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PROCEEDI NGS

CHAI RMAN GETZ: (Okay. Good norni ng,
everyone. W'I|l open the hearing in Docket
DG 10- 017.

On February 26, 2010, National Gid
made a delivery rate filing request to inplenent new
rates effective with service after June 1, 2010. The
Comm ssi on i ssued an order suspending the tariff on
March 10, scheduling a prehearing conference.
Subsequent to the prehearing conference, a secretary
letter was issued on April 16 setting a hearing on
the nerits this week. And we al so have a settl enent
agreenent that was filed by National Gid, Conm ssion
Staff and New Hanpshire Legal Assistance on
January 1l1lth. So, with that, let's take appearances,
pl ease.

MR. CAMERI NO. Good norni ng,

Comm ssioners. On behalf of National Gid NH Steve
Camerino and Patrick Taylor from McLane, G af,

Raul erson & M ddleton, and Celia O Brien, assistant
general counsel for National Gid.

CHAl RMAN GETZ:  Good nor ni ng.

MR FELTES: Dan Feltes from New
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Hanpshire Legal Assistance. Wth nme at counsel table
is Attorney Alan Linder. W're here on behal f of
| nt ervenor, Panel a Locke.

CHAl RMAN GETZ: Good nor ni ng.

MR. PERESS: Good nor ni ng,
Comm ssi oners. Jonat han Peress, on behalf of the
Conservation Law Foundation. And with nme is Shanna
A evel and of the Conservation, who is our witness in
t hi s proceedi ng.

CHAl RMAN GETZ: Good nor ni ng.

M5. HOLLENBERG  Good norning. Rorie
Hol | enberg, Meredith Hatfield, Kenneth Traum And
wth us today is Daniel Appelson, who is a student
intern wwth the Ofice of Consuner Advocate.

CHAl RMAN GETZ:  Good nor ni ng.

MR. FOSSUM And good norni ng.

Matt hew Fossum for the Staff of the Comm ssion. And
wth nme this nmorning are Stephen Frink, Edward Danon,
and Robert Watt from Comm ssion Staff.

CHAI RVAN GETZ: Good norning. Are
there any procedural issues we need to address? |Is
there an agreenent on how to proceed? M. Canerino?

MR. CAMERINO Yes. The Conpany and

Staff are going to present Ann Leary and Stephen
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Frink as a panel to present the settlenent initially.

CHAI RVAN GETZ: And then what happens
after that?

MR LI NDER: M. Chairman, each party,
| believe, is going to submt their prenarked
testi nony, which, under the settlenent agreenent, all
the testinony would be going in, would not be
cross-exam ned, other than if a non-settling party
W shes to cross-exam ne. Qur expert w tness, M.
Colton, is not present today. No party expressed a
desire to cross-examne him And so when it's our
turn, we'll submt two copies of M. Colton's
testinmony to be marked; one for the clerk and one for
t he st enographer.

CHAl RMAN GETZ: Okay. Thank you.
Anyt hing else | should be aware of ?

MR. PERESS: My |, M. Chair? Thank
you, M. Chairman.

The Conservation Law Foundati on i s not
a signatory to the settl enent proposal, does intend
to cross-exanm ne witnesses on the panel on the
settl ement proposal and does intend to put a w tness
on, Ms. Cleveland, as it relates to the proposed

revenue decoupling nechanismthat was in the petition
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in this proceedi ng.

CHAI RVAN GETZ: Thank you.

M5. HOLLENBERG | would only say, on
behal f of the OCA, that we do intend to mark our
testinony for identification.

CHAI RVAN GETZ: Thank you. Al right.
Then, M. Canerino, please proceed.

MR. CAMERI NO. The Conpany, as well as
on behalf of Staff, calls Ann Leary and Stephen
Fri nk.

(VWHEREUPON t he wi t nesses were duly

sworn and cautioned by the Court Reporter.)
ANN LEARY, SWORN

STEPHEN FRI NK, SWORN

MR. CAMERI NO Before | question the
Wi tnesses, if |I can just indicate for the record, we
have premarked for identification the settlenent
agreenent as Exhibit 18, and the wtnesses wll be
referring to that. And Exhibit 19 is the bill i npact
schedules. And then after that, all of the rest of
t he Conpany's testinony that was not narked at the
tenporary rate hearing has al so been marked for
identification. | don't have those nunbers. But if

you want themread into the record, | know that the
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[WITNESS PANEL: LEARY|FRINK]
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clerk has exhi bit nunbers for those already.

CHAI RVAN GETZ: Well, if we can just
get a copy of that at a break, that's fine.

MR. CAMERINO Ckay. So those are all
testinonies that were filed with the Conm ssion, and
we' ve given the Cerk additional copies.

DI RECT EXAM NATI ON

BY MR CAMERI NO

Q So, with that, Ms. Leary, would you state your name
and busi ness address for the record, please.

A (Ms. Leary) Yes. M nanme is Ann Leary. M business
address is 40 Syl van Road, Waltham Mass., 02451.

Q And what is your position with National Gid, and
what are your responsibilities in that regard?

A (Ms. Leary) My position with National Gid is | am
t he manager of gas pricing for Massachusetts and New
Hanpshire, and | amresponsi ble for various
regul atory filings made on behalf of National Gid in
bot h Massachusetts and New Hampshire.

Q And were you involved in the settl enent discussions
in this case, and are you famliar with the
settl enment agreenent that was prenmarked as Exhibit 18
for identification?

A (Ms. Leary) Yes, | am
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M. Frink, et ne ask you simlar questions. Wat's
your nane and busi ness address?

(M. Frink) Stephen Frink. And the address is

21 South Fruit Street, Concord, New Hanpshire.

And by whom are you enpl oyed, and in what capacity?
(M. Frink) I'menployed by the Public Uilities
Comm ssion as the assistant director of the Gas &
Wat er Di vi sion.

And are you famliar with the terns of the settl enent
agreenent, and were you involved in the negotiations
of the agreenent?

(M. Frink) Yes and yes.

Thank you.

Ms. Leary, let ne ask you to summari ze the basic
terms of the agreenent, if you woul d.

And M. Frink, as we go through each item if
you have sonmething to add to Ms. Leary's description,
|'d ask you to provide that as well.

Ms. Leary, would you first just summari ze the
key financial terns with regard to revenue
requirenent, rate of return, rate base.

(Ms. Leary) Yes. This settlenent stipulates a total
revenue i ncrease for the Conpany of $6,809,370. This

is -- It also includes a rate of return of
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8.33 percent and an overall rate base of

$164, 302, 838.

In the rate base section of the settlenent there's

di scussion of a deferred-rate tax issue. Could you
summari ze that issue and expl ain the adjustnent
nmechanismthat's been set out.

(Ms. Leary) Yes. The rate base that | just

di scussed, the $164.3 nmillion, includes credits for
deferred taxes. In 2009, the Conpany made a change
to its nmethod of accounting for certain repair costs
t hat are deducti bl e under I RS regul ations. They had
previously considered these repair costs as capital
costs, and they are now considering them as expenses.
As a result, inits 2009 tax return, the Conpany
coul d take a huge deduction, which, because of

rat e- maki ng principles, was able to return to

rat epayers through this rate settlenent. However,
this accounting figure that the Conpany took on its
2009 tax return is currently under review by the IRS;
so, in this settlenent, the Conpany has put in an

adj ust nrent nmechani smfor a potential in the future to
adj ust the deferred taxes if the I RS cones out with a
different determ nation than what was submtted in

its 2009 tax return.
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(M. Frink) I'd like to add one thing on that.

Pl ease.

(M. Frink) On the -- thereis alimt. There is

no -- the settlenent calls for no penalties to be
included in rates. |If the IRS were to determ ne and

fine the Conpany, that woul dn't be passed on to
ratepayers. And there's a limt on the interest that
could be recovered if the IRS cones in wth an
unfavorable finding. So the interest limt is the
overall rate of cost to capital. So, even though the
RS interest rates are |lower than that, in the event
that it should be above that, ratepayers are only
asked to rei nburse the Conpany up to the overall cost
of capital. | just wanted to nention that.

(Ms. Leary) And I'd further just say that what we
decided is, for that interest-related cost, we would
pass that through our LDAC factor. And for any

adj ust nent, because of the variance in deferred

t axes, the Conmpany woul d nake, on a goi ng-forward
basis, an adjustnent to its base rates.

Ms. Leary, the revenue requirenent figure that you
identified is then allocated, to sone extent, between
base delivery rates and anounts that are coll ected

t hrough cost of gas; is that correct?
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(Ms. Leary) That is correct.

Coul d you explain that split, why it's done, and just
sort of give the basic breakdown between the two.

(Ms. Leary) Yes. |If we |look at Appendix 1, what we
have provided is we have shown the cal cul ati on of our
total revenue requirenents, and we break that down
into delivery, which are our base rates. And we al so
break it down into gas costs. |In the gas costs are
certain factors we considered indirect gas costs.
That woul d be our gas costs related to worKking
capital, our gas costs related to bad debts,

m scel | aneous adm ni stration fees associated with
gas-applied functions, and finally, the production
and storage costs. Those are all specified in
Appendi x 2 -- excuse nme -- Appendi x 1.

I n Appendi x 2, what we do is we take the actual
revenue requirenents for our delivery rates, and now
we show how we went about comng up with the rates
that we're going to charge our different custoners.
And with regard to depreciation, what does the
settl enment agreenent provide?

