DE 02-065
PUBLI C SERVI CE COVPANY OF NEW HAMPSHI RE
Power Supply Arrangenent with Boston Felt Hydro

Order Approving Settlenment Agreenment Term nating Contract
for the Purchase and Sal e of Electric Energy

ORDER NO 24,022
August 9, 2002

APPEARANCES: Cerald M Eaton, Esq. for Public Service
Conmpany of New Hanpshire; M chael W Hol nes, Esq. for Ofice of
Consuner Advocate; Jack K. Ruderman, Esq. for Governor’s Ofice
of Energy and Community Services; Edward N. Danon, Esq. for the
Staff of the New Hanpshire Public Utilities Conm ssion.
| . PROCEDURAL HI STORY

On April 19, 2002, Public Service Conpany of New
Hanpshire (PSNH) filed with the New Hanpshire Public Utilities
Conmi ssi on (Conmi ssion) a series of notions seeking approval of
renegoti ated power purchase arrangenents with el even snal
hydro-electric facilities fromwhich PSNH currently purchases
power pursuant to long termrate orders or power purchase
contracts previously approved by the Cormmission,! including a
notion to term nate the power purchase contract involving Boston

Felt Hydro, a hydroelectric facility |ocated on the Salnon Falls

River in the City of Rochester. According to estimates provided

! These notions were given separate docket numbers from DE 02-064 through DE
02-074 (collectively, the Hydro Dockets). As stated in the joint Order of
Notice dated April 22, 2002, the proceedi ngs were provisionally consolidated
for purposes of hearing, although each petition would ultimtely be

consi dered separately.
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by PSNH, the Boston Felt Hydro facility generates 400 negawatt
hours of power on an annual basis.

By a series of letters fromPSNH dated April 25, 2002,
each municipality having a hydro-electric facility within its
borders was notified of the relevant Hydro Docket, including the
City of Rochester.

By another letter from PSNH dated April 25, 2002,
Janmes W G@al | agher, Jr., Chief Water Resources Engi neer, Water
D vision, State Departnent of Environnental Services was al so
notified of the pendency of these proceedings.

O her aspects of the procedural history of this docket
up to May 24, 2002 are set forth in Public Service Conpany of
New Hanmpshire, Order No. 23,978 (Order Follow ng Prehearing
Conf erence, May 15, 2002) and accordingly are not repeated here.

By letter dated May 29, 2002, Al an Linder, Esq.
requested that New Hanpshire Legal Assistance be placed on the
service list for the limted purpose of receiving copies of
docunents in the Hydro Dockets.

A secretarial letter dated July 3, 2002 clarified that
the hydro-electric facilities naned in the Conm ssion’s Order of
Notice, to the extent they wished to participate, would be

treated as parties in their respective dockets.
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On July 3, 2002, PSNH filed a series of Stipulation
and Settl enent docunents in regard to the Hydro Dockets,
including this docket.

GOECS filed a letter in support of the Hydro Docket
settlenments on July 5, 2002.

A hearing on the Hydro Docket settlenents was held on
July 9, 2002.

1. POSITIONS OF THE PARTI ES AND STAFF
A. PSNH

The pre-filed testinony of Stephen R Hall, Rate and
Regul at ory Servi ces Manager for PSNH, supports the notions nade
in the Hydro Dockets. The testinony in each of the dockets is
substantially simlar except that it is nodified to reflect data
specific to each docket. PSNH supplenented M. Hall’s pre-filed
testimony with testinmony of M. Hall and Carl Vogel at the
heari ng.

PSNH s testinmony nmay be sunmarized as foll ows:

PSNH revi ewed the specifics of the power purchase rate
orders or contracts currently in place with fifty eight hydro-
el ectric independent power producers and two non-hydro projects.
These projects annually produce 220,000 negawatt hours of power
at an annual cost to PSNH of $25 nmillion, an average cost of

$.114 per kilowatt hour (kWh). PSNH then nmade buydown offers to
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fifty five hydro projects; these offers also expressed PSNH s
w |l lingness to nmake buyout offers to the extent any of the
projects were interested in a buyout. Ofers were not nmade to
two projects which have an unreliable perfornmance history and
have been out of service for an extended period of tine; three
ot her projects have contract prices that are close to or |less
than the offer rate of $.05 per kWh and so an offer would not
have produced any neani ngful reduction in stranded costs.
According to PSNH, the specific offers were cal cul ated
usi ng the sane net hodol ogy and assuned a Septenber 1, 2002
closing date. The offers took into account the term of years
remai ning on the rate order or power contract, the average
hi storical output of a project, and the price currently paid
under the rate order or power contract for the project’s output.
An up-front paynment was then cal cul ated based on a revised
purchase rate of $.05 per kWh. The anmount of the paynment was
designed to yield a present val ue savings of 20% of the
di fference between what would be paid to the projects under
their existing arrangenents and the $.05 per kWh buydown rate.
PSNH states that three projects representing 3,800
megawatt hours accepted its buydown offer and eight projects
representing 7,875 nmegawatt hours opted for a buyout. Under the

