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DECISION

I.
Introduction

A.
Summary

In this Decision, the Department of Public Utility Control (Department) approves the final components of The United Illuminating Company’s (UI) standard offer service (SOS).  This SOS is available to all customers in UI’s service area beginning January 1, 2000, and is available to all customers who affirmatively choose to receive this full-service electricity offering, or who do not, or are unable to, arrange for or maintain electric generation services with a licensed electric supplier.  The SOS extends through December 31, 2003, and is priced 10% below the fully bundled price for electricity at year-end 1996.


Enron Capital and Trade Resources, Inc. (Enron) will provide the electricity supply for the four-year SOS period at a fixed price.  In this Decision, the Department approves the pricing; however, the Department specifically reserves the right to adjust the GSC over the four-year period in the interest of stimulating competition.  Further, UI will be allowed to adjust its supply cost if it can demonstrate that the supply costs following Department adjustments to the GSC rates have increased as a result of customer migration from the SOS to competitive offerings.  This Decision also approves a Competitive Transition Assessment (CTA).

B.
Background


By compliance filing dated October 14, 1999, pursuant to the Department of Public Utility Control’s (Department) Decision dated October 1, 1999, The United Illuminating Company requests the Department’s approval of its revised Competitive Transition Assessment calculation, revised tariffs, revised Generation Service Charge customer bill insert, the latest estimate of accelerated amortizations it will make in 1999 as ordered in the December 31, 1996 Decision in Docket No. 96-03-29, DPUC Financial and Operations Review of The United Illuminating Company, recalculated System Benefits Charge and, with Enron Capital and Trade Resources, Inc., revised Settlement costs for Standard Offer Service.  On October 29, 1999, UI submitted an additional filing containing certain modifications to its previous filing.

C.
Conduct of the Proceeding


Pursuant to a Notice of Supplemental Hearing dated November 4, 1999, the Department held a public hearing in this matter in its offices, Ten Franklin Square, New Britain, CT 06051, on November 17, and 23, 1999.  At the November 23, 1999, hearing the presiding Hearing Officer closed the hearing.


The Department issued a draft Decision in this matter on December 2, 1999, and a revised draft Decision on December 3, 1999.  All parties and intervenors were provided an opportunity to file written exceptions on the draft Decisions.

D.
Parties and Intervenors


The parties and intervenors to the initial proceeding maintained their status in this supplemental proceeding.

II.
Department Analysis

A. General

As discussed below, the Department accepts as filed certain portions of UI’s compliance filings, accepts others with some adjustments, and rejects some.  To the extent a submission is not discussed below, it is accepted as filed.

B. Enron Settlement

1.
Standard Offer Supply Price


Pursuant to Order No. 2, in the Decision dated October 1, 1999, in the instant proceeding (Initial Decision), UI was required to submit revised Settlement Costs for SOS for Department approval.  The Company submitted its compliance with Order No. 2 under Protective Order on October 15, 1999.  According to UI, the revised Settlement Costs reflect updated estimates for customer migration from SOS, an allowance for retail adders and current and forecasted market power conditions.  UI fully supports the revised Settlement Pricing.  Tr. 11/17/99, pp. 1358‑1366; Compliance Filing, Order No. 2, p. 1.


The Department has reviewed the revised Settlement Pricing and finds it to be reasonable.

2.
SOS Cost Adjustment


UI and Enron prefer that the Generation Services Charges (GSC) established by the Department's Initial Decision in this proceeding remain unchanged for the four-year standard offer period.  Response to Interrogatory EL‑89.  However, the Department indicated that it desires flexibility in adjusting the GSC to increase migration from standard offer service if necessary.  Initial Decision, pp. 17‑19.  Due to this requirement, the contract between UI and Enron includes a provision that will automatically increase the wholesale price from Enron on a one-for-one basis (SOS Cost Adjustment) for any increase in the GSC over the current levels.  From UI’s standpoint, such increase in its wholesale cost would need to be passed through the purchased power adjustment clause on a one-for-one basis.  Response to Interrogatory EL‑89; Tr. 11/17/99, p. 1479.


Enron testified that if the Department increases the GSC, resulting in increased migration from standard offer service, Enron would lose a portion of its revenue stream without a concomitant reduction in costs.  This would essentially increase Enron’s cost to serve the remaining standard offer customers.  Although Enron speculates that increased migration will increase its cost of SOS and considered this issue in setting its costs, Enron has not analyzed migration “because there is no way to actually do a detailed analysis.  It is more chaos theory than it is linear math.”  Protected Tr. 11/17/99, p. 1397 and 1411.


The Department agrees that if customer migration resulting from an increased GSC exceeds the level that Enron assumed when it negotiated the wholesale rates with UI, Enron’s cost to provide SOS could increase.  However, there is no way to predict that increasing the GSC will increase customer migration above levels originally estimated or that the resulting level of migration will increase Enron’s cost of SOS.  Therefore, it is not in the best interests of UI’s ratepayers to approve an automatic increase to Enron’s cost.  The Department, however, is sensitive to the concerns expressed by UI and Enron in this regard.  Therefore, UI will be allowed to apply for an adjustment to its SOS cost following an adjustment to GSC rates.  UI will be required to demonstrate the level of migration that resulted from changing GSC rates as well as demonstrating that the cost of SOS increased as a result of the change.  In any case, the cost of SOS supply shall not increase above the increase to the GSC.

C.
Rates

1.
General


Orders No. 5 and 6 in the Initial Decision required UI to submit tariffs in compliance with that Decision.  On October 15, 1999, UI filed proposed unbundled tariffs in compliance with those orders (Compliance Tariffs).  On October 29, 1999, UI submitted an additional filing, either to correct errors found in or to modify the Compliance Tariffs (Modified Tariffs) further.

In general, in proceedings such as these, the first phase consists of a full review of the Company’s filing and proposals, followed by a Decision based on that review.  The second phase consists of a compliance filing based on that Decision.  Traditionally, the Department’s review of a compliance filing was limited to assuring that the requirements of the initial Decision were being met.  The Department did not allow the introduction of new evidence nor did it entertain modifications to the rates approved in the initial phase of the proceeding.

