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POLICY ON PRE-APPROVAL OF UTILITY INVESTMENT
IN NEW PLANTS AND MAJOR MODIFICATIONS TO
EYISTING PLANTS

Your office requestec that SLITP review the Massachusetts Department of
Public Utilities (DPU) Annual Report-Fisca) Year 1988 for any highlights
to be brought to ycur attention, We have identified an item for your
irformation. The DPU anrounced cn May 12, 1988 2 new policy which would
require pre-approval of utility investment ir new plants or major mocdifi-
catfions to existing plants before any funds are expended by the utility
company. The pre-approval approach requires the utility to demonstrate
that the proposed construction represents the least-cost alternative to
meet projected electricity demend. The terms under which the utility
would reccver its costs and the terms under which ratepayers would pay
for capacity and energy would be specified in advance of projected
expenditures. Massachusetts utilities will be required to compare 211 of
their resource options and be required to consider efficiency, cost and
ervironmental impact in making a selection, Attachmert 1, dated

October 28, 1988, 1s a2 copy of the DPU rule which sets the requirements
for pre-approvel of major electric company invectments in new plants and
major modifications to existing plants.

Pre-approval of new plants appears to be consistent with the Commission's
philosophy on early site permits and standardization and provides
utilities with the stability and certainty for which they seek., Under the
traditions1 regulatory 2pproach, utility planning and construction of a
plent are subject to after-the-fact review by & State public utility
commission, This leads to uncertainty on the part of the utility about
fts ability to recover its investment. Under the new DP!! policy, these
matters are decided beforehand, eliminating that uncertainty.

We reviewed the UPU regulation for 1ts potential 2ffect on existing
facilities. The DPU regulation states that pre-approva) for routine
meintenance on existing plants 1s not required. The three instances
where pre-approval for modifications to existing plants will be required

are 1f the expenditures: (1) materiall nd the useful 1ife of the
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plant; (2) meterially increase the capacity of the plant; or (3) are
experted to exceed $250,000 per megawatt of net capacity to be expended
during a2 single plant outage. The regulation allows electric companies
to seek recovery of costs without prior approval of the DPU 1f the
expenditures are necessary for safety or health reasons in an emergency
situation for the protection of the company's fnvestment, or s otherwise
in the public interest as determined by the DPU. Attachment 2 1s a press
relezse dated December 6, 1589 which describes the process fn greater
detail and provides a comparison of the DPU approach with the traditiona)
regulatory approach, Attachment 3 1s an article from the Wall Street

Journal which gives some industry reaction to the Massachusetts UPU approach.
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D.P.U. 86-36-E

Investigation by the Department of Public Utilities on its own
motion, pursuant to Section 76 of Chapter 164 of the General
Laws, into the pricing end rstemaking treatment to be afforded
new electric generating facilities which are not Qualifying

Facilities as defined in 220 C.M.R. B.02.

Attachment 1
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- INTRODUCTION

On May 12, 1988, the Department of Public Utilities
("Department”) issued en Order and Proposed regulations in this
continuing investigation into the &ppropriste ratemaking
treatment to be afforded supply and demand-management
expenditures made by electric utilities to serve their
castomer:.i/ In our May 12 Order, we datermined that the
Tecord was sufficient to decide the regulatory treatment for the
Tecovery of investment in i.aw plant and that the early
Tesclution of that ‘~.ue was desirable and consistent with
east-cost Iategrated planning. D.P.U. 8B8-36-C, PP. 14-15
(19BB). The Dcpirtment recognized that the investigation would
rontinue to resclve the ocutstending issues regarding the best
r 2d(s) to ensure the inclusion ©of all supply and
Cemand-management options in the context of a utility's
least-cost integrated planning process.

After review of the extensive comments received during the
course ©f the investigation, the Department announced in the
Mey 12 Order thet henceforth "it is the policy of the Department
©f Public Utilities that electric company investment in new
seneration fecilities and major incremental electric company
investment may be recovered only pursuant to a pre-approvel
contract Order of the Department....” 14., p. 98. The

pPre-spproval approach adopted by the Department requires . s

1/ The complete history and scope of this proceeding was

- summarized in D.P.U. B6-36-C and the Orders cited therein.
€ will not repest the detailed account ©f the development
£ thie investigation in this Order.
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pre-construction review by the Department to sssess the
economics and nonprice benefits of s utility's proposed major
generating plant investment as compared to the costs 5nd,
benefits of reasonable alternstives. Cost recovery of an
approved proposal would be determined in advance of construction
expenditures. In this manner the risks and benefits of the
proposal would be explicitly considered and slloceted between
shareholders and ratepayers before the commencement of
construction. 1d., p. S52.

The reguletions proposed by the Department were designed as
& transitional measure to implement the Department’'s policy
regarding pre-approval of major investment in generating
facilities by en electric company pending the completion of a
more comprehensive regulstory process. 18., pp. 14-15.

11. DESCRIPTION OF PROPOSED REGULATIONS

As described in the May 12 Order, the proposed regulations
consist of four sections. The first section outlines the
purpcse and scope of the proposed reguleations and defines
several important terms. As proposed, the regulastions weould
establish procedural rules for the recovery of the costs
ISSPCiIted with "major incremental investment in electric power
generating facilities” (Section 9.01(1)). The proposed
regulstions define major incremental investment in electric
power generating facilities es:

.+..(a) capital expenditures to construct new generating

piant; or (b) capital expenditures made in connection

with a company's existing generating plant where such
expenditures (1) materislly extend the useful life of
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the plant, (2) materisily increase the capacity of the
plent, or (3) sre expected to exceed $250,000 per
megawatt of net maximum capscity.

