $3,478. This 58% increase in the
estimated cost of the project six months must be recognized as one of the prime examples as of
why the electric utility industry has little, if any, credibility. Ignoring the obvious SEC violations
such as misrepresentation to stockholders, bond holders and the investment community as a
whole, the question remains; Do the New England Electric Utilities really know the true costs of
the projects they undertake?

If Pilgrim estimates can be so incorrect, it does not encourage belief in the validity of the
estimates for other units, nor does the industry increase our faith by providing ancient
information receiving regulatory approval to proceed and then cancelling the unit. This
Commission must wonder how Boston Edison can trust the regulatory environment so shabbily
and then expect a continuing faith in their mode of operation.

When Boston Edison cancelled Pilgrim Il they stated that they would seek to increase
ownership in Seabrook I and Il or Millstone I1I. If in cancelling Pilgrim 11, they lost 680 MW of
nuclear power it would appear logical they pursue additional nuclear power both for capacity and
oil displacement reasons. Boston Edisons oil fired generation figure of 73% would appear to
dictate that they purchase additional shares, but again they have not offered to purchase any
additional shares in the three remaining plants.

I. Maine and Vermont Utilities

Both Central Maine and Central Vermont lost projected capacity in the cancellation of
Pilgrim Il. The Vermont utilities stand to lose 150 MW of power from PASNY, that Power Line
estimates will double electric rates in Vermont.

In Maine, Central Maine attempted to secure approval for construction of Sears Island, by
stating that it had to build that unit because among other reasons, additional interests in the
nuclear units under construction were not available. Yet Ul, PSNH, NU, and others all sought to
sell interests in the nuclear units but found that the level of buyers never met the level of shares
available. As the Maine Commission noted and we concur:

"We are therefore, puzzled by the Company's argument that, if it cannot satisfy all of its

© Public Utilities Reports, Inc., 2008 75



PURbase

needs by increased participation in nuclear facilities, it should not satisfy any of its needs in that
manner. If an alternative to Sears Island can provide reliable generating capacity which can
produce electricity at a total cost less than the Sears Island plant, the Company should purchase
that capacity.” Maine PUC decision U3238, U3239, U3356 (1979).

J. Analysis

Each of the regulatory Commissions in Maine, Massachusetts and New Hampshire have
issued decisions supporting the economics of nuclear over the continuation
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of a heavy reliance upon oil. Each of the investor owned utilities have adamantly supported
Seabrook, Millstone and nuclear power in general in their press releases. Yet there has now been
a cancellation of seven of the ten nuclear units originally scheduled for New England without
any meaningful redistribution of ownership in the remaining three units.

The utilities with the lowest bond ratings are left to overcome insurmountable odds. Units are
cancelled and the utilities fail to obtain additional capacity from these two struggling utilities,
PSNH and Ul. PSNH seeks to sell from 22-30% and can only achieve a sale of 15%. Ul attempts
to sell a half of it's share and barely is able to sell any at all. A 1150 MW unit is cancelled and no
one attempts to buy into the existing nuclear plants under construction. Those that are presently
buying interests in nuclear plants under construction are municipal and not investor owned
utilities. NEES chooses to increase its level of alternative energy instead of buying additional
nuclear. Boston Edison chooses to purchase 100 MW from a Canadian nuclear station after the
cancellation of Pilgrim 11 but none from Seabrook or Millstone.

The bottom line is that the members of NEPOOL appear to be either inadvertingly or
intentionally placing the future of Millstone 111 and Seabrook I and 11 in jeopardy. It is they not
regulation that is choosing to place PSNH and Ul on the brink of downgrades into less than
investment grade. It is the members of NEPOOL and not regulation that hold in their credit
ratings the future of Seabrook and Millstone. If they choose not to buy additional interests in
these units, the projects themselves together with one or two of the utilities involved are in deep
financial trouble. The choice is NEPOOL's and they have six months from the date of this order
to rectify the situation.

IX. FINANCIAL PLANNING
A. Introduction

The disarray found in the planning for generation facilities is matched by the disarray found
in the planning of utility financial matters. The construction cost estimates, construction program
budgets, and financial forecasts prepared by PSNH over the past ten years, as well as those of
other utilities, are inconsistent and confused and demonstrate a fundamental weakness in the
ability of utilities such as PSNH to manage their financial affairs given the changing financial
environment.

B. Construction Cost Estimates
If the estimates of in-service dates for large plants are as inaccurate as they have been in New
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England, one wonders how accurate the cost estimates can possibly be. Again, we must examine
the history of such cost estimates and their changes over time. However, we note that cost
estimates are different from estimates of completion dates. We assume utilities involved in the
same project should have the same projected date for completion, although this assumption is not
borne out by experience as we have seen. Cost, however, should differ by utility when measured
at any point, because each utility's interest costs, which it accrues on incomplete plant, will be
different. However, over time, we should be able to discern some logical patterns in the cost
estimates. We would obviously expect such estimates to increase steadily over the years. After
all, the utilities have emphasized in their
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reports to the public and the regulatory agencies the effects of inflation and regulatory delay,

which at various times have been called "burdensome”, "dramatic™, or "overwhelming".

An examination of cost estimates presented by PSNH in documents prepared for the SEC
shows that this is not the case. Cost estimates have changed with time considerably, and have
been noted to go down, as exhibited in the table in Section VI11I-C of the Report.

Between May and July of 1978, PSNH revised its estimates of the cost of Seabrook 1 and 2,
Pilgrim 2 and Millstone 3. The estimates went down by $504 million, $478 million and $841
million, respectively. Between May, 1979 and July, 1979, PSNH's cost estimates for Pilgrim 2
and Millstone 3 again went down-this time by $9 million and $54 million, respectively. Again,
between September, 1979 end January, 1980, the cost estimates shrank. For Seabrook, this was
by $81 million; for Pilgrim 2, $35 million; and for Millstone 3, $33 million. The latest
contraction in cost was for Seabrook and Millstone between February and April, 1981.
Seabrook's cost dwindled by $258 million and Millstone by $332 million. In all other intervening
periods when PSNH reported cost estimates for completion the estimates for Seabrook, Pilgrim
and Millstone rose, sometimes quite enormously.

Now it is true that these changes all have explanations of one form or another. The decreases
in 1978 are probably due to the allowance of CWIP in rate base, which would eliminate the need
for AFUDC to be capitalized; the decreases in 1981 may be the result of PSNH's change to the
next AFUDC method which lowers the total estimated cost of the plant. However, none of the
changes that were made to the cost estimates were explained in the SEC documents. The many
changes in cost estimates, even considering the conspicuously absent explanations, portrays an
inability to predict accurately the final costs that will be incurred to construct these plants. This
conclusion may not be surprising, given the long lead times for such plants and the great
uncertainties with respect to inflation, capital costs, regulation, etc.; however, it gives one pause
when all of the estimates for such plants more than tripled in less than seven years, and when the
completion dates are still several years away.

C. Financial Plans

The financial plans of Public Service Company of New Hampshire over time appear
similarly confused. Again, PSNH documents filed with the SEC indicate dramatic changes in
construction program budgets, associated AFUDC, when it is reported at all, and financing
requirements as a result of refinancings and sinking funds. The table below shows a selection of
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comparable estimates as presented by PSNH in SEC filings.
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

SELECTED DATA ON PSNH FINANCING PLANS AS REPORTED TO THE SEC

DOCUMENT

Prospectus 9—741
Prospectus 9-75
Prospectus 9-76
Prospectus 7-772
Prospectus 12-78
Prospectus 1-80
1979 Form 10K
Prospectus 4-80
1980 Form 10K

1Five year plan only, through 1978.
2Eight year plan through 1984.

€Rough estimate only. AFUDC not reported under Financing Requirements. Estimates
calculated by subtracting past Seabrook AFUDC from total estimated Seabrook AFUDC.

Of particular concern to this Commission is the inability of the Company to provide
consistent estimates of the financing expected from operations. Each of the three documents
issued in 1980, all basically during the first quarter, show dramatically different estimates
ranging from $100 million to $280 million. One year later, the estimate presented is $435
million. Either PSNH is playing a financial shell game with these numbers as a way of hiding
what may be some unpleasant truths about their financial situation, or they simply have no idea
of what future market conditions and future actions of this Commission may bring. A review of
the Company's cash flow and financial forecasts available in Commission files, which are hereby
administratively noticed, suggests that the latter is actually the case.

A most significant problem with the Company's financial forecasts is that they are based on a
load forecast that is considerably too high, as determined by this Commission in Report and
Order No. 15,201 of Docket DE 80-47. Not only does PSNH forecast an excessively high growth
in sales as a result, but they have also failed to benchmark their latest financial forecasts,
NHPUC — 1 prepared December 2, 1981, to actual operating experience for the first eleven
months of 1981. The sales figures and average revenue figures from this financial forecast are
presented in the attached table. Forecasted prime sales through the third quarter of 1981, as
included in the financial forecast, are 4,342 MWH. Actual sales through the third quarter, as
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indicated in PSNH monthly reports filed with this Commission, totaled only 4,234 MWH, 2.5
percent below the forecast. Clearly, the revenues forecast by PSNH, based as they are on overly
optimistic projections of sales, are overstated, and will tend to make the Company's financial
forecast overly optimistic.
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The dangers of this overly optimistic forecast of sales are tremendous. For example, the
optimistic load forecast is used in spite of the predicted doubling of average base revenues in the
five year period ending 1986. A reduction in sales will dramatically increase these average
revenues, thus increasing retail prices, because the forecasted increases are largely due to the
capital expenses in Seabrook, which are final. Delays or cost overruns in Seabrook, or poorer
than predicted plant performance, all of which are quite possible, if not probable, will increase
total average revenues and the corresponding retail prices. Under such circumstances, sales
would undoubtedly drop further in response to the higher prices, thus exacerbating the already
intolerable financial situation.

Other potential problems of which the Commission makes note include:

* Forecasts of debt and equity costs and AFUDC rates may be optimistic particularly given
recent events.

* Projected in-service dates for Seabrook | and especially Seabrook Il that are quite
optimistic.

» Assumptions as to the timing and results of PSNH financings that may be optimistic given
past history and experience, the Company's bond rating, and continued severe cash problems.
The attached table shows the magnitude of what PSNH is trying to accomplish in the face of
these problems. Even minor problems with any particular financing could have a domino effect
that would destroy the whole plan.

» Assumptions concerning rate relief which may be optimistic, given the regulatory lag that
,unfortunately exists at both the FERC and in this jurisdiction, and given the likelihood that 100
percent of a Company's rate requests will not be granted.

» Assumptions concerning the treatment of Pilgrim 11 and Rate Base related to completed
plants, which may differ from that approved by FERC and this Commission.
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Examination of PSNH forecasts and statements before this Commission yield the conclusion
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that the Company tends to overestimate its revenues and underestimate its costs with some
regularity. Thus, we must assume that the Company is actually worse off than their financial
forecasts would indicate. Given the less favorable future conditions that this Commission
expects and unforseen events that may have a negative impact on PSNH, this Commission is
forced to conclude that PSNH may indeed reach a point in the near future where it will be unable
to secure additional financing and unable to meet current obligations.

The prospect is not new, nor is it unknown to the Company. Mr. Harrison testified to this
very possibility during the hearings in DR 81-6 (Tr. 2-24). The Company exhibited an awareness
of this possibility quite some time ago; Mr. Harrison also alluded to an inability to "continue its
business operations" in page 5 of his prefiled testimony in DSF 79-100-6205.

D. Ownership of Seabrook

The major factor underlying the Company's forecasts is the construction of the Seabrook
nuclear power station. This project is the dominant element of the Company's construction
budget and the single reason why PSNH is experiencing such tremendous cash flow problems
and such huge requirements for external financing. Changes in the Company's plans for
Seabrook affect the financial forecasts in a major way. Perhaps the most critical element of such
plans is the level of ownership.

Originally, PSNH intended to finance and own 50 percent of both Seabrook | and I1. As
conditions changed, the difficulty of financing such a large investment became apparent, and
PSNH subsequently sought and received in DR 77-49 the approval to include Construction Work
in Progress in rate base. As the Commission pointed out in Report and Order No. 13,162 (63 NH
PSC 127, 138):

"The Company's position in this proceeding is that it will not be able to obtain the necessary
financing to complete its construction program without additional current cash revenues. It is
contended by the Company that only an appropriate amount of CWIP in the rate base would
generate the needed financing, and not by the use of the usual ratemaking practice."

Conditions changed again with the passage of RSA 378:30-a, and PSNH was forced to
review its ownership level and, eventually, to decide to sell a portion of its share in the plant.
The Company's plans to sell shares of Seabrook were presented to this Commission in DSF
79-100-6205. It is revealing to examine the record of that proceeding, which is hereby
administratively noticed. Mr. Harrison stated in his direct pre-filed testimony that:

"The Company's Board of Directors decided on March 3, 1979 to direct the officers of the
Company to reduce its ownership interest in the Seabrook project to 28% by offering ownership
interests totaling 22% to other Participants in the Project. The Board also directed the Company's
officers to offer to other utilities tire Company's interest in the Pilgrim No. 2 and Millstone No. 3
projects and to offer to the Company's resale customers located in New Hampshire an 8%
interest in the Seabrook project.”

The basis of this decision of the Board was:

" ... the consensus among investment bankers, commercial bankers and the financial
community in general that, absent
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the level of revenues generated by the inclusion of CWIP in rate base, the Company could
not finance any more than 25% to 30% of Seabrook."

Mr. Harrison reiterated this conclusion many times in cross-examination (TR
3-14,3-15,3-20,3-21,3-22,3-79). Mr. Harrison additionally explained (page 3-15):

"It was further decided that we could stretch this from 25 percent up to 28 percent by selling
our entire ownership in the Pilgrim and Millstone plants.".

The claim that the extra three percent could be financed only on the basis of the sale of the
Company's Pilgrim and Millstone shares was also reiterated several times (TR 3-21,3-23). Mr.
Harrison also pointed out the concern of the other New England utilities with regards to the
Company's finances (page 3-79):

"Consequently, not one of them were willing to have a transaction go through which would
result in the Company owning any more than 28 percent. They did not want to be in a position
where the lead partners had a construction program the size of which was generally
acknowledged to be too large for the Company to finance. In view of that, the whole deal is for
the transfer of 22 percent ownership."”

As it turns out, the Company failed to sell its shares in Pilgrim 11, has negotiated the sale of
only half its interest in Millstone 111, and now owns and intends to keep over 35 percent of
Seabrook including the eight percent share intended for other New Hampshire utilities. Financial
conditions for PSNH have not improved, load growth has continued to decline, and the
construction program has been plagued with delays and cost increases, and yet we now find the
gloom and doom predictions of the past to be no more than fanciful nightmares. The
Commission is either being hoodwinked or is dealing with a Company that honestly cannot plan
for the future.

It is revealing to place PSNH actions and decisions in the context of the New England market
for nuclear capacity. As early as 1976, the press noted that PSNH and United Illuminating were
interested in selling shares of Seabrook. At that time, PSNH was quoted in the New Hampshire
Times, January 7, 1976, as saying that "more interest in purchasing pieces of the Seabrook
Project has been voiced than shares are available ... " After the CWIP crisis arose, in 1979, press
coverage on the sale of Seabrook shares was extensive. The Concord Monitor on March 6 and
March 21 reported, "No shortage of buyers for Seabrook” and "the Company president said there
was no lack of interested buyers.” The New Hampshire Times on May 9 reported that PSNH was
unable to reach an agreement of the sale with New England Power, but that 22 percent of the
plant would still be sold. However, the market quickly dried up, and by 198 | there were "Plenty
of Sellers but Few are Buying Nuclear Plant Stock" (New England Business Magazine, February
16, 1981, pg 17).

It appears that PSNH tried to sell the shares of Seabrook that were noted in the decision of
the Board, but found an unresponsive market. The shares that PSNH did sell were sold at full
construction cost without accumulated AFUDC, and were sold over the course of Adjustment
Periods, during which time PSNH covered the AFUDC on the as yet unsold shares being
transferred. Clearly, the terms of the sale were advantageous to the buyers and disadvantageous
to PSNH, but nevertheless, PSNH failed to sell even one half of what it hoped to sell of all its
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nuclear holdings.
Page 86

What's remarkable is that PSNH reacted, not by taking new actions, but apparently by
altering its forecasts and predictions so that it could claim that the new levels of ownership were
not only affordable but desirable. The misstatements and perhaps sincere misjudgments that the
Company provided to this Commission in justification for its actions simply cannot be trusted,
nor should they be trusted by the financial community or the independent rating agencies. From
this point forward, the Commission will not accept any forecasts or financial presentations of the
Company unless we are convinced that such analyses are consistent with the findings and
assumptions of this Commission and are as conservative as possible.

E. Analysis of Revenue Requirements

Ultimately, benefits to the consumers derived from the actions of a regulated utility must be
measured by the costs to the consumer, e.g. the revenue requirement of the utility. The Company
provides estimates of revenues in its financial forecasts as an important and integral element of
the analysis. Therefore, the caveats mentioned above must again be noted, with the additional
proviso that the Company's analysis will tend to understate the required revenues.

The attached table shows the revenue requirements resulting in the Company's latest
financial forecast, NHPUC-1, referenced above. The most significant feature is the forecast of
$33.4 million rate increase as a result of this decision in DR 81-87, a $30.7 million retail rate
increase in 1982, a $32.0 million retail rate increase in 1983, and a total rate increase of $66.2
million including fuel cost reductions of $84.5 million in 1984. Rate increases of a magnitude
that was unheard of before DR 77-49 when CWIP was included in basic rates are forecast to
become yearly events; the largest such increase is forecast to occur the year Seabrook 1 is
scheduled to come into service. Stripped of optimistic assumptions, however, the rate increases
that will be required are much worse. Using the same 14.650% target return on equity as the
Company, rough calculations assuming $29 million approved in DR 81-87, zero sales growth in
'81 and 1% sales growth in '82, show a rate increase required of some $48 million. If the
Company were to achieve the 17% return on equity allowed in this decision, the rate increase
would be more like $67 million. None of these estimates, except the Company's estimate for
1984, even consider the cost of fuel. PSNH estimates fuel revenue increases of $18 million and
$35.7 million in 1982 and 1983, respectively. Of course, the Company's estimates have varied
considerably over- time. In response to a request for documentation of "adequate and timely rate
increases," referenced in the 1980 Form 10K (Staff Data Request Set. No.1, Item 18 in DR
81-312), PSNH, responded with a table indicating $52.2 million and $11.1 million in increases
for base rates and fuel in 1982, $35.4 million increases for fuel in 1983 and $87.5 million of net
increases in 1984. It was this last set of estimates upon which the earlier referenced estimate of
$435 million of financings from operations was based.
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The resolve and determination of this Commission is shaken by the spectre of yearly rate
increases of this magnitude. Even more disturbing, however, is the fact that these forecasts are
based on unsupported and overly optimistic assumptions and judgements; what further rate
increases will be necessary if Sea-brook costs increase, if Seabrook is further delayed, or if
Seabrook performance is poor? What further rate increases will be necessary if PSNH is faced
with insolvency, or if Seabrook Il is ultimately cancelled?

Even if we assumed that the problems of access to adequate financings by PSNH were
solved, the revenue impact of their construction program would still be massive. For instance,
under the assumption that RSA 378:30-A were repealed, and CWIP were included in rate base,
the revenue requirement for the Company (based on $704 million of CWIP) would increase by
almost $195 million (about 3.2 cents per KWH) over and above the increases referred to above.
Many PSNH consumers, both residential and business, report problems paying the electric bills
currently; a rate increase of over $250 million would be simply impossible for the ratepayers to
absorb. Net reductions in demand and a severe economic decline throughout this state would be
likely to result.

Given that including CWIP in the Rate Base is claimed by PSNH to be the cheapest way for
a company to construct a plant, and given the forecasts of assumed revenue increases without
CWIP in Rate Base, this Commission is concerned that PSNH and the ratepayers of this state
may simply be unable to afford the costs of the Company's current construction program. While
the Company or the banks may hope for a return to the allowance of CWIP, it would appear
unlikely that there would be a movement to increase bills by over $200 million over what they
would be otherwise plus increases after that. Consequently, the Commission must presume that
this is not an option nor should PSNH rely on such an occurrence.

X. COMMISSION RESPONSE
A. Introduction

All human affairs depend upon a degree of trust; trust implicitly includes the telling of truth.
Neither "truth™ nor "trust”, however, are enforceable concepts in the spheres of regulation or
cooperative utility planning. Rather, we must rely on practices, procedures and formal
agreements as the signs of "trust”, end evidence, opinion, and judgment as the elements of
"truth"; the real truth may be completely unknown or may prove to be quite different.

In this context it is indeed agonizing to know that the major crisis affecting the largest native
regulated business in the State has occurred in an environment where the "truth” has been at
times manipulated, shrouded, ignored, unknown and misconstrued. There are undoubtedly many
reasons why this has occurred; one reason may be that PSNH has been unwilling to admit the
possibility of a future reality without the presence of Seabrook 11, or possibly Public Service
Company itself. These prospects are now so tangible they cannot be ignored.

This Commission, as careful as it must be to protect the interests of ratepayers and
stockholders alike, and the Company management as well, may never get the chance to untangle
the crisis and chart a safe course; events may unfold too quickly. For example, a further
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downgrading of PSNH by the independent financial rating agencies could
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trigger a series of events likely to put the firm into bankruptcy and to interrupt, perhaps
permanently, the construction of Seabrook II.

The Commission does not want to see any such event come about. In the long run they are
likely to be costly to the State's ratepayers. Although our trust in the Company's management and
the New England utility industry has been badly shaken, PSNH still has opportunities to shape
out a course less burdensome to itself and offering greater hope to the ratepayers of this State.
Certain actions of the Company in the past year, highlighted in the following section, have in
fact been very positive and are encouraging signs to this Commission. However, the depth of the
problems facing PSNH must be addressed by dealing with the root causes of the problem, not
just the symptoms. The remaining sections below discuss the actions that may be available to
PSNH, and the prospects for Commission decisions in the future that are intended to improve the
situation. PSNH must understand that permanent solutions must be engineered quickly, and
implemented with great determination. If PSNH and other firms in the utility industry fail to act,
this Commission will respond with a heavy hand to protect the interests and the rights of the
consumers of this State.

B. PSNH Response to Crisis

It is helpful and encouraging for this Commission to review the positive steps PSNH has
taken to ease its situation and the burden on the State's ratepayers.

The Commission is gratified to note that the Company has addressed its concerns by taking
the following actions:

Consolidation of Districts and Divisions Computerization of customer accounts and
customer services Management control systems Two-man line crews Maintenance
control

These actions have eliminated or avoided 516 jobs and are expected to have a total savings
over a ten-year period of $95,000,000. In addition, the Company has established a Cash
Conservation Committee. This Committee, in 1980, recommended that construction and
maintenance projects in the sum of $5.5 million be cancelled or postponed. An additional
$900,000 of other proposed expenses were reduced. The total effect of the above actions account
for a total reduction in estimated cash expenditures of the sum of $6.4 million.

In 1981, the Cash Conservation Committee has recommended, and the Company has
implemented, the following actions:

a company hiring freeze; a salary freeze for senior management; an $8.8 million
reduction in the 1981 construction budget; a $2.5 million reduction in maintenance
expenses; a restraint on business travel; and elimination of employee discount rates.

The above actions represent a reduction of cash outlays of $12.8 million. No other electric
utility in New England has done as well in this regard.

In the money markets the Company has taken some very substantial steps to improve their
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financing success. The most significant action was the company sale of interest in the Seabrook
Plant. The Company has also confirmed that it has negotiated a contract to transfer 44% of its
interest in Millstone I11.

The Company has developed a professional financing team that has been extremely
successful in obtaining access
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to the European money markets and bond markets. The Company planned in 1981 to raise
$50,000,000 by the sale of additional G & R Bonds, $20,000,000 in a new term note to the
Barclay's Bank International Limited, and $27,000,000 by extending their European Dollar term
notes. By borrowing in the European market, the Company has saved approximately one million
dollars. The Company is the first electric utility with a BB-Ba rating to be successful in
participating in European markets. It is contemplated that the Company will be able to avail
itself of the Banker Acceptance Corporation rates to replace borrowing at the prime rate.

The Company has taken action in other areas to reduce expenditures. It has appealed real
estate property tax assessments, and, if successful, will enjoy significant savings. The Company
has also appealed the State Revenue and Finance Departments' inclusion of AFUDC in the
calculation of franchise taxes. Again, if successful, considerable savings will be enjoyed.

In different areas, the Company has completed the sale of its Maine properties and is
endeavoring to dispose of its Vermont properties. All of these actions demonstrate that the
Company has seen the necessity to follow the Commission's direction. The Commission
appreciates the significant response it has received.

C. Need For Further Response

Despite the steps taken, the Company is in a precarious financial position. The Company
must begin to take this position seriously and must understand that this Commission is not the
ultimate solution to its problems and cannot be expected to bail out the Company's construction
program. We cannot shelter the Company's management from imprudent decisions; nor can the
Commission sit idly by while the Company courts disaster.

The Company is well aware of the perilous, insecure position it is in currently. At the
beginning of this case, Robert Harrison, President of PSNH, stated:

"l cannot overemphasize the critical fact that this Company's inadequate cash earnings and
poor G and R coverage leaves the Company very little or no flexibility to postpone or defer any
part of the above financing program.”

The Commission has previously discussed and detailed its judgment on the appropriate level
of earnings that can be justified under the banner of just and reasonable rates according to the
standards of Bluefield and Hope. The Company must realize that these standards are the ones the
Commission must apply and not the standard of what coverage ratio the Company requires to
issue G and R bonds, or what cash earnings must be supplied to sustain the Company's bond
rating. The causes of "inadequate cash earnings™ and "poor G and R coverage™ are many and
complex. "Inadequate™ cash earnings are only insufficient in relation to cash requirements.
"Poor" G and R coverage ratios relate not only to earnings available, but the size of the
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additional financing required and the degree of leverage involved. Over the many years that rate
regulation has been practiced in this State and in this nation formulas and methods have been
devised and evaluated and reasonable bases developed upon which to calculate rates. We, the
Commission, apply the accumulated knowledge and guidance of past experience, as well as our
own careful reasoning to any request for a change in the level of rates.
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We are especially careful in the case of PSNH to weigh each item of expense and each issue
regarding the cost of money thoughtfully. This is not only because PSNH is the largest utility in
the State, but because where PSNH leads, other utilities follow. We must be sure that practices
and formulas, are just and reasonable and in the public interest when setting rates for PSNH, in
part because such practices and formulas become landmarks for all utility, regulation in the
State.

The facts are never the same in any two proceedings. If they were, the Commission's
expertise and judgment would not be needed. By rule of precedent, by accommodation to
practices and formulas previously found to be just and reasonable, and by application of
judgment after review of all the facts and opinions submitted, the Commission will arrive at a
determination in a case.

We will not go beyond just and reasonable ratemaking practices to guarantee protections or
privileges to any particular Company. Even if the time is approaching for PSNH when just and
reasonable ratemaking practice provides insufficient funds or assurances to allow the Company
to continue to finance its existing construction program, the Commission will be unable to step
beyond the bounds we have just set out. Mr. Williamson recognized the potential for such a
problem some time ago. In the Portsmouth Herald on December 14, 1979, he was quoted as
follows:

"l believe there is a substantial likelihood that further increases will be requested, that the
Company will be unable to justify them on a cost basis and without them the Company will be in
extraordinary financial difficulty.”

The Commission recognizes, however, that its responsibility extends beyond the narrow
realm of simply approving rates. This Commission has an obligation to understand and to protect
the interests of both ratepayers and stockholders. Should the Company fail to act adequately to
solve its financial problems, the Commission will be forced to take such action as it deems
necessary. The New Hampshire Supreme Court has suggested that it is not in the best interest of
the State to have a regulated utility go bankrupt. We fully endorse the Court's reasoning, but
must further clarify it by pointing out that the principle is not a guarantee to a utility's
management that mistakes in planning or mistakes in judgment can be mitigated in all cases by
Commission action.

D. Approval of Securities Issuances

A public utility doing business in New Hampshire may not 'issue or sell its stocks, bonds,
notes, or other evidence of indebtedness™ payable more than twelve months after the issuance
date, without the approval of the PUC". The standard for PUC approval of the sale is that it be
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consistent with the public good>() . The approval of the issuance of securities by the PUC is also
an approval of "the purpose or purposes to which the securities or proceeds thereof are to be
applied ... "6(6) The approval is subject to such reasonable terms and conditions as the PUC may
find to be in the public interest.7(7)

This approval process is set in motion when a public utility files an application statement
with the PUC. The statement must contain, among other items, "the actual cost already incurred
and the
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estimated cost to be incurred for any of the purposes of which the securities are to be
issued".8(8) The PUC will hold a hearing on the matter.9(9) Within 30 days of its order, the PUC
must file a certificate, detailing the amount authorized and the purpose for which the proceeds
may be used. The proceeds may only be applied to the purpose for which issuance was
approved.10(10)

PSNH has sought and received approval for the issuance of securities under RSA § 369:1 for
the purpose of financing Seabrook construction on numerous occasions.11(11) In all cases, the
Commission has made the requisite finding that the financing was in the public good. However,
the PUC has stated that it is "not in the interest of the public good to issue an open ended order ...
the Company's financing position and methods of financing will be investigated prior to each
additional financing".12(12)

The Commission has general supervisory authority over all public utilities and the plants
owned or operated by the same. The Commission enforces the provision of reasonably safe and
adequate and just and reasonable service by public utilities.13(13) A request to issue securities
has a direct bearing upon the setting of just and reasonable rates:

"It is clear that the immediate design of the legislature, by these provisions, was to limit not
only the capital or the utility as represented by its stock, but also its other obligations so far as
they are designed to supplement capital by borrowings of a permanent character; the ultimate
purpose being, as we have seen, to preserve a proper base for the determination of the "just and
reasonable™ rates which the commission is required to fix by order.” New Hampshire v New
Hampshire Gas & Electric Co. 86 NH 16, PUR1932E 369, 377, 163 Atl 1724.

The Commission has recognized that it must approve the purpose "to which the securities are
to be applied" each time approval for financing is requested.14(14) The approval, however, is
contingent upon a finding that the financing is in the public good.15(15) The public good
standard requires that the PUC examine each financing to determine if it is in the public
good.16(16) Thus, RSA § 369:1 grants the PUC continuing authority to approve or reject security
issuances.

Rejection of a securities issue will foreclose a utility from the capital market. Thus, the
Commission has taken steps in the alternative to limit the uses of proceeds in order to avoid the
necessity of limiting financing completely. In the Motion for Rehearing on the Commission's
authority to issue a halt in Unit 2 construction, the Commission stated "all [PSNH] financings
from this day forward will carry an express condition that none of the proceeds from the
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financings can be used to further the construction of Seabrook Il until the divestiture has
received the necessary approvals ... " (65 NH PSC 433.) The PUC does not operate PSNH;
rather, the authority delegated by the legislature of the State of New Hampshire is in the nature
of oversight. RSA 374:3-7. As we have said, the situation facing the Company requires action by
the Company, in concert with the New England electric
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utilities, to reduce the Company's obligations to Seabrook as discussed below. We expect to
see such action forthcoming.

Future requests for authority to finance new capital will be carefully scrutinized. We will
review the purposes for which securities will be issued and the rates at which such securities are
issued, for this will affect the rates and charges of PSNH. We will impose such reasonable terms
and conditions as are in the public good. The burden of proof will be on the Company to show
that it must expand its capital, or incur higher interest costs than those currently incurred on the
average, for the public good.

E. Seabrook

The Company's financial position is caused by its commitment to the construction of
Seabrook, and can therefore be improved only by changing this construction program. The
Company has relied for its future health and success on one, and only one, alternative. As a
result, few options are available to the Company for improving its financial position. All these
options involve major changes in the Company's plans for Seabrook. The options include: selling
additional shares of both units; modifying the Seabrook Agreement and selling shares of only
one of the units; delaying one or both of the units; cancelling one of the units.

These options must be examined in detail and with an open mind. An action that appears
repugnant could actually prove to be very beneficial to the Company. For instance, PSNH should
carefully review FERC Order 49 and related decisions concerning the treatment of costs for
abandoned plant for their implication as to the effects of plant cancellation. This Commission
will have to deal with these questions in any case as a result of the cancellation of Pilgrim 11, and
under some circumstances such an option might prove highly advantageous to the Company.

Additionally, modification to the Seabrook Agreement, although possibly difficult to
negotiate, might improve the market for nuclear shares in New England and improve the
prospects for both plants.

These are the options apparent to this Commission. It is now incumbent upon PSNH and the
other New England utilities to reflect on these options and determine what course to pursue. The
considerations are many and complex, but must be addressed. Given consistently lower load
growth, continued escalation of construction costs, uncertainty in the capital markets, questions
of the supply and cost of oil and additional prospects for conservation and non-conventional
electrical supply, PSNH must rethink its plans and determine a proper course of action. The
Commission will expect PSNH to address which major decision it has chosen within a time,
period of six months. This Company's problem is not rate of return but cash flow. We believe
that we have set forth the problem and will now expect the New England electric utility industry
to address the answer.
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F. Schiller Conversion

This Commission found that by the expenditure of some $40 million this company could
dramatically improve its reliance upon foreign oil prior to the advent of Seabrook. The annual
savings to consumers is at least $45 million dollars. This should be contrasted to the minimal
$23 million for three years associated with the proposed Canadian transmission line.
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It is a project that we believe deserves top priority status and does not or should not impact
on the construction of Seabrook I. This Commission conducted hearings on the conversion to
coal and issued an order to convert. If PSNH is unhappy with the result then their avenue is
appeal. However, the Commission fully intends to pursue this conversion because it will actually
reduce bills if the conversion becomes a reality. With all the discussion focused on lifeline rates,
Canadian Power and Seabrook, the Commission still believes that the quickest form of relief can
come from the Schiller conversion. This is not to say that the others should not be pursued but
rather the Commission is stating that it will not change its order on the Schiller conversion.
Furthermore we are prepared to provide encouragement for this conversion but we will not allow
mere lip service to be given to this order.

G. Commission Action

If during the next six months PSNH's bond rating is downgraded from its present level of
BB+ (SP) or BBB (Moody's) the Commission will condition financings that will prevent their
use towards the construction of Seabrook 1. It must be remembered that with all the discussion
concerning the State losing it's AAA bond rating, PSNH has carried these low bond ratings since
1974. 1f their rating drops again it will no longer be of investment grade. A BB+/BBB utility is
unlikely to be able to raise $1.3 billion over the next five years. A lower rated utility could never
raise this level of capital.