(Ms. Leary) It authorizes the Conpany to continue to
use the rates that are currently in effect.

The agreenent provides a separate section related to
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the cal cul ati on of commobdity-rel ated bad debt. Can
you explain how t hat nechani sm wor ks and, agai n, why
commodi ty-rel ated bad debt is collected separatel y?
(Ms. Leary) Ckay. As we said, the commodity-rel ated
bad debt has to do with, as | said, just the gas
cost-related portion of the bad debt. W are all owed
to collect that through our cost-of-gas factor right
now. However, in this settlenent, as you can note
for the last few years, the entire issue of bad debt
has been an issue for both the Conpany and the Staff,
and we feel that this settlenent nowwll establish a
mechani smthat wll kind of address the concerns that
both the Staff had, froma point of view our

col l ection processes, and fromthe Conpany's

per spective having to do with able to collect the
commodi ty-rel ated bad debt, which is a gas cost that
t he Conpany does not make any noney on.

So what we've done now is we've basically kind
of had a change to the approach for this
comodity-rel ated bad debt that wll eventually allow
the Conpany to collect its actual comodity-rel ated
bad debt portion fromits ratepayers. However, to
incent -- to give the Conpany an incentive to inprove

its collection performance, the parties in this
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agreenent have set out over the next three years a
target that the Conpany nust neet in order to coll ect
all of its commodity-related bad debt. |If the
Conpany does not neet those targets, there will be
limted disall owances for the Conpany. This
mechani sm al so states that, if at any point during
the period the Conpany is able to obtain a

2.5 percent bad debt rate, the Conpany will then be,
going forward, able to collect its actual

commodi ty-rel ated bad debt.

M. Frink, just because that was -- that's a fairly
compl ex part of the settlenment, | want to just check
whet her you have anything you want to add to that
descri ption.

(M. Frink) This settlenment is simlar to what was
set out in the settlenent in the |ast rate case,
whereby for the commopdity side we set a declining
percentage for bad debt to get down to a target. In
essence, this one sinply sets the target, and we may
never have to hit those. But the intent here is that
there is a target that's actually based on the
Conpany's estimates as to what's likely to be

achi eved once they inplenent all their enhancenents

that they have started to undertake and that was in
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their testinony. So that's where the target cones
from and that's what the goal is.

| would say that the first piece calls for
actual bad debt for this year, and it's assuned 3.02
in this settlenent. So when you |look at the 6.8
mllion revenue increase, that's assum ng bad debt
recovery of approximately 3 percent, and that may be
sonething slightly different. The 3 percent was
based on the nost recent bad debt experience. So it
could be that or it could be a little lower or a
little higher.
Ms. Leary, what does the settlenment provide with
regard to the Conpany's cast iron/bare steel nmain
repl acenment progranf
(Ms. Leary) The settlenent provides that we're going
to continue the existing programas is.
The rate design comng out of this settlenent is set
forth in Appendix 2. Could you sunmarize the basic
principles that were used in setting that rate
desi gn?
(Ms. Leary) Yes. The first stipulation was that the
cl ass revenue targets would be capped at 112-1/2
percent of the overall delivery rate increase, which

was 14.5 percent. So, in effect, no rate class could
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go higher than approximately 16 percent for its base
rate delivery part only.

The settl enent also stipulated that we were
going to reduce the volunetric difference for the
residential rate classes between our head bl ocks and
our tail blocks and to flatten those -- that variance
out. And again, this is continuing froma trend that
we had for the prior rate case.

Regar di ng t he custoner charges, we've agreed

that the residential custoner charges will be capped
at 21.2 percent overall. And specifically for the
R-3 custoners, we capped -- the custonmer charges w ||

be $17, and for the R4 | owincone custoners, the
custoner charge will be $6.80. And finally, we
capped the commercial and industrial charges to

25 percent, again, over the current custoner charge
in effect to date.

Thank you. M. Frink, anything you'd like to add
wth regard to rate design?

(M. Frink) No.

Ckay. Ms. Leary, can you then nove to bill inpacts
in Exhibit 19 and just summarize the overall bill

i npacts for the case?

(Ms. Leary) Yes. |If we first look at the bill
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i npacts, |looking at the distribution portion of the
custoner's bill only -- so this represents |ess than
30 percent of the custoner's bill -- for a typical
residential heating custoner, they shoul d experience
about an increase of $4.78 per nonth, or around $57
per year. And again, that's base rates only, and
that equates to approxinately 16 percent.

However, | just want to note here that currently
in effect are our tenporary rates. So, those rates
were in effect as of June of 2010. So when I'm
tal ki ng about the increases for the base rates, |'m
really tal king about how it conpares to the rates
fromthe prior rate case, not the rates fromthe
tenporary rate case, because in the tenporary rate
case we had already increased the rates by about
11 percent, and we've been billing those custoners
since June of 2010, so that right now the custoners
wll only see the increase fromthe 16 percent versus
the 11, maybe an increnental 5 percent on the base
rate portion. But as | started out, this is only for
the base rate portion.

If we now | ook at the custoner's total bill, the
base rate portion is approxi nately 30 percent of

that. The residential heating customers will only
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get -- that will only equate to about a 5.7 percent
increase for residential heating. And for the
| ow-i ncome custoners, on average, it will result in

about 3.7 percent.

Can you summari ze how the settl enent addresses issues
wth regard to | owincone custoners?

(Ms. Leary) Yes. The Conpany and the parties have
agreed that we will neet on a sem -annual basis to

di scuss outreach prograns and col |l ections activities
twi ce a year.

And you di scussed the outreach prograns. But is it
fair to say that the rate design and ot her aspects of
the settlenent, there was i nput froml ow i ncone
custoners as well? In other words, the outreach is
one aspect in which concerns of |owincone custoners
were taken into account, but there were other places
where -- for exanple, rate design -- where the issues
rai sed by the |l owincone group were taken into
account? The |owincone -- | apol ogize. The

| ow-i ncome custoners had input into the rate design
resolution of this case; is that correct?

(Ms. Leary) That is correct.

Thank you. And then, finally, the settlenent

di scusses recoupnent with regard to tenporary rates
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and with regard to rate case expense. How does it
deal wth those?

(Ms. Leary) Yes. The Conpany will be actually
follow ng the same process in terns of recoupnent for
both rate case expense and for the true-up of the
tenporary rates as it had inits prior rate case. W
wll be calculating the difference between the
tenporary rates and the actual rates and be fl ow ng

t hat back through the LDAC on a volunetric basis to

all custonmers. We'll be looking at that or refunding
-- oh, excuse ne. In this case, it will not be a
refund. It wll be a charge to custoners over a

12-nont h peri od.
M. Frink, do you have anything to add?
(By M. Frink) | don't.
Ckay.

MR. CAMERI NO. Thank you. That
conmpl etes the direct exam nati on.

CHAl RVMAN GETZ: Gkay. Thank you, M.
Camarino. Of the record for a second.

(Di scussion off the record)

CHAl RMAN GETZ: M. Feltes.

MR FELTES: M. Linder has a few

questions for the Panel.
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MR. LINDER: | have two questions for
clarification.

CRCSS- EXAM NATI ON

BY MR LI NDER

Q

| may have mi sheard sonething that you said, M.

Leary, on the overall rate increase for the R 4

23

class. Could I just ask you to turn to the very | ast

page of the settlenent agreenment, which is

Appendi x 3.

(Ms. Leary) You are correct. Thank you for pointing

that out. | had a typo in ny notes. It is

3.09 percent, not 3.7. Thank you.

Thank you. And one other question | have for
clarification purposes. |If | could ask you to | ook

at the section of the settl enent agreenent on

conditions, which starts on Page 12. And | actually

want to direct your attention to Page 13. And I'l]|
tell you where I'm at when you get to that page. It
woul d be actually the -- although the Iines are not
nunbered, it would be Line 8. 1'll read you the
sentence and then 1'll ask for the clarification.

The sentence reads, and tell ne if |I'm not

reading it correctly, "The Staff and settling parties

recogni ze that the testinonies submtted in this
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proceedi ng i ncl uded vari ous proposed rate-naking
mechani sms and accept, as specifically set forth in
this agreenent, such proposals shall be deened to
have been withdrawn." Do you see that?
(Ms. Leary) Yes, | do.
Ckay. And if you know the answer to this: Wuld one
of the types of proposed rate-naki ng nechani sns
that's referred to in this sentence include the
ori gi nal decoupling proposal that was submtted by
t he Conpany as part of its original filing in
February of this year?
(Ms. Leary) Yes, it would.
So, essentially, the decoupling proposal has been
wi t hdr awn?
(Ms. Leary) For the purposes of this settlenent, the
Conpany has withdrawn it.
Ckay. Thank you for the clarification.
MR LINDER: That's all | have.
CHAl RVAN GETZ: Thank you. Actually,
M. Fossum did you have anything for the w tnesses?
MR, FOSSUM | did not.
CHAl RVAN GETZ: M. Peress.
MR. PERESS: Thank you, M. Chair.

Before | begin, just so | understand

{DG 10- 017} [ SETTLEMENT AGREEMENT HEARI NG { 1- 13- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: LEARY|FRINK]

25

the record and the docunents that have been prefil ed,
Steve -- M. Canerino, can you |let ne know what
exhibit Sue Tierney's testinony would be in this

pr oceedi ng?

