DE 01-234
CRANI TE STATE ELECTRI C COVPANY
2002 Retail Rate Adjustnent
Order Approving Adjustnents
ORDER NO 23883

December 31, 2001

APPEARANCES: Gal | agher, Callahan & Gartrell by Seth

Shortlidge, Esq. for Ganite State Electric Conpany; and Lynmarie
Cusack, Esq. for the Staff of the New Hanpshire Public Uilities
Conmi ssi on.

PROCEDURAL HI STORY

On Novenber 30, 2001, Granite State Electric Conpany
(GSEC or the Conpany) filed with the New Hanpshire Public
Utilities Comm ssion (Conm ssion) a petition, which included
supporting testinony and exhibits, requesting adjustnents to
various charges collected in its rates. GSEC requested an
increase to its Stranded Cost Charge of $0.0015 per
kil owatt-hour (kWh), raising it to $0.00680 per kW,; a
reduction to its Transm ssion Service Charge and adj ust nent
factor by $0.00316 per kW, lowering it to $0.00595 per kWh;
a reduction in its Transition Service Adjustment factor from
$0. 00215 per kWh to $0.00130 per kWwh; and, an increase in
its Electric Service Adjustnent factor to $0.00384 per kW,
an increase of $0.00249 per kWh.

GSEC al so requested that the Comm ssion retain its

currently effective Systens Benefit Charge (SBC) of $0.00014
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per kWh for the |l owinconme portion of the charge until GSEC
makes its conpliance filing for the energy efficiency
portion of the SBC, at which tine a rate increase is
expected. GSEC al so requests that it be authorized to
refund to customers an over-collection of the Gross Receipts
Franchi se Tax.

GSEC requests that the rate changes becone effective
for a period of one year commenci ng on January 1, 2002. It
suggests that the aggregate effect of the proposed
adj ust mrents, which would include changes to the SBC that are
anticipated later, would anount to an increase of $0.15 per
month or 0.27%to a typical 500 kilowatt-hour residential
cust omer .

Based on the filing, the Comm ssion issued an Order of
Notice scheduling a hearing for Decenber 19, 2001. A
heari ng was held at which there were no intervenors.
POSI TI ONS OF THE PARTI ES AND STAFF

A. GSEC

GSEC presented wi tnesses Theresa Burns and Anne Rodri gues

who testified respectively concerning the reconciliation and

adj ust ment provisions, and estimated transm ssion and | SO

expenses of the Conpany. Ms. Burns explained that the stranded

cost charge collects the Contract Term nati on Charge that New

Engl and Power charges to GSEC. The Stranded Cost charge consists
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of a base rate and an adjustnent factor. The adjustnent factor
collects the over or under collection fromeach specific rate
class for the prior year's stranded cost. The Conpany proposes
to increase the current $0.00530 per kW charge by approxi mately
27%to an average of $0.00679 per kwh.

Next, Ms. Burns explained that, while the Conpany is not
seeki ng any change to its base transition service charge, it is
attenpting to recover an under collection of $831, 774 (schedul e
TMB-6) in a transition service adjustnent factor charge of
$0. 00130 per kWh. This is actually a decrease in the currently
effective adjustment factor of $0.00215 per kWh. The Conpany
al so acknowl edged that Transition Service as it is currently
structured is expected to end on June 30, 2002. The Conpany
asserted that it plans to petition the Commssion in early
January to extend transition service.

Ms. Burns then expl ained that any Transition Service 2
expense that is under or over-collected in the Transition Service
Charge is collected or credited through the non-bypassabl e
El ectric Service Factor Charge. For the period October 2000
t hrough Septenber 2001, there was an under-collection of
$2,984,324. |In order to collect the proper ampbunt, GSEC adds to
that under-recovery the expected interest during the recovery

period and divides the total by the Conpany's 2002 forecast kW
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sales. This nethod results in an adjustnent factor of $0.00384
per kWh, which the Conpany seeks to inpose as of January 1, 2002.

Ms. Burns discussed the default service adjustnent factor
and expl ained that this adjustnment factor only recovers
adm ni strative costs associated with default service. She stated
t hat the Conpany, to date, has accunul ated only $27,698 in
expenses for the period Cctober 1999 through Septenber 2001.
Accordingly, GSEC requests that it be authorized to carry the
bal ance forward into the 2003 reconciliation. The Conpany stated
that no interest would be accunul ated on the bal ance and that it
woul d expect greater admnistrative charges only when it had
custoners on default service.

