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Annual Report on Electric Restructuring
December 2002

Report to the Utilities and Energy Committee
On Actions Taken by the Commission Pursuant to 35-A M.R.S.A. § 3217

BACKGROUND

During its 1997 session, the Legislature enacted comprehensive legislation to
restructure Maine’s electric utility industry. P.L. 1997, ch. 306 (codified at 35-A
M.R.S.A. 88 3201-3217). This law has remained virtually unchanged since its
enactment and has thus provided a stable operating environment for companies and
customers affected by electric restructuring.

During 1998 and 1999, the Public Utilities Commission (Commission), with
extensive input from the public, developed the rules and procedures that would govern
the activities of transmission and distribution (T&D) utilities and competitive electricity
providers (or suppliers) after restructuring occurred. In addition, we conducted a
consumer education campaign to prepare customers for restructuring. Finally, we
disaggregated the existing vertically integrated utilities into their delivery and generation
functions, determined rates for the future T&D-only utilities, and approved the sale or
auction of the utilities’ generating facilities and generation-related assets. Because of
the detailed, comprehensive work completed in advance of retail competition, there was
a relatively smooth transition to a restructured industry, with entities operating in Maine
avoiding some of the technical and procedural problems encountered in other states.

Following the onset of restructuring on March 1, 2000, we implemented the new
restructuring rules and procedures, monitored and revised the standard offer selection
process, and licensed, monitored and advised competitive electricity providers. Finally,
we significantly increased our participation in regional wholesale market and
transmission activities, as it became apparent that regional and national activities have
a major impact on the effectiveness of Maine’s retail market and the price of electricity
for Maine’s consumers.

During 2001, we continued to work to implement industry restructuring consistent
with legislative directives. Our primary focus was to promote a healthy competitive retalil
electricity marketplace in which consumers could exercise choice and receive electricity
at the lowest possible rates. We increased our regional participation, further refined the
standard offer bidding process, re-established stranded cost rate levels, and helped
suppliers operate in Maine by offering guidance and administering consistent and
predictable regulatory policy. During 2001, the wholesale market exhibited volatile and
sometimes high generation prices, which resulted in high retail prices for consumers
and difficulties in procuring and administering standard offer service.
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During 2002, we maintained our active participation in regional matters,
conducted a study on the appropriate future of the standard offer design as directed by
the Legislature, solicited bids for and chose standard offer providers for Central Maine
Power Company’s (CMP) and Bangor Hydro-Electric Company’s (BHE) territories, and
determined effective ways to implement Maine’s restructuring rules in a period of
serious financial turmoil within the merchant electricity industry. During 2002, wholesale
market prices were somewhat less volatile than during 2001, while operating rules and
configuration of regional transmission organizations remained in a state of transition.

Section 3217(1) of Title 35-A states in part:

1. Annual restructuring report. On December 31°! of each calendar year,
the commission shall submit to the joint standing committee of the Legislature
having jurisdiction over utility matters a report describing the commission’s
activities in carrying out the requirements of this chapter and the activities
relating to changes in the regulation of electric utilities in other states.

In compliance with this directive, this report describes our activities during calendar year
2002.

1. RETAIL MARKET ACTIVITY

A. History of Retail Market Activity

Since the beginning of industry restructuring in March 2000, all generation
prices, including prices for standard offer service, have been determined through
competitive markets, as Maine’s restructuring law envisioned. As anticipated, migration
from the standard offer to a competitive market supplier occurred first among the largest
customers. By the end of 2001, the majority of large customers purchased their
electricity supply from the competitive market and a significant number of medium
customers had entered the market.> Migration of Maine’s customers to competitive
market suppliers has exceeded migration in all other states. There has been a modest
diversity of retail suppliers for commercial and industrial customers in CMP’s and BHE’s
territories, and our research indicates that retail suppliers exist that will offer service to
any large or medium customer that wishes to purchase generation from the competitive
retail market. Residential and small commercial customers have had the benefit of
vigorous competition among standard offer bidders, resulting in attractive standard offer

