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Arent Fox

HGAE is a municipally-owned electric utility in western Massachusetts
encompassed entirely within territory served by the NU system . HG&E
competes on a direct, head-to-head basis with an unregulated NU
subsidiary, Holyoke Water Power Company ("HWP'), for retail industrial
pales within the City of Holyoke. NU has, therefore, an extra competitive
interest to dissdvantage HG&E, increase its costs, and wealken its retail
competitive posture -- an interest not shared by an independent PSNH.
However, HG&E, which generaies virtually no power of its own, depends
on PSNH for transmission of economical nuclear power from Point Lepreau,
in New Brunswick, Cmidn. The Point Lepreau nuclear power transmitted
by PENH is HG&Y's largest resource, accounting for over 86% of HG&E's
total energy supply. HG&E's transmission contract with PSNH expires in
1994, and NU hae indicated thut it plans to reallocate such PSNH capacity
6t that time, cutting off HG&E's "grandfather’ rights as to that vital
import. HG&E is now negotiating for an extension of its Point Lepresu
power supply - slightly over 12 megawatts, NU's plans would virtually
eliminate HG&E's present access to its largest source of power, relegating
HG&E to a fractional share of that essential transmission capacity under
the New Hampstire Corridor Plan and, at best, the hope of new
transmission construction at far more onerous terms (when, as and if it is
really constructed -+ hardly a basis on which HG&E can rely for 36-37% of
its energy needs.

An independent PSNH would have no incentive to use it Point

Lepreau transmission to advance NU's retail competition with HG&E,

/ HG&E lies within the service territory of Western Massachusetts
lectric Company (“WMECO"), & wholly-owned subsidia:y of NU.
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However, & PSNH controlled by NU would have that incentive and the
merger would give NU & new means to advance ite retail competitive
positiun to the injury of HG&E, As expluined below, the proposed
acouisition of PSNH would give NU control over surplus generation gnd
\ransmission capacity in New England, thereby combining NU's present
incentive to disadvantage MG&E with the increased power to do so.

The increase in control that the merged entity will exercise over
generation (including power from Seabrook) an ( L ansmission capacity in
New England represents a 'significant change' frem the activities of the
current licensee - an independent PENH. With the addit,on of NU's retail
opc: ations and the incentive to disadvantage HG&E the changes become
even more significant, In accordance with Section 1% ¢ of the Atomic
Energy Act of 1864 (the "Act’), 42 U.8.C, § 2185(¢), the Coramission should
initinte a full review of the antitrust impacts of the prop wed merger and,
following such review, deny the proposed transfer or, &' a ininimum,
condition the proposed transfer as recommended below 4/

To assist the Commission in examining the antitrust issuas aised by
the proposed merger, HG&E is lodging herewith copies of tie toullowing
documents:

1. Direct testimony of Robert J, Reynolds, former s8¢ aiur @ onomist

with the Department of Justice's ("DOJ") Antitrust Division;
George E. Leary; and Roger C. Allen, each filed by HG&E with
the Federal Energy Regulatory Commission ("FERC") in Dkt. No.
EC90-10, the proceedir, to review the proposed NU/PSNH

merger, Applicants waived their right to cross-examine these
witnesses in that proceeding.

——

4/ Such review would include an analysis by the Attorney General of the
antitrust impact of the proposed license transfer. 42 US.C. § 2185,
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2. Brief of the City of Holyoke Gas & Electric Department on
Exceptions to the Initial Decision of the FERC administrative
law judge ('ALJ") in Dkt. No, EC90.10.8/

8. Brief of the City of Holyoke Gas & Electric Department
ng Exceptions 1o the Initial Decision of the FERC AlJ in
Dkt. No. EC80-10.

4. Motion Requesting Limited Oral Argument before the Commission
of City of Holyoke Gas & Electric Department, New Hampshire
l‘.loct;:'ga Cooperative and MACT Towns, filed with ERC in Dkt,
No. $0-10.

5. Supplemental Memorandum Opinion and Order Aut orizing
Acquisition of Public Service Company of New Hampal ire and
Related Financinge, Granting Requests for Reconsidd ration;
Denying Requests for an Evidentiary Hearing ("Reconsideration
Order'), issued by the Securities and Exchange Commission
("SEC") on March 15, 1981 in Docket No. 70.7685.2

Applicants argue that the Commission need not examine the antitrust
impacts of NU's acquisition of PSNH because the merger would result in
"no significant change' in entitlements to power from Seabrook Station.t’
On this basis, NU provides neither the data identified in Part 50 Appetdix

L nor the daia identified in *he Commission's Regulatory Guide 9.3.

%fo A copy of the FERC ALJ's Initiel Decision was filed with this
mmission as part of NU's Application Supplement filed January 14, 1991,

/A copy of the SEC's Memorandum Opinion and Order Authorizing
Acguisition of Public Service Company of New Hampshire and Related
Financings; Exception from Competitive Bidding; Reserving Jurisdiction;
Denying Requests for Hearing, issued December 21, 1890 in Dkt. No. 70.
7685, was filed with the Commission as part of NLU's Application
Supplement on January 14, 1991,

7/ Application to Amend Facility Operating License No. NPF-86 to
Authorize North Atlantic Energy Corporation as a Licensee to Acquire and
Possess the Public Service Company of New Hampshire Ownership Interest
in Seabrook ("Application”) at 8.9 (Nov, 13, 1990).
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Applicant's sttempt to brush aside any antitrust review by the
Commission ignores the very significant changes in the New England power
mariet that would be caused by NU's acquisition of PSNH.8/ Control over
surplus generation and transmission resources by a single utility system i
o serious real-world problem 1. HG&E and other utilities that rely on
purchased power to meet their load demands. The evidence submitted on
the record before FERC demonstrates that approvai of the merger would
give NU/PSNH control over both generation and transmission in New
England, with serious anticompetitive consequences for the entire region,
Dr. Reynolds, in unimpeached testimony before FERC, warned that:

. NU's  acquisition of PSNH will give the merged firm &
overwhelming share of the forecast surplus capacity held by NEPOOL
member utilities during the 19908, and it eliminates, as an
independent source of buik power one of & small number of firms
that can be relied on to supply short-run wholesale generating
capaci!ilw other New England utilities over much of the next
decade ¥/

The Presiding Al in the FERC proceeding found that the proposed

merger would ‘combinle] into one entity control over the singie largest

source of surplus capacity in New England with control over key

% Applicants’ claim that there would be 'no significant change of
entitlement” as a result of the license transfer ignores the obvious fact
that NU will obtain control over PSNH's entitlement to Seabrook power,
Indeed, applicants admit that the licer” 2 transfer is an "integral part” of
NU's acquisition of PSNH. Letter of Ted C. Feigenbaum, President and
Chief Executive Officer, New Hampshire Yankee Division of PSNH, to the
Commission, re: Docket No. 50-443 (transmittal letter accompanying
Application) at 1 (Nov, 13, 1890). See also W. 692
F.2d 1562, 1867-68 (1982), reh. denied 698 F.2d 1238 (1983), cert. denied
464 U8, 816 (Section 106¢ of the Act does not limit Commission antitrust
review to the narrow activity for which the applicant seeks a license; "The
statute clearly calls for a broad inquiry and common sense does not allow
interpretations to the contrary."),

9 Prepared Direct Testimony of Robert J. Reynolds, Dkt. EC80-10 at 6 (a
copy of which is supplied herewith).



Arent  Fox

- 6 -

transmission facilities necessary to provide access to alternative sources of

bulk power in the region":19/

Because PSNH ‘controls the only transmission lines linking
Maine and New Brunswick to the rest of New England’, |certain]
utilities will necessarily have to desl with the merged company in
order to get power from those areas. The merged company's control
would also extend to access fromn Newx York.... When this capacity is
taken togothor wu.h tho New Hampuhm unos. tho m_ggmm

: he

This control would give the merged company the power o
demand excessive charges for transmission, or to deny it altogether,
while favoring its own excess generation at high prices, That the
merged company could use its powor to force its own extra goods on
buycu oluwhere is ¢ , I

..INjorthern sellers will need to br~ak through the NU.PSNH
stronghold in order to get their power to southern New England
buyers. The merger, with its resulting transmission "curtain,” cuts
the regions off from each other. {l

The ALJ’s findings, together with the testimony of Dr. Reynolds and
others, eliminates any question as to the "significance” of the increased
control that would result from transfer of control of PSNH's Seabrook
license to NU. Control over generation capacity greatly redices the
opportunities available to purchase power from other utilities in the
region; control over transmission capacity eliminates or reduces the ability
of HG&E and others to purchase power from utilities outside of New
England., Taken together, the result is & "take it or leave it" situation in

which a merged NU/PSNH can force others to purchase excess capacity

10/ Initial Decision, FERC Dkt. No. EC90-10, at 15 (Dec. 20, 1990),

1. Id. at 15-17 (citations omitted; emphasis supplied).
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3 market power by itse!f warrants Commission rey However, the danget
.

{ ant mpeLitive ( nduct hy a merge vl PSN1 A Ereally exact rbated
by NU's existing incentive to disadvantage HG&I 14 The incentive t

competitively injure HG&E to the benefit of NU's own subsidiary HWP,

together with NLU's increased ability | 0 80 by Ealning nir ver
PSNH's transmission lines and its interest in Seabrook, creates more than
A "‘reasonabl pt hability” that the o 0_."7‘"1 company can an 1 W Engage ir
inticompetitive actions against HG&E and others in New England 137 The
A mmission should therefori review the intitrust mpil L10ONE I Lhi
proposed merger and thereafter either deny the tv:-\;x,»nt'.r'ﬂ license transfer
r, 8t & minimum, condition the transfer as set forth below 14
12 NU has repeatedly used its existing market power L0 impair HG&LE's

ability to compete with HWP, and there is every reason to believe that N1
will exercise the increased market power that it will gain from the merger

to th- same effect. The testimony of Messrs. Leary and Allen, copies of

which are supplied herewith, detail NU's past -- and ongoing -- efforts t(
o block HG&E's access to reliable, economic sources of power
‘ 18/ Alabama Power Co,, 692 F.2d at 1368-€8
)
14 In certain prior antitrust reviews involving licenses for nucleat

facilities ‘n New England, the Attorney General has opined that no
antitrust haaring was required ot

impre

\ the grounds that there was "dramatic
vement in the relations among the various segments of the electri
power industry in New England following the formation of NEPOOL and
the associated settlement agreement.” Northeast Nuclear Energy Co., et
al., Notice of Finding of No Significant Antit
Filing Requests for Reevaluation, Dkt, No, 560-42

18t Changes and Time lor
3A, Rel. 7690-01 (Aug. 80
1955) at 4 l'! ¢ ‘rr \‘h wed ‘\l }"\\ll 134 \'r”ﬂ'f “"'sl;:i ’:I"(‘NV_“:‘ undanout the
ability of NEPOOI Lo Improve relsvions among utiit

b .

ng utilities, however, by giving

¢ merged company sufficient voting power to veto any action of the
NEPOOL Management Committee. Thus the

merger, if approved, would
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II. RE : PRO) INGE

. AGENCE

It is not sufficient for the Commission to assume that FERC will

adequately condition the proposed merger to remedy the serious
competitive issues that the merger would create. The FERC ALJ's Initial
Decision, although it correctly found that the merger would give the
merged company o .trol over "the larg st source of surplus capacivy” (Lg.,
Seabrook) and '92% of the cepacity available for tranamission to New
England, 18/ failed to address adequately the impact on HG&E that would
result from combining such control with NU's existing incantive to block
HG&E's access 1o reliable, economic power sources. The Commission
cannot assume that FERC will correct this deficiency,

Moreover, unlike FERC, which ie given a "public interest’ standard to
apply, the Commission was expressly directed by Congress to ensure
compliance by nuclear licensees with antitrust laws, and to condition
licenses as necessary to gchieve that objective. Congress’ mandate that
the Commission find that & licensee's activities would not 'create or
maintain a situation inconsistert with the antitrust laws" requires that the
Commission deny or condition & license if there is & mere "reasonable
probability” of a viclation of the antitrust laws:

This command may *esult in the conditioning of licenses in

anticipation of situations which would not, if left to fruition, in fact
violate any entitrust law. But Congress intended this broad inquiry

14/(...continued)
actually eliminate many of the benafits that the Attorney General found
improved the competitive environment in New England.

15/ Initial Decision at 15-16.
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using all available informavion to prevent infringement on the

antitrust laws in the nuclear power field,
Alabama Power Co,, 692 F.2d at 1568, The Commission cannot abdicate its
responsibility by deferring entirely to the FERC. It mey use the FERC
record, but it must take itsé own fresh look at the facts and apply the
statutory standard prescribed by the Act 18

Applicants attempt to prove too much by claiming that thel proposed
merger has "been reviewed' by the DOJ and the Federal Trade Commission
("FTC ) "without any objections being raised.'L1’ A Hart-Scott-Rodino
filing of & proposed merger is an informational filing only. Lack of a
response or objection by DOJ or the FTC does not imply any approval of
the proposed merger whatsoever, particularly where, as here, other

agencies will be responsible for review of anticompetitive impacts,

L APPROPRIATE REMEDY
HG&E urges th: Commission to deny the proposed merger. In the

alternetive, the Commission should condition approval of the proposed

license trapsfer upon NU and PSNH obtaining prior approval of the

]_sv In its Reconsideration Order, a copy of which is supplied herewith,
the SEC defers to the pending FERC decision on competition issuea. The
SEC's decision is currently the i ubject of an appeal before the U.S. Court
of Appeals for the District of Columopia Circuit, ( Nos. #1:1001 and 91-
1182, filed, respectively, January 4 and March 188, 1981.) Even assuming
that the SEC properly deferred to FERC, it must be observed that the
Public Utility Holding Company Act of 1985, 16 US.C. § 79 ¢t seq., which
governs the SEC's review in this matter, does not include the express
requirement that the SEC ensure that the merger would not "create or
maintain & situation inconsistent with the antitrust laws” -« a burden that
is uniquely imposed by Congress on this Commission (which is to be
resolved with the assistance of the Attorney General), 42 U.8.C. §21856(c)(5).

17/ Application at 9.
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HWP to state regulation as & public utility, thereby offering
HG&E some protection against NU's abusive and anticompetitive
practices involving HWP,

Respectfully submitted,

David J. A‘g‘““@
Steven R. Miles

Arent, Fox, Kintner, Plotkin & Kahn
1060 Connecticut Ave,, N.W,
Washington, D.C. 20036-56339

(202) 857-6898

Attorneys for the City of Holyoke
Gas & Electric Department

Enclosures

ce:  Gordon Edison, Senior Project Maneger, Project Directorate 1.8,
Division of Reactor Projects-1/11, NRC Office of Nuclesr Reactor
Regulation

Joseph Rutberg, NRC Deputy Assistant General Counsel

Ted C. Feigenbaum, President and Chief Executive Officer,
New Hampshire Yankee Division of PSNH

John A. Ritscher, Esq.

