DG 99- 050

NORTHERN UTILITIES, | NC.
Wells, Maine LNG Facility
Order Approving Joint Stipulation and Agreenent

ORDER NO 23, 362

Decenber 7, 1999

APPEARANCES: Paul B. Dexter, Esqg. of LeBoeuf, Lanb,
Greene & MacRae, LLP representing Northern Utilities, Inc.;
Kenneth E. Traum Finance Director, Ofice of Consuner Advocate
on behalf of Residential Uility Custonmers; and Larry S. Eckhaus,
Esq. for the Staff of the New Hanpshire Public Utilities
Comm ssi on.
| . PROCEDURAL HI STORY

On August 26, 1996, the New Hanpshire Public Utilities
Commi ssion (Comm ssion) approved a Settlenment Agreenent regarding
Northern Utilities, Inc.’s (Northern) request for approval of a
Precedent Agreenent (Precedent Agreenent) with its affiliate,
Granite State Gas Transmission, Inc. (Ganite) for devel opnent of

a 2 billion cubic foot (BCF) liquified natural gas (LNG storage

facility in Wells, Maine (Wlls LNG Facility). Re Northern

Utilities, Inc. 81 NH PUC 648 (1996).1

Al nost two years later, on May 27, 1998, the Federal
Ener gy Regul atory Conm ssion (FERC) approved Granite’s
application for a certificate of public conveni ence and necessity

(Certificate) to construct and operate the above facility.

!Both Northern and Granite are whol |l y-owned subsi di ari es of
Bay State Gas Conpany(Bay State), which was recently acquired by
(NIPSCO). Re Northern Utilities, Inc. Oder No. 22,983, (July 20,
1998) .
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Ganite State Gas Transmi ssion, Inc., 83 FERC { 61,194, reh’ g

deni ed, 84 FERC { 61, 285 (1998)?2

On February 16, 1999, Northern requested that Ganite
release it fromits obligation under the Precedent Agreenent to
execute the underlying LNG Storage Contract (Contract) due to
changed circunstances, and nore advant ageous contracts for
peaki ng supply. Northern indicated that it recogni zed that the
Contract required an exit fee for early termnation and requested
confirmation fromGanite as to the costs to be reinbursed.

On February 19, 1999, Ganite agreed to rel ease
Northern fromits obligation if it were to receive an order from
the FERC acceptable to Granite regarding an exit fee which woul d
be anortized over a 10-year period with carrying costs. Ganite
estimated the present value of the exit fee costs to total
approximately $11.6 mllion through May 31, 1999.

On March 5, 1999, Ganite filed a Petition for
Decl aratory Order (Petition) with the FERC requesting that the
FERC i ssue an order that Granite may recover a contract
aut hori zed exit fee from Northern and requested a deci sion by

June 1, 1999. Ganite State Gas Transm ssion, Inc. Docket No.

CP 99-238-000.

2That Order is currently on appeal before the U S. Crcuit
Court for the D.C. Crcuit. No Tanks, Inc. v. FERC, Case No.
98-1463 (D.C. Cir. filed Cct. 2, 1998).
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On March 31, 1999, Northern filed a Mtion for
Protective Order, requesting confidential treatnent of
information regarding: the price, the ternms and the flexibility
of Northern’s contracts with Distrigas of Massachusetts (DOVAC) ;
the ternms and conditions of a third option which had not yet been
finalized; and the conputer nodel runs denonstrating the
conparative costs of the gas supply alternatives.

On April 1, 1999, the Comm ssion intervened in the FERC
proceedi ng in accordance with FERC Rul es 207, 211 and 214;
protested the Petition; requested that FERC stay the authority it
granted Granite in the Certificate; and requested that FERC set
the matter for a hearing, with a schedule to be determ ned after
t he Comm ssion concludes its own investigation and issued an
order regarding its jurisdictional issues concerning Northern in
this proceeding. Qther interveners in the FERC proceeding
i ncluded Northern, the Maine Public Uilities Comm ssion (MPUC)
the Public Advocate, State of Miine (Public Advocate), the Ofice
of Consuner Advocate (OCA) and No Tanks, Inc. (No Tanks).

In accordance with the Order of Notice issued April 2,
1999 in this proceeding, a Prehearing Conference was held on
April 22, 1999.

On April 30, 1999, the MPUC opened its own Docket No.
99-259 and issued a Notice of Investigation to investigate
Northern’s decision to termnate its agreenent wth Ganite to

purchase LNG fromthe proposed Wells LNG Facility.
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On May 7, 1999, the MPUC petitioned for status as a
Late-Filed Limted Intervener, to offer comment on the issues in
the proceeding only if it beconmes appropriate given the MPUC s
responsibility for this matter in an adjoining jurisdiction and
the potential for nutual inpact by sone of the issues.

On June 7, 1999, the Comm ssion issued Order No. 23,222
whi ch raised the following issues to be considered in this
proceedi ng: Northern’s managenent of its upstream capacity;

Nort hern’s obligations under the Precedent Agreenent as approved
by the Comm ssion; whether stranded capacity or costs exist
pursuant to the Precedent Agreenent, and, if so, the |level of
such costs and whether they nay be passed on to Northern's
custoners; the prudence of Northern' s actions; whether the size
of the proposed Wells LNG facility is appropriate; whether the
alternative supplies Northern has contracted for with DOVAC neet
the requi renent of Puc 506.03; and whether the alternative
supplies provide the sane degree of flexibility and reliability
of gas supply that can be provided by the Wells LNG facility.