1 A “arge” customer has a load greater than 400 or 500 kW, depending on the service
territory. A “small” customer has a maximum load of 20 kW, 25 kW, or 50 kW,
depending on the service territory. A “medium” customer is one with load between the
small and large categories. Large customers include paper manufacturers, the largest
colleges and hospitals, and the largest super markets. Medium customers include
smaller industrial plants, the majority of colleges and hospitals, grocery stores, and
large office buildings.
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service rates in most utility service territories. After a period of volatility and occasional
price spikes, wholesale energy prices have decreased and become more stable. For
most customers, all-in electric prices are generally lower than or comparable to prices
before restructuring. The business operations among retail entities (utilities, suppliers,
and customers) have been generally efficient and effective. Finally, regional wholesale
market rules, while fraught with complexity and uncertainty, appear to be progressing
towards a sustainable, competitive, efficient market.

B. Residential and Small Commercial Activity

During the last year, little has changed from the perspective of residential
and small commercial customers. It has become apparent nationally that a substantial
retail market for small customers, whose acquisition and service costs are significant, is
not likely to develop in the near term.? However, because Maine’s standard offer
providers are chosen through competitive bidding based on price, all residential and
small commercial customers are purchasing generation from competitive market
suppliers, and vigorous competition among bidders has resulted in attractive supply
prices for these customers.®

The lack of a residential market generally has contributed to the fact that a
“green market” has not yet developed. While a green market has not developed, an
aggregation group in Maine* has worked throughout the year to develop interest among
consumers for an environmentally benign generation supply. It is possible that this
effort will eventually yield a market for green electricity in Maine. It may be the case,
however, that a green market will not develop until a broader residential market is
established. As a result, the Commission has recommended to the Legislature that it be
authorized to arrange for a “green offer” comprising renewable resources that would
remain available to customers until a green market develops.®

? Maine Public Service Company (MPS) migration statistics for smaller customers differ
significantly from CMP’s and BHE’s. In MPS territory, there are fewer suppliers offering
supply service. However, more customers migrated to those suppliers early in the
restructuring process, and a far higher percentage of residential and small commercial
customers have migrated. This appears to be due to factors unique to northern Maine,
such as the prior existence of an energy-purchasing consumer coalition, the greater
likelihood that suppliers and customers know and will contract with each other, and the
fact that the northern Maine small commercial class includes customers up to 50 kW in
size, in contrast to 20 kW and 25 kW in CMP and BHE territories respectively.

3 In our Standard Offer Study and Recommendations report to the Utilities and Energy
Committee, we consider the state of Maine’s residential and small commercial standard
offer and make recommendations designed to stimulate this market. The report is
available on our web page (www.state.me.us/mpuc).

4 Maine Interfaith Power and Light is coordinating this effort statewide.

®> See our Standard Offer Study and Recommendations report to the Utilities and Energy
Committee, submitted on December 1, 2002.
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C. Medium and Large Customer Activity

Among medium and large customers in CMP and BHE service territories,
there was some movement back to the standard offer during 2002. Between March and
December, approximately 30% of the load that had been in the market returned to the
standard offer. This occurred primarily because standard offer rates dropped
substantially in March, 2002 as a consequence of a sharp decrease in wholesale
market prices. As supply contracts expired over the year, customers tended to return to
standard offer because standard offer prices were lower than currently available market
prices. The financial collapse of Enron and its relatively sudden exit from Maine’s
market may have also contributed to the movement of customers back to the standard
offer.

The following three tables show the migration rates in Central Maine
Power Company and Bangor Hydro-Electric Company service territories since the
beginning of restructuring and the average standard offer price for medium and large
customers. A comparison of migration rates and standard offer prices show that, as
might be expected, migration to the competitive market followed a rise in standard offer
price and a return to standard offer followed a standard offer price decrease. Maine
Public Service Company (MPS) migration rates are shown in the final table.
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The following tables display the number of customers and percentage of
electrical load that have migrated to the competitive market as of the end of 2001 and in
December 2002. During 2002, the percentage of Maine’s electric usage that migrated
to the open market reached a maximum of 47%. By December, the migration
percentage had dropped to 33%, for reasons discussed earlier in this section. For

comparison, migration rates in other states are shown in Appendix A.