I n di scussing the Systens Benefit Charge (SBC), Ms. Burns
stated that GSEC col |l ected $19,849 nore than it paid out in
benefits and adm nistrative costs for the period Cctober 2000
t hrough Septenber 2001. The Conpany noted that if refunded over
a six-nonth period, the refund factor would be $0. 005 per kWh.
Since the refund factor is insignificant, the Conpany proposes to
apply the over-collection to future costs. M. Burns al so
expl ained that currently GSECs SBC only covers the cost of its
InterimLow Inconme Programand that, in its upcom ng conpliance
filing for the energy efficiency portion of the SBC, the rate is
expected to increase even where the Conservation and Load

Managenent Charge is to be elim nated.
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The next reconciliation charge discussed by GSEC was the
gross receipts franchi se tax over-collection which it proposes to
credit through the electric service adjustnment. The testinony
reflects that GSEC coll ected the 1% franchise tax on stranded
cost revenue and transm ssion revenue, both revenue itens the
Conpany has interpreted not to be subject to the Franchise Tax.
The Conpany asserts, however, that it was concerned that a tax
audit would interpret stranded cost and transm ssion revenue to
be subject to the franchise tax and so continued to collect the
tax. The Conpany now believes that a refund of the over-
collection is appropriate because it believes the Conpany:s
Busi ness Profits Tax woul d be | owered such that the Conpany woul d
be made whole on a net, state tax position. Thus, the Conpany
proposes to credit interest on those funds once the
reconciliation period in which those funds were collected is
over.

Ms. Burns: schedule TMB-23 is a spreadsheet show ng the
proposed interest on the over-collections. It illustrates that
the extra taxes collected in January 1999 would not start to
accrue interest until January 2001. The Conpany asserts in
justifying its position that, if stranded costs and transm ssion
costs are over-collected, no interest would accrue. For this

reason, it contends that interest should only accrue to the tax
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over-collection for the period beyond the normal reconciliation
and recovery period for stranded cost and transm ssion funds.

The Conpany proposes to credit the franchi se tax over-
collection reconciliation in the nonth of June 2002. GSEC argues
this proposal is advantageous in that interest would continue to
accrue until June and crediting the franchise tax over-recovery
of the electric service reconciliation helps mtigate the under-
collection of transition service 2.

Finally, both Ms. Rodrigues and Ms. Burns provided testinony
on the transm ssion service charge. The charge is conprised of a
transm ssion service rate and a transm ssion service cost
adj ustment reconciliation factor. The Conpany over-coll ected
$701, 833 fromthe period October 2000 to Septenber 2001 resulting
in an adjustnent credit of $0.00086 per kWh.

The Conpany is also requesting to change its Agoi ng forward@
transm ssion rates based on a forecast of transm ssion costs.

Ms. Rodriques testified that she forecasts the Conpany:s 2002
transm ssion costs to be approximately $5.5 mllion. In
forecasting the costs, the Conpany estinmates NEP charges will be
approximately $2.3 million, NEPOOL charges about $3.1 mllion,
and | SO NE charges approxi mately $76,000. GSEC asserts that the
NEP costs were forecast using NEP s actual expenses for the 12
nmont hs endi ng Sept enber 2000 and nmaki ng any known adj ust nments.

NEPOOL rates were estinmated by addi ng expected cost changes and
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new service costs to the current rates. The | SO NE charges were
estimated by nmultiplying the actual charges to GSEC for the 12-
nmont h period through Septenber 2001 by the percentage increase in
the 1 SO NE 2002 budget over the previous year:s budget.

These transm ssion costs are allocated across the rate
cl asses by contribution to coincident peak. For the allocation,
t he Conpany suns the nonthly coincident peaks in order to
cal cul ate the average contribution over the year. The Conpany
asserts that using this nmethod allows the costs to be spread
anong the rate classes nore than if it used the annual peak data.
The al l ocation of transm ssion costs yields an average rate
across the classes of $0.00681 per kWh. This is a decrease of
1.1 mls fromthe 2001 transm ssion rate. Accordingly, the
Conpany shows that the average transm ssion service charge is
$0. 00595 per kWh after the adjustnment credit is applied.

In response to a question fromthe bench, the Conpany
indicated that the instant docket was not the |ast opportunity
for the Comm ssion to consider the issue of potential adjustnments
to stranded costs as noted in Order No. 23,353 (Novenber 29,
1999).