NRC Document Control Desk



s

INDEX OF DOCUMENTS BEING LODGED WITH NRC

Direct Testimony of Robert J. Reynolds, FERC Docket No.
EC90-10-000, et al, submitted on behalf of the City of
Holyoke Gae & Eiectric Department.

Direct Testimony of George E. Leary, FERC Doc et NoO.
EC90-10-000, et al, submitted on behalf ot the City of
Holycke Gas & Electric Department.

Direct Testimony of Roger C. Allen, FERC Docket NoO.
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Brief of the City of Holyole Gas & Electric Department on
Exceptions, FERC Docket No. EC90-10-000, et al.
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Opposing Exceptions, FERC Docket No. BEC90-10-000, et al.

Motion Requesting Limited Oral Argument before the
Commission of City of Holyoke Gas & Electric Department,
New Hampshire Electric Cooperative and MACT Towns, FERC
Docket No. EC90-10-000, et al.

Supplemental Memorandum Opinion and Order Authorizino
Acquisition of Public Service Company of New Hampi \
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Reconsideration; Denying Reguests for an Evidentia
Hearing, SEC File No, 70-7685 (Marcr 15, 1991).




Attachment

UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERCY REGULATORY COMMISEION

Northeast Utilities Service

)
1 Company ) Docket No. EC90-10-000, et . al.
2 (Re Public Service Co. )
3 of Nev Hampshire )
4
5 PREPARED DIRECT TESTIMONY OF
¢ ROBERT J. REYNOLDS
7

8 1. INTRODUCTION AND SUMMARY
9 Q. Please state your name, business address and qualifications.

10 A. My name is Robert J. Reynolds and my business addre«s is 1850 K Street,

11 N.W,, Waghington, D.C. 20006. 1 am a senior vice president of ICF

12 Consulting Associates, Inc. I received my Ph.D. in economics from

13 Northwestern University. My primary area of specialization has been in
14 microeconomics, particularly as applied to industrial organization,

15 antitrust snd reguiation. In addition to my tesching and research in

16 these fields (at the Universities of ldaho, California, and Cornell),

17 these were my principal areas of focus both at the Anti‘rust Division of
18 the U.5. Department of Justice and at ICF. Wi * the Antitrust

19 Division, 1 was extensively involved in exami. - of antitrust and

20 regulatory problems, including substantial work in energy-related

21 industries, Similarly, the preponderance of the economic consulting wvork
22 1 have done since leaving DOJ has been related to antitrust and regulatory
23 problems for boch private and government agencies. A more detailed
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otherwise would be. This risk is greatest before 1996, or during the

period when the merging companies would otherwise each have held
significant expected surplus generating capacity. However, continuing
into the late 19%0s, NU by itself is expected to hold surplus generating
capacity. Hence, the consolidation of transmission capacity creates a
continuing risk that the merged company will restrict transmission
capacity to ruise the delivered price of short-term bulk power

Second, the proposed merger also creates & risk that the price of long
term bulk power to utilities in Eastern REMVEC will rise. As explained in
the testimony, under certain conditions & firs with con.i®) over
transmission has incentives to restrict transmission capacity or access
either to sell its own generating capacity or to profit by brokering pover
sales.

Apart from NU/PSNH's ability to raise bulk pav‘r prices, the
consolidation also will cause a large transfer of income from other New
England utilities and their ratepayers to the merged firms and their
ratepayers. This transfer occurs because, under NEPOOL rules for
determining capability responsibility and "own load" dispatch, the merged
firm can capture for itself pooling benefits that NEPOOL currently
realizes and distributes more broadly across Nes England ratepayers. By
transferring income in this manner, the acquisition may create conflict
among NEPOOL participants and may increase the risk of NEPOOL's
dissolution,

Finally, it is my opinion that efficiencies relevant to an analysis of
the competitive consequences of the acquisition, if present at all, are

svbstantially smaller than those claimed by the applicants: the
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expand their generating capacity puch bheyond the levels already planned
In mv opinion, the mevged firm will have the ability to significantly
raise the price of delivered wholesale bulk power ard to restrict
transmitsion access to New England utilities over this short.run time
frame. Section 11 also explains why NEPOOL's operating rules and
procedures cannot prevent these anticompetitive effects

In section 111, 1 question the applicants’' assertion that the threat
of long-run market power can be dismissed, In section IV, | explain why
the merger conditions proposed by the applicants do not adequately address
the competitive risks created by the proposed acquisition. Section V
contains my anilysis of the applicants’' efficlencies defense of the

consolidation,

THE _ACQUISITION INCREASES THE MERGED FIRM'S ABILITY 20 BAISE THE TRICKS OF

Will the proposed asquisition give NU/PSNH the ability to raise the
delivered price of bulk power?

My analysis shows that through its effect on both generating and
transmission capacity, the proposed acquisition significantly increases
the risk that market power will be exercised in pricing short-term
delivered bulk power to many New England utilities.

Utilities in New England frequently purchase short-term generating
capacity (see, for example, Direct Testimony of Walter Schultheis, p. 77
and Initial Testimony of Hilary G. Sayer, Jr ). There are several reasons
why utilities engage in these short-term transactions. For example, since
utilities cannot forecast load growth perfectly, the demand for
electricity typically will deviate from a utility's planned level of
capacity. When demand exceeds capacity, the utility will need to buy

5
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short-term bulk power; when denand is sufficiently below capacity, it will
be in the utility’s interest to sell bulk power. As another example. &
utility may experience & (planned or unplanned) outage at one of its
generating facilities, which leads it to purchese capacity.
Vhat do you mean by short-term transactions?
Short-teruw transactions are those that extend from a few days to several
years. More generally, when economists refer (o the short.run, they have
in mind & yeriod of time that is not sufficiently leng to expand cepacity.
In the elect. .. utility industry, capacity expansions can take up to five
years or even longer,
What ie the principal basis for your concern that the price of short-term
delivered bulk power will increase?
NU will have & large share of the surplus generating capacity in New
England over most of the next decade even if it does not acquire PSNH.
PSNH also will have a large share of surplus generating capacity during
the first par! of this period, except in the unlikely event that Seabrook
does not com: on-line. As & result, NU's acquisition of PSNH will give
the mergsd iirm an overvhelming share of the forecast surplus capacity
| «1d by NEPOOL member utilities during the 1/90s; and it eliminates, as an
independent scurce of bulk power ore of & small number of firms that can
be relied on to supply short-run wholesale generating capacity to othey
New England utilities over much of the next decade.

An estimate of the merged firm's share of expected surplus capacity
within NEPOOL {s presented in Exhibit lto.g_?l (Uli). This exhibit shows
the shares derived from Mr. Schultheis' testimony. Based ov the merged

firm's share alone, the Herfindahl-Hirschman Index (HHI) of concentration









acquiring ownership in or rights to capacity owned by other NEPOOL members

or to capacity owned by generators who are not NEPOOL wemvers (Schultheis,
Direr Testimony, p. 51). The prices for these capacity rights are the
result of "market" negotiations between independent parties, rather than
being determined by NEPOOL,

A NEPOOL member that does not meet its capability responsibility by
either constructing its own capacity or negotiating contracts tor the
capacity belonging to other generators “leans on the pool." When this
happens, NEPOOL assesses the capacity-short utility adjustment and
deficiency charg-s that are directly -« sted to the number of MW that It
is deficient (S .ultheis, Direct Tescizuny, p. 53). In recent years,
thes» charges, which are determined by NEPOOL, have been approximately
equal to the annual capital charge for turbine or peaking units, which are
a relatively inexpensive source of capacity (Schultheis, Direct Testimony,
pp. 54-55).

Please explain why "leaning on the pool" cannov be expected to prevent
MU/PSNH from exercising market power over short-term capacity
transactions.

There are three reasons why "leaning on the pool" will tend to be an
ineffective constraint on the market power of NU/PSNH. First, when the
market price falls significantly below the pool's deficiency charge, it is
logically impossible for ) aning . the pool to prevent the exercise of
market power since price increases up to approxigately the level of the
deficiency charge would not induce lesning. In recent years, buyers have
frequently purchased capacity rights at effective prices that are less

than the cost of capacity associated with leaning on the pool. For
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example, besed on BSCo's recent buying experience, the current capacity
price is substantially below NEPOOL's adjustment and deficiency charges.
(See Purdy Testimony.)

Gecond, there is substantial reason to believe that NEFOOL members
will not be allowed continually to lean un the pool Such behavior would
vielat( the spirit, {f not the letter, of the NEPOOL agreement, under
which each member is expected to maintain adequate capacity, except in
extenusting circumstances. (See, tor example, Purdy Testimony, Schulthels
beposition, pp. 160-161, Cru/Electric, Response to FERC Staff's First Set
of Data kequests, OEP/INT:1.33, and NU Response to FERC Staff Request,
Mareh 26, 1990, Q-OEP/APP-033.) 1f some of its members began relying on
deficiency paymente as their means of staying in compliance, substantial
strains will be created within NEPOOL (Schultheis Deposition, pp. 169-
178).

Support for this belief is provided by the fact that NEPOOL members
have been willing st times to pay negotiated prices for capacity which
have been considerably higher than the price, calculated on an “apples-to-
apples" basis, assoclated with meeting their capability responsibility by
leaning on the pool. (See Testimony of Jert Purdy.)

Third, NU/PSNH can put pressure on NEPOOL to raise adjustment and
deficiency charges by threatening to retire generating units. That is, it
could make higher charges the guid pre guo for not retiring some surplus
capacity. Further, if NU/PSNH retires some of its high cost surplus
capacity, it will reduce the NEFOOL capacity available for members, who
are in deficit, to lean on,

Can regulation eliminate any risk that the merged firm can raise the

10



o

10
11
12
13
14
15
16
17
L6
19
20
21
2
23
24
25
26

T s B i m

A —— == e L Ame
S e e e e e

delivered price of short:term bulk power?

Although regulation may circumscribe the exercise of market power by
electric utilities, I do mot believe that, &s & practizal matter, it will
prevent prices for surplus capacity from increasing significantly abeve
the expected prices absent this merger. The behavior of prices puid by
Eastern REMVEC utilities for short-term generating capasity provides
support for the concluiion that regulation does not tightly constrain such
prices. For example, over the past several years the price that BECo has
paid for generating capacity to meet its capability responsibilities has
fluctuated dramatically (see Testimony of Jeri Perdy). This wide range of
prices indicates thet utilities have substantial latitude in what they
charge for capacity. Indeed, Walter Schultheis even describes the means
by which utilities are able to exercise discretion over the prices
charged. Specifically, he expla‘ns (Direct Jestimony, pp. $0-91) how NU
varies its capacity prices to meet the competition by offering prospective
buyers different slices of the NU system. This pricing flexibility
indicates that regulation will not prevent the merged firm from selling
generating capacity at higher prices in the less competitive post-merger
environment,

Cen utilities inside Eastern REMVEC, and other utilities dependent on the
merged firm's transmission facilities, turn to alternative suppliers
located outside of New England to prevent the merged firm from raising the
delivered price of short-term bulk pover?

In my opinion, the merger substantially increases the likelihood that
utilities inside Eastern REMVEC will not be able to obtain reliable short-

term transmission service to generation sources outside New England

11
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i without paying higher poices for deliversd bulk pover. My concerns

¢ regarding the avallability of trant lssion capscity stew from the
3 following “actors
b tret, the quantity of uncommitted transmission cepacity into New
» England south of Maine -- that is, capecity available to meet demands for
é short-term generating capacity from these suppliers - will be largely
7 controlled by just two utilities, NU/PSNH and NEES. Much of the Maine/New
b Hampshire interface is currently committed, and NU controls alwost all of
Y the New York/New England interface which is uncommitted. (See Schultheis,
10 Direct Testimony, p. 133.137 and Booz, Allen & Hamilton, The lmpsct eon
1l Connecticut of Northeast Utilities Proposed Acquisition of Public Service
12 of Kev Hampshive K April 20, 1990, p. IV:2F). 1In addition, the merger
13 substantially increases vhe control of one firm, NU/PSNH, over the
1 uncommitted capacity linking Eastern REMVEC with the rest of New Fngland
1% by combining NU's uncommitted capacity to New York, with PSNH's
16 uncommitted capucity across the North/South interface.
17 Various transmiesion shite measures related to this transaction have
18 been put forward by other witnesses. For example, according to My,
19 Schultheis, there is approximately 1400 MW of transfer capability between
20 New York and New England, of which NU currently owns Spprd metely 72
21 percent (Direct Testimony at __ and Exhipit Ne. _ (WTS-1¥). When
22 completed, Fydro Quebec will provide approximately 2000 W ¢ trensfor
23 capability between Canada and New England (Direct Testimony .. ) and
24 together, NU and PSNH will control approximately 33 percent of this
25 capacity, Finally, PSNH owns 100 percent of the 1200 MV interface between
26 Maine and Naw Hampshire. These figures indlcate that, absent any mergar

12
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conditions invelving transmission, the merged firm would control on the
order of 2,868 MW (or over 60 percent) of the approximately « 600 AW of
import capability from New Yerk and Cavada irso 1 wer Nev Enpland (L. 8,

New England excluding Maine).

REMVEC and the rest of New England sre #ven more concentrated. NU's own
vitnesses have indicated that, absent any merger conditions, NU/PSHR wili
own ¢ proximately 80 percent of the transmisslon cepacity into Fastern

REMVEC see Teble A-S, "Tie Line Ovnership Into Eastern REMVEC " Exhibit

No . (JPK-36)) .

-—

Second, for generating capacity outside of & utility's territory to be

Ownership shares of the *ransmiesion inverfies between FEastern

counted toward the utility's capability responsioility, the transmisgion
for delivering the energy must (in prectice, if not in name) be

"reasonably” firm. Given the pest availabilirty of transmiscion capavity

to contract for firm transmission service, because there was & low
probability that non-firm service will be interrupted. However, 1if
veliable transmission capacity becomes difficult vo obtain without
actually contracting for firm service, NEPOOL may no longer permit
capacity to be coyunted tovard a utility's copability responsibility when &
utility does not have firm transmission service., (See NU Response to FERC
$taff Request, March 26, 1990, Q-OEP/AFP-035, &, (1)) Thus, even absent
opportunistic behavior by the principal pust-merger provider of
uncommitted short-term transmi€sion capacity, the capacity available may
not be firm enough for the “"import" tv count for purposes of capability

in New England, this has meant thet NLPOCL mewbers have not actuaily had
responsibility. 1f it does not count, the purchaser will also have to pay

13
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bu.id generating capacity inside their territory sooner than they
otherwvise would and to invest in DSM programs at an earl.sr date. There
are at least two ineffiriencies associated with this. In general, firms
that expand capacity or develop programs more rapidly than they would if
input prices were competitive will incur costs that could be avoided
following a s.ower development path. This, for example, a DSM program

8% would cost 10 million to develop over 3 years may cost §12 million
to develop over just 2 years.

