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directly from a competitive provider or through standard offer service that is obtained by
the Commission through a competitive bid process.

The following charts display, as of December 2004, the components, on average,
of the basic prices for various customer sizes in the territories of Bangor Hydro-Electric
(BHE), Central Maine Power Company (CMP), and Maine Public Service Company
(MPS) The displayed energy prices are the average standard offer rates; customers
receiving generation from the open market may have lower or higher energy rates. In
addition, many customers receive service under special rata contracts that have T&D
prices below the basic approved utility rates.
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RETAIL MARKET ACTIVITY

During 2004, the retail market for Maine’s medium commercial and industrial
(C&l) and large C&I customers® continued to exhibit a reasonable level of competitive
activity, and bidding for standard offer service was healthy. In addition to attracting a
significant number of bidders, the standard offer process resulted in different providers
winning the bids during each of the salicitations in 2004. The market continued to offer
minimal competitive choice for residential and small commercial customers, but a low
standard offer price obtained in previous years contributed to relatively low overall
electricity prices. The current arrangement for residential and small commercial
standard offer service for BHE and CMP will terminate in 2005, and the Commission
has conducted a bid process to obtain residential and small commercial standard offer
service for a term beginning March 1, 2005.

As shown on the graph
to the right, customers showed
steady migration to the open
market throughout the first two
years of restructuring. After an
adjustment in mid-2003 caused
by the withdrawal of one
competitive provider from the ' 2=
retail market, participation in the | . //J__ e Ly s
retail market remained steady
at approximately 8000-2000 N L e e el e < b

Maine Customers Served by Retall Compatitive Electricity Providers

customers, representing ,
approximately 40% of Maine’s electrical use.

® Commission rules establish three standard offer classes: residential and small commercial, medium
commercial and industrial (C&l), and large CA&l.
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Migration from Standard Offer — Medium and Large Customers

Since the beginning of restructuring, the vast majority of large customers and a
substantial number of medium customers have chosen to participate directly in the retail
market. While migration to and from the competitive market is influenced to some
extent by the relationship between standard offer and non-standard offer prices, the
prevailing trend is for customers to remain in the open market once they have left the
standard offer. The graph below shows migration among medium and large customers.
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In 2003, the Commission concluded that medium and large class standard offer
prices should track wholesale prices closely and accordingly has accepted bids for 6-
month terms since that time. Because of market fluctuations, prices for BHE and CMP
medium and large standard offer customers increased generally between 8% and14%
in March 2004 and between 2% and 7% in September 2004. Prices for customers in
the retail market are established by their individual contracts, and medium and large
customers seeking longer-term price certainty have an incentive to buy in the retail
market. In March 2005, the standard offer prices for medium and large customers for
BHE and CMP will increase between 0.2% and 3.5%.

Migration from Standard Offer — Residential and Small Commercial Customers

Acquisition and service costs for small customers are significant, and no
substantial retail market has developed. 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 for standard offer service in BHE
and CMP territories has resulted in attractive standard offer service rates for smaller
customers through 2004. Competition among standard offer service bidders remained
vigorous in CMP and BHE territory during the 2004 bidding process, although recent
price increases in the wholesale market, primarily driven by increases in natural gas
prices, will result in higher standard offer prices in 2005 — 40% for CMP and 43% for
BHE.
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