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Please state your name, current position and business address. 

My name is James J. Cunningham Jr. and I am employed by the New Hampshire 

Public Utilities Commission (Commission) as a Utility Analyst. My business 

address is 21 S. Fruit Street, Suite 10, Concord New Hampshire, 03301. 

Please summarize your educational and professional background. 

I am a graduate of Bentley College, Waltham, Massachusetts, and I hold a 

Bachelor of Science-Accounting Degree. I joined the Commission in 1988 and 

currently hold the position of Utility Analyst. In 1995, I completed the NARUC 

Annual Regulatory Studies Program at Michigan State University, sponsored by 

the National Association of Regulatory Utility Commissioners. In 1998, I 

completed the Depreciation Studies Program, sponsored by the Society of 

Depreciation Professionals, Washington, D.C. 

Prior to joining the Commission I was employed by the General Electric 

Company (GE). While at GE, I graduated from the Corporate Financial 

Management Training Program and I held assignments in General Accounting, 

Governnlent Accounting & Contracts and Financial Analysis. 

I am a member of the Society of Depreciation Professionals (SDP). 

What is the purpose of your testimony? 

My testimony provides recommendations on pension and other post retirement 

employment benefit (OPEB) expenses and associated impacts on regulatory assets 



and liabilities. Also, my testimony provides recommendations on depreciation 

and amortization expense. 

4 Pensions and Other Postretirement Employment Benefits (OPEB's) 

What is your recommendation for combined pension and OPEB expenses for 

EnergyNorth Natural Gas, Inc. d/b/a/national Grid NH (EnergyNorth)? 

I recommend $2,556,972 for pension and OPEB expenses, a reduction of 

$336,646 from the proposed amount of $2,893,618. Please refer to attached 

schedule JJC-1 for a summary of these amounts. 

How does your recommendation for pension and OPEB expenses compare to 

EnergyNorth's proposal? 

My recommendation for pension expense is $1,540,257; and my recommendation 

for OPEB expense is $1,016,7 15. The breakout, by individual component, is 

summarized in Schedule JJC-3.' By comparison, EnergyNorth's proposal for 

pension expense is $1,782,2 13; and its proposal for OPEB expense is $1,111,404. 

The breakout, by individual component, is summarized in Schedule JJC-2. 

Please identify the components of pension and OPEB expenses and provide a 

definition of each component. 

The components and definitions are as follows: 

I An additional breakout by function is provided in Schedule JJC-3A. 
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Service costs: actuarially determined present value of benefits attributed to 

services provided by employees during the current period. 

Interest costs: increase in projected benefit obligation due to the passage of time. 

Expected Return on Plan Assets: estimated return earned by the accumulated 

fund assets during the year. 

Amortization of costs that are not yet recognized as expense: prior service cost 

attributable to plan amendments including provisions to increase or decrease 

benefits for employee service provided in prior years; and the gains or losses 

attributable to changes in market value of plan assets and changes in actuarial 

assumptions that affect the amount of projected benefit obligation. 

Allocated Sewice Corzpany Costs: costs attributablc to Corporate Services, 

Engineering Services and Utility Services that are allocated to Energyxorth. 

These service costs are collectively referred to as KeySpan Corporate Services. 

Bill-Out Component: EnergyNorth costs that are billed out to Capital/Other 

projects. 

Briefly explain the derivation of EnergyNorth's proposed amounts for each 

of these components? 

Service costs, interest costs, expected return on plan assets and amortization 

amounts are actuarially detem~ined by the Company's actuary, Hewitt Associates. 

These costs are determined for the KeySpan family of companies by the actuary 

and a share is assigned directly to EnergyNorth based on the number of 



employees assigned to ~ n e r ~ ~ ~ o r t h . ~  ~ e n c e ,  these costs are referred to as 

ErlergyNorth Direct Costs. 

KeySpan Service Cornpuny Costs are accumulated in cost pools and a share is 

allocated to EnergyNorth based on Keyspan's allocation mechanism. An 

explanation of this allocation mechanism is provided in the testimony of Mr. John 

~ ' ~ h a u g h n e s s ~ . '  

Bill-out costs are determined by EnergyNorth and are assigned to Capital/Otl~er 

projects and credited to EnergyNorth, reducing EnergyNorth7s pension and OPEB 

costs. 

1 
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11  Q. How did you determine your recommended amounts? 

12 A. I determined the recommended amounts for the EnergyNorth direct expenses 

13 based on the Actuarial Reports prepared for KeySpan by Hewitt ~ s s o c i a t e s . ~  1n 

14 addition, I utilized the provisions of the EnergyNorth Rate Agreement settlement' 

15 and excerpts from discovery materials. The discovery materials that I reference in 

16 my testimony and schedules are provided in a separate attachment to this 

17 testimony. 

18 

Source: EnergyNorth response to Staff3-40 (attached). 
' The Service Company includes KeySpan Corporate Services, KeySpan Utility Services and KeySpan 
Engineering Services. All three companies are collectively referred to as the KeySpan Service Company. 
Reference the Testimony of John O'Shaughnessy, at pages 29-37, for a description of the allocation 
methodology. 

For pensions, I used the "Actuarial Report, National Grid USA, KeySpan Pension Benefits Valuations, As 
of January 1, 2007" for the period August 25, 2007 through March 31, 2008, page 45. For OPEB's, I used 
theVKeySpan Retiree Welfare Plans" for the period August 24, 2007 through March 31, 2008, page 5 of 9. 
Copies of the selected pages are attached. 
5 Sources: Docket DG 06-107, EnergyNorth Rate Agreement Settlement, Paragraph E, "Pension and 
OPEB Fair Value", page 4. 



Please continue by explaining how you calculated your recommended 

amounts for pensions. 

With respect to pensions, I used the most recent actuarial report prepared by 

Hewitt Associates for the period ending March 3 1, 2008 to calculate service costs, 

interest costs and expected return on plan assets. This report provides actuarially 

determined pension costs for two periods: January I ,  2007 through August 24, 

2007 and August 25, 2007 through March 3 1,2008 (i.e. the period after the 

acquisition of Keyspan). I selected the more recent seven-month period, August 

25 through March 3 1, 2008 time period for my analysis. I annualized the data to 

calculate a forecast for the rate year July I, 2007 to June 30, 2008. It's important 

to note that I'm only annualizing the Hewitt Associates numbers - i.e. I'm not 

changing any of the Hewitt assumptions such as discount rates, expected return on 

assets, life expectations, etc. Please refer to Schedule JJC-4 for the details of my 

calculations. 

With respect to the amortization component, 1 utilized the provisions of the 

EnergyNorth Rate Agreement Settlement ("Agreement") pertaining to valuation 

of assets in the pension plan. Specifically, the Agreement establishes that, 

'pursuant to accounting rules, the Company is required to perform a market 

valuation of the assets in its pension plans as of the closing date of the Merger. 

The Company (will) defer recognition of any unrecogtlized gains or losses 

restilting from such vuluation to u regulatory liability or asset, respectzvely. The 

resulting reglrlatoiy liability or asset (shall) be amortized to expense over a 



period equal to the average estimated remaining services lives of the employees in 

the plan. 1~6 

As the above provision of the Agreement is implemented, unrecognized gains and 

losses (as well as prior service costs), as determined by Hewitt Associates, are 

amortized out of accumulated other comprehensive income (OCI) through the 

amortization of the regulatory asset created by the merger Agreement. The 

amount of the actuarially detemlined pension-related regulatory asset that was 

created by the merger Agreement is $8,197,9 14 and the amortization, based on a 

ten-year term, is $819,791. 

In addition to the amortization on the regulatory asset, I include an amortization 

for a second component, OCI. The actuarially detemlined amount for this second 

component is $1,656,330 and is recognized on the balance sheet with an offset to 

accumulated OCI. This unrecognized component will be amortized 

systematically and gradually to net periodic expense over a ten-year period, with 

annual amortization of $165,633. The total annual pension amortization is 

$985,424. Please refer to Schedule JJC-6 for a calculation of the amortization 

component. 

Q. Please continue by explaining your recommendation for the pension related 

allocated service cost component and the bill-out component. 

A. The amount proposed by EnergyNorth for the allocated service cost component 

appears to be reasonable. I reviewed the amount of allocated service costs for the 

Source: Docket DG 06-107, EnergyNorth Rate Agreement Settlement, Paragraph E, "Pension and OPEB 
Fail. Value", page 4. 



past five years and found that the amounts fluctuate; yet, the amounts proposed by 

EnergyNorth are consistent with the historical record. That is, the proposed 

amount for the pensioil related KeySpan Service Company allocation is $485,628, 

versus amounts over the past five years that range between $339,647 and 

$609,57 1. See attached Schedule JJC-4 (footnote 5) for details pertaining to the 

past five years. 

With respect to EnergyNorth's proposal for the bill-out component, my analysis 

has not revealed any exceptions to the Company's proposal; hence, I'm adopting 

the company's proposed amount at this time. 

Q. Please continue by explaining how you calculated your recommended 

amounts for OPEB expense. 

A. With respect to OPEB expense, I used the most recent actuarial report prepared by 

Hewitt Associates for the period ending March 3 1, 2 0 0 8 ~  to calculate service 

costs, interest costs and expected return on plan assets. This report provides 

actuarially determined pension costs for the period August 25,2007 through 

March 3 1, 2008. Since the data is for a partial year, I annualized the data to 

calculate a forecast for the rate year July 1, 2007 to June 30, 2008. It's important 

to note that I'm only annualizing the Hewitt Associates numbers - i.e. I'm not 

changing any of the Hewitt assumptions such as discount rates, expected return on 

assets, mortality, etc. Please refer to Schedule JJC-5 for the details of my 

calculations. 

7 Source: "KeySpan Retiree Welfare Plans - August 24, 2007 through March 3 1, 2008", dated September 
1 1, 2007. 



With respect to the amortization component, I utilized the same approach that I 

used to calculate the amortization component for pensions. That is, unrecognized 

OPEB related gains and losses (as well as prior service costs), as determined by 

Hewitt Associates, are amortized out of accumulated OCI through the 

amortization of the regulatory asset created by the merger Agreement. The 

amount of the actuarially determined OPEB-related regulatory asset that was 

created by the merger Agreement is $3,3943 10 and the amortization, based on a 

ten-year  tern^, is $339,45 1. 

In addition to the amortization of the regulatory asset, I include amortization for 

the ncw OCI con~ponent. The actuarially determined amount for the new OPEB- 

related OCI component is estimated to be in the amount of $47,950 and will be 

recognized on the balance sheet with an offset to accunlulated OCI. This 

unrecognized component will be amortized systematically and gradually to net 

periodic expense over a ten-year period, with an annual amortization of $4,795. 

