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When MMWEC began trading and
selling its excess nitrogen oxide

(NOx) emissions allowances in 1998,
staff could not have guessed just how
successful the program would be for its
Stony Brook Intermediate Project
Participants, or how much NOx allow-
ances ultimately would be worth.

Over the past three months,
MMWEC has sold 183 of its 2004 and
2005 NOx emissions allowances for a
total of $404,825, and has been paid
approximately $1.9 million for NOx
allowance sales since 1998.

MMWEC Engineering Services
Manager Alan Menard credits the
success of the NOx program to a number
of staff activities.

“MMWEC staff not only kept an
eye on the market conditions, but had an
active role in the allocation of the NOx
allowances to the Stony Brook Interme-
diate Unit,” said Menard. “This allowed
MMWEC to receive significantly more
allowances than originally allocated.”

Menard said by actively partici-
pating in the original allocation
process, MMWEC received a generous
share of NOx allowances. By operating
the units efficiently, that share can be
applied over more operating hours,
leaving more allowances available for
sale or future use.

Each year, power plants across most
of the eastern United States are granted a
certain number of NOx allowances
based on mandatory programs of the
federal Environmental Protection
Agency (EPA) and state regulations. If
the allowances are not used, the plants
have the option of trading them for
future year allowances, banking, or
selling them.

 “Any major source over 15 mega-
watts or 250 mmbtu per hour that
consumes fuel and generates emissions
must participate in the program, not just

power plants,” said Mike DiMauro,
MMWEC’s environmental engineer.
“This includes hospitals, universities,
and other companies.”

In the past, MMWEC has both
traded allowances for future years’
allowances or sold them. Historically,
MMWEC has maintained enough
allowances to meet Stony Brook’s
operation levels and as a result was able
to sell and trade its excess allowances.

Menard said MMWEC has been
able to sell its excess allowances based
on a number of factors, including:
increased use of natural gas; installa-
tion of a Dry-Low NOx combustion
system for Unit 1B gas turbine to
reduce emissions; increased steam
injection rates to Units 1A and 1C;
efficient operation of all units to
minimize NOx emissions; and unit
efficiency improvements that generate
more energy using less fuel.

 “The Dry-Low NOx system that
was installed allows the plant to burn
fuel at a much lower combustion flame
temperature,” said Menard. “A
reduced flame temperature means
lower NOx emissions.”

Menard said that taking advantage
of the NOx trading program has
essentially reimbursed MMWEC for
the cost of installing the Dry-Low
NOx system.

“Stony Brook Participants benefit
in more than one way,” said Menard.
“There’s an increase in the plant’s
availability, increase in efficiency and
power output, while simultaneously
lowering NOx emissions.”

Additionally, MMWEC has
acquired excess allowances for 2006,
2007, and 2008 by trading excess 2003
and 2004 allowances. Based on the
current market prices, Menard said
these excess allowances are valued at
approximately $712,500.
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MMWEC fights to keep capacity, transmission costs under control
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Concord gets APPA
Innovator award
The Concord Municipal Light Plant
recently received the American Public
Power Association’s (APPA) 2005
Energy Innovator Award. The award
recognizes innovative programs that
provide better service to electric

customers or increase the efficiency of the
utility. Concord received the award for
offering its customers electric thermal storage
(ETS) heaters. The ETS heaters convert
electricity to heat during off- peak hours and
store the heat in specially designed high-
density bricks to warm living space. The
light department provides customers with a
$100 credit for each installed kilowatt.
According to the APPA, more than 30
homes and businesses, including CMLP,
have installed the heaters.

Pipeline inspections complete
MMWEC has completed the second
quarterly walk-down inspection of 2005
for its natural gas pipeline. The inspection
entails a foot patrol to inspect the 5.6-mile
pipeline right-of-way for various condi-
tions as described by the Federal Depart-
ment of Transportation. No problems were
found existing along the pipeline route.
The inspection will be documented and
filed for state and Department of Trans-
portation audit purposes.

Continued on Page 3

Capacity Plan
On July 18, MMWEC, joined by

the Connecticut Municipal Electric
Energy Cooperative (CMEEC), filed a
brief with the FERC raising objections
to the June 15 initial decision by a
FERC administrative law judge that
largely approves ISO New England’s
proposed Locational Installed Capacity
(LICAP) plan.