In a¢dition, & merger-induced increase ir the price of short-term
delivered bulk power may encourage Eastern REMVEC utilit -s to invest in
more total capacity, to avoid dependency on the merged NU/PSNd, than they
would otherwise. As a result, the tota) stock of generating capacity will
be larger than necessary to achieve desired levels of reliability.

ADVERSE EFFECTS OF THE MERGER IN THE LONG:RUN
Will the NU/PSNH merger have effects beyond the continued problems you
described that occur when utilities engage in short-iun bulk power
tresee-tions to compensate for d - tions in demand from their projected
levels?

Yes. In addition to the conti- ‘ing "short-run" effects, there is a
likelihood that the merger will increase NU's ability to control the price
of delivered bulk power, even after utilities buying delivered bulk power
or transmission have had time to bring their capacity in line with their
projected demand. To analyze this situation, I will abstract from the
normal snort-run deviations that can be expected to occur between load and
capacity. 1 then ask to what extent the proposed merger, by increasing

control over transmiss-vn, wiul. allow NU/PSNH to profitably raise the

1%
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NEPOOL would ever compel & member to construct facilities against the
member's will, th§ merger gives NU/PSNH the right to block such action,
Indeed, one of the merger-related benefits mentioned in NU't "Havrt-Scott.
Rodino" 4«C documents is & stronger position in NEPOOL (See "Attachment §,
Mansgement Presentation to Bill Ellis," p. %, and “"Attachment s B
Potential Affiliations,' p.9),

Will NU/PSNH find restricting transmission access to be profitable?

To answer this question, 1 must first provide some simplified, analytical
tsckground, In general, one would expect long-run equilibrium flows of
power between two regions unless the supply curves for power were
perfectly elastic and identical. (I am abstracting here from short-term
economy *..hanges and focusing on the long run plans utilities in each
repion would make to serve their loads.) If both supply curves are

ve: fectly elastic and transmission is supplied at constant cost, then
there are two possible outcomes. One is autarky, in which case each
region supplies all of its own needs. The other is specialization, in
which case one region generates the power for both regions. In fact,
however, we observe in Eastern REMVEC that utilities plan on a mix of
generation located in Eastern REMVEC and long term imports of bulk power
from NUGs and other utilities to meet their loads. This implies that the
supply cutve for power in at least cne of the regions, or in both regions,
is upward sloping (not perfectly elastic).

what is the relevance of observed long-term power flows?

This implies that an entity controlling transmission between the regions
may find a restriction on transmission te be profitable, either to

increase the price of surplus generation it has to sell, or to profit from
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opportunities for hrokering

Witness Kalt‘rccognizcs this possibility, but argues that because the
s1pply of generation (especially NUGs) and DSM was highly or perfectly
elastic within Eastern REMVEC, that the rertriction of transmission access
would not be profitable.
Do you agree with Dr. Kalt that the evidence put forth by him compels the
conclusion that NU/PSNH could not profitably restrict transmission access?
No. Dr. Kalt's arguments concerning the supply elasticity of generation
are not specific to Eastern REMVEC, 1If he is correct, the long-run supply
of geraration would be highly elastic in all regions. However, in this
case one should not observe Eastern REMVEC utilities ~hoosing & mixture of
own generation and long term imports to meet their loads. Civer this

mixture, as noted above, at least one supply curve must be upward-sloping.

Further, there is substantial reason to believe that the supply Jurve
for generation within Eastern REMVEC is less elastic (more upward-sloping)
than the supply curve for imports to Eastern REMVEC. This is so for two
ressons. First, it is generally acknowledged that siting is considerably
more difficult to arrange within Eastern REMVEC than outside (See
Testimony of Richard L. Levitan). Second, Eastern REMVEC's imports will
be small relative to the total generation of regions which export to
Eastern REMVEC. This implies that changes in imports to Eastern REMVEC
will have a very small effect on the delivered price of such imports.
Wwith Eastern REMVEC utilities relying on & mixture of generation located
in and outside of Eastern REMVEC and with the Eastern REMVEC supply curve

less elastic (more upward-sloping) than the supply curve for imports, it
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must be the case that the Eastern REMVEC supply curve intersects the
{mport supply curve from helow, Under these circumstances, the merpger c¢an
increase incentives to restrict transmission.
Please explain why NU/PSNH might possess an incentive to restrict
transmission access,
As 1 noted, there are two possible sources for the incentive: to increase
the price of its own surplus generating capacity or to profit from buying
and selling powe. which I will call brokering. I first explain the
incentive related to its own surplus generation. As an exporter to
Eastern REMVEC, NU/PSNH can, under certain circumstances, benefit from
restricting the imports of others by limiting the availability of
transmission, Imports are the marginal source of supply (because the
supply curve for generation within Eastern REMVEC intersects tne import
supply curve from below), so restricting imports will increase the price
of delivered bulk power in Eastern REMVEC ~ When NU/PSNH controls
transmission, it can reduce imports without reducing its own sales to
Eastern REMVEC; that is, other exporters can be made to bear the output
reduction thrcugh transmission restrictions. NU/PSNH's profits increase
on sales of surplus generating capacity to Eastern REMVEC, since its price
increases but its volume does not fall. Hence, by concentrating control
over long-term transmission access to Eastern REMVEC in the hands of a
utility that has surplus generating capacity, the merger affects the
likelihood of anticompetitive behavior.

Even if NU/PSNH did not export its own generation to Eastern REMVEC,
it might profit by brokering the exports of others. Specifically, it can

require other expoerters to sell their power to NU/PSNH at a low price and
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ther resell the pever to Eastern REMVEC at higher prices. Further, unless
N1I/PSNH could perfectly price discriminate, which is highly unlikely, the
exercise of market power through brokering would reduce economic
efficiency.

Would restriction of transmission affect the cost of capacity built in
Eastern REMVEC?

Yes, transmission restrictions also would increase the cost of new
generation capacity built inside Eastern REMVEC. The economic viability
of generation projects inside Eastern REMVEC . affected by the
availability of transmission out of Eastern REMVEC, since owners of those
generating facilities will sometimes have short-term bulk power they would
like to expert. If transmission out of Eastern REMVEC is relatively open,
then generation projects there will b~ more viable. In particular, the
net price an Easter: REMVEC utility's customers must pay over the life
cycle of a project is reduced by the amount of the export revenue.

1s there documentary evidence that more restrictive transmission
conditions could increase the price of delivered bulk power?”

Yes. First, NU apparently considersd the anticompetitive effect as part
of its planning for the transaction. NU recognized that the merger could
affect the likelihc  that state regulators would exclude some of its
gcn.futlon capacit, “rom the rate base. The 4C documents contain several
references to the acquisition solving NU's excess capacity problem and
reducing the risk of excess capacity disall wances. This is consistent
with the acquisition making it easier for NU to dispose of its ea.cess
capacity at prices high enough so that Connecticut regulators would not

assess penalties on the sales or exclude the generating units from the
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rate base. In addition, the 4C documents clearly indicate that the merger
will create increased opportunities for NU to engage in brokering between
lov cost bulk power sources such as New York and Canada, and high cost
regions suci. as Eastern REMVE(
Dr. Kalt also argued that DSM is in highly elastic supply, and that this
would make it unprofitable Lc increase bulk power prices to consuming
utilities, Do you agree with nis conclusion?
DSM consists of a wide range of utility-funded programs that encourage
customers to reduce their demand for electricity, particularly their
demand during peak load periods. 1f peak load demand is reduced by, say,
100 MW, a utility can meet its load and related reserve responsibility
with about 120 fewer MWs of generating capacity, thereby saving the costs
associated with investments in that capacity. DSM programs include
expenditures to encourage customers to purchase energy efficient
appliances and lighting, to install energy storage systems which are
capable of shifting energy demands to off-peak periods, and to increase
the energy efficiency of their homes or businesses. (See, for example,
Bo “on Edison, "Long-Range Integrated Resource Plan 1990 - 2014," May 1,
20, B-32).

The cost of a DSM program can be calculated in a number of ways,
including dollars per MW of capacity saved. A utility faces an elastic
supply of DSM programs if it can reduce the amount of capacity needed to
meet its peak loa. at a relatively constant cost per MW saved. For
example, suppose that a utility can reduce the capacity needed to meet its
load by 10 MW by spending $10 million. If it can reduce capacity by

another 10 MV by spending an additional $10.2 million, then the supply of






prices for bulk power were te rise.

Has Dr. Kalt properly applied the principles outlined in the Department of
Justice 1984 Merger Cujdelines to justify his inclusion of DSM in the same
product Tarket as generating capacity?

No. According to the Merger Guidelines, penerating capacity would be in a
separate product market from DSM if a hypothetical menopolist of such
capacity could profitably increase wholesale bulk power prices by & small
but significant amount for a non-transitory period of time. However, in
his deposition (pp. 105-.109), Dr. Kalt clearly indicated that he did not
analyze the product market in this way.

What is the basis for your conclusion that the supply of NUGs is not
highly elastic?

The flow of power into Eastern REMVEC suggests increasing supply costs for
the reasons discussed above. In addition, there are at least two reasons
why expansion of generation within Eastern REMVEC likely would entail
{ncreasing costs, and that would suggest, therefore, that NUG supply is
not highly elastic. First, potential generation sites are unlikely to be
equally attractive or available at similar costs. As the better sites are
used, the cost of additional supply will increase. fecond, natural gas
may not be available at constant cost for all new NUGs. See Prepared
Direct Testimony of Richard L. Levitan, Carlos A. Riva and Joseph P,

Xearney.
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1V, REMEDIES: THE NATURE OF ADEQUATE RENMEDIES AUD THE REASONS WHY NU's
PEOPOSED TRANSMISSION CONDITIONS ARE INADEQUATE

0. Have vou reviewed the transmission conditions proposed by NU?

A Yes. NU har proposed transmission conditions which, according to Mr,
Schultheis, provide "assurance that the PSNH acquisition will improve the
competitive situation in New England" (Direct Testimony, p. 156) In my
opinion, however, the conditions are inadequate &s remedies to the
anticompetitive effects 1 have ldentified.

Q. Before discussing what yvou believe are appropriate conditions for
remedying the problems created by this merger, could you briefly summarize
the NU propoual,

A. 'The Corrider Propesal sete aside 400 MV of transmission across New

Hampshire and Massachusetts. Under the terms of the NEES settlement, NEES
acquires rights to 200 MW of this capacity, and the rest is available to
customers in Eastern REMVEC. Existing obligations count against the 400
MW. Thus, only a portion of the 400 MW represents incremental
transmission capacity.

This capacity will be priced initially according to an embedded cost
formula that has not yet been filed at the FERC. When NU constructs new
facilities, & party that has taken corridor service is obligated to pay a
portion of the charges for new facilities, whether it requested additional
capacity or not. In addition, utilities must sign long-term commitments
to obtain a share of this capacity.

Under its transmission commitments, NU/PSNH will file tariffs for firm
and non-firm transmission for transections of less than five years. 1f
adequate capacity is not available, NU promises to build new transmission
facilities if it is assured that it will recover the (incremental) costs
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of the nev facility through customer commitments for long-term support
"Firm* transmission customers will be obligated to pay for a share of new
construction, although again no details have been provided. NU retains
ultimate suthority to decide what new facilities are needed to continue to
provide the sarvice and what the cost of those facilities is. An
aggrieved party can appea' to the FERC If {t disagreed with NU/PSNH's
decisions. NU proposes specific priovities for allocating capacity during
periods of shortage. For example, during the first ten years,
transmission in support of NU/PSNH's bulk pover sales receives higher
priority than transmission to support the power sales of third parties,

In your opinion, do the NU proposals eliminate the competitive risks that,
according to your testimony, the proposed merger would create?

No, they do not.

Please explain what conditions would be needed to eliminate the risks to
which the proposed merger gives rise.

1 have identified competitive concerns with respect to the delivered
prices of both short- and long-term bulk power. Therefore, it is useful
to (iscuss separately the principles that would underlie effective
remedies to the short-run and long-run issues.

In my opinion, there are two possible approaches to solving the short-
run problem. The first approach involves divesting sufficient
entitlements to short-run generation and transmission capacity to restore
the competitive conditions that would have obtained in the supply of
short-term delivered bulk power absent the proposed merger. Of course,
generating capacity can be used only by a NEFOOL member to meet its

capability responsibility if it is bundled with sufficiently firm
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transpission services. Therefore, the entitlaments to the divested
generation capacity also must include entitlements to transmission
fecilities that can be used to deliver the capacity to the border of
NU/PSNH's service territory. Moveover, the entitlements to transmission
would have to be of sufficiently high priority at appropriately related
prices that NU could not frustrate the relief by claiming that the
necessary transmission was not available or by overpricing vhat is
available,

The second possible approach to solving the short-term problen
involves providing short-term transmission service to existing gene ation
supplies outside New England and outside of Eastern REMVEC. The principle
behind a transmission-only solution is to enable sellers and buyers
outside and within New England to create the same competitive environment
for short-term generating capacity sales that competition in a no-merger
world would have provided. This means that NU/PSNH must make enough
short-run :ransmission capacity available to import the short-term
generating capacity that PSNH could have provided. Further, the prices or
tariffs for this transmission capacity must be both low enough and firm
enough to make it economic for buyers to {mport delivered bulk power if
generating capacity prices in New England rise above the level that would
have existed absent the merger.

