DR 97-241
Connecticut Valley Electric Conpany
Fuel Adjustnent C ause and Purchased Power Cost Adjustnent

Order Setting FAC and PPCA Rates Tenporarily at Existing
Rat es, Approving Proposed QF Rates, Finding |Inprudence For
Not Term nating Power Purchase Contract and Setting Date for
Hearing on Appropriate Level of Power Costs
to Include in Rates

ORDER NO 22,6815
Decenber 31, 1997

APPEARANCES: Kenneth Picton, Esq. for Connecti cut
Val l ey Electric Conpany; Ransmei er and Spell man by Dom S
D Anbruoso, Esg. and John T. Al exander, Esq. on behal f of
Connecticut Valley Electric Conpany; MLane, G af, Raul erson and
M ddl eton by Steven V. Canerino, Esq. on behalf of the Cty of
Cl aremont; Kenneth Traum for the O fice of Consuner Advocate for
resi dential ratepayers; and, Robert Frank, Esq. for the Staff of
t he New Hanpshire Public Uilities Conmm ssion

l. PROCEDURAL HI STORY
On Novenber 26, 1997, Connecticut Valley Electric
Conpany, Inc. (CVEC or the Conpany), filed with the New Hanpshire
Public Utilities Conmm ssion (Conmi ssion) its proposed Fue
Adj ust ment Cl ause (FAC), Purchased Power Cost Adjustnent (PPCA)
and Short-Term Energy Purchase Rate. The filing included
proposed tariff pages to be effective for bills rendered on or
after January 1, 1998: 15th Revised Page 17, 12th Revi sed Page
18, 10th Revi sed Page 50, and 7th Revised Page 51
In addition, the Conpany's proposal includes revised
Pilot tariffs due to changes in the costs upon which the FAC and
PPCA charges are based so that Pilot custonmers are neither
advant aged nor di sadvantaged with respect to regular bundl ed
tariff customers. Revised Pilot tariff pages are: 4th revised
Page 53, 54 and 55; 3rd revised Page 56, 57, 58, 59, 60, 61, 62
63, 64, 65 and 66. The O fice of Consuner Advocate (OCA) is a
statutorily authorized intervenor
On Novenber 17, 1997, the City of Clarenmont filed a
conpl ai nt agai nst CVEC and a petition for a reduction of electric
rates. On Decenber 10, 1997, the Conmi ssion consolidated the
conpl ai nt proceedi ng, which had been initially docketed as
DC 97-244, with the FAC and PPCA proceedi ng.
At the hearing, the Comm ssion heard argunents
concerning the scope of the proceedi ng, based on a Mdtion to
Di smiss by CVEC, which the Comm ssion denied. Four Centra
Vernont Public Service (CVPS) witnesses testified on behal f of
CVEC. Peter Dam en Lena, Ph.D., Principal Consultant -
Forecasting; Charles A Watts, Senior Mrketing Analyst; C. J.
Franki ewi cz, Financial Analysis Coordinator; and, Scott R
Ander son, Regul atory Conpliance Facilitator.
After the hearing, CVEC filed a record request which
adjusted its proposed FAC and PPCA rates due to a revised 1998
sal es forecast. On Decenber 24, 1998, the Conpany, based upon a
request of Staff, submitted a letter to the Conmi ssion which
descri bed how CVPS intends to respond to a Decenber 17, 1997
deci sion by the Federal Energy Regul atory Commi ssion (FERC) in
docket ER97-3435 concerning CVPS s request at the FERC for
stranded costs based on the Conmi ssion's February 28, 1997
restructuring order for CVEC.
1. POSITIONS OF THE PARTI ES AND STAFF
A CVEC
CVEC proposes to increase its currently effective FAC




rate from $0.0059 per kWh to $0.0072 per kWh and to increase its
PPCA rate fromits InterimPPCA rate of $0.0023 per kW to

$0. 0133 per kWh effective on all bills rendered on or after
January 1, 1998. The increase in the FACrate would result in an
annual increase in overall revenues to CVEC of $219,554 or 1.3%
The PPCA increase would result in an increase to CVEC s revenues
of 11.0% or $1,857,768 on an annual basis.