In their filing, MMWEC and
CMEEC point out that the plan “would
result in the largest rate increase in the
history of New England,” providing
electric generators with “enormous
financial subsidies” and no tangible
benefits for consumers.  MMWEC’s
comments support changes in the
LICAP proposal that would help to
ensure that consumers are not required
to purchase excessive amounts of
capacity or to pay excessive rates.

ISO New England estimates that it’s
LICAP plan will cost New England
consumers between $10 billion and $13
billion over the next five years, with the
money intended to be an incentive for
generators to build and maintain a target
level of reserve generating capacity in
order to ensure the region has an
adequate supply of electricity. One of
the problems with the plan, according to
MMWEC, is that the target levels of
reserve capacity are far in excess of the
region’s needs, and the prices to be paid
generators are unjustifiably high, to the

point where generators could, under
certain circumstances, earn returns in
the range of 30-36 percent.

LICAP “will require consumers to
pay for the achievement of wholly
unnecessary reserve levels, and at prices
that are inflated by design,” the
MMWEC filing states. The MMWEC/
CMEEC comments were filed in
response to the June 15 initial decision,
which is the result of hearings on limited
parts of the LICAP plan, including the
components that establish capacity
levels and pricing formulas. FERC set
these parts of the plan for hearing in a
June 2004 order that endorses the ISO’s
proposed LICAP regimen for New
England. A final FERC decision on
LICAP is scheduled for this fall, with
implementation set for January 2006.

While the MMWEC filing lists 11
specific errors in the June 15 initial
decision, the filing supports the part of
the decision that would enable Massa-
chusetts municipal utilities in con-
strained capacity zones to use their
entitlements in Pool-Planned Units to
meet their LICAP capacity obligations.
If this portion of the decision is upheld
by the FERC, these municipal utilities
will be awarded “capacity transfer
rights” stemming from their long-term
investment and entitlements in generat-
ing units located outside their capacity
zone that can be used to meet their in-
zone LICAP obligations.

As the MMWEC/CMEEC filing
states, however, the limited issues raised
in the initial decision are but the tip of
the iceberg in the debate over the
LICAP plan, which has generated fierce
opposition and threats of lawsuits from
public officials throughout New En-
gland. The region’s governors, utility
regulators, attorneys general, con-
sumer advocates and others are
demanding FERC rejection of the
current LICAP plan. In addition, 28 of
New England’s 33-member Congres-
sional delegation signed a July 5 letter
urging the FERC to reject the LICAP
proposal. The remaining legislators
filed separate letters with the FERC
listing their concerns with LICAP.

Calling the LICAP plan “radical
and experimental,” the July 5 letter
states that the plan lacks any require-
ment for generators to actually build
new power plants, making it “entirely
possible that ratepayers could spend
$13.5 billion for nothing.”

The letter urges FERC to reject the
LICAP plan and direct the ISO to
consult with stakeholders to develop an
alternative “for ensuring that our
region’s wholesale electricity markets
function properly and that rates charged
in such markets are just and reasonable
and not unduly discriminatory or
preferential – as is required under the
Federal Power Act.”

In two separate cases, MMWEC is continuing its fight at the Federal Energy Regulatory Commission
(FERC) to protect public power consumers from unjust and unreasonable increases in the price they pay
for electric generating capacity and transmission service.
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.78%

Return on Equity
In a separate case, the New England

Consumer-Owned Entities (NECOE)
group, which includes MMWEC and
other New England public power
entities, is asking FERC to reject the
arguments of New England’s major
transmission owners (TOs) in support of
higher rates of return on their invest-
ments – essentially, higher transmission
rates.  MMWEC and its allies state that
the TOs’ arguments generally are
reliant on “cooking the books” and
bad accounting.

In a July 18 filing with the FERC,
NECOE details its opposition to
arguments presented by the TOs, which
are seeking reversal of an initial decision
by a FERC administrative law judge.
That decision rejects the TOs’ requests
for a higher “base” rate return on equity
(ROE), and a separate “incentive
adder,” which would boost the rate of
return by an additional 1 percent, or 100
basis points.

The initial decision was issued May
27 following extensive hearings and the
development of a fully litigated eviden-
tiary record, which focuses largely on
the mechanics of the ROE calculation,
including the selection of an appropri-

ate “proxy group” of companies, as
well as the asserted bases for the
incentive adder.