The Initial Decision states:

simplifying recovery of the CTA is in the best interest of ratepayers.  The Company will be required to submit final unbundled rates that recover CTA revenues as proposed in the Company’s Application.  This issue will be addressed in the compliance hearing.  Initial Decision, p. 75.

To address the Department’s directive to simplify CTA rates, UI modified some of the tariffs that were reviewed in the initial phase of this proceeding.  The Department does not view the modifications to most tariffs as substantive nor as new evidence.  However, some tariffs have been changed significantly or in some cases have been submitted for the first time in these proceedings.  Response to Interrogatory EL-108; Modified Tariffs, Rates SG1, SG2, and Rate NUS.  In addition, given the unique nature of this proceeding, the final step in UI’s unbundling process, the Department believes that it is in the best interest of ratepayers for the Department to review the Compliance Tariffs and the Modified Tariffs fully to assure that unbundled rates are properly set.  Where applicable, these matters are discussed below.

2.
Terms and Conditions


Department review of the proposed Terms and Conditions finds them to be in compliance with the directives contained in the Initial Decision.  UI will be directed to submit final Terms and Conditions.

3.
Residential Rates R, A, and RT


UI proposes to establish per kWh assessments for all unbundled charges for residential Rates R, A and RT.  Department review of the proposed rates finds them to be reasonable and in compliance with the directives contained in the Initial Decision.  UI will be required to submit final tariffs for these rates.

4.
Residential Heat Pump Rate RHP


During the late filed hearing, members of the public testified in support of the continuation of Rate RHP.  Under cross-examination, the Company testified that it always thought the tariff would continue but the rate might change from time to time.  Tr. 11/17/99, pp. 1368‑1377.


Thirty years after electric heating rates were first promoted, it is still difficult to change them because customers made investments based on these promotional rates.  The Department was concerned that Rate RHP customers would become dependent on this promotional rate when it was first approved in the Decision dated January 17, 1996, in Docket No. 95‑07‑13, Application of The United Illuminating Company for Expedited Approval of Residential Heat Pump Rate RHP.  In that Decision, the Department required  the Company to include language with its promotional material that “the rates are not fixed or guaranteed.”  Decision, p. 9.  The Department intended to inform customers that the rate could be discontinued or changed, not simply adjusted, as the Company testified.

Standard Offer generation service supplied by UI is scheduled to end for all customers on December 31, 2003.  The only exception is for customers that have special contracts or flex riders with contract terms that extend beyond that time.  Section 58 of the Act requires that no new special contract or flex rider discounts be offered after July 1, 2000.  Customers receiving discounts during the standard offer period will return to their otherwise applicable full requirements rate if their contract ends between July 1, 2000, and December 31, 2003, or choose a competitive supplier if their contract ends after December 31, 2003.  This phases UI out of the generation business without modifying the existing contractual obligations for special contract or flex rider customers.  RHP, which has been designated a special contract rate, does not have a term of contract.  As such, discounts can no longer be offered to new customers after July 1, 2000.  However, the Department will allow UI to honor current rates for current Rate RHP customers through December 31, 2003.

The Department has no choice at this time given the changes to the electric industry and Public Act 98-28, An Act Concerning Electric Restructuring (Act).  Section 58 of the Act essentially ends new special contracts and flexible rates after July 1, 2000, by requiring the collection of CTA and SBC charges.  The Standard Offer is scheduled to end December 31, 2003.  The Company could not offer a discount on generation unless it continued to offer generation service, which is contrary to the goal to divest and end generation service.  The Company stated that it would discount distribution rates; however, this is inconsistent with the Act and the Company has not justified such discounts on a cost basis.


The Department believes that a four-year notice is adequate for Rate RHP customers and will avoid problems later.  Most Rate RHP customers will have received the benefit of this rate for five or more years by the time it ends.  In addition, many have received rebates for the purchases of their hearing equipment through the Company’s conservation program.  All customers will be able to shop for generation service by July 1, 2000.  If this load is favorable and a lower cost to serve, as the Company maintains, then competitive suppliers may offer lower rates to these customers in the future.

5.
Commercial and Industrial Heat Pump Rider CHIP


The Company proposes to retain Rider CHIP and to modify the discount offered under it.  The credit will change from $8.50 per kW to “equal the applicable demand charge off of the customer’s Distribution demand charge.”  Order 6, Attachments.


Rider CHIP is a flexible rate because its discount is based on a published tariff.  As such it must be treated as all other flex rider tariffs.  As such, service under the rate does not qualify for a 10% reduction and the rate for that portion of the load served under the rider cannot increase.  Therefore, UI must continue to offer discounts based on current tariffs and recover the full amount of the SBC, CTA, Conservation and Renewables charges and appropriate CTA.  See Section II.C.16.  In addition, unlike Rider ED, Rider CHIP does not have a contractual term.  Therefore, pursuant to Section 58 of the Act, this rider must end on July 1, 2000.  UI will be required to submit Rider CHIP based on the foregoing and to retain appropriate tariffs to serve these customers.

6.
General Service Rate GS and General Service Time‑of‑Use Rate GST


Customers served under Rate GS can be billed under non‑demand or demand‑based rates, depending on their usage.  For Rate GS Non‑Demand, UI proposes to establish per kWh assessments for all unbundled charges.  For Rate GS Demand, UI will maintain demand‑based distribution charges and proposes to establish demand and energy‑based Competitive Transition Assessment (CTA) rates.  UI believes that if the recovery of the CTA from these customers were based solely on a kWh assessment, higher load factor customers would subsidize CTA recovery from customers with lower load factors.  Responses to Interrogatories EL‑107 and 118.  UI states that the rates are designed to comply with the mandatory 10% reduction required by the Act.  Order No. 5 Attachments; Response to Interrogatory EL‑118.