(Section 9.01(3)).

The second section of the proposed regulations otfcbiiuhos
that except for emergency or sesfety reasons determined by the
Department, cost recovery by electric companies for major
incremental investment in electric power Qenersting facilities
is conditiconed on the prior approval of the Department
(Section §.02(1) and (3)). Costs recovery terms approved by the
Department would be deemed to be just, reasonable, prudent, and
Tequired by the public interest within the mesning of G.L.
€. 164, secs. 94 and 94G (Section 9.02(2)).

The third section of the proposed regulations establishes

filing requirements for an elsctric company seeking approval of
8 proposal. The electric company would be required to file:
(a) & complete description of the construction proposal;
(b) proposed cost recovery terms: (c) a demonstration of the
need for the facility including s demonstrution that the
propesal would result in net benefits for ratepayers in
comparison with reassonable alternative investments: (d) results
of any public solicitation of third-party propossls to provide
the service to be met by the company's propossl; and (e) the
proposed organizational and sccounting methods to tnsulatc‘tho
uiility's base rate cost of capital from the effects of the
proposal (Section 9.03). .

The final section of the proposed regulations establishes

the procedure for Department review of s proposel. The electric
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company would be required tc publish notiéo and the Department
roold hold hearings on the Proposal. After notice, review and
evidentiary hearings, the Department would issue an *, . Order
concerning pre-approval of such proposal and the terms of cos+t
Tecovery as shall be just, ressonsble and reqguired by the public
interest” (Section 9.04).

111. COMMENTS IN RESPONSE TO THE PROPOSED REGULATIONS

A. Overview

On July 6, 1988, the Department held a public hearing to
sccept comments on the proposed regulstions. Representatives of
the Executive Office of Energy Resources ("EOCER"), the Attorney
General of the Commonwealth ("Attorney General"), Massachusetts
Electric Company (*MECo”") and Boston Edison Company ("BECo")
commented at the public hearing. Written comments were
submitted by EOER; the Attorney General:; MECo: BECo;
Representative Lawrence R. Alexander, Chairman, Committee on
Energy: the staff of the Energy Fecilities Siting Council
("EFSC"): the Massachusetts Public Interest Research Group
("MASSPIRG"); Western Messachusetts Electric Company ("WMECo"):
Fitchburg Gas end Electric Light Company ("Fitchburg”);
Nantucket Electric Company ("Nantucket"); and Cembridge Electric
Light Company and Commonwealth Electric Company (jointly
"CEL/Com").

Before summarizing the comments Teceived in response -to the
proposed reguiations, the Department re ats that it intended

that this phase of the continuing dnve: ‘ation focus on the
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issue of the implementation mechanism set forth in the proposed
transitional regulastions. We attempted to make it clear in
D.P.U. B6-36-C (1) what had been decided by the Department
(e.g.., adoption of pre-approval contract approach): (2) what
Tremained to be decided in the ongoing investigation (e.g., what
method is eppropriaste to integrate all resources, whether
all-source bidding shoulc be mandsted., etc.); (3) what should be
decided on 8 cese-by-case basis (specific terms for pre-approved
contracts); and (4) the limited scope of this phase of the
proceedings (comments regarding the specifics of the proposed
Tegulations). Nonetheless, many of the comments addressed
issues that transcend the scope of this phase of the
investigation either because they involve matters that the
Department has indicated will be resolved in the continuing
portion of this investigation or because they involve matters
that should be resclved on a case-by-case basis. In addition,
Some comments essentially ask the Department to reconsider
cecisions set forth in the May 12 Order.

For instance, the Attorney General repests many of the
arguments he made in the last phase of this proceeding and
Tequests that the Department refrain from issuing final
reguletions. Accordingly, he asks the Department to reconsider
its decision to implement the pre-approval contract approach
(Attorney Genereal's Comments, p. 14). Similerly, portions of
the comments filed by MASSPIRG and EOER repeat positions
considered by the Department in D.P.U. B6-36-C. The comments
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Taise no new issues that would cause us to reconsider the May 12
Order.

Some of the comments submitted in response to the 'proposed
Tegulations expressed the opinion that the implementstion of the
Pre-approval contract spproach should await development of a
least cost integrated pisnning process (Comments of
Representative Alexander, PP. 1-3; EOER Final Comments, p. 2):
MASSPIRG Comments, p. 6). The resolution of these issues must
be considered in the context ©f the finsl disposition of the
Proceedings. The promulgation of regulatii.s to ensure the
integration of 811 resources will be the focus of the last phase
©f this investigation, but for the ressons outlined in
D.P.U. B6-33-C, the pPre-spproval contract spproach is consistent
with lesst-cost integrated planning and its implementation need
not be deleyed pending resolution of all cutstanding issues.
D.P.U. B6-36-C, p. 14. While the imradiate completion of the
entire investigation would be desirable, it is not pPossible to
do 50. Given the time frame necessary for completion of the
investigation and implementation of sdditional Tegulations, the
suggestion that we delay implementing the Department's policy
with regard to the ratemaking trestment of slectric company
investment 4in generating plant is not convincing. As we stated
in D.P.VU. 86-33-C, the cost Tecovery policy for new generating
plant and major capitel investment in existing generating plant
became effective on May 12, 1988, 1a.