Of course, a transmission solution to the short-run (or for that
matter in the long-run) problem will be ineffective if there are tactics |
that the merged company can use to deny transmission access. For example,
suppose that, despite its commitments, NU/PSNH is able to prevent short-

term generating capacity from being imported. For example, the company






10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

competitive conditions to the status quo gx ante are inadequate. In my
judgment, substantially stronger conditions or "safeguards" would be
necessary.
Please explain what conditions will be necessary to eliminacve the risk
that the merger will increase delivered prices of planned or long-term
bulk power.
The risk that .s'ivered prices for long-term bulk power will increase can
be eliminated by creating for NU/PSNH the same incentives that an
independent PSNH would have had to build additional transmission capacity.
There are essentially three ways to achieve this goal. The first approach
is to make NU divest surplus generating capacity it is expected to have
after the mid 1990s -- that is, after the date by which an independent
PSNH would have little or no surplus generating capacity. 1f NU/PSNH has
no surplus genmerating capacity after that date, then an important merger-
related incentive not to expand transmission capacity will be eliminated.
A second approach to remedying the long-term problem involves
creating appropriate incentives -- carrots and/or sticks -+ for the
merged firm to expand transmission capacity as freely as an
independent PSNH would have done. In periods wnen PSNH by itself
would not have possessed significant surplus generation, it would have
had no significant incentives (related to such surplus) for refusing
to construct new transmission ficilities. Of course, very careful
consideration would have to be given to designing the incentives.
A third approach would be to give an entity other than NU control over
decisions to expand transmission capacity. This entity would also have to

function using an appropriate set of rules. In particular, it should
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order the construction of new facilities only if the present value of the
expected stream of revenues from the facilities equals or exceeds the
present value of the expected stream of costs

In what respects do NU's proposed conditions fall short of the principles
you just outlined for restoring the pre-merger competitive conditions in
the supply of long-run transmission capacity?

NU's proposal fits none of the three alternatives, and is therefore
inadequate. It does not propese divestiture NU/PSNK will possess
{ncentives to restrict ¢~ struction of new transmission during periods
when an independent PSNH would not, since the merged company will still
possess significant surplus generation in the late 1990s, Finally,
NU/PSNH retains the ultimate authority to decide whether to construct new
transmission facilities; control of those decisions is not ceded to an
entity which has no financial incentive to refuse or delay construction
either to improve sales of its own surplus generating capacity or gain
from brokering.

EFFICIENCIES FROM THE ACQUISITION

Have you reviewed the "synergies" claimed by NU's witnesses?

Yes. NU's witnesses discuss several “"synergies" associated with the
proposed merger. These relate to the operation and maintenance of the
Seabrook nuclear power plant, improved availability of PSNH's fossil steam
generating units, energy expense savings achieved by the more efficient
own-load dispatch of the generation resources of NU/PSNH, reduction in the
combined systems' NEPOOL capability responsibility resulting from the
diversity of peak loads between PSNH and the NY system, savings in

administrative and general expenses, and savings in coal purchasing costs
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fare when evaluated using these standards?

These alleged "synergies” are the ones that are most clearly achievable
only through the proposed merger However, as recognized by the NU
witnesses, these savings represent a benefit only to NU/PSNH, and are
completely offset by increased costs to the rest of NEPOOL (see, for
example, Mr. Sabatinu's testimony at pp. 13 and 17, and Mr. Noyes' Exhibit
JWN-2). Thus these "synergies" vepresent a purely private gain, and not a
real social benefit. As a result, these "synergies" should not be viewed
as an offset to the reduction .- competition associated with the merger.
In addition, the loss to other members would place added stress on NEPOOL
and increase the risk of its dissolution.

Please elaborate on the risk to NEPOOL created by the merger.

This acquisition increases the risk of NEPOOL becoming unviable. As just
explained, under NEPOOL's rules the merger will create a substantial shift
in the net benefits (benefits less costs) of NEPOOL to NU/PSNH and from
the rest of NEPOOL's members. Further, because the merger would provide
NU with a veto within NEPOOL, NU can prevent efforts by the other members
of NEPOOL to mitigate these financial effects of the mecger.

Further, NU's 4C documents note that NEPOOL relationships already are
under increasing stress. (See "Attachment 7, Special Trustee Briefing, NU
Anquisition of PSNH," p. 6). NU's own calculation regarding whether it
should remai. withi» NEPOOL may be affected by the merger. On the one
hand, while NU/PSNH can capture more of the benefits of NEPOOL, as
explained above, it can also achieve advantages of system diversity on its
own. (The same 4C documents mention that the merge-related increase in

size provides an advantage in surviving a breakup of NEPOOL). On the
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PSNH to reach a contractual agreement providing for NU's operation of the
facility, NU has failed to show that the claimed Seabrook cost savings
could not be achieved through contracting. Further, it is likely that any
real cost savings that exist could be achieved through contracting,
because the function involved is simply facilities management. As a
result of the potential to achieve the Seabrook cost savings through
contracting, the claimed cost savings should not be counteé 4s a Synergy
resulting from the merger. In effect, NU has failed to show il "nexus"
between the merger and the claimcd economy.

In addition, it appears that any Seabrook cost savings would be
considerably smaller than claimed by the NU witnesses. The $62.5 million
cost so ing n 1991 is based on comparing a cost projection of
approximately $95 miliion, based on NU's Millstone 3 plant, versus &
figure of $157.5 million derived from the O&M budget presented by New
Hampshire Yankee (NHY) in December 1989. How. ver, Edward Brown, the
president and chief executive officer of New Hampshire Yankee, testified
that the major differences between the NHY and NU figures are explained
by: (1) expenses that are unique to Seabrook, such as extraordinary
e~irgency plan requirements; (2) the spreading of common costs, such as
for security, over three units at Millstone versus one unit at Seabrook;
and (3) the fact that 1991 is a refueling year for Seabrook, whereas the
Millstone figure is based on an average of 3 or &4 years, of which one was
a refueling year and the others involved lower:cost rnormal operations.
Mr. Brown estimated that, at most, annual savings of §5 to §10 million
might be achieved as a res.lt of consolidation of staff in A&C and

engineering. (See testimony of Edward A. Brown before the State of New
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Q.

Hampshire Public Utilities Commission, April 25, 1990, RE: DR 89-244
Northeast Utilities/Public Service Company of New Hampshire
Keorganization.)

Howv do your conclusions appiy to NU's claimed savings from {mproved

_availability of PSNH's fossil steam generating units?

Mr. Opeka (Direct Testimony,K p. 40) notes that NU's foasil steam plants
achieved a capacity weighted average availability facctor of B6.8 percent
for the 1985-1988 period, while PSNH's units achie. ed & factor of 74.8
percent during the same period. He states that, to be conservative, NU
projects that they could improve PSNH's fossil steam unit availability by
five percent by 1995, in one percent annual inzrements (Direct Testimony,
p. 42). The net present value of these estimates presented by Mr. Noyes
in Exhibit JWN-2 is approximately §73 million.

Mr. Opeka (Direct Testimony, pp. &4-52) describes several NU
management practices and systems. However,K Mr. Opeka has not demonstrated
that the lower availability factors for PSNH are due to items that NU can
remedy: he has not shown how PSNH's current operations are different from
NU's, nor has he demonstrated that the NU practices and systems would
raise PSNM's availability factor. Further, even i{f the NU practices and
systems could .ncrease PSNH's availability factors, the same issue as
discussed regarding Seabrook applies--NU could sell its management
services independently of the merger. Hence, NU has again failed to show
the “nexus" between the merger and the alleged efficiency which is
necessary for the synergy to welgh against competitive harms resulting
from the merger.

How do your conclusions apply to NU's claimed cost savings with respect to

34
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VII.

merger can create diseconomies of scale, as sell as economies, it is
necessary to vcrify thet it is not simply the favorable (i.e., areas of
economies) which are being presented.

CONCLUSION
What is your conclusion?
This acquisition should not be approved without appropriate conditions to

eliminate the potential for the exercise of market power,
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Exhibit 336 (GEL-1)

DIRECT TESTIMONY OF GECRGE E. LEARY
Identification and Qualifics tions
PLEASE STATE YOUR NAME, POSITION AND ADDRESS,
I am George E. Leary, Manager of the City of Holyoke Gas & Electric
Department (HG&E)., My husiness address ie 70 Suffolk Street, Holyoke, MA
01040,
PLEASE STATE YOUR PROFESSIONAL QUALIFICATIONS.
I have held my present position with HG&E since 1978, My formal education
is in electrical engineering (B.S. 1985) and business administration (M.B.A,
1976). Exhibit m (GEL-2) summarizes my professional training and
experience.
Conclusions
PLEASE SET FORTH YOUR CONCLUSIONS.
The NU application should be disanproved. The past behavior of NU and its
subsidiaries indicates that they are likely to act anticompetitively, to evade
Federal Energy Regulatory Commission (FERC) regulation, to frustrate
HG&E's enjoyment of ite statutory righis under the Federal Power Act, and
to eliminate HGEF as a competitor to Holyoke Water Power Company (HWP),
NU's wholly-owned subsidiary. If the merger is consummated, and if the
FERC approves other aspects of NU's proposal, NU will have both the
incentive and the increased ability to injure HG&E.
WHAT IS THE BASIS FOR YOUR CONCLUSIONS?
My conclusions are based on my own testimony and that of Roger C. Allen
presented on behalf of HG&E, concerning competitive issues of HG&E. My

conclusions alsn accord with testimony of several other witnesses.
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DO YOU ADVOCATE CONDITIONAL APPROVAL BY THE FERC?
No, I urge outright disapproval. However, if the FERC approves any of NU's
proposals it should, at a minimum, impose the following conditions:

1. NU may not consummate the merger until it has filed and secured
FERC final approval (including denial of rehearing) for (a) an appropriate
just and reasonable regional transmission arrangement which provides for
transmission access, joint rates, and timely construction of additiona)
transmission capacity, (b) both short-term and long-term NU iranstiission
tariffs, including joint rates on all the NU affiliates as well as local
transmission among the small utilities that are Transmiscion Dependent
Utilities (TDUs) within NU's service area, including municipal utilities
edjacent to HG&E.

2. NU may not consummate the merger until ‘v divests itselfl of HWP,
Such a divestiture would remove a strong incentive to discriminate aganst
HG&E at the expense of our customers, A divesti‘ure remedy would
eliminate the need for cumbersome, protracted reguiatory supervision. It
appears thet the FERC did not approve NU's acquisitior of HWP in the first
place. Moreover the representations, or circumstances, which led the SEC to
approve that NU acquisition in 1967 are not operative.

8. NU may not consummate the merger until it establishes a separate
subsidiary to own and operate ite transmission facilities and appoints an
ombudsman for customer interests, An expanded NU would dominate
transmission service in its region. There is & need to streamline NU's
responsiveness to regional needs, in~luding negotiation and compliance with
the Federal Power Act. Accountability should be clearly estublished within

the NU structure. The wrunsmission function should be accorded enhanced
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status and visibility, Regulation normally assumes that the regulated utilities
will comply with fundamental requirements and that the FERC will not have
to police w.¢ry action and detect every evasion. N1's behavior as scofflaw
and predator negates the normal presumptions, Appointment of an
ombudsman would help correct past L adequacies and assure becter future
performance.
A ticompetitive Behsvipr

PLEASE ILLUSTRATE THE ANTICOMPETITIVE BEHAVIOR TO WHICH YOU
REFER.
To illustrate those problems, ! will refer to a history of anticompetitive tie-
in sales with regard to NU subsidiary WP in its competition with HG&E for
industrial loads, to the current effort by NU to tie continued provision tc
HG&E of Northfield Mountain pumped storage capacity to vase load capacity
which HO&E does not want, and to NU’s attempted price squeezing of HG&E
by unilaterally quadrupling NU's transmission rates for Point Lepreau power.

1. By, tie-ins, HWP was historicaily a land-owning company which
constructed a system of canals, tapping the Connecticut River, and which
planned the City of Holyoke’s industrial development. HWP continues to own
most of the land suitahle for development in Holyoke. HWP has been, and
continues to be uniguely situated and the preponderant supplier of land in
Holyoke for industrial purposes. Holyoke continues to be an attractive and
hospiteble site for industry. Under Massachusetts law, most indusirial
customers in Holyoke are free to choose between HWP and HG&E as their
elactricity supplier and a.e statutorily free to switch supplier. The two
systerne own and construct duplicate distribution lines, down the saiae

streets, rarely sharing poles. Despite the inefficiency of duplicative
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facilities, suct mpetition, if honestly cor 14 { of fer benefits to the
ndustrial custemer and ite possi! justr leveiog I {
Holvoke HG&E con petes h 1 sU 1l By | esily | mears
competition as to electric service, including price, adequacy and reliability of
service, and conditions for initiation of service, HG&E does not attemp
take advantage of the City of Holyoke's other municipal services (e.g
natural gas, sewage, water) which industrial customers need and tie any
aspect of their provision to that industry's selection of HG&F in preference

to HWP as supplier of electricity. HWP, in contrast, has made it & praclice
to tie the sale of land to an agreement to buy electricity from HWP rather
than HG&E, HWP de~1s include & restriction against taking the land out of
industrial use (which would eliminate HWP's right to sell electricity to the
land user). HWP has also leased land to industries (with nominal mortgages
and s0ld them eiectricty

It 18 striking that the selection of an electricity supplier uy new
industries or by industries expanding their facilities in Holycke generally
correlates with whether HWP land is involved

Where HWP land is not involved, the industrial customer takes
advantage of competition (as cne would expect) to negotiate back and forth
with

utilities for the best deal possible; and, | might add, HG&E tends

Where HWP land is invoived, HWFP always wins out. Indeed, the

,
N4

lustrial customer does not even approach HG&E, much less negotiate with

us, 88 to terms @nd conditions of electricity purchases

“ ntain pumped SLOrage bundies glectricity
services nusly to the way it ties electricity sales to sales of
ES - .
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land. As wit* the land tie-ins, services are not priced and sold on their
i dividual merits, £x:C customers are deprived of choosing the services that
they want. For aboul twenty years, HG&E has been buying a distinct
(‘unbundled ) peaking service from NU. HG&E's § megawatt (mW) unit
purchase of capacity from the Northfield Mountain pumped :torage facility,
liceused oy the FERC, complements HG&E's base load power supplies, HG&E
has purchased N¢/thfield Mountain capacity pursuant to short-term, firm
contracts, which NU has periodically extended. Two years ago, HGLE
requested another extension, starting November 1, 1980, NU refused.
Instead, it offered HG&E a "bundled’ service that NL ~alls "Slice of the
System," which includes M~rthfield Mounta: peaking capacity, Millstone Il
nuclear base load capacity and other base load and intermediate capa.ity.
HG&E already has enough nuclear capecity under contract, the combined
price of which HG&E secured at lower costs than the coste of NU's nuclear
offerings «r of NU' tlice of the System, We want to continue to buy the 3
W of peaking capacity from NU separately ("unbundled’) from any other
power supplies. NU has thus far refused, thereby trying to ram oo o0
throats its high cost Millstone [l nuclear power (over and aF . ~.. own
share of Millstone IIl, which is 8.6 mW). We hav  reason to expect that, if
the FERC approves NU's current proposals, NU wili amend its "Slice of
System" offering to also try to ram down our throats the high cost Seabrook
tuclear power NU proposes to acquire from PSNH (over and above our own
share of Seabrook).