The Department agrees that for Rate GS Demand, a straight kWh based charge would be inequitable and would tend to penalize higher load factor customers.  Therefore, for these customers recovery of the CTA through a combination of demand and energy based rates is appropriate.

Department review of the proposed Rates GS Demand and GS Non‑Demand finds them to be in compliance with the directives contained in the Initial Decision.  UI will be directed to submit final tariffs for these rates.

7.
General Service Heating Rate TE


Similar to Rate GS, customers served under Rate TE are billed under non‑demand or demand‑based rates, depending on their usage.  For Rate TE Non‑Demand, UI proposes to establish per kWh assessments for all unbundled charges.  However, contrary to the rate design for Rate GS Demand, UI proposes a straight energy assessment of the CTA.  In support of this rate design, UI cites the “homogenous” consumption patterns of these customers as well as the relative size of the rate class, only 297 customers.  Although UI could have set the CTA as either a demand, energy or combination rate, its preference was the straight energy charge.  Response to Interrogatory EL‑107.


Department review of the proposed Rate TE finds it to be reasonable and in compliance with the directives contained in the Initial Decision.  UI will be directed to submit a final tariff for this rate.

8.
Large Power Time‑of‑Use Rate LPT


For Rate LPT, UI proposes to recover CTA revenues through a single, demand based charge assessed against the on-peak demands for this rate.  Order No. 6, Attachments.  UI states that, just as with Rate TE, Rate LPT customers demonstrate ‘homogenous’ load characteristics, supporting the assessment of a single CTA charge.  UI also proposes to recover its distribution revenue through on‑peak, shoulder and off‑peak demand‑based charges.  Id.  The Company states that its proposal complies with the Department’s directives in the Initial Decision that rates should be designed to simplify the transition to competition.  Response to Interrogatory EL‑122.  In addition, UI submitted a correction to Rate LPT, adjusting the distribution rates to correct a typographical error.  Modified Tariffs.


In the initial phase of this proceeding, UI proposed recovery of the CTA through 12 separate charges:  6 KW and 6 kWh‑based rates.  Filing dated June 2, 1999, Exhibit No. 11, pp. 26‑31.  To accommodate the Department’s directive to simplify rates, UI modified Rate LPT, combining the demand and energy‑based CTA rates into a single, demand‑based charge.  Order No. 6, Attachments.


Department review of the Company’s Rate LPT as submitted in its Modified Tariffs finds it to be reasonable and in compliance with the directives contained in the Initial Decision.  The Company will be required to submit a final tariff for this rate.

9.
Real‑Time Pricing Rate RTP


UI proposes to cancel Rate RTP because there are no customers being served under it at this time.  Order No. 6, Attachments; Response to Interrogatory EL‑109.


In the May 21,1999 Filing Order, issued in the initial phase of the proceeding, the Department ruled that the instant docket was not a rate case proceeding and that matters generally addressed in rate proceedings, such as the elimination of a tariff, would not be entertained.  However, the Department notes that this rate was offered on an “experimental” basis and that the rates under this tariff are based on UI’s marginal cost of generation.  As such, the rate is effectively inoperable because, with the approval of the Enron Settlement, UI will have divested all of its generation assets.  Further, since there are no customers taking service under this tariff, there are no rate issues to be addressed.  Based on the foregoing the Company’s request to cancel Rate RTP is approved.

10.
Non‑Utility Generating Facility Standby Rate NUS


In its Compliance Tariffs, UI proposed changes to the Rate NUS tariff that was submitted in the initial phase of this proceeding.  Exhibit 5, dated May 21, 1999.  For example, the Compliance Tariff proposes to collect the CTA by means of a kWh assessment instead of the demand‑based charge initially proposed.  Order No. 6, Attachments.

In its Modified Tariffs UI proposed to further amend Rate NUS by replacing the kWh‑based CTA with a demand‑based assessment.  Pursuant to that filing the CTA would be “$1.01/kW of either contract demand or if no present contract demand then contract demand prior to January 1, 2000.”  UI would recover its distribution revenues using energy and demand‑based charges.  Exhibit No. 5; Response to Interrogatory EL‑111.  UI states that if the CTA is recovered through a kWh charge, and the customer does not use energy, the customer will be “getting a free ride on the CTA, which other customers will have to pick up, and that just isn’t fair.”  Tr. 11/17/99, p. 1536.


Wisvest objects to the rate design for Rate NUS submitted with the Modified Tariffs, stating:

UI has proposed language which has no legal or record basis and which attempts to fix the contract demand at that prior to January 1, 2000.  Although the intent of this tariff language is not clear, it appears to be a very broad form of an exit fee, which was certainly not an issue in this docket.  Wisvest Letter dated November 15, 1999.

Wisvest believes that the CTA rate design submitted with the Compliance Tariff, a straight energy‑based charge, complies with the directives contained in the Initial Decision and should be approved.  Id.; Wisvest Brief, pp. 1 and 2.  Wisvest cites the Initial Decision, p. 75, in support of its position regarding the use of kWh charges for this rate.  Id.


Rate NUS, a stand‑by rate, is unique among UI’s tariffs.  Unlike UI’s full service rates, under Rate NUS, UI stands ready to serve the customer when necessary, but does not provide energy on a regular basis.  Under a straight kWh‑based tariff, a customer taking service under this rate would pay nothing unless it used energy.  Therefore, UI would receive no CTA or distribution revenue while standing ready to provide service to the customer.  This type of rate structure is inappropriate.

In the Initial Decision, the Department directed UI to “submit final unbundled rates that recover CTA revenues as proposed in the Company’s Application.”  Decision, p. 75.  In addition, the Company was directed to simplify rates.  Id.  Although the Department expected some changes, such as those proposed for Rate GS, see Section II.C.5, it did not anticipate the elimination of demand‑based charges for Rate NUS.  As noted by UI, if the CTA for Rate NUS is recovered through an energy‑only rate, these customers would avoid these costs, shifting recovery of the costs to other ratepayers.  Therefore, the Department believes that demand‑based charges must be retained for Rate NUS.