buydown offers, the projects will continue to sell all of their
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output to PSNH through the remaining termof the rate order or
power contract; projects choosing a buyout have the option of
continuing to sell output to PSNH at short term avoi ded cost
rates as established consistent with the PSNH Restructuring
Settl enment Agreenent, see Docket No. DE 99-099, or selling to
ot her energy suppliers or utilities.

For those projects accepting a buydown or buyout
of fer, PSNH and the hydro producer entered into an agreenent to
nodi fy or terminate the rate order or power contract. Such
agreenent al so described necessary changes, if any, to
i nterconnection terns, based on the individual circunstances.
Each of these agreenents was nmade subject to the Comm ssion’s
approval of the proposed renegotiated arrangenent.

PSNH states that the determ nati on of annual energy
generated was based on each project’s historical average which
was then apportioned to a nonthly figure using a ratio based on
the overall historical trend of hydro-electric generation. The
rati o recogni zes maxi mum out put during spring runoff and in |ate
fall, with m ni mum out put occurring in the sumrer nonths.

According to PSNH, each buydown and buyout offer
consi sted of an up-front paynent equal to 80% of the net present
val ue, using a 10% di scount rate, of the difference between the

cost of power under the current pricing arrangenent |ess the
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cost of power at (i) $.05 per kWh for buydown offers and (ii)
for buyout offers, the projected cost of replacenent power over
the remining termof each project.? The savings for a buydown
was cal culated to be the difference between what PSNH woul d have
paid to the project under the existing rate order or power
contract and what it wll pay under the restructured agreenent
for the same anobunt of power priced at $.05 per kWh along with
the up-front paynent. The savings for a buyout was cal cul ated
to be equal to the difference between what PSNH woul d have paid
the project for the power under the existing rate order or power
contract and what it anticipates it will now pay for the sane
anount of replacenent power on the | SO nmarket, along with the
up-front paynent.

Regarding the factors listed in RSA 362-A:8,11(b),
PSNH st ates that the approval and consummati on of the proposed
renegoti ated arrangenents will have a positive inmpact on the
State and | ocal conmmunities, and on electric rates. Mire
particularly, PSNH states that the cost of energy purchases
pursuant to Comm ssion rate orders issued to the independent
power producers is the largest single stranded cost which PSNH s

custoners currently bear; these above market costs are recovered

2 The cost of replacenent power was assumed to be $.04 per kWh through 2006
and then escal ated at 4% annually through the remaining termof the rate
order or power contract.
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dollar-for-dollar in Part 2 of PSNH s stranded cost recovery
charges. According to PSNH, approval of the proposed

renegoti ated arrangenments will | ower these costs in accordance
with legislative policies. Furthernore, PSNH states that since
nost of the projects are expected to continue to operate, there
is likely to be little |loss of project-related jobs resulting
fromthe proposed renegoti ated arrangenents.

PSNH al so expects the inpact on |ocal property taxes
to be mnor. PSNH states that the majority of projects are
subject to paynment in lieu of taxation arrangenments under which
the projects pay towns a snmall percentage, ranging from1%to
5% of their revenues. Since the eleven projects are |located in
nine different towns with no town having nore than two projects,
PSNH bel i eves that the individual inmpacts wll be mnimzed.

Finally, PSNH states that none of the proposed
transactions will have an adverse effect on the state s energy
security; New Hanmpshire and the rest of New Engl and have a
capacity surplus and, in any event, the buyout arrangenents
represent a relatively small anpbunt of capacity.

B. GOECS

GOECS expressed its support for the Hydro Docket

settlements inits July 5, 2002 letter. The letter notes that

GOECS' s participation was Iimted to nonitoring the inportant
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issues raised in the Hydro Dockets, including those listed in
RSA 362-A:8 and states that GOECS is

“pl eased that the parties were able to reach

settlement agreenents that result in ratepayer

savings, and [is] hopeful that the small hydro

el ectric plants continue to be a part of New

Hanpshire' s di verse indi genous energy supply.”