The TOs initially asked that the base
ROE on their existing facilities be
increased from roughly 11 percent to
12.8 percent. The initial decision
recommends a base ROE on existing
transmission facilities of 10.72 percent.
In addition, the decision rejects the TOs’
request for approval of their incentive
adder, which would have increased the
ROE applicable to new facilities by 100
basis points, as an incentive to encour-
age new construction.

While the TOs say the findings are
“a huge disappointment,” NECOE
states this was the first fully litigated
ROE case for any New England TO in
many years, and the result “shows only
that transmission customers have been
saddled with excessive rates of return for
some time, and that a downward
adjustment is overdue.”

In its filing, NECOE rebuts the
TOs’ arguments on the merits of the
initial decision, as well as their “un-
seemly” and unsupported claim that the
FERC should approve the 1 percent
incentive ROE adder because approval
was effectively promised in return for

the TOs’ agreement to support formation
of a regional transmission organization
for New England.

A significant portion of the 102-page
NECOE filing supports the exclusion of
UGI Corporation from the proxy group
and refutes the TOs’ arguments for
including UGI in the group. UGI was at
the high end of the proxy group.

“The initial decision found, quite
correctly, that … UGI is a ‘different
type of company than those that com-
prise the Northeast TOs,’ and as such
did not belong in the proxy group,”
NECOE states.

NECOE also argues that the initial
decision to reject the 100 basis point
ROE adder for new facilities should be
affirmed because the TOs did not show
that the adder is needed to incent the
construction of new transmission
facilities, which is the standard estab-
lished by the FERC for determining if
the adder is justified.

With both the exceptions to the
initial decision and comments on the
exceptions now filed with the FERC, the
next procedural step is for the FERC to
issue a final decision in the case.  There
is no set timetable for FERC action
on the matter.

Continued on Page 4

Bulk power cost projections valuable to Members’ budget preparations

When MMWEC Member systems
prepare their annual operating

budgets, several factors influence how
they calculate their rates and overall
budget. One of the important tools
they use to assist in budget prepara-
tions is MMWEC’s Bulk Power Cost
Projections report.

Twelve-month bulk power cost
projections are calculated for
MMWEC’s Member systems once a
year in October. Throughout the year,
gas and oil market conditions are
monitored, and projections are modified
as conditions warrant. In June, a six-
month update is provided to Members
for July through December. These
projections involve several complicated
calculations to give each system the
most accurate estimate of their power

supply costs for the upcoming year.
Since power supply costs are a large
portion of Member systems’ budgets,
it is important for the projections to
be accurate.

According to Paxton Municipal
Light Department Manager Diane
Dillman, MMWEC’s Bulk Power Cost
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Projections are extremely helpful in
preparing her yearly budget.

“I count on the numbers to be
accurate and use what MMWEC
provides to prepare my budget,” said
Dillman. “About 80 percent of my
budget is power supply costs.”
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Bulk Power . . . . . . . . . . . . . . . . . . . . . . . . . continued from page 3
A series of “assumptions” are used

to calculate the projections. Assump-
tions include: charges for MMWEC-
owned generating units; ISO-New
England’s Locational Marginal Pricing
(LMP) prices; natural gas and oil
prices, unit capacity cost estimates;
unit energy costs; unit availabilities;
Stony Brook’s participation in the
Forward Reserve Market; load fore-
casts; ISO New England expenses; and
transmission costs.

Each assumption is derived from
various sources. MMWEC Project
Manager – NEPOOL Services Jeanette
Sypek runs a separate dispatch model to

develop average LMP calculations and
unit generation megawatt-hour forecasts.
MMWEC staff review the numbers
carefully and make adjustments as
needed. These numbers are then entered
into a spreadsheet where data tables are
created. A computer program then
transmits the data for each town to a
summary table with a breakdown of all
the resources the utility owns with the
fixed and variable rates associated with
each. Additionally, a load forecast for
each month is estimated.

“We break these down month-
by-month to capture scheduled
outages, summer unit deratings and

winter and summer market condi-
tions,” said Sypek.

Dillman said she also uses the
cost projections to check the rates
for her system. “I estimate my
purchased power clause adjustment
for the year based on those projec-
tions,” said Dillman.

Dillman stressed the importance
of the reports, noting that due to her
responsibilities with the department,
she wouldn’t have the time to do these
calculations. “I would have to pay
someone else to do it,” said Dillman.
“With everything else there is to do
within the system, I just couldn’t do it.”
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