MR. CAMERI NO  Yeah, it was narked at
the tenporary rate hearing. Maybe the clerk could
give us that nunber. And then there was a
suppl enental that was marked today.

MR. TAYLOR  Seven.

CHAl RMVAN GETZ: Well, let's go off the
record.

(Di scussion off the record.)

MR. CAMERI NO Sue Tierney's direct
testinony was Exhibit 7, and the rebuttal testinony
wll be Exhibit 27. And naybe at sone point, once
|'ve had a chance to confer with the clerk, it m ght
even be helpful if | just read those nunbers, the new
ones, into the record. Wuld you like ne to do that
now or |ater or --

CHAI RVAN GETZ: Well, the only inquiry
fromM. Peress is about Dr. Tierney's testinony?

MR PERESS: Yes, M. Chair. W wll
make reference to Dr. Tierney's testinony in ny

Cr oss-exam nati on.
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CHAI RVAN GETZ: W have that on the

record for now, so |let's proceed.
MR. PERESS: Thank you, M. Chair.
Just to nmake this go a little

snmoot her, do you have copies of Ms. Tierney's

testinony marked as Exhibit 7? That's a question to

the w t nesses.

A (Ms. Leary) No, | do not.

(M. Frink) No.
MR. PERESS: Can you pl ease provide

one?

(Di scussi on anong counsel .)

MR PERESS: Also to nake this a
little bit easier, I'"'mgoing to be referring to the

Comm ssion's order in Docket 07-064, which was the
i nvestigation regarding energy efficiency rate
mechani sms. And | am going to provide one copy to
the panel for themto refer to.
I'"mgoing to direct the initial
questions to Ms. Leary, please.
CROSS- EXAM NATI ON
BY MR PERESS:
Q Referring to the order in Docket DE 07-064, O der
No. 24,934, issued on January 16, 2009, Ms. Leary,
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woul d you please turn to Page 19 of that order, and
woul d you please read into the record that provision
of the order that |I've marked in this copy, starting
with the words "Having" and ending with the words
"custoner class," please?

(Ms. Leary) Sure. "Having considered the expert
presentations, the utility baseline presentations and
the di scovery and comments by the parties, we

concl ude that existing rate design and nmechani sns, as
a conceptual matter, can pose an obstacle to
investnent in energy efficiency. W conclude as well
that there are different rate nechanisns that could
be enployed to further pronote such investnent. W
al so acknow edge that, as indicated by various
parties, there are nunerous details that woul d need
to be addressed in order to fashion a rate nechani sm
that appropriately bal ances risks and benefits anobng
custoners and utilities while pursuing |egislative
policy goals. W find, therefore, that the best
approach to i npl enenting such rate nechanisns is on a
conpany- by-conpany basis in the context of an

exam nati on of conpany-specific costs and revenues,

i nasnmuch as each utility has a uni que service

territory and custoner mx, as well as

{DG 10- 017} [ SETTLEMENT AGREEMENT HEARI NG { 1- 13- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: LEARY|FRINK]

28

conmpany-specific operating costs and rate base
investnment. Energy-efficiency rate nechanisns wl |
need to be tailored to the energy-efficiency |oad

| oss and fixed and vari able cost structure of each
conpany. Incentives wll need to fit the potenti al

| evel of investnent for each service territory and
custoner class."

Thank you. | would also ask, Ms. Leary, to turn to
Page 6 of that order where the Commission in its
order characterizes the positions that were submtted
and asserted by National Gid. And I'mgoing to ask,
and this wll be brief, can you read into the record,
pl ease, that portion of this order that addresses
National Gid' s position in this docket as narked?
(Ms. Leary) Yes. "National Gid observed that

exi sting rate treatnment poses an obstacle to
investnent in energy efficiency because a utility

t hat aggressively pursues energy efficiency nay
jeopardize its ability to provide excellent service
to custoners, and the Conpany woul d be wor ki ng
against itself financially. National Gid asserts
that rate-nmaking should be refornmed to decoupl e the
revenues that a utility needs to serve its custoners

fromthe volume of natural gas or electricity it
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del i vers.

"National Gid stated that it believes a
different rate-making [sic] treatnment woul d pronote
energy-efficiency investment w thout eroding the
revenues that utilities need to provide excell ent
custoner service. National Gid contended that the
link between utility sales and revenues nust be
broken in order to encourage investnent in energy
ef ficiency.

"National Gid stated that decoupling utility
revenues fromsales is critical to the expansi on of
cost-effective energy-efficiency opportunities in New
Hanpshire. National Gid indicated that decoupling
shoul d be enployed at the tine of a ranp-up in
energy-efficiency [sic] prograns, or when the utility
files its next base rate case."

Thank you, Ms. Leary. Wuld you agree that the

Comm ssion's order that you just referenced supports
and encourages utilities such as National Gid to
propose revenue decoupling nmechanisns with their rate
case --

(Ms. Leary) Yes, | would.

-- filings?

And did -- in this instance, did National Gid
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come forward with a revenue decoupling nechani sm
proposal in its petition in this proceedi ng?
(Ms. Leary) Yes, we did.
And is that contained in the testinony of Dr. Susan
Tierney that's been marked as Exhibit 77
(Ms. Leary) Yes, it is.
Referring to that testi nony, would you please turn to
Page 43 of 69 of Dr. Tierney's testinony.

(D scussion between Atty. Peress and

Wtness Leary.)

BY MR PERESS:

Q

Can you just read into the record that portion of the
testi nony begi nni ng on Page 43, Line 5, and endi ng on
Page 43, Line 12, starting wth the word
"decoupling."

(Ms. Leary) Yes. "Decoupling has been proposed as

t he best approach to elimnating the tension that

i nherently exists within the utility when its
revenues increase with the volune of sales of its
product, but is also bound to inplenent prograns that
by design lead to a reduction in sales. Decoupling
focuses on mtigating this tension by elimnating the
so-call ed 't hroughput incentive' which arises when a

utility recovers a large portion of its revenue
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requi renents through usage-based charges (i.e. [sic],
mlls per thermof use) such that total utility
revenues rise or fall as total custoner usage rise
and falls."

And woul d you agree, Ms. Leary, that a substanti al
portion of Dr. Tierney's testinony is focused on the
benefits of elimnating the throughput incentive,
both fromthe standpoint of deploynent of energy
efficiency, as well as to ratepayers?

(Ms. Leary) Yes, | would.

Coul d you briefly summarize for the Conm ssion
National Gid' s position on decoupling for its

el ectric and gas businesses in its Massachusetts
franchise territory?

MR. FELTES: M. Chairnman, we object
to this. M. Canerino.

MR CAMERINO | just would want to
indicate that Ms. Leary would not be the witness to
answer a question of that nature. The Conpany was
aware that CLF would want to inquire into sone of
t hese areas, and we've indicated that if it's
determ ned that these sorts of questions should be
asked and answered, we have M. Ahern available to

answer what | would call conpany policy questions.
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But that would not be Ms. Leary.

CHAI RVAN GETZ: M. Feltes, what did
you have?

MR. FELTES: M. Chairnman, quite
sinmply, conpany policy-type questions and what
National Gid' s general view of decoupling, its
general view of the value of decoupling is not
relevant to this settlenent agreenment. The
settl enment agreenment is a conprehensive settl enent
agreenent resulting in a nunber of terns. So the
i nquiry today, we respectfully submt, is whether or
not the settlenent agreenent results in rates that
are just and reasonable, and that the settl enent
agreenent is in the public interest. So, National
Gid s position generically about decoupling and its
position in other jurisdictions and its thinking of
t he value of decoupling is not relevant we think to
thi s hearing.

CHAI RVAN GETZ: Well, I'"'mgoing to
allowthis inquiry. | nean, the original proposa
i ncl uded decoupling. Decoupling is no | onger being
proposed. And | think it's fair for M. Peress to
i nqui re about that topic.

But, | nean, how far do you need to
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go? It seens |like Ms. Leary m ght be able to respond
as a general matter. Well, certainly she can answer
t he questi on, what does she know about the Conpany's
decoupling policies in Massachusetts. But do you --

MR. PERESS: Yeah. Thank you, M.
Chair. This wll not be an extensive inquiry. It
W ll just be geared to draw distinctions between
t hose provisions of the settl enent agreenment and
National Gid s business practices in other
jurisdictions, in light of the fact that the
decoupl i ng proposal has been w thdrawn as part of the
settl enent agreenent.

CHAI RVAN GETZ: We'll see how far this
goes. And if we think we need to hear nore from
sonmebody el se, then | guess we can determ ne whet her
we want to pursue it.

MR PERESS: Gkay. Thank you, M.
Chair.

BY MR PERESS:
Q Ms. Leary, has National Gid proposed revenue

decoupl i ng mechani sns for its Massachusetts busi ness?

A (Ms. Leary) Yes, they have. |In fact, they have

revenue decoupling nmechanisns for both its gas and

el ectric busi nesses in Massachusetts.
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And does National Gid have a pendi ng proposal for
decoupling before the Rhode Island PUC for its

el ectric and gas busi nesses?

(Ms. Leary) Yes, they do.

And is National Gid s corporate policy consistent
wth the characterization -- or I'msorry --
consistent with the position that National Gid put
forth in Docket DE 07-064? |Is National Gid's
current corporate policy to propose revenue
decoupl i ng whenever it proposes a rate design or
petitions for a change in its rate design?

(Ms. Leary) Yes, it is.

