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Ted C. Feigenboum

ee Presidir t and

Chiet Executive Officer

NYN-§1193
December 13, 1991

United States Nuc'car Regulatory Commission
Washington, D.C. 20555

Attentioa: Docvment Coairol Desk

Refere wces:  Facility Operating License No. Nt -86, Docket No. 50-443

Subject: M _ESCO/NAEC Operating license Amendment Applications/FERC Hearing
Gentlemen:

Eoclosed for your informatior is an order from the Federai Encrgy Fegulatory
Commission (FERC) that schedules Oral Argument on January 8, 1992 on two cases before
it tuat deal with native load transmission priorities, one of these cases being the Northeast
Utilities/PSNH merger case. The Order also contains a proposed FERC Staff Transmission
Pricing Proposal.

If you have any quéstions, please ¢ontact Mr, Terry L. Harpste:, Director of Licensing

Services, at (603) 474-9521 extension 2765,
Very tialy yours,

Zf/ot@tﬂé‘”"’

Ted C. Feigenbaum

Enclosure

TCF:JBH/ss

cc: Mr. Thomas T. Martin Mt 2l Dudley
Regional Administrater W& O Senin- Resident Inspector
U. 8. Nuclear Regulatory Commissiou P.O. Box 1149
Region | Seabrook, NH 03874

475 Alleudeic Road
King of Prussia, PA 19479

Mr. Gordon E. Edison, M. George L. Iverson, Direclor
Sr. Project Manager Office of F.ergeruy Management
Project Directorate (-3 State Office Park South

Division of Reactor Pojects 107 Pleasant Stroet

U.S. Nuclear Ragulatory Commission Concord, NH 03301

Washington, DC 2055
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New Hampshire Yankee Division of Public Service Ce npany of New Hampshire ‘

P.O. Box 300 * Seatirook, NH 03874 * Telephone (603} 474-9521 \\
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. UNITED STATES OF AMERICA
FEDERAL ENERJY REGULATORY CUMXISEION

Bofere Coamiggionsra: ¥arsin L. Allday, Chalmman/
Cratles A, Trabandt, Eligabeth Anne Haler,
Joryy J. langcon and Branke Tersie,

Wortheast Utilities Sepvica Corpany Dockat Hes. BCOO-10-004,

{Ra, Public Bervice compary o2 EREQ-143~004, BROV~-1Lé-
¥ev Hampshlire) :g;é 583321&5-00& and

Northeast Vtillitine Butvice Conpany Docket Nos. BR9O-273-003,
EREZ-39C=003 and ERSO-

374-002

ORDLR CCHMEDULING ORAL ARGUKINT
(fesund Decomder 10, 1991)

Bask of these cages presents Jurstions concerning the
appropristeress of permitting the resevery of so~-cclled
Repporbunity costs™ and/cr incremental octts in rates for the
transnission of elestric anergy im interstate commerce and in the
NU mergsy, procedures for so-called {mautable constraints,
before deciding the mettars pending before the Commission in
these dockats, the Coxalssion Beclieves (hat oral argument,
f1izited to the qQuestion of the appiopristencess of recovery ¢f
epportunity/incremental costs in the jurisdictional transzissien
rates at igsus hers, shuuld De held,

Accerdingly, as erdered below, the Comx’ssion is scheduling
oral argument on these matters to be held on January 8, 1383, in
Hoaring Reor 3, 810 Plret Street, W.EB., Wachington, D.C. 20436,
The Commission vill address the above cases o.quon‘inlly. in
addition, &n shewn on Attaschzent A to this erder, the Comaliscion
is grou 1ng various partias By intirest group and afferding each
interest group & block of tize at the oral arguzent. SpeaXers
for each greup should be detersined b{ the gro:g. tn addition,
the Comsiasier intards that esch speaker(s) within a group will
{nitially stata {ts group's pesition and vill then de subject to
gues-ions from the Coxzisalen. BSpeakers may reserve & pertion of
thelr time for clssing rezarks,

The Conmirsion reguests that speakars specifically address
the attached pricing propecal and question: develcoped by
Conm{anmwion staff te resolve this lscue in thece caces as
described in Attichment B t2 this erder.
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Doskut Nes. ECS0-10-004, &% Ad .2~
( Zhe Conalssion Oxdexs:

(A) .Oxal argument, iisited to the subject of _
eppertunity/increzental cost pri.’'ng end {rxutable constraints
rocedures, is hereby ordered to begin at 10:00 a.m, in Hearing
.OOI ti 015 yirat Street, N.R., Washingten D.C. Q20426 on Januery
; A992.