8. Point Lepreay transmission § “ice squeeze. HG&E's principal source
of energy today is & purch:.e from the New Brunswick (Canada) Hydro-
Electric Commission (NBHC) at ite Point Lepreau power plant. Mr. Allen's
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testimony sete f© . HG&E's experience with NU's abrupt attempt i more
than quadruple the price it charges for its small part of the transmission of
this electricity bought by HG&E, Under the circumstances, the price
increase bears no relationship to any cost increases, is blatantly
discriminatory, and is designed to impose costs that will injure HG&E's
competitive strength. It was & predatory move.

NU installed its price increase under circumstances that effectively
undermined . %E's ability to seek regulatory relief. NU employed the
expedient of not filin® t*  increased rate contract. That left HG&E no
satisfactory option. We could have complained under section 206 of the
Federal Power Act, in which case the burden of proof would have been on
HG&E, and waited, perhaps indefinitely, for the FERC to schedule a hearing.
That option would not have been effective. So HG&E at first resisted
paying the higher ==« because it had not been filed, had not been examined
by the FERC or its staff, and had not been subject to suspension for the
statutory period. When NU threatened HG&E's continued enjoyment of that
service to bring in its economical Point Lepreau supply, HG&E had no choice
but to sign & document dated on ite cover 1 November 1988, Thereafter,
with NU's merger proposal and Seabrook contracts pending before the FERC,
NU has taken a more conciliatory stand, tendering (on February 26, 1880) a
substitute contract, also dated on its cover 1 November 1988, which "merely’
doubles the pre-November 1588 rate.

I find it disturbing that HWP's Form 1 Annual Rerort to the FERC for
1988 did not disclose as an Important Change During the Year (Form 1,

pages 108-109) that HWP had mre than quadrupled a transmission rate to
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HAS THERE EVER BEEN AN ACTUAL EFFORT T0O TAKE OVER HG&E™S
ELECTRICITY BUSINESS'
HWP unsuccessful 1, it to lease all of HGAE'S
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burdensome rate increases. At the least, it will be able to tuck them away
in more proceedings, dividing the resources of those who oppose the
increase. In addition, the substantive impact may seem smaller to the FERC,
reducing the chances of exercise of the full, statutory suspension power.
Since FERC resolution of rate increases filed under Section 205 of the
Federal Power Act (as well as Section 206 complaint proceedings) is time-
consuming, to say the least, every opportunity NU has to take advantage or
delay will severely diminish HG&E's competitive posture. As NLU's economic
and political power multiplies, it will become ever harder to protect the
interests of HG&E's customers,

WHAT HARM WOULD BE CAUSED TO HG&E IF THE FERC DELAYS
EOLVING THE TRANSMISSION ACCESS, AVAILABILITY, PRICING,
DISCRIMINATION, AND PRICE SQUEEZE PROBLEMS UNTIL AFTER NU
CONSUMMATES THE MERGER?

HG&E might have 1o wait forever for relief, while suffering consequences of
the merger in fact. In our experience, the FERC's impetus for early
decision on these NU appiications is extraordinary. Other cases, where
relief is sought by customers of pudlic utilities (who, one would think,
should be the beneficiaries of regulation) FERC procedures seem well nigh
interminable, so that the v aker party must settie for the best it can get,
without the ber :fit of the FERC acting as tribune for the weak or
oppresse .  NU is already a very powerful company, economically and
politically. NU is already the largest electric utility in New England, serving
in our region's two most populous states. Add New Hampshire to the service
territory, with two additional U.S, Senators to be cultivated, with the early

attention of every Presidential candidate and, at times, with the White House



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

« 10 »

Chie! f Staff interested in its affairs, and NU will add to its power. HG&E
can only expect 1o find itself weaker and weaker against a swollen Goliath,
In my judgment, the FERC should be mindful of the admonition of the U.8.

Supreme Court in Brown Shoe Company v. United States regarding the

"desirability of retaining 'local control' over industry’ and that lawe to
control mergers are aimed not only against “accelerated concentraton of
economic power on economic grounds, but also of the threat to other values
a trend toward concentration was thought to pose.” Volume 370 United
States Supreme Court Reports 294, at pages 315-316 (1961),

WOULD THE PROPOSED MERGER STIMULATE INEFFICIENCIES?

Yes. As Mr. Allen's testimony indicates, NU's attempts to impose excessive
transmission rates may force HG&E into inefficient decisions.

HAS HG&E SOUGHT FROM NU A LOCAL TRANSMISSION TARIFF
ARRANGEMENT TO FACILITATE TRANSACTIONS WITH OTHER TDUs OF
NU?

Yes., NU would not cooperate. NU's policy of negotiating every
transmission arrangement contract by contract facilitates their resistance.
The contrary example of NEPCO, which offers transmission, long-term as
well short-term, under tariffe filed with and approved by the FERC, after
negotiation with the affected municipal utilities, highlighte the unsatisfactory
behavior of NU,

WHY DO YOU SAY NU EVADES FERC REGULATION?

As Mr. Allen shows, for example, NU does not comply with the FERC's
mandatory filing requirements and deadlines for new rates and changes in
rates. By scoffing at these requirements, NU effectively takes away

protections to which its customers are entitled. It would not be consistent
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with the public interest to approve NU's proposals so long as the FERC has
no ironclad guarantee that the scoffluw has permanently cleaned up its act.
DOES THIS CONCLUDE YOUR TESTIMONY?

It does.
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)
NORTHEAST UTILITIES SERVICE COMPANY Docket Nos, EC90-10,000
(Re: Public Service Company of New ER90-143-000, ERDO-144-000,
Hampshire) ER90-145-000, and ELSO-9-000

AFFIDAVIT OF WITNESS

| the undersigned, being duly sworn, deposes and says that the Prepared
Direct Testimony of GEORGE E. LEARY served on behalf of the City of Holyoke
Gas & [lectric Department 1in this proceeding 1s the testimony of the
undersigned, and that the exhibits sponsored by me to the best of my
knowledge, information and belief, are true, correct, accurate and complete,
and 1 hereby adopt said testimony as if given by me in formal hearing, under
oath,
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SUBSCRIBED AND SWORN to before me, & Notary Public in the County of
Hampden, Commonwealth of Massachusetts, on this 18th day of May, 1990,

' .

“titherthe W, Bauthiar
Notary Public

My commission expires: O o 5.
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QUALIFICATIONS OF GEORGE E. LEARY
Munager
City of Holyoke, Massachuset s
Gas & Electric Department

anagermnent

Crad k
nen ),..v )\ "
and electri lepartment
revey U
Assistant Mauar nger Holyoki e & L1 1 M partment

Acted for Manager in his absenc and assisted 1n dired

74 Assistant. Supe. atendent, Holyoks & Electric Department

Responsible for supervision o etric generation and

69 Electric Distribution Engineer, Holyoke Gas & Electric Department

67 Electrical Engineer, Holyvoke Gas & Electric Department
656 Cadet Engineer, Holyoke Gas & Electric Department

Chairman of Massachusetts Municipal Wholesale Electric (

1986-87 President of Massachusette Municipal Wholesale Electric |

| 8R4

Director of Massachusetts Municipal Wholesale Electric

1979 Director of Nurtheast Public Power Association
197686 Treasurer of Massachusetts Municipal Wholesale Eleciri

1D 7¢E

1«77 Treasurer of Massachusetts Municipal Power Development

1974-76 Director and Member of Executive Commitiee ¢f Massachuse

19’

Wholesale Electric Company

Pool (NEPOOL) Operations Committes
76 Represented Holyoke Gas & Electric Department

Electric Exchange Operating Committee

fessional Society Memberships

& Electronic Engineers, 1965-date

mpany

M PAT S

mpany

2141:7]
PELEL Y

¥

Wik

o
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A

Mur

)

ratl

6-82 Represented publicly owned systems in New England on New England P




Exhibit SYHGEL-2)
Page 2 of 2

Massachusetts Municipal Electric Association (Engincering Group)

American Public Power Association (Committees: Transportation & Distribution;
Rates; Safety; Accounting & Finance)

American Wind Energy Association
New England Gas Association
American Public Gas Association

Municipal Finance Officers Association

Representrative Community Service Organization Offices Held

1068 President, Grewter Holyoke Jaycees

1968, 1976-date Board of Directors, Greater Holyoke Chamber of Commerce
1966 -date Corporator, Greater Holyoke United Way

1980-date Board of Directors, Holyoke, Inc. - Private Development Group
1974 -date Corporator and Director. Holyoke Hospital

1978 -dave Corporator «nd Director, Peopies Saving Bank

1976-date Corporator and Director, Holyoke Chapter of American Red Cross
1980-date Director, und

1985 date Chairman, Holyoke Industrial Development Finance Authority,

Industrial Development Bonding Authority



Exhibit SYPGEL.9)
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SUMMARY OF HWPS BUSINESS BASED ON 1988 FERC FORM 1

Energy
Revenue (§) Sales mwh Customers
WP _itself
Sales of electricity
Large/or inuustria)l retai) $8,350,89] 117,806 af
“«les for resale 2,746 60¢ 4) 860 £
Tote) 11,097,493 169, 666 47
Other operat "q revenues
Sales of wace and water
power 473 ,45) n/a
kent from electr ¢ property 3,280
Other electric re enues 290,900
Tota! 767,631
TOTAL E1uctric
Operr.ing Revenues $11,865 124
HPAE subsidiary of WP
Sales of electricity
Large/or induscrial retai) 0 0
Sales for resale 1,003,155 27 p!
Tota) 1,003,155 8,227 1
Other operating revenues
Rent from electric proper s 2,250 n/a
Tota) 2,250
TOTAL Electric
Operatng Revenues 1,006,405
HWP 1988 Form 1, page 123A

Wﬂ: NU is registered with the Securities and Exchange
Commission ( ) @8 & holding company under the Public Utility Holding Company
Act of 1986 (the 1985 Act), and it and ite subsidiaries, including the Company [HWP|,
are subject to the provisions of the 1985 Act. Arrangements among the system

. outside agencies and other utilities covering interconnections, interchange
of oloctric power and sales of utility property are subject to regulation by the
Federa! Energy Regulatory Commission (FERC) and/or the SEC. The Company is
subject to further regulation for rates and other matters by the FERC and follows
the accounting policies prescribed by the FERC and the Massachusetts Department of
Public Utilities.
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Exhibit 3?9 (GEL-0)
Page 8 of 4

END NOTES:

*/ The SEC made the affirmative finding required by Section 10(cx2) of the Public
Utility Holding Company Act of 1986 (PUHCA) that ‘such acquisition will serve the
public interest by tending towards the economical and efficient development of an
integrated public-utility system.’ 45 SEC 462, 46465, 1966-67 Fed.Sec.L.Rep. (CCH)
§ 77,46, at 82,918, However, the SEC expressly noted there that, ‘Such finding ...
does not extend to [HWP's) non-utility businesses, Whether such businesses may
remain within the Northeast holding company system is subject to determination in
future proceedings before us.' In making the Section 10(¢)2) finding, the SEC noted
expressly that the "effectiveness of regulation’ was an element of the definition of
"integrated public-utility system’ in Section 2an20yA) of the PUHCA,

i The SEC found:

The franchise rights and service areas of both the Department and HWP

have been granted and fixed pursuant to State law, HWP has been granted
only limited rights to serve a restrizted category of industrial customers, 17/
and under this statutory restriction HWP would be eligible to serve only 17
of the Department's present customers, who account for only about 5% of
the Department's electric revenues. There is no indication that any of these
17 will be likely to transfer their business from the Department to Northeast
following Northeast's acquisition of HWP, On the contrary, the president of
HWP, who Northeast states will continue in that post following affiliation,
testified that his company, which as noted will continue as @ separate
operating company within the Northeast system with authority over local
operations, has not tried in the past to obtair the business of any of the
Department’s industrial customers and, as far . he was responsible, would
continue that policy after Northeast's acquisition of HWP,
17/ In the City of Holyoke, HWP is restricted to selling electricity (a) Lo
customers under written contract and in quantities of not less than "one
hundred horsepower at any one time" and (b) to customers who occupy
property which is either owned by or morigaged to HWP,

4%/ See DPU letter dated May 21, 1990, reproduced next page.
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Mav 21, 19%0

Noreen M, Laven

Atent, Fox, Kintner, Plotkin & KRakn
Washington Hquare

1050 Connecticut Avenue, N.W,
Washington, D.C., 20036-5339

Dear Ms. Lavant

In response to your letter of May 15, 1990
regarding the Holyoke Water Power Company ("HWP"),
1 am able to offer a somewhat more complete plcture
of 4ts status 'n relation to our Department. HwWP ’
i an industrial development corporation incorporated
in 1859, 1ts revenues are derived from special
contracts with induririal customers. None of these
sontracte are, or have ever been, reviewed or
approved by this Department,

HWP files the Massachusetts Supplement tO the
FERC Form No. | with us, but it does not file rate
schedules. HWP is not regulated in any way by the
Massachusetts Department of Public Utilitiee. The
wholesale electricity sales made by HWP are regulated
by the FERC. HWP is not required to file copies of
vholesale contracts nor rates with this Department .

1 hope thie explanation has been helpful, 1f
you have any further questions regarding this matter,
feel free to call me at (617) 727-9748.