During the next six months, PSNH is to sell the remainder of their Millstone 111 interest.
Since Millstone 111 costs nearly double the cost of Seabrook on a per KW basis, such a sale will
allow them to keep a larger share of Seabrook.

During the next six months PSNH is to sell an additional ownership interest in the plant
totaling seven percent of the cumulative MW in Seabrook | and I1. A reduction is contemplated
from 357%+ to 28%+.

Hopefully, the sale so constructed will allow for different levels of Seabrook I and 11 to be
sold. However, if there is another attempt by the other New England utilities to buy at less than
cost including accumulated AFUDC, this Commission will respond with an extremely heavy
regulatory hand. The economics of Seabrook justify these utilities buying in at full cost. We will
expect them to honor the NEPOOL agreement.

This Commission must take these actions because it simply has no other choices. Even these
actions necessitate further decisions by PSNH and the New England utilities. This Commission
cannot allow PSNH to slide into bankruptcy no matter how valid their intentions. The
Commission must protect the ratepayers, stockholders and bondholders of this Company.
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Our Order will issue accordingly.

ORDER

Upon consideration of the foregoing report, which is made a part hereof; it is hereby
ORDERED, that the tariff sheets filed in this proceeding are hereby rejected; and it as

FURTHER ORDERED, that PSNH file revise tariff pages to collect rates at a level
$11,492,903 above that established under temporary rates which increased rates by $17,435,268;
and it is

FURTHER ORDERED, that the annual collection of this $28,928,171 be in conformance
with the rate design section
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set forth in the decision which was the result of settlement; and it is

FURTHER ORDERED, that the fuel adjustment charge is eliminated and is not to appear on
bills after February 1, 1982 and it is

FURTHER ORDERED, that the existing fuel adjustment rate of $1.75 per 100 KWH is to be
folded into basic rates as of February 1, 1982; and it is

FURTHER ORDERED, that PSNH is to within the next six months sell their remaining
interest in Millstone 3 and a cumulative seven percent interest in the two Seabrook units; and it
is

FURTHER ORDERED, that if PSNH is downgraded by either Standard and Poors or
Moody's then the actions set forth in the Report are immediately operational.

By Order of the Commission this eleventh day of January, 1982. APPEARANCES: As noted
previously.

CLARIFICATION REPORT

The Commission, because of the length of its report and order, believes that certain points
deserve further clarification. The overwhelming theme of our report and order is that the other
utilities in New England are forcing Public Service Company of New Hampshire (PSNH) to
shoulder responsibilities above and beyond their financial abilities.

The Commission in its decision noted that despite positive and unequaled efforts by PSNH to
cut costs, a financial crisis looms because PSNH is being asked to carry a disproportionate share
of constructions costs, and the associated financings necessary to meet those commitments.

PSNH has demonstrated an ability to adapt to changing conditions in a positive fashion. As
we noted, we are extremely pleased and support their efforts to refurbish the Garvin's Falls
Hydro Station, make major changes in rate design, restrict expenses and defer maintenance. The
Commission is aware that the European financing, involving some of the finest banking
institutions in the world, could only have been achieved with a, correctly perceived, positive
view of PSNH management.

This Commission is attempting to state that PSNH is approaching a financial problem. The
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financial forecasts provided this Commission by the Company have been optimistic as to the
amount of necessary new capital, the amounts of rate increases that can be expected pursuant to
the "just and reasonable” standard for ratemaking, the level of internally generated funds that can
be achieved, the strength of the economy, and the growth in sales. We believe that more
conservative and more realistic assumptions should be used in view of the difficulties of the
world we live in. We are not questioning PSNH's ability to tell the truth or its past actions but
rather we are challenging their perceptions of the future.

We Dbelieve that these optimistic forecasts are again tied to, the central problem; the
unwillingness, by PSNH's sister utilities to comply with the NEPOOL agreement and thereby
shoulder their burdens with respect to the Seabrook Nuclear Project.

The Commission also reminds PSNH of its own financial forecasts, which indicated an
inability to proceed with any level of ownership above 28%, absent CWIP in rate base. Nothing
has changed from that forecast given on August 6,
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1979. In fact, the economy has worsened.

This Commission has demonstrated in its order a willingness to come to grips with the larger
picture facing PSNH. The Commission wishes more conservative financial forecasts to be run by
PSNH and will have its staff coordinate those efforts with PSNH staff. The Commission believes
that this will improve both PSNH's planning ability; i.e., its ability to deal with the difficulties of
the future.

The Commission has had its faith shaken in the New England utility industry from the
recently-cancelled Pilgrim 11 unit. NEPOOL as well as its members, failed to adequately inform
regulators as to the true cost of Pilgrim Il. It is they, and not PSNH, that drew our concerns
expressed on p. 95 (67 NH PUC 78) of the decision. Simply stated, we believe the industry as a
whole must attempt to make more credible forecasts as to completion dates, construction costs
and cost per KWH in the future.

Finally, this Commission is not stating PSNH is about to go bankrupt. The Commission is
saying that a cash flow problem will probably exist in late 1982, if the other electric utilities fail
to meet their obligations under the NEPOOL agreement.

We are charting a course looking both backwards and forwards to help the management of
PSNH improve the Company's ability to: (1) raise the capital it needs for Seabrook; and (2) take
advantage of opportunities to lower costs to consumers.

Interpretations of this report and order that purport to say that the Commission is negative in
regards to PSNH are failing to understand the major thrust of this complex decision. We praise
PSNH for being steadfast, for doing everything in its power to carry the burden of the last two of
three nuclear plants to be built in New England in the foreseeable future. It is, fundamentally, the
investor-owned electric utility industry in New England, which already has investments in
Seabrook, that is leaving the greatest burden to PSNH. We see any negative events in the future
relating to PSNH's financial condition as the responsibility of these New England utilities. Our
only caveat is that, lacking timely action on the part of the other utilities, delay or cancellation of
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one nuclear unit may have to be considered.
FOOTNOTES

1This does not suggest, nor should it be interpreted, that if granted all bills would increase by
the same percentage.

2PUC Rules and Regulations 311.01.
3RSA 374:35 Re New England Power Co. (1980) 65 NH PUC 442.

4New England Power Pool Agreement, dated September 1, 1971, as amended through
October 1, 1978. Docket DE 79-223, Company Exhibit 2B.

SRSA 369:1.

61d.

1d.

8RSA § 369:3.

9RSA § 369:4.

10RSA § 369:11.

1le.g., DF 81-188; DF 81-76; DF 81-2 and DF 80-239.
12(1979) 64 NH PUC 487, 489,

13RSA 373:1,374:3.

14RSA § 369:1.

15See Re Legislative Utility Consumers' Council (1980) 120 NH 173, 412 A2d 738 where
the Court interpreted a similar public good standard in RSA § 374:30 as including consideration
of the financial necessity to avoid insolvency. The future need for power must be weighed
against the financial capability to supply the power.

16See, e.g. (1979) 64 NH PUC 487, 489.

NH.PUC*01/11/82*[79170]*67 NH PUC 97*Public Service Company of New Hampshire

[Go to End of 79170]

Re Public Service Company of New Hampshire
DR 81-87, DR 79-187 Phase Il, Supplemental Order No. 15,425
67 NH PUC 97
New Hampshire Public Utilities Commission
January 11, 1982
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ORDER accepting settlement agreement on rate design issues.
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SUPPLEMENTAL ORDER
Upon consideration of the foregoing report, which is made a part hereof, it is hereby

ORDERED that the settlement agreement offered in Phase 11 of DR 79-187 is accepted by
the Commission for resolution of the rate design issues in that docket and DR 81-87.

By Order of the Commission this eleventh day of January, 1982

NH.PUC*01/13/82*[79171]*67 NH PUC 98*Granite State Electric Company

[Go to End of 79171]

Re Granite State Electric Company
DF 81-107, Supplemental Order No. 15,428
67 NH PUC 98
New Hampshire Public Utilities Commission
January 13, 1982
ORDER revising tariff page assignments.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, a review of Order No. 15,391 (66 NH PUC 587) reveals errors in tariff page
assignments; it is

ORDERED, that the following portion of said Order be, and hereby is, rescinded:

"FURTHER ORDERED, that the following revised pages of Granite State Electric Company
tariff, NHPUC No. 7 — Electricity, are permitted to become effective January 1, 1982:

First Revised Page 1; Second Revised Page 22; First Revised Page 27; First Revised Page
30; First Revised Page 33; First Revised Page 38; First Revised Page 42; First Revised
Page 46; First Revised Page 5; and Original Page 53."

and it is
FURTHER ORDERED, that the following pages of the Granite State Electric Company
tariff, NHPUC No. 9 — Electricity, be, and hereby are, rejected:

First Revised Page 1; Second Revised Page 22; First Revised Page 27; First Revised Page
30; First Revised Page 33; First Revised Page 38; First Revised Page 42; First Revised
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Page 36; First Revised Page 50; and Original Page 53;
and it is
FURTHER ORDERED, that the following page of the Granite State Electric Company tariff,

NHPUC No. 8 — Electricity, be, and hereby is, approved for effect on January 1, 1982: Original
Page 42.

By order of the Public Utilities Commission of New Hampshire this thirteenth day of
January, 1982.
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NH.PUC*01/13/82*[79172]*67 NH PUC 99*Keene Gas Corporation

[Go to End of 79172]

Re Keene Gas Corporation
Intervenor: Office of Consumer Advocate
DR 81-305, Supplemental Order No. 15,431
67 NH PUC 99
New Hampshire Public Utilities Commission
January 13, 1982

REQUEST by a gas company for a 10 per cent emergency surcharge; granted with
modifications.

RATES, § 85 — Temporary rates — Emergency surcharge — Cost of gas adjustment —
Cash-flow problems.

[N.H.] In lieu of a gas company's request for a 10 per cent emergency surcharge to
supplement a recently granted temporary rate increase, the commission approved a stipulation
whereby the temporary rate increase was increased on a temporary rate level under bond, and the
billing of the company's cost of gas adjustment would be changed from a six-month estimated
period to a monthly computation based on actual therm sales and costs in order to ease the
cash-flow problems.

APPEARANCES: Harry B. Sheldon, Jr., president, Keene Gas Corporation; and Joseph Gentili,
Consumer Advocate.

BY THE COMMISSION:
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REPORT

On January 4, 1982, the Company filed for a 10% emergency surcharge, mainly due to
continued operating losses, in spite of the $107,642 temporary rate increase granted by the
Commission in Order No. 15,255 on November 3, 1981 (66 NH PUC 447); and a severe cash
shortage which is preventing the corporation from paying its supplier of propane, Warren
Petroleum, within the required time frame, thereby endangering future supplies.

The Commission held a duly noticed hearing on January 13, 1982, at which Mr. Sheldon was
extensively cross-examined by Mr. Traum of the Commission's Finance Department and others
in such diverse areas as the Company's various cost cutting measures; i.e., N0 wage increases
granted for 1982; the Company's unsuccessful search for loans; allocations to non-utility
operations; accounts receivable; the cost of gas adjustment, cash flow; tariff revisions, etc.

As noted in the Commission’s previous order on temporary rates, "certainly a situation in
which a financial loss has been demonstrated qualifies for temporary rates”. The Company's
Exhibit 1 shows that even with the granting of this $112,659 on a temporary basis, for the period
July, 1981 through June, 1982, the utility will be fortunate to break even.

As a result of this and the cross-examination, an agreement was reached
Page 99

between all parties which is more in line with regulatory principles than a 10% surcharge.
The agreement is twofold:

1) No surcharge will be added to customer bills, but the temporary rate increase of $107,642
as ordered in Order No. 15,255 will be increased by $112,659 on a temporary rate level under
bond, effective with the submittal of approved tariff pages.

This additional $112,659 shall be spread on a straight per therm basis to the tariff as outlined
in the previously mentioned Report of Temporary Rates.

In connection with the Permanent rate filing, the Company will update the test year to
calendar 1981 and develop its request according to normal regulatory concepts.

2) The Company currently bills its CGA on a 6-month estimated Winter or Summer Period.
This appears to aggravate the cash flow problems in the early winter months. Per agreement this
will be changed to a monthly computation of the CGA based on actual therm sales and costs,
which are available as the Company reads all of its meters monthly in the first few days of the
month. In addition, the Company should compute the total over/under collection of the CGA
through December 31, 1981, which after filing and acceptance by this Commission will be
surcharged or recouped over the succeeding 6 months.

The monthly surcharge computations should be filed each month, and may automatically go
into effect unless determined otherwise by this Commission; additionally, every 6 months the
Company will come into this Commission, along with all of the other gas companies for the
periodic CCA hearing, to show what it has done for the last 6 months.

Our Order will issue accordingly.
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SUPPLEMENTAL ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that Keene Gas Corporation be, and hereby is, authorized to place into effect a
temporary increase of $112,659; and it is

FURTHER ORDERED, that such increase be protected by bond until a permanent increase
in rates may be determined; and it is

FURTHER ORDERED, that Keene Gas Corporation is to file revised tariff pages to
implement the increase and revision of the Cost of Gas Adjustment as set forth in the Report.

By Order of the Public Utilities Commission of New Hampshire this 13th day of January,
1982.

NH.PUC*01/15/82*[79173]*67 NH PUC 100*Seacoast Railroad Safety

[Go to End of 79173]

Re Seacoast Railroad Safety
DX 81-383, Second Supplemental Order No. 15,430
67 NH PUC 100
New Hampshire Public Utilities Commission
January 15, 1982
ORDER suspending section of previous order that would close railroad track.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER
WHEREAS, the Commission has issued Order No. 15,370, on December 17, 1981; and

WHEREAS, subsequent to the issue of the aforementioned Order and Supplemental Order
No. 15,379, issued December 23, 1981, a portion of the Boston and Maine Railroad Track has
been monitored and inspected by the Commission Railroad Inspector and found to be adequately
maintained; and

WHEREAS, this Commission has received assurances from the Boston and Maine Railroad
that further repairs and improvements are being actively pursued; and

WHEREAS, a public hearing has been scheduled in the City of Portsmouth on January 22,
1982 to investigate this matter; it is hereby

ORDERED, that the section of Order No. 15,370 which would close that track on January

© Public Utilities Reports, Inc., 2008 96



PURbase

18, 1982 is suspended until otherwise ordered by this Commission.

By order of the Public Utilities Commission of New Hampshire this fifteenth day of January,
1982.

[Go to End of 79174]

Re Public Service Company of New Hampshire
DR 81-87, Tenth Supplemental Order No. 15,439
67 NH PUC 101
New Hampshire Public Utilities Commission
January 21, 1982
ORDER implementing tariff and granting recoupment.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Commission has considered the request in Section V-E of PSNH's Trial
Brief in this docket regarding the implementation of the new tariff and the effectiveness of the
new rates; and

WHEREAS, the Commission is aware of the concerns of the Company with respect to
recoupments to be booked in 1981; and

WHEREAS, the Commission desires to clarify its position; it is

ORDERED, that the Company implement Tariff 26 to be filed in compliance with said
orders, on February 1, 1982, in accordance with Tariff Filing Rule No. 1601.05, thus applying
the new rates to all bills rendered on or after February 1, 1982; and it is
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FURTHER ORDERED, that the Company is entitled to the full recoupment of the revenues
that would have been collected under Tariff 26 from May 1, 1981 to January 31, 1982.

By order of the Public Utilities Commission of New Hampshire this twenty-first day of
January, 1982.

[Go to End of 79175]
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Re Prohibition of Gas Outdoor Lighting
DE 82-20, Order No. 15,440
67 NH PUC 102
New Hampshire Public Utilities Commission
January 21, 1982

ORDER requiring gas distribution companies to incorporate new statutory provisions into
previous commission order prohibiting outdoor gas lighting.

BY THE COMMISSION:
ORDER

WHEREAS, on August 13, 1981, the Omnibus Budget Reconciliation Act of 1981 was
enacted; and

WHEREAS, Section 1024 of that act made certain amendments to Section 402 of the Fuel
Use Act; and

WHEREAS, those amendments specifically (1) lift the prohibition on the supplying of
natural gas for use in outdoor residential lights installed prior to and in service on November 9,
1978; (2) require local distribution companies to select and develop a method to periodically
inform their customers of the amount of natural gas used for outdoor lighting and the cost
thereof; (3) require local distribution companies to report the method selected to the Secretary of
Energy; it is hereby

ORDERED, that the gas distribution companies, under the jurisdiction of this Commission
incorporate these amendments into Public Utilities Commission's Prohibition of Gas Outdoor
Lighting - Order No. 13,936.

By order of the Public Utilities Commission of New Hampshire this twenty-first day of
January, 1982.

NH.PUC*01/21/82*[79176]*67 NH PUC 103*Public Service Company of New Hampshire

[Go to End of 79176]

Re Public Service Company of New Hampshire
DE 81-312, Fourth Supplemental Order No. 15,442
67 NH PUC 103
New Hampshire Public Utilities Commission
January 21, 1982
ORDER denying rehearing on motion to delineate commission staff functions.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, PSNH filed on January 4, 1982 a Motion for Rehearing with respect to
Commission Order No. 15,368 (66 NH PUC 565), regarding the delineation of Staff functions;
and

WHEREAS, the Commission finds that Staff is already appropriately divided along
functional lines in accordance with RSA 363:27,11 and that further delineation along "advisory™
and "investigatory" lines is not required,

WHEREAS, the Commission has determined that the investigatory records of this
Commission pursuant to DE 81-312 include the formal evidentiary record to be established, as
well as the workpapers supporting the formal presentations by Staff, all of which will be
provided to the Company in due course and in response to discovery requests; and

WHEREAS, the Commission believes that the "fundamental concepts of due process" are
adequately protected by RSA 363:12 and other provisions of State law; and

WHEREAS, the Company has failed to provide sufficient grounds for this Commission to
grant a rehearing; it is hereby

ORDERED, that PSNH's Motion for Rehearing Re Denial of Motion to Delineate Staff
Functions is denied.

By order of the Public Utilities Commission of New Hampshire this twenty-first day of
January, 1982.

R2
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NH.PUC*01/25/82*[79177]*67 NH PUC 104*Public Service Company of New Hampshire

[Go to End of 79177]

Re Public Service Company of New Hampshire
DE 81-312, Fifth Supplemental Order No. 15,443
67 NH PUC 104
New Hampshire Public Utilities Commission
January 25, 1982
ORDER requiring intervenor to file a finding of eligibility for compensation by specified date.

BY THE COMMISSION:
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SUPPLEMENTAL ORDER

WHEREAS, the Conservation Law Foundation (CLF) has filed a Motion to Set a Date for
the Filing of a Request for Finding of Eligibility for Intervenor Funding, and PSNH has filed an
Obijection to said Motion; and

WHEREAS, the Commission is persuaded by the circumstances described by CLF that
fairness requires that they be allowed to file such a request; and

WHEREAS, the Commission intends to hold a hearing at some time in the future to consider
the outstanding requests for consumer compensation, at which time the issues raised by PSNH
will be ripe for review; it is hereby

ORDERED, that CLF file a Request for Finding of Eligibility for Compensation on or before
February 2, 1982.

By order of the Public Utilities Commission of New Hampshire this twenty-fifth day of
January, 1982.

NH.PUC*01/25/82*[79178]*67 NH PUC 104*Public Service Company of New Hampshire

[Go to End of 79178]

Re Public Service Company of New Hampshire
DE 81-312, Sixth Supplemental Order No. 15,444
67 NH PUC 104
New Hampshire Public Utilities Commission
January 25, 1982
ORDER permitting organization to intervene in commission proceeding.
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PARTIES, § 18 — Intervenors — Qualifications.

[N.H.] An organization was permitted to intervene in a commission proceeding where the
commission found that the organization had a sufficient interest in the proceeding, had
demonstrated the relevance of the issues it intended to raise, had shown an intent and capability
to contribute to the proceedings, and had shown that its participation would not delay or impair
the proceedings.

BY THE COMMISSION:
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SUPPLEMENTAL ORDER

WHEREAS, the Commission has reviewed the PSNH Motion in Opposition to Intervention
by Union of Concerned Scientists, the Motion of the Union of Concerned Scientists for
Permission to Intervene, and the PSNH Objection to the Motion of the Union of Concerned
Scientists to Intervene; and

WHEREAS, the Commission finds the objections of the Company to be unpersuasive; and

WHEREAS, the Commission finds that the Union of Concerned Scientists has demonstrated
a sufficient interest in this proceeding, has demonstrated the relevance of the issues they intend
to raise, has shown an intent and a capability to contribute to the proceedings, and has
convincingly argued that their participation as joint intervenors will not delay or impair the
proceedings; it is hereby

ORDERED, that the Union of Concerned Scientists is permitted to participate as joint
intervenor with the New Hampshire Energy Coalition and the Conservation Law Foundation
with representation by the Conservation Law Foundation.

By order of the Public Utilities Commission of New Hampshire this twenty-fifth day of
January, 1982.

NH.PUC*01/26/82*[79179]*67 NH PUC 105*Manchester Gas Company

[Go to End of 79179]

Re Manchester Gas Company
DF 82-13, Order No. 15,562
67 NH PUC 105
New Hampshire Public Utilities Commission
January 26, 1982
ORDER authorizing increase in short-term debt limit.

BY THE COMMISSION:
ORDER

WHEREAS, Manchester Gas Company, a public utility operating under the jurisdiction of
this Commission as a gas utility in Manchester, Goffstown, and a limited area in Hooksett, seeks
authority to increase its short-term debt limit from $2,000,000 to $3,000,000; and

WHEREAS, Manchester Gas Company attests that the short-term notes outstanding at the
end of December 1981 were $2,000,000 and that an increase of

Page 105
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$1,000,000 is needed to finance the increased volume of its inventory in natural gas, liquified
natural gas and propane; and

WHEREAS, Manchester Gas Company further states that due to the increased price and
volumes of its gas supplies, the value of its inventory has increased from $666,066 in 1980 to
$1,052,714 in 1981 and that an increased short-term debt limit is required to maintain an
inventory of that size and to finance construction expenditures; it is

ORDERED, that Manchester Gas Company be, and hereby is, authorized to issue and sell for
cash, and renew its short-term note or notes, payable less than twelve (12) months from the date
thereof, in an aggregate principal amount not in excess of three million dollars ($3,000,000); and
itis

FURTHER ORDERED, that this authorization shall remain in effect until such time as
permanent financing is obtained, or a contemplated inventory financing is accomplished, at
which time a new level of short-term financing will be set; and it is

FURTHER ORDERED, that on January 1st and July 1st of each year, the Manchester Gas
Company shall file with this Commission a detailed statement, duly sworn to by its Treasurer,
showing the disposition of the proceeds of said notes.

By Order of the Public Utilities Commission of New Hampshire this twenty-sixth day of
January, 1982.

NH.PUC*01/26/82*[79180]*67 NH PUC 106*Hudson Water Company

[Go to End of 79180]

Re Hudson Water Company
DF 82-22, Order No. 15,563
67 NH PUC 106
New Hampshire Public Utilities Commission
January 26, 1982
ORDER authorizing increase in short-term debt limit.

BY THE COMMISSION:
ORDER

WHEREAS, Hudson Water Company, a corporation duly organized and existing under laws
of the State of New Hampshire and operating as a water public utility in the towns of Hudson
and Litchfield under the jurisdiction of this Commission, seeks authority to issue short-term
notes not in excess of $1,400,000; and

WHEREAS, Hudson Water Company is engaged in a major water supply project to develop
"The Weinstein Well" and the interconnect between the Hudson and Litchfield water systems;
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and

WHEREAS, Hudson Water Company will require an additional $250,000 to complete the
project and such expenditures
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will raise the short-term debt level to $1,400,000; and

WHEREAS, Hudson Water Company requires the additional short-term debt level to
complete the project and to have the flexibility to pursue a method of implementing permanent
financing in more favorable financial markets; and

WHEREAS, Hudson Water Company was previously authorized a short-term level of
$800,000 in Order No. 12,846, issued July 22, 1977 (62 NH PUC 205), and due to a
misunderstanding relative to the authorized short-term debt limit and presently has $1,150,000
outstanding; it is

ORDERED, that Hudson Water Company be, and hereby is, authorized to issue and sell for
cash, and renew its short-term note or notes, payable less than twelve (12) months from the date
thereof, in the aggregate principal amount not in excess of one million four hundred thousand
dollars ($1,400,000), said note or notes to bear interest at a rate not in excess of one percent (1%)
above the prime rate of interest; and it is

FURTHER ORDERED, that this authorization shall remain in effect for a period of one year
from the date of this order, or until permanent financing is obtained, if sooner, and a new
short-term debt limit is set at that time; and it is

FURTHER ORDERED, that on January 1st and July 1st each year, the Hudson Water
Company shall file with this Commission a detailed statement, duly sworn to by its Treasurer,
showing the disposition of the proceeds of said notes.

By Order of the Public Utilities Commission of New Hampshire this twenty-sixth day of
January, 1982.

NH.PUC*01/27/82*[79181]*67 NH PUC 107*Fuel Adjustment Charge

[Go to End of 79181]

Re Fuel Adjustment Charge

Intervenors: Public Service Company of New Hampshire, Concord Electric Company, Exeter
and Hampton Electric Company, Connecticut Valley Electric Company, Inc., Granite State
Electric Company, New Hampshire Electric Cooperative, Inc., Municipal Electric Department of
Wolfeboro, Littleton Light Department, and Woodsville Water and Light Department

DR 81-384, Order No. 15,459
67 NH PUC 107
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New Hampshire Public Utilities Commission
January 27, 1982
ORDER permitting fuel surcharges to become effective.
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BY THE COMMISSION:
ORDER

WHEREAS, the Commission in DR 81-87, Order No. 15,424 (67 NH PUC 25) abolished the
fuel adjustment rate for Public Service Company of New Hampshire effective February 1, 1982;
itis

ORDERED, that Public Service Company of New Hampshire shall not bill a fuel adjustment
charge commencing February 1, 1982; and it is

FURTHER ORDERED, that 3rd Revised Page 19A of Concord Electric Company tariff,
NHPUC No. 7 — Electricity, providing for a fuel surcharge of $1.78 per 100 KWH for the
month of February, 1982, be, and hereby is, permitted to become effective February 1, 1982; and
itis

FURTHER ORDERED, that 17th Revised Page 19A of Exeter & Hampton Electric
Company tariff, NHPUC No. 14 — Electricity, providing for a fuel surcharge of $1.60 per 100
KWH for the month of February, 1982, be, and hereby is, permitted to become effective
February 1, 1982; and it is

FURTHER ORDERED, that 60th Revised Page 18 of Connecticut Valley Electric Company,
Inc. tariff, NHPUC No. 4 — Electricity, providing for a fuel surcharge of $2.07 per 100 KWH
for the month of February, 1982, be, and hereby is, permitted to become effective February 1,
1982; and it is

FURTHER ORDERED, that Original Page 42 and 81st Page 15A of Granite State Electric
Company tariff, NHPUC No. 8 — Electricity, providing for an oil conservation adjustment
surcharge of four cents ($0.04) per 100 KWH and a fuel surcharge of $1.01 per 100 KWH for the
month of February, 1982, be, and hereby is, permitted to become effective February 1, 1982; and
itis

FURTHER ORDERED, that 11th Revised Page 15 of the N.H. Electric Cooperative, Inc.
tariff, NHPUC No. 10 — Electricity, providing for a fuel surcharge of $2.95 per 100 KWH for
the month of February, 1982, be, and hereby is, permitted to become effective February I, 1982;
and it is

FURTHER ORDERED, that 13th Revised Page 11B of the Municipal Electric Department of
Wolfeboro tariff, NHPUC No. 6 — Electricity, providing for a fuel surcharge of $3.08 per 100
KWH for the month of February, 1982, be, and hereby is, permitted to become effective
February 1, 1982; and it is

FURTHER ORDERED, that 97th Revised Page 6 of the Littleton Light Department tariff,
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NHPUC No. 1 — Electricity, providing for a fuel surcharge of $2.34 per 100 KWH for the
month of February, 1982, be, and hereby is, permitted to become effective February 1, 1982; and
itis

FURTHER ORDERED, that 65th Revised Page 10-B of Woodsville Water and Light
Department tariff, NHPUC No. 3 — Electricity, providing for a fuel surcharge of $0.29 per 100
KWH for the month of February, 1982, be, and hereby is, permitted to become effective
February 1, 1982.

By order of the Public Utilities Commission of New Hampshire this twenty-seventh day of
January, 1982.

NH.PUC*01/27/82*[79182]*67 NH PUC 109*Connecticut Valley Electric Company, Inc.

[Go to End of 79182]

Re Connecticut Valley Electric Company, Inc.
Additional petitioner: Claremont and Concord Railway Company
DE 82-23, Order No. 15,560
67 NH PUC 109
New Hampshire Public Utilities Commission
January 27, 1982
ORDER approving an easement to install electric company pole, guy, and wire.

BY THE COMMISSION:
ORDER

WHEREAS, on January 8, 1982, the Connecticut Valley Electric Company Inc., submitted to
this Commission, under the provisions of RSA 371:24 a plan and layout delineating the proposed
utility route over railroad property in the City of Claremont; and

WHEREAS, said plan includes a petition and agreement submitted to the Claremont and
Concord Railway Company for the establishment of appropriate charges for a three month
easement; and

WHEREAS, said agreement has been returned by the Claremont and Concord Railway with
charges of $100.00 established; and

WHEREAS, the Connecticut Valley Electric Company concurs with the reasonableness of
those charges; and

WHEREAS, upon investigation, this Commission finds that the agreement between the
parties is consistent, reasonable, and in the public interest; it is

ORDERED, that the agreement between the Connecticut Valley Electric Company, Inc. and

© Public Utilities Reports, Inc., 2008 105



PURbase

the Claremont and Concord Railway Company for a three month easement to install a pole, guy,
and wire to be located on railroad property near Claremont Junction, New Hampshire to serve
Belfon Machine Company for a fee of $100.00 be and hereby is approved.

By Order of the Public Utilities Commission of New Hampshire this twenty-seventh day of
January, 1982.

NH.PUC*01/29/82*[79183]*67 NH PUC 110*Manchester Water \Works

[Go to End of 79183]

Re Manchester Water Works
DE 82-2, Order No. 15,465
67 NH PUC 110
New Hampshire Public Utilities Commission
January 29, 1982
ORDER clarifying water company service area.

BY THE COMMISSION:
ORDER

WHEREAS, Manchester Water Works, a water public utility operating under the jurisdiction
of this Commission, by a petition filed December 31, 1981, seeks to clarify its service area in the
Town of Hooksett; and

WHEREAS, no other water utility has franchise rights in the area sought, and the Petitioner
submits that the area is served under its regularly filed tariff; and

WHEREAS, the Central Hooksett Water Precinct has stated that it is in accord with the
petition; and

WHEREAS, after investigation and consideration, this Commission is satisfied that the
granting of the petition will be for the public good; it is

ORDERED, that Manchester Water Works be, and hereby is, authorized to include in its
franchise area in the Town of Hooksett, the area herein described:

Beginning at a point along the centerline of North River Road where said road intersects with
the boundary line common to Hooksett and Manchester continuing northerly along the centerline
of the path and contour of North River Road a distance of nine hundred seventy (970) feet, then
turning 90 degrees in a westerly direction and. continuing to the Manchester/Hooksett townline,
then turning in a southerly direction along said Town line to the point of beginning; and as set
forth on a map on file with the Commission.

By Order of the Public Utilities Commission of New Hampshire this twenty-ninth day of
January. 1982.
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[Go to End of 79184]

Re Granite State Electric Company
DF 81-107, Second Supplemental Order No. 15,467
67 NH PUC 110
New Hampshire Public Utilities Commission
January 29, 1982
ORDER amending previous order.
Page 110

BY THE COMMISSION:
SUPPLEMENTAL ORDER

So much of Commission Order No. 15,428 (67 NH PSC 98) which reads " ... First Revised
Page 36 ... " is amended to read " ... First Revised page 46..".

By order of the Public Utilities Commission of New Hampshire this twenty-ninth day of
January, 1982.

[Go to End of 79185]

Re Fuel Adjustment Charge
DR 81-357, Supplemental Order No. 15,468
67 NH PUC 111
New Hampshire Public Utilities Commission
January 29, 1982
ORDER amending previous order.

BY THE COMMISSION:
SUPPLEMENTAL ORDER
So much of Order No. 15,386 (66 NH PUC 580) pertaining to the Oil Conservation
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Adjustment of the Granite State Electric Company is amended to read "NHPUC No. 8 —
Electricity, Original Page 41A™ in lieu of "Original Page 53A".

By order of the Public Utilities Commission of New Hampshire this twenty-ninth day of
January, 1982.

NH.PUC*02/01/82*[79186]*67 NH PUC 111*New Hampshire Electric Cooperative, Inc.

[Go to End of 79186]

Re New Hampshire Electric Cooperative, Inc.
DE 81-372, Order No. 15,470
67 NH PUC 111
New Hampshire Public Utilities Commission
February 1, 1982
ORDER granting petition of authority to cross state-owned railroad property.
Page 111

APPEARANCES: Thomas Morse for the petitioner.
BY THE COMMISSION:
REPORT

On November 23, 1981, the New Hampshire Electric Cooperative, Inc., filed with this
Commission a petition for authority to cross state-owned railroad property in the Town of
Thornton, for the purpose of providing electric service to the Thornton Fire Department.

The Commission issued an Order of Notice on December 10, 1981, directing all interested
parties to appear at public hearings at 1:00 p.m. on January 12, 1982, at the Commission's
Concord offices. Notices were sent to Elaine Farina, N.H. Electric Cooperative Inc., for
publication; the New Hampshire Transportation Authority; John R. Sweeney, Director,
Aeronautics Commission; George Gilman, Commissioner, DRED; John Bridges, Director,
Safety Services; and the Office of Attorney General.

An affidavit of publication indicating that publication was made in the Union Leader on
Friday, December 18, 1981, was received at the Commission's office, Concord, New Hampshire
on December 24, 1981. The Company explained that the petition results from a request for
electric service to the Thornton Fire Station by the Selectmen of Thornton. In order to provide
this service, it is necessary for the Company to place a new pole on state railroad property. The
pole will be used for an overhead guy wire only; no electric wires are involved over the tracks.

The pole will be located at the northeasterly corner of Route 3 and crossroads in Thornton.
The guy wire will be placed in a manner as to provide a minimum of 27 ft. 7 inch height over the
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existing railroad tracks. The facility will be installed in accordance with the practices of the
National Electric Safety Code.

The Commission noted that no objections were filed or expressed at the hearing. In fact, no
intervenors or interested parties were in attendance.

The petition was properly publicized, and proper notification was given to the public as to
the proposed installation.