Total annual OPEB amortization is $344,246. Please refer to Schedule JJC-6 for 

a calculation of the amortization component. 

Please continue by explaining your recommendation for the OPEB related 

allocated service cost component and the bill-out component. 

The amount proposed by EnergyNorth for the allocated service cost component 

appears to be reasonable. I reviewed the amount of allocated service costs for the 

past five years and found that the amounts fluctuate; yet, the amounts proposed by 

EnergyNorth are consistent with the historical record. That is, the proposed 



1 amount for the OPEB related KeySpan Service Company allocation is $537,914, 

2 versus amounts over the past five years that range between $388,929 and 

3 $56 1,865. See attached Schedule JJC-5 (footnote 5) for details pertaining to the 

4 past five years. 

5 With respect to EnergyNorth's proposal for the bill-out component, my analysis 

6 has not revealed any exceptions to the Company's proposal; hence, I'm adopting 

7 the company's proposed amount at this time. 

8 

9 Q. Please continue by explaining how you calculated your recommended 

10 amount for the regulatory asset attributable to pensions and OPEB's. 

11 A. Accounting rules require that, when a firm is acquired in a business combination 

12 that is accounted for by the purchase method, any previously existing 

unrecognized net gain or loss or unrecognized prior service cost at the date of 

measurement will be eliminated.' 

Further, pursuant to the Agreement in the merger case, as noted above, 

EnergyNorth was required to perform a market valuation of the assets in its 

pension and OPEB plans as of the closing date of the Merger, i.e., August 24, 

2007. The Agreement noted that EnergyNorth would defer the recognition of any 

unrecognized gains or losses resulting from such valuation to a regulatory asset 

and that the resulting regulatory asset would be amortized to expense over a 

period equal to the average estimated remaining service lives of the employees in 

the plan. 

Source: SFAS-141, paragraph 37, SFAS-87, paragraph 74, SFAS-106, paragraph 88. Also, refer to the 
response of Mr. O'Shaughnessy for an analysis of these accounting standards (ref. Tech 2-17, attached). 



Based on the above, it is appropriate that EnergyNorth establish a regulatory 

asset. Further, based on my analysis, I calculate that the amount of the combined 

pension and OPEB related regulatory asset is $1 1,592,424. This amount reflects 

the same amounts as proposed by EnergyNorth for the following three 

components: (1) the Direct EnergyNorth component at December 3 1,2006 in the 

amount of $10,069,392, (2) the Allocated component from the KeySpan Service 

Con~pany in the amount of $5,765,012, and (3) the Purchase Accounting credit 

component attributable to the re-measurement of the pension and OPEB assets 

and liabilities as of August 24, 2007 in the amount of ($4,241,980). Please refer 

to Schedule JJC-6 for a summary of these components. 

Overall, you are recommending that EnergyNorth's proposed pension and 

OPEB expenses be reduced by $336,646. Why do you believe that your 

recommendation is reasonable? 

I believe that my recommendation is reasonable for a number of reasons. First, 

the methodology that I'm using is applied consistently to both pension and OPEB 

expenses. 

Second, the amount of pension and OPEB expenses that I'm recommending is 

conservative, that is, greater than the amount recorded on EnergyNorth's books 

for the rate year. For the rate year period of July 1,2007 to June 30, 2008, the 

amount that the company recorded was $2,281,476.~ By comparison, I'm 

recommending $2,556,972, an increase of $275,496 above the amount recorded in 

the rate year. 

Source: EnergyNorth's respouse to Tech 2-9 (attached). 
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1 Third, with respect to pensions, my recommendation provides for a lower 

expected return on fund assets. A higher expected return on fund assets has the 

effect of reducing the overall pension and OPEB expenses. A lower expected 

return on fund assets has the effect of increasing the overall pension and OPEB 

expenses. My recommendation utilizes an 8.0 percent expected return on plan 

assets, based on the actuarial report for August 24,2007 through March 3 1, 

2008." By comparison, EnergyNorth's proposal appears to utilize an average 

expected return of approximately 8.25 percent, reflecting a weighting of an 8.5 

percent return for the January 2007 through August 24, 2007 period and an 8.0 

percent return for the August 25,2007 through March 3 1, 2008 period." Based 

on the above, my use of a lower expected return on plan assets, all other things 

being equal, appears to yield a conservative (i.e., higher) recommended pension 

expense than is reflected in the proposal. 

Based on the above, I believe my pension and OPEB expense recommendation of 

$2,566,372, a reduction of $336,646 from EnergyNorth's proposed amount of 

$2,893,61 7,12 is reasonable. 

Q. Do you have any other comments pertaining to EnergyNorth's pension and 

OPEB expenses? 

A. Yes. I have a comment about contributions. Commission Order No. 20,806, in 

Docket No. DA 92-199, dated April 13, 1993, addresses the issue of contributions 

to the OPEB irrevocable trusts. This order states that "the Companies would be 

10 Source: EnergyNorth response to Tech Session 1-1 l(d), page 5 of 9 (attached). 
I I Source: EnergyNorth response to Staff 4-4 (attached). 
'' Source: Schedule JJC-1 . 



required to make contributions to the irrevocable external trusts in amounts on a 

quarterly basis of not less than the full accrual expense." However, discovery in 

this case indicates that KeySpan made zero contributions to the EnergyNorth 

OPEB plan since 2001 . I 3  KeySpan indicates that it has not made any 

contributions to the EnergyNorth OPEB plan because the accounts were more 

than adequately funded to meet the health and life insurance obligations of the 

current EnergyNorth retiree base and anticipated retirements in the near future.I4 

Yet, a review of the funded status of the EnergyNorth OPEB plan indicates that, 

rather than being "adequately funded", the plan appears to be under funded (i.e. 

plan obligations are greater than the market value of the assets) by $4,159,3 15 as 

of August 24, 2007, '~  an apparent conflict with EnergyNorth's statement. 

Also, given the fact that KeySpan has made zero contributions to the EnergyXorth 

OPEB plan since 2001, it's possible that ratepayers might be harmed. That is, 

returns on fund assets offset other OPEB expenses; hence, if there are zero 

contributions to the trust fund, then there will be zero associated returns on fund 

assets; and, there will be zero returns available to offset other OPEB expenses. 

Based on the above, I believe that further examination is required in order to 

clarify and reconcile these issues. 

Depreciation and Amortization 

l 3  Source: EnergyNorth Response to Staff 3-48 (d) (attached). 
14 Source: Ibid. 
I5 Source: EnergyNorth's response to Tech 1-1 l(d), page 5 of 9 (copy attached). EnergyNorth Union Plan 
is under funded by $2,712,525, EnergyNorth Management Plan is under funded by $1,446,790, for a total 
of $4,159,3 15. 



1 Q. Please summarize your recommendations on depreciation and amortization 

expenses. 

EnergyNorth is proposing overall depreciation and amortization expense of 

$7,770,701. My recommendation is $5,575,909, a reduction of $2,194,792. 

Schedule JJC-7 provides a summary of my recommendation. 

There are two components reflected in my overall recommendation: depreciation 

expense and amortization of depreciation reserve variance. I recommend 

depreciation expense of $7,509,164 and amortization of depreciation reserve 

variance of negative $1,933,255. Overall, my recommendation for depreciation 

and amortization is $5,575,909. 

Please explain the methodology you used to calculate depreciation expense. 

I used the Whole-Life ~ e c h n i ~ u e ' ~  to calculate depreciation expense. This 

technique is also used by EnergyNorth7s consultant, Mr. Paul M. Nonnand, 

principal with Management Application Consultants, Inc. ("MAC"). My 

recommendation for depreciation expense is calculated by multiplying 

EnergyNorth's plant balances at the end of the test year, June 30, 2007, by my 

recommended depreciation accrual rates. My recommended depreciation accrual 

rates reflect the rates proposed by Mr. Normand, modified by certain 

recommended adjustments that are explained later in my testimony. Please refer 

to Schedule JJC-8 for a summary of my recommendation for depreciation 

expense. 

I b The formula for calculating depreciation expense using the Whole-Life Technique is as follows: 
1-Net Salvage Rate (NSR) 
Average Service Life (ASL) 



What modifications do you recommend be made to the Depreciation Study 

performed by Mr. Normand? 

My recommendation adopts Mr. Normand's proposed average service lives but 

makes certain modifications to: (1) net salvage rates, (2) amount of depreciation 

reserve variance and (3) number of years over which depreciation reserve 

variances are amortized. 

You indicate that you recommend adopting the proposed average service 

lives. Please explain the basis for your recommendation to adopt these 

proposed average service lives. 

Mr. Normand's depreciation study indicates that average service lives need to be 

extended. Initially, he utilizes the Simulated Plant Record-Balances (SPR-BAL) 

methodology to determine his proposed average service lives. This methodology 

is helpful when vintage data for plant accounts is not available, as is the case here. 

The SPR-BAL analysis is an iterative process that identifies survivor curves that 

best simulate the actual ending plant balances. This analysis can be performed 

whenever there is a lack of vintage data but when there is an adequate volume and 

frequency of additions and retirements. 

However, in some instances, the results of the SPR-BAL analysis do not provide 

credible results - i.e., the average service lives for Mains is in the range of 403 to 

5 12 years; and the average service lives for Services is in the range of 90 to 92 

years. Given the lack of credible results, Mr. Normand turns to certain 



comparative data and utilizes his professional judgment to estimate average 

service lives for Mains and Services. 

For Mains, I note that Mr. Normand proposes an average service life of 60 years, 

an extension of approximately 10 years from the existing average service life. For 

Services, Mr. Normand estimates an average service life of 40 years, an extension 

of approximately 7 years from the existing average service life.'' I compared 

these estimates with the average service lives currently used by Northern Utilities, 

Inc. ("Northern") and found that Mr. l?Jormand's estimates are close to the 

average service lives currently used by Northern - i.e., 50 years for Mains and 40 

years for Services. 

With respect to other accounts, my analysis indicates that Mr. Normand's 

proposed average service lives are conservative. For instance, Mr. Nonnand 

proposes an overall average service life for Structures of 30 years, versus 28 years 

currently used by Northern. For General Plant, Mr. Normand proposes an overall 

average service life of 18 years, as compared to 11 years currently used by 

Northern. 

Based on the above, I believe that Mr. Nonnand's average service life estimates 

are reasonable. 

20 Q. Another component of your recommendation on depreciation accrual rates 

2 1 pertains to net salvage. Please explain your recommendation for net salvage 

2 2 and how it compares to EnergyNorth's proposal. 

17 Source: EnergyNorth response to Staff 2-67 (attached), 
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A. I recommend no changes to the existing net salvage rates since there is not 

sufficient historical data to support any changes at this time. The existing net 

salvage rates for distribution plant are negative; that is, the cost of removal is 

greater than gross salvage. Currently, the net salvage rates for Mains and 

Services are negative 10 percent and negative 60 percent, respectively. Mr. 