Very truly yours,

L-HH( /Yéﬂ;/\/
Theo MacCreger

Rate Specialist
Electric Power Division



DOCUMENTS REVEALING NU HWP MANAGEMENT SENSITIVITY TO
COMPETITION BETWEEN HWP AND HG&Y

This exhibit comprises all attachments to the NU response t HG&E's Data Request N

14 dated March 2¢ 1 9% NU has designate that response &

ATTACHMENT REVISEI]

Q-NUSCO-014

In this ezhibit, & teble of contents precece these resp

(HG&E previously served a redacted versio ¢ this Exhibit. By letter dated June &¥
1990, counse) for NU has lifted the claim of confidentialit) for this unredacted versi
of the exhibit. effective as of July 20, 1990, However, unti the commencement
hearing, now scheduled for August © 1990, thuse documents are 10 be used for purposes

of the FERT proceeding only, aud not 1o become generally available

f
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Memorandum dated June 18, 198%

TO: J. P. Cagnetia, ; icke) R

O J. W. Noves, ( J ‘

FROM H. E. Overcast

SUBJECT:Holyoke Weater Power Indusiria Rates

Memorandum dated June 9, 1847

T0: J. T. Hickey

~C: F. R Locke, J. P. Cagnetta, J. J. Lepore
FROM H. E. Overcast

SUBJECT.HWP Industrial Rates

Memorandum dated April 27, 1987
T0: R. E. Barrett, F. R. LocCke
FROM J. P. Cagnetta
SUBJECT:HWF Analysu
Memorandum dated April 6, 1887
T™: B. M. Fox, J. P. Cagnetis
FROM W. A. Hunt
SUBJECT.HWP Analysis (BMF.386

Memorandum dated April 2, 1987

T™: J. P. Cagnetia

¢S L. Mahler. D. R. McHale, H. E. Overcas!
FROM C.J. Roncaioli

SUBJECT:lmpect of Reducing the Rate of Return for HWP's Industrial
Customers

Memorandutn dated May 25, 1564

™: J. P. Cagnette

CO: W. A. Hunt, F. R. Locke, H. E. Overcast, R. P
FROM R. H. Brown

SURJECT Holyoke Water Power (HWF) Industrial Rates

Attachment 1 to # 6

Memorandum dated January 26, 1984

T™O: W. A, Hunt

FROM H. E. Overcast

SUBJECT:Holyoke Water Power Retall Rates

Attachment (7] to # 6

Memorandum dated May 21, 1984

TO: R. E. Barrett, R. H Brown, J. F. Deegun, E. J. Ferland, B. M. Fox,
M. P. Gregg, J. T. Hickey, F. R. Locke, L. E. Maglathlin, J. W. Noyes,
H. E. Overcast, R. O. Powell, J. J. Roman, J D. Stenger, A. 8. Sweeney,
W. F. Torrance, R. P. Wax

FROM w. A. Hunt

SUBJECTHWP Industrial Oustomers Notice of Rate Increase

Letter dated April §, 1984
TO: (redacted)

FROM John T. Hickey

ATTACHMENT: (redacted)

Undated, handwritten document
FILE: HWP Rstes










Mesgre. C‘muo MM‘ Locke -3 June 1€, 1§87

the parent campany of Tennessee Gas Pipeline. .n addition, 1 am aware that
Tennessee 18 taking an aggressive stance to market gas largely because of

their own problems in the campetitive distribution murket. Tenessee hag
approsched & nurber of custamers of other gas pipelines and of local dis-
tribution campany's in an attempt to sell gas, In reviewing the rate for gas,
which Tennessee is cuwrrently offering, cogeneration facilities could secure @
firm gas cost today which is equivalent to the gas cost assumed in the McKensey
analysis for nonfirm gae with oil backup. Gbviously the advantages of gas-fired
cogeneration without oil backup are substantially higher than those caloulated
by Mckensey since the absence of oil-firing will reduce the annual OM costs
associated with a cogeneration fac.lity,

As you are aware, Sunoco Products was ihe largest steam user for the Holyoke
Water Power steam system, Because of their own steam use, which was high on
an annual basis as well as seasonally, the advantages of cogeneration to
Sunoco are large. Under the proposed rates, which have been approved, the
average rate for Sunoco is approximately €.1¢/kWh in 1987 and €.5¢/kvWh in
1988, It is our estimate, using the McKensey model, that Sunoco could
cogenerate for a cost of 5,.8¢/kWh given the current cost of gas. The problem
is cbviously worse in 1988,

As you know, Sunoco accounts for over 23 percent of Holyoke Water Power's
industrial custamer revenue. The loss of that custamer would represent a loss
of $1.2 million of fixed cost recovery associated with Holyoke's cbligation
under the NU GéT during the first 18 months and a subsequent loss of the
Campany's ability to campete, not only with cogeneration for Linweave, but
with Holyoke Gas & Electric as well,




' Messrs. Cagmette, Hickey, locke -4 - June 16, 1987
|

1 recogrize that there is no practical way to detemmine if this econamic

' analysis will, in fact, cause us to lose Bunoto to self=generation, However,
it is my opirdon that the risk of such loss is too sigrificant for Holyoke
Water Power to bear and may ultimately create @& situation where we can no

longer serve any industrial custamers in Holyoke,

The unfortunate part of this is that in order to maintain good high load

factor custamers on the syster, it may even be necessary to lose same mmall

1ow load factor custamers to HGLE. While I know that is politically distasteful,
it does erhance our position relative to the custamers we would like to keep

on Molyoke Water Power's system, The basis for this conclusion is that low

lond factor custaners create higher costs, thus, adversely impacting the

revenue reguiremants of our campetitor allowing us to be more campetitive for

high load factor custamers,

Although I do not expect you to change your decision regarding the rate
design, since that decision has been made, I am providing this information

because I feel the decision was incorrect., Furthemore, I cannot be in the
position of having supported a rate desigr for Holyoke Weter Power which is
pignificantly different fram any of che proposals that we are likely to make

in either CL4P or WMEXO for sindlarly situated custamers. Such an inconsistency
would damage the creditability of rate department witnesses as they make
proposals in regulated jurisdictions which are substantially d.fferent from

the way that we behave in an unregulated jurisdiction where we have carplete
freedar to inplement proper rate design. If we had made a move in the direction
of opetitive rate design at this opportunity, we would have been .n the
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Pursuant to your reques rates :
shasing in, over two yeal reven el remant.s Vit
firet determined the reve . ‘ arputing the inpact of t
federal tax law change as well as t moact ¢ he N
reflecting HWP's 1O of ) ]

egual g of ing B8O we

G&T revenue allo
Upacts were Vit

the neres s

The revenue increases in the first year of trne phase«in 18 ane-ha
total. The intrease in the second year equals the sun of the del

plus the Campany's carrying Cost or this unrecovered revenue, The carryl
cost was c.mputed using the Conpany's marginal cost of capital

ik A &

T understand that the basis for our rate design, the rates thamnselves »nd
individual Custs bill cxaymparisons were pron .;:l&‘i to you at your June .
meeting 3, ~

Roncaioli and lepore. At your suggestion, we nave

iy

i

made "x-‘;f;:.; ane to Rate 4% in order to narrow the range of peroent

increases amng all te 4B custamners due t«

the new phase-in rates. 1f a
CXAPArison 1t

the miified Rate 4B and the Rate 4B of June 3
modified Rate 4B produces increases in the range of 4.0 percent = 13,0 percent
corpared to 3.0 percent - 14,2 percent., Modified Rate 4B also produces les
custamer and demand revenue, and ylelds nore energy revenue. nder
ntﬁ.‘;f;:a'.;-:ﬂ. cf Rate 4B, Rate 4B reverue, Rate 4A, and total revenue all
remain unchanged. Provided with this memo are the modified Rate 4B design and
nfl,\ud.g-.‘ bill comparisons.

Individual bill 4isons show that only Wang LA'L’)L' receives more of a rate
increase on Jul der modified Mate 4B than under the current contract.
Wang labs receives a larger increase because ;t! ratcheted demands are mics
lar:_ve' than its unratcheted demands over the test pe od (year ending March
1987) and modified Rate 4B uses ratcheted demands while the curent rate uses
w.;&’..::hé-:s;‘.. In reviewing the data, we note that g substantially increasec
its demand midway through the test period, Were its ly
congistent at the new level, modified Rate 4% waald produce

k.

demand to remain fairl)
f less of &




e ‘t m”}' - 2 - JW ’o 1’87

increase than the current contract, Given the assumption that Wang's monthly
demand stays consistent, our analysis indicates that all custamers on Rate 4A
and 4B will be better off starting July 1, on the proposed phase-in rates.

The custamers, becsuse we have contracts in place with #ll of than, need to
ghose the rate under which they shall take service, If custamers do nc.
select the proposed phase-in rates by July 1, they must continue to abide by
¢ gy existing contracts.

Our proposed phase-in rates are structurally consistent with those being

in NU's Connecticut and Massachusetts retail jurisdictions, congis-
tent with the rate structures transition we began last year, are less expen=
give than the rates of Holyoke Gas & Electric and are consistent with sound

ratemaking principles,

1f these alternate rates are satisfactory, we will prepare new contracts for
: mthou custamers who select the phase-in rates, Please advise me of your
ision.

CIR/11/md 17
¢: F. R, locke
J. P, Cagnetta

J. J. lLepore
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April 27, 1987
JPC=87+111 .
TO! R, £. Barrett, F. R, Locke
FROM: J. P, Cagnetta
Ext. 3511
SUBJECT! HWP Anealysis

gEnclosed is & summary of our thoughts on HWP, We believe in
time the HWP's financial condition will improve, We are making

every effort to prevent the 1oss of industrial and wholesale
customers as noted by Hunt in hig 4/1%/87 memo,

JPCikDI
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SURJICT: MeT Analiveis (BMF=336)

HWP is unique among NU Companies in that sales to tvo of the three wmajor
custonmer groups 4t serves ave under the control of the customers, and ave
subject to competition, The larges: customer group, the punicipals, can sZote,
as of November | of each year, the load they vill take from WXP beginning 12
gonths later. The second major group, the {nduptrial customers, have the Tight
to switeh their supplier from HWP to tne City of Holyoke Ges and Electric
Department.

A major change for these custoners took place when Millstone 3 began
comsercial operation. Each municipal cwns entitlements in Millstone 3.
Chicopee has 15.5 MW of Millstone 3 and South Hadley 6.6 MW. They reduced their
purchases from HWP by these amounts when Millstone 3 entered service. In

addition to their direct ownership of Millstone 3, the cost of power sold to

them by HWP includes the cost of NU's ownership of Milistone 3, The FERC
application for Millstone 3 costs did not include & phase=in. The municipal
customers rescied by reducing their tekings from HWP. Teble 1 provides the
changes taking place largely due to Millstone 3 entering service in hpril 1986,

Table 1

WP Capacity Sales

July 1486 Decepber |OEE November 1987
Chicopee 37 W 20 MV 1 MW
South Hadley $.7 1 1
Industrial _25;2 24.3 i (Estimate)
Total 6! MW 5.3 MW 26 MW

South Hadley gave appropriaste notice and reduced 1ts purchases as of November I,
1966 from 5.7 megawatts to ! megavatt.
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To repiace *he reduction of its purchases from HWF, South Hadley is
purchasing i0 =egavwo*ts of oil=fired generation from Middletown and Montville,
and 3 wegawatts of ges turbines frop NU under 4 unit contract type of purchase,
Chicopee reduced Sts load purchased frow KWP from 37 megavatts to 20 megavatts
on Novesber 1, 1886, and hes given notice that 1t will reduce 4ts load fron O
pegavatts to | megavwatt on Novesber 1, [§E7, nicopee 18 currently putchasing
20 segavatts of unit contract power from KU to cover the 17 mepavatts of redutes
purchases fros MWF, and J segavatts of growth, .

To ease the fepact of the dncrease in NU vover costs due to Milistone I on
HwP {ndusttial customers, M " provided & two~,var phase~in. Because these
customers are not regulated, ¢yferred accounting could not be used for @
phase~in, Therefore, an arrangement was provided vhereby he industrial
custopers pay &0 percent of the cost increase primarily re_ ated to Millstone 2
in the first year, and an additional 50 percent in the second ; 'ar. The extra
J0 percent provided in the ..rst year represents the cost of the tvoeyear
phase~in borne by KWP, These dndustrial custosers have expressed cissatise
faction with thy fncreased cost of power, but power costs from the alternative
soutce, the City of Holyoke Cas and Electric Department sre higher than HWFP's
pever with the full cost of Millstone D dncluded.

HWP has & third customer, the New Eagland Power Company (NEPCO), which has
a life~of~unit contract for 56 megavatts from the Mt, Tow wnit., HWP filed with
FERC to amend the contract with NEPCO, but 4t was & 206 proceeding, with HWP
obtaining rate relief only prospectively frow the Comuission approval of & final
order in the case, The 206 proceeding has resulted in approximately & 2-1/2
yeer period between the filing for relief by HWP and final approval of the
decision by FERC. Nev rates were placed in effect on March 4, 1967, As 2
result of the Order, HWWP expects an increase in revenuec of approximately .
$300,000 annually. liowever, as a result of the findings by the ALJ, vhich were
upheld by the Comzicsion, MWP is required to refund over the remaining 3 years
of the contrast Mife, approximately §5 million representing a replacement
reseive maintained as a part of HWP's common equity account- This §5 millien
vas written of f 4n September 1983 so that it does not iwprct HWP's earnings
after August 1987, HWP also sells 33 wegawatts under a life-of-unit contract to
WMECO, but this sale has no effect because WMECO and HWP are both parties to the
NUCGT Agreement, which effectively reduces the impact of the sale to zero.

HWP does make another “sale”. This sale is to the other NU operating
subsidiaries through the NUGAT. As HWP's load shrinks, the propertion of NU
system costs that it supperts through the NUGET also shrinks. HWP's generation
{8 Jover than the NU system sverage cost., As a result, the pover it produces
and does not utilize for 4ts own load 4s sold through the NUGET, and has &
resurn under the NUGET formuls of 16 percent on common equity.

HWP's ROE tluctuated significantly over the past two yeari. Table 11
provides HWP's ROEs fros July 1985 through February 1987.
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April 2, 1986

TO: J. P. Cagnetta
FROM: C. J. Roncaioli

SUBJECT: Impact of Reducing the Rate of Return for HWP'Ss
Industrial Customers

The Cost=sf-Service Section hes rerun the Holyoke wWatery
Power cost study to reflect a reduction in the proposed
rete of return. The analysis indicates that a
reduction in the currently proposed rate of return of
16.5% to 15.5% would recduce the proposed two-year
phase-in increase of $2,316,000 to $2,187,900., Because
the relationship between the proposed } and the
proposed increase is linear, it can be eapected that 2
one percentage point reduction in the rate of return
will offset the proposed increase by increments of
approximately $128,000, or 5.5 percent of the total
increase.

Therefor:, & one percentage point reduction in the rate
of retur! for HWP's industrial customers would have a
inimal ¢ffect on HWP's rate structure or rate level.
The over:ll impact on HWP's bills due to a one percent
reducticn would contribute only slightly to eliminating
the proulem of remaining competitive with Holyoke Gas

/

and Electr: ¢.
DRM/dm /////

/

c: L. Maplex ‘
D. R/ licHale /

H. £. Overcast
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May 25, 1984

T0: J. P. Cagnetta

FROM: R. H. Brown .

SUBJECT: Helyoke Waier Power (HWP) Industriel Rates

On January 26, 1984, the Rates and Load Research Department recommended
that HWP's industrial rate contracts be increased by approximately
$1,500,000 annually (see Attachment 1). I bave recently learned that the
required six-month potice was provided on April 9, 1984 to the customers
that their retes would be increased in October and that the new rates
would be discussed with the customers "in early June" (see Attachment 2).
Given the June commitment, it is important that a prompc decision be
reached regarding the amount of the increase ip order that rates can be
designed and indiv lual customer bill comparisons prepared. However,
there presently is .. <lear agreement among those concerned &s to the
appropriate level of increase.

