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General Assembly File No. 583

February Session, 2004 Substitute House Bill No. 5416

House of Representatives, April 14, 2004

The Committee on Finance, Revenue and Bonding reported
through REP. STILLMAN of the 38th Dist., Chairperson of the
Committee on the part of the House, that the substitute bill
ought to pass.

AN ACT CONCERNING USE OF ELECTRIC RATE REDUCTION

BONDS FOR GENERAL FUND PURPOSES.

Be it enacted by the Senate and House of Representatives in General
Assembly convened:
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Section 1. Section 16-245f of the general statutes, as amended by
section 46 of public act 03-6 of the June 30 special session and section 3
of public act 03-1 of the September 8 special session, is repealed and

the following is substituted in lieu thereof (Effective from passage):

An electric company or electric distribution company shall submit
to the department an application for a financing order with respect to
any proposal to sustain funding of conservation and load management
and renewable energy investment programs by substituting
disbursements to the General Fund from proceeds of rate reduction
bonds for such disbursements from the Energy Conservation and Load
Management Fund established by section 16-245m, as amended, and

from the Renewable Energy Investment Fund established by section
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16-245n, as amended, and may submit to the department an

application for a financing order [and] with respect to the following
stranded costs: (1) The cost of mitigation efforts, as calculated pursuant
to subsection (c) of section 16-245e, as amended; (2) generation-related
regulatory assets, as calculated pursuant to subsection (e) of section 16-

245e, as amended; and (3) those long-term contract costs that have

been reduced to a fixed present value through the buyout, buydown,
or renegotiation of such contracts, as calculated pursuant to subsection
(f) of section 16-245e, as amended. No stranded costs shall be funded

with the proceeds of rate reduction bonds unless (A) the electric

company or electric distribution company proves to the satisfaction of
the department that the savings attributable to such funding will be
directly passed on to customers through lower rates, and (B) the
department determines such funding will not result in giving the
electric distribution company or any generation entities or affiliates an
unfair competitive advantage. The department shall hold a hearing for
each such electric distribution company to determine the amount of
disbursements to the General Fund from proceeds of rate reduction
bonds that may be substituted for such disbursements from the Energy
Conservation and Load Management Fund established by section 16-
245m, as amended, and from the Renewable Energy Investment Fund

established by section 16-245n, as amended, and thereby constitute
transition property and the portion of stranded costs that may be
included in such funding and thereby constitute transition property.
Any hearing shall be conducted as a contested case in accordance with
chapter 54, except that any hearing with respect to a financing order or
other order to sustain funding for conservation and load management
and renewable energy investment programs by substituting the
disbursement to the General Fund from the Energy Conservation and
Load Management Fund established by section 16-245m, as amended,

and from the Renewable Energy Investment Fund established by
section 16-245n, as amended, shall not be a contested case, as defined

in section 4-166. The department shall not include any rate reduction
bonds as debt of an electric distribution company in determining the

capital structure of the company in a rate-making proceeding, for
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calculating the company's return on equity or in any manner that
would impact the electric distribution company for rate-making
purposes, and shall not approve such rate reduction bonds that
include covenants that have provisions prohibiting any change to their
appointment of an administrator of the Energy Conservation and Load
Management Fund. [or the authorization of continuation of
disbursements pursuant to section 20 of public act 03-2*.] Nothing in
this subsection shall be deemed to affect the terms of subsection (b) of
section 16-245m, as amended.

Sec. 2. Subsection (a) of section 16-245h of the general statutes, as
amended by section 5 of public act 03-1 of the September 8 special
session, is repealed and the following is substituted in lieu thereof

(Effective from passage):