Miagration to the Open Market at Beginning and End of 2002

-02

l Percentage of Load Miarated to Open Market |
| January-02 | | December-02 |
CMP BHE MPS CMP BHE MPS
Residential/
Small Commercial <1% <1% 10% <1% <1% 33%
Medium 45% 28% 56% 30% 32% 65%
Large 90% 74% 88% 72% 48% 100%
Territory Total 49% 28% 42% 33% 22% 59%
Total State 46% 33%
| Number of Customers Migrated to Open Market |
| January-02 | | December-02 |
CMP BHE MPS CMP BHE MPS
Residential/
Small Commercial 163 154 1650 119 154 5715
Medium 3092 304 172 2176 353 171
Large 245 18 15 172 12 14
Total 3500 476 1837 2467 518 5900
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D. Financial and Accounting Practices of Suppliers

The financial collapse of Enron and the accounting and financial problems
of other energy companies have substantially impacted the electricity markets in New
England. At the time of its collapse, Enron was providing electricity supply to a
significant number of customers in Maine, and was the standard offer supplier for
CMP’s medium class. During the early months of Enron’s bankruptcy, it continued to
serve its Maine customers at its contracted price and satisfied its standard offer contract
until its termination in February 2002. During the year, Constellation Power Source
Maine LLC agreed to purchase many of Enron’s customer contracts. Due to various
complications, many of the Enron customers defaulted to standard offer service for a
time. However, most former Enron customers have again contracted with competitive
suppliers. Throughout the year, the Commission has worked with customers, suppliers,
and aggregators to minimize the confusion and inconvenience resulting from the Enron
collapse and, ultimately, Maine consumers were generally not harmed as a
consequence of these events.®

In the wake of the Enron scandal, many other major energy companies
were found to be engaging in misleading or fraudulent trading and accounting practices,
causing many providers to reassess the opportunities in the market and scale down
their electricity trading business, or to become distracted by impending litigation or
financial problems. This market climate appears to be resulting in somewhat fewer
competitive suppliers offering service in Maine. To offer competitive prices and
services, a healthy market requires a large number of players. While we have no
evidence that the electricity market in southern and central Maine will suffer from a
reduction in participants, we will monitor the situation closely and report to the
Legislature any negative impact on prices or availability that may result from more
limited supplier participation, should it occur.

In the current market, sellers are extremely risk adverse. As a result,
credit risk has become a major issue. It appears that this situation is affecting
customers’ ability to contract for competitive supply and may be impeding the further
development of the market. The Commission will monitor the situation to determine the
extent to which credit issues are affecting Maine’s retail market.

E. Northern Maine Retail Activity

® The Enron event highlights the importance of continued attention to ensuring that the
Federal Energy Regulatory Commission establishes effective rules to govern regional
wholesale market operations and that state and federal authorities closely monitor those
markets to identify and eliminate inappropriate behavior. While Maine consumers were
not significantly harmed by Enron’s collapse, had the event occurred in a rising market,
the consequences for Maine’s consumers could have been far worse.
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Northern Maine is not physically connected to New England’s
transmission grid. As a result, the market conditions and market participants can vary
widely between the northern Maine and the remaining New England regions, and retail
activity in northern Maine often differs from activity in the southern and central portions
of the State. Since industry restructuring began, a higher percentage of northern Maine
customers of all sizes have obtained supply from the competitive marketthan has been
true in the remainder of the State, as indicated by the tables in subsection C above.
This phenomenon is interesting, because northern Maine’s standard offer rates have
not been unusually high. During 2002, residential and small commercial customers
continued to migrate to the open market, reaching a 33% migration rate by year-end.
This migration rate for small customers is unmatched anywhere in the country. In
addition, large customer load migration has hovered just below 100% for the entire year.