Nonnand proposes to increase these rates to negative 15 percent and negative 70 

percent respectively. 18 

Typical analysis of net salvage rates relies, in part, on historical retirement data. 

In this case, the historical retirement data is limited.I9 For instance, the 

depreciation study utilizes retirement data for the years 2000 to 2006 for Mains. 

The amount of Mains retired during this period is approximately $2.4 million, less 

than 2 percent of the Mains plant balance at June 30,2007. The amount of 

Services retired during this period amount is approximately $2.0 million, less than 

3 percent of the Services plant balance at June 3 0 , 2 0 0 7 . ~ ~  

Further, in order to obtain meaningful analytical results, particularly with long 

lived property such as Mains and Services, it is necessary to examine data for a 

wide band of years, perhaps twenty or thirty years. However, in this case, there is 

no retirement data available prior to 2000. 

Also, there is essentially no vintage data available to analyze the net salvage rates 

for Mains and Services. Review of vintage year data can be of great benefit in 

IX Source: Filing, Mr. Normand's Depreciation Study, page 42, Attachment PMN-2. 
19 Source: EnergyNorth's response to data request OCA 1-70 (attached). 

Source: EnergyNorth's response to Staff 2-70 (attached) and Mr. Normand's Depreciation Study, page 
42, Attachment PMN-2. 



isolating the circumstances surrounding any abnormal data. Since there is 

essentially no vintage year data available, it is not possible to do this analysis. 

Based on the above, I recommend no change, at this time, to the existing net 

salvage rates. 

Since removal is labor intensive, and labor costs are generally rising, please 

explain why you are recommending no change for negative net salvage rates 

for Mains and Services. 

With respect to the negative net salvage rates, this point about rising labor costs is 

frequently made. In general, this may be true, but it does not necessarily indicate 

that the percentage removal cost will increase. Although the labor-related cost of 

removal increases, so do labor-related costs of installation of new plant. 

Effectively, the higher removal cost related to a higher installation cost may result 

in essentially no change in the percentage of cost of removal. Furthermore, if 

labor-rclated costs continue to increase, and there is significant volume of 

retirements, management might likely find that it is cost effective to invest in 

special tools to reduce the labor-related removal costs going forward. 

Another component of your recommendation pertains to amortization of 

accumulated depreciation reserves. Please explain your recommendation for 

this component and how it compares to EnergyNorth's proposal. 



The depreciation study prepared by Mr. Normand indicates that a surplus has 

built up in the depreciation reserves amounting to approximately $10 million2' 

since the time of the last depreciation A surplus represents the excess of 

actual recorded depreciation reserves (i.e. based on existing depreciation accrual 

rates) over the calculated depreciation reserves (i.e. based on proposed or 

recommended depreciation accrual rates). In this case, the difference between the 

actual and the proposed depreciation reserves is a surplus of approximately $10 

million. That is, the recorded depreciation reserves are $87.8 million at 

December 3 1,2006, as compared to the calculated depreciation reserves of $77.7 

million (i.e. based on Mr. Normand's proposed depreciation accrual rates). Mr. 

Normand proposes to amortize this $10 million surplus over approximately 25 

years, or approximately $386 thousand per year. 

With respect to the amount of depreciation reserve surplus, I adopt Mr. 

Normand's calculation, modified by my recommended change for net negative 

salvage rates for Mains and Services as described above. My recommendation to 

reduce Mr. Nom~and's proposed negative net salvage rates for Mains and 

Services has the effect of increasing the calculated depreciation reserve surplus by 

approxiinately $3.5 inillion to $13.5 million. Please refer to attached Schedule 

JJC-9 for the calculation of my recommended depreciation reserve surplus. 

With respect to the number of years over which the surplus reserves should be 

amortized, I recommend a much shorter period than proposed by Mr. Normand. 

According to NARUC's Public Utility Depreciation Practices Manual, "Cffurther 

" Source: Mr. Normand's Testimony, Depreciation Study at page 42, column titled "Reserve Variance". 
77 
-- Source: EnergyNorth's response to data request Staff 2-67 (attached). 
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1 analysis confirms a material imbalance, one should make immediate clepreciution 

accrual adjustments. The use of an annual amortization over a short period of 

time or the setting of depreciation rates using the remaining llfe technique are 

two of the most common options for eliminating the imbalance. >,23 

Since neither the proposal nor my recommendation sets depreciation rates using 

the remaining life technique, I'm recommending annual amortization over a short 

period of time. The period that I recommend is seven years, consistent with the 

interval between depreciation studies, as suggested by Mr. Normand. 

Specifically, he rccomrnends an interval between depreciation studies of five and 

seven years. 24 

Please summarize your testimony regarding the adjustment to amortize 

surplus depreciation reserves. 

I recommend a depreciation reserve surplus of $13,532,786 and I recommend that 

this surplus amount be amortized over seven years, or $1,933,255 per year. Please 

refer to attached Schedule JJC-9 for the details of my amortization calculations. 

Your recommendation for depreciation and amortization is significantly 

below the amount proposed. Please explain why you believe your 

recommendation is reasonable. 

I'm using Mr. Normand's depreciation study, modified by my recommendations 

on net salvage rates and the surplus depreciation reserves. 

'' NARUC's Public Utility Depreciation Practices Manual, August 1996, page 189. 
l4 Note: In response to Staff 2-66 (attached), Mr. Normand states that "Ideally, depreciation studies should 
be performed at five-to seven-year intervals." 

20 



With respect to net salvage rates, given the lack of sufficient historical data, as 

noted above, I believe that my recommendation to continue with the existing net 

salvage rates is reasonable. As EnergyNorth records retirements in the future, it 

will have more information to assess any proposed changes to negative net 

salvage. 

With respect the amount of depreciation reserve surplus, I believe that my 

recommendation is reasonable because it reflects the company's proposal, 

modified only by my recommendation pertaining to net salvage rates. 

With respect to my use of a seven-year term to amortize the depreciation reserve 

surplus, I believe that my recommendation is reasonable since it reflects Mr. 

Normand's suggested interval between depreciation studies. The interval between 

depreciation studies is a reasonable term to use to amortize the depreciation 

reserve surplus because, when the next study is performed, a new depreciation 

reserve variance will be calculated, reflecting updated parameters including 

updated information on average service life and net salvage rates. My 

recommended term of seven years is conservative; that is, it allows for a higher 

level of overall deprcciation and amortization expense of $773,302 - i.e., a seven 

year amortization of the depreciation reserve surplus is $1,933,255 per year; 

whereas, a five year amortization of the depreciation reserve surplus is $2,706,557 

per year. 25 

Based on the above, I believe that my recommendation [or depreciation and 

amortization expense is reasonable. 

- 

'j Source: Schedule JJC-9. 



Do you have any other comments or recommendations pertaining to 

depreciation and amortization? 

Yes. EnergyNorth's proposed depreciation accrual rates for Mains and Services 

are not segregated by type of material. Given the potential for significant 

differences in average service lives, based on material type, I recommend that, 

going forward, EnergyNorth propose depreciation accrual rates by material type 

such as: (1) Cast Iron, (2) Joint Clamps, (3) Steel Mains (Coated and Wrapped), 

(4) Cathodic Protection, (5) Steel Mains (Bare) and (6) Plastic. 

In addition, Laboratory Equipment - Account 376, is fully depreciated; hence, my 

recominendation provides for zero depreciation on the plant balance of $285,262 

at June 30,2007. 

Finally, I recommend that EnergyNorth ensure that records are maintained to 

support gross salvage and cost of removal data by plant account and on a vintage 

year basis going forward. This will allow for improved analysis of average 

service lives and net salvage rates for the next depreciation study. 

Does that complete your testimony? 

Yes, it does, thank you. 



DG 08-009 
Pension & OPEB Expense Summary 

Service Cost 

Interest Cost 

Proposal 

11 I 
$ 31 7,664 

$ 2,068,111 

Staff 
Recommendation 

[21 

Expected Return on Fund Assets $ (1,856,777) $ (2,294,518) 

Amortization of Unrecognized (Gain)/Loss and Prior Service Costs 

EnergyNorth Direct Cost 

Plus: Allocated Service Company Coststion of Corp./Utility Services Expenses $ 1,023,542 $ 1,023,542 

Less: Bill out to Capitallother Projects 

Grand Total Pension and OPEB Expense 

Variance 

$ 139,500 

$ 449,403 

$ (437,741) 

$ (487,807) 

$ (336,646) 

$ 

$ 

$ (336,646) 

footnotes: 
[I] Source: EnergyNorth filing at EN 2-2-2 at page 6-7; and, EnergyNorth response to Tech Session 2-15 (attached). 
[2] Source: Refer to JJC-3, JJC-4 and JJC-5. Staff recommendation is based on the same assumptions that were used by the Company's actuary. Hewitt Associates 





DG 08-009 
Pension & OPEB Expenses - Staff Recommendation 

Staff Recommendation [I] 
Pension OPEB Total 

[21 [31 PI 

Service Cost $ 441,883 $ 15,281 $ 457,164 

Interest Cost $ 2,245,090 $ 272,424 $ 2,517,514 

Expected Return on Fund Assets $ (2,291,421) $ (3,098) $ (2,294,518) 

Amortization of Unrecognized (Gain)/Loss and Prior Service Costs $ 985,424 $ 344,246 $ 1,329,670 

EnergyNorth Direct Cost $ 1,380,977 $ 628,853 $ 2,009,830 

Plus: Allocated Service Company Coststion of Corp./Utility Services Expenses $ 485,628 $ 537,914 $ 1,023,542 

Less: Bill out to Capitallother Projects $ (326,348) $ (150,052) $ (476,400) 

Grand Total Pension and OPEB Expense $ 1,540,257 $ 1,016,715 $ 2,556,972 

footnotes: 
[ I ]  Staff recommendation is based on the same assumptions that were used by the Company's actuary, Hewitt Associates 
[2] Source: Refer to JJC-4 for additional details. 
[3] Source: Refer to JJC-5 for additional details. 
[4] Source: Refer to JJC-3 for functional breakdown. 