B) Speakers of the varicus groups listed on Attachment A
should metify tha Comaission of Lhelr designation b{ the Croup
(spoci!ying he parties thug are appesring for) ne later than
Becembar 20, 1891, Prepared statosents, limitad to twenty pages,
zay be filed by the speakors no later than Derexbur 30, 15851 and
pust bs served on sll parties in the respective cases.

By the Comaission,
{(BEAL)

3o .ot

T4 tols B. Cashell,
gecretary.
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Mertheant Ueilities Service Company

(Re. Pudlic Service Corpany of Dookxet Nos. ECSQ0-10-004,
¥av Hampehire) A
Ting gxerpding
10100 AN, = 10:30 AN, Northeaet Utilities
Service Coxzpany
30130 AN = 23300 AN, Connecticus Dcpartzent of
Bbdlie Utilitx contrel
ard Nev Kampshire Public
Utilities Comuission
11100 Al = 11145 OK. Other New England State
' Public Utilities
Cemnissions
11145 AN, = 12:18 PN Other State Agercies
1”1‘ ’l'i - 1!15 P.lo L\Ahﬁh
' 1118 PN = 1140 PN, Nov England Invester-
Ovned Utilities
(Connacticut,
Kassachuseltts, Rhode
Island)
3140 P, = 3100 PN, Nev Englang Investore
Owned Utilitien (Maine,
Nev Kappshirs, Vermont)
2100 P.¥, = 3:30 B.N, Kunicipal and Cocperative
. Vtilities
130 P = 2148 PN, QFs
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¥ererrast Utilities Service
Company :
Sime
‘3130 PN, « 4130 PN,
4!03 P, = "1’ ’.X-
"1' ’0“0 - 4130 ,.H.
4150 PN = 4:45 P.N.
4145 P.X, = 5:00 PN,

FAX NO. 2038655504 P05

B

Pocket Noe. BR3Q-371~
€03, ETRSO~390-003 and
ERs0-274-002

fzeuping

N¥orcheast Utilities
§rrvice Company

Kascachusette Munieinal
wholessle Electric
Couperative

nowne of Concerd, Nepwood
and Wellesley,
Mipsschusatts

ELCON

Yermont Department of
public Sexrvice
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: ATTACENENT B
.T&P!'I PROFOBED TRANMENIBHION PRICING PROPOGAL

There art twe ¥ortheast Vtilities cases currantly pendin3
before the Commispion whick precent {mportent and interrelate:
Lranemission trlc:nz {esues == radearing of fNpinion R, 364 ¢/
(ehe Northeast Unilities/Public geuvice Toxpany of New Eampshire
perger procesding) snd the paper hearisg in vhieh the Coxmission
got the Losue eof epportunity ccst pricing for briefing, L/ 'The
trananission priciig {ssues in these procesdings effor an
opportunity for the Conalesion to oconsider cortain aspects of ite
curzont approach to prieing cloctric transzission sexvice.
Accordingly, the comnlssion steff is recommending a transaission

ricing preposal which seaks to eddress the interrelated

ranseission pricing {ssues in these cases iL @ cenprehensive
panner.

