DG 00-194

NORTHERN UTILITIES, | NC.
2000/ 2001 W nter Cost of Gas

Order Approving the Cost of Gas
and Environnental Renedi ati on and Conservati on Surcharges

ORDER NO 23,581

Oct ober 31, 2000

APPEARANCES: Rubin & Rudman, L.L.P., by Frank
Pozni ak, Esg., on behalf of Northern Utilities, Inc. and Larry
S. Eckhaus, Esq., for the Staff of the New Hanpshire Public
Utilities Comm ssion.
| . PROCEDURAL HI STORY

On Septenber 15, 2000, Northern Utilities, Inc. (Northern)
filed with the New Hanpshire Public Utilities Conm ssion (Comm ssion)
its Cost of Gas (COG) for the period November 1, 2000 through Apri
30, 2001 for Northern’s natural gas operations in the Seacoast area
of New Hanpshire. The filing was acconpani ed by supporting
attachnments and the Direct Testinmony of Francisco C. DaFonte,
Director of Gas Control. On Septenber 19, 2000, Northern filed the
direct testinmony of Marjorie H 1zzo, Senior Rate Anal yst, and
revised tariff pages.

An Order of Notice was issued on Septenber 20, 2000,
setting the date of the hearing for October 17, 2000.

On COctober 12, 2000, Staff filed the Direct Testinony of

St ephen P. Frink, Assistant Finance Director, recomendi ng approval

of the proposed COG rate and surcharges. M. Frink also proposed
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revising the nmechanismthat allows Northern to inplenment nonthly
changes without further Comm ssion action, to provide Northern
greater flexibility in making adjustnments.

On Septenber 20, 2000, the O fice of the Consuner
Advocate (OCA) filed a Notice of Intent to Participate in this
docket on behalf of residential utility consuners pursuant to
t he powers and duties granted to the OCA under RSA 363:28,11.
There were no other intervenors in this docket. A duly
noti ced hearing on the nerits was held at the Comm ssion on
Oct ober 19, 2000.
1. POSITIONS OF THE PARTI ES AND STAFF

A Nort hern

Northern wi tnesses Marjorie H 1zzo, Senior Rate Analyst,
Franci sco C. DaFonte, Director of Gas Control, and Joseph A. Ferro,
Di rector of Revenue Devel opnent, addressed the follow ng issues: 1)
cal cul ation of the COG and the inpact on custoner bills; 2) factors
contributing to the increased rate; 3) hedging and fixed price plans;
4) the Wells LNG peaking facility surcharge; 5) the environnental
remedi ati on surcharge; and 6) the conservation charges.

1. Cal cul ation and Rate I npact of the Proposed COG

The proposed 2000/ 2001 Wnter COG rate of $0.6926 per
t herm was cal cul ated by increasing the anticipated cost of gas of

$23, 029, 001 for net adjustnments of $3,079,246 and dividing the
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resulting anticipated costs of $26, 108,247 by projected therm sal es
of 37,693, 810.

Northern’s proposed 2000/ 2001 Wnter COG rate of $0.6926
per thermrepresents an increase of $0.2437 per thermfromthe
average wei ghted 1999/ 2000 Wnter COG rate of $0.4489 per therm

The inmpact of the proposed firmsales COG rate and revised
surcharges is a nonthly increase on the average residential heating
custonmer’s bill of $38, a 29% increase, as conpared to |ast w nter.

2. Factors Contributing to the Increased COG

The increase in the proposed COG rate conpared to | ast
winter’'s rate can be attributed to two factors: 1) an increase in the
actual and projected natural gas and suppl enmental fuel prices; and 2)
a substantial under-collection being carried over fromlast w nter.

M. DaFonte testified that there had been a 100% i ncrease
in natural gas prices froml|ast year to this year. The actual and
projected increases in fuel prices account for approxi mately two-
thirds of the rate increase.

Ms. lzzo testified that the 1999/2000 Wnter COG rate
cal cul ation included an over-recovery credit of $825,862 conpared to
an under-recovery charge of $1,282,199 in this winter’s cal cul ation.
The over-collection in the 1999/2000 winter rate and the under-
collection in the 2000/2001 winter rate results in a $2.1 mllion

swi ng that accounts for approximtely one-third of the increase.
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3. Hedgi ng and Fi xed Price Plans

M. DaFonte testified that a conbi nation of stored gas
purchased during the sunmmer nonths and other fixed supply resources
constitutes approximately 65% of its normal wi nter period supply.
M . DaFonte explained that because these supplies are not directly
i npacted by the volatility inherent in the energy fuel markets during
the winter period, market volatility is danpened for Northern’'s
custoners. Basically, Northern has constructed a resource portfolio
t hat acconpli shes hedging through the use of physical assets as
opposed to the use of financial instrunents.