The Commission finds this petition for authority to cross state-owned railroad property in the
Town of Thornton, in order to provide electric service to the Thornton Fire Department, to be in
the public interest. Our order will issue accordingly.

ORDER
Based upon the foregoing report which is made a part hereof; it is

ORDERED, authority be granted to the New Hampshire Electric Cooperative Inc. to cross
state-owned railroad property in the Town of Thornton, New Hampshire in order to provide
poles and guy wires necessary to support the installation of electric service to the Thornton Fire
Department.

By Order of the Public Utilities Commission of New Hampshire this first day of February,
1982.

NH.PUC*02/02/82*[79187]*67 NH PUC 113*Concord Natural Gas Corporation

[Go to End of 79187]

Re Concord Natural Gas Corporation
DR 81-284, Supplemental Order No. 15,471
67 NH PUC 113
New Hampshire Public Utilities Commission
February 2, 1982
ORDER resolving cost of gas adjustment clause issues.

1. RATES, § 303 — Fuel clauses — Gas.

[N.H.] The commission rejected an argument that disallowance of penalties paid by a gas
company in a cost of gas adjustment was retroactive rate making because fuel clauses operate in
a forward-looking manner, reconciling under- and overcollections which are brought forward to
a future adjustment period. p. 114.

2. EXPENSES, 8§ 19 — Generally — Penalties.
[N.H.] The commission directed a gas company to give below-the-line treatment to penalties
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incurred by exceeding tariff restrictions from a supplier. p. 114,
3. EXPENSES, § 39 — Commodity or supply cost — Gas.

[N.H.] A gas company must assure the commission that all reasonable steps have been taken
to procure the most favorable price for customers because the cost of gas adjustment clause was
not intended to recover costs that were not reasonably incurred. p. 114.

BY THE COMMISSION:
MOTION FOR REHEARING AND OTHER RELIEF

On November 25, 1981, Concord Natural Gas Corporation (the "Company") filed a Motion
for Rehearing and other relief on the matter of the 1981-82 winter cost of gas adjustment. The
Commission issued Order No. 15,285 on November 6, 1981 which rejected the 23rd and 24th
Revised Pages 21 and 21A of the tariff for an adjustment of $0.2466 per therm and ordered the
Company to file 25th Revised Pages 21 and 21A to reflect an adjustment of $0.2132, effective
November, 1981. The Commission also ordered the Company to file an entirely new permanent
rate structure based on a flat charge per therm to be implemented as of December 1, 1981. On
November 13, 1981, the Company filed the flat charge rate design under protest and objected to
the implementation of the same.

Concord Natural Gas Corporation objects to the discussion in the Report and Order in this
case regarding past winter heating periods and asks that the Commission specifically state how
such findings are relevant to this case. The findings in our Report were meant to point out the
wide discrepancies in Company forecasts, especially in the last winter period (DR 81-78), and to
define the reasons why the Commission was rejecting the forecast of sales for this winter period.
The Company further believes our statement regarding past overcollections is incorrect and cites
a letter which was sent to the Commission on December 27, 1976 stating that the cost of gas
adjustment could be reduced on January 1, 1977. A review of Commission files shows the
Company's rate case in Docket No. 76-66 was decided on December 30, 1976 and in that
decision, the base cost of gas was changed and the winter cost of gas adjustment was revised for
the remainder of the winter period.

Page 113

[1, 2] Concord Gas objects to the adjustment which was made to remove penalties paid by
the Company from the cost of gas adjustment. The Commission reduced costs by $39,170 and
added interest at 8 percent ($3,539) for a total adjustment of $42,709. The Company claims that
$39,170 was never paid and only $19,880 was actually paid. They further claim that only $8,806
of the penalty was included in the summer cost of gas and the remainder - $11,074 - was booked
"below-the-line". They further argue that the $8,806 was adjudicated in the summer cost of gas
adjustment and therefore has been settled and it would be retroactive ratemaking to include that
adjustment in the winter cost of gas adjustment. The Company has submitted documentation to
show that the $11,704 was removed from purchased gas expense in October 1981 and not
included in operating expenses. They have also filed documentation attempting to show that the
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second penalty from Tennessee Gas Pipeline in the amount of $19,290 was never paid and was
forgiven. The Commission does not accept the Company's argument that the disallowance of any
portion of the penalty that was included in the summer cost of gas adjustment is retroactive
ratemaking. The nature of the fuel clauses approved by this Commission are such that they are
always based on estimated costs for a forward-looking period and a subject to reconciliation.
Over and undercollections are carried in deferred accounts and are brought forward to a future
adjustment period. Furthermore, if the Commission Staff found errors in the past bookings of the
cost of gas adjustment, an adjustment would be made. To accept the Company's argument would
be to accept the gas costs of Tennessee without considering the fact that the final rates have not
been settled at the Federal Energy Regulatory Commission. The Commission reiterates that
penalties due to exceeding tariff restrictions from a supplier are not proper costs for ratepayers
and are to be booked below the line. Such accounting treatment is hereby ordered by this
Commission. As the penalty was included in the 1981 summer cost of gas adjustment, the
exclusion of those costs will be reconciled in the next summer cost of gas adjustment in order to
return that revenue to the proper ratepayer. The Commission reiterates that it was correct in
removing the penalties and will still want further proof as to the second penalty.

[3] Concord Gas objects to the disallowance of $92,608 for propane purchased from Gas
Service, Inc. during the last winter period. As the Company has reviewed its records and has
provided this Commission with further substantiation that the propane obtained was at the least
available price, the Commission will withdraw its previous adjustment. In the future, the
Company must assure this Commission that it has taken all reasonable steps to procure the most
favorable price for its customers. The cost of gas adjustment clause is not a blank check for any
company to recover costs which have not been reasonably incurred.

The Commission, in its Order, reduced the estimated cost of LNG used by Concord Gas from
$7.605 per MCF to $7.10 per MCF. Upon a review of all the information supplied by the
Company, the Commission will accept $7.48 per MCF.

The Company objects to the projection of gas sales for the 1981-82 winter period and states
that there is no evidence to support a 2.6% reduction in sales. Concord Gas further states that the
best sales estimate should be at a
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minimum last winter's sales, or 8,318,380 therms. In its appeal, the Company has submitted a
new calculation of the cost of gas using actual known sales for November. Instead of reducing
sales for the period for the known reduction, the reduction has been shifted to increase sales in
January, 1982, for the forecast for the remainder of the period. The Commission has analyzed
sales and degree days for the past three years. Their analysis show that for the 1980-81 winter
period, the first three months were considerably colder than normal and the last three months
were warmer than normal. Due to cycle billings, sales were above average. In order to arrive at a
sales projection for a revised cost of gas adjustment, the Commission has obtained the actual
sales for November and December, 1981. For the remainder of the period, the original forecasted
sales submitted by the Company has been used. The sales forecast in therms is as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]
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November actual 897,580
December actual 1,412,350

January 1,390,170
February 2,016,450
March 1,261,070
April 1,251,770
TOTAL $8,229,390

As the actual costs are known for November and December 1981, those amounts will be used
in our calculation. For January through April, the original projected gas mix usage will be used
at the indicated prices. The cost of gas adjustment to be used for the remainder of the period is
calculated as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Purchased Gas, 1-1-82 through 4-30-82

Gas Service Charge (543,455 MCF @ $1.2630) $ 686,384
Gas Charge (555,954 MCF @ $2.8026) 1,558,117
Propane (219,927 Gals. @ $0.5889) 129,515
LNG (9,782 DT @ $7.3473) 71,871
November, December actual costs 1,129,374
Tennessee refunds and undercollection (212,273)
TOTAL ESTIMATED COST OF GAS $3,362,988
Less: Costs recovered in November & December, 1981 947,302
ESTIMATED COSTS, JANUARY-APRIL 1982 $2,415,686
Projected Sales 5,919,460
Unit Cost of Gas $ 0.4081
Less: Base Cost of Gas $ 0.1969
COST OF GAS ADJUSTMENT, JANUARY-APRIL, 1982 $ 0.2112

The $0.2112 per therm is less than the original rate of $0.2132. The new rate will be effective
for the remainder of the winter period, effective with all bills issued after the date of this Order.

Our Order will issue accordingly.
SUPPLEMENTAL ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that 25th Revised Pages 21 and 21A of tariff, NHPUC No. 13 — Gas, of
Concord Natural Gas Corporation, be, and hereby are, rejected; and it is

FURTHER ORDERED, that Concord Natural Gas Corporation file new 26th Revised Pages
21 and 21A of tariff, NHPUC No. 13 — Gas reflecting a cost of
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gas adjustment of $.2112 effective February 1, 1982.

By order of the Public Utilities Commission of New Hampshire this second day of February,
1982.

NH.PUC*02/02/82*[79188]*67 NH PUC 116*Northern Ultilities, Inc.
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Re Northern Utilities, Inc.
DR 81-288, Supplemental Order No. 15,473
67 NH PUC 116
New Hampshire Public Utilities Commission
February 2, 1982

ORDER accepting revised tariff correcting winter cost of gas adjustment to account for
undercollection.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Commission has been advised by Northern Utilities, Inc. that a refund in the
amount of $181,311 from its supplier had been credited against the Winter 1981-82 cost of gas;
and

WHEREAS, it has confirmed that the same refund of $181,311 had been credited against the
cost of gas for the Winter 1980-81 period; and

WHEREAS, Northern Utilities has proposed a corrective amendment to its winter
cost-of-gas adjustment said proposal designed to eliminate any under-collection resulting from
this error; and

WHEREAS, the Commission finds that avoidance of undercollection of this type is in the
best interest of the consumer; it is

ORDERED, that Twenty-seventh Revised Page 22A of the Northern Utilities, Inc. tariff,
NHPUC No. 6 — Gas, be, and hereby is, approved for effect with all billings rendered on and
after February 1, 1982; and it is

FURTHER ORDERED, that Northern Utilities, Inc. give notice of this change via is choice;
of a one-time bill insert or newspaper publication.

By order of the Public Utilities Commission of New Hampshire this second day of February,
1982.

NH.PUC*02/03/82*[79189]*67 NH PUC 117*Granite State Electric Company

[Go to End of 79189]

Re Granite State Electric Company
Intervenors: Legislative Utility Consumers' Council and Community Action Program
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DR 81-86, Sixth Supplemental Order No. 15,452
67 NH PUC 117
New Hampshire Public Utilities Commission
February 3, 1982
ORDER granting rate increase, as modified.

1. COGENERATION, § 15 — Metering.

[N.H.] A special demand charge and a special related requirement for demand meters for
small power producers and cogenerators were rejected by the commission where there was
insufficient evidence to show that they were needed. p. 119.

2. VALUATION, § 216 — Property used or useful — Real estate — Building sites.

[N.H.] The value of land held for future use was subtracted from rate base where the utility
failed to demonstrate a definite plan for actual use within a reasonable time. p. 120.

3. VALUATION, § 290 — Working capital — Particular factors affecting allowance —
Lead-lag study.

[N.H.] The commission accepted a lead-lag study in determining working capital. p. 120.
4. REVENUES, § 13 — Rentals — Test-year adjustments — Increases.

[N.H.] Test-year revenues were adjusted upward to account for increases in hot water heater
rental rates. p. 121.

5. EXPENSES, 8 10 — Effect of price changes and abnormal conditions — Attrition.

[N.H.] The commission rejected an attrition adjustment based on the consumer price index.
p. 124.

6. Expenses, § 109 — Taxes.

[N.H.] A pro formed increase for payroll and property taxes was accepted with the provision
that the company file for a step increase at the end of the year. p. 125.

7. RETURN, 8 26.1 — Capital structure — Hypothetical.

[N.H.] The commission has the power to set a hypothetical capital structure and can legally
determine a rate of return upon a capital structure different from that actually existing. p. 130.

8. EXPENSES, § 10 — Effect of price changes and abnormal conditions — Attrition —
Defined.

[N.H.] Attrition has been defined as an erosion of the earning power of a revenue-producing
investment resulting in a rate of return below that which rates were designed to produce;
therefore, attrition will be measured on the basis of erosion of the overall rate of return. p. 132.

9. RATES, 8§ 362 — Electric — Outdoor lighting.
[N.H.] Upon finding that outdoor lighting was being subsidized by residential customers, the
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commission ordered an immediate increase in outdoor lighting rates. p. 135.

APPEARANCES: Michael Flynn for the petitioner, Gerald Lynch for the Legislative Utility
Consumers' Council (LUCC), and Gerald Eaton, for the Community Action Program (CAP).

BY THE COMMISSION:
REPORT

These proceedings were initiated when the Granite State Electric Company (GSE), a
wholly-owned subsidiary of New England Electric System (NEES), petitioned this Commission
with its revised
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tariff, NHPUC No. 9 — Electricity, providing for an increase in annual revenues, temporary
and permanent, of $1,706,450. This proposed tariff revision provides for a 6 percent increase
over the existing tariffed rates.

The petition was filed on April 1, 1981, whereupon this Commission duly suspended the
filing on April 7, 1981. On April 20, 1981, this Commission issued an Order of Notice setting a
procedural and temporary rate hearing for May 13, 1981. During this hearing, one GSE witness
testified regarding temporary rates, and two additional dates were set, July 1 and 2, 1981, for
hearing on the permanent rate filing. Subsequent to this hearing, a temporary rate at the existing
rate level was approved for all service rendered after May 13, 1981.

Additional hearing dates of July 10, August 13, and August 31, were added as the
proceedings progressed. A public hearing was held in Hanover on December 29, 1981.
Testifying were five GSE witnesses and three Commission Staff witnesses; no other party
submitted testimony. The witnesses and their subject of testimony were as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Name and Position Subject

Russell A. Holden, President, GSE Introduction and Overview of Company
Position

Alfred D. Houston, Asst. Treasurer, GSE Capital Structure and Rate of Return
Edward L. Perry, Senior Fin. Analyst, GSE Cost of Service, Rate Base,

Required Revenue,
and Attrition
William S. McDade, Mgr. of Rates, New Rate design, and surcharge to recover
fuel expense
England Power Service Co.
John F. Brosnan, Sr. Rate Analyst, New Outdoor Lighting Service Rate M
England Power Service Co.
Kenneth E. Traum, Asst. Fin. Director, NHPUC Working Capital
Robert J. Camfield, Economist, NHPUC Capital Structure, Taxes, Rates of
Return, Quarterly
Dividend Adjustment Mechanism, and Earnings
Attrition
David W. Lavoie, Stat. Asst., Economics, NHPUC Capital Structure and Rate of
Return

In addition, there were 42 exhibits submitted by GSE, Staff, and CAP.
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I. BACKGROUND AND HISTORY

GSE is a public utility whose principal business is the distribution and sale of electricity in a
franchise area solely within this Commission's jurisdiction. As aforementioned, GSE is a
wholly-owned company of NEES. In addition to GSE, NEES owns three other electric operating
utilities. These are: Massachusetts Electric Co., The Narrangansett Electric Company, and New
England Power Company (NEP). NEES also has two other wholly-owned non-operating
subsidiaries. These are: New England Power Service Company (NEPSCO), a service company,
and New England Energy Incorporated (NEEI), a fuel subsidiary.

GSE's last rate filing was approved on May 23, 1978. Prior to this, the latest rate increase
petitioned and approved for GSE was August 1974. On the surface, longevity of rates appears
prominent, especially when compared with like utilities within this jurisdiction. The possible
reasons for this longevity and incentives or disincentives to continue such will be addressed later
in this Report.
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I1. SMALL POWER PRODUCERS

[1] In its proposed tariff No. 9, 1st Revised Page 7 and Original Page 7A, the Company
describes Auxiliary Service for certain customers "having another source of electrical power
from which to supply all or a portion of his electrical requirements”. The Company proposes that
Auxiliary Service customers shall be required to pay $2 per KW per month for "contracted
demand" in excess of the actual demand in any given month, and in some cases shall be required
to install special demand meters related to this charge. The special charge for contracted demand
contradicts Commission policies for sales to small power producers and cogenerators (qualifying
facilities, or QFs), as stated in Order No. 14,797 in DE 80-246 (66 NH PUC 83). That Order
states, in general (66 NH PUC at p. 94):

"all utility sales to QFs shall be billed according to the tariff provisions that would apply if
the QF had no generation."

Although the Company did not request a rehearing of this aspect of Order No. 14,797, in a
timely manner, the Company's initial brief in this case indicates a desire to reconsider this
principle governing rates for sales to small power producers and cogenerators. The Commission
notes, however, that although the Company has made an argument of a general nature, the
Company has not presented sufficient evidence that the proposed demand charge is cost-justified
and non-discriminatory for any and all classes of Auxiliary Service customers. The need for
special demand meters for Auxiliary Service customers, therefore, also is undemonstrated. The
proposed $2/KW contracted demand charge and related requirement for special demand meters
are therefore disallowed. In the future, the Company, of course, is free to petition the
Commission to reconsider the issue of back-up rates to Auxiliary Service customers. At such
time, the Company should present sufficient evidence to demonstrate that any proposed back-up
charges are cost-justified and non-discriminatory to all affected customers. Until and unless the
Commission formally alters its policies for small power producers and cogenerators, however,
the Company's tariffs should fully reflect existing Commission policies.

© Public Utilities Reports, Inc., 2008 116



PURbase

I11. RATE BASE

The Company in its original filing requested a valuation of rate base of $16,470,000 for the
test year ending December 31, 1980. This value consisted of net plant-in-service, plant held for
future use; plus materials and supplies, prepayments, and cash working capital; less deferred
taxes, investment tax credit (pre-1971), customers' deposits, and customer advances.

The GSE witness that represented the computation of rate base utilized the average of 13
monthly balances. This method was uncontested by Staff or other intervening parties.

This Commission has previously put forward our position regarding the use of 13 average
monthly balances to determine rate base.

"the most accurate method for calculating rate base is an average of 13 monthly balances for
an historical test year. This approach provides for the most accurate matching of revenues,
expenses, and investment.” (Re Union Teleph. Co. [1979] 64 NH PUC 434, 443.)

In light of this, with the exception of the following issues, we will accept rate base as
presented by GSE.
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A. Land Held For Future Use

The Company witness added as a component of his rate base calculation $25,000 for land
held for future use. Under cross-examination, it was revealed that this land was predominantly
one parcel in the Salem area. According to a hearing response later submitted to this
Commission, GSE does not plan to put this land to use before 1988.

[2] As we have stated in previous dockets "[p]rior to any consideration of the merits
involving a given piece of property, the Commission believes a utility must demonstrate a
definite plan for actual use within a reasonable time". (Re Public Service Co. of New Hampshire,
DR 79-187, Report, page 32). It is our opinion that land held for construction, 7 years hence, is
not "within a reasonable time". Therefore, we will remove the $25,000 from rate base.

B. Working Capital

GSE's witness, Mr. Perry, in his original testimony submitted a cash working capital amount
of $36,000. The method utilized by Mr. Perry in deriving this figure was the FERC conventional
45-day method.

Mr. Traum, through cross-examination and testimony, pointed out the inadequacies of the
45-day method and championed a lead/lag study. Because this method of computing working
capital was not available, he used the balance sheet approach utilizing the average of 13 monthly
balances put forward by Mr. Donald J. Trawicki in GSE's previous rate case, DR 77-63 (see Re
Granite State Electric Co. [1978] 28 PUR4th 240) as a second choice. Using this method, he
attained a ($718,321) working capital value.

Citing Mr. Traum's belief that the most accurate method for calculating working capital is to
perform a lead/lag study, Mr. Perry presented rebuttal testimony displaying a lead/lag study he
conducted. The result of this study decreased GSE's requested cash working capital to
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($195,000).

Under cross-examination by Staff, Mr. Perry conceded an additional adjustment of $5,000
for prepayments were not adjusted for in his rebuttal testimony (DR 81-86, TR 5-55).
Additionally, CAP raised numerous issues in objection to the computation of Number of Days
Sales in Accounts Receivable (Exhibit P-2, pg. 3 of 19). Foremost among these issues was the
use of partial post test year data (January 1981-June 1981) in determining the number of days
sales that are retained in Accounts Receivable. CAP is of the opinion that the use of a partial
year does not reflect the "yearly experience of Accounts Receivable"” (see Trial Brief of
Community Action Program, pg. 4), and the portion of the year used for this study unduly
weighed Receivables in GSE's favor.

Mr. Perry's reply was that the period used is the most recent and better represents the
Company's present and future situation (DR 81-86, TR 5-73). We will accept this with the
reservation that future lead/lag study will envelope a consistent nature in determining both lead,
lag, and their components; i.e., if revenue lag is developed over a one-year period, we would
expect that in determining the number of days revenue is retained in receivables, a company
would also use a year's period.

[3] All parties appear to agree that lead/lag study, with some reservations, is the best method
to use in determining cash working capital. Therefore, after taking this into consideration, and
that
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the Commission has accepted lead/lag studies in the past (see Re Public Service Co. of New
Hampshire, DR 79-187), we will accept the study as submitted. We, however, will remove from
the rate base calculation prepayments of $5,000.

C. Construction Work in Progress (CWIP)

Mr. Traum indicated, during cross-examination of Mr. Perry, a concern for an item in rate
base called "CWIP in Service". According to Mr. Perry, these are jobs and projects completed
and in service before the end of the test year. As Mr. Traum pointed out, Account No. 106 —
Completed Construction Not Classified, is a specific account set aside for this type of plant, in
the FERC chart of accounts. (The FERC chart of accounts is adopted by this Commission in
whole.) We will take note of Mr. Traum's concern, as it is stated in the Uniform System of
Accounts (T.S. 2) page 101-22, "At the end of the year or such other date as a balance sheet may
be required by the Commission, this account shall include the total of the balances of work
orders for electric plant which has been completed and placed in service but which work orders
have not been classified for transfer to the detailed electric plant accounts.” In the future, we will
require all electric filings to adhere to this policy of accounting. This plant is now fully
operational and serving the public's need. The plant, being complete and thereby used and useful,
results in its inclusion in rate base.

D. Summation of Rate Base

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Company®s Original Request $16,470,000
Less: Land Held for Future Use ( 25,000)
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Adjustment to Working Capital ( 36,000)

(195,000)
Less: Prepayments ( 5,000)
ACCEPTED RATE BASE $16,209,000

IV. REVENUES

GSE witness, Mr. Perry, presented testimony and exhibits displaying $25,726,000 of revenue
in the test year. He then proformed another $2,358,000 of revenues for the increased PPCA to
the current W-3 rate, and to offset four refunds made during the test year, and finally to adjust
for an undercollection of fuel cost in the test year.

A. Appliance Rentals

[4] Under cross-examination by Mr. Traum, Mr. Perry pointed out that hot water heater
rental rates were in the process of being increased. This has not been acknowledged in GSE's
original filing nor in their trial brief. We note that the amount of $32,000 was presented to this
Commission in oral testimony (DR 81-86, July 2, 1981 TR, page 100).

Although this amount is ignored in GSE's trial brief, it is not disputed; therefore, we will
accept this amount as a known and measurable change and will adjust revenues accordingly.

B. Cable T.V.

Mr. Traum, during cross-examination of GSE witness Mr. Perry, confronted the subject of
cable T.V. and their lease of GSE-owned or jointly owned utility poles. Mr. Perry referred this
subject to another company witness, Mr. McDade.

Mr. McDade stated that he had recently verified the appropriateness of the current lease rate
by comparing it to a formula created by the FCC. After some consideration, we have found
GSE's lease rate acceptable. However, at this Commission suggested in a prior docket, we will
begin a review concerning cable T.V. to determine the extent they may be regulated by this
Commission. (See
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Re Public Service Co. of New Hampshire, DR 81-87). This has become of particular concern
as the cable T.V. companies continued to move into the southern section of our State
(Hampstead and Derry). Our areas of consideration could go beyond pole rental and into
customer service and rate setting.

Lastly, Mr. Perry has brought to this Commission's attention the duplication of test year
revenues due to delayed billings to cable T.V. (DR 81-86, July 2, 1981 TR, pages 27 & 28). This
billing delay resulted in $16,000 of 1979 revenues booked in the 1980 test year. We will remove
this amount from test year revenues as a known and measurable change.

In summation, the test year adjusted revenue figure the Commission will accept is:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Test year Revenues $25,726,000
Company®s Proforma Adjustment + 2,358,000
Appliance Rentals + 32,000
Cable T.V. Adjustment - 16,000

© Public Utilities Reports, Inc., 2008 119



PURbase

Accepted Proformed Test Year $28,100,000
Revenues

V. ROLL-IN OF PPCA

The Company witness, Mr. McDade, has proposed a roll-in to basic rates of $0.01002/KWH
for the cost of purchased power previously recovered through GSE's Purchased Power Cost
Adjustment (PPCA). The witness presented GSE tariff pages 16A-16H, Exhibit M-1, which
displayed PPCA's 1 through W2(D) and accumulated to the aggregated "roll-in" of $0.01002.

Company Exhibit 11, "June 10, 1981 Date Request and Responses, Financial Staff Request
#33" requested the Company to reconcile the purchased power cost with the revenues cleaned
from the PPCA. GSE's response was the same as they had made concerning the FAC. This was,
any type of reconciliation is impossible, and they then referred Staff to DR 80-245. Mr. McDade
later repeated this on the stand (DR 81-86, July 10, 1981 TR, page 107).

Staff later developed a methodology for reconciling the PPCA, and unveiled such during
cross-examination of Mr. McDade. The methodology showed a large overcollection accumulated
over a period of seven years. In an attempt to determine if Staff's method of reconciling was
correct, and if there were other reconciling figures to consider, Staff and GSE had a series of
meetings.

From Staff and Company correspondence, we are able to determine that: (a) there was
substantial evidence to support the contention that there was some amount of overcollection
found during the test year; and (b) Staff's methodology appears to be acceptable.

The determination of an overcollection is disturbing. In this Commission's eyes, the PPCA is
a tool to be used only as leverage against an ever-increasing cost of generation; not as a buffer
for attrition in other expense areas. The overcollection demonstrates that this ratemaking device
has been used improperly. Since Staff's method of reconciling the purchased power is
acceptable, we will order all future applications for an increase in GSE's PPCA to be
accompanied by a reconciliation in this manner. This reconciliation will completely disclose any
over or undercollection of the PPCA. If GSE does not need an increase in the PPCA within a
year after the current PPCA is approved, they will submit a reconciliation as an update. Any
over/undercollection will be rolled-in to GSE's present method of determining PPCA. In no way
will GSE's PPCA be in effect longer than a year without a reconciliation and adjustment if
necessary. It is expected that Staff and GSE will determine
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a proper purchased power $/KWH figure in basic rates reflecting the over-collection after the
ratification of this docket to facilitate the reconciliation process.

This action will protect the PPCA from over or underproviding. It is our opinion that the
reconciliation of purchased power, as with the FAC, is a necessary consideration for both the
customers' and utilities' interest. If this ratemaking device is again used improperly, the
Commission will remove it as a ratemaking tool available to this Company.

VI. OPERATING EXPENSES
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GSE presented that test year operating expenses at $24,428,000. To this, they proformed
increases totaling $2,275,000. This consisted of a net adjustment to increase purchased power,
increases to salaries and wages, donations, removal of customer information system development
costs, increases to postage, an inflationary adjustment to increase miscellaneous operation and
maintenance charges (a substitute for an attrition allowance), an increase to property and payroll
taxes, and an adjustment to federal and state taxes.

CAP and Staff reviewed these and other issues at length through both data requests and
cross-examination. The predominant issues and each party's views are discussed in detail below.

A. Miscellaneous Operation and Maintenance Inflation Adjustment
1. GSE's Position

The GSE witness through testimony and exhibits advocated a proforma adjustment to reflect
the effect of inflation on miscellaneous operation and maintenance expenses. The basis for this
adjustment is, "inflation unquestionably exists and persists ... [t]hus, miscellaneous O and M
increases due to inflation qualify as a '’known' adjustment.” (DR 81-86, Initial Brief of Granite
State Electric Company, page 5).

Through their cost of capital witness, GSE purported the rate of inflation to be 9%. This rate
is a composite of the "GNP implicit price deflator” and "consumer price index".

This inflation adjustment has been proposed by GSE in lieu of an attrition allowance. The
Company witness submits than an attrition allowance is an economic necessity recognized by
this Commission in the Company's last rate filing. Staff and GSE agree that tying an inflation
index to miscellaneous O and M expenses directly confronts attrition at its root.

2. Staff's Position

Mr. Camfield addressed this issue in testimony. He agrees with GSE that a better method of
attaching attrition is through an inflation adjustment. However, he recommends that inflation
adjustments be made in steps. He also feels the adjustments to miscellaneous O and M should
not be made until the Company demonstrates the relationship between sales unit costs and the
GNP deflator, historically.

Mr. Traum during cross-examination of GSE's witness submitted Exhibit 14 which
demonstrates a lower rate of inflation found in the test year from the previous year. This inflation
rate was 6.1% and is significantly lower than the indicators used by the Company of 8.5% and
11.3%, the "GNP implicit rate deflator" and the "consumer price index", respectively.
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3. Commission Analysis

[5] Attrition is a difficult financial creature to tame and the Commission attempts to be
flexible in providing the appropriate remedies. However, the method proposed by the company
simply is not a method we can accept. The Commission recently discussed its rationale in its
recent decision Public Service Company DR 81-87 Report and Order 15,424, January 11, 1982
(67 NH PUC 25).
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This "make whole™ concept is repugnant to regulation. The CPI may well increase at a rate
below or above the result achieved from a determination of a just and reasonable rate. To tie
rates to a standard not governed by the just and reasonable standard would be as equally
incorrect whether the result was higher or lower.

An indexing concept or a make whole proceeding would lead to proceedings in which the
guestions were no longer what is a reasonable expense, rate of return and rate base but rather
what's a proper consumer price index.

The Commission cannot adopt such a standard for ratemaking. Whatever the merits as to
Granite State such a precedent would be quickly seized upon by other utilities. The Commission
recently was forced with a rate increase request by the Cheshire Bridge Corporation. In that
proceeding they sought to charge rates that had been unaltered since 1924. If the standard was
the increase in the CPI it would cost $20 instead of 20¢ to cross that bridge today.

The Commission rejects the approach offered by PSNH which would hold certain factors
constant, such as return on common equity, while addressing expense changes. As the U.S
Supreme Court noted in Bluefield:

"A rate of return may be reasonable at one time and become too high or too low by changes
affecting opportunities for investment, the money market, and business conditions generally.”
(262 US at pp. 692, 693, PUR1923D at pp. 20, 21.)

The Commission has concern about the open check book signals that such an automatic
procedure would send to suppliers, employee banking institutions and other utilities.

The indexing to the consumer price index or the make whole concept is rejected.

We, in part, share the views of both GSE and Staff. This is understandably the most direct
way of battling attrition. However, the method proposed by the Company simply is not a method
we can accept. As Mr. Camfield points out, there are many factors to consider when making an
adjustment such as this. We feel the foremost factor is, of course, can inflation be projected. Not
unlike the cost of common equity, a rate of inflation is a moving target. The Company's own
Exhibit H-12 displays this. Going from 1970-1980, inflation has peaked twice consistently going
lap and down.

Additionally, in the past this Commission has clearly rules on this form of adjustment:

"Inflation factors are not accepted by this Commission as known and measurable changes."
(Re Hanover Water Works Co. [1979] 64 NH PUC 480.)

We will not abandon this policy.

With this and Mr. Camfield's concerns in mind, we will reject the $309,000 adjustment for
inflation.
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B. Payroll and Property Tax Increase
1. Company Position
GSE has proformed payroll and property tax increases through October, 1982. The purpose
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of this is to take into consideration increases up to a year after GSE projects this docket will be
ratified (Nov. 1981). Their basic assumption is, if the increase is to last at least a year, the
Company will need these increases currently as known and measurable changes, as opposed to
taking the increases in steps.

GSE witness, Mr. Perry, has pro-formed the payroll increase at 8.5% for the entire period
(1/01/81-10/31/82) based on the current negotiated contract. He adjusts property tax by 5% for
the same period. The 5% is based on the average compound growth rate from 1976 through the
test year.

During brief, the Company supported Mr. Perry's current adjustments by citing the decrease
in work load for GSE, Staff, and Commission, and the fulfillment of the need a customer has for
stable rates, and stating the opposite would be true if this Commission decided to take the
proformed adjustments in steps. However, the Company did recognize past policy of this
Commission, favoring step increases.

2. Staff's Position

Mr. Camfield also testified in this area. His recommendation was for a step increase on
payroll discounted for growth in energy. Mr. Traum, during cross-examination, also advocated a
step increase for payroll as well as for property tax.

3. Commission Analysis
[6] As the Company brief states,

"We recognize, however, that the Commission — as a matter of policy — has ordered step
increases in the past." [Emphasis added] (DR 81-86, Initial Brief of Granite State Electric
Company, page 5).

We have created the policy of step increases for items that will undoubtedly increase, yet the
extent of the increase is uncertain before a decision is issued. This can be found in numerous
decisions put forth by this Commission, i.e., DR 79-187, Re Public Service Co. of New
Hampshire; DR 80-104, Re Northern Utilities, Inc.; DR 81-32, Re Exeter & Hampton Electric
Co.; DR 81-97, Re Concord Electric Co.

We will continue this policy with Granite State Electric. The proforma increases for payroll,
related payroll taxes, and property taxes will be accepted through 1981 for $115,000, $10,000,
and $30,000, respectively. A petition for a step increase by June 1, 1982 will be entertained by
this Commission to the extent that the increased or decreased values of these expenses are
"known". This step will include postal rate increases. We except GSE to determine this increase
using the proformed dollar amount allowed in this Order.

C. Dues — Association of New Hampshire Utilities

Through cross-examination by Staff, Mr. Perry submitted to the removal of dues for the
Association of N.H. Utilities. He had stated that most of the activities performed by this
organization related to lobbying. Consequently, GSE, in computing their cost of service in brief,
eliminated $3,000 applicable to the Association's dues.

We agree with Staff and Company and will not accept dues for the Association of N.H.
Utilities as an "above the line™ item. This is consistent with our prior decisions (DR 79-187, Re
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Public Service Co. of New Hampshire, Report and Order, p. 24).
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In summation, the Operating Expense figure the Commission will accept is: (in thousands)

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Test Year Amount $24,428
Company®s Proformas + 2,275
Less: Inflation Proforma - 309
Less: Payroll Adjustment - 72
Less: Payroll Tax Adjustment - 18
Less: Property Tax Adjustment - 26
Plus: Taxes Based on Income + 223

Accepted Operating Expense Figure $26,501
FOOTNOTE

1Calculated in similar fashion to Attachment 1, pages 23 and
24 of 26 in
GSECo"s Initial Brief.