B. Coordinstion with EFSC

Many comments urged the Department to esteblish a procedure
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to coordinate its review with that of the EFSC (EFSC Comments,
PP. 1-9: EOER Final Comments, p. 19; Fitchburg Comments,

pp. 5-6; CEL/Com Comments, pp. 3-4: BECo Comments, pp. 2-4).
The Department sgrees that any potential conflict or redundancy
in the roles of the two agencies should be nztigotod'nnd intends
to consider this issue in the context of estadblishing procedures
in the next phase of this case. Formal rYegulatory changes at
this time do not appear to be necessary given the transitional
nature of the regulations being issued today. The Department
will be working with the EFSC to discuss ways to avoid any
sadministrative 1poffic1.nc1.s. To the extent that any
regulatory change is deemed necessary or desirable, & formal
Tulemaking proceeding would be initiated.

C. Project Substitution or Cancellation

Many of the comments were submitted regarding the
Circumstances end manner in which the Department would permit
cancellation, substitution or Trecpening of a previously approved
ratemaking treatment for a project to be constructed by an
electric company (EQER Preliminary Comments, Pp. 9-14: MASSPIRG
Comments, pp. 8-9; Fitchburg Comments, pp. 10-11; CEL/Com
Comments, pp. 14-15; Nantucket Comments, p. 2: BECo Comments,
p- B: NEP Comments, p. 1). In D.P.U. B6-36-C, the Department
addressed this {ssue in some detail and outlined the limited
circumstances in which a company would be relieved of its
obligation to supply electricity under the terms of an aprroved
agreement. The Department determined that the benefits of the

pre-spproval ontract spproach would be substantially undermined
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if spproved ratemaking terms were subject to ongoing
reconsideration and that sppropriste incentives existed for
electric companies to cancel and substitute a project'if it were
held to the pricing provisions initially allowed. 14.,
Pp. B3-B5. None of the comments filed in response to the
pProposed regulastions would compel us to alter the determinction
that strict limitations on any change in ratemaking terms are
necessary to ensure fairness and symmetry of ratemaking
treatment. Nonetheless, the Department egrees that the
Circumstances and manner of project substitution is something
that should be sddressed on & case-by-case basis as part of the
consideration of s pre-approval contract propesal.

In that regard, NEP has proposed the following sentence to
be sdded at the end of Section 9.03(1)(b):

Such terms must eddress the circumstances and terms

under which the utility w .1d be allowed to fulfill the

energy and/or cepacity obligations under the requested

Order with alternative sources.
The Department finds that this procedural requirement is
aprropriste so that it may consider the issue on e case-by-case
besis consistent with the policies outlined in D.P.U. 86-36-C.
The provision hes, therefore, been added to the final

reg.lations in substentiaslly the same form proposed by N:P.Z/

2/ The eaddition of this languasge is not intended to alter the
substance of the Department's discussion in the May 12 Order
regarding project substitution and the finding that
"...pre-approval Orders should not be reopened to
accommodate changed circumstences.” I1d., p. 83. Rather,
the language is intended only to regquire the electric
company to sddress procedurally the manner and conditions by
which the substitution of an alternative scurce "comparable
tc the originsl project” could be proposed by the company
and evsiusted by the Department. 1d., p. B4.
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D. Allocestion of Rigks and Rewards

A number of comments can be categorized es addressing the
8ppropriste allocation of risk and reward associated with the
new regulatory framework. BECo end WMECO express the concern
that there should be some limit to the electric company's
liability 4in the event of project’'s fallure (BECo Comments,
PP. 11-12: WMECo Comments, Pp. 6-7). CEL/Com coument that
inflation risks for a corpany could be reduced by permitting
adjustments linked to accepted price indices (CEL/Com Comments,
P- 3). They also ergue that a two-stage review process should
be established to allow for the electric company to obtain all
necessary permits before final approval of Tatemaking terms.
Under this system, a company should be entitled to recover costs
incurred for an sbandoned Project if it were unable to receive
Other regulatory spprovals (id., pp. 4-5).

In D.P.U. B6-36-C, the Department made explicit findings
regarding the appropriste sllocation of risk end rewvard
envisioned by the new reguletory framework. Some comments
address issues that were decided in D.P.U. B6-36-C, and the
Department finds that the commenters have presented no new
information or argument that has not already been considered or
would justify reconsideration st this time. Other comments seek
& determination as to whether a particuler risk ellocation would
be acceptable. The Department finds that risk allocetion
decisions, other than the general framework established in

D.P.U. B6-36-C, are better left to review in the context of
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8 specific investigation of & company's petition for ratemaking
&éppioval. The Department would then be able to consider the
allocation of risks, rewards and incen S presented relative
to & specific project PToposal and to determine 1f the proposed
allocation is appropriste for Tatepayers and the company.

CEL/Com comment that the reference in Section 9.02(2) to
G.L. c. 164, secs. 94 encd 94C is unnecessarily limiting. They
argue that gpecifying that costs incurred under the terms of the
Department's pre-approval of Tatemaking are deemed reasonable
pursuant to those statutory provisions could result in their
being interpreted to be imprudent under the terms of another or
future statutory provision (CEL/Com Comments, PPp. 10-11),
CEL/Com suggest that the Department end the pProposed regulation
after the words "...sand incurred Teascnably and prudently.” The
Department egrees that the intent of Section 9.02(2) is to
ensure that the terms of the Pre-approval shall be deemed
reasonable for all cost recovery purposes. Accordingly, to
aveid any other implication, the Department sdopts CEL/Com's
suggestion.