DG 08-009 
Breakdown of Staff Recommendation by Function: 

Functional Category 

Transmission & Distribution 
Distribution 
Customer Accounts 
Sales Expense 
Administration and General 
Natural Gas Production and Gathering 
Total Operation 

Breakdown by Maintenance: 
Distribution 
Natural Gas Production and Gathering 
Total Maintenance 

Total Operation and Maintenance 

footnotes: 
[ I ]  Basis for Allocation Oh's by Function: 

Transmission & Distribution 
Distribution 
Customer Accounts 
Sales Expense 
Administration and General 
Natural Gas Production and Gathering 
Total Operation 
Breakdown by Maintenance: 
Distribution 
Natural Gas Production and Gathering 
Total Maintenance 
Total Operation and Maintenance 

Staff Recommendation by Function [I] 
Pensions OPEB's Total 

Pensions Percent OPEB's Percent 
(EN 2-2-2 p.6) (EN 2-2-2 p.7) 

$ 4,167 0.23% $ 4,110 0.37% 
$ 83,357 4.68% $ 54,456 4.90% 
$ 123,830 6.95% $ 135,581 12.20% 
$ 51,119 2.87% $ 56,050 5.04% 
$ 1,284,388 72.07% $ 700,985 63.07% 

$ 5,447 0.31% $ 5,494 0.49% 
$ 1,552,308 $ 956,676 



DG 08-009 
Pension Expense - Derivation of Staff Recommendation 

Staff Recornrnendationlll 

Service Cost 
Interest Cost 
Expected Return on Fund Assets 

Proposed 

PI 

Amortization of Unrecognized (Gain)lLoss and Prior Service Costs $ 1,395,659. 
EnergyNorth Direct Costs $ 1,622,934 

Plus: Allocated Service Company Costs 
Less: Bill out to Capitallother Projects 

Grand Total Pensions and OPEB Expenses 

Hewitt Report 
8125107-3131108 Annualized 

footnotes: 
[ I ]  Staff recommendation the same assumptions that were used by the Company's actuary, Hewitt Associates. 
[2] Source: Filing at Schedule EN 2-2-2, page 6; Tech 2-15 (attached). 
[3] Service Cost, Interest Cost and Expected Returns are annualized, based on the partial year forecast (8125107 - 3131108) provided by the Company's 

actuary. Hewitt Associates, Actuarial Report National Grid USA, KeySpan Pension Benefits Valuations, As of January 1, 2007, p. 45 (attached) 
[4] Amortization of initial outstanding balance of Unrecognized (Gain)lLoss over 10 years, per JJC-6. 
[5] Service Company allocations to EnergyNorth (per attached Staff 3-39) appear reasonable - i.e. in line with last 5-year average (Tech 1-31) as follows: 

($'s in 000's) 2,003 2,004 2,005 2,006 2,007 
Servco -Pensions 5 572,006 $ 594,553 5 488,111 5 609,571 5 339,647 

[6] Staff adopts the Company's proposal for bill out of pension related costs. 

Variance 
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OPEB - Derivation of Staff Recommendation 

Staff Recommendation 111 

Proposed 

121 

Service Cost $ 25,073 
Interest Cost $ 280,668 
Expected Return on Fund Assets $ ( 4 8 1  7) 
Amortization of Unrecognized (Gain)lLoss and Prior Service Costs $ 421,818 
EnergyNorth Direct Costs $ 723,542 

Plus: Allocated Service Company Costs 
Less: Bill out to Capitallother Projects 

Grand Total Pensions and OPEB Expenses $ 1,111,404 

Hewitt Report 
8125107-313 1/08 Annualized Variance 

footnotes: 
[ I ]  Staff recommendation the same assumptions that were used by the Company's actuary, Hewitt Associates. 
[2] Source: Filing at Schedule EN 2-2-2, page 7; Tech 2-15 (attached). 
[3] Service Cost, Interest Cost and Expected Returns are annualized, based on the partial year forecast (8125107 - 3/31/08) provided by the Company's 

actuary, Hewitt Associates (Actuarial Report, March 31. 2008 FAS-158 Disclosure, page 14). Also. Tech 1-1 1 (d), Attachment, page 5 (attached) 
[4] Amortization of initial outstanding balance of Unrecognized (Gain)lLoss over 10 years, per JJC-6. 
(51 Service Company allocations to EnergyNorth (per attached Staff 3-39) appear reasonable - i.e. in line with last 5-year average as follows: 

Proposed Service Company allocations are in line with 5-year average as follows (Source Tech 1-31): 
($IS in 000's) 2,003 2,004 2,005 2,006 2,007 
Servco -0PEBS $ 388,929 $ 435,481 $ 514,151 $ 561,865 $ 475,821 

[6]  Staff adopts Company proposal for bill outs of OPEB related costs for Capitallother projects. 
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Amortization of Unrecognized (Gain)/Loss & Prior Service Cost 

Staff Recommendation [I] 
Pensions OPEB's Total 

Unrecognized (Gain)/Loss and Prior Service Costs: 

Regulatory Assets - 1/1/07 to 8/24/07 [2] 
Direct Amount at December 31, 2006 per Staff 3-41 
Allocated Amount from KeySpan Service Company per Staff 2-9 
Purchase Accounting Adjustment per Staff 2-8 
at January 1,2007 

Actuarially Determined Amount of Unrecognized (Gain)/Loss in OCI - 8/25/07 to 3/31/08 [3] $ 1,656,330 $ 47,950 $ 1,704,280 

Total Unrecognized (Gain)/Loss and Prior Service Costs 

Amortization Term - 10 years per Staff 1-1 5 10 10 10 

Amortization Amount $ 985,424 $ 344,246 $ 1,329,670 

footnotes: 
[ I ]  Staff recommendation the same assumptions that were used by the Company's actuary, Hewitt Associates. 
[2] Source: Merger Docket DG 07-106, EnergyNorth Rate Agreement at page 4. Note: these regulatory assets are non-cash items - i.e. not included in 

rate base and not subject to carrying charges. 
[3] Source: EnergyNorth response to Tech 2-17. Note: Energy North proposes to charge this amount to OCI and amortize it over 10 years. 

Note: EnergyNorth proposes no regulatory asset for this item. 
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Depreciation and Amortization 

Depreciation: 
Balance 

at 6130107 

[I1 

308.1 Production Plant Structures $ 1,251.458 
308.6 Distribution Plant Structures $ 544,322 
308.7 General and Miscellaneous Structures $ 2,248,237 
Total Structures $ 4,044,017 

330 Other Production Equipment $ 8,993.569 

356 Mains $ 138,162,939 
358 Pumping and Regulating Equipment $ 2,542,007 
359 Services $ 84,478,802 
360 Customer's Meters and Installations $ 21,558,883 
Total Distribution Equipment $ 246,743,631 

372.1 Office Equipment 
374 Stores Equipment 
376 Laboratory Equipment 
377 General Tools and Implements 
378 Communications Equipment 
379 Miscellaneous General Equipment 
Total General Equipment 

Grand Total $ 268,689,995 
Less: Unreconciled Variance 
Grand Total 

Proposed Dep Accrual RateslExpense 
Average Net Salvage Dep. Dep. 
Serv. Life Rates Accr. Rate Expense 

18.0 5.0% 5.28% $ 383,916 
30.0 0.0% 3.33% $ 1,400 
16.0 0.0% 6.25% FULLY DEP 
19.0 0 0 %  5.26% $ 40,400 
15.0 0.0% 6.67% $ 24,112 
15.0 0.0% 6.67% $ 11,868 

$ 461,697 

$ (64,798) 
$ 7.770.701 
Per EN 2-2-4 

Staff Recommended Dep Accrual RateslExp 
Average Net Salvage Dep. Dep. 
Sew. Life Rates Accr. Rate Expense 

18.0 5.0% 5 28% $ 383.916 
30.0 0 0% 3.33% $ 1.400 
16.0 0.0% 6.25% FULLY DEP 
19.0 0.0% 526% $ 40.400 
15.0 0.0% 6 67% $ 24,112 
15.0 0 0% 6.67% $ 11,868 

$ 461.697 

footnotes: 
[I] Source: EnergyNorth Response to Staff data request Tech Session 2-12 (attached) 
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Amortization of Depreciation Reserve Variance at 12/31/2006 

Proposed Staff Proposed Staff Recornm Book Book Over/ 
Balance Dep. Accr. Dep. Accr. Percent Theoretical Theoretical Reserve (Under) Staff 5 
12/31/06 Rate Rate Adj. Factor Reserve Dep. Reserve 12/31/06 Theor. Reserve Years 

308.1 Production Plant Structures $ 1.195.433 3 33% 3.33% 100.0% $ 570,236 $ 570,236 $ 998.174 $ (427,938) $ (85,588) 
308.6 Distribution Plant Structures $ 544,322 3.33% 3.33% 100.0% $ 232,677 $ 232,677 $ 330,557 $ (97,880) $ (19.576) 
308.7 General and Miscellaneous Structures $ 1,553,420 3 33% 3 33% 1000% $ 667,464 $ 667,464 $ 1,328,897 $ (661,433) $ (132,287) 
Total Structures $ 3,293,175 $ 1,470,377 $ 1,470,377 $ 2.657,628 $ (1.187.251) $ (237,450) 

330 Other Production Equipment $ 8,993.569 3 33% 3 33% 100.0% $ 4,280,025 $ 4,280.025 $ 7,729,462 $ (3,449,437) $ (689,887) 

356 Mains $ 136,231,396 1.92% 1 83% 95.7% $26,019,079 $ 24,887,815 $38,926,629 $ (14,038,814) $ (2,807,763) 
358 Pumping and Regulating Equipment $ 2.473.039 3 33% 3.33% 100.0% $ 519,452 $ 519,452 $ 643,785 $ (124.333) $ (24.867) 
359 Services $ 80,850,399 4.25% 4.00% 94.1 '/o $38.075.949 $ 35,836.1 87 $22,789,274 $ 13,046.913 $ 2,609.383 
360 Customer's Meters and Installations $ 21.192.242 2 86% 2.86% 100.0% $ 5,168,818 $ 5,168,818 $10,698,386 $ (5,529,568) $ (1,105,914) 
Total Distribution Equipment $ 240,747,076 $69.783.298 $ 66,412,272 $73,058,074 $ (6,645,802) $ (1,329.160) 

372.1 Office Equipment $ 7.524.999 5.28% 5.28% 100.0% $ 1.551.163 $ 1.551.163 $ 3,348,598 $ (1,797,435) $ (359,487) 
374 Stores Equipment $ 43.120 3 33% 3 33% 100.0% $ 10,135 $ 10.135 $ 36,851 $ (26.716) $ (5,343) 
376 Laboratory Equipment $ 368,637 6.25% 6 25% 100.0% $ 21 1,157 $ 21 1,157 $ 368,637 $ (157.480) $ (31,496) 
377 General Tools and Implements $ 767.601 5.26% 5.26% 100.0% $ 262,437 $ 262,437 $ 390,288 $ (127.851) $ (25,570) 
378 Communications Equipment $ 364,639 6.67% 6.67% 100.0% $ 81,319 $ 81,319 $ 171,101 $ (89,782) $ (17,956) 
379 Miscellaneous General Equipment $ 107,360 6.67% 6.67% 100.0% $ 45.922 $ 45.922 $ 96,954 $ (51,032) $ (10,206) 
Total General Equipment $ 9,176,356 $ 2,162,133 $ 2,162,133 $ 4,412,429 $ (2,250.296) $ (450,059) 

Grand Total 

Proposed per Paul M. Normand Depreciation Study at PMN-2, page 42 of filing, column 15. $ (386,927) 

Variance 

Amortization 74 



Attachment Staff 1-15 

ENERGYNORTH NATURAL GAS, INC 
D/B/A NATIONAL GRLD NH 

DG 08-009 

National Grid NH's Response to 
STAFF Set 1 

Date Request Received: May 1 ,  2008 Date of Response: May 21, 2008 
Request No. StafT 1-1 5 Witness: John O'Shaughnessy 

REQUEST: Has the Company determined the unrecognized gains or losses 
resulting from the fair market valuation of the assets in its pension 
and OPEB plans as of the closing date of the merger? Has the 
Company determined the amortization of the resulting regulatory 
asset or liability? Explain and supply supporting workpapers. 