CVEC s 1998 FAC rate is based on forecasted 1998 RS-2
of $2,987,348 and SPP energy costs of $4,202,800. Adjustnents
for interest, franchise tax and the over collection from 1997
result in a net estinmated energy cost for 1998 of $7,097, 667
Base energy revenues of $5,876,961 are subtracted fromthe
$7,097,667 forecasted net energy costs to reflect the energy
costs, $1,220,706, to be recovered through the FAC. Those costs
are then divided by the forecasted retail sales of 168, 888,000
kWh to derive a FAC rate of $0.0072 per kWh for all bills
rendered in 1998. CVEC points out that the FAC sal es and
revenues are neutralized for the New Hanpshire Retail Pil ot
program

The increase in the FAC rate for 1998 is due to higher
RS-2 energy charges which CVEC purchases fromits parent conpany,
CVvPS, and from | ower expected retail sales and higher costs from
t he New Hanpshire/ Vermont Solid Waste Project, a QF located in
Cl arenmont, New Hanpshire which sells all of its output to CVEC at
Conmi ssi on approved | ong-term avoi ded cost rates. The higher
projected FAC costs for 1998 are offset by $154,953, the over
collection in the FAC expected at the end of 1997 which are
$144,741 greater than was forecasted in the 1997 FAC filing. The
ef fect of the proposed FAC rate increase would be to increase a
residential customer's nonthly bill by $0.66, assuming 500 kW of
el ectricity usage.

The PPCA increase is cal culated by adding the estimated
1998 RS-2 costs and the SPP capacity costs, $9, 024,008 and
$36, 300, respectively, removing the effects of the New Hanpshire
Pil ot program adding interest and franchise tax to arrive at a
total 1998 PPCA cost of $9,114,185. The 1997 PPCA under -
col l ection of $275,285 is added for a net total of $9, 389, 470.
Base capacity revenues of $7,248,765 are then subtracted to yield
the 1998 estimated PPCA costs of $2,239,812 which is divided by
estimated 1998 retail sales of 168,888,000 to derive the PPCA
rate of $0.0133 per kWh.

The PPCA increase reflects an expected under-collection
of 1997 PPCA costs of $275,285 due to increased purchased
capacity costs of CVPS which are passed on to CVEC, increased
producti on costs of CVPS-owned generation, slightly increased
transm ssion costs and the reflection that the actual 1996 PPCA
over collection was $166, 878 | ess than forecasted.

The under-collection is added to the PPCA costs CVEC
expects to incur in 1998. Those costs include an increase in the
RS-2 capacity costs of $281,273. The increased costs are caused
by hi gher net purchased capacity costs of $147,000, higher
producti on capacity and transm ssion allocation factors result in
a $66, 000 i ncrease for CVEC, increased costs for CVPS-owned
production results in a $36,000 increase for CVEC and
transm ssion related costs result in approximately $57, 000 of
i ncreased PPCA costs. The Company points out that nost of the
increase in the PPCA is due to | ower revenues in 1997 as a result
of refunds for over-collections and that only 4% of the 11%
increase is a result of cost increases.

In a letter dated Decenmber 23, 1997, CVEC revised its
sal es forecast for 1998 upward by 1.7% or 2,881,000 kWh. The
revised sales forecast results in a slight decrease to the FAC
and PPCA rates originally proposed on Novenber 25, 1997. The FAC
woul d decrease to $0.0071 per kW, a $0.0001 per kW change, and
t he PPCA woul d drop by $0.0003 per kWh to $0.0130 per kWh.

Concerning CVEC s purchases fromits parent conpany,
CVPS, under FERC approved whol esal e rates, CVEC argues that this




proceedi ng should not address the issues related to CVEC s FAC
and PPCA rates that were raised in the City of Claremont's
Petition for a Reduction in Electric Rates. CVEC believes the

i ssues belong in DR 96-150, the generic docket on New Hanpshire
electric restructuring. To address themin this proceeding woul d
be needl essly duplicative in CVEC s opinion. CVEC al so believes
the City of Clarenont's Petition is premature in that the
Conmission's directive to termnate the RS-2 contract is subject
to a pending nmotion for rehearing and is therefore not yet final
During the hearing, CVEC stated that if market-based rates were
the only costs allowed to be recovered by CVEC and CVPS conti nued
to bill and receive paynment from CVEC under the RS-2 contract,
CVEC woul d not recover approxi mately $5-$6 nmillion of RS-2 costs
and would be in default of its financing agreenents.