BECo recommends that requests for approval of financing
euthority relating to e pPre-approved project be isclated and
treated es part of the Pre-approval process (BECo Comments,

P- 14). The Department reiterstes the view expressed in D.P.U.
B6-36~C that the pPre-approval of the project will essentially
establish an irrebuttable presumption that the project is

reasoneble for purposes of financing approval, thus limiting the
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scope of review for financing cases. 1d., pp. 112-113,
Accordingly, no changes to the proposed regulstions are

" ]

necessary.

In D.P.U. B6-36-C, the Department also solicited comments
regarding accounting, financing or other structurasl mechanisms
that could be adopted to insulate ratepayers from the impacts of
losses and guins of @ pre-approved project. 1d., p. 113. The
comments submitted on this issue scknowledge the Department's
concerns, but do not offer a sclution that can be applied in all
cases (BECo Comments, pp. £-12; CEL/Com Comments, pp. 17-18:
Fitchburg Comments, pp. 12-13: WMECo Comments, pp. 6-7; MASSPIRG
Comments, p. 12). The Department finds that the resolution of
this issue must be viewed in the context of the entire risk
ellocation package presented by & specific proposesl and an
electric company's corporate organization,. Accordingly, the
issue is not addressed in the regulations and will be decided on
& case~by-case basis.

E. Pre-Approval and Integrated Resource Planning

Several of the comments address how the pre-approval process
will relate to third party contracts for purchased power and
mejor transmission projects that would substitute for generating
capacity (BECo Comments, p. 13; CEL/Com Comments, pp. 6-7: EOER
Final Comments, p. 14; Fitchburg Comments, p. 13). The question
©f how all resources should be integreted in the Departméent's
Teview of a utility's least cost Plenning process is the subject

©f the ongoing investigation in this docket. For the interim,



D.P.U. B6-36-E Page 12

the present statutory and Tegulatory structure reguires
Department approval of most long-term third party contracts for

3/

electricity.~ QFs are reviewed in the context of the

provisions of 220 C.M.R. 8.00. Purchases of electricity for a
period in excess of one year must be pre-approved by the
Department pursuant to G.L. 164, sec. 94A. Transmigssion
facilities must be sapproved in sccordance with G.L. 164,

sec. 72. Accordingly, no further regulatory change is
necessary, pending the completion of the final phase of this
docket.

F. Threshold for Department Review for Pre-Approval

in response to gquestions posed by the Department, numerous
comments were submitted regarding the £250 per Kw threshold for
capital expenditures on existing generating plant. Section
9.01(3) requires pre-spproval of all expenditures in existing
plant that either materislly extend the life of the plant or
materially increase the capacity of the plant (Sections
$.01(3)(b)(1) and (2)). Additional.y, ell expenditures ir an
existing plant that exceed $250 per KW of net maximum capacity
are subject to pre-spproval (Section §.01(3)(b)(3)). EOER and
MASSPIRG argue that the §250 per KW threshold is too high. EOER
states that while annual capitel expenditures for nuclear

generating plants average about $32 per Kw, "...major

3/ The ressonableness of short-term purchesing prectices of
electric companies is subject to the Department's review
Quarterly pursuant to the provisions of ..L. c. 164,
sec. 94G.
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incremental investments are sometimes made on the order of §100
to S150 per KW per year" (EOER Finsl Comments, pp. 15-16). EQEP
asserts that the threshold should cepture such naJor"
investments.

MASSPIRG suggests that any mesningful threshold should
consider the remaining life of capital sdditions and incrementa)
Ooperation and maintenance expenses ©f an existing plant
(MASSPIRG Comments, pp. 9-11).

WMECO comments that the $250 per KW threshold is appropriate
if it epplies to @ single project or group of closely related
projects undertaken st @ $ingle point 4in time, but Suggests that
the amount set forth in the regulaticns be indexed to account
for inflation (WMECo Comments, pp. %-6).

Fitchburg supports the thresheld, but suggests that projects
below the threshold be ellowed into the Pre-approvsl process if
& company believes that benefits associated with the
pPre-spproval approach Justify the procedural effort required to
obtain Department spproval (Fitchburg Comments, PP. 2-3).

EECo suggests that thr regulations should be clarified to
provide that the Pre-approval threshold apply to capital
expenditures that are to occur in one generating unit through
planned outages over two Yyears or less (BECo Comments, P. 12).

CEL/Com argue that <the pProposed threshold is unreslistically
low (CEL/Com Comments, P. 8) and should slso &pply to any life
extension or ceapacity expansion projects. CEL/Com suggest that

pre-approval be obtained only for Projects that exceed
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O percent of a company's rate base. CEL/Com slso assert that
the threshold should be spplied to investments in new generating
Capacity to avoid the unnecessary sdministrative delays and cost
for relatively small projects (id., pp. B8-9).

None ©f the comments submitted on this issue persuade us to
amend substantively the definition of *major incremental
investment in electric generating fecilities" contained in the
proposed regulation. While we share CEL/Com's concern that
administrative costs associated with a project might represent a
small portion of a company's total generating capacity, we are
confident that the scope of the Department's investigation into
& proposal can take into account the magnitude of a proposed
project relative to the size of »a company.