VIIl. FUEL ADJUSTMENT CLAUSE

The issue of the fuel adjustment is one that has again received special attention from the
Commission and must be handled in two steps.

The first step is calculation of the proforma adjustment needed to be made for the test year to
bring fuel clause revenues and expenses into parity. This adjustment was made by the Company
and amounted to $408,000 which the Commission accepts.

The second step involves the Company's request to recoup this $408,000 through a
twelve-month surcharge.

To determine the validity of this requested surcharge, the Commission is aware that the
Company states on Page 17 of its Initial Brief, "The intent of the surcharge is the same: to make
the Company reasonably whole following the transition from the old to the new surcharge."”

The Commission agrees that in 1980 the Company, as ordered by this Commission in DR
79-214, revised "its Fuel Adjustment Clause from a monthly calculation to a future-looking
quarterly calculation ... ".

In that docket, the Commission denied collection of the Company's purported "2 Month
Lock-In" and cumulative "undercollections™ from the past FAC, pending further investigation.

With that background as well as a statement by Company witness McDade in DR 79-214, on
Page 37 of the July 22, 1980 transcript, "The Company does not account for the unbilled fuel
cost”, the Commission put emphasis on the following from the July 10, 1981 transcript in the
instant docket on Page 8 between Mr. Traum of the Commission Staff and Company Witness
McDade.

"Q. By requesting a surcharge of $408,000, is the Company in effect withdrawing any
request as to an additional so-called two-month lag?
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"A. Well, this is because of the two-month lag. This is our calculation of revenue loss
because we went from a two-month to a current basis."

So the issue becomes, was there a two-month lag? The Commission finds there is not one
because the "two months" were collected historically, one in 1972 and one in 1975.

Looking first at 1972, the Commission approved the current FAC for the Company as of
December 28, 1971. The Company began billing in January, 1972, based on December, 1971,
costs. This resulted in a one-month lead, not lag or as stated by McDade on T 3-11, "We
incurred the expense in December, and we recovered it in January. It is a lag, as you say, but in
the opposite direction.”

In 1975, as illustrated by Exhibit 19, the second month of the so-called lag was developed by
billing the same data month rate for two months.

No wonder on July 22, 1980, Mr. McDade stated "the Company does not account for
unbilled fuel cost".

To put another nail in the coffin, going back to the Company's last rate case, no request was
made for a proforma adjustment to the 1976 test year to
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reconcile FAC revenues and expenses. Since the Company now has attempted to go back and
developed a figure for over/undercollections since 1972, and those figures reflect a $160,000
under-collection for the 1976 test year. If that $160,000 had been proformed in that case, the
result would probably have been a $160,000 addition to the rate increase. Therefore, this
Commission finds itself unable to accept that the Company in that rate case would have
overlooked such a large potential proforma adjustment, due to inability to account for it,1 and
presently develop the capability to go back and calculate the over/undercollection in the FAC
accurately since 1972.

Our Order will accordingly disallow any surcharge related to the FAC.
VII. COST OF CAPITAL
A. Company Position

Although the test year ended with a capital structure consisting of 45.3% common stock,
40% long-term debt, and 14.7% short-term debt, neither the Company's witness, Mr. Houston,
nor Staff recommend using this capital structure for ratemaking purposes. Mr. Houston
recommended setting rates on a capital structure of 48.8% common stock and 51.2% long-term
debt. This capital structure reflects sinking fund payments and the proposed placement of $2
million of long-term debt to retire short-term debt.

Mr. Houston recommends the following cost rates be applied for ratemaking:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Component Cost Weighted
Item Ratio Rate Cost Rate
Common Stock .488 16.5 8.10%
L-T Debt .512 10.7 5.50
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Weighted Average Cost 13.60%

Mr. Houston arrives at his cost estimate for the common equity component of the capital
structure through several different methods. His primary method used is discounted cash flow.
The DCF method is represented by the following formula:

[Equation below may extend beyond size of screen or contain distortions.]
k=D/MP +g

where

k = cost of common equity D = dividend rate MP = market price of stock g = expected
growth rate in dividends D/MP = dividend yield

Because Granite State's common shares are not publicly traded, and are in fact totally owned
by NEES, Mr. Houston uses NEES as a proxy for Granite State.

Using the DCF method, Mr. Houston arrives at a cost rate of 15.8-16.3%. To this he adds a
.6% adjustment to allow for issuance costs. This results in an estimated cost of common of 16.4 -
16.9%

The third method used is an equity risk premium approach. This results in an estimated cost
of common of 17.2-18.5%.

The fourth method used is the earnings price ratio method. This method results in a cost
estimate of 16.6-17.2%.

The fifth method used was a comparable earnings analysis. This results in an estimated cost
of 16.3%

In Mr. Houston's original pre-filed testimony, filed in April, 1981 he stated
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that the Company would be placing a $2,000,000 long-term note later in the year. At that
time, he anticipated that the bond could be placed at 14%. In his rebuttal testimony, filed in
August, 1981, Mr. Houston states that he no longer believes that the Company could place a note
at 14%. He, therefore, revises his estimate upwards to 17%.

B. Staff's Position

Mr. Lavoie submitted testimony and exhibits which discuss rate of return and capital
structure to be used for ratemaking. He proposed that the Commission set rates upon a
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hypothetical capital structure. The capital structure and cost rates which he presented in
testimony are as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Item Component Ratio Component Cost RateWeighted Ave. Cost
Common Equity .3877 15.5-16.25% 6.01-6.30%
Preferred Stock .1000 12.33 1.23

Long-Term Debt .5123 10.95-11.41% 5.61-5.58%

Overall Rate of Return Recommendation 12.85-13.38%

In revisions to his testimony which he made under direct testimony, he stated that because
financial markets had deteriorated since his prefiled testimony was submitted, he now
recommends that the Commission place greater emphasis on the higher end of his ranges.

His recommendations for the cost of common equity was arrived at through the use of
discounted cash flow analysis. Because Granite State's common stock is not publicly traded, he
used the dividend yields and anticipated growth rates of a sample of 22 small electric utilities. In
arriving at a cost rate for preferred stock, he assumed that the stock had been issued sometime
during 1980.

Witness Houston stated in his testimony which was filed in June, that he anticipated a 14%
cost rate. At the time Mr. Lavoie's testimony was submitted in July, the financial markets had
deteriorated somewhat, rather than improving as expected by Mr. Houston. Therefore, Mr.
Lavoie assigned a 14.00 — 15.00% cost rate to the Company's projected issue of long-term debt.

In addition to his original proposal, Mr. Lavoie submitted two alternate capital structures for
the Commission’s perusal, which he labeled Alternate Scenario | and Alternate Scenario I1.
Alternate Scenario | consists of the same capital structure proposed by the Company (adjusted
for the $800,000 sinking fund payment, and the proposed $2,000,000 L-T Debt issue), but with
his recommended cost rates. Alternate Scenario Il consists of the Company's capital structure as
it actually was on December 31, 1980, the end of the test year. This capital included $2,350,000
or 14.7% short-term debt. Although the Company's calculations reveal a weighted average cost
of short-term debt of 20.77%, he has used the range of 17.00 - 21.00%.

C. CAP's Position

CAP has stated, through cross-examination and brief, two main concerns with the Company's
cost of capital. The first is GSE's apparently consistent thickening of equity, the most expensive
form of capital. CAP feels that this practice should be subdued and that “the company should add
diversity to its capital structure ... " (DR 81-86, Trial Brief for
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Community Action Program, pg. 1). Further, they suggest that the constant thickening of
equity may be one of the components contributing to a deteriorating return.

Their second concern is over Mr. Houston's use of a .6% issuance cost for determining the
cost of common equity. Mr. Houston obtained this figure by multiplying a cost of issuance of 5%
times a dividend yield of 11.3%. CAP is of the opinion that this cost is either extraordinarily
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high or should not be recognized at all. If the Commission feels it is necessary to impute this
cost, they feel it should be 1.25% or 2.50% times the dividend yield. This is one half the actual
or average historical issuance cost, respectively (NEES only issues stock every two years, ergo
the 1/2).

D. Commission Analysis

In numerous prior decisions, this Commission has readily acknowledged the Bluefield Water
Works (262 US 679, PURI923D 11, 67 L Ed 1176, 43 S Ct 675) and Hope Natural Gas
Company ([1944] 320 US 591, 51 PUR NS 193, 88 L Ed 333, 64 S Ct 675) cases and has plainly
stated that the Commission "is governed by the criteria set forth by the United States Supreme
Court" in these cases. (Re Pennichuck Water Works [1979] 64 NH PUC 206.)

Coincident with the above mentioned, we will first approach the subject of cost issuance
expenses for Granite State Electric. CAP's view regarding the subject is well taken. We are
aware of NEES's Dividend Reinvestment Plan that sells stock at a discount of 5%. This is the
cost Mr. Houston uses as a proxy in his cost of issuance calculation. However, we also recognize
that this is a decision made by management to encourage stockholders to reinvest. Idealistically,
this practice is beneficial to the stock holder; we, therefore, cannot comprehend why the
stockholder who receives this benefit should glean additional return on equity because of a
related loss the company felt in issuing the discounted stock. Additionally, it is assumed that
NEES, in keeping with its above-average management practice, will discontinue this discount
with the enactment of the Economic Recovery Tax Act of 1981 and a liberal dividend
reinvestment contained within it. Hence, we will remove the cost of issuance found in Mr.
Houston's first and strongest range for cost on common equity and arrive at a proper range of
15.8 — 16.3%. This is well within the range proposed by Mr. Lavoie. We will not ignore the
exhibit Mr. Houston presents displaying the true cost of issuance, H-10; we simply state that the
1977 data, the latest date of issuance, is far too stale to be accepted by this Commission for a
decision that is being made during the early part of 1982. In addition, CSE itself has no true cost
of issuance; therefore, we will not accept that proxied cost in computing a cost of common
equity.

Neither the Company nor Staff advocated increasing the cost of common equity for alleged
market pressure. In fact, Mr. Lavoie has directly stated it is not necessary because GSE has not
pronounced any plans to enter the capital market in the near future (DR 81-86, Exhibit 34 at 12).
We will acknowledge this as it is also portrayed by the Company in brief (DR 81-86, Initial Brief
of Granite State Electric Company at 11).

Mr. Houston's second method of determining cost of equity used 84 of the nation's largest
companies in the electric utility industry as a proxy Mr. Lavoie, on the other hand, has taken 22
small electric utilities as a proxy. It would appear with all the different risk factors contemplated
by investors when investing,
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one of the main indicators would be size. Mr. Houston signified this under cross-examination
by Mr. Camfield (DR 81-86, July 1, 1981 transcript, page 38), and we are inclined to agree. This
would, therefore, prompt a heavier weight on Mr. Lavoie's range.
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As aforementioned, Mr. Lavoie presented a hypothetical capital structure based on what he
has determined to be optimum for the test year. By optimum, Mr. Lavoie means the most
economic and cost minimal. Mr. James C. Bonright discusses this subject in Principles of Public
Utility Rates (Columbia University Press: New York, copyright 1961).

On Pages 243-244, Mr. Bonbright writes:

" ... the use of a hypothetical or "typical” capitalization substitutes an estimate of what the
capital cost would be under non-existing conditions for what it actually is or will soon be under
prevailing conditions. But if the existing security structure is clearly unsound or is extravagantly
conservative, the rule must be modified in the public interest. Actual cost of capital may then be
disqualified in favor of legitimate cost.”

Additionally, the Federal Communications Commission has stated in their Docket Nos.
16,258 and 15,011, an American Telephone and Telegraph Company Filing,

"Accordingly, the overall rate of return is affected by the capital structure in respect to the
proportion of debt an equity in the total capitalization of the Company. Respondents have the
obligation to fix this proportion in such a way as to raise the required capital at the lowest
possible cost consistent with overall responsibility to provide modern, efficient service at
reasonable rates and to maintain the financial integrity of the enterprise.” (Re American Teleph.
& Teleg. Co. [1967] 70 PUR3d 129, 158).

[7] The Commission has the power in New Hampshire to set a hypothetical capital structure.
The Commission can legally determine a rate of return upon a capital structure different from
that actually existing. New England Teleph. & Teleg. Co. v New Hampshire (1962) 104 NH 229,
236, 44 PUR3d 498, 183 A2d 237.

Based upon the evidence in this proceeding the Commission finds that a hypothetical capital
structure need not be used.

Mr. Lavoie's second proposed capital structure is a reflection of Mr. Houston's. His third
includes short-term debt as opposed to the proformed long-term debt issue included in Mr.
Houston's capital structure and Mr. Lavoie's second proposal. The Company has made known
their plans to retire short-term debt with proceeds obtained by a tentative issuance of senior
capital (DR 81-86, Exhibit 3, page 14). This is the debt proformed into Mr. Houston's capital
structure. The Commission accepts this proforma adjustment as a favorable practice in prudent
financial management, yet we hope GSE will look into alternative financing. For this reason, we
cannot agree to Mr. Lavoie's third proposal.

Given this, we will acknowledge the capital structure as it is presented in Mr. Lavoie's

Alternative Scenario | (DR 81-86, Exhibit 34) and Mr. Houston's testimony (DR 81-86, Exhibit
H-1 at 2 of 8).

Next, we will address the cost of common equity. As put forth previously, the cost of
common in our opinion should be weighted heavily on Mr. Lavoie's range. We make one
exception to Mr. Lavoie's testimony. In oral testimony, he has stated a desire for this
Commission

Page 130

© Public Utilities Reports, Inc., 2008 129



PURbase

to recognize primarily the high point of his range. If we had accepted Mr. Lavoie's
hypothetical structure, we would, of course, oblige. In as much as we have not allowed this form
of capital structure in these proceedings, it is no longer a valid request. We, therefore, will
evaluate the cost of equity through his entire range.

In evaluating cost of common equity, this Commission has determined that it must "remove
the blinders™ and look into evidence submitted in previous rate filings by GSE, specifically DR
77-63. In this docket, the Commission accepted the fact that there is double debt leverage in
Granite's capital structure. We acknowledge that there has been no evidence to this submitted in
the current docket; however, we will continue to recognize the effect and consider this an
indicator toward the low end of Mr. Lavoie's range.

In addition to this, the use of Mr. Houston's capital structure thickens the equity ratio
considerably, when compared to Mr. Lavoie's hypothetical capital structure. We are of the
understanding from numerous cost of capital experts, testifying before this Commission, that
thick equity components provide less risk to the investor, thereby reducing the cost of common.
This also will be taken into consideration.

With these two factors in mind, we will pinpoint cost of common equity at the low end of
Mr. Lavoie's range, 15.5%

VIII. ATTRITION

Our act of eliminating the inflation adjustment to miscellaneous operation and maintenance
expenses at first glance would connote the necessity of an attrition factor to be added to the
overall cost of capital. After a closer examination, this may not be the case. We cite numerous
issues in this case that would buffer attrition well enough without help from an additional factor.
These are:

1. The acceptance of the street lighting increases without respectively increasing the revenue
in this docket's proformed revenues.

2. We have not, as Mr. Camfield recommends in Exhibit 35, discounted the 1981 payroll
adjustment in this Report and Order for the 1 1/2 to 2 1/2% expected growth in energy (per Mr.
Holden, DR 81-86, July 1, 1981 transcript, pages 12-13). Nor have we discounted any other
proformed increase in expense as would be appropriate. As an aside, in the future, adjustments
such as these will be extremely attractive to this Commission.

3. Mr. Perry has stated through cross-examination that the new consumer information system
will act as a retardant to attrition (DR 81-86, July 2, 1981 transcript, page 12).

4. We have allowed a step increase for two major items of expense: property taxes and
payroll. In addition to these step increases, GSE will continue to employ their FAC and PPCA.
These items combined with efficient management should adequately offset any attrition that may
be found in at least the next two years (barring any extraordinary, unforseen developments).

The only proposal for an attrition factor is put forward through an exhibit represented by Mr.
Houston (DR 81-86, Exhibit H-11). The Company brief requests an increase to the overall return
in the amount of 2.2%, which is the average percentage displayed on the exhibit. The
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Commission cannot accept this as a measure of attrition for two reasons. First, our concerns for
the previously
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stated FAC and PPCA over and under collections create accounting problems, the impact
which are not adequately disclosed in the presentation of this exhibit. Second, this exhibit
displays the attrition of earned return on common equity. In fairness to ratepayers, we cannot be
expected to issue an attrition factor on overall return that is based on attrition of equity.

[8] Attrition has been defined in New Hampshire as follows (113 NH 92, 97, 98 PUR3d 253,
257):

" 'an erosion in earning power of a revenue-producing investment. This erosion is a complex
phenomenon, the result of operating expenses or plant investment, or both, increasing more
rapidly than revenues. If attrition occurs, the result would be that the rate of return realized in
the future would be below that which rates were designed to produce.’ This effect is apt to occur
in a period of comparatively high construction costs when 'new plant is being added which ... is
relatively expensive per telephone station. As the high cost plant comes into service, it tends to
increase the applicable rate base at a more rapid pace than the resultant earnings, and the rate of

return decreases accordingly' ".

The language of the Supreme Court relates to "rate of return™ and not "return on common
equity". The entire discussion in New England Telephone is on how to compensate for attrition
in the allowed rate of return. Among the avenues addressed by the Court to compensate for
attrition are an increase in the otherwise allowable rate of return or an adoption of a year-end rate
base, or a combination of both.

Attrition refers to the erosion of the overall rate of return rather than the return of equity.
Variations in interest rates and capital ratios may affect the level of overall rate of return and
return on common equity but not necessarily in the same direction or in the same degree.

This Commission interprets attrition as an erosion that occurs in the overall rate of return
despite efficient management. This Commission does not accept the standard of measuring
attrition by a reduction in the earned return on common equity. To adopt GSE's position would
effectively change regulation from offering an opportunity to earn a reasonable return to a
guarantee. The Commission has never understood its role to be to provide such a guarantee.
Furthermore, under such a system decisions by consumers to use less energy would reduce the
return only to then require additional revenue because of the loss of sales. Again, such a result
would be unjust and unreasonable.

Reductions in the return actually earned on common equity can be the result of many factors
independent of the rates set by the Commission. For this reason, as well as those discussed, the
Commission refuses to adopt as its attrition standard the erosion of the return on common equity.
Rather, the Commission will adhere to its standard of measuring attrition based on the erosion in
the overall rate of return.

The subject of incentives is a delicate one. It invariably leads to the proverbial "carrot or
stick". Are we as a Commission to award a utility for above-average performance, or are we to
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be punitive to poorly managed companies, or both? If an award or punishment, to what extent for
each?

Both GSE and CAP confronted this subject in brief. We find they both agree, that, in most
instances, NEES has shown good management practices. The Commission
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agrees that NEES has demonstrated some excellent management techniques.

The development of NEESPLAN, the encouragement of conservation, the coal conversion of
Brayton Point and their investment in nuclear projects with construction permits all demonstrate
a serious commitment to the backout of oil, both in the near and long term. The Commission
believes it reasonable to expect that NEES will continue to demonstrate leadership by purchasing
an additional share in Seabrook | or I, or both, in the very near future. Such a move will allow
the benefits of Seabrook to be further extended to New Hampshire ratepayers and replace the
loss of potential baseload capacity from the now-cancelled Pilgrim 11 unit.

A utility that shows initiative and concern that goes beyond the stockholder's interest and
encompass a minimization of costs to ratepayers, (i.e., coal conversions) can only be in the
aforementioned "carrot™ category.

At this point, however, the Commission finds it difficult to determine the incentive value to
be given simply because of a lack of precedent. We consider two hundred basis points as
presented by Mr. Houston excessive; yet, it appears some value is in order. Due to the lack of
precedent, we will develop a starting point of 50 basis points to be added to the cost of common
equity.

A utility that is deserving of this incentive will be expected to perform as well, if not better,
than it has in the past. Additionally, we expect the ratepayers of New Hampshire to see benefits
from this incentive in a tangible form, and, because this is an innovation for the period these
rates, and amendments thereto, are in effect, we will not hesitate to exercise our legal option,
under NH RSA 365:5 and withdraw this incentive if we are with the opinion a utility is no longer
warranting of it.

A. Long-Term Debt

Long-term debt was proformed by the Company at 14.00%. Mr. Lavoie in his proposal gave
a range of 14-15% for the proformed debt. Again, in rebuttal testimony, Mr. Houston reassigned
his cost for proformed debt to 17%. Finally, in brief, the Company returned to their original
14%.

We have asked Staff to calculate the net effect on return requirement for an increase in
proforma debt from 14-17%. The figures, net of tax considerations, showed a $31,000 increase
to revenue requirement, all other items being equal.

The Commission finds the proformed debt cost rate as presented in the Company brief and
by the Company witness appropriate. At the ratification of this Report, in early November, the
petition to issue this debt has not been presented to this Commission. We are not in doubt of its
forthcoming; however, we are concerned as to when the issuance is to be made. With a highly
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volatile market to enter, a debt issuance can be "cast in cement"” at any unpredictable cost. Much
depends on the timing. We have based our decision on conservative estimates with the implicit
knowledge that the Company's above-average management will enter the market at the most
opportune moment.

Additionally, the step increase for outdoor lighting revenues approved in this Report will
more than cover the $31,000 loss in revenue requirement, if the Company runs into unfavorable
market conditions while issuing this debt.

The Commission accepts the overall cost of capital computed as follows:
Page 133

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Weighted Average

Equity Component WeightCost of Cost
Cost of common equity 15.50

Incentive .50

Total 48.8% 16.00% 7.8

Debt 51.2% 10.70% 5.5

Overall Cost of Capital 13.3%

B. Revenue Deficiency

Based on all the information previously stated in this Report, the revenue deficiency is
simply calculated by plugging the accepted figures into a formula corresponding to Attachment |,
page 1 of 26 of the Company's Initial Brief. The result of such is $I,120,000.

Our Order will issue accordingly.

[Graphic(s) below may extend beyond size of screen or contain distortions.]

GRANITE STATE ELECTRIC COMPANY

Computation of Revenue Deficiency

for the Test Year Ended

December 31, 1980

(000s)

1. Rate Base
2. Rate of Return

3. Return on Rate Base
4. Plus Interest on Customer Deposits

5. Total Income Required

6. Adjusted Net Operating Income (28,100)
(-26.501)

7. Deficiency

8. State Income Tax @ .09

9 Federal Income Tax @ .46/.54

10. Revenue Deficiency

IX. RATE DESIGN
A. Outdoor Lighting
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The Commission made significant inquiries into the rates being charged under the rate
classification M, Outdoor Lighting. In GSE's most recent purchased power cost adjustment
(PPCA), the Commission criticized GSE's past practice of excluding this customer class from
being charged the costs of purchased power. The Commission noted that it was discrimination to
charge all other rate classes purchase power costs and exempt one class. Such a practice is a
direct violation of the equality of rates statute, RSA 378: 10. Furthermore, this practice largely
contributed to the Company's failure to achieve rates of return established by this Commission.
Granite State has corrected this discriminatory aspect of this rate, but unfortunately the level of
subsidization to this class still exists.

The Commission initially was aware of the subsidization accorded this rate class only
through the absence of a proper purchased power cost adjustment. However, our inquiry has
revealed
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a further subsidization in this class that exists in the basic or annual rates.

These rates have been allowed to stagnate with little or no increase for years. Granite State
Electric Company's existing rates for outdoor lighting are in many instances one-fourth or
one-fifth that charged by other utilities. Or to state this another way, the outdoor lighting rates
for other New Hampshire electric utilities are four to five times that charged by Granite State for
identical service.

This Commission recently completed a two-year study of rate design of Public Service
Company of New Hampshire. In completing that study the Commission found that all PSNH
outdoor lighting was slightly above cost and the rates were lowered. Yet these lowered PSNH
rates are many times that presently being charged by Granite State. The following table
demonstrates the difference and, in our opinion, the subsidy:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

MercuryPSNH GSE
Lumens

3,500 $105.60 $40.00
7,000 $147.00 $55.00

[9] Granite state admits that outdoor lighting customers are being subsidized and the
Company proposes to improve this situation in large step increases over the next few years. The
Commission finds the Company's proposal unpersuasive. The subsidy has lasted far too long.
Residential, commercial and industrial customers have been subsidizing the outdoor lighting
class for at least six years. Rounding the time period of subsidy to a decade is not responsible
rate-making. Nor does such a proposal allow for the proper economic signals to be sent to the
town government officials who make decisions on the type and number of outdoor lights to
install.

Another reason for a total discontinuation of the subsidy is the extremely unfair impact of
this situation on the residential ratepayer. In GSE's service territory residential ratepayers pay
more than a fair allocation as far as electricity costs.
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Since they do not receive an income tax deduction for the costs of electricity, they end up
paying more of their disposable income than they would if a more proper allocation was made to
the out-door lighting class. Furthermore, property taxes and not electricity costs are an income
tax deduction for the residential ratepayer.

Based upon this, the testimony that reveals a major subsidy, the Commission will require that
the fourth step increase or the Company's proposed 1/1/84 increase be effective immediately for
all incandescent mercury vapor, wood poles and metal poles. Sodium vapor is to receive the
smallest increase that being what was originally proposed for 7/1/81. The Commission has found
that it is in the public interest to encourage conversions to sodium vapor lights over outdated
incandescent and mercury vapor lights. Sodium vapor lights are far more energy efficient and are
in keeping with the intent and spirit of PURPA, NEES-PLAN and just and reasonable principles.

Furthermore, Granite State is to stop any further installation of incandescent or mercury
vapor lights beyond what exists presently in Granite State Electric Company's inventory unless
specific permission is received from the Commission's Chief Engineer.

B. Small Commercial G-3 Rate

The Commission's evaluation of the Company's rates results in a finding that the G-3 rate or
small commercial customer
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has been subsidizing the other customer classes. Small commercial customers' present rates
as well as the Company's proposed rates are significantly above that charged the residential
class. There has been no evidence of substance to support this differential. Consequently, the
Commission will accept a G-3 rate which consists of $5.00 as a customer charge and a flat KWH
charge of 6.671 cents per KWH. This rate design will reduce the revenues proposed by the
Company for this class by $199,165. Further this rate design will reduce present customer bills
who use less than 1000 KWH per month.

C. Residential Rate — Rate D

The customer charge proposed by Granite State Electric is $3.24 and a flat rate of 6.722%
per KWH. There is not a valid cost of service study to justify this rate structure although the rate
structure does follow the appropriate philosophy of rewarding conservation and increasing
efficiency in electrical usage.

The Commission has been reviewing the practice of customer charges and is not satisfied
that the appropriate proof has been offered to move from a $2.45 minimum charge to a $3.24
customer charge.

The Commission will return the $2.45 level and will allow the Company the discretion of it
being either a minimum or customer charge. The Commission will not sanction increased
customer charges which in essence bring back declining block rates.

The Commission will require a reduction of the proposed D rate per KWH by 0.2¢ per KWH
from the two residential usage levels under the lifeline rate.

The Commission rejects any increase to the off peak provisions of rate D. These rates are to
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remain as they were prior to the beginning of this proceeding. The Commission will also require
that the proposed customer charge for the D-10 time of day rate be reduced to $5.00. Off peak
use is to be encouraged and is and will remain a benefit to all customers.

D. Rate G-2 Large Commercial/Industrial

The Commission would require the remaining difference between proposed and approved
revenue levels, $63,967 to be used to reduce the proposed rate levels of G-2 as to minimum bill
and the demand charge. The energy charge is approved as proposed.

E. Lifeline Rates

In an attempt to reward conservation and provide a reasonable rate for essential services the
Commission adopts the following residential lifeline structure which is applicable to all rate D
bills unless otherwise noted (such as farm use):

[Graphic(s) below may extend beyond size of screen or contain distortions.]
Customer Charge $2.45

Regular Use: 4_475¢ per KWH for the First 200 KWH
8.125¢ per KWH for in excess of 200 KWH

Farm Use 5.455¢ per KWH

F. Other Rate Classes

The customer classes of T, V and farm use are to be grandfathered to existing locations and
not offered to any new customers. The economics behind
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these rate aberrations no longer justifies their extension to new customers.
Our Order will issue accordingly.

SUPPLEMENTAL ORDER

Upon consideration of the foregoing Report, which is made a part hereof; it is

ORDERED, that revisions of the Granite State Electric Company tariff, NHPUC No. 9 —
Electricity, various original pages, which were duly suspended by Order No. 14,830, dated April
7, 1981 (66 NH PUC 121), be, and hereby are, rejected; and it is

FURTHER ORDERED, that in accordance with the increase in rates authorized by this
Report and Order, Granite State Electric Company shall file new tariff pages designated in
accordance with this Commission's rate design directive setting forth therein rates designed to
produce an annual increase in gross revenues of $1,120,000; and it is

FURTHER ORDERED, that said tariff pages be filed to become effective on all bills
rendered on or after the date of this Order, such pages to carry the notation "issued in compliance
with Supplemental Order No. 15,452 in case DR 81-86"; and it is

FURTHER ORDERED, that by June 1, 1982, Granite State Electric Company shall file new
tariff pages setting forth therein, rates designed to generate an increase or decrease in revenues
equalled to known changes in payroll, payroll taxes, postage, and property taxes; such rates shall

© Public Utilities Reports, Inc., 2008 136



PURbase

be derived by an equal increase to each KWH of all rate schedules; and it is

FURTHER ORDERED, that Granite State Electric file with this Commission a plan to
surcharge customers for the difference between revenue authorized in this Order and actual
revenues collected under temporary rates since May 13, 1981; and it is

FURTHER ORDERED, that Granite State Electric and Commission Staff attempt to
determine the cost of purchased power in base rates prior to the next purchased power cost
adjustment filing. If a determination cannot be found agreeable to both parties, it will be decided
by the Commission at the next purchased power cost adjustment hearing; and it is

FURTHER ORDERED, that Granite State Electric Company tariff, NHPUC No. 9 —
Electricity, 1st Revised Page 7 and Original Page 7A be revised to eliminate the proposed $2/
KW contracted demand charge and related requirement for special demand meter, and to fully
reflect existing Commission policies for small power producers and cogenerators; and it is

FURTHER ORDERED, that the revised tariff, NHPUC No. 9 — Electricity, 1st Revised
Page 7 and Original Page 7A be submitted in full with the tariffed rate schedules designed to
produce the increase in annual revenues approved herein; and it is

FURTHER ORDERED, that Granite State Electric Company's requested $408,000 surcharge
related to the fuel adjustment clause, be, and hereby is, denied; and it is

FURTHER ORDERED, that this increase is to be applied on all bills rendered on or after
February 1, 1982.

By order of the Public Utilities Commission of New Hampshire this third day of February,
1982.

FOOTNOTE

IMcDade in DR 79-214, July 22, 1980, page 37, "I think as a general rule if you had a
situation where fuel clause revenue and expense were at variance, you would make an
adjustment in the rate case so that you would not either increase or decrease your requested
increase because of any deficiency in the fuel clause.”

NH.PUC*02/04/82*[79190]*67 NH PUC 138*Granite State Electric Company

[Go to End of 79190]

Re Granite State Electric Company
DR 81-86, Fourth Supplemental Order No. 15,474
67 NH PUC 138
New Hampshire Public Utilities Commission
February 4, 1982
ORDER directing company to apply credit to reflect overcollection of purchased power costs.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, this Commission by its Order No. 15,140 (66 NH PSC 381) authorized the
Granite State Electric Company to recover through its PPCA W-3(S) the increased cost of
purchased power from its supplier, New England Power Company; and

WHEREAS, that PPCA W-3(S) resulted from settlement of the wholesale case at a lesser
level than that which had prompted the earlier authorized PPCA W-3(C) from which it now
appears that excesses were collected during the months of June, July, August and September
1981, and

WHEREAS, the excesses from said months have been refunded to Granite State Electric
Company along with appropriate interest, and that Company proposes to return these in the form
of a credit to consumers during the February 1982 billing cycle; and

WHEREAS this Commission finds that such credit for overcollection and associated interest
thereon is in the public good,; it is hereby

ORDERED, that Granite State Electric Company establish a one-time credit of $0.00073 to
be applied to all February 1982 billings ($28,858 divided by the estimated sales of 39,204,000
KWH); and it is

FURTHER ORDERED, that Granite State Electric Company provide to this Commission a
full accounting of the monies refunded via such credit no later than April 15, 1982; and it is

FURTHER ORDERED, that customers be provided an explanation of this credit via the
Company's choice of bill insert or one-time newspaper advertisement.

By order of the Public Utilities Commission of New Hampshire this fourth day of February,
1982.

NH.PUC*02/05/82*[79191]*67 NH PUC 139*Public Service Company of New Hampshire

[Go to End of 79191]

Re Public Service Company of New Hampshire

Intervenors: Community Action Program, Office of Consumer Advocate, and Legislative Utility
Consumers' Council

DR 81-87, 11th Supplemental Order No. 15,477
67 NH PUC 139
New Hampshire Public Utilities Commission
February 5, 1982
ORDER directing power company to pursue one of several options concerning a nuclear power
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plant to improve the company's financial status.

APPEARANCES: Martin L. Gross and Eaton W. Tarbell, Jr., for Public Service Company of
New Hampshire; Gerald Eaton for Community Action Program; and Gerald L. Lynch, Consumer
Advocate - Legislative Utility Consumers' Council.

BY THE COMMISSION:
COMMISSION'S RESPONSE TO PSNH'S MOTION FOR CLARIFICATION

The Public Service Company of New Hampshire has filed a Motion for Clarification as to the
Commission's Report and Order No. 15,424 (67 NH PUC 25). The Commission perceives the
Motion as seeking direction from the Commission as to where the Commission places its
priorities as to the various options raised in the latter part of the Report.

The Commission stated in the Report that clearly a major choice had to be undertaken by
PSNH if it was to achieve the necessary financial flexibility to continue its ambitious
construction program. Nothing has changed to alter the necessity of implementing a major
change.

The five options set forth by the Commission in its Order are as follows:
1. Selling additional shares of ownership in both Seabrook Units.

2. Selling shares in only one of the Units.

3. Delaying one of the Units.

4. Delaying both of the Units.

5. Cancelling one of the Units.

The Commission believes that these options are listed in order of preference with the
divestiture of an interest in both units being the most preferred option.

Or to state our priority system another way, the commission does not believe that
cancellation of Seabrook Unit Il is an acceptable method to resolve its concern for PSNH's future
financial situation except as the last resort and only if the other four options fail or no other
option arises. The New England Region's need to dramatically reduce its dependence on oil fired
generation, together with New Hampshire Legislature's mandate to timely and promptly
complete both Seabrook Units, require
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this option to be relegated to the role of last resort.