By | etter dated Decenber 19, 1997, CVEC outlined a
nunber of financial and accounting inplications if the Conm ssion
were to order CVEC to exercise its termination provision of the
RS-2 power contract and i nmpose narket based ratemaking. CVEC
continues to believe that DR 96-150 is the proper docket to
address these issues and requests that the Comission fully
consider the financial and accounting effects of its decision on
CVEC before rendering a decision. CVEC also seeks to neet with
Staff and other interested parties to discuss the effects of
termnating the RS-2 contract.

B. The City of C arenont

Clarenont's conpl ai nt agai nst CVEC ar gues, anong ot her
things, that CVEC s rates are unreasonabl e i nasmuch as CVEC
shoul d have term nated its whol esal e power contract with its
parent, CVPS. |In support of its conplaint, C arenont noted that
in Docket DR 96-392, a CVEC Fuel and Purchased Power Adjustnent
Charge proceedi ng, the Conm ssion addressed a nunber of whol esal e
power related issues raised by the Office of Consunmer Advocate
and the Commi ssion Staff. Anpbng the issues addressed in that
proceedi ng was whet her CVEC, a wholly owned subsidiary of CVPS,
had satisfied, in accordance with Conm ssion Order No. 22,469,
"its obligation to assess the prospective benefits and costs of
giving term nation notice to CVPS for whol esal e service."

Cl aremont contends that the Conmission found that CVEC had not
satisfied this obligation and that CVEC had an obligation to
continually assess how best to bring electric service to its
custonmers at the | owest cost. Carenont further contends that,

al t hough the Conmi ssion recogni zed that CVEC had not assessed the
opportunity for lowering its costs and retail prices by giving
term nation notice to CVPS, it found that such whol esal e power
purchase obligations could be better addressed in DR 96-150, the
generi c docket on electric industry restructuring. C arenont
states that the Comm ssion nade a finding in DR 96-150, Order No.
22,509 dated February 28, 1997, that CVEC shoul d have term nated
its whol esal e power purchase contract with CVPS when RSA 374-F
was passed on May 21, 1996 and that its failure to do so was

i nprudent. Under the whol esal e power purchase contract with
CVPS, CVEC may term nate service at the end of a service year
provided it has given witten notice of termination prior to the
begi nning of that service year. In Carenont's opinion, if CVEC
had given witten notice of term nation to CVPS when RSA 374-F
was passed, its obligations to purchase power for CVPS would end
ef fective January 1, 1998.

At the hearing on Decenber 17, 1997, C arenont noted
t hat New Hanpshire El ectric Cooperative, Inc. (NHEC) provided
term nation notice to CVPS in March 1994 and exercised its 1-year
right to termnate its whol esal e purchased power contract with
CVPS. One year later, CVPS won the bid to provide power to NHEC
at a considerably | ower cost. Carenont also stated that NHEC
did not incur stranded cost charges as a result of exercising its
right to termnate the whol esal e purchased power contract.

Cl aremont provi ded evidence at the hearing that it believes
supports its contention that the cost of power purchased from




CVPS i s above the whol esal e market value for power. For support,
Clarenont conpared CVPS's RS-2 rate of roughly $84 per MMH with
1998 estimated narket prices for power as provided in DR 96-150
by PSNH of roughly $38 per MMH and the La Capra estinmate for 1998
of roughly $41 per MAH. Under questioning at the hearing, M.
Watts admitted that $50 per MAH woul d be a reasonabl e whol esal e
market price for electricity.

Cl arenont believes that, based on the above, it would
be unlawful to allow CVEC to continue to recover such inprudently
i ncurred above-narket costs fromits ratepayers after Decenber
31, 1997. For support, Clarenont cites RSA 378:7 and RSA 378: 28.
Cl aremont al so believes that the Conm ssion has the necessary
authority to disallow recovery of above market costs arising from
a whol esal e power purchase contract, even though the contract
itself may be subject to regulation by the Federal Energy
Regul at ory Conmi ssi on.

Cl aremont requests that the Conmi ssion schedule a
hearing pursuant to RSA 378:7 and rule that: CVEC s current
rates are unjust and unreasonable; the cost of power purchased by
CVEC from CVPS is above the whol esal e market val ue for that
power; and, CVEC is not entitled to recover fromits ratepayers
t he above-market cost of power it purchases from CVPS after
December 31, 1997.