We are similarly unconvinced by the comments of ECER and
MASSPIRG that the threshold is too high. MASSPIRG raises &
legitimate issue regarding the life-cycle capital expenditures
for generating units, but this issue would be considered in the
context of the economic necessity of a capital expenditure.
Whether a capital expenditure is submitted as part of the
pPre-approval procedure or is reviewed after construction under
the traditional prudent, used and useful standard, the
Department would be required to consider future capital

edditions in determining the cost-effectiveness of the

expenditure. WMECo, D.P.U. 85-270, pp. 86-B7 (1986). Thus, the

life-cycle capital expenditures of a generating unit are
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reviewed under either approach before a large capital project
ma2y be reflected in rates.

We wish to clarify one point to address the concefns-
expressed by the EOER. It was not our intent that the £250 per
KW threshold be an annual 1imit, but rather would apply, as
suggestesd by WMECO, to @ project or combination of closely
releted projects on a single genersting unit, Accordingly, we
have modified the final regulations to clarify the Department's
intent that the threshold epply to the total capital
expenditures that are to be incurred during & capital project
inveolving a generating unit, even 4if the time to complete the
project exceeds one year in durastion.

G. Time Frame for Department Review

Several commenters address the issue of an appropriate time
limit for the Department's review of an slectric company's
proposal for pre-spproval of s project. BECo states that a
six-month review process would be desirable (Tr. X111,

PP. 115-117). BECo contends that a six-month Treview might be
achievable if the Department also sdopted BECo's suggestion to
engage the services of a mutuelly agreeable consultant. The
consultant would be available to the Department to assist in its
review of the proposal and would be paid by the electric company
and included ss a development cost of the project (BECo
Comments, pp. 4-5). Fitchourg and Nantucket also favor the
six-month zeview limitetion (Fitchburg Comments, Pp. 4-5;

Nantucket Comments, p. 2).



D.P.U. B6E-36-E Page 16

The Attorney General suggests that a twelve-month time frame
would be pdegquate, except in the case ©f a very complicated case
(Tr. XII, p. 136). The EOER suggests that the length of. the
review process should be linked to the Present RFP review cycle
(Tr. X11, p. 83).

We agree with the EOER that there should be & direct linkage
between the review of company proposals and the review of
alternatives. This issue will be of Psramount importance in the
next phase of this investigation. Because of the transitional
nature of the regulations promulgated today and the wide range
©f proposals that could be submitted under these regulstions,
the Department finds that it is appropriate to establish a
general eight-month time limitation for Treview. A provisien
codifying the eiyht-month review period has been inserted in
Section 9.04 of the regulations.

H. Pre-Approved Contract Analysis Time Frame

BECo and CEL/Com also filed comments regarding the
appropriate time frame for anslyzing the net present value of
the benefits and costs of a propossl (BECo Comments, PpP. 14-15;
CEL/Com Comments, p. 16). The Department in the past has looked
to @ 20-year planning horizon when evaluating proposed QOF
contracts. We agree, however, with both BECo and CEL/Com that,
in light of the possible cost and non-cost sttributes eassociated
with any proposed project in comparison to any other options, e
rigid spplication of a pariicular time frame may not be

sppropriate for the purposes ©i these regulstions. Accordingly,
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the Department will not establish any such reQuirements for
these transitional regulstions. Instead, we will consider the
sppropriste time frame over which to consider costs and benefits

in the context of our continuing investigation in this docket.

1. Pre-Approval and Additions to Existing Fecilities

WMECO filed comments regarding the applicability of the
regulations to existing facilities (WMECo Comments, pp. 3-4).
WMECO argues that because existing facilities were reviewed
pursuant to other regulatory standards, they should not be
subject to pre-approval. 1In the case of Millstone 3, WMECO
contends that the Department has slready reflected future
capital additions in its calculation of the used and useful
portion of the facility and, therefore, those additicns should
be exempted from the regulations (1d.).

On the issue of the epplicability of the new standard to
existing facilities, the Department reiterates that the
pre-approval contract approach only applies prospectively to
existing plant 4f the capital sxpenditure materially extends the
useful life of the _ant, materieally increases its capacity, or
exceeds $250,000 per megawatt of net maximum capacity
(Section 9.01(3)(b)). As to the allegation that future capacity
additions to the Millstone 3 plant should be exempted from the
process, the Department finds no merit to WMECo's argument. As
we stated supra, the Department did consider WMECo's estimate of
future capital sdditions in Millstone 3 in determining the life

cycle economic usefulness of the plant. WMECo, D.P.U., 85-270,
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Pp. B6-B7 (1986). Nonetheless, there will be no double penalty
associsted with subjecting any such additions that would be
covered by the regulations to the pre-approval procol;.
Assumptions regarding these and other future events were
incorporated in the Department's analysis based on the best
information available at the time. The assumptions about future
Capital sdditions in that cese were used to determine the
economic usefulness of Millstone 3, but the Order did not
Purport to pre-spprove or limit the level of future capital
expenditures or projects. Accordingly, rate treatment of any
future capital sdditions to Millstone 3 was not decided in
D.P.U. B5-270 and will be decided, in the future, on the merits
©f the investment. Thus, the fact that Millstone 3 capital
additions were considered for limited Purposes by the Department
in D.P.U. B5-270 4s irrelevant for deciding the issue of whether
the ratemaking standard should be the traditional prudent, used
and hscful method, or the Pre-approval contrect approach.
Ratemaking trestment of capital projects for existing generating
plant will be reviewed under the pPre-approval contract approach
if they meet the definition set forth in Section 9.01(3)(b).

