DG 01-182

NORTHERN UTILITIES, | NC.
Rat e Case
Order Approving Tenporary Rates

ORDER NO 23,920

February 13, 2002

APPEARANCES: Rubin and Rudman, L.L.P., by Maribeth
Ladd, Esqg. for Northern Utilities, Inc.; Marcia A B. Thunberg
Esq. for the Staff of the New Hanpshire Public Utilities
Conmi ssi on.
| . PROCEDURAL HI STORY

Northern Utilities, Inc. (Northern or the Conpany)
is a New Hanpshire public utility as defined in RSA 362: 2,
with a principal place of business in Portsnmouth, New
Hampshire. Northern serves approxi mately 25,000 custoners in
t he Seacoast region of New Hanpshire, and operates a propane
system in Pel ham New Hanpshire.

On Septenber 19, 2001, pursuant to N.H Admn. Rule
Puc 1604.05, Northern filed with the New Hanpshire Public
Utilities Comm ssion (Comm ssion) a Notice of Intent to file
rate schedules. On Novenber 15, 2001, Northern filed its
proposed tariff revisions, along with supporting
docunment ati on, containing new rates designed to produce an

i ncrease in annual revenues of $3, 834,344, which consi sted of

a proposed $203, 295 increase in indirect gas costs and a
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$3,631,050 increase in delivery service revenues. This
represented a 7.4% i ncrease over weather normalized test year
revenues, with a bill inpact representing an average increase
of 8.2% for custonmers. Northern requested an effective date
of Decenber 16, 2001.

On Septenber 24, 2001, 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 under RSA 363:28,11.

On November 15, 2001, Northern filed a Petition and
supporting docunmentation requesting authority to inplenment
tenporary rates in the amount of $3,631, 049 during the
pendency of the Conmm ssion’s investigation of Northern’s
permanent rate request in DG 01-182. Northern requested that
it be permtted to inplenment tenporary rates effective
Novenber 16, 2001.

On Decenber 7, 2001, the Comm ssion issued an Order
Schedul i ng Prehearing Conference and Tenporary Rate Hearing
and Suspendi ng Proposed Tariffs, Order No. 23,863 (Suspension
Order). The Order schedul ed a Prehearing Conference for
January 8, 2002 and a tenporary rate hearing for February 7,
2002.

On January 3, 2002, the Maine Public Utilities Comm ssion
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(MEPUC) submtted a Petition for Limted Intervention. By
Order No. 23,904 (January 25, 2002), the Comm ssion approved
t he proposed procedural schedule in this docket.

On January 30, 2002, Northern submtted a proposed
settl enent agreenent between Northern, the OCA, and Staff. On
January 31, 2002, Northern submtted to the Conm ssion the

execut ed signature pages to the settlenent.

LT POSI TI ONS OF THE PARTI ES AND STAFF

1. Northern Utilities, Inc.

Northern states its proposed tenporary and permanent
rate increases are designed to renmedy the Conpany’s existing
revenue deficiency. The Conmpany’s overall return on rate base
and return on common equity, as shown in its Quarterly Return
on Rate Base Reports filed with the Comm ssion, are well bel ow
the returns authorized in Northern's |last rate case (DR 91-
081). As shown in Exhibit 1, Schedul e NU-2-4, Page 1 of 3,
Tenmporary, the Conpany’s per books rate of return for the test
year ending June 30, 2001 was 3.42% As adjusted to reflect
normal i zed weather and to elimnate the effect of the
anortization of the acquisition premumfromthe Bay
State/ Nl PSCo nerger, the Conpany’s overall rate of return at
the end of the test year was 5.13% as conpared to the 10.01%

authorized in Northern' s | ast base rate proceeding.
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The agreed upon tenporary rate |evels are
approxi mately 60% of the total permanent rate relief requested
by Northern. Although Northern believes that the | evel of
tenporary rates proposed in its filing dated November 15, 2001
was both appropriate and calculated in a manner consi stent
with Comm ssion precedent, Northern believes the proposed
| evel contained in this settlenment agreenment is appropriate
because (1) the agreed upon tenporary rate level will allow
t he Conpany to begin to aneliorate its present under-earnings
condition, (2) the proposed |evel of tenporary rates also wll
send appropriate price signals to Northern's custoners; and
(3), the tenporary rates will ultinmately be reconcil ed based
on the permanent rate | evel approved by the Conmm ssion at the
concl usi on of Docket DG 01-182. Northern further stated the
resol ution of tenporary rates by settlenent presents an
adm nistratively efficient means of noving forward with this
proceeding for both Parties and Staff.

2. Mai ne Public Utilities Conmm ssion

I ntervenor Maine Public Uilities Comm ssion did not

attend the hearing on tenporary rates and did not participate

in the settlenent agreenent.
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3. O fice of Consuner Advocate

The OCA's prelimnary view of the filing indicated
Northern is probably entitled to some |evel of increase. The
OCA expressed concern that the permanent rate request is too
high. The OCA noted this was likely due to a high cost of
capital figure, proformas going out nore than 12 nonths from
the end of the test year, inmproper matching by proformng
expenses but not recognizing the correspondi ng sal es and
custonmer growth, etc. The OCA was particularly concerned that
the tenporary request approxi mated the pernmanent request and
t hus expressed the sanme concerns that the proposed tenporary
rates were excessive.

4. Conmmi ssi on Staff

Northern’s cal cul ati on of the revenue deficiency for
tenporary rates, based on actual test year return on rate base
with proforma adjustnments to nornalize for weather and to
elimnate the effect of the anortization for the acquisition
premumfromthe Bay State/ Nl PSCo nerger is consistent with
Staff’'s preferred net hodol ogy for calculating tenporary rates.