Ms. Leary, can you comment as to -- or can you pl ease
explain to the Conm ssion whet her the settl enent
agreenent in this proceedi ng addresses the throughput
incentive that Ms. -- that Dr. Tierney nade reference
to in her testinony?

(Ms. Leary) Not directly. But indirectly, through
this settlenent, the parties did agree to allow us to
I ncrease sone of our custoner charge revenues which
allow -- which is a flat fee. So that does all ow us
to reduce sone of the volatility resulting fromthe

t hrough-put issue that Dr. Tierney addressed.

And do those provisions effectively disconnect the
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Company's revenue fromits anount of sal es?
A (Ms. Leary) No, not totally.
MR PERESS: | have no further
guestions. Thank you, M. Chair.
CHAl RMAN GETZ: Thank you.
Ms. Hol | enberg.
MS. HOLLENBERG  Thank you. W have
no questions. Thank you.
CHAI RMAN GETZ:  Commi ssi oner Bel ow.
| NTERROGATORI ES BY CVSR. BELOW
Q | don't know what exhibit nunber it is. Maybe six.
But the original testinony of N cholas Stavropoul os,
do you have that in front of you, M. Leary?
A (Ms. Leary) | don't have it in front of ne.
M5. HOLLENBERG Do you want this?
MR. CAMERI NO  Yeah.
(Attorney Canerino hands docunent to
W t ness.)
BY CMSR. BELOW
Q On Page 26 of 30, at Line 18 there's a sentence that
begins with the word "the" and conti nues through the
bottom of the page and onto the next page. Could you
pl ease read that.

A (Ms. Leary) Yes. "The proposed rate-naking framework
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is absolutely necessary to provide the Conpany with
sufficient revenues to conduct its business for the
benefit of custoners, maintain safe and reliable
service, and neet public policy obligations, while
all owi ng the Conpany to earn a reasonable rate of
return and ensuring that its natural gas business
remai ns vi brant and secure for the future.”

And that proposed rate-naking framework that was
described in the original filing included a nunber of
el enents, correct, sone of which are reflected and
sone of which are not; correct?

(Ms. Leary) That's correct.

And sone of what's not in the settlenent is the
revenue decoupling nechani sm inclusion of public
works in the first half mllion, and Cl BS i nvest nent
and rate base, as a matter of course, or on a
reconciliation basis, as well as certain inflation
and ot her adjustnent mechanisns; is that correct?
(Ms. Leary) That is correct. 1In addition to the
pensi on mechani sm al so.

Right. And is it -- does the Conpany have a
different position than it did at the filing, that

t hose were absolutely necessary? Seens |ike a pretty

strong turn. Is that not the case anynore?
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MR. CAMERI NO©  Commi ssi oner Bel ow, |
think if the Conmpany could -- we have M. Ahern here.
We recogni ze there m ght be questions fromthe Bench,
some policy-nature questions with regard to the
Conpany's view. And | think our preference woul d be
to offer M. Ahern to answer those, rather than M.
Leary, who is a revenue requirenents witness. So
either now or at an appropriate point, | think what
we would like to do, with the Comm ssion's and the
other parties' leave, is to have himswrn to answer
t hese types of questions.

(Chai rman and Conm ssi oners

conferring.)

CHAI RVAN GETZ: Wy don't we bring M.
Ahern up then and swear himin.

MR. CAMERINO Great. Thank you.

We apol ogi ze, but we didn't want word
to get back to the Conpany that Ms. Leary
had changed anything that M. Stravopoul os
had sai d.

(VWHEREUPON, GARY AHERN was duly sworn
and cautioned by the Court Reporter.)

GARY AHERN, SWORN

MR. CAMERING Wth | eave of the
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Comm ssion, I'mjust going to do a brief introductory
questi oni ng.
DI RECT EXAM NATI ON

BY MR, CAMERI NO

Q M. Ahern, would you state your nane and busi ness
address for the record, please.

A (M. Ahern) Sure. M nane is Gary Ahern. My
busi ness address is One MetroTech Center, Brooklyn,
New Yor k.

Q And what is your position with National Gid, and
what are your responsibilities in that regard?

A (M. Ahern) My position is | amthe vice-president of
gas regulation for the U S. business, and I'm
responsible for rate filings and rate cases across
t he gas busi nesses.

Q And what has your role been with regard to this case
that's pendi ng before the Comm ssi on today?

A (M. Ahern) | have been the lead of this case.

Q Ckay.

MR. CAMERI NO  Thank you.

| NTERROGATORI ES BY CVSR. BELOW

Q Did you hear the question --

A (M. Ahern) Yes, | did.

Q -- that | had? I'mtrying to reconcile the proposed
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settlenment and the w tnesses' assertion that it's in
the public interest and just and reasonable wth the
initial position of the Conpany that changes that are
not included in the settlenent were absol utely
necessary to achi eve these objectives.

(M. Ahern) And in light of the total settlenent, the
Company reached -- in light of the overall settl enent
package, the Conpany did reach a settlenent. The
Conpany still really feels strongly about its
regulatory principles. But in light of this current
settlement and the potential sale of the business,

t he Conpany reached a settlenent in this case.

Ckay. So this settlenment doesn't necessarily reflect
a change in the initial position or testinony of M.
Stravopoul os, as far as you know?

(M. Ahern) No. The Conpany still feels strongly
about our different regulatory principles.

In the settlenment, on Page 6, it refers to operating
incone. As reflected in the settlenent, the
expectation that an increase in the base delivery
rates to result in a $13.38 mllion operating incone
after taxes -- after federal and state taxes; is that
correct? Either M. Leary or --

(M. Ahern) Yes, it is. That is correct.
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And how nuch of that operating incone goes towards --
is considered earnings or reflects return on equity?
Is that all of that figure or a portion of that
figure?

(M. Ahern) The majority of that would hel p go
towards --

Ckay. And so the operating revenues that the
settlenent rates are designed to achi eve are
approxinmately 51.7 mllion; correct?

(M. Ahern) Correct.

And is that -- what is the total annual revenues,
sort of gross revenues, excluding the cost of gas,
that is assuned that the rates woul d yi el d?

(M. Ahern) That is for the same nunber, the 51.7
mllion. That excludes the cost of gas.

So, on Page 5 of the agreenent, the first sentence
t hat says the rates are designed to yield annual
revenues of 171.466 mllion, that includes both
delivery and supply, the cost of gas.

(M. Ahern) Correct.

Ckay. So, the cost of gas is fully reconcil ed;
correct?

(M. Ahern) Under the new nechani sm going forward,

yes, everything is reconciled. And this portion wl|l
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allowus in the future to get to a point where we can
reconcile the bad debt portion of the commobdity
gas -- of the commpdity bad debt.
Okay. So if there were a 10-percent reduction in
sales, for instance, for whatever reasons -- the
econony, the weather, energy-efficiency neasures,
| oss of custoners -- a 10-percent reduction in sales
woul d tend to decrease from operating revenue by
somet hi ng approachi ng 10 percent, nmaybe | ess than
10 percent, because sone of it's fixed, and that
woul d reduce primarily the variable, unless it was
due to |l oss of custoners; is that correct?
(M. Ahern) That is correct.
Can you give ne a sense of how nuch -- let's say it
was just sales, not a | oss of custoners. How nuch
woul d a 10-percent | oss or reduction in sales result
in reduction from operating revenues?
(M. Ahern) It would probably be in the 3 to
4 mllion-dollar range, | would assune.

Ann, could you --
(Ms. Leary) Yeah, I'mtrying to remenber if we -- see
if we have the nunbers in front of us today. |
t hought 30 to 40 percent, sonewhere in that range, is

fixed, in terns of our total, out of the 51.7 mllion
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that we collect through our custoner charges. But |
woul d need to, subject to check, check that nunber.
And the renaining, say it was 60 to 70 percent, was
variable. So it mght be 60 to 70 percent out of

10 percent or --

(M. Ahern) So let's assune $3 nmillion, because
that's about the 60-percent mark, roughly.

Ckay.

(M. Frink) I was going to say the nunber is

44 percent with the fixed charges.

Forty percent fi xed.

(M. Frink) Forty-four.

Forty-four percent fixed. So a 10-percent reduction
in revenue -- let's just do the math here -- woul d be
ab-- wll, it wouldn't be -- it would be 56 percent
of about 5.17 mllion. Does that sound right?

(M. Ahern) Correct.

Which is about 2.9 mllion, close to the 3 mllion
you estimated. Ckay.

So, all other things being equal, in terns of
your debt expense, depreciation, operating expenses,
property taxes and such, would that tend to translate
into a $2.9 nmillion reduction in your operating

i ncome? Maybe before taxes, you know, there would be
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adjustnent for the federal and state taxes? |Is

that --

(M. Ahern) Exactly right. Pre-tax, that woul d be
the effect. Yes, it would.

So, be alittle less after tax. But what's the total
tax --

(M. Ahern) Assune 35- to 40-percent tax rate. So,
assune about $2 mllion, roughly.

So that would tend to | ower your operating inconme by
a couple of mllion dollars, which is about a

15- percent reduction in operating incone?

(M. Ahern) That is correct.

Ckay. There's no provision in the settl enent
agreenent with regard to bad debt in the distribution
portion of the rates. It's just assuned that it's
3.02 in the first year. So, how that and all the

ot her expenses work out, if you do better than a
3.02 percent of bad debt rate, that just inproves
your earni ngs?

(M. Ahern) No, that's not how that's worKking.