® BECo addresses the epplicability of the regulations to
existing facilities that are Jointly owned by & number of
utilities, located outside of Massachusetts and whose lead owner
is not regulated by Massachusetts (BECo Comments, p. 17;

Tr. X11, p. 111). BECo's primary concern involves the
pPossibility that a Massachusetts company might not be able to
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dictate future cepital éxpenditures in an existing, Jointly
owned facility. The Department recognizes that under existing
contractual arrangements, Massachusetts electric companies may
be effectively precluded in certain circumctances from svoiding
capital expenditures on existing facilities that would normally
be subject to the regulations. Where Massachusetts electric
companies or their affiliates jointly do not exert effective
control over a decision to make an investment in an existing
facility that normally would be subject to the pre-approval
process, the Department will consider an exception to the
Tegulations. The Department has included & genersal exceptions
pProvision as Section 9.05 which may be used, among other things,
tOo review any reguest by an electric company that it be granted
an exception from a generally applicable regulation, where
Circumstances may warrant. The Department notes, however, that
while minority jeoint ownership may preciude an electric company
from seeking spproval of s capital expenditure in advance, such
company 4§ in no way relieved of Tesponsibility of the decisions
of joint owners. Under traditional ratemaking principles,
"[w)lhere the minority psrticipant agrees to cede & brosd grant
of suthority to the lead participant, the sctions of the lead
perticipant are imputed to the minority participant. Pitchburg
Ces and Electric Light Company, D.P.U. 84-145-A, p. 11 (1985).

J. BECo's Reguest for Zlarification

In its comments, BECo included eight questions about which

it seeks clsrificastion. Two of the questions invoive the rate
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treatment of common fecilities and additions to existing
facilities that may be partiaslly Subject to traditional rate
base regulestion (16., p. 18, guestions b and d): three guestions
deal with the Possibility of S$elling a pre-approved unit,
Selling electricity from a unit on the spot market and ceasing
operation of 8 unit (18., pp. 18-19, questions C, @ eand g); one
Juestion ssks whether the Department's review of generating unit
performance will be limited to the conditions specified in the
Department's pre-approval (48., p. 19, gquestion f£). The
Department finds that each ©f these issues cannot be resoclved in
the abstract, but would more properly be the subject of
consideration in the context of & proposal. Accordingly, the
Department declines to address them in this Order.

BECo alsc asks that the Department clarify the meaning of
the term "useful 1ife" as set forth in Section 9.01(3) (44.,
P.- 1B, question a). Because as was stated in D.P.U. 86-36-C,
the Department did *...not intend that Pre-approval be reguired
for routine maintenance on existing plant,* 4t included in the
Tegulations three instances where capital expenditures on
existing plant were tantamount to investment in new generating
pPlant and, therefore, would have to be Pre-approved. D.P.U.
B6-36-C, pp. 105-106. The situstion in which investment would
"materielly extend the useful life of the plant” is intended to
distinguish conceptually those expenditures nesded to maintain
the plant's operation for the life of the plant &s would be

projected before the cepitel improvements. If any company has
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any doubts about whether & future project is covered by the
regulations, it may submit the specific facts and seek an
sdvisory ruling from the Department pursuant to 220 CiM.R. 2.08.

Finally, BECo comments that Section 9.03(b) seems to suggest
that any pre-spproval unit must be dispatchable. The Department
did not mean to imply th§t an electric company would rnecessarily
be precluded from making an investment in & "must-run” unit.
Accordingly, the Department has deleted the words "on »
dispatchable basis"™ from Section 9.03(b) in the final
regulations.

IV. ORDER

Accordingly, after due notice, hearing and considerstio., it

is

ORDERED: That 220 C.M.R. is amended by adding Part .00 as

attached hereto; and it is

FURTHER ORDERED: That the attsched regulations shall take

effect when published by the Secretery of Stste in the

Massachusetts Register pursuant to G.L. ¢. 30A, sec. 6.

By der of the Department,

ice

Commissioners pafticipating in the
decision of D.P.U., B6-36~E were;
McIntyre, Chairman; Werlin and
Tierney
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220 C.M.R. 9.00: COST RECOVERY FOR MAJOR ELECTRIC COMPANY
GENERATION INVESTMENTS

Section '

$.01: Purpose, Scope, and Definitions

$.02: Standard for Recovery of Costs Associated with Major
Incremental Investment in Electric Company Generating
Facilities

9.03: Filing Reguirements

5.04: Procedure for Review

9.05: Exceptions

9.01: Purpose, Scope, and Definitions

(1) Purpose. The pPurpose of these regulstions is to
establish rules for ihe recovery by electric companies of
the costs of major increments) investments in electric

generation.

(2) Scope. These rules 8ppPly to major incremental
investments in electric power generstion facilities by
electric companies made on or after the effective date of

these rules.

(3) Definitions. As used in this rule, the term

"major incremental investment in electric power generation
fecilities” means cepital expenditures to construct (a) new
generating plant; or (b) cepital expenditures made in
connection with & company's existing generating plant where
such expenditures: (1) meterially extend the useful life of
the plant; (2) materislly increasse the capacity of the

plant; or (3) are expected to exceed §250,000 per megawatt
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9.

02: Standard for Recove

©f net maximum capacity to be expended during & single plant
cutage, or uninterrupted construction project or combination

©f closely related projects.

of Costs Associsted with Major

Incremental Investment in lectric ompany Gcnerntxng
acilities

(1) Except as set forth in $.02(3), below, no electric

company may recover costs sssociated with major incremental
investment in electric power generating facilities without
obtaining the prior approval of the Department pursuant <o

these rules for the incurrence ©of such costs.