wner & utiilly commits a pertion of {ts existing
transaission systen to provide vheclin? sarvice to third parties,
and dus to & laek of capacity availabiliny its transelseslcr
syr*3a Doconss eonstrained, ¢ cost of providing service to {ts
r ¢ load customurs )/ mAay ba incrensed., I legitimate and
v led, thase additional eests (or Jest henafits) are cobts
whawa should be paid for by the vha.lang custuner. A primarz
sxaeple invelves siSuationt whers a utility that Bas undertaken
to provide third-party transm scion servics wust forege the
opportunity te engage in & nen-firs economy sale 3r purchess on
behalf of .t8 nativa load custoser becauey (ts transmission
n{ntua is constrained. Oppertunity cost priaing weuld snadle the
v 111t¥ to racovay & rate for talrd porty vyhealing service which
weuld Yesupensate® the ut11:t¥'n native load custopers for any

potential “iost appertunities® to engage in such acohoRy energy
ssles and purchreass.

1/ FKerthaast Ut‘lities fervice Corpany, Opinlen Ko, 363, 33
TERS § €31,269 (1991).

i/ Nerthasat Dtilities Gervice Company, 52 PERC § 63,143
(:9’0{ peh'g denled, 53 PERC § 61,335 (1950). hoztheast .
Utilities Sarvice Compary, ©2 FERC § 61,077 (1990}, rah's
genipd, %1 PERG ¢ 61,189 (1950)., Nertheast Utilities
Service Coupany, 82 PER® § 61,214 (199C), xeh's genled, §3
YIRC € 61,116 (19%0).

3/ A the Comaission noted In Tpindon Wo. 384, native load
cietoRars are Ythode customers on whoss behalf [Nertheast
ptilitien), by ststute, franchise ox contrast has undetrtaken
trs obligaticn to plan, construct, and opersta its syster to
provide relisble ssrvice.® 56 FERC at §2,%14, n, 259,
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( eppestunity cost s:ie&nq protests native lead customers iom
sdditional conts caused by tha provicion of vhesling service

trat do met girectly benefit
joad, Hetive load cuetomers

the transcitting ueility's native
are held rarales*® Because

opportunity 6ot reverues recovered frem vhonling customers ere
credited back to reduce %he rates ¢! rative Lodd custoners.

Tegitimate opporsunity costs do mot Anelude loat trade
J bunefice vhan c:incity is 1ot constrained, In particular, they

do not include tha loss of ¥

vonues that resuls from losing &

vhelasale sale becausn of cospetition. They siee exaiude the
trade benefi.s lost in qrehagg-and-resale arrangedentd that
might substituts lor undled trangrlesion service, Legltimate

opportunity costs oosur eniy

shen the veguested tranemiseien

pervice would produce real pover flows that cannot ke reliadly
pcesmacdated on existing transalesicn ctpaettxé Ia ether voyds,
y

when theca is Ansufficfent transmissicn Cipac

poth trades,

Lo acconmodate

pecause . @ Pederal Pover Act relies (in large muaasura) upen
the veluntary sreviwion of erensnission gervice, &% prosent @
utility can pretauet its native load custeners Ly sieply vefusirg
ts snffar transeiasicn servies, theredy retaining the unfattercd
right to use its transmission syated, Similarly. a wtility may
assign a lover Trlorsty vo third party tramsmissien sevy.soe BY
9

gesarving the ¥

he to intercunt tie wheeling customar in epder

te *aie adventage of any economy g€ile or purchase cppertunity
that mighi Ranefit fts natlve 1o2d customers wien tramnsmission
eapoo&t¥xboccnns constrained, A nonefirs rate (s ganeval'y aover

tham &
wheeling service. 4/

The Northaest U _ilities

erarce to examing vhether the tradl

¢m rate 26 reflect tha nature of the intsrruptible

cacss zro:cnt the Copxission with &
«anul approach t4 priecing

yransaission servise is still apprepriati in 1ight 8¢ changing
sarket conditisns and to ervplore eV 8 utility might protect the
legitinmate scercnic intarsstis of i{ts native lead cusiomers

through apprepricte pricing.