The northern Maine market has only two competitive suppliers. Despite
this limited number of competitors, consumers in the region have had a choice of retalil
suppliers, and, as noted, a high percentage of load in the region has migrated to the
competitive market. However, as with any market with only two competitors, the
situation is precarious. Our research indicates that, from the perspective of most
regional suppliers, the northern Maine market is too small to warrant entry and
measures that would make the area part of a larger market (e.g., a transmission line
connecting northern Maine and the New England grid or an open market in New
Brunswick) are necessary to change this situation significantly. The Commission will
continue to monitor the northern Maine market to determine whether the limited number
of suppliers affects northern Maine’s retail market and whether solutions to the potential
problem are economically viable or within the jurisdiction of Maine’s policy makers.

lll.  STANDARD OFFER ACTIVITY
A. Background - Standard Offer Service in Maine

All states that have restructured their electricity industry and deregulated
retail power supply provide for some type of supply service for customers who do not
choose a competitive supplier or whom no competitive suppliers will serve. These
services are variably called default service, provider of last resort service, and standard
offer service. Some states have more than one type of service for these customers.

In Maine, the Restructuring Act provides for only one type of default
service -- standard offer service. The Act requires standard offer service to be available
to all customers. Maine’s standard offer service is a full requirements, retail power
supply that is procured and priced through a competitive bidding process conducted by
the Commission. T&D utilities cannot bid to provide standard offer service, and affiliates
of T&D utilities are restricted to providing no more than 20% of standard offer service in
the affiliate T&D utility service territory. If retail bids are insufficient or unacceptable,
standard offer service is to be provided by the T&D utilities through wholesale contracts.
Either way, suppliers are chosen through a competitive process in which proposals are
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evaluated primarily on price. The winning bid(s) sets the standard offer prices that
customers pay.

Maine’s model is unique in that suppliers compete to serve at retail, and
the bids of the winning suppliers are the standard offer service prices that customers
actually pay. By design, this approach captures the effects of competition and flows
them fully to customers. In most other states, standard offer service is provided by
incumbent utilities or their affiliates and prices are set administratively, making it difficult
to measure the success of retail competition in these states in terms of price or
switching activity because there is no necessary link between retail prices and the
market.

The process of implementing Maine’s standard offer model, however, has
not always gone smoothly or achieved satisfactory results. We are now engaged in
standard offer bid processes for the fourth year of restructuring, having met with mixed
results in years 1 and 2 before achieving substantially greater success in year 3.
Because Maine’s standard offer model requires that suppliers serve at retail rather than
through wholesale power supply contracts with the incumbent T&D utility (which would
then serve its customers at retail), suppliers who had been accustomed to traditional
wholesale power supply arrangements were initially apprehensive about participating in
Maine. Moreover, the regional wholesale markets, which are continuing to develop,
experienced significant levels of volatility and uncertainty in the first two years of
Maine’s restructuring. The result was that suppliers were either reluctant to bid at all, or
submitted bids that reflected significant risk premiums.

By the third year, wholesale markets had become more stable and many
supplier concerns about Maine’s retail model had been resolved. Participation in our
standard offer bid processes increased, with vigorous competition among the bidders
and corresponding benefits in terms of price. We anticipate similar levels of
competitiveness for the current solicitation, although the financial problems that
currently plague the industry (see section II(D) above) could affect the levels of both
participation and bid prices.

Standard offer prices and suppliers in 1999 — 2002 are shown in Appendix

B. Overview of 2002

2002 was the third year for Maine’s restructured electric industry and for
standard offer service. During the year, the Commission continued to administer and
oversee standard offer service. Standard offer service continued to be the source of
electricity supply for virtually all residential and small commercial customers in Maine
during 2002. Except in some areas in northern Maine, residential and small commercial
customers had no other supply options. A 3-year standard offer arrangement with
Constellation Power Source Maine, LLC (Constellation) began in March of this year,
resulting in a standard offer price increase for CMP residential and small commercial
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customers (from 4.089 ¢/kWh to 4.95 ¢/kWh) and a decrease for BHE customers (from
7.3 ¢/kWh to 5.0 ¢/kWh).” These standard offer prices will remain in effect through
February 2005. For MPS residential and small commercial customers, standard offer
prices increased by 2% on March 1, to 5.689 ¢/kWh, pursuant to a 3-year arrangement
with WPS Energy Services, Inc. (WPS) that began in March of 2001.