Under cross-exam nation, M. DaFonte stated that Northern
had not explored the use of financial instruments for hedgi ng or
i npl ementation of a Fixed Priced Option for this winter as directed
by the Comm ssion in Re Northern Utilities, Inc., 84 NH PUC 561
(1999). M. DaFonte also testified that Northern's affiliate
Nort hern I ndiana Public Service Conpany has been using financi al
instrunents for hedging and offers a fixed price program

4. Wel | s LNG Peaking Facility Surcharge

In Re Northern utilities, Inc., NH PUC 669, the Conm ssion
approved a Joint Settlement for recovery of costs related to exiting
the Wells LNG Peak Shaving Facilities contract. The settl enent

provi ded for recovery of $444,092 in year two, commenci ng Novenber 1,
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2000. Northern incorrectly billed custoners during the first year by
not billing the Wells Exit Fee in the nonths of January and February
2000, resulting in an under-collection of $152,262. |In accordance
with a previous Comm ssion directive, the under-collection has been
i ncluded for recovery, resulting in a surcharge of $0.0094 per therm

5. Envi ronment al Renedi ati on Surchar ge

In Order No. 23,046 Re Northern Utilities, Inc. 83 NHPUC
580 (1998), the Conm ssion approved a nmechani smfor recovery of
environnental renedi ation costs (ERC) associated with formner
manuf actured gas plant (M3) sites, such costs to be filed during
Northern’s winter COG proceeding for review and, if approved,
recovered over seven years. Northern filed for recovery of
unanortized deferred environnental renediation costs of $2,442, 911,
incurred fromJuly 1, 1999 through June 30, 2000. These renedi ation
expenses, conmbined with prior year’'s expenses approved for recovery
and unanortized to date, were fully offset by third party recoveries,
resulting in zero period costs to be recovered fromratepayers. The
proposed ERC rate is $0. 0000 per therm for the period of Novenber 1,
2000 t hrough October 31, 2001.

Third party recoveries allocated to New Hanpshire tota
$3, 388,506 as of June 30, 2000. The recoveries in excess of
remedi ati on expenses have been set aside and, along with rel ated

interest, will be used to offset future environnental renediation
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costs.

6. Conservation Charges

The proposed Conservation Charges are designed to coll ect
| ost net revenues that resulted from discontinued Demand Si de
Managenment prograns and the estimated over or under-recovery bal ances
with applicable interest. Northern proposed the follow ng
Conservation Charges for effect Novenber 1, 2000: Residential Non-
Heating at $0.0271 per therm Residential Heating at $.0018 per
therm Small Conmercial at $0.0032 per therm and Large Conmercial at
$0. 0109 per therm

B. OCA

The OCA did not oppose Northern's proposed COG rate
and surcharges and supported Staff’'s proposed change to the
mechani smthat would allow for nonthly fluctuations in the
approved COG of up to 20% wi t hout further Conmm ssion action.
As a reconcilable item prudently incurred gas costs to be
recovered fromresidential ratepayers would be the sanme under
both the current and proposed nmechani sm

The OCA expressed concern that Northern, through its
gas purchasing policies, had not done enough to reduce gas
costs and provide rate stability. The OCA averred that
rat epayers bear the entire risk related to price fluctuations

t hrough the fully reconciling COG The OCA suggested that
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maki ng natural gas purchases for the winter in each of the
sunmer nonths would result in an average price and reduce sone
of the price uncertainty.

The OCA requested that the Comm ssion direct
Northern to explore inplementation of a fixed price program
for custoners and to discuss its findings with the Staff and
OCA.

C.  Staff

Staff testified that it had reviewed the filing and
recommended approval of the proposed COG rate and surcharges,
noting that fuel purchasing for the period is consistent with
prior periods and adjustnents to the surcharges conply with
prior Comm ssion Orders which initiated the surcharges and
establi shed the terns under which those surcharges are set.