The Department believes that Rate NUS submitted with the Modified Tariffs satisfies the requirement of recovering CTA on a demand basis while unbundling rates.  However, that tariff modified the current language for this rate and increased the current Backup Service Charge from $.70/kW to $1.01/kW.  These changes are inappropriate in the context of this proceeding.  Therefore, UI will be directed to revise Rate NUS to reflect the Compliance Tariff and a modified demand charge.

Section 10 of the Act states that in establishing the CTA the Department must consider the effect on all customer rates and other factors relevant to reducing rates in determining the amount of the assessment and the manner in which it will be imposed.  The Department has done so in this case.

11.
Self Generator Rates SG1 and SG2


Rates SG1 and SG2 are used to calculate the energy cost avoided by UI when the Company purchases non‑firm energy, as required under contract, from a non‑utility generation source rather than generating the energy from its own facilities.  The current rates use the Company’s average fossil fuel cost, times a multiplier, to calculate the marginal cost payment during on and off‑peak periods.  UI proposes to replace its average fossil fuel cost with the “NEPOOL average fossil fuel” cost in the calculation for these rates.  Order No. 6, Attachments.

Under the SG rates, UI purchases non‑firm energy at a rate equivalent to its avoided cost.
  In recent years UI’s avoided cost has equaled its avoided cost of fuel.  As a result, UI’s calculation of the payment for non‑firm energy was based on its average fossil fuel cost per kWh, the basis of Rates SG1 and SG2.  UI has divested its generation assets; therefore, it no longer calculates an average fossil fuel cost for producing energy.  As a result, UI proposes to replace the use of its average fossil fuel cost with the NEPOOL average fossil fuel cost per kWh to calculate Non‑Firm Energy purchase rates under Rates SG1 and SG2.


UI states that having Rate SG2 prices that are artificially high will encourage self‑generators to sell to UI rather than to the market, thereby keeping UI in the generation purchase business despite the Act’s clear guidance for the Company to exit the generation business.  In addition, UI states that it would be inappropriate to use the average cost of SOS supply, the Enron Settlement cost, to determine payments under the SG tariffs because the current SG tariffs calculate an “energy only” cost, while the cost of SOS supply comprises the cost of energy plus adders.  Tr. 11/23/99, pp. 1590‑1597; UI Brief, pp. 5 and 6.  UI argues that the use of the Enron Settlement cost could result in customers with self generation facilities gaming the system by selling into the market during peak periods when prices are high and then requiring UI to purchase energy during off‑peak periods when prices are low.  UI goes on to state:

The result would be that UI would be paying well above market prices to the self‑generator, in effect paying a retail price for bundled service to the self‑generator but receiving a wholesale energy commodity.  Other UI customers would be subsidizing the self‑generator.  Notable, a self‑generator could include the owner(s) of the fossil generation units formerly owned by UI.  In addition, having Rate SG2 prices that are artificially high will encourage self‑generators to sell to UI rather than to the market, thereby keeping UI in the generation purchase business despite the Act’s clear guidance for the Company to exit the generation business.  Brief, p. 6.

For purposes of this analysis, the Department assumes that purchases under the SG rates are used at UI’s discretion either to supply SOS load, thereby displacing purchases under the Enron Settlement, or are resold in the market.  Avoided cost may include energy and capacity.  See Conn. Gen. Stat. 16-243a(a).  Contrary to UI’s above stated position, the Act requires the Company to remain in the generation purchase business throughout the standard offer period.  The NEPOOL average fossil fuel cost is not representative of UI’s avoided cost of energy and capacity; it is simply an average price for fuel.  In addition, the data are stale, reflecting NEPOOL fuel prices that are nearly two years old.  Protected Late Filed Exhibit No. 40; Tr. 11/23/99, p. 1580.  Although the price of fuel once represented UI’s avoided cost, it no longer does so.  Therefore, the use of the NEPOOL average fossil fuel cost is inappropriate for use in SG rates.

The NEPOOL market clearing price represents the marginal price of generation (i.e., the price for energy and capacity) sold in the New England market for non‑firm power.  Therefore, it is appropriate to establish Rate SG energy purchase rates based on this price, because it is now non‑firm power.  Rate SG pricing should be based on the hourly NEPOOL market clearing price if time differentiated metering is available or the average NEPOOL market clearing price over the billing period if this metering is unavailable.  In addition, the Department will allow UI to reduce the NEPOOL clearing price by 5% to recover the administrative costs associated with these transactions.

Despite the change to Rates SG1 and SG2, UI will continue to account for its SOS supply at the Enron Settlement costs.  Combined with the revised SG pricing, this provides UI an opportunity to benefit from SG purchases by using them to displace SOS supply purchases when it is economic to do so or to resell this non‑firm energy when market prices are greater than SOS supply costs.  This should address UI’s gaming concerns.

The SG rates pay a generator based on UI’s avoided cost.  On January 1, 2000, a reasonable proxy for that cost is the NEPOOL market clearing price.  Therefore, it is reasonable to use this price for determining payments under SG rates less some administrative costs.  Based on the foregoing, UI’s proposed Rates SG1 and SG2 are denied.  UI will be required to calculate the payment under the SG rates based on 95% of the NEPOOL market clearing price as discussed above and to submit revised tariffs in compliance with this directive.

12.
Interruptible Rates


The Company proposes to eliminate its Contract Interruptible Load Riders CI Block A and B, Interruptible Standby Dispatch Riders ISD Block A and B and Scheduled Non‑Firm Load Rider NF.  UI proposes to retain Load Control Rider LC.  The Company states that the Riders it proposes to eliminate require monthly payments whether the customer interrupts or not, while payments under Rider LC are based on actual interruptions.  In addition, Rider LC is being retained because it may be beneficial to the distribution company to have an interruptible rate in place in the future.  UI adjusted the payments under Rider LC to reflect an appropriate distribution company cost.  Order No. 6, Attachments; Tr. 11/23/99, 1566.