In the erder on vehearing in the

merger cpge, the Comnission esuld accept apporsunity eset prising
for firm transalosion service g an etficient rizing mechanisw
80 lang ‘ud certain safegquards are in place to fully mitigste
parket power over trangmission, 1In the context ©f the merger,
. thess safeguards msy includel

&/ Bza, §.3., Mev England Power Coapuny, Opinion ¥o. 238, &9
- FEAC 4 61,129 (19%3)1 gan'y danies, Opinien No. 33%-h, %0
FERG ¢ 61,181 (1950); aifid 2uk nom. TowTs et Cencord,

| ¥orweed, and Wollesxcz‘
(D.€. Tip. 16881) unpuls

Kagssacnueaite v. FLRE, ¥O. ag=~1317%
{ehed,

BN v ol e o T B e o
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an edligotion te provide firs sransniscion servioe out
of evieting capacity (ircluding the »ighs o
rasell/reassign #ich capasity;!

ai obiigation te eonecruct nev taciiitias, when
necessasy, te accommodate third party vhseling
reguesta;

2 velidazion process Lo ensurg that :K?ortuﬁity costo
are senl and proporly assignable €4 rd parsy
whecling sexvies; and

a cost cap vhish would previbit s villity from
collecting epportunity couts that excesd the
increeental cost of sxpandiny tle trancsissicn systen
o sileviate the censtraing,

tn the ordar an tha rajes g6 (ir & piper hearing, the

. . b

B/ =

connienlsn could permit welidared opportunity enat vecing for

non-firm tranemission without a =oct eap. i Lo Lased, |

pave, pon the fact Laak Neptheast Utiiities hae committed to

n

t;cv&dt-tir: trarnspission rervize . the merger procewding and
at & gipn trarenlssien "backatep® will sffectively cap the vata

that Nerthesst Utilities can charge for non-firs gervice.

1

Hovevar, the qusstion remains whetler the Cerxission esuld, in

tns abatrast, Becaspt opportunity ceat pricing for re, «firm

tranemisgion servica vathout & fim trrxvsuissieon Baakatop in

place.
Finally, with respuet to the Rerger casee tre tern

¥{zaucable constrainty suggests thil @ TrAnsa salon rexzuast cuuld
not be satinfied in Lny wamner of at sny oost. X2 that 1A tuuve,
thers {% re.hing that anyens (including this Commisgion) can 4o
to gatisfy the whesling reguest that would not affsect l{ltll

relien ity or existing firm centracts, Consequentiy, the

Conzission may want io addrcss furtier the fundasental isaue of

deternining the increrantal cist of mxpanding the transeission

gysten. There may ka any nuzber of aaéc to expand the system to

sileviate & constralrt, FIgmutability™ suggaste that, atter

exasining 212 fezsible allaornat'ves, the soet ef expanding the

s{lten way b very (and perhaps pzchibitivatz} high, or that
n

ers 4ty bBe no Zuasiple slternatives.
NU hau agreed te provide an estizutle of the cost

) Iatiet proceeding,
af any hesussary

transzission ugqrndas vhizh will serve as & cap of Gha vheeling

fuUBLOTET'd €08

raspensibility, NU's estimate of the increnensal

cost of sxpansisn why, in some insiances, de the sudisct of a
rosslasion hsaring {n wvhich ali affacted states lazbiarwlcxpnta.

In that cans, {t ill ke this Comzissicn’s yvespons

1ity to

dateruineg vhether NU'g estigate of the incremental coas of

axpansion is reasonrble.
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Under this proposal, the Comelesion woeuld no: retalin Opluien

N2, 364's procadures for the nllocation of sxisting transzissien

capacity 4n the evert of & coaplaint under lmmutabie constraing
gorditicns, ' °

The goels ¢f the propused pricing 2ede!l for fire
cransnlission servivg are, consistent with ralisble gscvices)

{a) Reld ¥ative Load Susteomsr Herzlese

(%) Provide Tae Levest Reasorable Cont-Basad Third
Party Flre 71 vs2isslion Rate

(¢) Pravent Cellecticn ©f Monoroly Rente by

’ Yransp.vsion Ownes and Prouote Jfficiant
Transeiselon Decisizne

gased upon those goals, three potential Sransmission system
conditions and pricing rules should be folloved:

3. Bysten Lo net consszalned
All transmisaion service zeguests can ba wot and
uttiitl San ccntinue 0 sncige in egoncnis purlhases
and saies on behall of rative load.