B. Staff

Staff presented no testinony or witnesses in response to
GSECs request. At the hearing, however, Staff cross-exam ned

t he Conpany w tnesses regardi ng the methodol ogies of its
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reconciliation. At the close of the hearing, Staff indicated
that this filing was the Conpany:s third annual reconciliation
adjustnment and it appeared that the Conpany=s net hodol ogies in
determ ni ng charges have renai ned consistent. Wile Staff
generally agreed with the proposed reconciliation, Staff did
recommend that the Conpany pay interest charges on its over-
col lection of the franchise tax for the full duration of the
over-collection and return that anmount to ratepayers.
Additionally, Staff recommended that the SBC over-collection be
used to offset the default adm nistrative charge under-
col I ecti on.
3. COW SSI ON ANALYSI S

In reviewing this filing, as with any other request for a
rate increase, this Conm ssion nust find the proposed charges to
be just and reasonable. In the past, we have found GSEC s
request for retail rate adjustnents associated with the
restructuring agreenent to be reasonable. See 85 NH PUC 56
(2000), Order No. 23,399; 85 NH PUC 869 (2000), Order No. 23,612
(Decenber 28, 2000); and Order No. 23,650 (March 8, 2001).

In the last order of this type, Order No. 23,650, the
Comm ssi on was concerned about the significant increase in the
transm ssion charges for 2001. W note that the transm ssion
charges still appear to be unpredictable given the $900, 000

under-col l ection in 2000 and a $700, 000 over-collection in 2001.
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We are, however, optimstic that the current forecast provides
nore justification than in past petitions. Schedule TMB-15, page
3 categorizes transm ssion expenses in an easily understandabl e
manner and Ms. Rodrigues: testinony clearly describes how the
2002 costs were forecast. Accordingly, we will approve the
average rate for transm ssion costs of $0.00681 per kW, which is
a decrease fromthe currently effective average transm ssion rate
of $0.00792 per kWh. We will also approve the transm ssion
service adjustnent credit of $0.00086 per kWh for cal endar year
2002 resulting in an average transm ssion service charge of
$0. 00595 per kWh, a decrease of $0.00316 per kWh over |ast year:s
rate.

W are concerned that the base rate in the Stranded Cost
charge is increasing. The base rate attenpts to collect the
contract term nation charge (CTC) that New Engl and Power Conpany
(NEP) assesses GSEC. Currently, the base rate for stranded costs
is $0.00530 per kWwh with a requested increase to $0.00679 per
kWh. This is a proposed increase of 27% Only through an
anal ysis of the 2001 CTC in Docket No. DE 01-241 will we fully
recogni ze whether the base rate is reasonable. Accordingly, as
we have done in the past with this particular restructuring
charge, this Comm ssion will allow the stranded cost charge to go
into effect subject to reconciliation based upon the outcone of

t he 2001 CTC docket. W, therefore, will allow recovery of the
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average stranded cost charge of $0.00679 per kW subject to our

i nvestigations in Docket Nos. DE 01-241 and DE 00-277. In Oder
No. 23,835 (Novenber 2, 2001), this Comm ssion approved a
decrease in GSECs base transition service charge from $0. 06462
per kWh to $0.04741 per kWh. Here, the Conpany al so seeks a
change in the transition service cost adjustment provision. W
wi |l approve the adjustnment of |ast year:zs under collection and
allow the transition service adjustnent factor of $0.00130 per
kWh for a total transition service charge of $0.04871 per kW, a
decrease of $0.00085 per kWh over | ast year:zs charge.

We do, however, note that, if the Conpany is using only
Transition Service 1 2002 forecast sales (635,798,037 kW from
schedule TMB 9) in the service adjustnent cal cul ation, the
adj ustnment factor is higher than necessary to collect the under-
recovery, as all transition service custoners pay the adjustnent
factor. W expect that, if total 2002 forecast sales
(809, 442,000 from schedule TMB 12, p.1l) are used, the adjustnent
factor woul d be $0.00102 per kWh as opposed to $0. 00130 per kWh.

Usi ng the higher adjustnent factor ostensibly provides the
Conmpany with an approxi mate overcoll ection of $226,642. However,
all owi ng the higher adjustnent factor |essens the Transition
Service 2 under-collection and thus any interest that nust be
paid on that under-collection. Therefore, we agree with the

met hodol ogy enpl oyed by the Conpany.
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The Conpany adjusts its Transition Service 2 over/under-
recoveries through the electric service adjustnent provision.
The Conpany is proposing a uniformelectric service adjustnent
factor of $0.00384 per kWi, as there was an under-collection of
$2,984, 324 for the period Cctober 2000 through Septenber 2001.
This charge is an increase of $0.00249 over the 2001 rate of
$0. 00135 per kWwh.