After this option is the next least desirable options of delay. Delay of Sea-brook I is
untenable due to its high level of completion. Obviously, an avoidable delay in construction of
Seabrook 11 is not in the interest of ratepayers or stockholders due to the consequent and
substantial increase in construction costs and if such delay can be avoided consistent with the
Commission's concern for the Company's future financial status. After all, the Commission has
issued no order which would require the shutdown of construction on Seabrook Il and does not
intend to do so if satisfactory progress can be made by PSNH in reducting its ownership interest
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in the Sea-brook project.

What the Commission has done is to state that no further financings for Sea-brook Il would
be approved until there was a positive and bona fide response for additional Seabrook ownership
by the other utilities to buy into Seabrook. Obviously, if other utilities wish to incur additional
costs due to delay because they fail to adhere to the NEPOOL agreement that is certainly their
choice. However, let it clearly be recognized that we specifically find the NEPOOL agreement is
being violated by most New England utilities.

The Commission is prepared to facilitate PSNH's reduction of ownership interest in either or
both of the Seabrook Units, which the Commissin recognizes as the most appropriate course to
be followed. In the event of a bona fide positive response by other utilities to PSNH's efforts to
reduce its ownership interests and the current burden of Unit Il construction and sustained
progress in achieving these goals, the Commission would be prepared to suspend that portion of
Order No. 15,424 which would prevent use of the proceeds of financings for continued work on
Seabrook Unit I, pending sucessful completion of the transaction, in order to perserve the value
of those transactions.

Notwithstanding the Commission's belief that a reduction of PSNH's Sea-brook ownership
and the broadening of that ownership is in the best interests of the Company and the region, in
the event that prompt substantial progress is not made in that direction, the Commission will be
forced to continue with its Order No. 15,424 and prohibit use of the proceeds for use: on the
second Seabrook Unit. Such a scenario would quickly lead to a delay of Seabrook 1.

The fate of Seabrook 11 is in the hands of the other utilities. If other utilities don't wish an
additional ownership interest and thus reject the NEPOOL agreement then the Commission will
have adequately explored this option. The Commission is attempting to discover which options
are viable and which ones are not.

To further clarify what we mean by a bona fide positive response by other utilities and
prompt substantial progress, we give the following guidance. First, any oral promise to buy
additional ownership does not qualify as being a bona fide response. Second, attempts to extort
ownership interests in Merrimack | and Il or the Yankee Units is not a positive response. Third,
purchase of an ownership interest for a set level of years with some responsibility for financings
now is a bona fide positive response. Fourth, short time periods for responses must be kept
throughout the negotiation to quality as prompt substantial progress.

The Commission will be happy to provide additional guidance if requested.
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However, the strength of our convictions to provide greater financial flexibility to PSNH by
reducing its construction related financial obligations should be clearly understood.

The Commission also has not altered its test set forth in Commission Report and Order Nos.
13,759 (64 NH PUC 262) and 13,817 (64 NH PUC 315) in DF 79-100-6205. In those Orders the
Commission noted that PSNH would be provided an opportunity to demonstrate either that
previous ownership adjustments were not made at less than full cost or that the Company has
received some other consideration in exchange. Nothing in Report and Order No. 15,424
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impaired or prejudiced PSNH's rights. Nor did anything in that Report and Order alter the
consumers' right that a presumption exists that the costs will not be passed on to ratepayers if full
cost was not received.

The Commission's language in the Report was very strong. The Commission clearly
established that the other New England utilities have not been supportive of either PSNH or the
Seabrook project. PSNH's response is that the New England utilities were only a problem three
years ago. The Commission disagrees. In terms of financing, PSNH has sought assistance from
its partners only to be confronted with its partners asking an interest rate of prime plus 2% or its
ownership interest in the Yankee nuclear units. PSNH would be wise to turn its concern where it
belongs; namely, the other New England Utilities and not this Commission.

The Company has expressed concern over the language of the Report. The Report does not
challenge PSNH's presentations before this Commission. Nor do we challenge their honesty.
Rather, the Commission was confronted with conflicting signals from PSNH as to whether they
were seeking to hold a 28% or 35% interest in Seabrook. The Company was sending mixed
signals.

The Commission believes that PSNH management had begun to believe that a 35%
ownership level was do-able. The rejection of two offers to buy additional Seabrook shares
would tend to support this conclusion. Subsequent submissions of financial cash flow models
showing a 35% level, as obtainable would also support the assumption that PSNH had embarked
upon a 35% ownership. It was this conclusion and these financial models the Commission found
to be untenable. The Commission could not reconcile PSNH's previous history of honesty and
candor with this new 35% scenario. It certainly was not feasible.

The Commission's harshest comments as to PSNH are reserved for these most recent
forecasts that revealed proposed cash requirements of $1.3 billion, which the Commission found
to unlikely of achievement.

Our Order will issue accordingly. SUPPLEMENTAL ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that the incorporated report sets forth the Commission's priorities as to options
set forth in Report and Order No. 15,424; and it is

FURTHER ORDERED, that PSNH is to pursue these options beginning with the most
desirable so as to alleviate the Commission's concern relating to finance flexibility.

By order of the Public Utilities Commission of New Hampshire this fifth day of February,
1982.

NH.PUC*02/05/82*[79192]*67 NH PUC 142*Kearsarge Telephone Company

[Go to End of 79192]

Re Kearsarge Telephone Company
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DR 81-249, Order No. 15,481
67 NH PUC 142
New Hampshire Public Utilities Commission
February 5, 1982

ORDER implementing accounting changes for inside wiring and increasing station connection
charge.

1. ACCOUNTING, § 54 — Telephone — Changes — Inside wiring — Flash-cut method.

[N.H.] The flash-cut rather than the phase-in method of accounting change was used to
transfer inside wiring costs from being capitalized to being expensed. p. 143.

2. ACCOUNTING, § 54 — Telephone — Changes — Flash-cut method.

[N.H.] The flash-cut method of implementing accounting changes for inside wiring was held
to be preferable to the phase-in method because the phase-in method would have required
considerable additional return on the embedded costs remaining in rate base. p. 143.

3. RATES, 8§ 257 — Kind and forms of rates and charges — Service connection charge.

[N.H.] To cover the costs incurred as a result of expensing, rather than capitalizing, the cost
of inside wiring, the commission increased the station connection charge. p. 145.

BY THE COMMISSION:
REPORT

On September 1, 1981, Kearsarge Telephone Company (hereinafter referred to as "The
Company") filed with this Commission its proposed revised NHPUC tariff No. 5 — Telephone,
Section 3, Sheet 8A; Section 4, Sheets 1, 2, 3, 4, 5, 5A, 5A1, 5A and 6. These proposed tariff
pages were designed to reflect an alteration by the Federal Communications Commission
(F.C.C.) in its Uniform System of Accounts (said accounting system being adopted by the New
Hampshire Public Utilities Commission as of January 1, 1969). These accounting changes were
adopted in F.C.C. Docket No. 79-105 and provide for the expensing of the inside portion of the
station connection costs, those costs formerly being capitalized. The change was based on the
findings in principle that the burden of all costs associated with station connections should be
placed on the causative ratepayer rather than all ratepayers, both present and future. The
accounting change further requires that telephone companies separate the costs between outside
and inside wiring with the former continuing to be capitalized and the latter to be expensed. The
Company has submitted a cost study which indicates that 80% of station connection costs are
attributable to inside wire and the balance (20%) attributable to outside wire. Those percentages
were used to estimate the annual expense charge which is caused by this accounting revision.

In direct testimony, Company witness G. Geoffrey Lindemer presented an estimated annual
increase in station maintenance
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costs of $72,128. He then offset this expense by the net estimated decrease in outside wire
depreciation (from 9.92% to 5%), as recommended in the F.C.C. Order, over the increase in
expense from a 10% amortization of embedded inside wire costs. This net amount equalled a
$29,580.00 decrease in depreciation and amortization costs. The resultant annual increase in
expense was $42,548.00.

Mr. Lindemer further explained that $28,933.00 of this increase will be reduced through the
Company's toll cost settlement procedures. The toll cost settlement is a procedure through which
the Company's assets and expenses are divided between local service and long-distance service;
the latter is considered the toll portion. Independent telephone companies in New Hampshire,
such as Kearsarge Telephone Company, that are on a "cost settlement™ basis with New England
Telephone and Telegraph Company (N.E.T.) have the toll portion of operating expenses
reimbursed immediately by N.E.T. In addition, the toll portion of the investment in rate base
achieves an agreed return from N.E.T.

[1] The final estimation of costs to be passed on to local service customers within the
jurisdiction of this Commission was $13,615.00 using the "flash-cut" method for an accounting
change. The F.C.C. has provided that individual state jurisdictions have an option to implement
the station connection charge on a "flash-cut” or "phase-in" basis. The flash-cut method would
increase rates based on the immediate transfer of inside wiring costs from being capitalized to
being expensed.

[2] The phase-in approach would enable the Company to defer the full impact of the change
over a four-year period. After changing the Company's calculation of depreciation for outside
wire from 9.92% to 5%, their witness's analysis shows that annual expense will decrease by
$2,830.00 in the first year and increase thereafter by $4,384.00 in the second year, $11,019,00 in
the third year, and $17,077.00 in the fourth year. In addition, Mr. Lindemer continued his
Exhibit 2 to complete a 14-year analysis. The final analysis revealed a $9,810.00 increase in
expenses using phase-in versus flash-cut. For prior cases with like telephone companies, Staff
has made their own analysis. They have concluded that there will be approximately equivalent
expenses over a 13-year period with both methods. However, they have determined that
additional embedded costs, remaining in rate base with the phase-in method, would require a
considerable additional return over the same period. Therefore, the Commission will allow the
Company to use "flash-cut™ as it appears to be in the consumers' and company's best interest. The
only caveat this Commission has with the accounting method is that the Company must book the
change as proposed, with a 5% depreciation rate on the remaining and future outside wire
portion of station connections and a 10-year amortization of the embedded cost of inside wire.

As set forth by the F.C.C.:

"Our primary objection in this proceeding emanated from our desire to have these costs
borne by the immediate cost causative customer. At first glance, we believed that expensing
would accomplish this goal. However, our analysis in this proceeding has indicated that
expensing alone would not accomplish this. Rather, it would only assure that the burden was
placed on all customers at the time the expenditures were made (as opposed to present and future
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customers
Page 143

when the costs are capitalized). Expensing, coupled with appropriate tariff action by the state
commissions, would, for the most part, impose this cost on the cost causative customer.” (F.C.C.
Docket No. 79-105, RM-3017, at p. 10 Par 33.)

In this spirit, the Company has requested changes in the rates for service connection charges
in the amount of $25,466.50. To support the rate change, the Company witness, Mr. Gerard P.
Guertin, Jr., presented a cost study entitled Multi-Element Service Cost Study. Through direct
testimony, Mr. Guertin described this as a study of 16 rural operating telephone companies
located in Wisconsin, and purported the parallels that could be found between Meriden
Telephone Co. and the companies used in the study. Staff brought out numerous issues regarding
this study and the level of rates requested. One main concern of Staff's was the Company's
request for an increase of $25,466.50, yet only justifying in testimony increased costs of
$13,615.00, or an unsubstantiated difference of $11,851.00. Further, Staff questioned the
Company's need for this excess adjustment in light of its return achieved on common equity,
17% (DR 81-250, TR.62).

The final Company witness, Mr. Robert J. Collins, submitted direct testimony that broached
these subjects. In his testimony, he represented that the study used in developing rates as Mr.
Guertin presented is based on a level of costs for materials and labor, which is expected to
increase in the future. In addition to this, he stated that the suppression of service requests due to
the proposed increase in station connection rates was not taken into consideration in computing
the rate level. These two items combined with the uncertainty of toll revenue in the future will
quickly erode any excessive revenues that may be designed into the station connection's rate
structure. We will accept this with two conditions; first, the approved increased rate level of
$13,615.00 will be effective as of the ratification of this order. However, the Company will start
booking the approved accounting change as of the F.C.C. prescribed October 1, 1981 starting
date. Second, Staff is to use the Company's filed quarterly reports to periodically monitor the
Company's earned return. If an excessive return, such as reported during the hearing, perpetuated
the Commission may see fit under R.S.A. 365:5 to initiate a review of the Company's entire rate
structure.

As a result of the study preserved by Mr. Guertin, he has proposed new rates for station
connection related costs broken down by element and subscriber class as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Element ResidenceBusiness
1. Service Order:

a. Initial $ 9.00 $12.00
b. Subsequent 7.00 7.00
c. Record 5.00 5.00
2. Central Office Work Charge 5.00 5.00
3. Line Connection Work Charge 10.00 10.00
4. Wiring 12.00 15.00
5. Connecting Device 4.00 4.00
6. Station Set Handling 3.00 3.00
7. Premises Visit 10.00 10.00
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Staff questioned the $10.00 charge for Element #3. In cross-examination of Mr. Guertin,
Staff pointed out the cost study displayed a $17.00 weighted cost of this element which seemed
over compensated by the charge proposed when it was considered that, with new installations, a
portion of this cost will be capitalized. In written correspondence to Staff, the Company agreed
on a lower charge of $8.00 for this element. The Commission will accept this lower rate.
However, the Commission has considered the proposed re-establishment of service rates and
have determined them excessive. Citing the study by Mr. Guertin, it appears the cost of this
activity (DR 81-249, Ex. 1, Attachment B, at 1) has been adequately reimbursed with the prior
rate of $10.00 without a premise visit and $15.00 with. Additionally, we will exclude the $5.00
surcharge. The Company will be requested to adjust their tariff accordingly. Hc. [3] Inasmuch as
this Commission is in agreement with the aforementioned quote from F.C.C. Docket No. 79-105,
we will approve the proposed rates inclusive of the agreed change in Element #3, and the
required change for reestablishment of service. It is our hope that this application will effectively
pass the increased station connection on to the proper cost causer.

The Company will file an accounting of the final figures used to book the split between
inside/outside wire as of October 1, 1981.

Our Order will issue accordingly.
ORDER
Based upon the foregoing Report which is made a part hereof; it is

ORDERED, that Section 3, First Revised, Sheet 8A, and Section 4, Second Revised contents,
Sheets 6 revised Sheet I, Third revised Sheet 2, Fifth revised, Sheet 3, Second revised, Sheet, 4,
Second revised, Sheet 5, Original sheet 5a-1, Original Sheet 5a-2, and Third revised sheet, 6 of
the Kearsarge Telephone Company tariff NHPUC No. 5 — Telephone be and hereby are
accepted; and it is

FURTHER ORDERED that Section 4, First revised, Sheet 5a, be and hereby is rejected; and
itis

FURTHER ORDERED, that Kearsarge Telephone Company file with this Commission for
effect on the date of this Order, a new Section 4, Second revised, Sheet 5a, said sheet to reflect
the rates proposed in company's first revised sheet 5a, with the following exception:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Element 3: Line Connection$8.00 (residents and business)

E. Re-establishment of Service

2. A service charge ... so interrupted.

IT a premise visit is required, the service

restoration charge is $15.00

and it is

FURTHER ORDERED, that the request for a surcharge of $5.00 for service restoral at timers
other than business hours is denied; and it is
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FURTHER ORDERED, that Kearsarge Telephone Company give public notice of this Order
by a one time publication of the approved service connection charges.

By Order of the Public Utilities Commission of New Hampshire this fifth day of February,
1982.

NH.PUC*02/05/82*[79193]*67 NH PUC 146*Meriden Telephone Company

[Go to End of 79193]

Re Meriden Telephone Company
DR 81-250, Order No. 15,482
67 NH PUC 146
New Hampshire Public Utilities Commission
February 5, 1982

ORDER implementing accounting changes for inside wiring by the flash-cut method and
increasing station connection charges.

1. ACCOUNTING, § 54 — Telephone — Changes — Inside wiring — Flash-cut method.

[N.H.] The flash-cut method, rather than the phase-in method, was adopted to implement
accounting changes that expensed rather than capitalized inside wiring on the grounds that to do
so would avoid additional return on embedded costs and thus be in the best interests of
consumers. p. 147.

2. RATES, § 257 — Kinds and forms of rates and charges — Service connection charge.

[N.H.] Station connection rates were increased to cover the cost of expensing inside wiring
costs on the grounds that such action attributed expenses to the proper cost causer. p. 148.

BY THE COMMISSION:
REPORT

On September 1, 1981, Meriden Telephone Company (hereinafter referred to as "The
Company") filed with this Commission its proposed revised NHPUC tariff No. 4 — Telephone,
Section 3, Sheets 1, 2, 3, 3-1, 3-2, 3-3, 3-4 and D-4. These proposed tariff pages were designed
to reflect an alteration by the Federal Communications Commission (F.C.C.) in its Uniform
System of Accounts (said accounting system being adopted by the New Hampshire Public
Utilities Commission as of January 1, 1969). These accounting changes were adopted in F.C.C.
Docket No. 79-105 and provide for the expensing of the inside portion of the station connection
costs, those costs formerly being capitalized. The change was based on the findings in principle
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that the burden of all costs associated with station connections should be placed on the causative
ratepayer rather than all ratepayers, both present and future. The accounting change mandated
that the policy be placed into effect as of October 1, 1981.

The accounting change further requires that telephone companies separate the costs between
outside and inside wiring with the former continuing to be capitalized and the latter to be
expensed. The Company has submitted a cost study which indicates that 73% of station
connection costs are attributable to inside wire and the balance (27%) attributable to outside
wire. Those percentages were used to estimate the annual expense charge which is caused by the
accounting revision.

In direct testimony, Company witness. G. Geoffrey Lindemer, presented an estimated annual
increase in station maintenance costs of $7,574. He then
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offset this expense by the net estimated decrease in outside wire depreciation (from 9.92% to
5%), as recommended in the F.C.C. Order, over the increase in expense from a 10% amortization
of embedded inside wire costs. This net amount equalled a $181.00 decrease in depreciation and
amortization costs. The resultant annual increase in expense was $7,393.00.

Mr. Linemer further explained that $5,545.00 of this increase will be reduced through the
Company's toll cost settlement procedures. The toll cost settlement is a procedure through which
the Company's assets and expenses are divided between local service and long-distance service,
the latter is considered the toll portion. Independent telephone companies in New Hampshire,
such as Meriden Telephone Company, that are on a "cost settlement™ basis with New England
Telephone & Telegraph Co. (N.E.T.) have the toll portion of operating expenses reimbursed
immediately by N.E.T. in addition, the tool portion of investment in rate base achieves an agreed
return from N.E.T.

The final estimation of costs to be passed on to local service customers within the
jurisdiction of this Commission was $1,848.00 using the "flash-cut" method for an accounting
change. The F.C.C. has provided that individual state jurisdictions have an option to implement
the station connection charge on a "flash-cut” or "phase-in" basis. The flash-cut method would
increase rates based on the immediate transfer of inside wiring costs from being capitalized to
being expensed. The phase-in approach would implement this change over a four-year period.

[1] The phase-in approach would enable the Company to defer the full impact of the change
over a four-year period. After changing the Company's calculation of depreciation for outside
wire from 9.92% to 57%, their witness's analysis shows that annual expense will only increase
by $499.00 in the first year, $1,091.00 in the second year, $1,636.00 in the third year, and
$2,132.00 in the fourth year. In addition, Mr. Lindemer continued his Exhibit 2 to complete a
14-year analysis. The final analysis revealed a $806 increase in expenses using phase-in versus
flash-cut. For prior cases with like telephone companies, Staff has made their own analysis. They
have concluded that there will be approximately equivalent expenses over a 13-year period with
both methods. However, they have determined that additional embedded costs, remaining in rate
base with the phase-in method, would require a considerable additional return over the same
period. Therefore, the Commission will allow the Company to use "flash-cut” as it appears to be
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in the consumers' and company's best interest. The only caveat this Commission has with the
accounting method is that the Company must book the change as proposed, with a 5%
depreciation rate on the remaining and future outside wire portion of station connections and a
10-year amortization of the embedded cost of inside wire.

As set forth by the F.C.C.:

"Our primary objective in this proceeding emanated from our desire to have these costs borne
by the immediate cost causative customer. At first glance, we believed that expensing would
accomplish this goal. However, our analysis in this proceeding has indicated that expensing
alone would not accomplish this. Rather, it would only assure that the burden was placed on all
customers at the time the expenditures were made (as opposed to present and future customers
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when the costs are capitalized). Expensing, coupled with appropriate tariff action by the state
commissions, would, for the most part, impose this cost on the cost causative customer." (F.C.C.
Docket No. 79-105, RM-3017, at p. 10 Par 33.)

[2] In this spirit, the Company has requested changes in the rates for service connection
charges in the amount of $2,243.00. To support this rate change, the Company witness, Mr.
Gerard P. Guertin, Jr., presented a cost study entitled Multi-Element Service Cost Study. Through
direct testimony, Mr. Guertin described this as a study of 16 rural operating telephone companies
located in Wisconsin, and purported the parallels that could be found between Meriden
Telephone Co. and the companies used in the study. Staff brought out numerous issues regarding
this study and the level of rates requested. One main concern of Staff's was the Company's
request for an increase of $2,243.00, yet only justifying in testimony increased costs of
$1,848,00, or an unsubstantiated difference of $395.00. Further, Staff questioned the Company's
need for this excess adjustment in light of its extraordinary return achieved on common equity,
22 to 23 percent (DR 81-250, TR. 62).

The final Company witness, Mr. Robert J. Collins, submitted direct testimony that broached
these subjects. In his testimony, he represented that the study used in developing rates as Mr.
Guertin presented is based on a level of costs for materials and labor, which is expected to
increase in the future. In addition to this, he stated that the suppression of service requests due to
the proposed increase in station connection rates was not taken into consideration in computing
the rate level. These two items combined with the uncertainty of toll revenue in the future will
quickly erode any excessive revenues that may be designed into the station connection's rate
structure. We will accept this with two conditions: first, the approved increased rate level of
$2,243.00 will be effective as of the ratification of this order. However, the Company will start
booking the approved accounting change as of the F.C.C. prescribed October I, 1981 starting
date. Second, Staff is expected to use the Company's filed quarterly reports to periodically
monitor the Company's earned return. If an excessive return, such as reported during the hearing,
perpetuates, the Commission may see fit under R.S.A. 365:5 to initiate a review of the
Company's entire rate structure.

As a result of the study preserved by Mr. Guertin, he has proposed new rates for station
connection related costs broken down by element and subscriber class as follows:
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

Element ResidenceBusiness
1. Service Order:

a. Initial $ 9.00 $12.00
b. Subsequent 7.00 7.00
c. Record 5.00 5.00
2. Central Office Work Charge 5.00 5.00
3. Line Connection Work Charge 10.00 10.00
4. Wiring 12.00 15.00
5. Connecting Device 4.00 4.00
6. Station Set Handling 3.00 3.00
7. Premises Visit 10.00 10.00
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Staff questioned the $10.00 charge for Element #3. In cross-examination of Mr. Guertin,
Staff pointed out the cost study displayed a $17.00 weighted cost of this element which seemed
over compensated by the charge proposed when it was considered that, with new installations, a
portion of this cost will be capitalized. In written correspondence to Staff, the Company agreed
on a lower charge of $8.00 for this element. The Commission will accept this lower rate.

Inasmuch as this Commission is in agreement with the aforementioned quote from F.C.C.
Docket No. 79-105, we will approve the proposed rates inclusive of the agreed change in
Element #3. It is our hope that this application will effectively pass the increased station
connection expense on the proper cost causer.

The Company will file an accounting of the final figures used to book the split between
inside/outside wire as of October |, 1981.

Our Order will issue. accordingly.
ORDER
Based on the foregoing Report which is made a part hereof; it is

ORDERED, that Section 4, Second Revised Sheet |, Second Revised Sheet 2, Second
Revised Sheet 3, First Revised 3-1, Original Sheet 3-3, Original Sheet 3-4, and Section 3 Second
Revised Sheet D-4 of the Meriden Telephone Company Tariff, NHPUC No. 4 — Telephone, be
and hereby are accepted; and it is

FURTHER ORDERED, that Section 4 First Revised Sheet 3-2, be and hereby is rejected,;
and it is

FURTHER ORDERED, that Meriden Telephone Company, file with this Commission for
effect on the date of this Order, a new Section 4 Revised Sheet 3-2, said sheet to reflect the rates
proposed in company's First Revised Sheet 3-2 with the following exceptions:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Element 3 Line Connection work charge$8.00 (residential and business)

and it is

FURTHER ORDERED, that Meriden Telephone Company give public notice of this Order
by a one time publication of the approved service connection charges.
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By Order of the Public Utilities Commission of New Hampshire, this fifth day of February,
1982.

NH.PUC*02/08/82*[79194]*67 NH PUC 149*Northern Ultilities, Inc.

[Go to End of 79194]

Re Northern Utilities, Inc.
DF 82-24, Order No. 15,476
67 NH PUC 149
New Hampshire Public Utilities Commission
February 8, 1982
ORDER authorizing utility company to renew notes.
Page 149

BY THE COMMISSION:
ORDER

WHEREAS, Northern Utilities, Inc., a New Hampshire corporation having its principal place
of business in Portsmouth, New Hampshire, and operating as a gas utility under the jurisdiction
of this Commission, on January 27, 1982, filed with this Commission a petition to extend the
$8,000,000 short-term borrowing limitation from 12/31/81 as ordered in Order No. 14,592 issued
12/01/80 (65 NH PUC 605); and

WHEREAS, expiration of Order No. 14,592, places the Company under Supplemental Order
No. 7,446, which authorizes the Company to issue and have outstanding aggregate short-term
indebtedness in amount not to exceed 10% of its net fixed capital account rounded to the next
highest $10,000; and

WHEREAS, as of 11/30/81, the net fixed capital of the Company computed from its balance
sheet was $22,023,734; and

WHEREAS, as of 12/31/81, the Company in fact had $5,600,000 of short-term notes
payable; and

WHEREAS, such extension is in the public good,; it is

ORDERED, that Northern Utilities, Inc., be, and hereby is, authorized to issue and sell, and
from time to time renew, for cash its note or notes payable less than 12 months after the date
thereof in an aggregate principal amount not exceeding $8,000,000; and it is

FURTHER ORDERED, that authority to renew these rates up to an aggregate amount of
$8,000,000 shall expire as of 12/31/82, at which time the aggregate limit will again be governed
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by the Commission's Supplemental Order No. 7,446; and it is

FURTHER ORDERED, that the notes shall bear interest at the most economical rates the
Company can obtain; and it is

FURTHER ORDERED, that the Company shall endeavor through all channels to reduce or
delay its borrowings until the prime rate has dropped significantly; and it is

FURTHER ORDERED, that on or before January 1 and July 1 of each year, the Company
shall file with this Commission a detailed statement, duly sworn by its Treasurer, showing the
disposition of the proceeds of the notes herein authorized until the expenditures of the whole of
said proceeds shall have been fully accounted for.

By order of the Public Utilities Commission of New Hampshire this eighth day of February,
1982.

[Go to End of 79195]

Re Granite State Electric Company
DR 81-86, Fifth Supplemental Order No. 15,479
67 NH PUC 151
New Hampshire Public Utilities Commission
February 8, 1982

ORDER directing company to apply credit received from its supplier as a refund of purchased
power costs.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, Commission Order No. 15,474 issued February 4, 1982 (67 NH PUC 138),
authorized the Granite State Electric Company to credit its customers' February bills with monies
it had received from its supplier as a refund in purchased power cost; and

WHEREAS, that Order was received too late to be implemented with the first two billing
cycles of February; it is hereby

ORDERED, that Granite State Electric Company apply the credit of $0.00074 per KWH to
those bills rendered to customers of billing cycles 1 and 2 during March 1982.

By order of the Public Utilities Commission of New Hampshire this eighth day of February,
1982.
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Re Lifeline Rates
Intervenor: VVolunteers Organized in Community Education
DP 80-260, Sixth Supplemental Order No. 15,480
67 NH PUC 151
New Hampshire Public Utilities Commission
February 8, 1982
MOTION for rehearing on lifeline rates denied.

1. PROCEDURE, 8§ 34 — Rehearings — Time limitation.

[N.H.] Motions for rehearings on final commission orders must be filed within twenty days
after the decision is made by the commission under N.H. Rev Stat Ann § 541.3. p. 53.

2. RATES, § 72.1 — Jurisdiction of state commissions — Statutes — Federal legislation —
Public Utility Regulatory Policies Act — Lifeline rates.

[N.H.] The commission decided that hearings held on lifeline rates complied with Public
Utility
Page 151

Regulatory Policies Act requirements where: (1) the proceeding was open to the public; (2)
parties were given notice; (3) opportunities to present testimony, rebuttal evidence, and
cross-examination were provided; (4) the report and order were written and based on evidence
appearing in hearing transcripts; and (5) a statutory mechanism existed for judicial review. p.
153.

3. RATES, 8§ 125 — Reasonableness — Ability to pay — Lifeline rates.

[N.H.] The commission held that it acted within its discretion in setting 200 kilowatt-hours
per month as a block for lifeline service. p. 154.

BY THE COMMISSION:
REPORT
I. PROCEDURAL HISTORY

Section 114 of the Public Utility Regulatory Policies Act of 1978 (PURPA) requires that
within two years after the enactment of that Act, state regulatory commissions shall determine,
after an evidentiary hearing, whether a lower rate for the essential needs of residential consumers
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(i.e., a "lifeline" rate) should be implemented. In accordance with this provision, the Commission
sent an order of notice apprising all interested parties of its intention to hold hearings in the
matter of lifeline rates.

Pursuant to the Investigation into Lifeline Rates (DP 80-260) the Commission issued a
Report and Order No. 14,872 on April 30, 1981 (66 NH PUC 166), which was based on four
days of hearings and 457 pages of sworn testimony with 13 exhibits and briefs filed by the
various parties and Staff. The Report summarized the Commission's findings and set forth the
legal basis for the adoption of a lifeline rate in New Hampshire. The Commission chose a
non-targeted rate for all residential customers; the level of usage to which this rate was
applicable set at 200 KWH per month. The Order further stated that additional hearings will be
held to consider the implementation of this lifeline rate by each of the utilities. It was further
ordered that any revenue lost because of the lifeline tariff was to be spread evenly on a per-KWH
basis to all other usage levels within the residential class.

Because of the specialized nature of utility ratemaking and rate design and the fact that retail
tariffs are unique to each utility, the Commission Staff, the electric utilities and the consumer
intervenors took part in negotiations in the Fall of 1981, which culminated in an agreement
among all parties, except VOICE, as to the implementation of the lifeline order on a
utility-by-utility basis.1(17)

On November 27, 1981, almost seven months after the April 30, 1981 Order, VOICE
(Volunteers Organized In Community Education) a party to the original proceedings, filed a
motion for rehearing and further hearings on DP 80-260. The substance of VOICE's motion was
that: (a) the record in the docket contained little or no competent evidence concerning the level
at which lifeline rates should be established; (b) the record contained no support for the
Commission's order in regard to the appropriate recovery method for any loss of revenues; (c)
that the Commission had not yet ordered further hearings on DP 80-260, but instead held
informal settlement hearings in October (in which VOICE participated) and that such a
procedure contravened PURPA;

Page 152

(d) the above actions violated VOICE's rights to adequate hearings under PURPA and the
state and federal constitutions; and () VOICE requested that further hearings be ordered to
investigate the above issues and other issues which it deemed had not been adequately addressed
in this docket to date.

In response to VOICE's motion, the Business and Industry Association (BIA) another party
to the above-captioned proceedings filed an objection to VOICE's motion for rehearing and
further hearings on the grounds that VOICE's motion was not filed until long after the statutory
period of 20 days within which motions for rehearing must be filed (RSA 541:3). BIA also
asserted that VOICE is not raising any new matters in their motions which require further
hearings.

The Commission regrets the fact that a substantial amount of time has passed since these
motions were filed. However, the unique nature of the VOICE motion, as well as the present
heavy docket load facing the Commission, made it impossible for more expeditious action. It is
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anticipated that this order will clarify the status of proceedings regarding the implementation of
lifeline rates.

Il. THE VOICE MOTION FOR REHEARING

[1] The BIA is correct; motions for rehearing are governed by RSA 541:3 and must be filed
within 20 days after any decision or order made by the Commission. VOICE's motion for
rehearing on the level of usage to which the lifeline block is applied (200 KWH) and the manner
of recovery were final orders and, therefore, ripe for review within the statutory time limits of
RSA 541:3. The Commission's order referred to further hearings, which would be held regarding
the application of the established lifeline rate to the various utilities; it was not the Commission
intention, nor could any reading of the order indicate, that the further hearings would address the
appropriateness and feasibility of the three determinations set forth in the Report and Order.2(18)
Review of the items set forth in VOICE's motion for rehearing was appropriate, if ever, within
the statutory provisions of RSA, Chapter 541. VOICE by its petition of November 27, 1981,
seeks in part a rehearing of issues that should have been addressed within 20 days of the
Commission's order and to that extent VOICE's motion is denied.

I11. THE COMMISSION'S ACTIONS HAVE MET OR EXCEEDED THE REQUIREMENTS
OF SECTION 114 OF PURPA

[2] In spite of the fact that VOICE is estopped by the provisions of RSA 541:3 from bringing
a motion for rehearing on the April 30, 1981 order, the Commission is nevertheless concerned
with the serious allegations in the VOICE motion that the order did not have a basis in the record
and that the Commission failed to provide a proper evidentiary hearing as required by Section
114 of PURPA and the state and federal constitutions. The Commission has already devoted
much Staff time and resources to the question of the appropriateness of lifeline rates in New
Hampshire. Last year four days
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were devoted to public hearings and several informal sessions were held by Staff with
representatives of both utilities and consumer intervenor groups in an effort to develop the most
efficient and equitable method of implementing lifeline rates. In light of all of this, the
Commission feels it is necessary to address the merits of the VOICE motion, which alleges that
the order issued April 30, 1981 was not a product of an evidentiary hearing or based on the
record.

Section 114 of PURPA provides that state regulatory commissions must determine after an
evidentiary hearing whether a lower rate for the essential needs of residential customers than a
rate calculated according to cost of service principles should be implemented. This Commission
provided an evidentiary hearing in accordance with the statute and instituted lifeline rates
pursuant to Supplemental Order No. 14,872.3(19)

To determine if the Commission procedures (i.e., 4 days of hearings) met the requirements of
§ 114 of PURPA in regard to an evidentiary hearing, one must look to the definition of
evidentiary hearing set forth in Section 3 (6) of PURPA.

"evidentiary hearing means:
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"(A) in the case of a state agency, a proceeding which (i) is open to the public, (ii) includes
notice to the participants and an opportunity for such participants to present direct and rebuttal
evidence and to cross-examine witnesses, (iii) includes a written decision based upon evidence
appearing in a written record of the proceeding, and (iv) is subject to judicial review."