Ckay.

(M. Ahern) What you have described is really not how
the commodity piece of bad debt will work. The

delivery portion of the bad debt is set at
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2.3 percent.

MR. CAMERINO Could | just note for
the record? Actually, what is behind the revenue
requirenent is a matter of conprom se by the parties.
And there are different views on the different
el enents, and so the parties work with different
nunbers. | don't think there is any agreenent on
what the individual conponents of the delivery
revenue requirenent would be.

CVMSR. BELOW (kay. | see.

By Cnsr. Bel ow

Q

So there is no -- it is whatever it is. [It's the
total revenue requirenent covers whatever expenses
you have, and any inprovenents you have in bad debt
collection just flows through to your bottomline; is
that correct?

(M. Ahern) That's correct.

Ckay. And |likew se, any increase in bad debt just
flows through to the bottomline as well.

(M. Ahern) Exactly right.

The current ClI BS programremai ns the sanme under the
settl enment agreenent. \What is the consequence of
the -- if the Conpany exceeds a half-mllion dollars

I nvest ment per year? That just accunul ates and has
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to be addressed in the next rate case; is that
correct?

(M. Ahern) No. The first -- after the first

$500, 0007

| m saying the first $500, 000.

(M. Ahern) Absolutely right. You are correct.

And sane case with public works projects. Those

woul d cone up at a rate case, and Staff would | ook at
whet her they were prudently incurred and all the
usual process.

(M. Ahern) That is correct.

And on the rate design, fromwhat | gather, w thout
really anal yzing the nunbers because we haven't had
this settlenent for very long, it represents sone
ki nd of conprom se in between the positions of the
various testinony. The Conpany sought to shift
sonmewhat nore based on its margi nal costs setting
bot h between classes and to fixed costs. Sone of the
ot her testinony that was filed argued against that to
varying degrees. And this is a conprom se sonewhere
in between; is that correct?

(M. Frink) Not exactly sure what the question is,
but. ..

Wll, let nme -- I"mjust trying to get a sense of how
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far this goes in the Conpany's position versus, |
bel i eve, Legal Assi stance.

M. Colton's testinony argued agai nst perhaps --
argued for flat rates on the volunetric conponent and
not really increasing the custoner charge -- the
amount of the increase that goes to the custoner
charge relative to the volunetric conponent. This
does shift sone fromvolunetric to fixed, and it does
retain sonething of a declining block differential,
but reduces it; is that correct?

(M. Frink) That's correct.

(M. Ahern) Yes, that is correct.

|'d still like to get sone characteristic --
characteri zation of where this settlenent position is
relative to the position of the parties, because | --
Staff's testinony was sort of in between M. Colton's
testi nony and the Conpany's testinony on how rates
should shift; is that correct, in terns of noving
towards marginal cost? And OCA s testinony was nore
towards | ooki ng at enbedded cost and argui ng agai nst
using the margi nal cost; is that correct?

(M. Ahern) That's correct.

And so is anybody willing to characterize, not in

terns of how you got to it or, but what this actua
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settlenent | ooks like relative to the four different
parties that took positions on rate design? Were
does this kind of cone out in between all those four

di fferent positions?

A (M. Frink) It's a conprom sed position. It npved,

obvi ously, sonewhere towards the mddle. And there's
a-- it's hard to say because there are so many
noving pieces. It's a flatter variable rate. 1It's
| ess of an increase in the custoner charge. The
original current rate design recovers 41 percent for
the fixed charge. The Conpany had asked to nobve to
46 percent. In essence, we wound up at 44. The
flattening of the variable charge, obviously, that's
a conprised position. But to the extent there was
somet hi ng for everybody, as far as whether to use
mar gi nal or enbedded, | nean, that's designed to cone
up with reasonable rates. And |I think that's where
we wound up here, regardl ess of what the basis was
for getting there. And the fact that three of the
parties signed on to this I think is indicative that
the design itself is acceptable.

Q And that's why you concl ude the settlenent results in
just and reasonable rates? |Is that part of --

A (M. Frink) Yes, that's definitely a part of it.
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And does the Conmpany share that view?
(M. Ahern) The Conpany does.
CMSR. BELOW Ckay. | guess with the

W t nesses available, that's all the questions |I have.
CHAI RMAN GETZ: Conmmi ssioner |lgnati us.
CVMBR. | GNATI US: Thank you.

| NTERROGATORI ES BY CVSR. | GNATI US:

Q

o >» O »

M. Frink, you were the one who wal ked us through the
bad debt provisions in the settl enment agreenent on
Page 9, the chart. |If you can go back to that, and
let me just be sure | know that I'"'mreading this
correctly on howit would play out over the next few
years.

During the period May 2010 through April 2011
there's no cap i nposed on the bad debt all owed
recovery for -- this is for the comodity bad debt;
correct?

(M. Frink) That's correct.

So, whatever it is, is what it is to be recovered.
(M. Frink) Yes.

And without this settlenent, if it's approved, what
woul d be the all owed recovery for the commodity
portion of bad debt?

(M. Frink) Wthout this settlenent? You nean under
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current rates?

Yes. And then with the current structure, how woul d
t he bad debt, the comodity bad debt be treated?
(M. Frink) Well, the Conpany proposal was that the
actual rate be recovered. So, in essence, it would
be the sane under this as what we're doing here for
the first year.

So, business as usual before this rate filing was
made, how was bad debt --

(M. Frink) OCh, that's a -- in the last settlenent,
there was a step-down. W had a target that we

t hought the Conpany should be at for a bad debt
nunber. And so allowng time for the Conpany to

i npl ement its coll ections enhancenent practices, we
stepped it down. So, wherever we are on that at that
point in tine, we mght be... 2.4 percent is what

t hey woul d recover under current rates.

And so, dependi ng on where that nunber comes out, iIf
this were approved during that period of May 2010
through April 2011, it could be higher or |ower than
the 2. 4.

(M. Frink) Yes.

Then, in the follow ng year there's no cap inposed,

but the highest it would be, would be the actual
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amount reduced by .4?

(M. Frink) Yes.

And in the year after that, beginning in May of 2012,
and | guess running thereafter, the settl enent
provides for, again, no cap. But the highest it
could go woul d be the actual anount reduced by .87
(M. Frink) Correct.

Then, in the foll ow ng paragraph, still on Page 9,
there's a description of how things work,
notw t hstandi ng that chart. Wen you' re cal cul ating
| osses on a rolling 12-nmonth period rather than the
cal endar period set out in the chart, there is a
different -- it allows for a different |evel of
recovery, correct?

(M. Frink) Correct. The objective is that the
Conpany should be at 2.5 percent. And if they can
get there, the concern is that there are factors
out si de the Conpany's control -- the econony, you
know, things that could inpact recovery, wite-offs
and recoveries. And so if we can get to that target
rate, the assunption is that the Conpany has i nproved
their collections practices and what they're doing is
prudent. And at that point, it is what it is.

But at this point intinme, in Staff's testinony,
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it felt that the Conpany could have and shoul d have
been doing nore to control their bad debt. And this
was the conprom se position, that, okay, we don't --
the commodity piece is in electric. That's fully
reconcilable. And Staff accepts that. But to the
extent that part of it is due to the Conpany's
management, then we didn't feel that was appropriate
to allow for recovery. This essentially sets a
nunber that we agree the Conpany -- the Conpany and
Staff agree could be achi eved or shoul d be achi eved.
And once we get there, then we feel that reflects
prudent practices.

So, at the point the Conpany reaches 2.5 percent
during any 12-nonth period, the structure laid out in
t he chart goes away, and you sinply go to an actual
recovery, wherever it may fall.

(M. Frink) That's correct.

Thank you.

This is a question, I'mnot sure if it's to M.
Leary or, actually, to any of the three of you. The
cost of equity was the subject of quite a | ot of
testinmony. |It's not stated as a termin the
settlenment agreenent. |Is there a cost of equity that

has been cal culated as a conmponent? O is it, as M.
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Cameri no described in another context; sinply,
they're total nunmbers, and one can pick the
conponents they want on their own? They're not
agreed upon?
(M. Ahern) It was part of a Black Box settl enent.
Ri ght.
l'd like to ask a few questi ons about decoupli ng.
understand that, for purposes of settlenent, that
proposal has been wi thdrawn. But there was a
consi derabl e amount of testinony fromall parties on
decoupling structures, pros and cons, and, as M.
Peress points out, prior statenents by the Conm ssion
about decoupli ng.

| guess, looking to M. Frink, if you can
comment on your view about decoupling. It seens to
nme that there is the decoupling is never a good idea
poi nt of view and there's decoupling nmay be a good
i dea, but not this particular proposal. And I'm
wondering, in Staff's opposition to the decoupling
proposal that was originally filed, does it fall into
Category 1 or Category 27
(M. Frink) | think this is nore Conpany-specific.
As | stated in ny testinony, the Conpany's IRP filing

calls for -- has identified an annual growh rate of
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2.6 percent. So this isn't really a situation where
we see stagnant sales. And, again, this is Staff's
position. The capital investnents that have been
made, Staff's position was that that could be scal ed
back. And so -- and al so, the econony turning
around.

So the feeling is that, in this particular
i nstance, there is not a need for decoupling. And I
think, generally, if there were going to be a
decoupl i ng mechanism that it should be tied to
energy efficiency and not just decoupling to cover
everyt hing, whether -- all sorts of factors. So,
that's... that's Staff's position.
Has Staff eval uated any decoupling mechani sns used in

other parts of the country that it thinks is a better

appr oach?