[11. SUMMARY OF THE TERMS OF THE STI PULATI ON AND SETTLEMENT

The Stipulation and Settlenent in this docket was
executed by PSNH, OCA, Conm ssion Staff and Boston Felt Conpany,
operat or of Boston Felt Hydro. It is simlar to the settlenent
agreenents entered into in the other Hydro Dockets except that
certain provisions are tailored specifically to reflect the
particular facts and circunstances in this docket. Furthernore,
it is consistent with the specific offer made to and accepted by
Boston Felt Conpany.

The Stipulation and Settlenment provides that if it is
approved by the Comm ssion, PSNH will make a | unp sum paynent to
Boston Felt Conpany in exchange for the termnation of its 20
year power purchase contract.® Boston Felt Conpany will
neverthel ess be free to sell power to PSNH under the short-term

energy and capacity rates set fromtime to tine by the

Commi ssion. PSNH will agree, for a fee based on PSNH s

3 See Contract for the Purchase and Sale of Electric Energy dated November 30,
1983 by and between Boston Felt Conpany and PSNH (Contract).
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associ ated costs, to act as a sponsor at | SO New Engl and for
Boston Felt Conpany for the purposes of sales to other entities.
The | unp sum paynent was cal cul at ed based upon 80% of the net
present value of the difference between the expected paynents
under the Contract for the remainder of its termand the val ue
of the replacenent power cost based upon a projection of future
mar ket rates.

In this case, the lunp sum paynent of $19,460 is
payabl e on Septenber 1, 2002, and the net present value of the
savings fromthe renegotiated arrangenent is cal culated to be
$4,865. PSNH will retain 20% of the cal cul ated savi ngs, $973,
in accordance with RSA 362-A:4-d. PSNH will create a regul atory
asset equal to the sumof the lunp sum paynent and 20% of the
savi ngs, $20,433. The regulatory asset will be anortized over
the remaining termof the Contract and will be recovered as a
Part 2 stranded cost. Carrying charges will accrue on the
unanorti zed bal ance of the regulatory asset at the Stipul ated
Rate of Return, as described in the Agreenent to Settle PSNH
Restructuring in Docket No. DE 99-099. If the closing of the
renegoti ated agreenent is conpleted after Septenber 1, 2002 but
bef ore Decenber 31, 2002, the anobunts of the |unp sum paynent,
savings and regul atory asset will be adjusted to reflect the

actual paynent date. |f PSNH does not make the | unp sum paynent
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bef ore Decenber 31, 2002, PSNH nust re-file its notion if it
W shes to pursue a renegoti ated agreenent.

In order to address OCA' s concern over recent
| egislative efforts to provide financial incentives to snal
power producers to continue operations beyond the early
termnation of their rate orders or |ong term purchase power
contracts,* Boston Felt Company, including its successors or
assi gns, agrees that

“should it receive any additional paynents either
directly fromPSNH or its custoners, excluding direct retai
sales to PSNH custoners over the remaining life of the contract
(i.e., Decenmber 26, 2003) to continue or restart generating at
the facility subject to the current buydown or buyout, then the
| esser anmount of the original or additional paynment (plus
interest calculated in accordance with Puc [1203.03(i)(3)])
shall be refunded through a paynent to PSNH on behalf of its
custoners. Revenues received by Boston Felt Conpany on the
whol esal e or direct retail market, including any prem uns for
bei ng a renewabl e resource, are separate fromthe above noted
paynents and thus exenpted.”

Par agraph 6 of the Settlenent and Stipulation refers
to and describes certain information provided by PSNH regardi ng
the factors the Comm ssion nust consider pursuant to RSA 362-
A: 8. Anong the points made by PSNH are the foll ow ng:

Because the hydropower industry is not |abor

i ntensive, there would be mnimal |oss of jobs if the hydro

4 1n explaining this provision at the hearing, PSNH stated that it is intended
to preclude a hydro producer fromretaining both the lunp sum paynent and a
possi bl e future governnment authorized subsidy. See Transcript of July 9,

2002 at 22-28.
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producer term nated operations. Property tax paynents,

i ncludi ng paynent in lieu of taxation arrangenents, for al

el even projects totaled only $31,000. Because the exenption
fromlocal property taxes fornerly in RSA 362-A:6 has been
repeal ed, local communities can now |l evy ad valoremreal estate
taxes to replace the revenue dependent paynents in |lieu of
taxation. In terns of environnental and health inpacts, the
renegoti ated arrangenents should not have any inpacts as to
facilities that continue to operate; even if a facility would
di sconti nue hydropower production, no environnental or health

i npacts are expected unl ess possibly the dans are operated in a
di fferent manner than before. |In that case, PSNH is not aware
of any significant adverse environnmental or health rel ated

i npacts which are likely to result fromthe renegoti ated
arrangenents if applicable environnmental and health protection
| aws, regulations and |icensing requirenments, including Federal
Ener gy Regul atory Conmi ssion |icensing and exenption

requi renents, are conplied with. Furthernore, any power
generation | ost by discontinuance of hydropower production is
small and there is adequate capacity comng on line fromgas-
fired generators to replace any |ost generation w thout

significant added environnental or health related inpacts.
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V. COW SSI ON ANALYSI S