No party objected to the Company’s proposal and Department review finds UI’s proposal to be reasonable.  However, the minimum interruption for the rates that are being cancelled is 30 kW, while the minimum interruption under Rider LC is 100 kW.  Therefore, it appears that some customers that were able to access UI’s interruptible rates in the past would no longer be able to do so because the minimum interruption may be greater than the customer’s demand.  Therefore, UI will be required to reduce the minimum interruption under Rider LC to 30 kW.  The Department approves UI’s proposal for its interruptible rates subject to this revision.  UI will be required to submit a final tariff for this rate.

13.
Large Light and Power Rate LLP

UI proposes to cancel Rate LLP.  Order No. 6, Attachments.

There are no customers taking service under Rate LLP.  Response to Interrogatory EL‑110.  As discussed in Section II.C.7, the Department will allow the Company to eliminate tariffs if no customers are receiving service under the rate.  Therefore, UI’s proposal to eliminate Rate LLP is approved.

14.
Manufacturers Gross Earning Tax Credit Rider MFG

The Company proposes to modify the Rider MFG tax credit for non‑special contract customers to reflect the Gross Earnings Tax (GET) percentage used to calculate the rate.  Special contract customers will continue to receive the current 5% GET credit.  Response to Interrogatory EL‑114.

Department review of UI’s proposed Rider MFG finds it to be reasonable.  UI will be required to submit a final tariff for this rate.

15.
Streetlighting Rates S and E‑11

UI proposes to eliminate Rates S and E‑11.  Order No. 6, Attachments.

There are no customers taking service under these rates.  Lundrigan PFT dated May 21, 1999, p. 4; UI Written Exceptions, p. 18.  Therefore, as discussed in Section II.C.9, it is reasonable to eliminate these tariffs.

16.
Economic Development Rider ED

The Company proposes to modify this tariff by inserting the following language:

This Rider will no longer be available to new customers after January 1, 2000.  Any customer on this Rider as of December 31, 1999, will continue to receive applicable credits until the normal termination of the Rider, however, these credits will only apply to the Distribution Charge portion of the bill.


In the Decision dated April 30, 1999, in Docket No. 97‑01‑15RE01, DPUC Review of Electric Companies Cost of Service and Unbundled Tariffs – Unbundled Bills and SBC (SBC Decision), the Department stated:

On January 1, 2000, flexible rate tariff customers will continue to receive service at a discounted, flexible rate, and will be assessed the SBC and CTA.  The Department will allocate the costs for these customers in such a manner that, taking into account separate charges for the electric generation services, CTA and SBC, the resulting charges will not result in a rate increase.  When retail choice begins, these customers will be able to choose to continue receiving service at the flexible tariff rate or to return to their otherwise applicable firm service rate less 10%, whichever they determine to be more beneficial.

Regarding UI’s plan to continue to offer discounts beyond January 1, 2000, Sections 57 and 58 of the Act speak to the continued offering of discounted rates.  In summary, the Act allows a utility to honor contracts that were in place on April 29, 1998, and exempts these contracts from certain unbundled charges, such as the SBC and CTA.  As noted above, these contracts are not eligible for the mandatory 10% rate reduction.  However, the Act requires that for any of these contracts that expire, are renewed or extended, that language be included in said contracts to recover all unbundled charges.  In addition, the Act requires that contracts entered into subsequent to April 29, 1998, recover all unbundled charges.  Further, Section 58, which becomes effective July 1, 2000, eliminates the requirement that electric companies offer economic development rates.  Based on the foregoing, the Companies are at risk for all unbundled revenues, such as the CTA, where revenue discounts have been offered that are not in compliance with the Act.  SBC Decision, p. 18.

Pursuant to the SBC Decision, the Department defined flexible rate tariff customers as those receiving electric service at a rate that is less than the customer’s otherwise applicable firm service tariff and that is based on a published tariff.  In addition, the Department concluded that flexible rate tariffs do not qualify for the 10% rate reduction.  In addition, as discussed in Section II.C.16, rates cannot increase for any customer.  SBC Decision, p. 18.  Rate ED discounts are based on published tariffs, therefore, it is a flexible rate.


Based on the proposed tariff, the rates for these customers will increase because the percentage discount is being applied to distribution rates, a value that is less than the customer’s current bundled rate.  In addition, the Company proposes to add Conservation and Renewables charges, increasing the rates further.  This is contrary to the intent of the Act.  Flexible rate tariff discounts should be based on the current tariffs.  These tariffs should be retained for purposes of calculating discounts to assure that the rates do not increase for these customers.  See Section II.C.19.  Flexible rider customers are responsible for the full assessment of the SBC, Conservation and Renewables charges at the customer’s otherwise applicable full service tariff rate, but the CTA has been reduced for these customers.  The Company indicated that it would not unbundle the rates for these customers, but would account for these assessments from the revenue provided by each customer.  Initial Decision, pp. 33-34.  Therefore, the Department will allow UI to account for these assessments from flexible rider revenues instead of itemizing them on customer bills as proposed.  UI will be directed to submit a revised Rider ED based on the foregoing.  In addition, UI must retain current tariffs for purposes of determining ED discounts going forward and must submit the final retained tariffs.


As noted above, the Act allowed the Company to honor contracts that were in place on April 29, 1998.  In addition, the Act allowed the Company to enter into special contracts or flexible rate agreements after that date.  However, the Act intended those discounted rates to recover the full value of the SBC, CTA, Conservation and Renewables charges.  For contracts entered into subsequent to the passage of the Act, UI must honor the contractual term of those agreements and provide revenue in compliance with the above discussion.


In the initial phase of the proceeding, UI proposed to account for the assessments noted above based on the revenues provided from special contract and flexible rider customers.  This proposal was based on the original cost of SOS supply.  The Department notes that under the revised SOS supply pricing, the cost to serve these customers declined from that originally proposed, resulting in additional margin from these customers, margin that can be assigned to the assessments. 