HWP's industria! contract arrangements ars unique in two respects:

first, the contract sales are subject %o neither FERC nor Masssachusetts
DPU jurisdiction (albeit the contracis are provided to the DPU); second,
the Holyoke Gas and Electric Depariment (HG&E) has a legal right to sell
to H/P's customers. Under thete circumstances, there are no regulatory
bourds on rate levels; instzed HWP's marginal costs provide a lower bound
on rate levels, and value-of-service considerations establish an upper
bound. There h:ve been times when HWP has had to limit its rates to
levels below those which would produce a "fair rate of return," if
measured on a conventional cost-of-service basis. At other times, HWP
may have the opportunity to charge at levels in excess of cost of service,
thereby offsetting lean earnings years.

Our recommended $1,500,000 increase has been computed on a value~of~
service basis, principally taking into consideration the likelibood that
HWP's customers will cease taking service from HWP, which we believe to
be unlikely at the proposed revenue levels. In addition, 1 believe it is
relevant to ~onsider whether establishing HWP's rates on a value-of-
service basis would result in levels materially iu excess of WMECO's
retail industrial Rate 35 levels. Although customer-specific bill
comparisons are impractical because of differences in HWP's and WECO's
rate design and, hence, available hilling statistics, average revenue per
kilowatt=hour statistics provide a measure of comparability. Based on
H\P's preliminary FERC filing data, HWP average “odustrial reveoues are
about 4.8¢7“h and 5.3¢/kWh for Period 1 (12 mo'ths ending 6/83) and
Period 11 (1984 budget), respectively. The proocsed increase would add
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FROM: ', Overcast g‘*

1
¢

SUBJECT: {olyoke Water Power Retail Rates

-

The Rates and Load Research Department has completed an analyeis of
BWP's dndustriel rates which indicates that revenues can be increased by
§1,500,000 while stil)l remaining competitive with the rates of Holyoke
Cas & Electric. The rate of return at this level has not been
deternined as we are avaiting & year-end 1984 cepital structure to
complere the cost of service study.

Since the last industrial rate incresse became effective July 15, 1982
and since six months notice is necessary to implement new rates, it
would be prudent to announce new rates Koon to obtain signil{icant

VN S S
increased revenues in 1984,

Please advise me of the incresse desired so that rate design may be
completed.

DFO/ae/214
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FROM: W A Hunt QWO MeA" 0 b sune £ pE Awe HmiG A

SUBJECT: HWP Industrial Customers LPTES M o 20s PP Cad #C m Potof
Notice of Rate Increase
Aot

On April @, 1684, the HWP industriel customers were sent writien notice (copy
attached) of an anticipated rate increase to become effective on Dctober 9, 1984.
The six-month notification of the rate increase is & requirement of the contracts
with HWP and its industrial customer Vo other regulatory commission approval
or notification is required.

As has been the Company's past practi.., the customers will be given advance
notice of the level of rate increase prior to the effective date. A meeling
with the customers will be scheduled in June, 1684 to discuss the rate change
and answer any questions.

*R. E. Barrett -
_Basbbrpromr - : ‘

J. F. Deeran (’\) 9‘!’:,;,'” S

E. J Ferl.nd (] & (‘Jr "vto g -

B. Pr}. gox \ CL : eceer

M. P. Gregg X\ oS &r o a4

J. T. Rickey \\*,. , GV il Y e
F. R. Locke . S a"‘!/',, BT

J. W. Noyes f o e

K. E. Overcast

R. 0. Powell
J. J. Roman
J. D. Stenger

A. §. Sweeney w {D
W. F. Torrance, Jr. .
R P W
A
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April 9, 1984

Mr, Dale F. Bojanowski, Pyrchasing Manager
Atlas Cepto Molyoke, Inc.,

161 Lower Westéield Road

Molyoke, Massachusetts 01040

Dear Mr, BoJanowskit

An evaluation of the rate levels currently in effect for our
customers is underway. As a result of this evaluation, it is
anticipated that a rate increase will be recuirec, In accordance
with the terms of our contract, & six=months’ notice is required
prior to a change in rate level, Therefore, in accordance with
that contract, this is to notiiy you that, as o4 L «ober %, 1984,
new rates will become effective,

The last rate increase occurred (n July of 1962, and the need
fdor adjusted rates now Is attributable to increased costs of
going business over the two=year period.

Because the amount of the increase and the rate structure are
$till being cetermined and are not yet fully developec, we cennot
provige information on the details of the articipated change,
However, (nfermation will be provided te you well in advance of
the changes in the contract; and a meeting will be set up with
you in early June to explain the changes in rates and answer any
guestions you may have.

Sincerely,

HOLYOKE WATER POWER COMPANY

John T, Mickey
Manager

JTH 1dmh



HOLYCKE WRATER PORER PR
EECTRIGL CUSIERS
Ppril 1964

Roger Penny ook President
A=re Chain of Incam nt'l
B21 Main Stxeet

Holyoke, MA 01040

2] Marzec, Plant Manager
Adxrs Flastics Co., INC.
P.0. Box 831

BOle“v MA 01041

Jeres R “Sulliven, President
Advance Offset Plate, Inc.
P.0. Box 1427

Folyoke, MA 01041

Rorert M, Stelzer, President
aevertising Corp. of Nmerica
P.0. Bax 790

Holycke, MA 01041

Francis Guiliano,
Npad Corpors’t .
75 Mppleton Street

Eolyoke , MA 01040

Richard Trembley, Captroller
Nmherst Concrete (O Inc.

2420 Boston Foad
Wilbreham, MA 01095

pele F. Bojanowskd , Purchasing Mgz,

Avlas Copeo Holyoke Inc.
161 lower westfield Road
Eolycke, MA 01040

tonald J. Oxtis, Pres. & Treas,
ourtis Business Forms

115 whiting Fazms Road

Holyoke, M 01040

pichard R, Nickerson, Treas.
Easter Spec.alties Co., Inc.
P.0. Box 350

Holyoxe, MA 01041

Rrnald Feinstein, President
pernisen Naticonal Copary
Water Street

Holyoke , MA 0104C

maras Rorke, Viee President
Coxt Inc.

P.0, Box 348

Holyoke, MA 01041

EAard L. Senecal, President
Gravure Engraving Corp.

709 Main St

Holyoke , MA 01040

Masvin Nadler, Chief DBe®c. Officer
Halmar Distributors, Inc.

49 Garfield Street

Holyoke, MA 01040

Frank N. Frwler, President
Harpden Papers, Inc.

100 Water Street

Holycke, MA 01040

robert D. Sadler, President
Hart Wool tombing, Inc.

216 Appleton street
Holycke, MA 01040



‘pwco. ELECTRICAL CUSTOMERS - Page 2.

Derald J. Curran, General Mgr.

Holycke Transcript Telegram Publishing Co. ine.

120 Whiting Farmme Road
Holycke, MA 01040

T™haoras Keough, Manager
Holyoke Wire Cloth Covpany
650 Race Street

Holyoke, MA 01040

frederick J. Harpson, President
Industrial Cuamium CoXp.

109 Lyman Street

Holycke, MA 01040

Evan Simpson, Mar. Environrental Affairs
Jumes River Graphics, Inc.

28 Gaylord Street

South Hadley, MA 01075

Irwin Sagalyn, President
JARI Associates

¢/o Rolycke Machine Co.
P.0. Box 988

Holycke, MA 01041

Allan R McKinnen, Prusident
J. W, Jelly, Inc.

§29 South East Street
Holyoke, AM 01040

Fobert BtllkY. Pr‘Si&nt
Linweave Inc.

Linweave Way

Holyoke, MA 01040

Michael Paulsen, Plant Manager

Ludlow Qorp.

Laminating & Coating Division
11] Mosler Street

Holycke, MA 01040

Manfred Rosenkranz
‘Marox Qorpany
P.0. Box 225
37 Appleten Street
Holyocke, MA 01040

Flihu M. Schepps, Vice President
Mastex Industries, Inc.

Cabot & Rigelow btrect

Holyoke, MA 01040

R. J. lange, Plant Manager
Mobil Chemical Corpany

3 Hanover Street

Holyoke, MA 01040

Peter Davis, Plant Manager

New Balance Athletic £hoe Inc.

383 Dwight Street

Holyoke, »A 01040 "

Fobert Pue.chel, Plant Manager
Nunotuck danufacturing Corpany
Canal §* “wet

Holygk’,, MA 01040

it ored W, Scott, President
Northeast Wire Co., Inc.

60 Jackson Street

Holycke, Mh 01040

D. Jahn Ooutu, General Manager
Parsons Paper Divisim
Natianal Vulcanized Fibre
Sargeant Street

Holyoke, MA 01040

Harold Beek, Plant Supervisar
Radco Industries, Inc.

104 Whiting Fame Road
Holyoke, MA 01040

H., lome Rosebrugh, Plant Manager
sSonoco Products Campany

™ rd level Canal

Holycke, MA 01041

Richard G. Quimper, Vice Presidert
Springfield Photo Mount o,

475 North Canal Street

Holyoke, MA 01040

Irving A. Quimby, Vice President
Texen, Inc.

Canal Street

South Hadley, MA 01079

ghefford Goldband, Precident
Totsy Manufacturing Co., Inc.
P.0. Bax 509

Holycke, MA 01041

Holycke, MA 01040

Lawzence Hudock
¥idex Corporation
195 Appleton Street
Holyoke, MA 01040



ELECTRICAL

Kathleen A, Cote, Plant L
' r PRNp— oy - - T
VWang laboratories, inc,

36)1 Whitnhey Avenue
Holyoke, MA 0104C
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PREFARED DIRECT TESTIMONY
OF

ROGER C. ALLEN

' ON BEHALF O

Crry OF HOLYOKE GAS & ELECTRIC DEPARTMENT




DIRECT TESTIMONY OF ROGER C. ALLEN
Identification and Qualifications
PLEASE STATE YOUR NAME, POSITION AND ADDRESS
I am Roger C. Allen, Assistant Manager of the (
Department (HG&I My business address is

01040

PLEASE STATE YOUR PROFESSIONAL QUALIFICATIONS

I have been employed by the HG&E since 1955 and as Assistant Manager singe
1978. 1 nave served on several industry committees Exhibit jw (RCA-2

{ t ns

further summarizes my professional qualificati

pt
PLEASE SUMMARIZE YOUR RESPONSIBILITIES AT HG&E.
N1_\ r‘vr‘p..‘n:n‘.!m.‘tnw include g operation, maintenance an

| planning

electric and hydr generaticn, transmission and distribut
negotiations with NI
Description of HG&FE and Dependence on NU
PLEASE DESCRIBE HG&E AND ITS 'NTERCONNECTIONS
HG&E's electric utility operations serve over 20,000 meters with & peak load of
in excess of 57 megawatts (mW) or 57,000 kilowatts (kW
HG&E has two 115 kilovolt (kV) interconnections y NU subsidiaries

h which it receives 95% of its power supply. "ne most recent 115 kV

interconnecuion is directly with Western Massact s Electric Company

(WMECO The earlier 115 kV intecconnection is with WMECO and Holyoke

Water Power Company (HWP), another NU subsidiary which owns a short

between HG&E's 115 kV systen




]{‘v\\!

greater

DOES HG&E DEPEND ON ITS INTERCONNECTIONS WITH NU"
Yes. HG&E is a transmissiot ndant uti 3 N1 HG &L
ither ties to the outside

transmission

1ear ¢ | N-~NUCIieal

ir plants ir ntitlements, HG&E engages u

NEPOOL exchange SACtions 4 sreonnet \§ HG&E

His

purchases som these interconnections and may purchase

[ransmissior ! is vital to HG&E which generates

than & percent of the electricity that ite customers buy

DOES HG&E DEPEND ON TRANSMISSION SERVICES BY UTILITIES OTHER
THAN NU?

Yes

HG&E's most economical sources of power supply are cornmonly beyond

the reach of NU's transmission system. Accordingly, HG&l

needs transmission
other utiliv.es as well or example, in 1989 HG&E secured 36

its energy supply from \ Lepreau nuclear plant ur New
brunswick, Canade N is one of five intervening lities supplying
Lransmission service 1o bri IZe L gap ¢ [ seversal nareo .. between H( u\[‘
and its supplier, the New Brunswick Hydro-Electric Commissicn (NBH! HG&TE
needs service rom the New England |

N N N
[ New riampshire

’ )
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part of the pathway. (Mr. Schultheis' Exhibit Bj(W’I’S-ﬁ) shows by cc ur
coding each utility's ownership of the total transmission path from Cangada to
HG&E, which is located at the square marked "Mount Tom," an NU power plant
within Holyoke's city limits, in the network of light blue NU 115 kV lines.)
HG&E's current contract with NBHC extends into 1994, Negotiations are in
progress with NBHC for an extension. Obviously, transmission service by NU
and other intervening utilivies would continue to be indispensible.
WHAT IS THE CURRENT EXTENT OF HG&ES PURCHASES FRCM NU?
HG&E buys up to 83 mW of peaking power from NU's Northfield Mountain
pumped storage plant. Otherwise, HG&E relies on power purchases from other
utilities and on its own generation, as summarized in my Exhibitm('{CA-S).
COULD HG&E BUILD AN INTERCONNECTION WITH ANOTHER MAJOR
UTILITY'S TRANSMISSION LINES?
The nearest existing transmission grid of another major utility belongs to
NEPCO, which owns both 115 kV and 845 kV facilities within a few miles of
Holyoke. However, even if HG&E could secure the right of way and regulatory
permission to build such a project, the cost (which would run into millions of
dollars) would be duplicative and wasteful. There is plenty of capacity in the
NU facilities to meet all of HC«E’s transmission needs. Accordingly, it would
be grossly inefficient to have to build yet another line and HG&E should not
have to build such facilities.

Summary of '\ sstimony
PLEASE SUMMARIZE YOUR REMAININ " TESTIMONY . ND CONCLUSIONS.
I will describe the history of NU’s discriminatory transmission rates to HG&E,
including its abrupt increase in rate for the Point Lepreau transmission

service, completely out of line with transmission rates of other utilities. I will
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describe how NU's delays in complying with FERC filing requirements and N1"s

insistence on contract-by-contract dealings with each utility separately deprive

HG&E of important rights and benefits.
Point_Lepreau_Transmission Rate Increase

PLEASF. EXPLAIN NUS INCREASE OF THE TRANSMISSION RATES FOR

POINT LEPREAU POWER FROM CANADA.

In November 1982, HG&E signed a transmission agreement with the NU
Companies concerning power which HG&E purchases from the New Brunswick
Hydro-Electric Commission (NBHC), HG&E has this economical power delivered
via utilities in Maine and New Hampshire (PSNH, CMPC and MEPCO) and via
NEPCO transmission facilities to NU which completes the transmission to
HG&E, NU submitted the agreement to the FERC for filing in May 1983 and
it is on file now as HWP FERC Rate Schedule No. 87. That agreement was
amended from time to time as the quantities supplied by NBHC to HG&E
increased. Under HWP Rate Schedule No. 87, prices paid to NU are adjusted
automatically from year to year to reflect NU's costs.