(2) Cost recovery under the terms ©f a Department
Order i{ssued pursuant to these rules is, by virtue of having
been approved in such an Order, proper, Just and reasonable
and required by the public interest, and incurred reasonably

and prudently.

(3) Electric companies may seek recovery of costs
8550Cisted with major incremental investment in electric
power generating facilities without prior approval of the
Department only if such expenditures &re made on existing
generating plant and the immediate commencement of
construction activities is necessary for safety or health
Teasons in an emergency situation for the protection of the

company's investment in existing plant, or is otherwise in
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the public interest as determined by the Department. 1In
Such a case, the company must file s petition for epproval
immediately upon becoming aware that such e clpital project
will constitute & major incremental investment 1n electric

Power genersting facilities.

$.03: Filing Reguirements

(1) Each electric company shall file, together with
any petition for pre-approval of COst recovery under this
rule, the following:

(oi A description of the Proposed new faciiity,
©r eaddition, life-extension, repowering, or other
incremental source of utility-owned generating
capacity, including size in megawatts ("MW") (both
summer and winter Capability retings); technology,
including major polliution control equipment and whether
the plant is a cogenerator; hest rate: expected
8vailability; expected 1ife of plant; primary fuel and
any back-up fuel(s); source(s) of fuel(s); related
facilities to deliver and/or store fuel(s), to transmit

. power from the facility, and to reinforce the bulk
power transmission system; location (1ncluding adlress,
parcel mep, zoning designation); joint or common
ownership, 4f any; complete list of applicable ;tnto.

local and federal liicenses hecsssary for the
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facilities: end project mchedule (including major
milestones relating to licensing, financing,
construction, in-service dates). .

(b) Proposed cost Trecovery terms conliltoﬁt with
the Order 4r D.P.U. B6-36-C, including length of the
Cost recovery period, provision for treatment of
construction, fuel, fixed and variable operations and
maintenance and cepital edditions costs, and provision
for trestment of costs in the event of cancelletion or
sbandonment of the facility. Such terms wmust include
the provision that the company is unconditionally
obligatdd to provide the energy and/or ceapacity under
the terms set forth in the requested Order, or their
Tessonable eguivalent. Such terms Rust address the
circumstences and terms in which the electric company
would be sllowed to fulfill the energy and/or capacity
vbligations under the Tequested Order with alternative
sources.

(c) A demonstration of the need for the facility,
and & demonstration that the construction and operation
©f the proposed fecility pursuant to the proposed cost
recovery terms will result in positive net present
value benefits for Tatepayers Jver the !ife of the
facility, considering guantifisble sxternslities,
cumpared with reascnable slternstive investments,

consistent with safe and relfable electric service,
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9.04:

diversity of suppiy and demand options, and ressonable
protections against uncertainty of future costs and
demand. A

(d) To the extent the company has choc;n to
solicit proposals or bids to provide the cepacity
and/or energy in Question, the results of the
sclicitation shall be submitted as evidence rogarding
the issue of whether the Proposal will result in
Positive net present value benefits set forth in
$.03(1)(c). The results of the sclicitetion must be
accompanied by 8 description of the sclicitation
proccss; including eligibility to participete and
Criteris for selection, and @ demonstration that, in
the event the company chose to participate in such
solicitation process in competition with other
potentisl providers of such electricity services, the
risk of bias through self-dealing wes eliminated and
has not affected the selection of the company's
Proposal as e winning Proposal or bid.

(e) Proposed organizational ©r accountiag methods
to insulate the utility's base rate cost of cepital
from the effects, positive or negative, of the proposed

Pre-spproval ternms.
Procedure for Review .

Upon the filing by any electric company of @ petition

for pre-approvel of cost Fecovery under this rule, the
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Separtment shall issue an Order of Notice, directing the
company to publish such notice as due process and the public
interest may require, and to mail & copy of such gotico to
the Attorney Genersl, the Energy Fecilities 81t1n§ Council,
and to all persons who have stated to the Department their
desire to receive such notices. The Department may hold one
©r more hearings on the petition, and shall issue such Order
concerning pre-approval of such Propcsal and the terms of
Cost recovery &s shall be just, Teasonable and required by
the public interest. Unless Otherwise ordered, the
Department shall issue such Order within eight months from

the date of filing by the electric company.

9.05:; Exceptions

The Department may, where &ppropriste, grant an

exception from any provision of these regulations.
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FOR IMMEDIATE RELEASE CONTACT: Bernice K. McIntyre, Chairman

Decenber 6, 1589 Kerry Duffy
{617) 727-3500

RRU _PROPOSES PACESETTING RECULATIONS FOR
MASSACHUSETTS ELECTRIC UTILITIES

The Department of Public Utilities (DPU) today proposed new
regulations for electric utility companies requiring that
planning for future energy needs include & comparison of all
pessible ways to meet those needs, and that the environmental
impact of each option be considered. The proposed regulations
will give the companies the certainty of pre-spproved projects.
Consumers will be protected from charges for cost-overruns or
other inefficiencies and provided with reiiable electric supply

at the lovest possible cost.