(@ The competitive transition assessment described in
subparagraph (A) of subdivision (2) of subsection (a) of section 16-
245e, as amended, shall constitute transition property when, and to the

extent that, a financing order authorizing such portion of the
competitive transition assessment has become effective in accordance
with sections 16-245e to 16-245k, inclusive, as amended, and the
transition property shall thereafter continuously exist as property for
all purposes with all of the rights and privileges of sections 16-245e to
16-245k, inclusive, as amended, for the period and to the extent
provided in the financing order, but in any event until the rate
reduction bonds are paid in full, including all principal, interest,
premium, costs, and arrearages on such bonds. Prior to its sale or other
transfer by the electric company or electric distribution company

pursuant to sections 16-245e to 16-245k, inclusive, as amended,

transition property, other than transition property [described in this

subsection] in respect of disbursements to the General Fund to sustain

funding of conservation and load management and renewable energy

investment programs, shall be a vested contract right of the electric

company or electric distribution company, notwithstanding any
contrary treatment thereof for accounting, tax, or other purpose.
Transition property in respect of disbursements to the General Fund to
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sustain funding of conservation and load management and renewable
energy investment programs shall immediately upon its creation vest
solely in the financing entity. The electric company or electric
distribution company shall have no right, title or interest in transition
property in respect of disbursements to the General Fund to sustain
funding of conservation and load management and renewable energy
investment programs, and in respect of such transition property shall

be only a collection [action] agent on behalf of the financing entity.

Sec. 3. Subsection (e) of section 16-245j of the general statutes, as
amended by section 6 of public act 03-1 of the September 8 special
session, is repealed and the following is substituted in lieu thereof
(Effective from passage):

() When the state is the authorized financing entity: [, the

Treasurer:] (1) [May] The Treasurer may enter into a trust indenture

for the benefit of holders of the rate reduction bonds with a corporate
trustee, which may be any trust company or commercial bank
qualified to do business within or without the state; such trust
indenture shall be consistent with the financing order and may contain
such other provisions as may be appropriate including those
regulating the investment of funds and the remedies of bondholders;

(2) the Treasurer may make representations and agreements for the

benefit of the holders of rate reduction bonds to make secondary
market disclosures; (3) the Treasurer may enter into interest rate swap
agreements and other agreements for the purpose of moderating
interest rate risk on rate reduction bonds as permitted elsewhere
within sections 16-245e to 16-245k, inclusive, as amended, provided
the obligations under such agreements are payable from the transition

property; (4) the Treasurer may enter into such other agreements and

instruments to secure the rate reduction bonds as provided in sections
16-245f to 16-245k, inclusive, as amended; and (5) the Treasurer may
take such other actions as necessary or appropriate for the issuance

and distribution of the rate reduction bonds pursuant to the financing

order and the Treasurer and the Secretary of the Office of Policy and

Management may make representations and agreements for the
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benefit of the holders of the rate reduction bonds which are necessary
or appropriate to ensure exclusion of the interest payable on the rate
reduction bonds from gross income under the Internal Revenue Code
of 1986, or any subsequent corresponding internal revenue code of the

United States, as from time to time amended.

Sec. 4. Subsection (b) of section 16-245k of the general statutes, as
amended by section 19 of public act 03-62 and section 7 of public act
03-1 of the September 8 special session, is repealed and the following is
substituted in lieu thereof (Effective from passage):

(b) A valid and enforceable security interest in transition property is
perfected when it has attached and when a financing statement has
been filed in accordance with part 5 of article 9 of title 42a naming the
pledgor of the transition property as "debtor" and identifying the
transition property. In such case, the financing statement shall be filed
as if the debtor were located in this state. Any description of the
transition property shall be sufficient if it refers to the financing order
creating the transition property. A copy of the financing statement
shall be filed with the department by the electric company or electric
distribution company or the financing entity that is the pledgor or
transferor of the transition property, and the department may require

the electric company or electric distribution company or the financing

entity to make other filings with respect to the security interest in
accordance with procedures it may establish, provided that the filings

shall not affect the perfection of the security interest.

Sec. 5. Subdivision (2) of subsection (c) of section 12-264 of the
general statutes is repealed and the following is substituted in lieu
thereof (Effective from passage):

(2) For purposes of this subsection, gross earnings from providing
electric transmission services or electric distribution services shall
include (A) all income classified as income from providing electric
transmission services or electric distribution services by the
Department of Public Utility Control in the uniform system of accounts

prescribed by said department and (B) the competitive transition
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assessment collected pursuant to section 16-245g, as amended, other

than any component of such assessment that constitutes transition

property as to which an electric distribution company has no right,

title or interest pursuant to subsection (a) of section 16-245h, as

amended by this act, the systems benefits charge collected pursuant to
section 16-245], as amended, and the assessments charged under

sections 16-245m, as amended, and 16-245n, as amended. Such gross

earnings shall not include income from providing electric transmission
services or electric distribution services to a company described in

subsection (c) of section 12-265.