During the year, we conducted competitive bid processes to solicit
standard offer suppliers and set prices for CMP and BHE medium and large commercial
and industrial (C&I) customers for the 1-year term that began in March, and we are
currently soliciting standard offer service for these same classes for the term beginning
March of 2003. In addition, in response to Legislative direction, the Commission
conducted a study and developed a set of recommendations on several issues related
to standard offer service. A summary of the study and recommendations, which were
submitted to the Legislature on December 1, 2002, is provided in Appendix C.

During 2002, standard offer service to medium and large C&I customers in
the CMP and BHE service territories was supplied by Select Energy, Inc. (Select) under
a 1l-year arrangement that began in March. The standard offer prices from Select that
became effective on March 1 represented significant reductions compared to prior
prices, reflecting substantial declines in wholesale market prices during 2001.

Standard offer price reductions ranged from 42% to 51%, depending on the rate group.
For MPS medium and large C&I customers, standard offer prices increased by 2% on
March 1 pursuant to a 3-year arrangement with WPS that began in March of 2001.

As discussed below, standard offer service for CMP and BHE medium and
large C&I customers was procured when market prices were at a relative low point for
the year. Thus, standard offer prices were lower than many competitive supplier prices
over the ensuing year. As a consequence, as much as 30% of the C&l load that had
previously been served by competitive suppliers returned to standard offer service. As
displayed in the tables in Section II(C) above, at year-end, 70% and 68% respectively of
CMP’s and BHE’s medium C&l load received standard offer service, while 28% and
52% respectively of CMP’s and BHE's large C&l load received standard offer service.

The following tables display current standard offer prices, for all rate
groups, for CMP, BHE, and MPS. A subsequent table displays consumer-owned utility
(COU) standard offer prices. COUs carry out bid processes to procure standard offer
service intheir territories.

" The Constellation arrangement was procured during 2001 and is discussed in our
2001 Electric Restructuring Report.
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2002 Standard Offer Prices -- Central Maine Power Company
Prices effective 3/1/02 - 2/28/05
Residential/
Small Commercial CPS Me $0.04950
Medium Price effective 3/1/02 - 2/28/03
Non-Summer (Mar-May) Select $0.03608
Summer (Jun-Aug) $0.05326
Non-Summer (Sep-Nov) $0.03468
Non-Summer (Dec-Feb) $0.04384
AVG 4.22 ¢/kWh
Prices effective 3/1/02 - 2/28/03
L arge Select Demand ($/kW) Energy
Peak Shoulder Peak Shoulder Off-Peak
MAR $0.70 $0.00 $0.04163 $0.03589 $0.03209|
APR $0.80 $0.00 $0.04058 $0.03425 $0.02683]
MAY $0.75 $0.00 $0.04584 $0.03621 $0.02830)
JUN $0.00 $0.65, $0.06417 $0.04453 $0.03082
JUL $0.00 $0.60 $0.07883 $0.05304 $0.03698]
AUG $0.00 $0.63 $0.07796 $0.05757 $0.03656}
SEP $0.00 $0.65 $0.04407 $0.03742 $0.03140)
OCT $0.76 $0.00 $0.03420 $0.03107 $0.03012
NOV $0.73 $0.00 $0.03911 $0.03514 $0.03499
DEC $0.68 $0.00 $0.05188 $0.04373 $0.03973]
JAN $0.71 $0.00 $0.05250 $0.04401 $0.04320)
FEB $0.69 $0.00 $0.04492 $0.04124 $0.03870)
AVG 4.24 ¢/kWh