RESPONSE: The regulatory asset at March 31, 2008 of $1 1.4 million is 
comprised of the following components: 

(a) In December 2006 the Company implemented the requirements 
of Statement of Accounting Standards 158 (SFAS 158) 
"Employers' Accounting for Defined Benefit Pension and Other 
Postretirement Plans." SFAS 1 58 required the Company to 
recognize the hnded status of its benefit plans. This resulted in an 
increase to the Company's pension and other post-retirement 
benefit ("OPEB") reserve with an of'fsetting increase to regulatory 
assets. The amount of the increase to the reserve was provided to 
the Company by Price Waterhouse Coppers ("PwC"), the 
Company's actuaries at December 3 I ,  2006. 

(b) From the period January 1, 2007 through August 24, 2007 (the 
day of the KeySpan acquisition by National Grid), the Company 
amortized a portion of the regulatory asset by an amount provided 
by PwC. For the period August 25,2007 and beyond, the 
Company is using a 10 year amortization period. 

(c) As required by SFAS 141 "Business Combinations", all assets 
and liabilities of an acquired company are to be fair valued at time 
of acquisition. Hewitt Associates, the Company's new actuaries, 
re-measured the pension and OPEB liabilities. Additionally, the 
Company made appropriate changes to certain underlying pension 
and OPEB assumptions to be in line with National Grid's pension 
and OPEB assumptions. The fair value exercise and assumption 
changes resulted in a decrease to the pension and OPEB reserve 
and a corresponding decrease to the regulatory asset. 
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DG 08-009 
Response to Staf'f 1 - 15 
Page 2 of 2 

(d) Also at the time of the KeySpan acquisition, an appropriate 
share of KeySpan's corporate service companies' December 2006 
SFAS 158 amount was allocated to the Company. The allocation 
was based on the same proportionate share of KeySpan's corporate 
service companies' pension and OPEB expense that is allocated to 
the Company yearly. 

(e) At March 3 1, 2008, the Company recorded another SFAS 158 
adjustment. It should be noted that SFAS 158 requires a yearly 
update to the pension and OPEB reserve balances. Hewitt 
Associates provided the amount that was assigned to the Company. 

Please see the attached supporting schedule for the amounts 
recorded. 
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National Grid NH 
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Page 1 of 1 

FAS 158 - Requlatorv Asset Balance 

Direct Amount at December 31, 2006 
Amortization - From January to August 24, 2007 
Direct Amount at August 24, 2007 

Allocated Amount from Service Companies 
Purchase Accounting Adjustment 

Adjusted Ending Balance for August 24, 2007 Balance 

Adjusted August 24, 2007 Ending Balance will be amortized over 10 years 

Amortization - From August 25, 2007 to March 3 1, 2008 (602,562.45) 

Ending Balance at March 31,2008 for December 2006 SFAS 158 Adjustment 9,727,078.58 

Actuarially Determined SFAS 158 March 31, 2008 Adjustment (Direct only) 1,704,280.00 

Total March 31, 2008 Ending Balance 11,431.358.58 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff Set 2 

Date Request Received: June 13,2008 Date of Response: July 10,2008 
Request No. Staff 2-8 Witness: John O'Shaughnessy 

REQUEST: Ref. response to Staff 1-1 5. Please provide the journal entry 
recording the changes to the regulatory assets as required by SFAS 
14 1 "Business Combinations" ($3,773,635.66). Please include a11 
documentation supporting the amounts of these changes. Please 
provide separate amounts for pensions and other post retirement 
plans. 

RESPONSE: Please see Attachments Staff 2-8(a) through 2-8(d). 
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Page 1 of 1 

Purchase Accounting Adjustment 

Pension OPEB Total 

Debit - Credit 

Regulatory Assets 3,773.635.66 
Pension Reserve 2,266,883.50 
OPEB Reserve 1,506,752.16 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff Set 2 

Date Request Received: June 13,2008 Date of Response: July 1 1,2008 
Request No. Staff 2-9 Witness: John OYShaughnessy 

REQUEST: Ref. response to Staff 1-1 5. Please provide the journal entry that recorded 
the allocation to KeySpan of its share of Keyspan's corporate service 
companies' December 2006 SFAS 158 amount ($5,193,933.00). Please 
include the supporting documentation for the allocation formula and the 
calculation details of the amount allocated to KeySpan. Please provide 
separate amounts for pensions and other post retirement plans. 

RESPONSE: Please see the attached summary, actuary report pages and journal entry. 
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Pension Corporate Services Utilitv Services 

Gross 3,952,326.67 A1 44,523.97 B1 

Amortization (approx. 9.9%) (391,515.54) (4,410.10) 

Net 3,560,811.1 3 40,113.87 

OPE6 Cor~orate Services Utilitv Services 

Gross 1,752,912.64 A2 15,248.76 82 

Amortization (approx. 9.9%) (1 73,643.00) (1,510.40) 

Net 1,579,269.64 13,738.36 

Total 

Gross 

Amortization (approx. 9.9%) 

Net 

Corporate Services Utilitv Services 

5,705,239.31 A 59,772.73 B 

(565,158.54) (5,920.50) 

5,140,080.77 53,852.23 
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Enaineerina Services Total Allocated 

3,996,850.64 

(395,925.64) 

3,600,925.00 

Enaineerinn Services Total Allocated 

Ennineerlna Services Total Allocated 

5,765,012.04 

(571,079.05) 

5,193,933.00 
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ENEWCI'NOW1'H NATlIWhL GAS. IHC:1Ublu NAl lOh'Al .  C;HII) N I I  

Srhcdulc I(' - Ucprcrialion Erpcnsr 
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WORKPAPER -EXHIBIT EN 2 - 2 4  
COS. SUMMARY - DEPREclAnoN 

EYEPCV NORTH IUTURAL OA8 1NC. DmIA KEYOPANEIIERCY DELIVERY NEW E U i U N D  
COYPARIaON OF 0EPRECUTT)Y ACCRUAL RATEB O1U31lB# 

ACCOUNT 
N U W E R  

DESCRIPTION PLANT W R R E H I  CURRENT PROPOSED PRDP06ED DIFFERENCE BETWEEN 

BALANCE MPREC.  A C C R W  ANNUAL DEPRECWHOLE LlFE DEPREC. WUOLE LlFE ANNUAL PROPOSED AND CURRENT 

g r 2 m n a  RATES ACCRUAL ACCRUAL RATES EPREC. ACCRUM WOLE LIFE ANNUAL ACCRUAL 

30301 CAPITALIZED SOFTWARE 5,041,071 0.1420 834.010 0.0370 210,304 411.814 

rllODYCTlOllrVlWT 
30600 STRUCTURES AN0 IMPROVEMENTS 
311 00 LP GAS EOUlPMENl 
M . 1 7  OTUER EOUIPMENT-LNG 
320 18 OTUER EOUiPMENT.PRODUCTION - 
311 07 STRUCTURES AND IMPROVEMENTS4NG 
32307 OTHER EOUIPMENT4NG - 
W . 0 2  STRUCTURES AN0 WPROVEYENTS 
W . 0 3  STRUCTURES AN0 UIPROVEMENTS-OTUER 
387.02 MAINS 
280 00 MEASURWQ AND REWLATING STATIW EOUlP 
p 

U a T n l ~ u T D N  P U W T  
W 0 0  SERVICES 
YI1 .W METERS 
1 1 . 0 1  METERSINSTRUMENT 
1 1 . 0 1  METERSIRTS 
1 2 . 0 0  METER INSTALLATIONS 
3B7.01 OTUER LOUIPYENT 
fQlAL maTRIBuTDN P U W  - 

390 W STRUCTURES AND WPRWEMENTS 
390 05 STRUCTURES AND UIPROVEYENTS-LUSED 
301.00 OFFICE FURNITURE AND EQUIP. 
391.03 OFFICE FURNITURE AND E0UIP.ZWPUTERS 
301.07 OFFEE FURNITURE AND EQUIP -LAPTOP COMP 
593.00 STORES EQUIPMENT 
m . 0 0  TOOLS. SHOP L GARAGE EOUIRIENT 
W . 0 4  TOOLS. SHOP L GARAGE EOUIPUENTZNG STATlOh 
395.00 LABORATORY EOUIPHENT 
397.00 COMMUNICATm EQUIPMENT 
398.00 MISCELLANEOUS GENERAL EOUIPMENT - 

LAN0 
OPI STRUCTURES RETANED 

1373 TRANSPORTATION EOUIPMENT 

1395 UNFNISUEDCONSTRUCTION 
10WK ARO 
I l l% 

12mu 

10111 

110AR 
JOTAL GAS P U N T  IY WRVICE 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff Set 2 

Date Request Received: June 13,2008 Date of Response: July 3,2008 
Request No. Staff 2-66 Witness: Paul Normand 

REQUEST: Reference Schedule A. When was the last depreciation study 
performed for Energy North? Over what time period would you 
recommend that depreciation studies be conducted - would every 5 
years or every 10 years be appropriate? 

RESPONSE: The last depreciation study that the Company is aware of was 
undertaken in 1989 on plant in service at 9130188. There is also a 
study that was performed in 1990, which appears to be based on the 
same depreciation rate parameters as applied to plant balances as of 
913 0190. 