(M. Frink) I have not done that. |In the generic
proceedi ng on decoupling, | believe other nechani sns
were | ooked at. But | personally didn't. Actually,

the OCA's witness in this docket suggested a
decoupl i ng nechani smthat woul d be nore appropriate
t han what the Conpany had proposed. So there are
definitely specifics out there.

You're right. That laid out a few possible ways to

{DG 10- 017} [ SETTLEMENT AGREEMENT HEARI NG { 1- 13- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: LEARY|FRINK|AHERN]

54

condition a decoupling structure that was different
t han what had been proposed by the Conpany.
Does the Staff have a view on those terns that

t he OCA w tness suggest ed?

A (M. Frink) Well, as | stated, ny position and

Staff's position is that, in this instance, we don't
feel a decoupling nechanismis appropriate. W nove
towards recovery nore than fixed charges. And the
circunstances for National Gid New Hanpshire is such
that we don't feel decoupling is necessary or
appropri ate.

CVBR | GNATI US: Thank you. Nothing
el se.

CHAl RMAN GETZ: M. Canerino or M.
Fossum any redirect?

MR. CAMERINO | have a few questi ons.

REDI RECT EXAM NATI ON

BY MR CAMERI NO;

Q Ms. Leary or M. Frink, Conm ssioner |Ignatius asked
about the prior bad debt, the commobdity bad debt
recovery nmechanism And | just wanted to clarify a
couple things in that regard.

The nechani smthat was put in place in the | ast

rate case, that had a re-opener provision, did it
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not, that allowed re-exam nation of that in the next
case?

(M. Frink) Yes, it did.

Ckay. Prior to that settlenent, was there a bad debt
reconciliation nechanismin place?

(M. Frink) Sort of. There's a percentage that was
set and didn't change, regardl ess of what the
uncol | ecti bl e experi ence was. But that percentage
was reconciled to the actual gas costs. So, in the
cost of gas proceeding, that would be an esti nated
bad debt expense based on forecasted cost, which
woul d then get reconciled to actual cost using that
sane percentage. So it was reconciled to that
extent, but there was no reconciliation for what the
actual wite-offs were.

So it was reconciled, but not to the actual. |Is that
a fair statement?

(M. Frink) Yes, it is.

You said it was reconciled to a percentage. Were
did that percentage conme fronf

(M. Frink) That percentage was established in the

| ast rate case as part of that settlenent. And
again, it cane down to there was a target nunber that

Staff believed the Conpany should get to. And as
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part of settlenent, the Conpany agreed to those

nunbers.

Sorry to interrupt, but | think maybe I wasn't clear.
Before this last rate case, before DG 08-009 --

(M. Frink) GCkay.

-- there was a bad debt reconciliation nmechani smthat

you had, | think, described.

(M. Frink) Yes.

And it reconciled to a percentage of gas cost

revenues; is that correct?

(M. Frink) Yes.

And had there not been the | ast settlenent in

DG 08- 009, that nechani smwoul d have renai ned in

pl ace; is that correct?

(M. Frink) Yes.

And where did that percentage cone fronf? Wat was

contenpl ated as to how that woul d be determnm ned?

(M. Frink) That percentage was based on wite-offs,

bad debt percentage in the test year. So, when

delivery rates were set, that percentage was used in

the revenue requirenent for both delivery rates and

commodity cost. So, with the cost of gas fromthat

point on until the next rate case, that was the

per cent age we used.
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And is it fair to say -- well, let ne ask one nore
background questi on about that.

| f that nmechanism the historical nechani sm had
been used in this case, so that the test year bad
debt ratio were used for reconciling purposes, what
woul d t he bad debt rate have been as filed by the
Conpany?
(M. Frink) Test year bad debt percentage was 3. 36.
So, under the historical mechanism the bad debt
woul d have been reconciled to 3.36, even if the bad
debt experience went down?
(M. Frink) Correct.
Ckay. And then the last rate case cane al ong, and
this intervening settlenent was reached; is that
fair?
(M. Frink) Yes, it is.
And it was contenplated by the words of that, that
that could be revisited if a party could show t hat
that was appropri ate?
(M. Frink) Yes.
Okay. Thank you.

And then, M. Ahern, Comm ssioner Bel ow asked
you about that sentence from M. Stravopoul os's

testinmony. And | want to be a little nore specific
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here with regard to how | ask you this question.

Is it your position that the revenues that this
settl enent provides for are sufficient for the
Conpany, on a current basis as we sit here today, to
operate the Conpany safely and reliably and to
fulfill all of its regulatory obligations?

(M. Ahern) Yes, it is.
But | understand fromyour answer that it is also
your position that the Conpany still believes that
t he rate-nmaki ng mechani sns that it proposed are
necessary -- | would characterize and ask you if you
agree -- over the long run for the Conpany.
(M. Ahern) Yes, it is. |It's the Conpany's position
that these are the | ong-run nechani snms that the
Conpany woul d like in every one of its regulatory
jurisdictions.
But they're not necessary -- or are they necessary at
this time for this revenue requirenent and this
settlenent to be found to be in the public interest
and in the Conpany's interest?
(M. Ahern) For this settlenent, they are not
necessary at this point.
Thank you.

CHAI RVAN GETZ: M. Fossum anyt hi ng?
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MR FOSSUM | don't have any direct
questions, no. But I did want -- | didn't know if
this was the proper opportunity. | wanted to offer
copies of Staff's testinony to be marked for
inclusion in the record, as contenplated by the
agreenent, which | -- looks like | think it would be

appropriate to do at this tine.

CHAI RVAN GETZ: Any objection?

(No verbal response)

MR FOSSUM So |'m not sure what
nunber we're at. But sequentially follow ng that
woul d be one, two, three, four, five, six, seven
pi eces of testinony, including, just for the record,
M. Gay's testinony as it was re-filed, not his
original testinmony. So, 29 through 36 [sic], then.

(The docunments, as described, were

herewith marked as Exhibit 29 through 35
for identification.)

CHAI RVAN GETZ: Gkay. Thank you.

All right. Then it doesn't appear
that there's anything further for the w tnesses, so
t he panel is excused. Thank you.

(VWHEREUPON t he Panel was excused.)

CHAI RVAN GETZ: M. Linder.
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MR. LINDER. Wuld it be appropriate
at this tine to offer M. Colton's testinony for
identification?

CHAI RMAN CGETZ: Pl ease.

MR. LI NDER: Ckay. M. Chai r nan,
provi ded one copy of M. Colton's testinony to the
st enogr apher and one copy to the clerk at the
begi nning of this proceeding. | don't know what
nunber, exhi bit nunber applied?

CHAl RMAN GETZ: | believe 28 woul d be
t he next exhi bit nunber.

MR. LINDER: Thank you.

(The docunent, as descri bed, was

herew t h marked as Exhibit 28 for
I dentification.)

CHAl RMAN GETZ: And then, just for
pur poses of maki ng sure we've got the nunbers
correct, during the break, let's just ask the clerk
to work with the parties. And let's get it printed
up and distributed, including a copy to the court
reporter, so we have it all in the record what the
actual exhibit nunbers for identification are.

MS. HOLLENBERG Excuse ne, M.

Chairman. |If | mght also do the sane with the OCA' s
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testimony of Ken Traum Dr. CGeorge Briden and Lee
Smth and Art Freitas. | have a copy for the clerk
and a copy for the stenographer. And we will work
with the parties to get the nunbers organi zed.
(The docunent, as described, was
herewith marked as Exhibits 36 through 38
for identification.)
CHAI RVAN GETZ: Ckay. Let's nobve on
to M. Peress. Your w tness, please.
MR. PERESS: Thank you, M. Chair.
|'"d like to call to the stand Shanna C evel and.
(VWHEREUPQON, SHANNA CLEVELAND was duly
sworn and cautioned by the Court Reporter.)
SHANNA CLEVELAND, SWORN
DI RECT EXAM NATI ON
BY MR PERESS:
Q For the record, would you please state your nane and
your busi ness address.
A My nane is Shanna O evel and. M business address is
62 Sunmer Street, Boston, Massachusetts, 02110.
Q Can you pl ease provide a summary of your professional
background and your educati on.
A Yes. | have been an attorney admtted to the Bar

since 2001. | have practiced in private |law firns,
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working in litigation areas, including anti-trust,
bankruptcy, real estate litigation. After that |
went to Vernont Law School to conplete an LL.M in
environnental |aw, and then worked for a period of
time with the Regul atory Assistance Project before
noving to the Conservation Law Foundati on, where |
focus on energy efficiency, renewable portfolio
standards, clean energy and Clean Air Act.
Ms. C evel and, have you testified before this or any
other public utility conmm ssion on the subject of
revenue decoupling?
| testified in a proceeding in Rhode Island | ast year
where there was an actual rate case taking place. |
also testified in a generic docket in Massachusetts,
Docket 07-50, in which the conm ssion was considering
whet her or not it shoul d adopt revenue decoupli ng.
Ms. O eveland, did you prepare testinobny, or was
testi nony prepared at your direction that was filed
in this proceedi ng?
Yes.

MR. PERESS: |'mnot sure what exhibit
nunber we're on, but I'd like to...

CLERK DENO Just a mnute, please.

Thirty-ni ne.