Staff recommended that the mechani sm which all ows
for a nonthly adjustnent wi thout further Comm ssion action be
revised to allow changes upwards or downwards of 20%
(currently 10% fromthe approved COG rate, with no limtation
on the anount of change within that range (currently there is
alimt of no nore than a 10% change in any given nonth).

M. Frink testified that the revised mechani sm woul d
enabl e Northern to better control over/under-recoveries and

reduce the need for nore time consum ng and costly revised COG
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proceedi ngs when gas costs vary substantially within the
period. M. Frink explained that the COGis a reconciling
item and, therefore, the proposed changes to the mechani sm
woul d have no inpact on the gas costs ultimately paid by
Northern’s custoners, other than a reduction in rel ated
carrying costs.

Staff al so asked that technical sessions be held
with Northern to discuss the current corporate reorganization
and its inpact on operations, as well as the allocation of the
third party recoveries related to environnental remedi ation of
New Hanpshire MGP sites.

Staff expressed concerns that the reorgani zati on was
not brought to its attention in a tinmely manner and that the
reorgani zati on contradi cted representati ons nade by Northern
in Docket DG 00-086 (N Source Inc. and Col unbia Energy G oup
merger) that there would be no change in Northern nmanagenent
as a result of the nerger.

Staff testified that the allocation of third party
recoveries related to environnmental renediation was an on-
goi ng concern that was to have been addressed in last winter’s
COG proceedi ng (Docket DG 99-130). Northern was asked to file
supporting docunmentation as part of that proceeding, but did

not do so, despite repeated requests by Staff. Northern,
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al though its stated intention was to do so, did not file
testinmony or provide a witness in the instant proceeding
regarding the allocation nmethodol ogy.

Staff stated that the recovery mechani sm for
remedi ation costs and third party recoveries differ between
the three jurisdictions that are covered by the settling
parties and that sharehol ders receive less of a return on
recoveries allocated to New Hanpshire. Staff expressed
concern that a disparity exists between the percentage of the
New Hanpshire renedi ati on expenses to total renediation
expenses for the three jurisdictions and the percentage of the
New Hanpshire third party recoveries to the total third party
recoveries for the three jurisdictions.
I COVM SSI ON ANALYSI S

After careful review of the record in this docket,
we find that Northern's proposed COG rate and surcharges will
result in just and reasonable rates. Accordingly, we accept
and approve Northern’s proposed 2000/ 2001 Wnter COG rate, the
proposed Wells Exit Surcharge, Environnental Cost Recovery
Surcharge, and Conservati on Charges. The costs associated with
these rates are, of course, reconcilable and subject to the
Comm ssion’s continuing investigation. Wth regard to costs

associated with the revised Northern-Granite State Gas
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Transm ssion affiliate agreenents, which are the subject of
Docket DG 00-172, we will defer to that proceeding any final
resol ution of costs associated with those nodifications.

Al l owi ng Northern greater flexibility to adjust the
COG rate on a nonthly basis without further Comm ssion
approval, as proposed by Staff and supported by both Northern
and the OCA, will enable Northern to pass al ong increases or
decreases in gas costs on a nore tinely basis. Accordingly,
we approve the proposed change to the nechani sm

We recognize that a 20% increase in the COG rate,
representing the total anount that gas costs would be all owed
to fluctuate under the mechani sm we are approving today, is
substantial. The bill inpact on an average residenti al
heati ng custonmer of such an increase would be nore limted: it
woul d be approximately half that anpount when the custoner
charge and delivery rate are factored in to the total rate.
While a 10% change in rates may be significant, in today’s
energy markets such fluctuations are, unfortunately, not
unconmon. Through experience, it is hoped that custoners
become nore aware of the volatility of natural gas prices and,
if risk averse, avail thenselves of Northern's current budget
program or of a future fixed price programthat would all ow

custoners to limt the price risk.
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In light of the sharp and steady increases in

natural gas prices, we share Staff’s and the OCA' s concerns

regarding the effectiveness and tim ng of gas cost purchasing

and hedging activities. W recognize that natural gas is a

commodity and participation in the market is speculative, with

i nherent risks in whatever purchasing decisions are nmade.

Based on the information avail able, Northern has attenpted to

m nimze gas costs by del aying purchases until necessary.