Further, the Company argues that the Department cannot modify the buyout provisions of its contracts.  UI Written Exceptions, pp. 1‑13.  For the reasons cited by UI in support of that argument, the Department does not believe the Company can modify the existing contractual payment arrangements it has with these customers, including the buyout provisions.

17.
Competitive Energy Rate CE


The Company proposes to continue offering Rate CE but to modify the rate per month.  Under the revised rate, UI would recover the customer’s otherwise applicable, unbundled, firm service SBC, CTA, Conservation, Renewables and Transmission charges, plus a $.01/kWh contribution to distribution costs.  Order No. 6, Attachments.


Qualifications for Rate CE include the customer’s ability to demonstrate that it has a realistic competitive alternative to UI’s electric service.  In addition, the customer must agree not to install self‑generation of cogeneration equipment and that any increase in its electric service requirements will be purchased from UI.


This tariff is inappropriate in a restructured electric industry in which every customer can demonstrate that it has a realistic competitive alternative to UI’s electric service.  Therefore, UI will be required to cancel this rate for new customers effective January 1, 2000.

Rate CE calculates a discount based on a filed tariff; therefore, it is a flexible rate tariff.  As such, the Company must honor current arrangements as discussed in Section II.C.16.

18.
Business Recovery Rider BR


The Company proposes to continue offering Rate BR but to modify the rate per month.  Under the revised rate, UI would recover the customer’s otherwise applicable firm service SBC, CTA, Conservation, Renewables and Transmission charges, plus a $.01/kWh contribution to distribution costs.  Order No. 6, Attachments.  The maximum charge would remain as the customer’s otherwise applicable full service rate.


Rider BR is a flexible rate tariff because it calculates discounts based on a published tariff.  Under the proposed tariff, these customers will be assessed the full SBC, CTA, Conservation and Renewables charges plus a small contribution toward distribution rates.  Although full recovery of these assessments complies with the directives of the Act, continuing the rate does not.  In addition, as stated above, flexible rate customers are not entitled to the 10% nor should their rates increase.  The way to insure this occurs is to continue to bill them based on current rates.  As with Rider ED, UI must honor the term of the contract for customers that have entered into agreements with the Company subsequent to the Act.  In addition, the Company shall account for the revenues from the SBC, CTA, Conservation and Renewables charges in the same manner as Rider ED.  UI will be directed to submit a revised Rider BR based on the foregoing and to retain the appropriate current tariffs to calculate discounts. 

19.
Special Contracts


Special contract customers are served under Rates RHP, GS, GST, LPT/LTC and TE.  Because special contract discounts are based on current tariff rates, UI proposes to maintain certain tariffs and to unbundle the Transmission, Conservation, and Renewable Energy Charges of these rates.  To accommodate the Transmission Charge, UI reduced each rate’s current distribution charge by an amount equal to the class Transmission Charge.  For example, for Rate RHP, distribution charges were reduced by $.007443/kWh, the residential Transmission Charge.  UI then added an assessment for the Conservation and Renewable Charges, 3 and .5 mills/kWh respectively, to the rate.  However, UI did not reduce distribution rates by these amounts.  Therefore, under the proposed rates, on January 1, 2000, these customers would pay 3.5 mills per kWh more than they are currently, increasing their overall bills.  The percentage increase would vary by rate.
  Order No. 6 Attachments, Rate RHP; Response to Interrogatory EL‑106; Tr. 11/17/99, p. 1487; Response to Interrogatory EL‑108.


UI did not unbundle the Systems Benefits Charge (SBC) or the CTA for special contract customers.  Therefore, these customers will not be assessed these charges directly on their bills.  Instead, UI will recover SBC revenues from them through the distribution rates and will account for them at the otherwise applicable firm service SBC tariff rate for each customer.  The CTA for Rate RHP will be accounted for at the CTA rate applicable to UI’s residential heating customers served under Rate A.  CTA from the remaining special contract customers will be calculated and accounted for separately.  Tr. 11/17/99, pp. 1484‑1491.


The Act applies different standards for revenue recovery to special contracts that were in place prior to and after the Act’s April 29, 1998, effective date.  UI proposes to treat all special contract customers equally regardless of when they began receiving service.  Response to Interrogatories EL‑105 and 108.

In the initial phase of this proceeding UI stated that it would not unbundle rates for its special contract customers.  Initial Decision, p. 35.  Instead, it would account for the Conservation, Renewable, SBC and CTA revenues for this class from the total revenues provided by each customer.  Id.  In that Decision, the Department concluded that the Act did not require that special contract rates be unbundled and that UI’s proposal for revenue recovery for the above noted charges was reasonable.  Id.  Therefore, UI’s proposal to add the assessment of a Conservation and Renewable Charge to its special contract customers is inconsistent with its earlier position.  The Act does not contemplate rate increases for any customer to accommodate revenue recovery of unbundled rates.  The Act did anticipate that special contract arrangements could continue to be entered into subsequent to April 29, 1998.  See Sections 10, 18, 57 and 58 of the Act.  Therefore, the Act required that the Company would be responsible for the full recovery of the SBC, CTA, Conservation and Renewable Energy Charges from these rates.


Certain special contract discounts are based on current tariff rates (e.g., UI’s Economic Development Rider ED); therefore, it is necessary to maintain certain tariffs for calculating rates for these customers.  UI will be required to do so.  Further, for customers that have entered into a special contract subsequent to April 29, 1998, the Company is responsible for the full assessment of all unbundled charges even though UI is not assessing those charges separately.  To assure compliance with this directive, UI must submit a detailed accounting of its special contract and flex rider sales.  This filing must provide the following for each contract or flex rider discount:  the customer’s firm service rate; the term of service, including the effective date and date of termination; annual contract sales in kW and kWh for the term of service; and the anticipated revenues for each of the unbundled charges.  For any contract that has been entered into subsequent to the Act, UI must demonstrate that the CTA equals that assessed for the customer’s otherwise applicable firm service tariff.  If such customers are not providing the full CTA, UI will be required to fund the difference from its distribution revenues.  Based on the foregoing, UI’s proposal to unbundle current tariffs for Rates RHP, GS, GST, LPT/LTC and TE, for purposes of determining special contract rates is denied.  The Company will be directed to retain appropriate current tariffs to calculate these rates.