It is Staff’s position that proform adjustnents for
tenporary rate purposes, given the abbrevi ated proceedi ng
desi gned solely to provide sone |level of rate relief to the

Conpany for the pendency of its permanent rate proceeding,
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shoul d only be incorporated when such adjustnents are an
accepted Conm ssion practice (i.e., weatherization), unusual
in nature, or significant in their inmpact on the utility’s
cost of providing service. Staff noted that Northern's
cal cul ati on of the revenue requirenment for tenporary rates
used the return on equity currently authorized by the
Comm ssion for Northern fromits previous rate case in Docket
DR 91-081, although the use of a return on equity consistent
with those granted by the Conm ssion in nore recent decisions
would result in a significantly | ower revenue requirenent.
Based upon that additional adjustnent, Staff concluded that a
revenue requirenment of $2.3 million for tenporary rates is
reasonabl e.

Staff indicated that inplenmenting tenporary rates
based on a revenue requirenment of $2.3 mllion will provide a
| evel of rate relief for Northern, but such relief is likely
to be limted if not granted expeditiously. The bul k of
Northern’s revenues are derived fromw nter sales and as sales
are expected to drop precipitously as Spring approaches,
delays in inplenmenting the tenporary rates will likely reduce
the relief sought here.

Staff concluded it would be appropriate for the

Comm ssion to approve tenporary rates effective as of the date
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of the tenporary rate hearing, based upon the record
establi shed through Northern’s filing, the settl enment

agreenent and heari ng.
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1. SETTLEMENT AGREEMENT

The ternms of the settlenent are sunmarized bel ow

1. Tenporary Rate Levels

The Parties and Staff agree that Northern's revised
tariff NHPUC No. 10 — Supplenment No. 2 - Gas shoul d be
approved effective February 7, 2002. The Parties and Staff
agreed to tenporary rates that would produce an additional
$2.3 million in annual revenues. This anount is 60% of the
Conpany’s original tenporary rate request. This increase w l
be i npl emented anong customer classes according to the nethod
proposed in Northern's Petition. The agreed-upon |evel of
tenmporary rates of $2.3 million will inpact custoner classes

as foll ows:

Rate or Class of Service Per cent age | ncrease
Resi denti al Heating 4. 9%
Resi dential Heating - Low-Incone 4. 9%

Resi denti al Non-Heati ng 5.1%

Resi denti al Non-Heating Low | ncone 5.1%

G T-40 H gh Wnter Low Annual 4. 9%

G T-50 Low Wnter Low Annual 5. 0%
G T-41 Hi gh W nter Medi um Annual 4. 8%

G T-51 Low W nter Medi um Annual 4. 9%

G T-42 Hi gh W nter Hi gh Annual 5. 0%

G T-52 Low W nter Hi gh Annual 5.2%

Total Average |ncrease 4. 9%
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2. Ef fective Date of Tenporary Rates

The Parties and Staff agreed tenporary rates should
become effective on a service-rendered basis as of the date of
the tenporary rate hearing before the Commi ssioners, February
7, 2002.

3. Reconciliation

The Parties and Staff agree tenporary rates would be
fully reconcil ed against the permanent rate |evel granted by
the Comm ssion in this proceeding. The difference between the
tenporary and permanent rates would be recovered or refunded
in accordance with RSA 378:29 and without interest. The
settl ement agreenent did not address the anortization period
of any such surcharge or refund.
I COVM SSI ON ANALYSI S

RSA 378: 27 authorizes the Comm ssion to grant
tenporary rates if, in its opinion, the public interest so
requires and the records of the Conpany on file with the
Comm ssion indicate it is not earning a reasonable return on
its property used and useful in the public service. Further,
the anal ysis and investigation conducted by the Comm ssion in
a tenporary rate case need not be as intensive as that deened

necessary in a permanent rate proceeding. See New Engl and

Tel ephone & Tel egraph v. State, 95 N. H 515, 518 (1949).
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We have reviewed the terns of the settl enent
agreenent as well as Northern's filing and supporting
testinmony and exhibits presented at the February 7, 2002
hearing. Northern denonstrated that it is currently underearning
and that this underearning woul d di sadvant age both the Conpany and
its ratepayers. Based on our review of the record, we find
Northern’s tenporary rates, as set forth in the settlenent
agreenent and which are subject to reconciliation at the
concl usi on of the permanent rate case, produces rates that are
just and reasonable and in the public good. W note, however,
that the settlenent agreenent inplenments the tenporary rate
increase in such a manner as to create small variances anpng
the custoner classes. VWhile we find this to be acceptable for
t he purpose of setting tenporary rates, we will exam ne the
proposed net hod before setting pernmanent rates, to deterni ne
whet her such variances are justified on the basis of the
cal cul ation issues raised by the Conpany regardi ng across-the-

board equal percentage increases.



DG 01-182

-13-
Based on the foregoing, it is hereby
ORDERED, that the settlenent agreenent proposed by
Nort hern, the OCA, and Comm ssion Staff is APPROVED, and it is
FURTHER ORDERED, that the tenporary rates for the
various custonmer classes be inplenented on a service rendered
basis effective February 7, 2002; and it is
FURTHER ORDERED, that Northern shall submt tariff
pages in conpliance within 15 days of the date of this order
By order of the Public Utilities Comm ssion of New

Hanpshire this thirteenth day of February, 2002.

Thomas B. Getz Susan S. Ceiger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Debra A. How and
Executive Director & Secretary