TOU-weekdays

Peak = 7 am - 12pm, 4pm - 8pm

Shoulder = 12pm - 4pm
Off-Peak = 8pm - 7am

TOU-weekdays/holidays

Winter Shoulder = 7am - 12pm, 4pm - 8pm (Winter = December - March)
Winter Off-Peak = All other hours (Winter = December - March)

Non-Winter = All Off-Peak
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2002 Standard Offer Prices - Bangor Hydro-Electric Company

Residential/ Price Effective 3/1/02 - 2/28/05
Small Commercial CPS Me $0.050

Medium C&lI Prices effective 3/1/02 - 2/28/03
Non-Summer (Mar-May) Select $0.03558
Summer (Jun-Aug) $0.05165
Non-Summer (Sep-Nov) $0.03465
Non-Summer (Dec-Feb) $0.04408

AVG 4.17¢/kKWh

Prices effective 3/1/02 - 2/28/03

Large C&l Select Demand ($/kW) Energy
Peak Shaulder Peak Shaulder Off-Peak.
MAR $0.69 $0.00 $0.03971 $0.03419 $0.03050
APR $0.80 $0.00 $0.03848 $0.03248 $0.02524
MAY $0.74 $0.00 $0.04338 $0.03396 $0.02619
JUN $0.00 $0.64 $0.06099 $0.04199 $0.02850
JUL $0.00 $0.59 $0.07409 $0.04877 $0.03334
AUG $0.00 $0.62 $0.07355 $0.05400 $0.03317
SEP $0.00 $0.65 $0.04157 $0.03514 $0.02916
OCT $0.75 $0.00 $0.03168 $0.02867 $0.02781
NOV $0.72 $0.00 $0.03649 $0.03268 $0.03265
DEC $0.67 $0.00 $0.04918 $0.04147 $0.03745
JAN $0.70 $0.00 $0.04947 $0.04134 $0.04054
FEB $0.69 $0.00 $0.04331 $0.03979 $0.03732

AVG 4.01 ¢/kWh

TOU - Weekdays
Peak =7 am - 12pm, 4pm - 8pm
Shoulder = 12pm - 4pm
Off-Peak = 8pm - 7am

TOU-Weekends/Holidays
Shoulder = 7am - 8pm
Off-Peak = All other hours
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2002 Standard Offer Prices - Maine Public Service Company Service Territory

Prices effective 3/1/02 - 2/28/03

Residential/ WPS 0.05689
Small Commercial

Medium C&l WPS 0.05732

Large C&l WPS 0.06130

Consumer-Owned Utility Standard Offer Supplier
Price ($/kWh)
Eastern Maine Electric Cooperative 0.0675 WPS
Houlton Water Company 0.05689 WPS
Van Buren Light and Power 0.0576 WPS
Fox Islands Electric Cooperative * 0.0405 Exelon Power
Madison Electric Works * 0.06604 Select
Swans Island Electric Cooperative * 0.035-0.057 | Select
Kennebunk Light and Power Co. * 0.0388 Exelon Power
Monhegan Electric Exempt
Matinicus Plantation Electric Co. Exempt
Isle au Haut Exempt

* For these utilities, the standard offer rate shown is approximate. The rate may vary monthly
and is subject to a true-up adjustment each month to reflect the actual costs of supply and

actual retail sales.

C. Solicitations in 2002

Pursuant to the Restructuring Act, the Commission must administer

periodic bid processes to select providers of standard offer service. 35-A M.R.S.A. §
3212(2). Early in 2002, we completed a solicitation for providers for CMP and BHE
medium and large C&l customers. Solicitation for residential and small commercial
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customers was not necessary because we had previously designated a standard offer
service provider for those customers for the 2002-2005 period. This process began in
November of 2001, when we issued Requests for Proposals (RFP) for the term
beginning March 1, 2002. We received indicative bids in December of 2001 and began
discussing non-price terms with bidders. Upon the conclusion of these discussions, we
asked for final, binding bids to be presented on January 14, 2002.