Upon review of the record, it is clear that Commission proceedings culminating in
Supplemental Order No. 14,872 did comply with the above provisions:

(i) the proceeding was open to the public;

(i) an order of notice was sent to the parties and publisher and opportunity to present
testimony, rebuttal evidence and cross-examination were provided;

(iii) the report and order are written and based upon evidence appearing in the transcripts of
testimony and briefs submitted by the parties; and

(iv) RSA, Chapter 541 provided the mechanism for judicial review of the Commission's
order.

VOICE's allegation that the Commission's order was not based on the record is without
merit. The Commission chose to apply a non-targeted rate for all residential customers; the usage
level to which the lifeline rate applied was set at 200 KWH/month. The record is replete with
testimony supporting the Commission's establishment of a rate to apply to that level of electrical
energy usage which represents the essential human needs of the consumer, i.e., light, cooking,
hot water, etc. (See e.g. testimony of Ms. Besser, Transcript — Day IV, p. 75; testimony of Ms.
Wilbur, Transcript — Day 1V, pp. 87, 90, 110 and brief of VOICE prepared by New Hampshire
Legal Assistance, pp. 12, 13, 14 and 15).

[3] VOICE further alleges in its motion that the Commission denied it the opportunity to
submit testimony as to what it believed was an appropriate level of usage for the application of a
lifeline rate. This allegation is clearly contradicted by the record; VOICE had the opportunity
and did in fact present testimony as to the appropriate usage level. VOICE witness, Ms.
Sakowicz, submitted
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testimony that 400-500 KWH per month should be the applicable lifeline block. (See Exhibit
C — p. 3— Transcript — Day 1V p. 13) However, other testimony revealed that 400-500 KWH
per month was not the essential level of usage, but rather an average amount used by residential
customers (Transcript — Day 1V at 21). Section 114 of PURPA required the Commission to
investigate the feasibility of a lower rate for minimum, essential usage; not Tower rates for
average usage. Inquiries were made to several witnesses as to what they considered were the
minimum essential uses of electricity. See e.g. Transcript-Day IV, p. 75. The record also shows
that there are no studies of appliance usage in relation to income (Transcript, Day I, p. 137 —
See also transcript — Day Ill, p. 9) testimony of Mr. King that not all residential customers have
the same essential needs. The Commission, cognizant of the above testimony and the fact that
lifeline rates have a dual purpose of promoting conservation, rejected the average usage level
(i.e. 500 KWH) as the appropriate level for the application of a lifeline rate. In consideration
what uses were deemed essential by the witnesses and the alternative purpose of conservation,
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the Commission chose 200 KWH/ month for the applicable block. The Commission was fully
within its discretion when it rejected the 400 — 500 KWH level because it was based on average
usage as opposed to essential usage. In all hearings and proceedings held before the Public
Utilities Commission, the Commission is given discretion to evaluate the record based upon its
own expertise. When the Commission sets rates and allocates revenues among classes, it is
acting in a legislative capacity, and thus is granted the necessary discretion to formulate policy in
those areas. See Davis Administrative Law Text 8 6.01; Hibbing Taconite Co. v Minnesota Pub.
Service Commission (Minn Sup 1980) 302 NW2d 5, 9. The New Hampshire Supreme Court has
recognized that such discretion is essential:

"Because ratemaking involves a highly technical and complicated process calling for an
expertise which frequently taxes the experience and knowledge of members of the
(Commission), we have held that whether the Commission bases its decision on the testimony of
one expert instead of another, or on its own staff testimony is a matter for its judgment based on
the evidence presented.” Legislative Utility Consumers' Council v Public Service Co. of New
Hampshire (1979) 119 NH 332, 339, 31 PUR4th 333, 337, 402 A2d 626.

The Commission properly exercised its discretion in establishing the 200 KWH level for the
application of lifeline rates. The record and the Commission's evaluation of the testimony
indicate that the most feasible way to collect revenues cost by the lifeline tariff is to spread such
losses evenly on a KWH basis to all other KWH usage levels within the residential class
(Transcript Day 1V pp. 118 — 4119). Ratemaking involves a complex series of determinations.
The calculation must be made of the amount of revenues which must be raised to operate the
utility and allow the opportunity for a fair return to the utility's owners. The second
determination involves calculations as to how the revenue requirements should be allocated
among different classes of consumers. Once allocation of revenue responsibility is completed,
specific cases must be designed which meet and promote certain criteria established by
precedent, by practice and by sound review, that is conservation of resources, equity among
ratepayers, economic efficiency,
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customer acceptance and rate continuity. Among the vast literature regarding ratemaking, it
is clear that the complexity of rate design requires, it is done conscientiously, with tremendous
work and careful application of judgment. Because considerations as to the implementation of a
lifeline rate are so fundamental to the design rates phase of a rate case, this Commission
exercised its discretion when it decided that the implementation of its April 30, 1981 order was
to be on a utility-by-utility basis. In the area of innovative rate structures, the need for
Commission discretion to experiment and to base decisions on little evidence in order to evaluate
the new rates designs is manifest: See Re Potomac Electric Power Co. (DC 1979) 31 PURA4th
219 where the record contained little evidence that Pepco's larger customers will reduce energy
use due to the imposition of lifeline rates. Where there is no abuse of discretion, the
Commission's order will stand Legislative Utility Consumers' Council v Public Service Co. of
New Hampshire, supra, 119 NH at p. 340, 31 PUR4th at p. 338.

IV. VOICE'S MOTION FOR FURTHER HEARINGS
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VOICE has requested further hearings in regard to the adequacy of Commission's
Supplemental Order No. 14,872 issued on April 30, 1981. Public utility regulation is a
continuous process since conditions which make one "rate desirable for one period of time may
be undesirable for another period” Davis Administrative Law Text, § 18.08 at 368 (1972) Accord
Re Granite State Electric Co. (1981) 121 NH 787, 435 A2d 119. RSA 365:5 gives the
Commission authority to make independent investigations as to "any rate charged, or proposed,
or as to any act or thing done, or omitted to be done or proposed by any public utility ... " Under
this authority and Order No. 14,872 (66 NH PUC 166), the Commission will consider issues
pertaining to the adequacy of the April 30th Order. The Commission will hold further hearings to
determine the following:

(1) Whether the 200 KWH usage level adequately reflects minimum essential usage;

(2) Whether it is feasible to provide protection against future rate increases in the lifeline
block, and, if so, to what extent should the Commission provide such protection.

(3) Whether the current lifeline rates burden electric space heating customers, and water
heating customers and whether there is a means to minimize any such burden; and

(4) Whether the lifeline rates filed by the utilities are adequate.

Our Order will issue accordingly.

SUPPLEMENTAL ORDER

Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that VOICE's Motion for Rehearing is approved in part and denied in part
pursuant to the attached Report.

By order of the Public Utilities Commission of New Hampshire this eighth day of February,
1982.

FOOTNOTES

1Following this meeting, the Commission approved of the lifeline tariffs of the New
Hampshire Electric Coop; Connecticut Valley Electric and Concord Electric.

2The 3 final determinations, which were reviewable under RSA 541:3 were: (1) the legality
of the institution of lifeline rates in New Hampshire; (2) that such rates were to be non-targeted
and apply to the first 200 KWH/month of usage; and (3) revenue loss would be made up from the
residential class.

31t should be noted that the Commission was not required by PURPA to institute lifeline
rates; it was merely obligated to consider this type of tariff. The Commission also went beyond
the minimum PURPA requirement when it made the investigation into lifeline rates applicable to
all utilities within its jurisdiction.

NH.PUC*02/10/82*[79197]*67 NH PUC 157*Public Service Company of New Hampshire

[Go to End of 79197]
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Re Public Service Company of New Hampshire
DR 79-187 Phase 11, 56th Supplemental Order No. 15,486
67 NH PUC 157
New Hampshire Public Utilities Commission
February 10, 1982
ORDER accepting stipulations on outstanding issues on fuel adjustment charge.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Commission has reviewed the stipulated recommendations presented by
Public Service Company of New Hampshire (PSNH) and the Staff as well as the final arguments
presented by Community Action Program regarding the outstanding issues of the fuel adjustment
charge in this docket; and

WHEREAS, the arguments of Community Action Program in favor of keeping the fuel
adjustment charge on the customers bills and in favor of a quarterly fuel adjustment charge are
not persuasive; however, CAP has presented several ideas including suggestions regarding
consumer information programs which this Commission is willing to consider during the next
proceeding regarding PSNH fuel costs; and

WHEREAS, the Commission finds the stipulated recommendations of PSNH and Staff to be
responsive to the needs of the utility and the consumers and in their best interests; and

WHEREAS, the Commission intends to adhere to a procedure that adjusts fuel costs on a
six-month forward looking basis; it is hereby

ORDERED, that the stipulated recommendations of PSNH and Staff regarding outstanding
issues of the FAC in DR 79-187, Phase 11, are hereby accepted.

By order of the Public Utilities Commission of New Hampshire this tenth day of February,
1982.

NH.PUC*02/11/82*[79198]*67 NH PUC 157*Gas Service, Inc.

[Go to End of 79198]

Re Gas Service, Inc.
DR 81-285, Fourth Supplemental Order No. 15,485
67 NH PUC 157
New Hampshire Public Utilities Commission
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February 11, 1982
ORDER implementing cost of gas adjustment and waiving public notice.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, Order No. 15,284 issued by this Commission on November 6, 1981 (66 NH
PUC 475), allowing Gas Service, Inc. to file revised tariff pages to reflect a cost of gas
adjustment of $.1325 per therm effective November 1, 1981; and

WHEREAS, a Motion for Rehearing was filed by the Company and public hearings were
held thereon at the offices of the Commission in Concord; and

WHEREAS, the winter period is steadily progressing and adequate attention to these
important issues will take a period of time; and

WHEREAS, the Commission finds that based on the record, it is in the public interest to fix a
temporary rate to reflect a cost of gas adjustment now; therefore, it is

ORDERED, that Gas Service file revised tariff pages to reflect a cost of gas adjustment of
$.1625 per therm effective for February billings; and it is

FURTHER ORDERED, that public notice is hereby waived.

By order of the Public Utilities Commission of New Hampshire this eleventh day of
February 1982.

NH.PUC*02/12/82*[79199]*67 NH PUC 158*Mountain Springs Water Company

[Go to End of 79199]

Re Mountain Springs Water Company
D-E6481, 15th Supplemental Order No. 15,460
67 NH PUC 158
New Hampshire Public Utilities Commission
February 12, 1982
ORDER denying motion for rehearing.

COMMISSIONS, § 26 — Proceedings pending before other tribunals — Effect of existing
commission orders.
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[N.H.] A pending lawsuit does not excuse parties from complying with existing commission
orders.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, customers of Mountain Springs Water Company have filed a Motion for
Rehearing with respect to matters set forth in the Report dated November 9, 1981, and
Supplemental Order No. 15,287, dated November 10, 1981 (66 NH PUC 487); and

WHEREAS, the Commission having reviewed the filings, testimony, and exhibits now
makes the following findings and determinations:

The Commission finds that its determination that the customers wrongfully refused to
comply with the Commission Order imposing a standby fee was correct. The fact that the
customers had a pending law suit in the District Court or
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Superior Court involving title, rights or interest in real estate property did not directly affect
the Order of the Public Utilities Commission. We find that at the time the Public Utilities
Commission Order was issued the District Court had indicated that the issue before them might
include title, rights, and interest in property and was properly the subject matter of a Superior
Court litigation. At the time of our decision, the Superior Court had not acted upon same; and the
customers were obligated to comply with the existing Orders.

The Commission has review the language referring to the so-called unique policy and the
Commission's position with regards thereto. The Commission addressed this issue in its Report
issued December 31, 1981, disposing of the Motion for Rehearing filed by the Company. The
Commission affirms its position set forth in the above mentioned report and adopts the same
language in response to the intervenors Motion for Rehearing.

The Commission has reviewed the allegation with reference to the Escrow Account and finds
that the Commission's position is valid. The intervenors comments merely set forth their own
views which reach different conclusions. The Commission determines the facts to be as set forth
in the Report and Order.

The Commission finds that the arguments and allegations concerning Rate Base are similar
to those set forth in the proceeding paragraph. The intervenor reaches a different conclusion
from the Commission on facts set forth in the record. The Commission has reviewed its Report
and finds that there is no reason to amend or modify same as to Rate Base calculations.
Therefore, it is

ORDERED, that the intervenor's Motion for Rehearing is hereby denied.

By order of the Public Utilities Commission of New Hampshire this twelfth day of February,
1982.
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NH.PUC*02/16/82*[79200]*67 NH PUC 159*Manchester Water \Works

[Go to End of 79200]

Re Manchester Water Works
Intervenor: Four-Town Water Study Committee
DR 81-388, Order No. 15,489
67 NH PUC 159
New Hampshire Public Utilities Commission
February 16, 1982
ORDER granting temporary rate increase.
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RATES, § 631 — Emergency rates — Temporary rates.

[N.H.] The standard for granting temporary rates is a showing by the petitioning utility that
its overall rate of return is below that allowed by the commission.

APPEARANCES: Robert A. Wells for the petitioner; Armand A. Dugas, chairman of the
Four-Town Water Study Committee.

BY THE COMMISSION:
REPORT

Manchester Water Works (MWW) is a municipal corporation which services the towns of
Auburn, Bedford, Goffstown, Hooksett, and Londonderry, which are outside the corporate limits
of Manchester and is subject to the jurisdiction of this Commission.

The Water Works filed certain revisions to its tariff NHPUC No. 3-Water on December 30,
1981, calling for annual rates to its non-Manchester customers of $109,537, of 24%; and present
rates as temporary rates effective with all service rendered on or after February 1, 1982. A duly
noticed public hearing was held on January 29, 1982.

Our standard for temporary rates is a showing by the petitioning utility that its overall rate of
return is below that allowed by the Commission. The Water Works submitted exhibits reflecting
a rate of return less than 2%, rather than the 6% rate of return allowed by this Commission in the
last rate case of Manchester Water Works.

The Commission's Staff expressed discomfort with looking at an overall rate, as the rates
charged NHPUC jurisdictional customers are considerably higher than those charged customers
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within the corporate limits of Manchester.

Bearing this concern in mind, the Commission will grant Manchester Water Work's request
that current rates be made temporary rates for all service rendered on or after February 1, 1982
under RSA 378:27. This award provides the Water Work's the ability to recoup any rates allowed
to it in excess of the present rates; and likewise, creates the possibility that a refund may have to
be made to NHPUC jurisdictional customers if this Commission sets permanent rates at a lower
level than present rates.

Our Order will issue accordingly.

The second subject addressed at the January 29, 1982 hearing was the establishment of a
timetable upon which this docket will proceed. It is as follows, and is accepted by the
Commission.

1. Data Requests of MWW must be submitted by February 16, 1982.

2. Data Responses by MWW must be submitted by March 1, 1982.

3. Staff and/or Intervenor Testimony must be filed by March 15, 1982,

4. Data Requests of Staff and/or Intervenor Testimony must be submitted by April 1, 1982.

5. Data Responses of Staff and/or Intervenor Testimony must be submitted by April 15,
1982.

6. First day of hearings in Concord at 10 a.m., April 28, 1982.

Our Order will issue accordingly.

ORDER

Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that Manchester Water Works be, and hereby is, authorized to place present
rates in effect as temporary rates on all services rendered after January 31, 1982, and it is
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FURTHER ORDERED, that the Procedural Schedule laid out in the attached Report will be
followed by all parties.

By order of the Public Utilities Commission of New Hampshire this sixteenth day of
February, 1982.

NH.PUC*02/16/82*[79201]*67 NH PUC 161*Union Telephone Company

[Go to End of 79201]

Re Union Telephone Company
DR 81-310, Fourth Supplemental Order No. 15,490
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67 NH PUC 161
New Hampshire Public Utilities Commission
February 16, 1982
PETITION for rate increase granted, as modified.

1. RATES, 8§ 630 — Emergency rates — Reasonableness.

[N.H.] The commission held that temporary rates set above existing levels were reasonable
where revenue changes that were known and measurable were taken into account. p. 161.

2. RATES, 8§ 151 — Factors affecting reasonableness — Former rates — Extent of change.

[N.H.] Where there was such a discrepancy between temporary rates and permanent rates
filed by the company that an unreasonable expense would have been incurred in assessing
recoupment amounts and refunding over-collections, the commission limited the rate increase to
known and measurable changes in expenses. p. 162.

BY THE COMMISSION:
REPORT

On December 11, 1981, Union Telephone Company ("Company") filed a motion to amend
the Commission's Report and Second Supplemental Order No. 15,308, dated November 20, 1981
(66 NH PUC 517). The petition claims that the temporary rate order takes into consideration pro
forma revenue adjustments while ignoring pro forma expense figures for the same period. The
Company asserts that the Commission's calculation violates the principle of matching revenues
and expenses. The Company further claims that when the pro forma expenses are included, the
temporary revenue requirement should be increased to $192,605. Finally, the Company requests
that the temporary rates be set to recover that level of revenue.

[1] On February 8, 1982, the Company filed a proposal to enter into an interim settlement
agreement and to postpone the need to establish permanent rate relief. The proposal is based on
two factors which have come to their attention which will bear upon the level at which
permanent rates are to be set. First, a new average schedule has been received which pertains to
the division of interstate toll revenues which the Company estimates will yield approximately
$70,000 on an annual basis. The new schedules, developed by USITA and the Bell System, are
retroactive to October 1, 1981. Secondly, the Company expects
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to receive information on its request for REA financing sometime in April, 1982, which will
provide the Commission with greater certainty in establishing permanent rates. Finally, the
Company requests an indefinite suspension of due dates for responding to data requests until the
Commission has had an opportunity to consider its proposal.
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In its original Report and Order, this Commission took into account certain revenue
adjustments which were known to have occurred, such as, a 10.75% interstate toll increase
ordered by the FCC and an 8.5% intrastate toll increase as a result of N.H.P.U.C. Order No.
15,104 (66 NH PUC 365). The Commission had also previously granted the Company an
increase in its station connection fees. At the time of our order, these revenue changes were
known and measurable. The pro forma adjustments to expense were not definitely known and
Staff had not yet had the opportunity for discovery. The Commission could have set temporary
rates at the level of current rates while still affording the Company the right to recoupment when
the permanent rates are determined. The Supreme Court in New Hampshire v New England
Teleph. & Teleg. Co. (1961) 103 NH 394, 40 PUR3d 525, 173 A2d 728, found that the
establishment of current rates as temporary rates was not an abuse of the Commission's
discretion to fix reasonable temporary rates. In this case, we have granted rates at a level above
existing rates and find that the rates were set at a reasonable level until such time as an
investigation can be made of the claimed changes in expense. However, there was one area of
expense for which a known adjustment should have been made, that being the expense change
due to the change in accounting for station connections. Station connection expenses will
increase by $14,956. The changes which will occur due to the new average rate schedule for
separations and the cost of capital due to REA financing will bear heavily upon the
determination of the permanent rates and must be considered in determining the reasonableness
of temporary rates.

[2] There is such a discrepancy between the temporary rates and permanent rates filed that
unreasonable expense will be incurred in assessing recoupment amounts and refunding
overcollections. For instance, the Company has asked that temporary rates be increased by 60%
and in some instances, the permanent rates call for varying increases and decreases in rate
classes. The application of final rates will have less impact on all customers based on the manner
in which temporary rates have been applied.

The Commission will adjust temporary rates to take into account the $14,956 expense
increase for station connections. The adjusted level of temporary rates is calculated as follows:
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[Graphic(s) below may extend beyond size of screen or contain distortions.]

Average Rate Base $2,230,260
Cost of Capital x 12_.90%
Required Net Operating Income $300,604
LESS: Net Operating Income $178,263

Increased Station Connec. Fees 33,129

Known Revenue Charges 71,109

Increased Station Connec. Expense (14,956)

Tax Effect (30,787) 236,758
Required Increase in Net Operating Income $ 63,846
Tax Effect + 50.90%
Revenue Deficiency $ 125,434
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The Commission will accept a revised temporary rate level of $125,434 or an increase of
$32,486 above the previously approved temporary rates. The Commission will extend the date
for the submission of data responses to all parties to March 1, 1982. On or about March 15,
1982, all parties may begin meetings to attempt to agree on all of the issues, excepting the REA
loan. When the "characteristic letter" is received from the REA, all issues can be finalized for
submission to the Commission.

Our Order will issue accordingly.
SUPPLEMENTAL ORDER
In consideration of the foregoing Report which is made a part hereof, it is

ORDERED, that Union Telephone Company, be, and hereby is, granted temporary rates in
the amount of $125,434, representing an increase of $32,486 over that authorized by Order No.
15,308 (66 NH PUC 517); and it is

FURTHER ORDERED, that said increase be applied in the same manner as the earlier
increase; and it is

FURTHER ORDERED, that revised tariff pages be filed with the Commission reflecting said
increase; and it is

FURTHER ORDERED, that public notice be given via the Company's selection of bill insert
or one-time newspaper publication.

By Order of the New Hampshire Public Utilities Commission this sixteenth day of February,
1982.

NH.PUC*02/17/82*[79202]*67 NH PUC 163*Exempt Railroad Crossings

[Go to End of 79202]

Re Exempt Railroad Crossings
DX 81-28, Fourth Supplemental Order No. 15,487
67 NH PUC 163
New Hampshire Public Utilities Commission
February 17, 1982

ORDER authorizing Department of Public Works and Highways to erect and maintain an
exempt sign at a railroad crossing.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER
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WHEREAS, Route 302 intersects the tracks of the Blackmount Bridge of the Boston and
Maine Railroad at grate in Woodsville (Town of Haverhill); and

WHEREAS, operations over this section of railroad are practically nonexistant as there is no
business being conducted on the line; and

WHEREAS, under present circumstances all motor vehicles carrying flammable or
dangerous commaodities or passengers are required to stop before proceeding over the said
crossing; and

WHEREAS, this creates a hazard to highway traffic; it is hereby

ORDERED, that the New Hampshire Department of Public Works and Highways, be and
hereby is, authorized to erect and maintain a standard "exempt™ sign on the mast which supports
the advance warning disc at each approach to said crossing, thereby eliminating the necessity for
stopping vehicles before proceeding over said crossing; and it is

FURTHER ORDERED, that all train movements before passing over said crossing shall stop
and a flagman shall warn highway traffic by displacing a red flag during the hours of daylight
and a lighted red lantern during the hours of darkness, or poor visibility, and when highway
traffic has stopped, the train movement shall then proceed over the crossing; and it is

FURTHER ORDERED, that the above Fourth Supplemental Order No. 15,487 hereby
rescinds the Thirty-Third Supplemental Order No. 15,46 | as issued in DT 80-259, dated January
28, 1982.

By order of the Public Utilities Commission of New Hampshire this seventeenth day of
February, 1982.

NH.PUC*02/17/82*[79203]*67 NH PUC 164*Chichester Telephone Company

[Go to End of 79203]

Re Chichester Telephone Company
DR 81-282, Supplemental Order No. 15,491
67 NH PUC 164
New Hampshire Public Utilities Commission
February 17, 1982

ORDER adopting flash-cut method for accounting changes and increasing station connection
charges.

1. ACCOUNTING, § 54 — Telephone — Changes — Inside wiring.
[N.H.] The flash-cut method for changing accounting procedures was adopted in changing
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from capitalizing to expensing inside wiring. .Pg p. 165.
2. ACCOUNTING, § 54 — Telephone — Changes — Inside wiring — Flash-cut method.

[N.H.] Use of the flash-cut method for accounting changes was held to be in the best interest
of consumers where the phase-in method would have required considerable additional return on
embedded costs. p. 165.
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3. RATES, 8§ 257 — Kinds and forms of rates and charges — Service connection charge.

[N.H.] The commission approved an increase in station connection charges based on the
belief that the increase would pass on the cost of expensing inside wiring to the proper cost
causer. p. 166.

BY THE COMMISSION:
REPORT

On September 29, 1982, Chichester Telephone Company (hereinafter referred to as "The
Company") filed with this Commission its proposed revised NHPUC tariff No. 3 — Telephone,
Section 4, Sheet 1D. These proposed tariff pages were designed to reflect an alternation by the
Federal Communications Commission (F.C.C.) in its Uniform Systems of Accounts (said
accounting system being adopted by the New Hampshire Public Utilities Commission as of
January 1, 1969). These accounting changes were adopted in F.C.C. Docket No. 79-105 and
provide for the expensing of the inside portion of the station connection costs, those costs
formerly being capitalized. The change was based on the findings in principle that the burden of
all costs associated with station connections should be placed on the causative ratepayer rather
than all rate-payers, both present and future. The accounting change mandated that the policy be
placed into effect as of October 1, 1981.

The accounting change further requires that the telephone companies separate the costs
between outside and inside wiring with the former continuing to be capitalized and the latter to
be expensed. The Company has submitted a cost study which indicates that 55% of station
connection costs are attributable to inside wire and the balance (45%) attributable to outside
wire. Those percentages were used to estimate the annual expense charge which is caused by this
accounting revision.

In direct testimony, Company witness Crandell R. Wallenstein presented an estimated annual
increase in station maintenance costs of $5,459.00. He then offset this expense by the net
estimated decrease in outside wire depreciation (from 9.9% to 5%), as recommended in the
F.C.C. Order, over the increase in expense from a 10% amortization of embedded inside wire
costs. This net amount equalled a $835.00 decrease in depreciation and amortization costs. The
resultant annual increase in expense was $4,624.00.

[1] This final estimation of costs to be passed on to local service customers within the
jurisdiction of this Commission of $4,624.00 was developed using the "flash-cut" method as an
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accounting change. The F.C.C. has provided that individual state jurisdictions have an option to
implement the station connection charge on a "flash-cut™" or "phase-in" basis. The flash-cut
method would increase rates based on the immediate transfer of inside wiring costs from being
capitalized to being expensed. The phase-in approach would implement this change over a
four-year period.

[2] The phase-in approach would enable the Company to defer the full impact of the change
over a four-year period. A staff analysis performed for other companies shows that, with all other
factors remaining constant, annual operating expenses will usually decrease, with phase-in, in
the first year, and increase rapidly in the second, third, and fourth year. In addition, they have
concluded that there were approximately
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equivalent expenses over a 13 year period with both methods. However, they have
determined that additional embedded costs, remaining in rate base with the phase-in method,
would require a considerable additional return over the same period. Therefore, the Commission
will allow the Company to use "flash-cut” as it appears to be in the consumers and company's
best interest. The only caveat this Commission has with the accounting method is that the
Company must book the change as proposed, with a 5% depreciation rate on the remaining and
future outside wire portion of station connections and a 10-year amortization of the embedded
cost of inside wire.

As set forth by the F.C.C.:

"Our primary objective in this proceeding emanated from our desire to have these costs borne
by the immediate cost causative customer. At first glance, we believed that expensing would
accomplish this goal. However, our analysis in this proceeding has indicated that expensing
alone would not accomplish this. Rather, it would only assure that the burden was placed on all
customers at the time the expenditures were made (as opposed to present and future customers
when the costs are capitalized). Expensing, coupled with appropriate tariff action by the state
commissions, would, for the most part, impose this cost on the cost causative customer." (F.C.C.
Docket No. 79-105, RM-3017, at p. 10 Par. 33)

[3] In this spirit, the Company has requested changes in the rates for service connection
charges to the approximate amount of $4,500.00. Unlike a majority of independent telephone
companies in the state which are on a "cost settlement” basis with New England Telephone and
obtain a percentage of cost increases, such as station maintenance costs, through cost
settlements, Chichester Telephone Company is on an "average schedule™ settlement procedure
and it is unclear whether a portion of the increased costs will be realized in future settlement
process. Therefore, the Company is compelled to pass the entire increase onto local service
customers, who, in effect, are the cost causers.

The Company has proposed to acquire the aforementioned level with the following rate
structure:
[Graphic(s) below may extend beyond size of screen or contain distortions.]

ELEMENT CHARGE
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1. Service Order $ 9.00
2. Central Office Work 5.00
3. Premise Visit 10.00
4. Wiring 4.00
5. Connecting Device 3.00
6. Station Set Handling 4.00
Maximum Charge for all Elements $35.00

Staff raised concerns about having only one element charge for service orders. The point
Staff made centered on the premise that after an initial service order is made, a second service
order initiated by the same customer should not, in most cases, require as much work both at the
Company and on the customer premises. The Company claimed this was not true, every order
issued accumulates the same costs. The Commission, in reviewing like cases for other telephone
companies, has in the past accepted the breakdown in service order charges into at least two
elements and for the sake of continuity, we will continue this practice. We, therefore, will
separate the service order element between (a) a $9.00 initial order charge (b) a $7.00 subsequent
order charge, and (c) a $5.00 record order.

Inasmuch as the Commission is in agreement with the aforementioned quote from F.C.C.
Docket No. 79-105, we will approve the proposed rates inclusive
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of the change in Element #1. It is our hope this application w ill effectively pass the
increased station connection expense on to the proper cost causer.

The Company will file an accounting of the final figures used to book the split between
inside/outside wire as of October 1, 1981.

Our Order will issue accordingly.
SUPPLEMENTAL ORDER
Based upon the foregoing Report which is made a part hereof; it is

ORDERED, that Section 4 Sheet 1D of the Chichester Telephone Company Tariff No. 3 —
Telephone be and hereby is rejected; and it is

FURTHER ORDERED, that Chichester Telephone Company file with this Commission for
effect on the date of this Order a new Section 4, Second Revised Sheet 1D, said sheet to reflect
the rates proposed in Company's Sheet 1D with the following exceptions:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Element 1 Service Order

a. Initial $9.00
b. Subsequent 7.00
c. Record 5.00
and it is

FURTHER ORDERED, that Chichester Telephone Company give public notice of this Order
by a one time publication of the approved service connection charges.

By Order of the Public Utilities Commission of New Hampshire this seventeenth day of
February, 1982.
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[Go to End of 79204]

Re Bedford Water Corporation
DR 81-333, Second Supplemental Order No. 15,493
67 NH PUC 167
New Hampshire Public Utilities Commission
February 18, 1982
ORDER directing company officials to respond to commission inquiry.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, Commission Order No. 15,374, dated December 18, 1981 (66 NH PUC 569),
Ordered that Bedford Water Corporation shall contract with a water development company for
the search and development of an additional source and other stipulations; and

WHEREAS, it was and is the Commission's intention that these stipulations shall apply
equally to the officers/owners of the Bedford Water Corporation and that such officers ie: Henry
R. Beique, President, and Clarence Blevens, Vice-President and Treasurer, shall be held
accountable under New Hampshire statute RSA 365:42; it is

ORDERED, that Henry R. Beique and/or Clarence Blevens shall respond
Page 167

in accordance with this Commission's Order No. 15,374 and to the inquiry from this
Commission dated February 2, 1982, and addressed to Henry R. Beique, by March 1, 1982, or
this matter shall be referred to the Attorney General of New Hampshire under RSA 365:42.

By Order of the Public Utilities Commission of New Hampshire this eighteenth day of
February, 1982.

[Go to End of 79205]

Re Small Energy Producers and Cogenerators
DE 79-208, Ninth Supplemental Order No. 15,495
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67 NH PUC 168
New Hampshire Public Utilities Commission
February 18, 1982

ORDER setting requirements to be met by limited energy producers generating electricity from
solid waste in consideration for qualification for sale of electricity.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, on July 23, 1979, this Commission issued Supplemental Report and Order No.
13,744 in DE 78-232 and DE 78-233 (64 NH PUC 244) setting forth standards to determine
eligibility of rates paid for power produced by limited hydro-electric generating facilities; and

WHEREAS, this Commission now determines a need for standards applicable to electrical
energy generated by qualifying solid waste facilities; it is

ORDERED, that the following shall be met by limited energy producers engaged in
generating electricity from solid waste in consideration of qualifications for sale of electric
energy:

1) A generating station will undergo an audit, initiated by the producer, during the period
November 1 through February 28 to determine its estimated capability. The capacity rating of a
solid waste facility shall be determined by calculating the average output achieved over a
continuous six-hour (6) interval during the period noted above. The audit shall be performed
under the direction of this Commission.

2) Monthly production reports indicating the total production during the given month shall be
submitted to this Commission by the fifteenth day following the end of the month. In addition,
for producers of limited electrical energy greater than one megawatt, generation output shall be
recorded at least hourly.

3) Each producer of over 100-kilowatt capacity shall implement procedures which will
provide immediate notification to the purchaser in the event of plant shutdown and re-start.

4) Accuracy of the metering equipment shall be the responsibility of the
Page 168

qualifying producer, and shall be verified annually to this Commission; and it is

FURTHER ORDERED, that all electricity sold to the purchaser during a twenty-four (24)
hour period up to and including the amount determined by the six-hour (6) capacity audit shall
be paid by the purchaser at the rate set for reliable energy as established by this Commission;
and it is

FURTHER ORDERED, that all electricity generated and sold in excess of that proven during
the six-hour (6) capacity test shall be paid by the purchaser at the rate prescribed for unreliable
energy.
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By order of the Public Utilities Commission of New Hampshire this eighteenth day of
February, 1982.

NH.PUC*02/18/82*[79206]*67 NH PUC 169*Concord Steam Corporation

[Go to End of 79206]

Re Concord Steam Corporation
DE 81-308, Supplemental Order No. 15,496
67 NH PUC 169
New Hampshire Public Utilities Commission
February 18, 1982
ORDER directing company to file a fixed capital and depreciation study.

RETURN, § 20 — Amount to be allowed — Excessive return.

[N.H.] The commission held that a rate of return on a steam plant in the range of 42 per cent
was excessive and put the company on notice that rates could be reduced with refunds made to
customers.

APPEARANCES: Charles E. Leahy for Concord Steam Corporation.
BY THE COMMISSION:

The Commission, on its own motion, opened this case and investigated into certain areas of
concern regarding the Concord Steam Corporation:

1. Lack of plant records
2. Depreciation lives
3. Main extension plan

4. The construction schedule at New Hampshire Hospital and service to the Concord
Hospital

5. The present status of the Ward Avenue Steam Plant

6. Purchase of the steam plant at Hall Street

7. Return on common equity

A duly noticed hearing was held on January 5, 1982 to address these concerns.
Lack of Plant Records/Ward Avenue
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In a recent case, DF 80-128, Concord Steam was directed to file a, fixed capital and
depreciation study to correct the lack of record in this office as to the original cost of the existing
plant and of the undepreciated value of certain fixed capital that is to be, or has been, retired.
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The absence of this information and its importance is accentuated with the Company's
retirement of Ward Avenue and the transfer of certain portions of its plant to the leased facility at
New Hampshire Hospital. The Commission has no basis of its own to make, or certify, the
adjustments to the books of account that must now be made.