20.
Purchased Power Adjustment Clause


The tariff submitted by UI for its Purchased Power Adjustment Clause (PPAC) complies with the directives contained in the Initial Decision.  However, the “base rate revenue component” of the GSC, a term used in the PPAC tariff, was not previously defined.  At the Department’s request, UI provided a definition of this term.  Initial Decision, p. 74; Response to Interrogatory EL‑99.  UI defines the base rate revenue component of the GSC as the initial or wholesale standard offer power supply cost embedded in the GSC rate.  This value does not include that portion of the GSC designed to recover CTA revenues.  Id.  In conjunction with the SOS Cost Adjustment discussed above in Section II.B.2, UI requests that increases to its base fuel revenue amount be passed through the PPAC on a one-for-one basis.  Response to Interrogatory EL-89; Protected Tr. 11/11/99, pp. 1392-1394.  


UI’s proposal is based on the proposed SOS Cost Adjustment mechanism that assumes that an increase to the GSC would automatically result in an equivalent increase to its SOS cost.  However, as discussed in Section II.B.2, because the Department will not allow the SOS Cost Adjustment to be automatic, UI’s SOS cost may not increase as a result of increasing the GSC.  Therefore, assessing the PPAC could not be supported, since the PPAC is a cost-based tariff.


The Department must maintain rates at 10% below 1996 Base Rates throughout the SOS period.  See Initial Decision, p. 5.  To do so requires that an increase to the GSC results in a reduction to the CTA rate.  If the SOS cost increases there are two options; the implementation of an assessment under the PPAC
 or a reduction of the CTA that is recovered through GSC charges.  Reducing CTA recovery embedded in the GSC would extend recovery of stranded costs, an undesirable, although potentially necessary, consequence of increasing the GSC while maintaining the 10% reduction.  Implementing the PPAC might be the appropriate remedy if an increase to the GSC results in an increase to UI’s SOS supply cost.  Implementing the PPAC to absorb increases to the GSC would maintain CTA recovery at current projections, approximately 11 years, because the PPAC operates outside the 10% rate reduction.

At this time it is not clear which of the above noted options would be appropriate to address future changes to the GSC.  The Department believes that it is in the best interests of ratepayers to maintain flexibility regarding this issue.  Given that, UI’s proposal to implement the PPAC to reflect changes to the initial (wholesale) cost of SOS supply is denied.  Changes to the initial cost of SOS supply resulting from changes to the GSC rates will not automatically be passed through the PPAC.  Should the cost of SOS supply increase as the result of an increase to the GSC, the Department will consider whether to adjust the CTA recovery that is embedded in the GSC or implement the PPAC as the appropriate way to recover the additional cost at that time.  The Department, therefore, approves the definition of UI’s base rate revenue component as proposed and will require UI to submit a revised PPAC tariff to reflect this change.  In addition, the Company will be required to include the following in its PPAC tariff:

If the cost of SOS supply increases as the result of an increase to the GSC, the PPAC may change, subject to the approval of the Department of Public Utility Control.

The Department notes that regardless of the option chosen, UI will be made whole for its cost to supply SOS service as discussed herein and the Initial Decision.

21.
Transmission Rate

The Company, in the case-in-chief, proposed a system-wide transmission charge of $.00814/kWh.  In the Initial Decision, Order No. 6 required the Company to unbundle its transmission and distribution rates and recalculate its transmission charges based on the Company’s Federal Energy Regulatory Commission (FERC) tariffs.  In its compliance filing, the Company proposed transmission rates of $.007443/kWh for residential customers and $.007581¢/kWh for commercial, industrial and street lighting customers.

The Company provided supporting documents for its proposed transmission rates using FERC approved annual transmission revenue requirements of $38,984,598 for 1998.  Response to Interrogatory EL-93.  Dividing this revenue requirement by forecasted 2000 sales of 5,620,091,600 kWh results in a system transmission rate of $.0069366¢/kWh.  The system rate is then grossed up for the Residential GET of 6.8%, resulting in the $.007443¢/kWh.  Grossing up the system transmission rate for the Commercial and Industrial GET of 8.5% results in a transmission rate of $.007581¢/kWh.

Although UI submitted the above-noted rates, it seeks to adjust them further.  UI proposes to use the 12 monthly coincident peak (CP) demand allocator for assignment of the revenue requirement to rate classes.  The Company cites FERC use of the average of the 12 monthly coincident peak demands as an allocator for assignment to rate classes as the basis for its request.  Response to Interrogatory EL-93.  The Company seeks the Department’s guidance regarding whether to use a CP Allocator developed from 1996 or 1998 peak demands.  During the hearing the Company witnesses were not sure what coincident peaks are used by FERC as the values filed with FERC for 1996 were significantly different in several months than those shown in the Company’s 1996 FERC Form 1.  Late Filed Exhibit No 41; Tr. 11/23/99, pp. 1571‑1573.

In addition, UI requests approval of a Transmission Service Adjustment Charge and provided proposed language for it.  Order No. 6 Attachments; Response to Interrogatory EL-100.  In support of its proposed adjustment, UI states that it is required by FERC to update its transmission costs annually and as long as there are no overriding issues, such as a change to an allowed rate of return, UI’s transmission rates are adjusted based on this filing.  Because FERC has jurisdiction over these rates, the Department must recognize them and allow UI full recovery.  The Transmission Service Adjustment Charge would be adjusted annually, but unlike the PPAC, would not be trued‑up to the revenue recovered from a previous period.  UI states that Section 20 of the Act allows for this adjustment mechanism.  In addition, the Transmission Service Adjustment Charge would not be constrained by the 10% rate reduction.  Response to Interrogatory EL‑101; Tr. 11/17/99, pp. 1480‑1483.