Ideally, depreciation studies should be performed at f ive to seven- 
yea.  intervals. 
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STP'JC7'JEES 
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STEUC7UEES 692b89 C3iB35 14 L! 3161i6 3 9 6 5 2 1  10.L 5i414 i . 3 3  
1 SOB . S  l%!ANSIISSl6N SPBUCTUEBt 1609 1695 If SO IIZt t l77 12.3 226 2 . 9  

----*--.. -------- ----.---- ---.--- 
TOTAL 1 5 1 0 t 0 1  IS4G'rDq l3694E 1203251 82426 4 , I i  
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ENERGYNORTH NATURAL GAS, TNC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff Set 2 

Date Request Received: June 13,2008 Date of Response: July 1 I, 2008 
Request No. Staff 2-70 Witness: Paul Normand 

REQUEST: Testimony, page 12, line 14. The new study indicates that the 
proposed estimates for net salvage are very conservative 
representatives of actual experience (emphasis added). . ." Please 
provide the documentation that supports the "actual experience" 
for Account 1 3 56-Mains, Account 13 59-Services and Account 
1372.1 -Office Equipment. 

RESPONSE: Attached are copies of three pages of workpapers regarding 
EnergyNorthys cost of removal and gross salvage history. Such 
history was available only for the period 2000 to 2006 for the total 
company. By plant account, such history was available only for 
the mains and services accounts for the years 2000 to 2002 and 
2004 to 2006. The third page is the "CALCULATION OF COR 
RATES," the cost of removal component for those accounts for 
which negative net salvage was estimated, i.e., cost of removal 
(COR) exceeds gross salvage. 

The two pages of history clearly show the estimates to be very 
conservative, e.g., the mains account history shows 69.56 negative 
net salvage versus the 15% estimated. The estimate for services is 
(70)% net salvage versus the realized (175.42)%. 

At the total company level, the estimates composite to (35.9% net 
salvage versus the 2000 to 2006 realized value of (47.41)%. 

Note also that the total company net salvage is becoming more 
negative as time passes, i.e., 2003 is (86.13)% and 2006 is 
(1 90.29)% versus the 2000 value of (23.68)%. This has been a 
common occurrence with recent studies undertaken by MAC with 
other utilities. 
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CORISalv by acct 

 MAIM^ 
Year Ret. COR 

2000 8,964 76,555 
2001 47,296 518,865 
2002 318,107 512,188 
2003 300.754 
2004 971,856 287,615 
2005 643,547 256,235 
2006 428,303 30,506 

2,718,827 1,681,964 

% COR 
854.03 

1097.06 
161.01 

EnergyNorth 
;Tw 

Year Ret. COR 
2000 102,827 98,008 
2001 106,200 528,971 
2002 328,166 203,631 
2003 692,250 
2004 1,280,082 346,638 
2005 125,627 453,775 
2006 74,482 1,907,962 

2,709,634 3,538,985 

% COR 
95.31 

498.09 
62.05 
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ENERGY NORTH NATURAL GAS CORPORATION 
CALCULATION OF COR RATES 

A. Proposed COR = x% 
B. W.L. Rate wlo COR= 1001ASL 
C. W.L. Rate wl COQ = w.1. Rate ' COR 
D. COR Rate = W.L. Rate wlCOR - W.L. Rate wlo COR 

Note: W.L. Rate = Whole Life Rate 

STRUCTURES 

ALL ACCOUNTS HAVE NO SALVAGE OR COST OF REMOVAL 

PRODUCTlON EQUIPMENT 

1330 HAS NO SALVAGE OR COST OF REMOVAL 

DISTRIBUTION EQUIPMENT 

A. Proposed COR 15 
B. W.L. Rate wlo COR 1.67 
C. W.L. Rate w/ COR 1.92 
D. COR Rate = 0.25 

A. Proposed COR 0 
B. W.L. Rate w/o COR 3.33 
C. W.L. Rate w/ COR 3.33 
D. COR Rate = 0.00 

A. Proposed COR 70 
0.  W.L. Rate w/o COR 2.50 
C. W.L. Rate w/ COR 4.25 
D. COR Rate = 1.75 

A. Proposed COR 0 
0. W.L. Rate w/o COR 2.86 
C. W.L. Rate w/ COR 2.86 
D. COR Rate = 

-. 0.00 

GENERAL EQUIPMENT 

ALL ACCOUNTS HAVE NO SALVAGE OR COST OF REMOVAL 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff - Set 3 

Date Request Received: August 6,2008 Date of Response: August 18,2008 
Request No. Staff 3-39 Witness: John O'Shaughnessy 

REQUEST: Reference Staff 1-1 1, Staff 2-5 and Exhibit EN 2-2-2, page 7. The 
filing and the discovery appear to provide conflicting data pertaining to pensions and 
OPEB expenses for the test year ended June 30,2007. Please reconcile the following 
differences: 

a. Staff 1-1 1 indicates that the amount for the 12-month test year 
periodic expenses for pensions is $1,782,2 13 versus Staff 2-5 
(page 1 of 3) that indicates $1,622,934. 

b. Exhibit EN 2-2-2, page 7 indicates that the amount for the 12- 
month test year periodic expenses for OPEB ' s is $1,111,404 versus 
Staff 2-5 (page 1 of 2) that indicates $723,542. 

RESPONSE: a. Staff 2-5 provides the accrual for the direct expense for 
EnergyNorth before capitalization or other adjustments. The total 
expense shown in development of the revenue requirement includes 
the allocated expense. 

b. Staff 2-5 provides the accrual for the direct expense for 
EnergyNorth before capitalization or other adjustments. The total 
expense shown in development of the revenue requirement includes 
the allocated expense. 

See Attachment Staff 3-39. 
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Pensions OPEBs 

Accrual $1,622,934 $723,542 Net Periodic Expense Energy North 

Less Capital and Other $326,349 $150,052 

Net Direct Expense 

Allocated Expenses 
Corporate Services 
Utility Services 

$1,296,585 $573,490 Direct Test Year 

Total Expense Per Cost Of Service $1,782,213 $1 , I  11,405 Total Test Year Expense 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff - Set 3 

Date Request Received: August 6,2008 Date of Response: August 26,2008 
Request No. Staff 3-40 Witness: John O'Shaughnessy 

REQUEST: Reference Staff 1-1 1. Please provide a schedule that summarizes the 
following components of the "Energy North Direct" annual periodic 
expense accruals for pensions and OPEB's for the calendar years 2002- 
2007 and for the test year ended June 30,2007 (i.e. components that in 
total tie to the amounts on Staff 1-1 1 : $400,961.10 for 2002, $740,447.90 
for 2003. etc.. etc. etc.): . , 

a. Service Cost: actuarially computed present value of benefits 
attributed to services provided by employees during the current 
period. 

b. Interest cost: increase in the projected benefit obligation due to the 
passage of time. 

c. Unrecognized net obligation: amortization of transition amounts, 
if any 

d. Unrecognized prior service cost: amortization of the prior service 
cost arising from plan amendments, if any. 

e. Unrecognized net gain or loss (obligations): The cumulative net 
gain or loss associated with benefit obligation differences from the 
underlying assumptions that have not yet been recognized in the 
periodic pension cost. 

f. Unrecognized net gain or loss (plan assets): The cumulative net 
gain or loss associated with plan asset differences from the 
underlying assumptions that have not yet been recognized in the 
periodic pension cost. 

g. Other, please explain. 

Provide the source of the above information. If the source was the PwC or 
Hewitt Associates or other actuarial studies, please provide the relevant 
portions of the PwC or Hewitt Associates or other actuarial studies that 
support the above amounts. If other sources were used, please provide the 
relevant portions of such other reports that support the above amounts. 

RESPONSE: Without waiving its objection, the Company responds as follows: 

The components of the EnergyNorth Pension Plan are shown on the 
actuaries' studies. 
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The actuarial study produces a total cost based on those components. The 
total cost is allocated to various companies by the actuaries based on 
which company the employee is assigned to. Therefore the "EnergyNorth 
Direct Expense" is not directly connected to the EnergyNorth plan since 
employees of the EnergyNorth plan may be assigned to companies other 
than EnergyNorth or employees of other plans may be assigned to the 
EnergyNorth company. 

The Gross Cost assigned to EnergyNorth (based on the assigned 
employees) is recorded as the Gross Pension Expense on the EnergyNorth 
company, and then part of that gross cost is allocated to capital accounts 
and other non-operation and maintenance accounts. 

The amount listed on Staff 1-1 1 is the O&M Expense after the process 
described above. 

Based on the process described above it is not possible to provide the 
requested schedule without months of work by the actuaries and internal 
staff. In addition dozens of assumptions, estimates and allocations would 
need to be included in any such study. 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff - Set 3 

Date Request Received: August 6,2008 Date of Response: August 28,2008 
Request No. Staff 3-41 Witness: John O'Shaughnessy 

REQUEST: Reference Staff 1-1 3. The Company states: "Since 2003, there have been 
no required contributions for the KeySpan (pension) plans." An 
examination of Energy North's balance sheet pertaining to "Surplus - 
Other Comprehensive Income" indicates that, during the years 2002 - 
2006, Energy North recorded what appear to be minimum pension liability 
adjustments in each year except 2004 as follows: 

Year 2002: Charge to OCI of $1,436,504 
Year 2003: Charge to OCI of $816,785 
Year 2004: Credit to OCI of $50,044 
Year 2005: Charge to OCI of $298 
Year 2006: Charge to OCI of $3,916,130 
(Ref: 2006 Annual Report at page 101, Surplus section) 

The cumulative charge to Surplus-OCI for the years 2002 - 2006 is 
$6,119,673. Based on the above, please respond to the following: 

a. What amount of these charges to Surplus - Other Comprehensive Income 
for years 2002-2006 (and credit for year 2004) pertains to pension plans? 

b. What amount of these charges to Surplus - Other Comprehensive Income 
for years 2002-2006 (and credit for year 2004) pertains to OPEB plans? 

c. In light of these charges to Surplus - Other Comprehensive Income, please 
explain why Energy North made no contributions to its plans since 2003. 

RESPONSE: See Attachment Staff 3-41. 
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Year Gross OCI Tax on OCI Total Net OCI 
Pension OPEB Total Pension OPEB Total OPEB Total Pension 

200 1 n/a nla nla nla nla nla nla nla nla 
2002 1,436,504 nla 1,436,504 nla nla nla 1,436,504 nla 1,436,504 
2003 3,466,598 nla 3,466,598 1,213,310 n/a 1,213,310 2,253,289 nla 2,253,289 
2004 2,855,064 nla 2,855,064 651,819 nla 651,819 2,203,245 nla 2,203,245 
2005 3,390,066 nla 3,390,066 1,186,523 nla 1,186,523 2,203,543 nla 2,203,543 
2006 6,749,288 3,320,104 10,069,392 2,647,408 1,302,311 3,949,719 4,101,880 2,017,793 6,119,673 
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2006 and 2005 respectively is listed on WORKPAPER-COS 0 and M 
page 00073 included on the CD-ROM submitted in response to OCA 1-1. 

Did EnergyNorth make contributions to the EnergyNorth trust(s) 
identified above in amounts on a quarterly basis of not less than the full 
accrual expense listed above? If the answer is no, explain why not and 
estimate what the test year OPEB expense would have been assuming that 
contributions had been made to the trust(s) in amounts on a quarterly basis 
of not less than the full accrual expense listed above. 