Depreciation

The Commission Staff has disagreed with the service or depreciation lives used by Concord
Steam for its wood burning plant, and in DF 80-128, the Company was notified that "Further
documentation is necessary to substantiate a continuation of this practice”. Such documentation
has not been provided. It was brought to the Company's attention that any depreciation life or
rate must be approved by the Commission.

Main Extension Plan/Tariff

Testimony and discussion has shown a need for clarification and some revision of Concord
Steam extension plan and other tariff provisions. The Company has stated its intention to make
certain revisions at a filing to be made in the near future. We recommend Staff review and
assistance in this matter.

Construction Schedule at N. H. Hospital and Service to Concord Hospital
Testimony and discussion has resolved all concerns in this area.
Purchase at Hall Street

Still in effect is the Commission's requirement in DR 80-128, that Concord Steam shall seek
letter approval prior to purchasing this facility.

Return on Common Equity

One of the areas of concern to the Commission which led to Order No. 15,203 was the
"excessive™ return on common equity earned by the Company in 1980, which is calculated to be
in the range of 4270.

Enclosed with the Company's responses to the Commission Staff was a revised 1980 Annual
Report. The reasons for the revision were delved into in detail during the course of the hearing,
and the responses are satisfactory with one exception.

Based on the 1980 adjustments, a tax adjustment relating to 1980 of approximately $7,500 is
called for. This amount was not taken into account in revising the 1980 return on common equity
from $146,337 to $56,654. With the additional tax adjustment, the Company's 1980 return on
common equity falls in the 19 to 20% range.

The Commission considers that return bordering on excessive. The Commission also
recognizes that the recently revised 1980 figures represent stale data; i.e., no salary for the
Company's President, disputed depreciation rates, and zero interest loans from the Company's
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President, so rather than acting on such data, the Company is put on notice that its 1981 Annual
Report will be closely analyzed and if the return remains high, it will be ordered to explain why
the rates should not be reduced with refunds made to customers for 1980 and 1981.

It is the Commission's opinion that the area of concern noted in this report must be addressed
and resolved by Concord Steam and that better communication must exist between the
Commission Staff and the Company. Further, that before any depreciation or amortization
accruals are made or recorded for the calendar year 1982, a fixed capital and depreciation study
must be filed and Commission writ ten approval granted and filed in this case.
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Our Order will issue accordingly.
SUPPLEMENTAL ORDER
Upon consideration of the foregoing report which is made a part hereof; it is

ORDERED, that Concord Steam Corporation shall file a fixed capital and depreciation study
as noted in this Report; and it is

FURTHER ORDERED, that all other areas of concern in this case shall be addressed and
resolved as also noted in this Report.

By Order of the Public Utilities Commission of New Hampshire this eighteenth day of
February, 1982.

NH.PUC*02/18/82*[79207]*67 NH PUC 171*Nuclear Emergency Planning

[Go to End of 79207]

Re Nuclear Emergency Planning
DE 81-304, Supplemental Order No. 15,497
67 NH PUC 171
New Hampshire Public Utilities Commission
February 18, 1982
ORDER denying motion for rehearing and motion to stay execution of previous order.

PROCEDURE, 8§ 33 — Rehearings — Grounds for granting — Denial of motion.

[N.H.] A motion for rehearing and a motion to stay execution of a previous order were
denied where the commission chairman determined, by weighing the issues presented, that the
order was reasonable and lawful.
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BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Chairman, having before him a Motion for Rehearing on Order No. 15,412,
and motions to stay execution of order pending rehearing and/or stay execution of Order No.
15,412 (67 NH PUC 4) pending formulation of issues for appeal to the New Hampshire Supreme
Court and Certification thereof, presented on behalf of Representatives Beverly Hollingsworth
and Roberta Pevear, by their attorney Robert A. Stein, Esquire, has fully considered the
allegations and arguments set forth in the Motions; and

WHEREAS, after weighing the issues presented in the Motions and review of RSA 107-B,
the Chairman is of the opinion that Order No. 15,412 is reasonable and lawful; it is therefore

ORDERED, that the Motions be denied; and it is

FURTHER ORDERED, that notwithstanding, the denial of the above motions, the Chairman
shall consider certification of issues for appeal when movants formulate an appropriate legal
question for certification; and it is
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FURTHER ORDERED, that to the extent that the Attorney's General objection to the
motions to stay is consistent with this order it is granted.

By order of the Chairman of the Public Utilities Commission of New Hampshire this
eighteenth day of February, 1982.

NH.PUC*02/18/82*[79208]*67 NH PUC 172*Nuclear Emergency Planning

[Go to End of 79208]

Re Nuclear Emergency Planning
DE 81-304, Second Supplemental Order No. 15,498
67 NH PUC 172
New Hampshire Public Utilities Commission
February 18, 1982
ORDER denying motion for rehearing on the assessment of personnel expenses.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Attorney General, on behalf of the New Hampshire Civil Defense Agency,
has entered a Motion for Rehearing on Order No. 15,412 (67 NH PUC 4) to have certain
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personnel expenses considered in the assessment against the utility; and

WHEREAS, the Chairman having carefully reviewed the above Motion and RSA 107-B et
seq., is of the opinion that Order No. 15,412 is a reasonable lawful assessment; it is therefore

ORDERED, that the Motion is denied.

By order of the Chairman of the Public Utilities Commission of New Hampshire this
eighteenth day of February, 1982.

NH.PUC*02/22/82*[79209]*67 NH PUC 172*Public Service Company of New Hampshire

[Go to End of 79209]

Re Public Service Company of New Hampshire
DR 81-87, DR 79-187 Phase |1, 13th Supplemental Order No. 15,499
67 NH PUC 172
New Hampshire Public Utilities Commission
February 22, 1982
Order incorporating report as a response to a motion for clarification.
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BY THE COMMISSION:
DISPOSITION OF MOTION FOR CLARIFICATION OF REPORT AND ORDER

Public Service Company of New Hampshire (PSNH) filed a Motion for Clarification of the
Commission's Report and Order No. 15,425 (67 NH PUC 97) in regard to the acceptance of the
parties' Stipulation in DR 79-187, Phase Il and language supra, of the Commission's report, 67
NH PUC 25, 53, 54. As stated in the report, this Commission was not privy to the negotiations
which led to the Stipulation, but must nevertheless make a judgment that the terms of the
agreement do meet the ratemaking objectives established by this Commission. The Commission
has accepted the ratemaking objectives presented in the Stipulation, and also preserves the rights
of all parties to argue for or against additional ratemaking objectives and interpretations of the
agreed upon objectives in future proceedings.

The Commission further notes that the Stipulation includes a proposal for lifeline rates,
which the Commission has accepted. Clearly, the parties must believe that lifeline rates meet the
ratemaking objectives they have set forth, although they apparently did not agree that those
objectives include the concept that essential services be provided at an affordable cost. The
Commission has no objection to this position. However, this Commission must point out that its
adoption of the lifeline rates concept in DP 80-260 and its acceptance of the lifeline rates
recommended in the Stipulation is based in part on a desire to assure that essential services be
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provided at affordable costs.

The language of this Commission at pp. 53, 54 of NH PUC, supra, in DR 81-87 and DR
79-187, Phase 1, was intended to explain the Commission's thinking and not to undermine the
Stipulation or to force a particular interpretation on any of the parties of the ratemaking objective
which they adopted in the Stipulation. The Commission approves and accepts the Stipulation in
its entirety and without change or condition by the Commission.

Our Order will issue accordingly.

SUPPLEMENTAL ORDER

Upon consideration of the foregoing Report, which is made a part hereof; it is hereby
ORDERED, that the incorporated Report is a response to the Motion for Clarification.

By order of the Public Utilities Commission of New Hampshire this twenty-second day of
February, 1982.

NH.PUC*02/23/82*[79210]*67 NH PUC 174*Sunapee Hills Water Company

[Go to End of 79210]

Re Sunapee Hills Water Company
DR 81-367, Supplemental Order No. 15,500
67 NH PUC 174
New Hampshire Public Utilities Commission
February 23, 1982
ORDER accepting tariff; rate increase granted, as modified.

VALUATION, § 38 — Value for rate making — Purchase or sale price.

[N.H.] Where a transfer petition was granted on the basis of consideration of one dollar and
no other value for the transaction was established, the commission refused to accept the
company's purported value at the time of purchase for rate base.

APPEARANCES: James C. Hood for the petitioner; Ernest Colacito and Thomas Fucarile for
the community association.

BY THE COMMISSION:

By Petition filed on 11/25/81, duly suspended by Order No. 15,344 (66 NH PUC 528) on
December 1, 1982, the Sunapee Hills Water Co. requested a revenue increase of $20,039.
Hearings were held on this matter on December 29, 1981, and January 12, 1982.

© Public Utilities Reports, Inc., 2008 177



PURbase

Numerous exhibits were submitted by the Company and substantial cross-examination was
conducted by the Commission staff members Lessels, Sullivan, and Traum as well as by
representatives of the Community Association.

Rate Base

This filing included a purported $2,500 as the original purchase price or investment by Mr.
Seymour. This $2,500 was not a cash transaction, but an exchange for snow plowing services
rendered to the previous owner, Fred W. Klose.

Probing by the Commission staff into the investment uncovered the fact that Exhibit I in this
docket extends a previous agreement signed in November, 1980. The November agreement was
submitted as Exhibit 4 in DE 81-67. It was signed by Fred Klose and Donald Seymour. Among
the conditions of this agreement are:

"1. That Fred W. Klose/Kearsarge Land Co., Inc. sell to Donald Seymour/Sunapee
Management and Maintenance the Sunapee Hills Water System at Sunapee Hills, Newbury, New
Hampshire, for One Dollar ($1.00) on or about 15 April, 1981."

""3. That Donald Seymour/Sunapee Management and Maintenance provided snow plowing
services for Sunapee Hills ... "

The exhibit also supports the Company's contention in DR 81-367, that snow plowing was
done in exchange for the water system, but does not place a value on the snow plowing. In that
regard, the Commission does not feel that the Company has met its burden of proof, although
given ample opportunity to do so. The testimony given in the prior dockets was that the
consideration for the transfer was $1.00 not $2,500 or any other figure. The transfer petition was
approved on this basis and the same standard will be used for ratemaking.
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With that aspect attended to, we now turn to the actual rate base of $13,906 as shown in
Exhibit R, and developed through Exhibits M and O.

Exhibit Q shows rate base of January 1, 1981 of $7,658 comprised of the $2,500 original
investment plus 3 months of Operation and Maintenance Expense. The O & M expense as
developed elsewhere in this report was pro-formed to be $12,104 for 1982. One quarter of this is
$3,026 which when added to the $1.00 previously established, yields a rate base as of January 1,
1981 of $3,027.

The rate base shown by the Company on Exhibit Q as of December 31, 1981, was $20,154.
The amount is comprised of 3 months of O & M or $5,158, plus Utility Plant and Equipment net
of depreciation of $14,996 ($15,281 — $285) as of December 31, 1981. The $15,281 figure was
developed through Exhibit M, and is made up of the $2,500 so-called initial investment, $9,506
for a "new drilled well", $280 for a manhole, and $2,995 for a "new dug well". The $2,500 has
been reduced to $1.00. The "new drilled well™ is not operating and at present is of marginal value
to the water system. The expense of $9,506 was made in good faith by Mr. Seymour who was
aware that the system urgently needed an additional source of supply. The well, at this time, is
unproductive, however, we believe that the expense incurred must and should be accounted for
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immediately. There is a possibility that a dynamiting procedure would make the well productive,
and it is our opinion that the water company should fully investigate the economics of this
procedure against the possible need for financing further well exploration costs. We cannot allow
the cost of drilling this well to be included in rate base as New Hampshire statutes provide that
no utility rate or charge shall be based upon any costs associated with construction work that is
not completed or is not used and useful to the customers of the utility.

The third subtotal in the December 31, 1981 rate base filing is $280 for a manhole
installation is accepted.

Next and last is $2,995 for a "new dug well*. Exhibits now filed in this case show that a part
of this investment relates to the installation of land fill over portions of the distribution piping,
which amounts to $1,170, which is currently allowable for rate base purposes. When state
approval for this well is obtained, including a pump test to determine its sustained yield, wee will
allow the addition of $1,825 to rate base. This addition should be made at the same time as the
adjustment for the "new drilled well", if any is needed.

In summation, the Commission will accept $1,451 as the figure for rate base for total utility
plant and equipment as of December 31, 1981. To this is added the Working Capital of $3,026.
Averaging the total of $4,477, as of December 31, 1981, with the previously computed January
1, 1981 figure of $3,027, yields an accepted average 1981 rate base of $3,752.

Rate of Return

The Company in Exhibit R showed a capital structure of 100% common equity with a cost
rate of 13.0%. The Commission accepts the 13.0% and recognizes that any change in the total
dollars of equity, based on changes noted elsewhere in this report, will not alter this capital
structure.

At the time the Company petitions for an update to rate base, it will be granted the
opportunity to also update its calculation of rate of return.
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Rate Case Expense

Exhibits and evidence given, show the following expenses related to the presentation of this
rate case:

[Graphic(s) below may extend beyond size of screen or contain distortions.]
$3,000 Legal and Accounting

51 Advertising — notices

92 Travel Expenses

$3,143 TOTAL

We will allow the amortization of this amount to be collected as a surcharge against each
customer, over a two year period.

Operating Expenses
From evidence and testimony presented, we have set the following:

[Graphic(s) below may extend beyond size of screen or contain distortions.]
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Insurance 597.00
Office Rent 351.00
Office Supplies 102.00
Payroll Taxes 448.00
Professional Fees (1) 250.00
Repairs and Maintenance 2,000.00
Salary (2) 5,475.00
Storage 600.00
Telephone 230.00
Travel 60.00
Truck Expense 680.00
Utilities 1,311.00
$12,104.00

Depreciation (3) 19.00
Amortization (4) 675.00

246.00

317.00

1,238.00

Taxes 316.00
NOTES

(1) Preparation of Annual Report, Income Tax (2) The superintendance or operation of a
system serving less than 100 customers should not require more than an average of
11/217, hours per day, 365 days, at $10 per hour. (3) Based on plant at $281. and
depreciation lives shown on Schedule A, Sunapee Hills Water Co. Inc. Utility Plant and
Equipment. (4) $3,372 non-recurring maintenance of main expense amortized over 5
years: $675 $1,232 organizational costs amortized over 5 years: $246 $9,506 cost of
drilled well amortized over 30 yrs.: $317

Revenue Requirement

Based upon standard utility regulatory format, the annual revenue requirement is calculated
below:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Approved Rate Base $3,752.00
Times: Approved Rate x 13%

of Return $488.00
Net Operating Income

Plus: O & M 12,104.00
Depreciation Exp. 19.00
Amortization Exp. 1,238.00
Taxes 316.00

Total Revenue Requirement 14,165.00
Rate Case Exp. Amortization 1,572.00

Required Operating Revenues $15,737.00

Billing to Customers

Currently, the Company bills customers once a year, in January, for the year just ended. In
this case, requests were made to go to a quarterly billing and for the January, 1982 billing to be
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at the new rates.

The request to move to quarterly billings should improve the Company's cash flow and since
the billings will be made after the service is provided, the Commission will approve the request.

Rates

Sunapee Hills is an unmetered water system, at this time, and on such systems it is difficult
to achieve equitable revenue recovery from the utility's customers. It is our judgement that under
these circumstances, a flat equal charge to all customers must be applied.
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Amortization to Borrow Funds

The Company is seeking authority to borrow $30,000 to be used for various capital
improvements and plant additions. We concur in the eventual completion of the total proposal as
shown on Schedule B, Projected Utility Plant and Equipment, December 31, 1982. However,
with the present high level interest rates and the present financial condition of the Company, it is
our judgement that the Company's program should be segmented. We will authorize the
borrowing of $10,000 to be allocated as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]
Master Meter $ 850.00
Transfer Pump (stand by) 1,000.00
Finishing Well & Circulation System 8,150.00

$10,000.00

Transfer of Franchise to Sunapee Hills Water Corporation
No Objection to this transfer.
Temporary Rates

The Company filed a petition for temporary rates on November 25, 1982, seeking the
permanent rates also filed on that date as temporary rates, retroactive to January 1, 1981.

A duly noticed hearing on the temporary and permanent rate petitions was held on December
29, 1981. On January 5, 1982, the petitioner filed a motion to amend its petition for temporary
rates and now seeks an effective date of November 25, 1981, or the date when its original
petition was filed.

In its recent decisions on this issue, the Commission has attempted to establish a uniform
procedure. Re Hudson Water Co. (1981) 66 NH PUC 303 and Re Hampton Water Works Co.
(1981) 66 NH PUC 561. In both cases, the Commission has found that a just and reasonable
result is most likely to occur if temporary rates are established after notice and public hearing so
that the consumer is aware of proposed alterations to the billed amount used.

We will allow the permanent rates authorized in this report and order to be effective as
temporary rates for all service rendered on or after December 29, 1981.

Our Order will issue accordingly.
SUPPLEMENTAL ORDER
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Based upon the foregoing Report which is made a part hereof; it is

ORDERED, that Tariff NHPUC No. 1 — Water, Sunapee Hills Water Co. Inc. which was
suspended by Commission Order No. 15,344 (66 NH PUC 528), is accepted and shall bear the
effective date of December 29, 1981; and it is

FURTHER ORDERED, that Sunapee Hills Water Co. shall file a revised Page 6 of its Tariff
NHPUC No. 1 — Water, which shall bear the designation '1st Revised Page 6, Issued in lieu of
Original Page No. 6, and which shall set forth an annual charge, billed equally to all customers,
which will recover annual operating revenues of $14,165.00; and it is

FURTHER ORDERED, that 1st Revised Page No. 6 shall bear the effective date of
December 29, 1981; and it is

FURTHER ORDERED, that the title page and 1st Revised Page No. 6 shall bear the
designation "Authorized by NHPUC Order No. 15,500 in case No. DR 81-367, dated

FURTHER ORDERED, that Sunapee Hills Water Company shall apply a surcharge equally
to all customers bills, that will recover rate case expenses of $3,143 over a two year period; and
itis

FURTHER ORDERED, that Sunapee Hills is authorized to borrow $10,000, which authority
shall remain in effect for six (6) months from the date of this
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Order and the terms and conditions of such borrowing shall be submitted to the Commission
prior to execution of the debt; and it is

FURTHER ORDERED, that these borrowed funds shall be used for fixed asset additions and
accounts payable for such additions already incurred and the Company shall file a disposition of
proceeds statement, duly sworn to, on July 1 and January | of each year until the expenditures of
the whole of said securities being authorized shall have been fully accounted for; and it is

FURTHER ORDERED, that Sunapee Hills Water Company is authorized to transfer all of its
assets to the New Hampshire Corporation by the name of Sunapee Hills Water Company, Inc.
subject to the filing of a certificate of incorporation from the N.H. Secretary of State, with this
Commission.

By Order of the Public Utilities Commission of New Hampshire this twenty-third day of
February, 1982.

NH.PUC*02/24/82*[79211]*67 NH PUC 178*L ifeline Rates

[Go to End of 79211]

Re Lifeline Rates
Intervenor: Volunteers Organized in Community Education
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DP 80-260, Seventh Supplemental Order No. 15,504
67 NH PUC 178
New Hampshire Public Utilities Commission
February 24, 1982
Motion for continuance, granted.

BY THE COMMISSION:
REPORT

VOICE (Volunteers Organized in Community Education), through its attorney New
Hampshire Legal Assistance, has entered an objection/exception in the above-captioned docket.
The VOICE objection can be divided into two categories: (1) issues raised in its motion of
November 27, 1981, which were addressed at length in the above-captioned order of the
Commission; and (2) an objection to the dates established for prefiling testimony and hearings
on issues set forth in the Order, i.e. VOICE alleges that the February 19, 1982 deadline for
prefiled testimony and the subsequent hearing dates of March 2, 3, 4, 5 failed to provide
adequate time for preparation.

The Commission, having reviewed the VOICE objection in regard to the issues raised in its
November 27, 1981 motion and addressed in Supplemental Order No. 15,480 (67 NH PUC 151),
is of the opinion that said order is lawful
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and reasonable and that the VVoice objection be denied.1(20)

Voice's objection to the date for prefile testimony and the hearing dates set forth in the Sixth
Supplemental Order is essentially a motion for a continuance and shall be treated as such. The
New Hampshire Supreme Court has held that there is no absolute right to a continuance in an
administrative proceeding, unless its refusal would constitute a denial of procedural due process
or an abuse of discretion. Hanover Convalescent Center v Town of Hanover (1976) 116 NH 142,
143, — A2d —.

This Commission has liberally granted continuances where a need has been shown. The
Commission recognizes the necessity of obtaining the assistance of expert witnesses and
welcomes adequately prepared testimony, therefore, in so far, as VOICE has moved for a
continuance, it is granted. The deadline for prefile testimony shall be extended for all parties to
Monday, March 22, 1982. There shall be a procedural hearing on Tuesday, March 2, 1982 to
clarify issues and procedures for hearing on April 13, 14, 15, and 16, 1982. Our Order will issue
accordingly.

SUPPLEMENTAL ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is
ORDERED, that there shall be a procedural hearing on Tuesday, March 2, 1982; and it is
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FURTHER ORDERED, that hearings shall be held April 13, 14, 15 and 16, 1982, beginning
at 10 o'clock in the forenoon; and it is

FURTHER ORDERED, that all prefile testimony be submitted to the Commission by
Monday, March 22, 1982, at 4:30 p.m.; and

WHEREAS, VOICE's objection/exception is contrary to the foregoing Report and Order; it
is
ORDERED, that the objection is denied.

By order of the Public Utilities Commission of New Hampshire this twenty-fourth day of
February, 1982.

FOOTNOTE

1As stated on pp. 152 and 153 of 67 NH PUC in the above captioned Order, the issues raised
by VOICE in their November 27; 1981 motion were ripe for review, if ever, within the statutory
time frame of RSA, Chapter 541. In Commission initiated further hearings on its own authority
to determine the adequacy of its original Order. The scope of these further hearings is solely
within the discretion of the Commission and not subject to objection by VOICE. To spite of the
fact that VOICE's motion was deemed untimely as well as without merit, the Commission
discussed in some detail its compliance with Section 114 of PURPA in the Report accompanying
the Sixth Supplemental Order. The the extent the issues were the same as those set forth in
VOICE's motion should be considered a matter of coincidence.

NH.PUC*02/24/82*[79212]*67 NH PUC 180*Concord Natural Gas Corporation

[Go to End of 79212]

Re Concord Natural Gas Corporation
DR 81-284
67 NH PUC 180
New Hampshire Public Utilities Commission
February 24, 1982
ORDER affirming disallowance of penalties.

FINES AND PENALTIES, § 1 — Gas — Disallowance.

[N.H.] The commission affirmed its past decision that penalties incurred in connection with
fuel costs are not a legitimate expense to be charged to the ratepayer, but are the responsibility of
management and should be borne by the stockholders.
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BY THE COMMISSION:
MOTION FOR CLARIFICATION AND OTHER RELIEF

Concord Natural Gas Corporation on February 17, 1982 filed a motion for clarification of the
Commission's Report on Rehearing, dated February 2, 1982, and Order No. 15,471, dated
February 2, 1982 (67 NH PUC 113). The Company's motion asserts that the Commission is
incorrect in its disallowance of penalties incurred by the Company and that findings in the
Summer Cost of Gas Report and Order No. 14,879 were not final with regard to those penalties.

In the revised Report and Order No. 15,471, this Commission arrived at an adjusted cost of
gas rate for the winter period from February through April 1982. In that decision, the
Commission affirmed the disallowance of penalties that had been previously included in the
prior summer CGA. The Commission, however, did not account for that disallowance in the
winter CGA and stated that it would be reconciled in the summer 1982 CGA. The Company has
submitted an accounting by its certified public accountant to confirm that the second penalty
assessed by Tennessee had not been paid in the period from October 1, 1980 to December 31,
1981 and was not an outstanding obligation as of December 31, 1981.

The cost of gas adjustment for gas companies and the fuel adjustment clauses were set up
originally to allow companies to collect highly volatile changes which were occurring in fuel
costs. Those clauses operate outside of the basic rates which are decided in basic rate cases. The
clauses operate to allow companies to collect legitimate fuel costs. When the cost of gas
revenues and costs are confirmed by an audit by the Commission staff, the Commission will
consider the issue finalized. Commission files and decisions will confirm that refunds have been
ordered for discrepancies which have occurred in both purchasing and accounting for fuel
adjustment costs. Therefore, this Commission reaffirms the previous decision that penalties
incurred in connection with fuel costs are not a legitimate expense to be charged to the ratepayer
and finds that they are the
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responsibility of management to be borne by the stockholders. The Commission will also
direct staff auditors to perform a complete audit of all fuel clauses. The Commission is still
studying the new concept of two sets of books by Concord's gas supplier. When a final verdict is
possible of determination, the Company will be so informed. However, in the interim, the first
penalty is to be booked below the line and the second penalty remains under evaluation as to
whether it was paid in some form.

By order of the Public Utilities Commission of New Hampshire this twenty-fourth day of
February, 1982.

NH.PUC*02/25/82*[79213]*67 NH PUC 181*Connecticut Valley Electric Company, Inc.

[Go to End of 79213]
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Re Connecticut Valley Electric Company, Inc.
DR 82-40, Order No. 15,506
67 NH PUC 181
New Hampshire Public Utilities Commission
February 25, 1982
ORDER approving recovery of cost of purchased power.

BY THE COMMISSION:
ORDER

WHEREAS Connecticut Valley Electric Company, Inc., an electric public utility providing
retail sales of electricity within certain portions of the State of New Hampshire now purchases its
power from its supplier under the FERC-approved RS-2 rate; and

WHEREAS, this rate does not provide separate billing of the fuel adjustment charge; and

WHEREAS, Connecticut Valley Electric Company, Inc. proposes to extract from its average
energy billed costs that unit amount designated formerly as its base cost of fuel, viz $0.0129424
per kilowatt hour, using the balance to calculate its retail fuel adjustment charge; and

WHEREAS, the Commission finds this calculation method acceptable; it is

ORDERED, that First Revised Page 16 of Connecticut Valley Electric Company, Inc. tariff,
NHPUC No. 4 — Electricity, be, and hereby is, approved for effect March 1, 1982; and it is

FURTHER ORDERED, that Connecticut Valley Electric Company, Inc. file with this
Commission, for effect with bills rendered during March, 1982, 61st Revised Page 18,
documenting the March FAC calculation.

By order of the Public Utilities Commission of New Hampshire this twenty-fifth day of
February, 1982.

NH.PUC*02/25/82*[79214]*67 NH PUC 182*Gilford Forest Estates Water Company

[Go to End of 79214]

Re Gilford Forest Estates Water Company
DE 82-47, Order No. 15,507
67 NH PUC 182
New Hampshire Public Utilities Commission
February 25, 1982
Order revoking public utility status.
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BY THE COMMISSION:
ORDER

WHEREAS, Gilford Forest Estates Water Company, is a public utility operating under the
jurisdiction of this Commission in limited areas in the Town of Gilford; and

WHEREAS, Gilford Forest Estates Community Association has notified this Commission
that it has acquired ownership of the Gilford Forest Estates Water Company; and

WHEREAS, the water system, as owned by the Community Association, will be providing
water service only to members of the Association; it is

ORDERED, that Gilford Forest Estates Water Company, as of January 1, 1982, will no
longer be a public utility under the jurisdiction of this Commission.

By order of the Public Utilities Commission of New Hampshire this twenty-fifth day of
February, 1982.

NH.PUC*02/25/82*[79215]*67 NH PUC 182*Continental Telephone Company of New Hampshire

[Go to End of 79215]

Re Continental Telephone Company of New Hampshire
DR 82-56, Order No. 15,508
67 NH PUC 182
New Hampshire Public Utilities Commission
February 25, 1982
Order allowing company to forgo service connection charges.
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BY THE COMMISSION:
ORDER

WHEREAS, ON February 1, 1982, Continental Telephone Company of New Hampshire
requested approval to forego service connection charges relative to customer transfers from
rotary dial to touch tone calling; and

WHEREAS, the Company requested that the waiver period extend from February 3, 1982
through April 9, 1982; and

WHEREAS, the Company proposes that implementation of this waiver will encourage
customer acceptance of touch tone calling; and

WHEREAS, the Commission after investigation finds that approval of such a waiver will
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contribute to customer awareness of the opportunities afforded by touch tone calling; it is

ORDERED, that Continental Telephone of New Hampshire be authorized to forego those
service connection charges associated with customer transfers from rotary dial to touch tone
calling during the period February 3, 1982 to April 9, 1982; and it is

FURTHER ORDERED, that the Company provide adequate notice of this offer to assure
wide customer awareness of the program.

By Order of the Public Utilities Commission of New Hampshire this twenty-fifth day of
February, 1982.

[Go to End of 79216]

Re Sunapee Hills Water Company
DR 81-367, Third Supplemental Order No. 15,509
67 NH PUC 183
New Hampshire Public Utilities Commission
February 26, 1982
ORDER authorizing increase in borrowing.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, this Commission in its Report and Order No. 15,500, dated February 23, 1982
(67 NH PUC 174), authorized Sunapee Hills Water Company to borrow $10,000; and

WHEREAS, this amount will not be sufficient to discharge certain debts already incurred by
the water company for fixed asset additions in addition to carrying out the capital improvements
and plant additions as defined in the Report; it is

ORDERED, that Sunapee Hills Water Company is authorized to increase the borrowing
authorized in Order No. 15,500 to the total amount of $22,286, which amount shall be subject to
the same stipulations as noted in our authorization in Order No. 15,500.

By Order of the Public Utilities Commission of New Hampshire this twenty-sixth day of
February, 1982.

[Go to End of 79217]
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Re New England Power Company
DF 81-59, Second Supplemental Order No. 15,463
67 NH PUC 184
New Hampshire Public Utilities Commission
February 28, 1982
ORDER extending company's authorization to issue, sell, or pledge securities.

SECURITY ISSUES, 8 44 — factors affecting authorization

[N.H.] A company's authority to issue, sell, or pledge securities was extended by the
commission where unfavorable market conditions caused the company to be unable to sell
securities in the authorized amounts during the initial time granted.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, by Order No. 14,836 of this Commission dated April 10, 1981 (66 NH PUC
127), (as amended by Order No. 15,249 dated October 30, 1981 [66 NH PUC 444]), New
England Power Company (Company) was authorized, inter alia, to issue and sell one or more
series, aggregating not exceeding $100,000,000 principal amount of General and Refunding
Mortgage Bonds (G & R Bonds), and issue and pledge one or more additional series,
aggregating not exceeding $100,000,000 principal amount, of First Mortgage Bonds, and issue
and sell Preferred Stock with an aggregate par value of not exceeding $50,000,000; and

WHEREAS, such authority to issue the above-entitled securities was to be exercised on or
before December 31, 1981, and not thereafter, unless such period was extended by order of this
Commission; and

WHEREAS, due to unfavorable market conditions only $50,000,000 of the G & R Bonds
have been issued and sold, and only $50,000,000 of the First Mortgage Bonds have been issued
and pledged, and none of the Preferred Stock has been issued and sold; and

WHEREAS, the Company still desires to issue said securities if the market condition should
become suitable; it is

ORDERED, that the Company's authorization to issue, sell or pledge the above-entitled
securities is extended to June 30, 1982 (unless a subsequent order of the Commission approves a
later date); and it is

FURTHER ORDERED, that, except as expressly modified hereby, the authorization
contained herein shall be subject to all the terms and conditions stipulated in our other orders in
this proceeding.

By order of the Public Utilities Commission of New Hampshire this 28th day of January,
© Public Utilities Reports, Inc., 2008 189



PURbase
1982.

NH.PUC*03/02/82*[79218]*67 NH PUC 185*Fuel Adjustment Clause

[Go to End of 79218]

Re Fuel Adjustment Clause

Intervenors: Granite State Electric Company, Concord Electric Company, Exeter and Hampton
Electric Company, Community Action Program, Connecticut Valley Electric Company, Inc.,
New Hampshire Electric Cooperative, Inc., Municipal Electric Department of Wolfeboro,
Littleton Light Department and Woodsville Water and Light Department

DR 82-18, Order No0.15,510
67 NH PUC 185
New Hampshire Public Utilities Commission
March 2, 1982
ORDER permitting fuel surcharge to become effective.

APPEARANCES: Philip Cahill and Michael Flynn for Granite State Electric Company; Warren
Nighswander for Concord Electric Company and Exeter and Hampton Electric Company; Gerald
Eaton for Community Action Program.

BY THE COMMISSION:
REPORT

The Public Utilities Commission held a duly noticed hearing on the fuel adjustment clause
filings of Granite State Electric Company, Concord Electric Company and Exeter and Hampton
Electric Company, for March, 1982, at its offices in Concord on February 18, 1982.

The first Company to testify, Granite State Electric Company (GSEC), had filed its nine (9)
exhibits on February 16, 1982 and presented three witnesses at the hearing. The GSEC requested
a change in its FAC from $1.01/100 KWH as initially approved for January, February, and
March, 1982, to $1.40/100 KWH for the four month period, March, 1982 through dune, 1982.
The Company also requested a change in its Oil Conservation Adjustment Clause from
$0.04/100 KWH for January, February, and March, 1982, to $0.08/100 KWH for March, 1982
through dune, 1982. Since the four month period acts to levelize customer bills, the Commission
accepts the approach.

The FAC increase is due mainly to undercollection in December, 1981, January and
February, 1982, due to delays in putting Brayton Point #3 unit on line burning coal.

The OCA increase is due to expected commencement in March, 1982, of generation by coal
at New England Power Company's Salem Harbor Units 1, 2, and 3.

The Commission wishes to point out that by the structuring of the OCA clause, an $0.08/100
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KWH OCA charge automatically means the FAC is approximately $0.12/100 KWH lower than
without the coal conservation, resulting in approximately a $0.04/100 KWH net savings to
customers. We say approximately because of Mr. Traum'’s cross-examination of Mr. Morrissey
and the resultant admission of Exhibit 10, which
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was used to illustrate that the customers don't retain one-third of the avoided costs due to
conversion, but slightly less. Since these costs are reconciled regularly, the point is to address
further.

The Commission believes the filing meets the public good, and our Order will issue
accordingly.