We recogni ze the electric service adjustnment cal cul ation
i ncl udes an over-collection of the gross receipts franchise tax
as seen in schedule TMB-10 colum(c), equaling $371,890. The
Conpany states that it is proposing to credit the over-collection
of the franchise tax, with interest through May 2001, to the
el ectric service reconciliation in June 2001 (Burns Testinony, p.
37). The Conpany further explains that, with interest, the
franchise tax credit by itself would be $0.00048 per kWh and the
el ectric service adjustnent factor would need to be increased to
$0. 00433 per kWh (Burns testinmony p. 38). The Conpany notes that
it would rather reconcile the franchise tax over-collection as
proposed since consolidation avoids undue conplexities in
custoner bills, and it helps mtigate the under-collection of
Transition Service 2 revenues.

Staff raised no concern with the proposed consolidation of
the two adjustments but did question Ms. Burns concerning the

i npl enentation of the interest on the over-collection bal ance.
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Staff argued that the Conpany should be required to pay its
custoners interest on GSECs known tax over-collection fromthe
time that the Conpany began to collect the funds and was not
turning those funds over to the State of New Hanpshire, i.e.
July 1998. See, schedul e TMBB23. The Conpany i ndi cated, on
cross-exam nation, the difference in interest was just under
$42,000, bringing any creditable anobunt to $413, 291.

We accept the Conpany:s proposal to return the franchise tax
over-collection to the custonmers by consolidating it in the
el ectric service adjustnent. W also accept Staff:=s position
regarding interest. The funds collected by GSEC and held were
nei t her stranded costs nor transm ssion costs; they were
collected as tax revenues. |In this instance, they were over-
coll ected. Thus, the Conpany should be required to pay its
custoners interest on the over-collection fromthe time that the
Conpany began to collect the funds. W, therefore, approve the
el ectric service adjustnent only where the Conpany uses the
refund amount of $413,291 in place of the $371,890. The Conpany
is thus required to recalculate the electric service adjustnent
char ge.

Staff al so recommended that we offset the default service
under-col lection wwth the Systens Benefit Charge (SBC) over-
collection. W see no reason to do this. The Conpany:s argunent

for keeping the accounts separate was persuasive. The SBC is not
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consi dered revenue to the Conpany, as any collection would be for
t he adm nistrative costs associated with default service. Since
the default service adm nistrative costs total only $27,698 and

t here does not seemto be the |ikelihood in the near future for
the costs to rise significantly, we will approve GSECs request
to carry the balance forward (w thout interest accrual) until
next year:=s reconciliation.

The final itemfor our consideration is the SBC. The
Systens Benefit Charge reconciliation reflects an over-collection
of $19, 849 (schedule TMB-20). The Conpany proposes to carry the
refund factor of $0.005 per kWh into next year:zs reconciliation.
Thus, the Conpany is proposing no change to its $0.00014 per kW
portion of the SBC for its interimlowincone programat this
time. However, the Conpany is proposing to add $0. 00018 per kW
to the SBC for the energy efficiency portion. The Conpany
acknow edges that while its conpliance filing on energy
efficiency has not been approved, it is proposing to inplenent
t he charge on January 1, 2002, bringing its total SBC to $0.00194
per kWh. GSEC further states that it will elimnate its
Conservation and Load Managenent (CL&\W) Charges aver agi ng
$0. 00110 per kWh if the Commission allows it to put in place the
$0. 00194 per kWh SBC.

W are aware that GSEC filed a letter on Decenber 21, 2001,

with our Executive Director, indicating that the Conpany intends
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to continue to offer its existing C&M Prograns during the
interimperiod prior to the Conm ssion=s approval of GSECs
Uility Specific Core Energy Efficiency Filing. Accordingly, we
wi |l not approve the change in the SBC rate until we determ ne an
appropriate outcone in the energy efficiency filing. W wll,
however, allow the Conpany to defer its over-recovery for
reconciliation in the 2003 filing.

Based upon the foregoing, it is hereby

ORDERED, Granite State Electric Conpany:ss Transm ssi on
Charge, Transition Service Charge, System Benefits Charge, SBC
Ref und Adj ustnent, Stranded Cost Charge, and Electric Service

Adj ust nent are approved as discussed herein; and it is
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FURTHER ORDERED, that GSEC will submit to this Conmi ssion
its overall reconciliation figure including the mandated changes
by January 4, 2002.

By order of the Public Utilities Conm ssion of New Hanpshire

this thirty-first day of Decenber, 2001.

Thomas B. Cetz Susan S. Gei ger Nancy Brockway
Chai r man Conmi ssi oner Conmi ssi oner

Attested by:

Kinberly Nolin Smth
Assi stant Secretary