The Conmm ssion also stated that the investigation into
Northern’s Integrated Resource Plan (I RP) in Docket DE 98-135 may
be a nore appropriate forumfor addressing sone of the above
i ssues. A partial procedural schedule was adopted which all owed
for joint discovery and technical sessions within both the IRP

proceedi ng and this docket. The Comm ssion al so approved
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Northern’s Motion for Protective treatnment, and granted limted
intervention to the MPUC

The Parties to this proceedi ng and the FERC proceedi ng
and Staff continued to neet regularly throughout the summer in an
attenpt to settle all matters related to Ganite’s FERC petition.
On August 30, 1999, the parties and Staff filed a Joint
Stipul ation and Agreenent (Stipulation)of Ganite, Northern, OCA
Staff, the Miine Public Advocate and No Tanks with the Comm ssion
seeking its concurrence for filing at the FERC. A simlar filing
was made with the MPUC. On Septenber 23, 1999, the MPUC
del i berated and approved the Stipulation. A hearing on the
Stipulation was held before this Comm ssion on Septenber 27,
1999.
1. JO NT STI PULATI ON AND AGREEMENT

The proposed Stipulation is intended to resol ve al
issues relating to Ganite’s Petition in FERC Docket CP99-238-000
and ot her issues and proceedings related to the Wlls LNG
Facility. The Agreenent: resolves all issues that have been
rai sed before the FERC, the MPUC and the Comm ssion with respect
to the Wlls LNG Project; resolves all issues raised in a
petition for review filed by No Tanks, Inc. in federal court?;
provi des for the recovery of $8,342,241 of recoverabl e project

costs, including carrying costs, over a seven (7) year recovery

5No Tanks, Inc. v. FERC, Case No. 98-1463 (D.C. Cr, filed
Cct ober 2, 1998)
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peri od commenci ng Novenber 1, 1999; and provides for Ganite’'s
retention of the |land purchased in connection with the proposed
facility and any benefits that may be derived fromthe sale
thereof. A nmechanismfor recovery was established which provides
for recovery of $3,807,987 from Northern’s New Hanpshire
custoners through Northern’s Cost of Gas Adjustnent (CGA), and
$4, 534,254 from Northern’s Mai ne custonmers. Granite al so agreed
to forgo pursuit of the Wells LNG Facility project, to formally
surrender its certificate, and not to construct any other LNG
projects on the site.

I n support of the Stipulation, Northern indicated that
a typical residential heating custonmer would experience an annual
i ncrease of about $10 or 1.1%as a result of the addition of the
exit fee. However, Northern maintained that the inpetus for
exiting the Wells LNG Precedent Agreenent was its ability to
finally obtain alternative supplies, and that customers woul d
experience approximately $45 million in benefits over ten (10)
years, or $21 million on a net present val ue basis, even after
recogni zing the proposed exit fee. This wll result in the
average cost of gas being 13.9% | ower than it would ot herw se be,
or a net savings of about 5.5%to custoners.
[11. COVM SSI ON ANALYSI S

Havi ng consi dered the testinony that was presented in

support of the Stipulation, the Conm ssion believes that it is a
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reasonabl e resolution to the outstanding issues pertaining to
Northern’s attenpt to recover expenses related to the proposed
Wells LNG Facility. The Joint Stipulation and Agreenent provides
for recovery of sonme portion of those expenses from New Hanpshire
ratepayers and it is a much nore limted recovery than what was
originally sought by Northern, $6.95 million versus $11.6
mllion, or 59.9% of project costs considered recoverabl e by
Northern. The Stipulation, if approved in all jurisdictions,
will satisfy not only the proceeding here, but also in the State
of Maine, at the FERC, and at the federal court as well.

We al so note that the Stipulation provides for the
utilization, in New Hanpshire, of $1 mllion of a CGA over-
collection to offset the recovery, reduce carrying costs and
snoot hing the cost of gas. By Order No. 23,330 (Qctober 29,

1999) in Docket DG 99-130, Northern Utilities, Inc., $1 mllion

of Northern’s 1998/ 1999 CGA over-collection was applied to the
Vells LNG Facility exit fee, and was nmade applicable to certain
transportation volunmes as well as all firmvolunes. |In addition,
year-to-year over or under collections due to fluctuations in
actual sales fromforecasted sales will be recovered in the next
annual surcharge calculation with no additional carrying cost.

W agree with Staff that the issues raised in this
matter were unique to Northern and Granite and are unlikely to
arise in another context. Northern’s ability to contract for |ess

costly alternative supplies is largely the result of changes in
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the industry. Gven the uncertainty surroundi ng many of the
issues raised in the protests filed at FERC, and the uni que
ci rcunstances surrounding this matter, we commend all the parties
and Staff for their diligent efforts in forging a reasonabl e
settlenment and avoiding costly litigation in nultiple
jurisdictions. For all of the above reasons, we approve the
Joint Stipulation and Agreenent.

Based upon the foregoing, it is hereby

ORDERED t hat the Joint Stipulation and Agreenent is
APPROVED; and it is

FURTHER ORDERED, that the Executive Director is hereby
authorized and directed to sign the Joint Stipulation and
Agreenent on behalf of the Comm ssion and to append a copy of

this Order as Appendi x E thereto.

By order of the Public Uilities Conmm ssion of New

Hanpshire this seventh day of Decenber, 1999.

Dougl as L. Patch Susan S. Gei ger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:
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Thomas B. Getz
Executive Director and Secretary