Concord Electric Company and Exeter and Hampton Electric Company were represented by
one witness, Peter Stulgis. Concord had a FAC rate of $1.78/ 100 originally approved for the
first quarter of 1982, while Exeter and Hampton Electric Company had a rate of $1.60/100
KWH. Since both Companies' tariffs contain provisions calling for an interim filing during the
effective period of an average fuel adjustment rate, if a deviance of 10% in the collection of fuel
expense occurs, both Companies filed for reductions for March, 1982. For Concord Electric
Company, the reduction would be from $1.78/100KWH to $1.56/100 KWH. For Exeter and
Hampton Electric Company, the reduction would be from $1.60/100 KWH to $1.45/100 KWH.
The adjustment is mainly attributable to lower than estimated FAC rates billed by the
Companies' supplier, Public Service Company of New Hampshire, and less lost and unaccounted
for.

The total amount of the overcollections in December, 1981, and January, 1982, are not being
used to adjust the March rate, but only one-third of it. The balance will act to stabilize the rate
for the 2nd quarter of 1982, which we believe is in the public good.

Our Order will issue accordingly.
ORDER
Upon consideration of the foregoing Report, which is made a part hereof; it is hereby

ORDERED, that 4th Revised Page 19A of Concord Electric Company tariff, NHPUC No. 7
— Electricity, providing for a fuel surcharge of $1.56 per 100 KWH for the month of March,
1982, be, and hereby is, permitted to become effective March 1, 1982; and it is

FURTHER ORDERED, that 18th Revised Page 19A of Exeter and Hampton Electric
Company tariff, NHPUC No. 14 — Electricity, providing for a fuel surcharge of $1.45 per 100
KWH for the month of March, 1982, be, and hereby is, permitted to become effective March 1,
1982; and it is

FURTHER ORDERED, that 61st Revised Page 18 of Connecticut Valley Electric Company,
Inc. tariff, NHPUC No. 4 — Electricity, providing for a fuel surcharge of $0.75 per 100 KWH
for the month of March, 1982, be, and hereby is, permitted to become effective March 1, 1982;
and it is

FURTHER ORDERED, that Original Page 51A of Granite State Electric Company tariff,
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NHPUC No. 9 — Electricity, providing for an oil conservation adjustment surcharge of eight
cents ($0.08) per 100 KWH for the month of March, 1982, be, and hereby is, permitted to
become effective March 1, 1982; and it is

FURTHER ORDERED, that First Page 17B of Granite State Electric Company tariff,
NHPUC #9 — Electricity, be, and hereby is, rejected; and it is

FURTHER ORDERED, that Granite State Electric Company file Original Page 17B based
on a fuel surcharge for the month of March, 1982 of $1.40 per 100 KWH; and it is

FURTHER ORDERED, that 12th Revised Page 15 of the N.H. Electric Cooperative, Inc.
tariff, NHPUC No. 10 -Electricity, providing for a fuel surcharge of $2.77 per 100 KWH for the
month of March, 1982, be, and hereby is, permitted
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to become effective March 1, 1982; and it is

FURTHER ORDERED, that 14th Revised Page 11B of the Municipal Electric Department of
Wolfeboro tariff, NHPUC No. 6 — Electricity, providing for a fuel surcharge of $2.60 per 100
KWH for the month of March, 1982, be, and hereby is, permitted to become effective March 1,
1982; and it is

FURTHER ORDERED, that 98th Revised Page 6 of Littleton Light Department tariff,
NHPUC No. 1 — Electricity, providing for a fuel surcharge of $2.38 per 100 KWH for the
month of March, 1982, be, and hereby is, permitted to become effective March 1, 1982; and it is

FURTHER ORDERED, that 66th Revised Page 10-B of Woodsville Water and Light
Department tariff, NHPUC No. 3 — Electricity, providing for a fuel surcharge credit of $0.04
per 100 KWH for the month of March, 1982, be, and hereby is, permitted to become effective
March 1, 1982.

By order of the Public Utilities Commission of New Hampshire this second day of March,
1982.

NH.PUC*03/02/82*[79219]*67 NH PUC 187*Exeter and Hampton Electric Company

[Go to End of 79219]

Re Exeter and Hampton Electric Company
Intervenors: Community Action Program and Office of Consumer Advocate
DR 81-317, Supplemental Order No. 15,511
67 NH PUC 187
New Hampshire Public Utilities Commission
March 2, 1982
ORDER fixing temporary rates
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RATES, § 630 — Emergency rates — Factors to be considered.

[N.H.] The financial condition of a company and its ability to attract long-term financing are
considered for determining whether it is in the public interest to grant temporary rates.

APPEARANCES: Warren C. Nighswander for Exeter and Hampton Electric Company; F.
Joseph Gentili, Consumer Advocate; Gerald Eaton for Community Action Program.

BY THE COMMISSION:
REPORT

On November 13, 1981, Exeter and Hampton Electric Company (hereafter referred to as the
Company), a public utility, serving electric to customers in a portion of the State, filed a new
tariff N.H.P.U.C. No. 15 providing for increased revenues in the amounts of $871,695.00 or
5.83% to become effective on December 13, 1981. On the same day the Company filed a petition
for
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temporary rates pursuant to RSA 37-:27 requesting that the Company's rates as set forth in
tariff N.H.P.U.C. No. 14 effective December 1, 1982, be fixed and determined as temporary rates
for the duration of this proceeding.

The Commission directed that the request for permanent rates be published by two public
notices. An affidavit of publication was filed on December 14, setting forth that the publication
was made in the Exeter News Letter on December 2, 1981, and December 9, 1981.

On November 23, 1981, the Commission issued Order No. 15,321 (66 NH PUC 523)
suspending Tariff N.H.P.U.C. No. 15 until such rates were investigated. On November 25, 1981,
the Commission issued an Order of Notice setting a public hearing on January 6, 1982, at
Concord for the purpose of fixing temporary rates. Said Order of Notice was published in the
Exeter News Letter on December 16, 1981.

The Company presented witness Frank L. Childs, Vice President, Treasurer and Chief
Financial Officer. Mr. Childs submitted prefiled testimony with four (4) exhibits attached
thereto. He stated that he analyzed the Company's financial performance for the 12 month period
ended August 1, 1981 (the test year for permanent rates) and determined that the return on
Common Equity during that period was 12.0% which was substantially lower than the 13.5%
allowed by the Commission in the Company's last rate case (DR 79-91) He further testified that
the return on common equity for the most recent 12 month period ended November 30, 1981 was
11.8% and the rate of return will continue to deteriorate as long as existing rates remain in effect.
The Company could not anticipate earning the allowed return on Common Equity of 13.5%
without rate relief.

Eugene Sullivan, Commission Finance Director inquired as to what assumptions the
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Company made with regard to the effects of the present economy in general during the period in
question. Witness Childs stated that looking forward into 1982, the Company foresees basically

flat sales even lower than sales in 1980 primarily in the industrial areas. The decline of industrial
sales are primarily related to the decline in the automobile industry.

Mr. Sullivan confirmed that the Staff's review of the Company's financial records show that
the Company has in fact earned less than the allowed rate of return. The Finance Department
tracked the over-all rate of return as follows:

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Allowed AugustSeptemberOctoberNovember December
ROR
9.86 9.0 9.13 8.98 8.98 9.15

Consumer Advocate, F. Joseph Gentili, inquired into the decision of the Company not to
issue any financings in its first quarter of 1982. The prefiled testimony originally set forth that
the Company was planning a one million to one million five hundred thousand dollar issue of
First Mortgage Bonds in its first quarter of 1982. Apparently the Company's cash flow improved
a bit and it was determined that with proper rate relief financing may not be needed. The
Consumer Advocate argues that the financial condition of the Company
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should be considered in determining whether or not it is in the public interest to grant
temporary rates.

The Commission agrees that the condition of the Company and its ability to attract long-term
financing is a consideration in determining if it is in the public interest to grant temporary rates.
However, the record reflects that the Company at this time does not intend to seek long-term
financing. However, the public interest requires a balance between fair rates charged to
customers and the obligation to have public utility companies to earn a reasonable over-all rate
of return at least close to that allowed in the Company's last rate case. Taking all factors into
consideration, i.e., the financial condition of the Company, the present earnings, conditions of
the market place; the Commission finds it is in the public interest to fix the existing rates being
collected by N.H.P.U.C. No. 14 as temporary rates for the duration of these proceedings.
Effective for service rendered on or after January 6, 1982. Our Order will issue accordingly.

SUPPLEMENTAL ORDER
Upon consideration of the foregoing report which is made a part hereof; it is hereby

ORDERED, that the existing rates being collected by N.H.P.U.C. No. 14 are hereby fixed as
temporary rates effective for service rendered on or after January 6, 1982.

By order of the Public Utilities Commission of New Hampshire this second day of March,
1982.

NH.PUC*03/08/82*[79220]*67 NH PUC 189*Public Service Company of New Hampshire

[Go to End of 79220]
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Re Public Service Company of New Hampshire
DR 82-61 Order No. 15,516
67 NH PUC 189
New Hampshire Public Utilities Commission
March 8, 1982
ORDER opening docket for consultative process.

BY THE COMMISSION:
ORDER

WHEREAS, the parties in DR 79-187 Phase I, presented stipulated recommendations on
Rate Design which this Commission accepted by Order No. 15,425 on January 11, 1982 (67 NH
PUC 97); and

WHEREAS, the stipulation called for a Consultative Process to address certain unresolved
issues and further implementation of rate design changes; and

WHEREAS, this Commission supports the Consultative Process and
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wishes to provide a proper forum for the results of the Process; it is

ORDERED, that Docket No. DR 82-61 be, and hereby is, opened for the purpose of
accepting such filings and hearing such matters as the parties to the Consultative Process on Rate
Design may wish to bring to our attention.

By order of the Public Utilities Commission of New Hampshire this eighth day of March,
1982.

NH.PUC*03/09/82*[79221]*67 NH PUC 190*Granite State Electric Company

[Go to End of 79221]

Re Granite State Electric Company
DR 81-86, Seventh Supplemental Order No. 15,567
67 NH PUC 190
New Hampshire Public Utilities Commission
March 9, 1982
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ORDER denying motion for reconsideration of fuel surcharge.

BY THE COMMISSION:
REPORT

Granite State Electric Company, (GSE) has filed a motion for reconsideration of a single
issue addressed in Commission Report and Sixth Supplemental Order No. 15,452 (DR 81-86)
(67 NH PUC 117). The motion for reconsideration was timely filed, therefore, the motion is
properly before the Commission.

Granite State Electric Company asserts that denial of their request for a surcharge while
allowing similar requests by other New Hampshire electric utilities results in undue
discrimination. The Commission finds the argument in support of this assertion to be
unpersuasive.

Supporting the allegation of discrimination with a recitation of surcharges previously
allowed by this Commission suggests that Granite State Electric Company and the other electric
utilities were comparably situated in requesting unrecovered fuel expense surcharges. The
Commission finds, as it has found in the past, that this is not the case, and observes that Granite
State's failure to distinguish its situation arises primarily from a problem with definitions.
Granite State's attempted clarification with witness McDade's testimony regarding the purported
"lag", is discussed on page 3 of the motion for reconsideration and is found to be
unenlightening.1(21)

As to the problematic definitions, the Commission's recent orders relating to Granite State
notwithstanding, confusion
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apparently persists relative to the meaning of "lock-up™ and "2-month lag", the basis upon
which requests for the unrecovered fuel expense surcharge were granted to other utilities. The
Commission squarely addressed this issue in its initial decision in the Fuel Clause Investigation
(DR 79-214). On page 1 of Report and Order No. 14,308 (DR 79-214) (65 NH PUC 311) itis
clearly stated that: " ... the '2-month lock-up;" is the 'lag’ in the billing of the FAC due to a
two-month delay in that billing."”

A brief glimpse at the history of the FAC is helpful in distinguishing Granite State's
circumstances. Concord and Exeter & Hampton delayed collection of fuel cost revenues when
the FAC originally went into effect. These companies did not begin to collect the FAC revenues
until the third month after it became effective; thus in March 1972 these companies began
collecting the FAC revenues based upon figures reflecting January 1972 fuel costs. This delay in
implementation created the 2 month lag. At the same time, fuel costs were deferred to match
revenues and expenses. This resulted in a "lock-up”, i.e. the amount of un-collected fuel expense
then remaining in the deferred fuel account when the FAC was changed to a forward-looking
quarterly fuel clause.

In contrast, Granite State began collecting FAC revenues in January 1972 based on figures

© Public Utilities Reports, Inc., 2008 196



PURbase

reflecting December 1971 fuel costs. The December costs were used as a surrogate upon which to
base FAC revenues for the current month (January 1972), enabling Granite State to begin
collecting the FAC revenues immediately. The revenues being collected in January 1972 were
not expenses incurred in December 1971. The revenues being collected were January costs,
using December figures as a basis for the January collection This method of calculation and
collection does not constitute a "lag", as it has been considered in previous cases. Nor was a
"lag" created in 1975 when July's costs were used as the basis for September’s collection of FAC
revenues. The second preceding month (July) was used as a surrogate upon which to base FAC
revenues for the current month (September), as was done in January 1972 using the first
preceding month as a surrogate. Thus, we concur in Granite State's judgment (page 3 of the
motion) that "It is not important that July's costs were used twice ... " A lag is not created by
using costs from a surrogate month to reflect current month's costs.

An additional distinction is observed in the treatment of Public Service Company. (PSNH)
The allowance by the Commission of PSNHSs requested surcharge was also based on a
determination found to be fundamentally different than that applicable to Granite State. PSNH
initiated the collection of FAC revenues in month "one", as did Granite State. However, as a
result of a 1975 financing hearing, and the finding that PSNH was not matching revenues with
expense, PSNH was ordered by the Commission to institute corrective accounting changes which
effectively created their 2-month lag. As has been noted earlier, all of the aforementioned
companies have consistently matched fuel revenues and expenses by deferring fuel costs.

Granite State, never having deferred fuel costs and revenues, showed any resulting variances
in their operating results. These variances were then funded each time a rate increase was
granted. Additionally, any shortfall would necessarily affect reported rate of return and
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would thus be factored into cost of common equity and attrition allowances. Having found
Granite State and the other companies to be dissimilarly situated, the Commission finds the
assertion of undue discrimination to be without merit. Locke v Ladd (1979) 399 A2d 962.
Because of these differences in implementation of the FAC, accompanied by different methods
of accounting for fuel costs, it has always been the finding of this Commission that Granite State
has not been subject to the 2-month lag which would justify the granting of the surcharge. We
re-affirm that finding today.

Accordingly, Granite State's motion for reconsideration of the company's request for a
surcharge is denied.

Our Order will issue accordingly.

SUPPLEMENTAL ORDER

Upon consideration of the foregoing Report, which is made a part hereof; it is hereby
ORDERED, that Granite State Electric Company's Motion for Reconsideration is denied.

By order of the Public Utilities Commission of New Hampshire this ninth day of March,
1982.
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FOOTNOTE

1"Examination of that full question and answer, however, reveals that Mr. McDade's 'a lag in
the opposite direction’ reference was to the effective date of the fuel adjustment clause, not to the
company's shortfall in revenues. His statement is clear that collection lagged behind payment of
expense. Simply because Granite started billing a fuel factor in January 1972 (the first month in
which the clause was effective) does not change the fact that recovery lagged one month behind
incurrence of expense. In short, a one month lag was created because December 1971 costs were
not recovered until bills issued in January 1972 were paid."”

NH.PUC*03/10/82*[79222]*67 NH PUC 192*Keene Gas Corporation

[Go to End of 79222]

Re Keene Gas Corporation
DR 81-305, Second Supplemental Order No. 15,522
67 NH PUC 192
New Hampshire Public Utilities Commission
March 10, 1982
ORDER revoking revision of cost of gas adjustment.

BY THE COMMISSION:
SUPPLEMENTAL ORDER

WHEREAS, the Commission in DR 81-305 of Keene Gas Corporation in its Report and
Order dated 1/13/82 (67 NH PUC 99), approved, based on an agreement entered into by all
parties in the case, a revision to the Corporation's CGA from a 6-month estimated basis to a
monthly actual basis; and

WHEREAS, this aspect of the settlement was entered into to help the Corporation over its
early winter cash flow problems; and

WHEREAS, the Commission, after further investigation, is in agreement with Keene Gas
Corporation that while the change would benefit its cash flow in a short-term basis, it would
cause great fluctuations in customer bills and might compel ratepayers to abandon Keene Gas
Corporation's utility business for an unregulated bottled propane competitor; it is therefore

ORDERED, that Supplemental Order No. 15,431 (67 NH PUC 99), dealing
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with a revision of the CGA to a monthly basis is revoked; and it is
FURTHER ORDERED, that Keene Gas Corporation shall continue to bill customers the
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CGA for the remainder of the Winter Period 1981-82 at the rate previously approved for that
period.

By order of the Public Utilities Commission of New Hampshire this tenth day of March,
1982.

NH.PUC*03/11/82*[79223]*67 NH PUC 193*Gas Service, Inc.

[Go to End of 79223]

Re Gas Service, Inc.
Intervenor: Office of Consumer Advocate

DR 80-179, Fifth Supplemental Order No. 15,532
47 PURA4th 262

67 NH PUC 193
New Hampshire Public Utilities Commission
March 11, 1982
ORDER approving rate increase.

1. RETURN, 8 8 — Basis for computation — Property value distinguished from capitalization
— Market-to-book ratio.

[N.H.] Where there are a small number of shareholders and infrequent trading of the
company's stock, market-to-book ratios are artificial; therefore, they cannot be used as a
measurement of risk in determining the rate of return. p. 196.

2. RETURN, § 26.4 — Reasonableness — Cost of equity — Discounted cash-flow formula.

[N.H.] Use of an adjusted yield in a discounted cash-flow analysis is appropriate when new
common equity is being sold. p. 196.

3. RETURN, § 25 — Reasonableness — Returns of other enterprises.

[N.H.] The commission disregarded a risk premium analysis where the market-to-book ratio
had been disputed and electric utilities had been used in developing a proxy rate of return for a
gas company. p. 197.

4. RETURN, § 35 — Reasonableness — Economic conditions — Attrition.

[N.H.] Instead of allowing an attrition factor to be added to the cost of capital, the
commission allowed a step increase for actual increases expenses. p. 199.

5. ACCOUNTING, § 49 — Gas — Pipeline refunds.

[N.H.] Refunds associated with natural gas pipeline refunds and attributable to interruptible
and seasonal sales were added back into test-year revenues where they were originally booked
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under nonutility operations. p. 201.
7. ACCOUNTING, 8§ 49 — Gas — Pipeline refunds.

[N.H.] Refunds associated with natural gas pipeline refunds and attributable to interruptible
and seasonal sales are related to utility operations. p. 201.

7. EXPENSES, § 19 — Country club expenses.

[N.H.] Country club expenses were recognized and booked below the line and charged to
stockholders because, historically, the public interest has been defined to include only the
expenses that are necessary for the deliverance of energy and other commissions have excluded
expenditures for clubs as not being properly chargeable to the ratepayers. p. 201.
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8. EXPENSES, § 82 — Officers' expenses — Moving expenses.

[N.H.] Motel costs and other moving expenses for a company officer were booked below the
line. p. 202.

9. EXPENSES, § 19 — Automobile expenses — Commuting expenses.

[N.H.] Automobile expenses were reduced by 10 per cent as a first step toward halting
ratepayer subsidization of commuting utility employees. p. 202.

10. EXPENSES, § 19 — Computer expenses.

[N.H.] Where the company had not acquired hardware, software, or a programmer, a pro
forma adjustment for these expenses was disallowed, but a step increase was permitted. p. 203.

11. RATES, § 380 — Gas — Special factors affecting rates — Rate design factors.

[N.H.] The commission considered three factors in deciding that rate design changes were
necessary: (1) price increases in response to the deregulation of gas, (2) economic efficiency, and
(3) giving consumers the correct pricing signals. p. 204.

APPEARANCES: Charles Toll for the petitioner; Gerald Lynch and F. Joseph Gentili for the
Consumer Advocate.

BY THE COMMISSION:

On August 1, 1980, the Company filed with the Commission certain proposed pages in its
Tariff No. 5 to be effective September 1, 1980 providing for rates designed to yield an annual
increase in base revenues of $943,954.

On August 18, 1980, the Commission issued Order No. 14,439 (65 NH PUC 387) suspending
the proposed tariff pages until otherwise ordered and on August 21, 1980, the Commission
rejected the proposed tariff pages in its Report and Supplemental Order No. 14,462 (65 NH PUC
405). The Company filed a Motion for Rehearing and Other Relief on September 18, 1980 which
was denied by the Commission in Supplemental Order No. 14,504 issued September 29, 1980
(65 NH PUC 456).
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On October 28, 1980, the Company filed with the New Hampshire Supreme Court a Petition
for Appeal seeking a review of Report and Supplemental Order No. 14,462. On June 26, 1981,
the Supreme Court reversed the Commission's order and remanded the case to the Commission
for a hearing on the merits and the taking of additional evidence on the Company's request for
basic rate relief.

The Company placed the proposed tariff in effect under bond filed with the Commission on
July 7, 1981 and on July 9, 1981 petitioned for temporary rates. Following a hearing on August
26, 1981, the Commission issued Report and Third Supplemental Order No. 15,078 dated
August 31, 1981 (66 NH PUC 328), establishing the bonded rates as the Company's temporary
rates effective July 7, 1981.

Also, on August 31, 1981, the Commission issued Fourth Supplemental Order No. 15,079
(66 NH PUC 329) establishing a procedural schedule to be followed in this case, including
hearing dates on September 21 and 24 and October 2, 1981. Prepared testimony and exhibits
were filed by the Company on September 4, 1981. The rate relief sought by the Company in its
prepared testimony and exhibits was $2,040,538. Pursuant to the procedural schedule, data
requests were submitted to the Company and responded to. Additionally, members of the Staff
Finance Department conducted a partial audit of the Company's books and records.

Representatives of the Company and the Staff and the Consumer Advocate met to discuss
issues in this proceeding on September 11, 17, 21, 23 and October 2, 1981. Settlement
Agreements |
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and 11 were the result of those conferences and had been arrived at in light of the entire
record in the proceeding through October 2, 1981. The Settlement Agreements provided for an
increase in rates of $1,415,727 plus step increases in February 1982 and February 1983.

After review, the Commission split as to whether the settlement package was acceptable.

Accordingly, duly noted public hearings were held at the Commission's offices on January 18
and 19, 1982.

During the course of those hearing dates, numerous additional exhibits were submitted
including the Settlement Agreements and Exhibit 20, updating the Company's request and
revising it to $1,842,800. The request was reduced to $1,725,104 in the Company's reply brief of
February 17, 1982.

In the balance of this Report, the Commission will discuss the positions of the Company,
Consumer Advocate, and our Staff, beginning with the request for $2,040,538, as well as the
evolution of those positions and our findings.

I. Supreme Court Actions — Overview

The Supreme Court overturned the Commission's decision to deny Gas Service Company a
forum to litigate another rate case within months of a Commission decision involving another
Gas Service rate petition.

The Court noted in its decision that the Company alleged that for the past seven years it has
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not earned and has not been able to earn the reasonable rate of return to which it is legally
entitled due to the inadequate rate increases approved by the Public Utilities Commission.
Further, the Court appeared to find persuasive the Company's claim that there was a possibility
of unconstitutional confiscation of its property. Such a possibility was found to justify a hearing.
The remand to the Commission was for the taking of additional evidence on the merits of the
Company's claim as to confiscation and inadequate rate awards by the Commission.

The Commission has dutifully examined the Company and provided numerous hearings to
allow for the proper presentation of its case. Furthermore, the record of this proceeding has been
enlarged to include the record in the most recent cost of gas adjustment proceeding involving
Gas Service, Inc.

The Commission has also become concerned with another Supreme Court decision involving
Gas Service issued September 16, 1981. The case, No. 80-425 (-NH-, 435 A2d 126), was
decided by the Court in which it chose to uphold the Commission's earlier decision. Gas Service
has not as of yet complied with either the Commission's decision or the Court's decision
upholding that decision. This decision will also be addressed within the context of this opinion.

Il. Rate of Return

The Company, through Mr. Mancini's Exhibit 14, requested a capital structure based on
50.2% long-term debt, 14.1% preferred stock, and 35.7% common stock as of 4/30/81. This
structure was also utilized in Exhibit 19, Schedule 4, Schedule 5, of Settlement Agreement #1,
and Exhibit 23. Since no parties have objected to this structure, the Commission will accept it, as
well as the uncontested rates of 11.65% on long-term debt and 13.47% on preferred stock.

The only difference is in the cost rate of common equity, which was shown by the Company
to be 17.0% in Exhibits 14
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and 19, and 15.9% in the Settlement Agreements.

No other parties testified on a proper rate, but the Consumer Advocate through brief
developed arguments supporting no more than a 15.25% return on equity.

The Company's most recent witness on the cost rate for common equity, Mr. Robert S.
Jackson, utilized 3 methodologies to arrive at his 17.0% recommendation. The approaches were
discounted cash flow (DCF), risk premium, and comparable earnings.

In his DCF analysis, Mr. Jackson chose a sample of 10 gas distribution companies; Alagasco,
Bay State Gas, Conn. Natural Gas, Indiana Gas, Michigan Energy, New Jersey Natural,,
Piedmont Natural, Providence Energy, Public Service Co. of North Carolina, and Valley
Resources. With this sample, he developed four dividend yields ranging from 10.54% to 13.93%
utilizing market to book ratios of 1.10 to 1.20 as shown in Schedule 2, page 2 of 2. To this, he
added his derived average of weighted and arithmetic averages of growth rates, or 5.00% to
derive an estimated cost of common equity under this approach of 15.54% to 18.93%.

Interestingly, looking further at his comparison companies, the most recent rates of return on
common equity awarded by their Commission's varied from 13.0% to 16.47%, as shown in the
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following table:
[Graphic(s) below may extend beyond size of screen or contain distortions.]
Company Regulatory Latest Return

Commission Awarded on Docket # Date
Common Equity

Alagasco Alabama 14.00% 18046 7/03/81
Bay State Gas Massachusetts 14.00% 777 1/11/82
Conn. Nat. Gas Connecticut 14_25% 791202 (37 6/25/80
PUR4th 287)

Indiana Gas Indiana 16.47% 36117 12/08/80
Michigan Consol. Michigan 13.25% U-6372 1/30/81
New Jersey Nat. New Jersey 14.75% 815-458 12/81

Piedmont Nat. North Carolina 6.24% G9, Sub 212 2/02/82
Providence Energy Rhode Island 13.00% 1398 9/27/79
P.S. Co. of No. Carolina North Carolina 14.95% G57, Sub 1576/02/81
Valley Gas Co. Rhode Island 14_.20% 1497 1/02/81

The Commission recognizes that basing a funding solely on this information could lead to
circularity arguments, so we have conducted other analyses.

[1] In the Company's last rate proceeding, DR 79-129, Report and Order No. 14,062 ([1980]
65 NH PUC 76), the Commission stated, "where there is only a small number of shareholders
and an infrequent amount of trading of the Company's stock, the Commission believes that
market-to-book ratios are extraordinarily artificial ... this finding precludes any use of
market-to-book ratios as a measurement of risk in this instance.” (65 NH PUC at p. 86.)

[2] The Commission also stated in the previously cited docket, "As to the DCF analysis, the
Commission does not feel that the adjusted dividend yield should be used. The adjusted yield is
appropriate for a situation when new common equity is being sold.” (65 NH PUC at p. 80.)
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This Commission feels those statements are equally applicable to this docket and will revise
Exhibit 19, Schedule 2, page 2 of 2 accordingly.

The resulting DCF cost rate, exclusive of any upward adjustment to a market-to-book ratio of
1.10 or 1.20, is 14.49% to 16.14% on common equity.

Mr. Jackson's risk premium analysis compared the return earned on equity over the 20 years,
1960-1980 of Moody's gas distribution companies’ with the 24-month moving average of
Aa-rated1(22) public utility bonds, which include electric, gas, and combination utilities,
although Mr. Jackson acknowledged that electrics are riskier than natural gas utilities (Tr 29-30).

Probing deeper into Mr. Jackson's analysis, he again utilized a market-to-book ratio of 1.10
to 1.20, to arrive at a recommended range of 18.25 to 18.62.

[3] The Commission, based on the rationale utilized to dispute the market-to-book ratio
approach previously mentioned, and our disagreement with using electric utilities in developing
a proxy rate of return for Gas Service, leads us to disregard Mr. Jackson's risk premium analysis.
This is further strengthened by Mr. Jackson's statement on page 7, lines 10 and 11 of his direct
testimony, Exhibit 19: "Q. Is the cost of common equity directly tied to interest rates? A. It is
not."
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Mr. Jackson's third method, comparable earnings used the sample of ten utilities previously
listed, but only for a five-year period, as opposed to 20 years, which was utilized under his risk
premium analysis. Based on his five-year sample, the average return earned on book value
ranged between 11.4% and 13.2% while the market/book ratio ranged between 0.86 and 0.95
during the five-year period averaging 0.89.

Interestingly, after conducting this analysis, Mr. Jackson doesn't make a recommendation
based on comparable earnings .As an academic exercise, this Commission generally followed the
formula utilized by Mr. Jackson to develop a range from the comparable earnings approach, even
using a market/book ratio of 1.1, which we do not accept but are utilizing for conceptual
purposes.

[Equation below may extend beyond size of screen or contain distortions.]
11.4% + 0.95=12.0% + .9 = 13.33% (M/B 1.10)
13.2% + 0.86 = 15.3% + .9 = 17.05%

The range so derived is 13.33 to 17.05%, which encompasses the full range we developed
earlier under the DCF method of 14.49 to 16.14%, as well as the rate recommended by the
Consumer Advocate of 15.25%, and the rate utilized in the Settlement Agreement of 15.9%. In
determining which figure within this range to accept, the Commission has decided upon 15.5%,
which also falls within the upper half of the range awarded to Mr. Jackson's comparison utilities.

Plugging 15.5% for common equity into the previously accepted capital structure,

[Graphic(s) below may extend beyond size of screen or contain distortions.]

Capital RatioCost RateWgtd.

Long-Term Debt 50.2% 11.65%5.85

Preferred Stock 14.1 13.47 1.90

Common Equity 35.7 15.50 5.53
100.0% 13.28%

The Commission accepts a cost of capital of 13.28%.

I11. Attrition

Attrition, as usual, is a very difficult figure to pinpoint and takes in such
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varied areas as management efficiency, customer growth patterns, conservation, proforma
adjustments, inflation, etc. The requested adjustment for attrition varies from 80 basis points
supported by Mr. Mancini in Exhibit 18, pages 10-12, to zero in the Consumer Advocate's brief.
Settlement Agreement #1 did not include a provision for attrition initially, however it did make
provision for step increases in Jan-Feb, 1982 and 1983.

The 1982 step increase was to cover $85,115 for wage and salary increases, $15,242 for
pension accruals, any rate case expense over $46,985, the change in actual property taxes,

© Public Utilities Reports, Inc., 2008 204



PURbase

$75,000 for attrition, $7,955 for increased payroll taxes, and a reasonable amount for computer
operations. Of these amounts, Mancini's Exhibit 20 incorporated the payroll increases, the actual
pension accrued, actual property taxes, and an amount for computer operations.

Once the Company knows and the Commission approves of the actual amount incurred for
rate case expenses over $62,985, the amount may be surcharged to customers over a two-year
period.

This leaves the $75,000 shown in the Settlement Agreement for attrition in the first step.

This compares with 0.8% most recently requested by Mr. Mancini, which corresponds to a
$170,000 rate increase based on Exhibit 20, Schedule C.

In reviewing Mr. Mancini's development of the 0.80% attrition factor on Exhibit 18, page 12
of 16, it is evident that he makes adjustments to net utility operating income only for the
elimination of the appliance sales loss and a one-time special service fee. He failed to update the
computation to recognize many of the items he included in Exhibit 20, Schedule A. These items
include $47,992 of additional revenue related to a Triangle Pacific adjustment, and numerous
expenses which were incurred by the choice of management and booked originally to utility
operations, which now at the Company's request are being removed from test year utility
operations for rate case purposes. In addition to this oversight are the operating expense
adjustments noted by the Commission elsewhere in this Report.

We note these concerns because attrition or the erosion in earnings is due to many factors.
Some beyond the bounds of Company control and other factors within management and the
Board of Director's control; i.e., wage increases. For the Company's officers, the pay raises
effective 5/01/81 averaged 12%, based on Exhibit 26, relating to a period during which the
Company was claiming an unacceptable rate of return. This Commission must question such
raises to management in that situation. Beyond the pay raises, Company vehicles continue to be
provided to most Company officers for their personal use and to union employees for commuting
and work purposes.

This generosity in our viewpoint has certainly contributed to the erosion in Company
earnings.

Attrition has also resulted from inflation which is one factor this Commission sees as having
decreased in the last year and expects to continue to decline.

Another case of attrition is the growth in interest costs incurred by the Company. Particularly
with regards to short-term debt, the fuel inventory financing trust which the Company is
planning to enter into should go a long way towards eliminating this source of attrition, by
putting the costs directly on the backs of the Company's customers through the mechanism of the
CGA. For purposes of
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common equity risk, this mechanism reduces the risk to common stockholders.

[4] Taking all of these concerns into consideration, as well as the proforma adjustments
allowed, this Commission will not allow a factor to be added to the previously determined cost
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of capital, but will allow a Step Increase as of January, 1983, for the increases or decreases in
actual property taxes; insurance over $209,009 as shown in Exhibit 4-B, Line 14 as applied to
insurance coverage in force of the date of this Order; in the public utility tax assessment
(including any assessment to cover the Governor's Council on Energy) over the $65,854 shown
on Exhibit 4-16; updated cost of capital and capital structure, but holding the cost of common
equity at 15.5%; wage increases if considered reasonable by this Commission and corresponding
changes in pension accruals, BC/BS, dental plan premiums, and payroll taxes; and approved
amounts for the net increases in computer hardware, software, and/or a programmer.

In addition, the difference in rate case expenses between the $62,985 pro-formed in Exhibit
4-H and the actual amount, approved by this Commission, should be surcharged over a two-year
period beginning after the date of this Order.

V. Rate Base

The Company originally requested a rate base of $11,000,314, which was based on the
13-month average ending April 30, 1981. Through the settlement process, this was reduced to
$10,971,765, which was the amount the Company requested in its revised filing, Exhibit 20,
Schedule D.

Based on the issues of Seasonal Sales and Fuel Inventory Trust Financing, the Consumer
Advocate in brief requested rate base be reduced by $24,000 and $197,505, respectively, to
$10,750,260.

Seasonal sales are discussed elsewhere in this Report, but as Attorney Gentili points out, the
Company does have fixed a