Since 2001, KeySpan has not made any contributions to the sub-accounts 
because the accounts were more than adequately funded to meet the health 
and life insurance obligations of the current EnergyNorth retiree base and 
anticipated retirements in the near future. It is not possible to estimate an 
expense if the funding allocation of various subaccounts were different 
than the actual funding. The following assumptions would need to be 
made before an estimate could be made: 

1. Is the funding incremental or would another subaccount be reduced? 
2. What would the earnings of that subaccount have been if the 
contributions were made? 
3. What would be the earnings lost in the other subaccounts? 
4 How would the expenses have been allocated to various companies 
based on the changes? 

List the maximum amount(s) of contributions (on an annual basis) for 
which a tax deduction could have been claimed. 

See actuaries' reports for 2001-2007 - Funding Tab produced in response 
to OCA 3-4. 

Did EnergyNorth make contributions to the trust(s) identified above in 
amounts equal to the maximum amounts listed above? 

As noted in response to part d, no contributions have been made since 
2001. 

Did Energy North make any non-deductible contributions to the trust(s) 
identified above? If so, please describe. 

As noted in response to part d, no contributions have been made since 
2001. 

Have any disbursements from the trust(s) identified above been made 
other than (1) for the benefit of employees pursuant to the Energy North 
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ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Staff Set 4 

Date Request Received: October 7, 2008 Date of Response: October 17, 2008 
Request No. Staff 4-4 Witness: John O'Shaughnessy 

REQUEST: Ref. Presentation by Stephen Doucette, p. 24, and National GridKeySpan Benefits 
Valuation as of January 1,2007 as provided in response to OCA 3-4 (p.45): please 
provide the updated Energy North NPPC: Jan 1,2007 thru Aug 24,2007 'Expected 
Return on Assets' and Energy North NPPC: Aug 25,2007 thru Mar 3 1,2008 
'Expected Return on Assets.' If already furnished, please provide a page reference 
in the filing or the discovery response. 

RESPONSE: On page 1 15 of the Actuarial Report 

National Grid USA 
KeySpan Pension Plan 
Benefits Valuation 
January 1,2007 

states that the long term rate of return on assets is 
January 1, 2007 8.5% and for the period 
August 24,2007- March 3 1,2008 8.0%. 
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ENERGYNORTH NATURAL GAS, INC. 
DIBIA NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Data Requests from Technical Session #2 

Date Request Received: October 6, 2008 Date of Response: October 14, 2008 
Request No. Tech 2-9 Witness: John O'Shaughnessy 

REQUEST: What are the known and measurable changes to OPEB and pension 
expense for the twelve months following the test year? 

RESPONSE: Assuming the question seeks the amount of pension and OPEB expense 
recorded in EnergyNorth's O&M accounts in the twelve months following 
the test year, the amounts are $1,352,165 and $929,3 1 1, respectively. 
Given the volatility of OPEB and pension expense, the Company does not 
believe these amounts constitute "known and measurable" changes. 
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ACCOUNT 
NUMBER 

DESCRIPTION PLANT 
BALANCE 
@?12/31/06 

PLANT 
BALANCE 
@06130107 

303.01 CAPITALIZED SOFTWARE 5,642,671 

PRODUCTION PLANT 
305.00 STRUCTURES AND IMPROVEMENTS 
31 1 00 LP GAS EQUIPMENT 
320 17 OTHER EQUIPMENT-LNG 
320.16 OTHER EQUIPMEM-PRODUCTION 

TOTAL DEPREC. PRODUCTION PLANT 

STORAGE PLANT 
321.07 STRUCTURES AND IMPROVEMENTS-LNG 
323.07 OTHER EQUlPMENTlNG 

TOTAL DEPREC. STORAGE PLANT 

TRANSMISSION PLANT 
366.02 STRUCTURES AND IMPROVEMENTS 
366.03 STRUCTURES AND IMPROVEMENTS-OTHER 
367 02 MAINS 
368.00 MEASURING AND REGULATING STATION EQUIP 

TOTAL DEPRFC. TRANSMISSION PLANT 

DISTRIBUTION PLANT 
380.00 SERVICES 
381.00 METERS 
381 .O1 METERS-INSTRUMENT 
381.02 METERS-ERTS 
382.00 METER INSTALLATIONS 
387.01 OTHER EQUIPMENT 

TOTAL DEPREC. DISTRIBUTION PLANT 

-A1 PLANT 

390.00 STRUCTURES AND IMPROVEMENTS 
390.05 STRUCTURES AND IMPROVEMENTS-LEASED 
391.00 OFFICE FURNITURE AND EQUIP. 
391.03 OFFICE FURNITURE AND EQUIP.-COMPUTERS 
391.07 OFFICE FURNITURE AND EQUIP.-LAPTOP COMP. 
393.00 STORES EQUIPMENT 
394.00 TOOLS. SHOP 8 GARAGE EQUIPMENT 
394.04 TOOLS. SHOP 8 GARAGE EQUIPMENT-CNG STATION 
395.00 LABORATORY EQUIPMENT 
397.00 COMMUNICATION EQUIPMENT 
398.00 MISCELLANEOUS GENERAL EQUIPMENT 

T- 

T- 

ARO 

TOTAL GAS PLANT IN SERVICE 

' Plant Balances exclude ARO 

Tech 2-1 2[1 j.xls 
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ENERGYNORTH ISATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
Data Requests from Technical Session #2 

Date Request Received: October 6, 2008 Date of Response: October 17, 2008 
Request No. 'Tech 2- 1 5 Witness: John O'Shaughnessy 

REQUEST: Ref. response to Staff 1 - 15. Is it the Company's proposal that 
EnergyNorth's test year pension and OPEB expenses include the following 
components: 
a. Annual amortization of FAS 158 related "direct amount" of 

$10,069.392 at December 3 1, 2006, 
b. Plus: actuarially determined annual period cost for pension and OPEB 

expenses, 
c. Plus: allocated expenses f io~n  Corporate Service and Utility services, 
d. Less: pension and OPEB burden attributable to Capital and Other 

activities. 
Is Staffs understanding correct'? If not, please explain. 

If Stafrs understanding is correct, please provide the amount for each of 
the components for the test year expense (i.e., pensions of $1,782,213 and 
OPEB of S 1,111,405). Please include in your response supporting 
documentation for each of these components. If supporting 
documentation has already been provided, please provide reference to it. 

RESPONSE: Yes, with the exception that the amortization of FAS 158 (referenced in 
Part a) is included as pai-t of the actuarially determined expense (Part b). 
The annual FAS 158 amortization equates to the amortization of Prior 
Service Costs and unrecognized (gains)/losses in the plans. Please see 
Attachment Tech 2-15. 
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EnergyNorth Test Year Pension and OPE5 by Source 
July 2006 through June 2007 

1 Service Costs 
2 Interest Costs 
3 Expected Return on Assets 
4 Amortization of Prior Service Costs 
5 Amortization of Net (Gain)lLoss 
6 Total Actuarial Expense 
7 Burdens 
8 Corporate Services 
9 Utility Services 

10 Total Expense in Test Year 

1 Breakout of Actuarial Expense 
2 Breakout of Actuarial Expense 
3 Breakout of Actuar~al Expense 
4 Breakout of Actuarial Expense (Also reflected as a change in OCI) 
5 Breakout of Actuarial Expense (Also reflected as a change In OCI) 
6 See Staff 2 - 5 (also Cost Types 124 and 125) 
7 Cost Types 716, 71 7, and 736 
8 See Exhibit EN 2-2-2 Pages 6 and 7 
9 See Exhibit EN 2-2-2 Pages 6 and 7 

10 Line 6 + Line 7 + Line 8 + Line 9 

Pension OPEB 



Attachment Tech 2-17 

ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATlONAL GRlD NH 

DG 08-009 

National Grid NH's Responses to 
Data Requests from Technical Session #2 

Date Request Received: October 6, 2008 Date of Response: October 23, 2008 
Request No. Tech 2- 17 Witness: John O'Shaughnessy 

REQUEST: Please provide your analysis of FAS-141, FAS-158, FAS-106 that 
supports the company's position that (1) the FAS- 158 related charges to 
OCI at December 31,2006 attributable to pension and OPEB's and (2) the 
FAS- 14 1 "Purchase Accounting" adjustment should combined and 
amortized to expense over the average estimated remaining services lives 
of the employees in the plan. 

RESPONSE: FAS 141-R is the primary accounting standard relied upon for purchase 
accounting, however paragraph 37 h. of FAS 141-R refers to paragraph 74 
of FAS 87 as the ultimate guidance for purchase accounting related to 
pensions. Paragraphs 86 to 88 of FAS 106 are the guidance for purchase 
accounting related to OPEBs, but they largely follows the guidance in 
FAS 87 as i t  relates to the matters addressed in this response. Paragraph 
37 h. of FAS 141-R is as follows: 

"37. The following is general guidance for assigning amounts to assets 
acquired and liabilities assumed, except goodwill: 
h. A liability for the projected benefit obligation in excess of plan assets or 
an asset for plan assets in excess of the projected benefit obligation of a 
single-employer defined benefit pension plan, at amounts determined in 
accordance with paragraph 74 of FASB Statement No. 87, Employers' 
Accounting for Pensions" 

Paragraph 74 of FAS 87 which is referenced in the paragraph 37 h. of FAS 
141 -R states: 

"74. When an employer is acquired in a business combination and that 
employer sponsors a single-employer defined benefit pension plan, the 
assignment of the purchase price to individual assets acquired and 
liabilities assumed shall include a liability for the projected benefit 
obligation in excess of plan assets or an asset for plan assets in excess of 
the projected benefit obligation, thereby eliminating any previously 
existing net gain or loss, prior service cost or credit, or transition asset or 
obligation recognized in accumulated other comprehensive income. If it is 
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expected that the plan will be terminated or curtailed, the effects of those 
actions shall be considered in measuring the projected benefit obligation." 

This version of paragraph 74 of FAS 87 was amended in connection with 
the issuance of FAS 158. The pre-FAS 158 version of paragraph 74 of 
FAS 87 is shown below but has been modified for purposes of this 
response to highlight the differences from the amended post-FAS 158 
version. The bold text words below were those that appeared in the pre- 
FAS 158 version of paragraph 74. The italicized words in brackets are the 
words that exist only in the post-FAS 158 version of paragraph 74. 