Trenemircion vate is the utility's eadodded cosk.

2, Byastam s Conatrained Rk Kxpaneien Bet Undertekaen
villity cannot sisultancously asceaxcdate third party
vheeling reqiest scunony purchasss and salee on
pedalf of its mative load custoners.
transaisoion rate cannet exceed the higher ol

a. Exdedded costs g2
b. ovrortunXQ{ cosss capped at incrementsl cost of
sx Anding the system oo alleviate tha osnstraing,
9. Byatea la Conatralned And Erpaneicn Undertaksan

veilit r cannot sccommedate third party whesling request
vitheu deopardising reliability of ssxvice to Ats
native 1ead customers -- ulility sust expand i(ts

. transmiseion syatenm, .

wransaisslion rase cannot exceed the higher of:
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( " tnbedgad costs A2

bu_;ncronontnx oot of sxpanding the systew,

BFRRCT ON MATIVE LOAD

Under eseh ©f these three potential syutem conditiens, native
1084 cuptomers ave held harnless,

4, Whare the syeten is net constrained much that the utility is
able to provide vhoclin! servics out of axisting transaission
capacity, thers are egltinuts Jost oggertun ties, ' Bacause
the eti¢1ty {s poraitted to charge the exbedded costs to the nev
cransmission custoser, tho native lcad cugtomer im better off
pecause the fived coste of Cransmission are boing spresd over &
larger customer base (L.5., the eadbedded cost rata ie reduced),

2. Whare the system is constrained and expaneien is net
yndernaken becausa the utility is arle to travldo vheeling
service out of existing transzissien capacity vithout degradirg
systen reliapility, there aua three possible rate cutcones:

8. Yhen oppertunity costy sre less than smbedded costs, the
utility is permittad L2 chc:zo Asbedded papss. The native
jead gustener is better off Dacause tha eubedded cost rate
recovers the epportunity cvosts and leaves the rative load
custonsr ¥ith @& net banefit (the difference betveen embedded
costs and opportunity costs).

». When oipertunity costs exceed enbedded coste but are less
then the inctepsntal esst of swpanding the transzissien
systewm, the utility is pernitted €o charyge legitisste

8. The native load customer is held

prelesy because All opportunity costs Ares borme by the
transmission cuetlonmer,

5. When opportunity costs excoed embedded costs and exceed
:?n &:ﬁ{::cngal ces%g:!ao:pun:inq tt; trsntnanaion-22;§;n.:
% W # perzittad Lo charge the xn::.nin:gz_ ¢
cxpanding the systes to cllevista the sonetraint., This is

the ong situstion whara the native load custosar may pay
nighez ratas if the utility does not act in an economically
ratienal sanner. Whare opportunity costs a¥xe greater than
expanasion costs, the rate is capped &t the cost of
axpansion. Becauss the transmisalon rata does net recover
8l otfortunity conts,” there is &n econsmic incentive for
the utility to expend its transmission mysten to recovaer
sdditicnal revenus.

%. Wmara tha sostes is constrained and expansion ie undertaken
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exinting capacily witiut degrading system reilebility, there are
wwée pesrible rate outoosem

& ¥When sralon coste are 1oes than cibedded coxts, the
weility pullde and (s permitted to aharge gakadded aoass.
“he netive joad custoney {8 better off feciuse tho emdedded
cost rate reflects the shared éceromies of scale., The net
benefit to Wha netive load custeuer is the differences
betvesn enbedded costas and expansion @outs.

', Whan axpansion ossts exceed enbedded copte, the utilivy
oullds and s permitted to charge the X of
axpansion, The sative load customer ds held hermless
“ecause the nativae load customer decs not Incur any of the
highcr sxpansion costs. The erpansion costs ars borne by
thé transsission ecustomar.