After reviewing all of the bids received, we concluded that the bids
submitted by Select would provide the greatest value to standard offer customers and,
on January 14, designated Select as the standard offer provider for the CMP and BHE
medium and large C&l classes for a 1-year term. The winning bids of Select provided
retail standard offer prices, on average, from 4.0¢ to 4.2¢ per kWh. The specific
seasonal, monthly and time-of-day prices are shown above in subsection B of this
section.

The bid prices submitted by Select were the lowest received for each of
the two service territories. As required by Chapter 301 of our rules, we considered
whether to designate additional providers in each service territory (Constellation had
already been designated as the provider for the residential and small commercial
classes), but did not because doing so would raise the standard offer prices by more
than 1.5%, in violation of Chapter 301’s price impact restrictions. In addition, we
considered alternative pricing mechanisms such as indexed pricing and fixed adders,
but rejected these mechanisms because the former was difficult to evaluate and the
latter would result in higher prices than those we chose.

In response to our RFP, we had received bids for terms of 1, 2 and 3
years. We accepted a bid for a 1-year term to prevent standard offer prices from
deviating from prevailing market prices for long periods of time. We also viewed the
shorter term as providing more opportunity for competitive suppliers to compete for
customers by offering the stability of longer-term contracts.

In designating Select as the standard offer provider, we accepted its
statement of commitment and bid conditions. Both documents provided useful
clarifications as to the precise nature of the standard offer provider obligations, as well
as reasonable protections for Select with respect to actions of the Commission. All
parties have performed in accordance with these provisions throughout the year. To
secure Select’s standard offer obligation, we accepted a corporate guarantee from its
parent company, Northeast Utilities. The parent guarantee satisfied the financial
capability requirements of Chapter 301 and our RFP and, in fact, provided greater
security than required by the rule by guaranteeing the full cost of replacement standard
offer power, rather than the pre-specified dollar amount.

We are currently soliciting standard offer service for CMP and BHE
medium and large C&I customers for the term beginning March 2003. Standard offer
service for CMP and BHE residential and small commercial customers will continue to
be supplied pursuant to 3-year arrangements with Constellation, and standard offer
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service for all MPS customers will continue to be provided pursuant to a 3-year
arrangement with WPS that terminates in February, 2004.

D. Standard Offer Study and Recommendations

At the direction of the Legislature,® during 2002, the Commission
investigated and prepared recommendations in several areas related to retail
competition and standard offer service. We submitted a detailed study including
recommendations to the Legislature on December 1. The findings of that report are
summarized in Appendix C.

V. TOTAL CONSUMER RATES

Consumers’ electricity prices comprise four components:

: supply prices, determined by the competitive market;
T&D utility distribution rates, established by the Commission;
T&D stranded cost rates, established by the Commission; and
Transmission rates, established by the Federal Energy Regulatory
Commission (FERC).

For most customers, the latter three components are combined into the delivery rate
charged by the customer’s T&D utility.

As a general rule, changes in these rate components occur independently of one
another. In approving T&D utilities’ rates, the Commission considers the relationship of
all components and the effect each component’s change has on consumers. In recent
years, we have attempted to maintain rate stability and to allocate overall rate
decreases, when they occur, to all customer groups. We intervene in FERC
transmission cases to ensure that transmission rates (which are established by the
FERC) are reasonable. Finally, for CMP and BHE, we have established alternative rate
plans applicable to the distribution portion of rates, to encourage utilities to perform
efficiently and to ensure stable or declining distribution rates.

Since industry restructuring began, fluctuations in each rate component have
occurred. 2002 was no exception. During 2002, supply prices for customers taking
standard offer service changed for all customer groups in the CMP, BHE, and MPS
territories, as discussed earlier in this report. Stranded costs (described later in this
report) were recalculated for each utility, resulting in a decrease in stranded cost rates
in CMP’s territory, an increase in BHE's territory, and no change in MPS'’s territory.
Distribution rates decreased under CMP’s annual alternative rate plan provisions, while
BHE'’s and MPS’s distribution rates remained unchanged. Finally, the FERC authorized
increases in CMP’s and MPS’s transmission rates and decreases in BHE's rates.