This docket requires us to consider whether it is
appropriate to termnate the Contract as to Boston Felt Conpany
and replace it with the arrangenents provided for in the
Settlement and Stipulation.®> W conclude that such action is
consistent with the public interest and we will therefore
approve the Settlenment and Stipul ati on.

As PSNH points out in its pre-filed testinony, the
| egi sl ature has encouraged the renegotiation of purchased power
arrangenents with small power producers, including hydro-
el ectric power producers, in order to mtigate stranded costs.
See e.g., RSA 374-F:3,XI1(c)(2); RSA 362-A:4-c,l. At the sane
time, in any decision affecting qualifying small power producers
and qualifying cogenerators, we nust consider certain factors,
i ncluding the econom c inpact on the state, community inpact,
enhanced energy security by utilizing m xed energy sources,
potential environnental and health-related inpacts, and i npact
on electric rates. RSA 362-A:8,11(b)(1)-(4).

The ratepayer “share” of the cal cul ated net present
val ue of the savings in this particular docket, $3,892 is

relatively nodest, but the estimated ratepayer “share” of the

5 W note we were called on last year to undertake a simlar task in
connection with proposed renegoti ated arrangenents involving certain wood-
fired cogeneration facilities. See Public Service Company of New Hanpshire,
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savings fromthe renegoti ated arrangenents in all the Hydro
Dockets, $1,030,310, is significant. Wile it is not possible
to determ ne conclusively that PSNH has negoti ated every
possi bl e savings that could have been realized from Boston Felt
Conmpany, we observe that Staff and the OCA, anobng ot hers,

support the cal cul ation of savings reflected in the Stipulation
and Settlenment and no party has cone forward to contend that the
renegoti ated arrangenent is not sufficiently favorable to

rat epayers.

Simlarly, we find that the straightforward
nmet hodol ogy for calculating and treating the (i) savings to be
passed on to both ratepayers and PSNH and (ii) |unp sum paynents
to be made to the hydro producers is fair, reasonable and
consi stent with applicable requirenents.

W note that the information in the record regarding
the statutory factors that we nust consider is general in
nature. Neverthel ess, we have no reason to doubt its accuracy
in the context of any one of the Hydro Dockets, and no party is
cont endi ng ot herw se.

The information in the record addresses all the
factors we nust consider. W have di scussed the favorable

i mpact on electric rates above. Since hydro-electric generation

Order Nos. 23,816 and 23,840 (2001).
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facilities are typically not |abor intensive operations, the

i npact of the renegotiated arrangenents on state and conmunity
job loss and job creation does not appear to be significant.

Al t hough the renegotiated arrangenents do not increase
energy security by utilizing m xed energy sources, they do not
appear to adversely affect energy security. For exanple, the
energy output of the el even renegotiated arrangenents represents
| ess than 0.12% of New Hanpshire-based generation. Moreover,
even for the projects accepting the offers, it is by no neans
clear that a significant nunber will cease to generate
el ectricity.

It is conceivable that sone of the renegoti ated
arrangenents will result in environnental effects if the
facilities are operated in a different manner than they are at
present. However, based on information provided by PSNH in the
Stipulation and Settlenent, it does not appear that any such
effects are likely to be significantly adverse if applicable
envi ronnmental and health protection | aws, regulations and
i censing requirenents are foll owed.

Accordi ngly, weighing and considering the information
in the record before us, we are persuaded to approve the

Stipulation and Settlenment in this docket.
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Based upon the foregoing, it is hereby

ORDERED, the Stipulation and Settlenent entered in
this docket is approved; and it is

FURTHER ORDERED, that in accordance with the
Stipulation and Settlenent, the Motion to Term nate the Contract
for the Purchase and Sal e of Electric Energy dated Novenber 30,
1983 by and between Boston Felt Conpany and Public Service
Conpany of New Hanpshire is granted.

By order of the Public Utilities Comm ssion of New

Hanpshire this ninth day of August, 2002.

Thomas B. GCetz Susan S. Cei ger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

M chell e A, Caraway
Assi st ant Executive Director