That agreement expired October 31, 1988. HG&E sought an extension.
NU demanded a price increase which more than quadrupled the total price--
that is, an increase of over 300%! -- raising its annual rate from about §5 to
over $24 per kW. New England utilities other than NU own and maintain the
lion's share of the transmission path from the New Brunswick - Maine border
to HG&E. Yet NU charged HG&E over 50% of the total transmission payments
to the five utilities providing transmission service -- even though NU's
transmission mileage is roughly 5% of the total. Previously, NU collected
about 20% of the total. My Exhibit lﬂ(RCA-M shows HG&E's payments for

those transmission services and my Exhibit 3_5§(RCA-5) shows NU's rates,
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before and after, for Poin. Lepreau transmission. Mr. Schultheis’ Exhibit
m_(W'I‘S-b) shows the transmission lines involved, their voltage rating, and
their ownersip.) The mechanisms by which NU sought to achieve its price
increase includéd imposition of a hefty "tie-line” adjustment charge and
elimination of the traditional 50% discount which reflects the fact that utilities
other than NU provide part of the service. (In addition, NU added a "lost
opportunity” charge to the contract, but did not actually implement that
provision.)

NU in effect forced HG&E to sign a new contract effective from
November 1, 1988 through October 81, 1984, Otherwise HG&E would have lost
its economical Point Lepreau power supply benefit. We told NU that we would
object to the FERC when they filed the contract. HG&E returned the signed
contract under protest on November 3, 1988, and, expecting a FERC filing at
any time, HG&E instructed its counsel to make ready to object., But NU did
not file. So NU unilaterally imposed a harsh increase on us, When we phoned
and asked from time to time why NU hadn't filed, we were told, "Oh, it's on
Walter's desk.”

WHO WAS THIS WALTER?
Walter Schultheis.
Lack of Tariff and Delayed FERC Filings
DOES NU COMMONLY PROCRASTINATE IN ITS FERC FILINGS?
Yes. As you can see from my Exhi' ituS(RCA-S). NU may take months or
years before it gets around to submitting its transmission contracts to the
FERC.
DOES NU HAVE FERC TARIFFS FOR TRANSMISSION OR SAlE?



NU THEREBY DISADVANTAGE HG&E?
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WOULD YOU BE SATISFIED WITH A COMMITMENT TO FILE A PROPOSED
TARIFF FOR "SHORT-TERM" SERVICE, OF FIVE YEARS OR LESS, WITH THE

FERC SHORTLY AFTER NUS PROPOSED MERGER WAS CONSUMMATED?

N Apart from our need for longer-term service as well, NU’s skill at delay
18 just too great, It might be vears, if ever, before we really had an approved
tariff in place The time schedule f th merger proceeding 18 severely

accelerated in comparison with ordinary rate filing matters. If NU could get
ILts proposal approved first and submit relief measures only later, for additional
FERC proceedings, we might never get relief. Our Point Lepreau experience
shows th how arbitrary NU can be and its willingr

conCiliatory while this merger proceeding 18 pending

IS COMPETITION IN THE SUPPLY OF BULK POWER AND TRANSMISSION
SERVICE IMPORTANT TO HG&E?

Yes. HG&E depends on its interconnections with and through NU to utilities
in New England such as PSNH and NEPCO and their transmission fé
well as to utilities in New York, New Brunswick and Quebec, and New
Hampshire, Connecticut and Vermont. HG&E's ability to provide economical
eleciricity Su;;;;l.i'r to its customers is enhanced by competition amoung
suppliers of electricity and transmission services. Competition between NU and

PSNH would be beneficial to us, Both are expected to have capacity to market

over the next several years. Their combination under one management will

tonmatin 7 - o Ay i o i " a) nf ~An " - -
IMpP&Ir our negotiating position on behaif of our customers

HOW IMPORTANT ARE THE RATES CHARCED FOR TRANSMISSION
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Extremd mportar Iy 8 . f eRE \n be det 1 Of strained by

mpair HG&E's at v 1 mpete with NI t t!} reta eVve 1 seussed ir

M1 Learv's test ny

DO EXCESSIVE TRANSMISSION RATES LEAD TO INEFFICIENCIES?

Yes. Efficient planning & be based on ressonable and predictable

transmission rates. Power planning will be distorted, and inefficient 1Cé

W be forced n planners f theyv have t ant pét ©X BEIVEe Lransmissiorn

rates as eroding the value { leas 8L Ooption

ARE NUS TRANSMISSION RATES EXCESSIVE?

Yes One example 18 the NI share of the | nt Leprea Lransmissior

Compared to NEPCO's rates, for example, NU's rates are plainly too high

One does not have to d jetailed study to see that NU 18 charging Lto0 muct

for its Point Leprea Lransmissior na harged much too much, and hat

changed 1ts rates arbitrarily at unpredictanly Detalled studies Could rine

! € mj) nclusions, but the fact is readily apparent that NU's rates arc out
ling As to the NYPA transmission, NU is charging HG&E higher

transinission rates to bring NYPA power from the New York border to Holyoke
than it charges two nearby Connecticut utilities

WHAT EFFECT WOULD THE MERGER HAVE ON TRANSMISSION RATES FOR

ANY OF THE PATHS ON WHICH HG&E DEPENDS?

If NU controls more companies involved in any given transmission path it wil
lirectly control their transmission retes. If merger makes NU larger and mors
4] werfu tha W Ennar NU gcadersinig P influence s thear
3 S Dt oy Ve f ’\" {08 1 L ' .\f- ’ witt r ¢ 7 . then r
regar - " et




DOES THAT CONCLUDE YOUR TESTIMONY?

Yes, it does.



UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERCY REGULATORY

Docket Nos. EC90-10,000
ERYO-143-000, ERYO-144-000,
ER90-145-000, and EL90-9-000

NORTHEAST UTILITIES SERVIJE COMPANY
(Re Public Service Company of New
Hampshire)

et T Tt

AFFIDAV'T OF WITNESS

1 the undersigned, being duly sworn, deposes and says that the Prepared
Pirect Testimony of ROGER C. ALLEN served o. behalf of the City of Hulyoke
Gas & Electric Department in this proceeding is the testimony of the
undersigned, and that the exhibits sponsored by me to the best of my
knowledge, information and belief, are true, correct, accurate and complete,
and I hereby adopt said testimony as {f given by me in formal hearing, under

oath.

2 /y

e

SUBSCRIBED AND SWORN to before me, & Notary Public in the County of
Hampden, Commonwealth of Massachusetts, on this,t; day of May, 1990,

' g

Notafv Public

My Commisslion expires:
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QUALIFICATIONS OF ROGER C. ALLEN
Assistant Manager
City of Holyoke, Massachusetts
Gas & Electric Department

A » & \ | - 5 1
My responsibilities include the jperation, maintenance and planning for steam, eie

) generation, transmission and distribution, ind

195656 I.f';u ved as a licensed Stationar Engicer with the HG &
1962 Maae Assistant Superintendent of the Electric Division
1965 Appointed Superintendent of the Electric Division

1978 Appointed Assistan* Manager of HG&L

In addition to my duties at the HG&E, 1 have served on various committees related to
utility planning and operations as follows
NEPPA Power planning committee
APPA Genération and transmission committee
MMWEC Planning and Operations C
NEPOOL Plaaning Committee
NEPEX Operations Committee
NEPLAN Generation Task Forge
MMWEC Energy Committee

mmitiee

| have also submitted testimony on behalf of HG&E in several regulatory proceedings
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Exh\b1t<zi§
Page 2 of 2

(RCA-3)

HG&E's electric utility operations serve over 20,000 meters. In 1888, peak load
exceeded 57 megawatts (mW) and sales exceeded 262,000 MWh, Electric Division
operating revenues were $24,750,216 and operating expenses $22,783,263.

HG&E maintains over 1100 miles of above-ground and underground power lines.

HG&E provides natural gas service independently of its electric service. Neither
subsidize: the other. Competitive advantages of each prevail. For example, HG&E
will pre ‘de nature' gas for cogeneration by an electricity customer.

HG&E is dependent on its interconnections with and through NU to other utilities in
New England such as PSNH and NEPCO and their transmission facilities, as well as
to utilities in New York, New Brunswick and Quebec. HG&E's ability to provide
economical electricity supplies to ite customers depends on competition amoung
suppliers of electricity and transmission services.



TRANSMISSION OF POINT LEPREAU (NEW BRUNSWICH
AMOUNTS BILLED BY MEPCO, XU, AND PSNH+MAINE
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Page 1 of 2
NU/HWP TRANSHISSIUN AGREEMENTS
FERC FEKC Dates Rates*/
hgreement and Date B.S5. ¢ Submit'd Accepted Effective 3/ku-Year and Comments

A. Point Lepreay transmission contracts for MU fraction of Cavada-HERF path

HGAE 11-1-82 KWP 37 6.11-83 6-21-83 2-1.-83 $ §.38 as of i0-31-88
HGbE 11-1-88 sswsehot filed with the FERCww»wee  §24.27 as of 1-1-89
HGLE 4-25-90 wesnulot filed with the FER(wwwwe $11.06 term:10-31-94

B. NYPA transmission contracts for MU fraction of path; starting N.Y. horder

wellingford 7-1.85 WWP 38  9-30-85 12 -85 7-1.85 % 9.83 **/
Norwalk 3rd 7-1-85 HWP 36  ©0-30-85 12- <85 7-1-85 § 3.67 8/
S. Norwalk 7185 WP 40 9-30-85 12- -85 7.1.85 % 3.67 af
westfield 7-1+85 HKP 41 111786  1+9-87 7-185 § 9.83 %%/
Chicopee 7-1-85 HWP 42 11-17-86 1+9-87 7.1+85 8 9.83 **/
WGBE 7.1-88 HWP 43 11-17-86 1-9-87 7-1-85 § 9.83 **/
U160 7+1-88 HWP 64 111786 1-9-87 7.1-85 § 9.83 %%/
§. Hadley 7+1-85 WWP 45 11+17-8B6 1.9-87 4-23-86 § 9.83 **/
L her transmission reesents
Mt, Tenm 10-14-57 KWP 2 & s
KPAE |
NU GBT 6+1-70 WWP 22 &
HORE 13
NEPDOL 9e1-71 WP 24 & LV/PTF: § 5.70;
HPRE 15 EHV/PTF: § 2.75
CMEEC Trans 9-25-80 HWP 31 10-31-80 3-13-80 10-1-80 A:$3.67;
AHPRE 21 B:83.02;
C:81.56;
D:$2.62;
£:33.67
HGED/ 5.15-80 WP 32  5-24-82 B8-9-82 ¢l d/
Chicopee 11-1-88 svanaNot filed with the FER(wwans $11.06

- - -

Sources: NUSCO respenses to WGARE cata requests numbers Q-NUSCO-5, 6 & 7
and to HGAE follow-up data requests HGAE-F-1, F.2 and F-4, and
documents cross referenced in those responses,
Abbreviations: See next page.
*/ Unless otherwise indicated, rates shown are as of 2-1-80 per NU response.
**/ Contract termination date 6-30-95.
***/ Contract termination date 6-30-90,

3/ CMEEC Rate. Contract reassigned to CMEEC as of 1-8-90.

b/ Interconnection agreement, with about 200 ft of HWP "transmission” to WMECO.
¢/ Supersedes earlier agreement effective 1-1-73,

d/ WMECO: $23,900/year; MPRE: 3500/year + $110/month.



Exhivit 335 (RCA-S)

Page 2 of 2
FERC Transmitting Type of Rates*/
Agreement and Date R.S. # Utilities Service $/kw-Year

0. Point Lepreau transmission contracts for WU fraction of Canada-hobt path

HGLE 11-1.82 HWP 37 CLAP/WMECO/MWP NON-FIRM § 5,38 as of 10-31-88
hG3E 11-1-88% enone= CLAP/WMECO/HWP NON-FIRM $24.27 as of 1-1-89
HGLE 4.26-90 =none= CLAP/WMECO/HWP NON-FIRM $11.06 term:10-31-94

E. MYPA transamission contracts for WU fraction of path; starting K.Y, porder

wellingford 7<j.85 HWP 38 CLEP/WMECO/HNP FIRM $ 9.83
Norwalk 3rd 7-1+70 HWP 39  CLAP/WMECO/HWP F1RM $ 3.67
$. Korw 's /=185 HWP 40 CLEP/WMECO/HWP FIRM $ 3.67
Wee.rield 7-1-88 HWP 41 CLBP/WRECO/HWP FIRM $ 6.83
Chicopee 7-1-85 HWP 42 CL&P/WMECD/KWP FIRM $ 9.83
HOBE 7-1-85 HWP 43 CLEP/WMECO/NWP FlRM $ 9.83
uige 7-1-85 HwP 44 CLAP/WMECO/HWP FIRM $ 9.83
S. Kadey 7-1-85% HWP &5 CLAP/WMECO/KWP FIRM $ 9.83
F. Other transeission agreements
Mt. Tom x/ 10+14-57 KWP 2 & HPAE N/A
HPRE |
NU G&T 6-1-70 HWP 228 CLAP/MELC/HPRE/
H"&E 13 HWP/WMECD N/A
NEPAOL 9-1-71 HWP 248 NEPOOL SIGHA- LV/PYF: § §.70;
HP&E L5 TCORIES EHV/PTF: §$ 2.75
CMEEC Trans 9-25-80 H¥P 31 CLAP/HELC/HPRE/ FleM A:$3.67;
LHPRE 21 HNP/WHECD B:33.62;
C:$1.586;
0:§3.62;
E:s3067
HGLE 5-15-80 HWP 3¢ WHECO/HWP
Chicepee 11-1-88 snone* CL&P/NU $11.06

————— - - -

*/ Rates from previous page.

x/ Buyers ave NEPCD, WMECO and HWP.

Abkreviations:
CL4® « Connecticut Light & Power Company [NU sub.)
CMEEC = Connecticut Municipal Electric Cooperative

HELC = Hartford Electric Light Compary [absorbed by CLAP]
HGSE = Holyoke.Gas & Electric Department
HPLE = Holyoke Power & Electric Company [NU & HWP sub.]
Hwb = Holyoke water Power Company [NU sub.]
NYPA = New York Puwer Authority = PASNY =
= Power Authprity of the State of New York
yrco = United "‘luminating Company
WHMECD = Western Mas-achusetts Electric Company [NU sub.]