{DG 10- 017} [ SETTLEMENT AGREEMENT HEARI NG { 1- 13- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS: SHANNA CLEVELAND]

63

MR PERESS: 1'd like to nove Ms.
Ceveland' s testinony into evidence in this
pr oceedi ng.

CHAI RMAN GETZ: That will be narked
for identification as Exhibit 39. W'Il|l deal with
the i ssue of admtting evidence -- exhibits into
evi dence at the end of the hearing today.

(The docunent, as descri bed, was

herewi t h marked as Exhibit 39 for
i dentification.)

MR. PERESS: Thank you, M. Chair.

BY MR PERESS:

Q

Ms. C evel and, would you briefly summrize your
testinmony to this Conm ssion.

MR FELTES: (bjection. Just as a
matter of adm nistrative efficiency, the testinony
says what it does say. | don't think there's a need
for a summary.

CHAI RVAN GETZ: Well, | tend to agree
that there's really no need for a summary of the
testinony. But | think, given the -- if you want to
i nquire of your wtness of any positions about the
settlenment that's been filed, then, since that is

newly filed, I'll permt that type of inquiry. W' ve
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read the testinony.

MR. PERESS. Thank you, M. Chair.
The only reason | suggested we nmight do that is
because, since, as we know, revenue decoupling has
not been proposed as part of the settlenent, it m ght
benefit the Comm ssion to have sone di scussi on about
that issue nore broadly. But we can characterize
that in the context of the settlenent proposal.

That's fi ne.

BY MR PERESS:

Q

So, Ms. Ceveland, you submitted testinony in support
of National Gid' s revenue decoupling proposal; is
that correct?

Yes.

And does the settlenent agreenent contain any of the
revenue decoupl i ng mechani sm provi si ons proposed by
National Gid in their testinony and petition in this
pr oceedi ng?

No, it does not. As | think Ms. Leary alluded to,
the only aspect in which the settl ement agreenent
addresses | ost revenues fromreduced sales at all is
possi bly through increasing the custoner charge. And
what's ironic is that one of the reasons that revenue

decoupling is often chosen or preferred to increasing
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custoner charges or a single fixed variable rate is
because that increase of the custoner charge can
actually have a negative inpact on consuners'
incentives to reduce their consunption. |If you're

i ncreasing the anount that's fixed in their custoner
charge and then reducing, therefore, the anount that
i's based on volune, then you're actually reducing
their incentive, while not reducing the Conpany's
incentive to increase sales at all.

Ms. Clevel and, certain parties in this proceeding
opposed t he revenue decoupling nechani sm proposed by
National Gid and generally were adverse to the
shifting of risk as between utility and ratepayers
that was alleged to result fromdecoupling. |Is this
an issue that can be addressed and has been addressed
in the past in other proceedi ngs?

Yes. First, let nme say that | disagree that revenue
decoupling is a nechanismthat shifts risks fromthe
utility to the custoners. It is actually a nechani sm
that reduces risk and reduces rate volatility for
both custoners and for the utility. To the extent

t hat comm ssi ons have been concerned about ri sk
shifting based on specific portions of a revenue

decoupl i ng nechani sm there are changes that can be
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made i n revenue decoupling proposals to ensure that
risk shifting does not occur. For exanple: |If a
conm ssion were to determ ne, based on a revenue
decoupling proposal, that the utility would see as a
result of revenue decoupling nmechanisma reduction in
its cost of capital, the comm ssion could then reduce
the return on equity that was approved for the
utility. For exanple: In another case, conm ssions
are often concerned about whether or not allow ng a
revenue per custoner nechanism as opposed to an
annual target revenue nechanism can cause probl ens.
So, instead of having a revenue per custoner
mechani sm you m ght set a revenue per rate cl ass
mechani sm There are al so options for putting a
collar or alimt on the anpunt of adjustnent that
can be nade in any particul ar year. There are also
the possibility of using earning sharings nechani sms.
| could go on. But the idea that decoupling, per se,
shifts risks fromthe utility to ratepayers i s not
borne out by the evidence. And | attached to ny
testi nony the Panela Lesh report as Tab A -- and that
was also referred to in Ms. Tierney's testinony, and
| believe in M. Briden's testinony -- that actually

conducted a study on the real-world i npacts on
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custoners' rates and on utility revenue, and

determ ned that the revenue decoupling adjustnents go
bot h ways. There are surcharges nade to custoners,
but there are al so refunds nade to custoners, and
that overall it reduces risk wthout necessarily
shifting risk fromone to the other.

MR. FELTES: M. Chairman, the | ast
couple mnutes | think was a summary of her prefiled
testinony. | would just respectfully request that
summaries of the prefiled testinony, in the interest
of admi nistrative efficiency, they're unnecessary.

It doesn't seemto be necessary for this discussion
of the settlenent agreenent to sunmari ze her

testinony. Thank you.

MR. PERESS: | just have one further
questi on.
BY MR PERESS:
Q In light of the precedent of this Conm ssion, and in

light of the testinony that's been submtted in this
proceedi ng, do you believe that the settl enent

agreenent is in the best interest of the ratepayers?

A To the extent that energy efficiency is in the best

interest of the ratepayers, and having a utility that

pronotes to the full extent energy efficiency is in
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the best interest of the ratepayers, then | disagree
that this settlenent agreenent as a whole is in the
best interest of ratepayers; but nore inportantly, |
think it is at odds with this Conmm ssion's precedent,
as established in DE 07-064, and al so, in general,
this Comm ssion's precedent of pronoting and
supporting energy efficiency.

MR. PERESS:. Thank you. No further
questi ons.

CHAl RMAN GETZ: Thank you.
Ms. Hol |l enberg, questions of the w tness --

MS. HOLLENBERG No questions. Thank
you.

CHAI RVAN GETZ: M. Feltes.

CROSS- EXAM NATI ON

BY MR FELTES:

MR. FELTES: Just a coupl e questi ons,
Ms. C eveland. Do you have your testinony in front
of you?
| don't have it in front of ne.

(Docunent handed to w tness.)
Ms. O eveland, earlier you nentioned the custoner
charge in your testinony in response to questions

fromM. Peress; did you not?
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Yes.

|'d draw your attention to Page 3 of your testinony,

specifically Line 7. Let me know when you've nade it

t here.

Yes.

|'"mgoing to read, and correct ne if |I'm wong.
“"Neither CLF nor | take any position on other

i ssues presented in this docket.”" D d | read that

correctly?

Yes, that's correct.

And woul d you accept, subject to check, that you do

not mention or provide any eval uati on of custoner

charges in the rest of your testinony?

Well, here's the distinction that | would nake here,

which is --

Ms. O evel and --

-- that single fixed variable rates are one nethod,

one alternative to decoupling. So that was one of

the alternatives that was consi dered by the

Conmm ssion in DE 07-064. So, to the extent that that

is an alternative presented to decoupling, then |

take -- | take a stance on that. That's within the

scope of ny testinony.

Ms. C evel and, ny question was, would you accept,
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subject to check, that you do not nention customer
charges in your testinony?

A | woul d have to check.
Q Wul d you accept, subject to check, that that's
correct?
A Yes.
Q Thank you
CHAI RVAN GETZ: Is that all,
M. Feltes?
MR. FELTES: Ch, sorry. That is all.
Thank you.
CHAIl RVAN GETZ: M. Fossum
MR, FOSSUM | have not hi ng.
CHAl RMVAN GETZ: M. Caneri no.
MR. CAMERI NO No questi ons.
CHAI RMAN GETZ:  Commi ssi oner Bel ow.
CVMSR. BELOW Yes. Thank you.
| NTERROGATORI ES BY CVSR. BELOW
Q | think M. Frink just provided oral testinony to the

effect that in National Gid' s IRP for EnergyNorth's
recent filing, that they projected 2.6 percent
increase in sales. | don't knowif that's sal es per
custonmer or total sales or what.

But presum ng that was sal es per custoner, for
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i nstance, over sone period of time, what would be the
effect of the revenue decoupling nechani smthat was
proposed in this case?
So, in ternms of the increase in sales, | did hear M.
Frink refer toit. | think it was a 2.9 percent
growth in sal es per custoner.

MR. CAMERING |'mjust concerned
about this wtness characterizing -- | know this a
question fromthe Bench. But this witness is
characterizing sonething that another wtness
characterized about the Conpany's filing. And I
don't know what the process would be for then
correcting those characterizati ons and not headi ng
down a road that's based on information that isn't
actually what the filing says.

CHAl RMVAN GETZ: Well, | nean, the
W tness is respondi ng on what she has heard. And to
the extent it's supported or not supported in the
record, then that's sonething we'll deal wth. |
don't think she's offering that statenent as a fact.
She's just offering it as that's what she understood
previous testinony to be. So we'll give it whatever
wei ght it's due.

MR, CAMERI NO  Ckay.
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A So, in terns of how decoupling could affect the sal es
growh, | think that's what you're asking --

BY CVMSR. BELOW

Q No. How would it affect the distribution rate that
custoners pay based on the nechani sm descri bed by Dr.
Tierney in her proposal.

A Ri ght. So, decoupling should change the way that the
revenues are cal culated. So what that would nean is,
if they were going to be getting a 2.9 percent growth
in sales, and then they therefore collected, let's
say 2.9 percent nore in revenues then the target
revenue that had been set by Conm ssion, then
what ever they received in excess of the target
revenue woul d be returned to the custoners in the
formof a credit.