EPPROT ON Y3 PROSPEOTIVE WEIRLING CUSTOMER

In 213 cases, the wheeling customer {8 provided with the
lovest reascntble ecat-based whealing rate (;..., there is no
erves-subaidy from the third ?arty trancosiesion oustomer tov the
native ljoad customar), Iupoeing &n eblization to bulld and/ov
eapping ozycrtunity costn assoclated vith firae transmissiom
service at the lncttrwn:?l oot of oxznﬂdinq the mystas anaures
that o{portunity gost pricing will not be a vericlie fov & wRalicy
te artificiully restrics tha wupply of transxission in crdar to
eulioet nonapely ronts.

The txepelad poiley fer opgortunit cost pricing for tirm
servics wiil sllow Nershexst Utilitiqs te racever validuted leost
pppertunity covss cagpti et the lacresentel eost of sxpa541ni its
syptem, 1f the Semmission dateralinas that the cout of avpaniing

's systes Lo very, vtrI pagh (48, dmmutablc), then the
inccenental cost cap vill be correspendingly high and Nertheast
veilities will Pe adie %0 rscever 4 xrtutur asvunt of opportunity
eosth BB8ociated wich the osnetralned transwission Lntexiass,
These sre soavelty rents b menopsly rents. i/

EYPECY G4 BFVICIARCY

The prepossd pricing model vill promcte ghort-ters
efticiency decauss the Srancmissicn price vill reflect tha value
of tha trenssiosisn eystem to Sha utility that owne the systea.

4/ Woropoly xents kre sarned when outpub is withheld by &
wonopolist in ovder to incisass o prics of Tats., In
centrast. scarcity rante are earned by those producere in a
sexpatitive market that are mors efficlient thas ohher
supplloEs =+ & saxncn eccurrence durang pericds of terporary
dxbolences betvesan supply and demand,
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on of the party that mout benefils fron

Acowrdingly, the rransachi
ven vill be pecannodsted.

using the transuission By®
preacts Lang-Larn

the proposed gr&einq xodel will aleo
aftlelangy. Allewing sppartunity sost prizing fov pirm sarvics
allevs & utility te reduce Lt oV pransmisnicn use yhen d0ing 8¢
would ba cheape® ehar building & PRV 1ine. This will perait the
eransmisnion Quetomer to, in effect, trade places with the
weility, use existing gransnisenion capacity hettar, and aveln
{on of the Lransmission grlid.

» inpfficient oF pramature expans
Furtherzors, eApping e recovery of gpportunity consn at the
anding {ts systen providas an {ncentive to

{ncrenantel cost of &xp
add capacity when iy L9 econcmically pfficiant t¢ do 89,
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QUSSTIONE 0 BE ADLFEEEED PURING ORAL AR GURENT

1. tnat types of Sosts Wy appropriately be considered
®opportunity cousts® and tharefore siigible fer recovery frow
third {arty vranssigoion custosers? grould the pricing policy
pttonpt to achieve other goals chan thoso sel out on pagr 47

3, bLoos the proposed pricing pelley adoguately protect the
intersste of native t1oad custoners?

3., Does tha proposed prieing polley adequately pratect the
intarests Of third parey sronaniasion custoners?

4. 1s 3t reslistic to belleve LrAt oppertunity costs can be
validasted? Is this {mportant aa leng as the burden of proof with

regnrd to dustilying epportunity 3o8te resxine clearly on the
utilisy? -

8§, ¥net safeguards ave PecesBary AS & praxe cieite for alleving
epportunity cosl pricing for: a) glye transpission servicer and

g) nen-firs travanisslon service to ensure thee market pover oVer
tzansmiseion s Sully pitigated?

. 8nould gpi:rfumity costs be caleulated AN & forecastad basis
or esllected through some ierd of tracker ¢lausa as they are
{ncurced?

v, $hould tha Commission allcw c;;ortun!ty geote as an addition
o paboddod €oate, oF OF ¥ &% gn aiternative %o smbesded seste?