Utimately, time will tell the success of this policy. But

clearly, given the unique market experience of this year,

establ i shnent of a hedging policy and devel opnent of a fixed

price programis in order. Therefore, we again direct

Northern to explore the use of financial instruments for hedgi ng

and/ or inplenmentation of a Fixed Priced Option for this wi nter as

previously directed by the Conm ssion in Re Northern Utilities, Inc.,

84 NH PUC 561 (1999) and to discuss those policies with Staff

and the OCA no |later than February 28, 2001. W also direct

Northern to meet with Staff and the OCA, no |later than

Novenmber 30, 2000, to: discuss the current and any pl anned

further corporate reorganizations and the inpact of Northern’'s

operations vis-a-vis the testinony provided in Docket DG 00-

086; and to provide information regarding the settlenents and

al l ocation of third party recoveries related to environnental
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remedi ati on.

We al so direct Northern to respond, no later than
Novenber 30, 2000 as to why it should not be fined and/ or
penal i zed pursuant to NH RSA 365:41, 365:43 and 374:17 for its
failure to comply with our Order No. 23,330 regarding
investigating inplenmentation of a fixed price programfor the
2000/ 2001 wi nter period and considering the use of financial
instrunents to hedge gas supplies; and for its failure to
provide tinmely information regarding the allocation of third
party insurance recoveries related to environnental
remedi ati on.

Based upon the foregoing, it is hereby

ORDERED, that Northern's proposed 2000/ 2001 W nter COG
rate of $0.6926 per therm for the period of November 1, 2000 through
April 30, 2001, is APPROVED, effective for bills rendered on or after
November 1, 2000; and it is

FURTHER ORDERED, that Northern may, w thout further
Conmi ssi on action, adjust the approved COG rate upward or downward
mont hly based on Northern’ s cal cul ation of the projected over or
under-col lection for the period, but the cumul ative adjustnments shall
not exceed twenty percent (20% of the approved unit cost of gas (or
$0. 1385 per therm; and it is

FURTHER ORDERED, that Northern shall provide the
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Commi ssion with its nonthly cal cul ation of the projected over or
under-cal cul ation, along with the resulting revised COG rate for the
subsequent nonth, not less than five (5) business days prior to the
first day of the subsequent nonth. Northern shall include a revised
tariff page 32 - Calculation of Cost of Gas and revised rate
schedules if Northern elects to adjust the COG rate; and it is

FURTHER ORDERED, that the over or under-collection shall
accrue interest at the Prime Rate reported in the Wall Street
Journal. The rate is to be adjusted each quarter using the rate
reported on the first date of the nonth preceding the first nonth of
the quarter; and it is

FURTHER ORDERED, that Northern’ s proposed surcharge of
$0. 0000 per thermto recover the cost of environnental renediation
and pursuit of third party clains related to former nmanufactured gas
pl ants, is APPROVED, effective for bills rendered on or after
Novermber 1, 2000; and it is

FURTHER ORDERED, that Northern’s proposed surcharge of
$0. 0094 per thermto recover the cost associated with exiting the
Well's LNG peaking facility contract, is APPROVED, effective for bills
rendered on or after November 1, 2000; and it is

FURTHER ORDERED, Northern's proposed Conservation

Charges of $0.0271 per therm for Residential Non-Heating, $0.0018

for Residential Heating, $0.0032 per thermfor Small Commrercial, and



DG 00- 194 - 14-
$0. 0109 per therm for Large Commercial, to recover |ost net
revenues related to Northern's discontinued Demand Side
Managenment Program is APPROVED, effective for bills rendered
on or after Novenber 1, 2000; and it is

FURTHER ORDERED, that Northern shall file properly

annotated tariff pages in conpliance with this Order no later than 15
days fromthe issuance date of this Order, as required by N.H Adm n.
Rul es, Puc 1603; and it is

FURTHER ORDERED, that Northern shall respond, no | ater

t han Novenber 30, 2000 as to why it should not be fined and/or
penal i zed pursuant to NH RSA 365:41, 365:43 and 374:17 for its
failure to conmply with our Order No. 23,330 regarding
i nvestigating inplenmentation of a fixed price programfor the
2000/ 2001 wi nter period and considering the use of financial
instrunents to hedge gas supplies.

By order of the Public Utilities Conm ssion of New

Hanmpshire this thirty-first day of October, 2000.

Dougl as L. Patch Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmmi ssi oner

Attested by:
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-15-

Thomas B. Getz
Executive Director

and Secretary