The Company testified that the use of a CP Allocator would not markedly affect the transmission rates as filed. Tr. 11/17/99, p. 1496.  The proposed transmission rates are low and any reallocation based on average CPs would be small.  Further, any change to the rate would flow to distribution charges, resulting in no change to the combined transmission and distribution rates so that each rate would continue to receive the 10 percent discount. Tr. 11/17/99, p. 1497.

The Department has reviewed the proposed rates and finds they are appropriate as filed for recovering UI’s transmission costs.  Therefore, they need no further refinement.  The Company may present its coincident peak transmission cost allocation in its next rate case.  The Department approves the Company’s proposed transmission rates of $.007443¢/kWh for residential customers and $.007581¢/kWh for commercial, industrial and street lighting customers.

The fact that FERC-approved tariffs are subject to variance beyond the control of the Department is insufficient on its face to merit an annual adjustment of these rates.  Therefore, the Department rejects UI’s proposed Transmission Service Adjustment Charge.  This finding is consistent with the Department’s Decision dated October 1, 1999, in Docket No. 99‑03‑36, DPUC Determination of The Connecticut Light and Power Company’s Standard Offer, in which the Department rejected a similar mechanism that was proposed by The Connecticut Light and Power Company.  See Decision, pp. 25‑29.

In this proceeding the total transmission and distribution costs were proposed as combined and fixed.  If one component were adjusted, the difference would be assigned to the other function.  In future proceedings the components will be unbundled and will be considered separately.  Any change in one component will stand on its own and will not be allocated to the other function.
22.
Revised CTA Calculation

Order No. 1 of the Initial Decision required UI to submit a revised CTA calculation that incorporated a number of adjustments.  UI submitted a revised CTA calculation but did not offset nuclear plant rate base by 1.4 times the amount of the 1999 regulatory tax asset as required.  UI also did not adjust the 2000 and 2001 accelerated amortizations for the reduction made by the Department to incorporate the 1.4 multiplier in the accelerated amortizations.

UI submitted a CTA calculation in response to Interrogatory EL‑124 that applied the adjustments as ordered by the Department.  The Department finds that the CTA submitted in response to Interrogatory EL‑124 correctly incorporates all the adjustments discussed in the Decision relative to the CTA.  UI must use the Interrogatory EL-24 submission as the basis for future modifications or adjustments to the CTA after subsequent Department review of actual costs, the sale of the nuclear plants, future rate base offsets due to land sales or emission allowance sales, and other adjustments as may, from time to time, be appropriate.

23.
Revised SBC Calculation

The Department has reviewed the data submitted in response to Order No. 9, which required a revised SBC consistent with the Initial Decision.  While the response technically complies with the language found in the Order, UI did not incorporate the gross earnings tax (GET) into the SBC rate.

UI submitted an SBC calculation in response to Interrogatory EL‑140 that applied the adjustment as required by the Department.  The Department finds that the SBC submitted in response to Interrogatory EL‑140 correctly incorporates the GET.  UI must use the Interrogatory EL-140 submission as the basis for future modifications or adjustments to the SBC after subsequent Department review of actual costs.

III.
Findings of Fact

1. UI was required to submit revised Settlement Costs for SOS for Department approval.

2. Increasing the GSC increases the risk of migration from SOS service.

3. UI will maintain demand‑based distribution charges and proposes to establish demand and energy‑based CTA rates for Rate GS Demand.

4. Rates SG1 and SG2 are used to calculate the energy cost avoided by UI when the Company purchases non‑firm energy from a non‑utility generation source rather than generating the energy from its own facilities.

5. Under the SG rates, UI purchases are based on the Company’s average cost of fossil fuel.

6. Rider CHIP is a flexible rider tariff.

7. Rider ED is a flexible rate tariff.

8. Rider ED discounts would be applied against distribution rates.

9. Qualifications for Rate CE include the customer’s ability to demonstrate that it has a realistic competitive alternative to UI’s electric service.

10. Rider BR is a flexible rate tariff.

11. Special contract customers are served under Rates RHP, GS, GST, LPT/LTC and TE.

12. Special contract discounts are based on current tariff rates.

13. The term “base rate revenue component” of the GSC was not previously defined.

14. The base rate revenue component of the GSC does not include that portion of the GSC designed to recover CTA revenues.

15. UI unbundled the Transmission, Conservation, and Renewable Energy Charges for certain special contracts.

16. UI did not unbundle the SBC or the CTA for special contract customers.

IV. Conclusion and orders

A.
Conclusion


In this Decision, the Department approves the revised Settlement Pricing.  The proposed tariffs are approved as filed, except as discussed in Section II. above.

B. Orders

For the following Orders, please submit an original and 15 copies of the requested material, identified by Docket Number, Title, and Order Number, to the Executive Secretary.

1. On or before December 22, 1999, the Company shall submit an accounting of its special contract and flex rider sales as discussed in Section II.C.19.

2. On or before December 22, 1999, UI shall submit revised tariffs as discussed in Section II.
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L. Rickard
� The proposed modifications to Rates SG1 and SG2 were first submitted for Department review on October 29, 1999.  Modified Tariffs.


� In this case the “avoided cost” is the production cost that is avoided as the result of the purchase of energy from the non-utility generating facility.


� For example, bills for Rate RHP would increase by approximately 4%.  Response to Interrogatory EL�106.  Bill comparisons were not submitted for Rates GS, GST, LPT/LTC or TE, other special contract rates affected by the Company’s proposal.  Response to Interrogatory EL�108.


� For example, Section 10 of the Act requires the CTA to be imposed beginning on January 1, 2000, on all customers receiving services under a special contract that is entered into or renewed after the effective date of the Act.


�  In the Initial Decision the Department concluded that the PPAC operates outside of the 10% rate reduction.  Initial Decision, p. 74.  Therefore, a total 10% reduction would not be maintained while passing costs through the PPAC.
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