In announcing the proposed regulations, DPU Chairman Bernice
K. Mcintyre said, "This proposal sets out a more effective vay
for the state to ensure that adequate resources are in place to
meet anticipated demands for electricity. Changes in the

electric industry, including alternative sources of supply

Attachment 2
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and new conservation toeug;léq;, require nev kinds of
regulation. Through the innovative all-resource bidding
pProcess, Massachusetts utilities will be regquired to compare all
of their resource options and to select those whiok will provide
the most efficient, least costly, and most environmentally
sensitive service to their customers.®

The proposed regulations include the following:

© - > 4 i .
sxiteris used to select resources. The Department hes
ordercd that the selection criteris used to rank the
propesals must 1né1udo & way to measure the degree to
which any project will affect the environment. The .
criteria must ir orporate both the environmental
standards in the existing licensing process and other

environmental factors such as global warming.

© mw;muim
Souncll ("EFSCY). The propesed regulations would fully

integrate the reviev process of the DPU und the EFSC to
provide for & more efficient vay for each agency to
fulfill its statutory ebligations in one coordinated

proceeding.

e 8s C2:%



© Pre-approval of contracts for new generating
facilities or for conservation snd load management.
Under traditicnal regulatory procedures, utility
Planning and construction of new plant ware subject
only to after-the-fact review by the DPU. This led to
'unccrtainty on the part of the utility companies about
their ability to recover their investment and sonetimes
to cost overruns and inefficiencies paid for by

ratepayers.

In May, 1988, the DPU announced that all utility
investment in new plant or major modifications to
existing plants required DPU approval before any funds
were expended. This policy, 'by which both the price of
power and the ratemaking treatment for plant were
determined before construction, was designed to protect
ratepayers from bearing ého brunt of construction cost
Overruns or of plants which perform poorly or are not
Producing electricity and remains an integral part of
the regulations proposed today. The proposed
regulations include the Pre-approval procedure for, not
only utility company construction projects, but all
Projects for supplying powver or lovering electricity

demand.



CUBIORSIE. The Department has allowed for each
utility company to exercise its judgement in
detarmining which mix of possible resources is most
appropriats. A ranking system which attespte to
capture price, roligblltty and other t‘cto;s provides &
good tool for ranking individual projects, but can not
evaluate the effect on the total mix of one project

vearsus another.

S$ince the Department first announced its plens to draft
hev regulations & year ago, a series of infcrmal technical
sessions and a formal hearing process have provided volumincus
comments on the new regulatory procedures. The DPU has
incerperated many of these suggestions to ensure that the
proposed regulations can be successfully implemented. The
Department has also asked for further comments in order to fine

tune this proposal.

The proposed regulations will be the subject of public
hearings beginning on Pebruary 28, 192¢0. Piral comnents will be
due ten days after the close of these public hearings. The

4



Departeent encourages those vishing to comment at the public
hearings to submit preliminary written comments by February 16,
1989%0.

The Department will alsc #ponsor a series of four half-day
technical sessions to discuss in 2 more informal setting. the
Proposed regulatory structure and remaining issues.
Representatives of the Energy Pacilities Siting Council will be
in attenldance. The first session will be on'Janulry 3.
Interested organizations shouia contact the Department for

further information.

The following electric companies are regulated by the
Department of Public Utilities:

Boston Edison Company

Cambridge Electric Light Company
Commonwealth Electric Company

Eastern Edison Company

Fitchburg Gas & Electric Company
Massachusetts Electric Compar -
Nantucket Electric Company

Western Massachusetts Electric Company
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HIGHLIGHETS OF DPU PROPOSAL

TEARITIONAL REGULATORY APPROACH RPU_FROPOSAL

Utilities construct new
generating plant and seek
DPU approval to collect
costs of plant in utility
rates after-the-fact.

Utilities construct power
plants and only seek other
pover scurces or conserva-
tion when they deen
necessary.

Utility Ccompany must ge
through separate review
process with two state
agencies: the Energy
Facilities Siting Council
and the DPU.

Environmental impact
considered only when
individual facility
construction pernits
gought from environmenta:
agencies.

1.

The DPU must give
re-approval to decisions
velving construction of
nevw plant, as wvell as
contracts for power supply
from independent pover
produ.*rs, small power
producers or conservation.

Utilities must uss
all-rescurce bidding
rocess %o test market for
st mix of projects to
increase supply and/or use
electricity more
efficiently,

Coordinated EFSC/DPU
reviev to provide for a
more efficient way for
sach agency to meet ite
statutory obligations.

Environmental impact
considered at the time

of DPU/EFSC review so
that projects can be
conpared and those more
environmentally sound are
more likely to ke pursued.
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Makes Utilities Show

u'.'.'n-

New-Plant Economy e

DCipate.” she addec The new regulations
&iso require ulilities 1o bear the msk of cos:
overrurns, ghe said

The pew policy Tepresents a major de-
parture fron, the cusiomary “afier the
fact” wegpuanon of util'ty-construction
€OSS. under which wlilives are llowed 10
charge ravvpavers for plant-construruion
CL Lha! are deemed pruden: by reguls
o7 afer construcyion bas begun.

The regulations are “Pariof an tnereas
Iy focus on prospective Peviews’ of new-
Plant econstrucuon by wtiny reguiniors. |
B4 3 spokesmar for the Edison Elecirme
Instuiute. & wtinty trade £roup 1n Washing
ton. Some other £izfes require wtiities to
oblaln prior FeFu.kiory clearance for con-
Bructon, be added

A spokesman for Besor Edison Co.»
Bosion based wtibity. gasd the bEv repuls
M"umummmmxnm'
Bon ' He thal mnder the mow regu
Buons. stilites will know the lerms under
wiuch they can recover CONSTrUTOn topls
before committng 1o consirucuon. which
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