8 p.L. 2001 Chapter 528, An Act to Prepare Residential Electricity Customers for
Competitive Electricity Markets in Maine.
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The net result of these changes and others that have occurred since
restructuring began has been generally favorable for most consumers. We do not
believe, however, that a simple comparison of rates before and after restructuring
allows any firm conclusions about the success or failure of restructuring. Many factors
affect electricity rates, and it is not possible to determine what rates would have been if
the State had not pursued electric restructuring. Moreover, price comparisons for C&l
customers based on standard offer prices do not represent the price impacts of
restructuring for all customers, because the majority of large C&I customers and a
significant number of medium C&Il customers purchase generation on the competitive
market. Current competitive market generation prices may be above or below the
standard offer price, depending on when a customer entered into its supply contract and
the terms of the contractual arrangement. Finally, a consequence of restructuring is
that the Commission is not privy to the specific supply arrangements made by Maine
businesses.

With these limitations in mind, however, and with no implication that current
relationships will persist, we can report that, for most electric consumers, total electricity
prices today are lower than before retail competition began in March 2000. This is true
throughout CMP’s territory and among medium and large C&l customers in BHE’s
territory. In MPS’s territory, prices have increased since restructuring began, primarily
because of steady increases in standard offer prices. In the following tables, pre-
restructuring average rates are compared with current average rates for customers on
standard offer service. Based on information submitted by competitive retail suppliers’
annual reports to the Commission, on average during 2001 supply prices obtained by
medium and large customers from the competitive retail market were lower than
standard offer prices, in some case by as much as 2¢/kWh. A similar comparison for
2002 prices would likely be significantly different, because, unlike 2001 standard offer
prices, 2002 standard offer prices were set at a relative low point for market prices
compared to the rest of the year.
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Prices for Customer Groups, if Served on 2002 Standard Offer

1999 Current % Change
Bundled Rate Ave. Rates Since Pre-
($/kWh) ($/kWh) Restructuring

CMP

Residential 0.1321 0.1235 -6.5%

Small Commercial 0.1340 0.1215 -9.3%
BHE

Residential 0.1451 0.150 3.4%

Small Commercial 0.1364 0.142 4.1%
MPS

Residential 0.12845 0.13289 3.5%

Small Commercial 0.11973 0.12989 8.5%
CMP

Medium 0.106 0.087 -18.0%

Large, Distribution 0.097 0.085 -12.1%

Large, Transmission 0.060 0.055 -8.6%
BHE

Medium 0.114 0.107 -5.9%

Large 0.0969 0.090 -7.1%
MPS

Medium 0.095 0.106 11.7%

Large 0.084 0.103 22.0%

Percentages vary because rates are rounded

V. STRANDED COSTS

The Restructuring Act allows CMP, BHE and MPS to recover stranded costs in
the rates they charge for delivery service. 35-A M.R.S.A. 83208. Stranded costs reflect
the net, above-market costs for generation obligations that utilities incurred prior to
industry restructuring. For example, stranded costs include the difference between
payments the utilities must make pursuant to pre-existing purchased power contracts
(primarily with qualifying facilities (QFs)) and the current market value of that power.
Stranded costs also include, as an offset, the proceeds from the utilities’ generation
asset sales (referred to as the Asset Sale Gain Account or ASGA). These proceeds are
currently being amortized in rates and reduce the level of stranded costs that ratepayers
must pay.

Stranded cost rates were initially set for CMP, BHE and MPS effective March 1,
2000 for a 2-year period coinciding with the 2-year sale terms of the utilities’ QF
entitlements. Early this year, the Commission concluded proceedings to reset stranded
cost rates for each of the three utilities for the period beginning March 1, 2002.
Stranded cost rates were set based on the results of the most recent sales of each
utilit