This act shall take effect as follows:

Section1 | from passage

Sec. 2 from passage

Sec. 3 from passage

Sec. 4 from passage

Sec. 5 from passage

ET Joint Favorable C/R FIN
FIN Joint Favorable Subst.
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The following fiscal impact statement and bill analysis are prepared for the benefit of members of the
General Assembly, solely for the purpose of information, summarization, and explanation, and do not

represent the intent of the General Assembly or either House thereof for any purpose:

—
OFA Fiscal Note

State Impact:
Agency Affected Fund-Effect FY05$ FY 06 $
Revenue Serv., Dept. GF - Revenue 1,650,000 1,650,000

Loss
Note: GF=General Fund

Municipal Impact: None

Explanation

The bill exempts from the Public Service Companies Gross Earnings
Tax, that portion of Connecticut Light & Power’s (CL&P) and
Northeast Utilities” (NU) gross earnings used to pay debt service on
energy securitization bonds. This will result in an estimated revenue
loss to the General Fund of $1.65 million per fiscal year, from FY 05 to
FY 11. The estimate is based on the issuance of $220 million ($194
million in principal, $21 million for the reserve fund and $5 million for

issuance costs) over a 7-year period at an interest rate of 3.5%.

During the 2003 session, the General Assembly approved the
securitization of a total of $194 million from: (1) the Energy
Conservation and Load Management Fund ($144 million), and (2) the
Clean Energy Fund ($50 million.) Debt service for the bonds will be
financed over a 7-year period from the surcharge currently paid by
CL&P and NU customers. The bill exempts from the Public Service
Companies Gross Earnings Tax that portion of CL&P’s and NU’s gross

earnings that are used to support the bonds.

The other provisions of the bill have no fiscal impact because they
clarify and make technical changes to the language that authorizes the

issuance of the energy securitization bonds.
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OLR BILL ANALYSIS
sHB 5416

AN ACT CONCERNING USE OF ELECTRIC RATE REDUCTION
BONDS FOR GENERAL FUND PURPOSES

SUMMARY:

This bill exempts certain electric company revenue that is subject to a
temporary transfer to the General Fund from the utility company gross
earnings tax. It makes minor changes to provisions authorizing the
issuance of revenue bonds in connection with this transfer and in
connection with the electric companies” stranded costs.

EFFECTIVE DATE: Upon passage
GROSS EARNINGS TAX

Legislation passed last session temporarily transfers to the General
Fund revenues from charges on electric bills that pay for conservation
and renewable energy programs. It authorizes the issuance of bonds,
backed by another charge on electric bills, to mitigate the reduction in
funding for the programs. The bonds are issued through the state, but
are not state obligations.

Under PA 03-1, September 8 Special Session, the revenue that backs
these bonds is the property of the state rather than the electric
company. The bill exempts this revenue from the utility company
gross earnings tax.

RELATED PROVISIONS

The law also authorizes the issuance of bonds to reduce the rate impact
of the electric companies’ stranded costs. These were costs the
companies incurred, with the approval of the Department of Public
Utility Control (DPUC), whose continued recovery through rates was
jeopardized with the start of competition in the electric industry
authorized by PA 98-28.

By law, both types of bonds are issued by the “financing entity,” which
can be the state (acting through the treasurer), a special purpose trust,
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or state authorized entity. If the state issues the bonds, the Office of
Policy and Management secretary may make representations and
agreements for the benefit of the bondholders that are needed or
appropriate to make sure that the interest on the bonds is exempt from
federal income tax. The bill additionally allows the treasurer to make
these representations and agreements.

By law, the issuance of the bonds is subject to DPUC approval. The bill
allows the DPUC to require the financing entity to make filings with
respect to the security interest in the revenue that backs the bonds.
These filings cannot affect the perfection of the security interest.
COMMITTEE ACTION

Energy and Technology Committee

Joint Favorable Change of Reference
Yea 15 Nay 1

Finance, Revenue and Bonding Committee

Joint Favorable Substitute
Yea 45 Nay 0
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