C O fice of Consuner Advocate

The OCA supported the City of Clarenont's proposal to
ei ther reduce the | evel of paynent from CVEC to CVPS, thereby
af fecti ng sharehol ders of CVPS or to allow CVEC to place into
rates a lower rate than the RS-2 rate, but higher than market-based rates in order to avoid a CV

D. St af f

Staff did not file testinony, but questioned CVEC on
the sales forecast, the treatment of Pilot programcosts in the
FAC and PPCA rates and the costs included in the RS-2 contract.
Staff al so questioned CVEC concerning the CVPS conditional notice
to termnate the RS-2 contract filed at the FERC and its rel ated
request to obtain stranded cost recovery.

[11. COW SSI ON ANALYSI S

We have reviewed the testinony, transcripts and
exhibits in this proceeding, including the post-hearing
submttals by CVEC and the City of Clarenont. Based on our
review of the record, we find CVEC has acted inprudently by not
term nating the RS-2 whol esal e contract between CVEC and its
parent company, CVPS. W nake this finding separate from any
determnation in the electric utility restructuring docket, DR
96-150. The issues before us relate to one of the fundanenta
principles of regulation, the provision of safe and reliable
service at just and reasonable rates. Based on the record, and
in disregard for the concerns we have raised previously on this
i ssue, See, Order No. 22,509 (February 28, 1997) 71 NHPUC 145,
148 (1986), it is clear that the contractual relationship between
t he parent company and the affiliate was continued for the
benefit of the shareholders of CVPS and that the ratepayers of
CVEC received little to no consideration in the decision-naking
process of CVPS. Services are provided to CVEC through a service
contract with CV/PS. CVEC s witness, M. Frankiew cz, testified
that the analysis done on the term nation of the RS-2 contract
was done strictly fromthe perspective of the consolidated
conpany. It would appear that termination was not contenpl at ed,
even in light of NHEC s 1994 term nation notice of its power
contract with CVPS, due to the conflict of interest we noted as
far back as 1986.

W will direct CVEC to bill its existing FAC and PPCA
rates to custoners pending the outcone of a hearing on the rates
that woul d have resulted from an appropriate narket-based
whol esal e rate which woul d have been available no later than
January 1, 1998 if CVEC had acted prudently in its purchased
power decisions. Based on CVEC s oral testinony and the letter
of Decenber 19, 1997, in which it raised a nunber of serious




financial and accounting inplications associated with the
term nation of the RS-2 contract or the non-recovery of above
mar ket power costs, we believe CVEC and the other parties and
Staff should be afforded the opportunity to present evidence
concerning those inplications. Prior to the hearing, we believe
that CVEC s request to nmeet with the parties and Staff to discuss
these matters should be granted. W urge CVEC, the City of
Clarenmont, OCA and Staff to neet at the earliest possible date to
expl ore these issues before the hearing.

Based upon the foregoing, it is hereby

ORDERED, that CVEC is directed to bill its current FAC
and PPCA rates effective January 1, 1998, on a tenporary basis
pending a hearing to deternmine: 1) the appropriate proxy for a
mar ket price that CVEC could have obtained if it had term nated
its RS-2 whol esale contract with CVPS; 2) the inplications of
only allowing CVEC to pass on to custoners that nmarket price;
and, 3) whether the Comm ssion's final determination on the FAC
and PPCA rates should be reconciled back to January 1, 1998 or
some other date; and it is

” FURTHER ORDERED, that tariff pages 10th Revi sed Page 50

and 7th Revised Page 51, the rates paid to Qualifying Facilities
under Rate E, are APPROVED and that all other proposed tariff
pages are SUSPENDED pendi ng the outconme of the hearing on the
above nentioned issues; and it is

FURTHER ORDERED, that CVEC s Motion to Dismiss is
DENIED; and it is

FURTHER ORDERED, that a hearing on the above nentioned
i ssues be heard on January 28, 1998 at 10:00 a.m

By order of the Public Utilities Commi ssion of New
Hanmpshire this thirty-first day of Decenber 1997

Dougl as L. Patch Bruce B. Ellsworth Susan S. Ceiger
Chai r nan Conmi ssi oner Conmi ssi oner

Attested by:

Thonmas B. Cetz
Executive Director and Secretary