"74. When an employer is acquired in a business combination and that 
employer sponsors a single-employer defined benefit pension plan, the 
assignment of the purchase price to individual assets acquired and 
liabilities assumed shall include a liability for the projected benefit 
obligation in excess of plan assets or an asset for plan assets in excess of 
the projected benefit obligation, thereby eliminating any previously 
existing unrecognized net gain or loss, unrecognized prior service cost or 
credit, or unrecognized net obligation or net asset existing at the date of 
initial application of this Statement [transition asset or obligation 
recognized in accumulated other co~nprchensive income]. Subsequently, 
to the extent that those amounts are considered in determining the amounts 
of contributions, differences between the purchaser's net pension costs and 
amounts contributed will reduce the liability or asset recognized at the 
date of the combination. If it is expected that the plan will be terminated 
or curtailed, the effects of those actions shall be considered in measuring 
the projected benefit obligation." 

The major difference between these versions of paragraph 74 that is 
relevant to this rate proceeding is that the liability for projected benefits in 
excess of plan assets or the asset for plan assets in excess of the projected 
benefit obligation is referred to as "unrecognized" in the pre-FAS 158 
version. In the post-FAS 158 version this excess liability or asset is 
referred to as an amount that was "recognized in accumulated other 
comprehensive income". The reference to "unrecognized" in the pre-FAS 
158 version refers to the non-recognition of a portion of the obligation (or 
asset) on the balance sheet, as well as the non-recognition of the cost 
through the income statement. This unrecognized obligation or asset is 
described in more detail below. The reference to "recognized" in the post- 
FAS 158 version refers only to the recognition of the obligation (or asset) 
on the balance sheet with an offsetting debit or credit to another balance 
sheet account called "accumulated other comprehensive income". The 
pension and OPEB costs are unaffected by FAS 158 and therefore the 
obligation (or asset) that is recognized on the balance sheet as a result of 
FAS 158 is still unrecobmized from an income statement perspective. This 
is an important distinction. The intent of the merger settlement is to allow 
the Company to recover the portion of the pension and OPEB benefit 
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obligation that was unrecognized from an income statement perspective as 
of the effective date of the merger. This is explained more completely 
later in this response. 

In a business combination, an acquiring company assumes the entire 
pension and OPEB obligations as of the date of acquisition. This includes 
the portion of these obligations that the predecessor owner had recognized 
previously through its income statement the portion that the 
predecessor owner had not amonized through its income statement. This 
latter portion represents the fair value, or purchase accounting adjustment 
that needs to be recorded as of the effective date of the business 
combination. Prior to the implementation of FAS 158, this portion of the 
obligation was commonly referred to as the unrecognized components. 
The unrecognized components are unrecognized net plan gains or losses, 
unrecognized prior service costs (i.e. costs of plan amendments), and the 
unrecognized transition obligation. Upon implementation of FAS 158, all 
unrecognized components were recorded to the balance sheet with an 
offsetting debit or credit to accumulated other comprehensive income. 
After the implementation of FAS 158, new unrecognized components that 
were created during the fiscal year would be recognized on the balance 
sheet with an offset to accumulated other comprehensive income at the 
end of that year. 

Prior to FAS 158, the pension and OPEB fair value adjustment had been 
the recognition of the unrecognized components on the balance sheet. The 
post-FAS 158 fair value adjustment reflects the elimination of the 
accumulated other comprehensive income balance, which was established 
by recognizing on the balance sheet only (and not recognizing through the 
income statement) all previous unrecognized components, plus the 
recognition of new unrecognized components that were created during the 
fiscal year up to the effective date of the business combination. 

As stated above, the intent of the merger settlement is to allow the 
Company to recover the portion of the pension and OPEB benefit 
obligation that was unrecognized from an income statement perspective as 
of the effective date of the merger. The settlement states: 

"Pursuant to accounting rules, the Company is required to perform a 
market valuation of the assets in its pension and OPEB plans as of the 
closing date of the Merger. The Company will defer the recognition of 
any unrecognized gains or losses resulting from such valuation to a 
regulatory liability or assets, respectively. The resulting regulatory 
liability or asset shall be amortized to expense over a period equal to the 
average estimated remaining service lives of the employees in the plan." 

This language was repeated nearly word-for-word in the Commission's 
order approving the settlement. The reference here to "unrecognized gains 



Attachment Tech 2-17 

or losses" is intended to represent the unrecognized components as 
described above, that have not yet been recognized through the Company's 
income statement as of the merger date. This therefore required the 
Company to record a regulatory asset which will be amortized in a manner 
somewhat consistent with the manner in which the unrecognized gains or 
losses previously included in AOCI would have been amortized and 
recognized as a component of net periodic cost prior to the merger. In 
other words, the amortization component of pension and OPEB expense 
associated with previously unrecognized gains or losses after the merger 
would be relatively the same had the merger never occurred. The initial 
merger filing testimony of John G. Cocluane speaks more completely to 
the intent behind the treatment of the pension purchase accounting 
adjustments. It states: 

"Finally, fair value adjustments will be implemented to value Keyspan's 
pension and benefits under FAS 88 and FAS 106. These adjustments 
generally require the immediate recognition of gains or losses that would 
have otherwise been reflected in the plans over time, and thus neither 
increase nor decrease the long term obligation of the company. We will 
propose to amortize the gains or losses in a fashion that is designed to be 
consistent with the pension and FAS 106 expense that would otherwise be 
experienced absent the Transaction." 

As stated in this testimony, the long term pension and OPEB obligations 
are not changed as a result of the merger, nor by any of the purchase 
accounting adjustments required under FAS 87, FAS 106, and FAS 141-R. 
Similarly, these obligations were not affected by the implementation of 
FAS 158, however FAS 158 merely changed the timing for how the 
obligations are reflected on the balance sheet. Therefore, the resulting 
regulatory asset established under purchase accounting would be the same 
whether or not FAS 158 had ever been implemented. It is important to 
point out that Mr. Cochrane's testimony was filed with the Commission on 
August 10, 2006. The Financial Accounting Standards Board published 
FAS 158 on September 30, 2006. EnergyNorthls implementation of FAS 
158 was first reflected on the books of the Company as of December 31, 
2006. Both of these events occurred after Mr. Cochrane's testimony was 
filed with the Commission, which is why the testimony does not refer to 
FAS 158. Nevertheless, the intent of the testimony is clear and is entirely 
consistent with the language in the merger settlement agreement. Given 
the foregoing, it is clear that neither the Commission nor any of the parties 
to the settlement intended that the Company would not record a regulatory 
asset for the portion of the pension and OPEB obligation that was 
recognized when FAS 158 was implemented. Thus, the Company 
believes it is clear it was not the intent of the parties or the Coinmission to 
disallow recovery of the resulting amortization of the "FAS 1 58 portion" 
of the regulatory asset established as part of purchase accounting. 



Attachment OCA 1 -70  

ENERGYNORTH NATURAL GAS, INC 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Response to 
OCA - Set 1 

Date Request Received: May 1 ,  2008 Date of Response: May 15, 2008 
Request No. OCA 1-70 Witness: Paul Normand 

REQUEST: For each account for which an ICM curve is fitted, please 
provide: 

a. A graphical plot of the actual retirement rate data 
contained in the account. The plot of the data should have 
the retirement rate on the vertical axis (% of equipment 
retired) and age at retirement on the horizontal axis (years). 

b. A graph of the calculated survival curve data for each 
account with the chosen Iowa Curve listed superimposed 
on the data. 

RESPONSE: a. Our analyses were based on the Simulated Plant Record 
Balances (SPR-BAL) method, since the Company's 
retirement history was limited and thus it is not possible to 
plot actual retirement data. Please see Attachment PMN-2 
Section IV page 16, which was filed with the direct 
testimony of Paul M. Normand. 

b. Please see response to a above 



Attachment OCA 3-4  

ENERGYNORTH NATURAL GAS, INC. 
D/B/A NATIONAL GRID NH 

DG 08-009 

National Grid NH's Responses to 
OCA Set 3 

Date Request Received: August 6,2008 Date of Response: August 26,2008 
Request No. OCA 3-4 Witness: John O'Shaughnessy 

REQUEST: In response to Staff 1-12, the Company stated that it has not made any 
cash contributions to Energy North Pension Plans for each year since 
2001. Please explain why, and provide the calculations and analyses 
relied upon by the Company for each year to determine that, no 
contributions to the Pension Plans were required. 

RESPONSE: In developing its funding strategy, the Company considers many factors 
including but not limited to: any current required contributions, the 
current funded status of the plan, pension expense, market performance, 
interest rates, and demographic trends. 

KeySpan conducted an asset liability study modeling asset allocation 
versus pension liabilities under various return scenarios in 2003. 
KeySpan used the results to develop a multi-year corporate funding 
strategy designed to fully fund the pension plans using tax-deductible 
contributions at the current liability level and avoid triggering mandatory 
ERISA minimum contributions. 

See the attached actuary reports for Pension & Postretirement Health & 
Life (OPEB's) for each of the years 2001 -2007, which are being provided 
on a CD-ROM given their size. Note that the 2007 final OPEB actuary 
report has not been completed by our actuary, Hewitt Associates LLC. In 
lieu of a final report, Hewitt is preparing an abbreviated summary for our 
external auditors that is expected to be completed in mid-September. We 
will forward a copy of this summary when it becomes available. 



Accounting Requirements: FAS 87 Expense (Income) 

Funded Status Reconciliation and FAS 87/88 Expense (Income) by Sub-Plan for The KeySpan Retirement Plan 
Colonral EnergyNonh EnergyNorth Essex Gas Essex Gas TOTAL KS 

Caae Cod Salarlrd Manaeemznt Union Retirement Plan 
Funded Status as  of Januarv  1.2UU7 

Projected Benefit Obl~gatton 
Assets at Fair Value 
Funded Status 
Ut~rscognized- 

Net Transition Ohllgatron 
Yrtor Servlcz Cost 
Net (Gatn)fl.oss 

(Accrurd)/Prspaid Cost 

NPPC: J a n  1,2007 th ru  Aue 24. LU07 
Servtce Cost 
Interest Cost 
Expected Return on Assels 
Amortrzatron of 

Nrt Trans~tion Obllgat~on 
Prior Service Cost 
Net (Gatn)/Loss 

Net Periodic Pens~on Cost 

Funcled Status a s  of Aueust 25,2007 
Projected Benefit Obltgal~on 
~ a i k e t  Value of ~ s s e t s  
Funded Status 
Unrecognized. 

Net Transit~on Obligation 
Prior Service Cost 
Net (Gain)iLoss 

(Accrued)iPrepnid Cost 

NPPC. Aun 25.2007 thru hlrr 31.2008 
Srrvrce Cost $ 
lnlerest Cost 
Expected Return on Assets 
Amortrzdt~on o t  

Net Transtt~on Obl~gal~on  
Pr~or  Serv~cs Cost 
Net (Ga~njILoss 

Net P e r ~ o d ~ c  Penston Cost $ 