Q So does M. Frink's argunent, that a reason to oppose
decoupling is that the Conpany is projecting sales
growt h per custoner, does that nake sense to you, iIn
supporting an argunent that it's in the public
i nterest not to have revenue decoupling?

A That doesn't make sense to ne, in that the purpose of
decoupling is not solely to ensure that the Conpany
has a stable revenue, but it's to actually ensure

that the Conpany isn't having an internal conflict as
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to whether or not to support energy efficiency. So,
the fact that it's actually increasing its sales, to
my m nd, shows that they are currently functioning in
concord with the way that rates are set and the way
that the revenue requirenent is nmet, which is to say
they are -- they do have an throughput incentive.

And one of the ways that they increase revenues, they
increase ROE, is by increasing sales. And so they're
continuing to do that. That doesn't have anything to
do with what their incentives or disincentives are
with respect to efficiency based on the current rate
pl an.

What does the term "revenue requirenment” nean to you?
Revenue requirenent is basically the anount of nobney
that is required to operate the systemsafely. So,
it's basically cost of service. Rate-naking requires
the utility to be able to recover its costs in
operating so that it can operate the system safely
and reliably.

And does that include an opportunity to have a
reasonabl e return on the equity that's used and
useful and prudently incurred in the operation of --
Yes, it does.

Woul d you agree or disagree wwth the statenent in M.

{DG 10- 017} [ SETTLEMENT AGREEMENT HEARI NG { 1- 13- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS: SHANNA CLEVELAND]

74

Frantz's and Naylor's testinony on Page 5 at Line 11
that says, "It is inappropriate and potentially
harnmful to custoners to assure a utility of its
revenue requirenent following a rate case"? Do you
agree or disagree with that?

| was struck by that. | disagreed with that, because
the revenue requirenent is set by the Conmm ssion to
cover the costs necessary to operate the system
safely and reliably. Wat they are not guaranteed is
their rate of return or their return on equity. And
the way that they achieve that is based on their
ability to nanage costs, and under the current

regi me, based on their ability to increase sal es.
Decoupling would take away that incentive to increase
sal es.

Does decoupling take away the incentive to control
costs in the operation of the business?

It should not if done properly, because, again, your
key to a revenue requirenent that the Conm ssion has
determined is -- actually represents the cost of
service and reasonable -- just and reasonabl e rates.
So, if you exceed the amount of revenue that the
Conmmi ssi on detern ned was necessary to operate and

run the system then you actually return that back to
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cust oners.
| don't recall that your testinony spent too nuch
time or | ooked at the issue of the cost trackers.
O hers -- | think other testinony observed that it
seened to duplicate the effort, the part of the
ef fect of revenue decoupling nechani sm

To the extent that the settl enent agreenent, for
I nstance, renoves nost cost trackers -- the pension,
OPEB, inflation adjustnent and so forth -- and al so
renoves sone of the nmechanisns to add investnents to
a rate base, short of a full rate case, how do those
affect the sort of value of revenue decoupling, to
the extent you renove those ways to cover costs were
what m ght be linked to an incentive to try to grow
sal es and not reduce sal es? How does that play, from
your point of view, with the proposed revenue
decoupl i ng mechani snf?
Well, in other rate cases where |'ve been invol ved,
we have been very careful to separate revenue
decoupling fromany other types of automatic
trackers, especially capital trackers, OPEB trackers
and that type of thing, because revenue decoupling
can be inplenented w thout those in place.

Now, you raise an interesting point, which is:
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If those automatic trackers that the Conpany is
seeking to have included in order to deal wth the
lag tinme, regulatory |ag between rate cases, then
causes themto have difficulty neeting their return
on equity or their rate of return that they were
hoping to neet, then, without a revenue decoupling
mechani sm one way for themto deal with that would
be to increase sales, and therefore increase --
sorry -- increase RCE and ROR

And wi t hout those cost trackers, if they had revenue
decoupl i ng, woul d the absence of those cost trackers
give themnore or less incentive to try to control
costs, even though there's a revenue decoupling
mechani smin place?

It would give themnore incentive to control costs.
And that woul d be because?

Because they woul dn't be able to nmake up for |ost --
or they wouldn't be able to make up for their
inability or their lack of -- they wouldn't be able
to make up for their lack of ability to control costs
by sinply increasing sales. They would actually have
to | ook at each of the costs and figure out whether
there was a better way to nmanage the Conpany to

contain those costs, instead of just thinking of how
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can we increase sales.
Q Ckay. Thank you. That's all
CHAI RMAN GETZ: Conmi ssioner |gnati us.
CMSR. | GNATI US:  Thank you.

| NTERROGATORI ES BY CVBR. | GNATI US:

Q Ms. Cl eveland, in your experience studyi ng decoupling
mechani snms in other states, and m ndful of the
concerns that you know parties in this case have
rai sed about where decoupling can take you, and sone
of the ways people are concerned takes you in the
wrong direction, do you have -- do you turn to any
particular state as a nodel wth a nechani smthat you
thi nk does the best job of balancing the different
concerns that people have and gets the incentives

ri ght?

A Right. There are a |lot of states out there that have

had good experience with decoupling. O course, the
one that I"'mnost famliar with is Massachusetts,
where | felt that the final decoupling order did a
good job of addressing simlar issues to those that
have been rai sed here, which primarily deal with, as
far as ny understandi ng goes, the issue of dealing
fairly wwth [ owincone and | ow usage residentia

custoners specifically, and al so the concern about
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the potential for the adjustnent in any one year to
be really | arge because of an economi c crisis or
sonet hing unrelated to efficiency neasures.

And so, for exanple, in the Massachusetts
proceedings, in both the electric and gas side, the
Comm ssion set a cap on the percentage of rates that
the adjustnent could neet in any one year. And if
that cap was exceeded, then the adjustnment woul d be
deferred into the next year. So, setting a cap can
be an effective neasure. Either excluding | owincone
custoners fromthe decoupling nmechani smor conbi ning
theminto the residential rate class can be -- you
know, using a rate-class adjustnment can be one way to
deal wth it.

Actually, | should have brought with nme, and I
didn't think to. Bay State Gas, which is the Conpany
who received the first revenue decoupling order in
Massachusetts, just submtted their first revenue
decoupling adjustnent filing in, I want to say
Novenber. And so you can actually see what the
i npacts of a decoupling nechanism Iike
Massachusetts, that included a cap, that included --
actually allowed for inclining block rates as opposed

to the type of declining block rates that have been
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proposed here, so that custoner incentives were not
changed at all. And so there wasn't a risk that
there woul d be | arge adjustnents that coul d put
| ow-i ncome custoners into financial distress.

CMSR I GNATIUS: Thank you. That's

al | .

| NTERROGATORI ES BY CHAI RVAN GETZ:

Q
A

Q

Good norni ng.

Good nor ni ng.

Just a couple of questions. So, | take it as a
general matter, you support decoupling nechani sms as
a way to optimze utility investnent in energy
efficiency; is that fair?

Yes.

And in this case, you specifically support the
ori gi nal proposal by National Gid.

Yes.

In Dr. Briden's testinony, he concluded -- or
recommended t hat the Conpany's proposal be rejected,
but he proposed sone other refinenments. | guess,
what's your reaction to his testinony? Do you think
that it was unnecessary to do those other types of
refinenents? Do you think those other refinenents

could have nade it a better nechanisnf? | just want
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your general reaction to his alternative proposals
and whet her they were necessary or hel pful.

A | don't renenber his specific recommendations. |If
you could refresh ny nenory on -- | think there were

two or three, one of which may have been excl udi ng
the | owincone class altogether. But one of -- |
can't renenber if he was calling for an increase in
custoner charges or what the specifics of his...
(M. Peress hands docunent to the
W t ness.)

BY CHAI RVAN CGETZ:

Q This is basically on Page 28 of Dr. Briden's
testinony, at the bottom

(Wtness reviews docunent.)

A Oh, so he was tal king about the potential for

reduci ng the Conpany's allowed ROE. That's
definitely a type of change that can be nade,
especially if you see that the Conpany is going to be
eval uated as | ess ri sky.

For exanple: The Regul atory Assi stance Project
has actually proposed in a couple of its
presentations that one other possibility, as opposed
to just reducing ROE, would be to change the

debt-to-equity ratio, that that would al so have a
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simlar inpact. So, | think that it is perfectly
reasonabl e to consider whether or not the ROE should
be adj usted due to a decoupling proposal being

appr oved.

So your position was not necessarily in opposition to
sone of the refinenments, but really were not
necessary because you thought that the Conpany's
ori gi nal proposal was adequat e.

Yes, exactly. | think that's one of the

di sadvant ages of not dealing with decoupling at all
in this proceeding, is that there are sone
refinements that generally need to be nade i n any
revenue decoupling proposal once the entire rate case
has been put forward, and that really can only be
made once you have all the information in a rate
case. And so --

Now, nmaybe that goes to the point, | guess. Wuld
you agree that all decoupling nechani sns are not
created equal ?

Exactly. Definitely. And, you know, there are
definitely states that have brought conpani es back in
if a decoupling nechani sm doesn't seemto be
operating in the way that they had hoped, or if, for

exanpl e, the Conpany isn't increasing
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energy-efficiency programs in the wake of decoupling.
Al'l right.

CHAI RMAN GETZ: Any redirect, M.
Per ess?

MR. PERESS: No. Thank you, M.
Chair.

CHAI RVAN GETZ: Then the --

MR CAMERING | just wanted to see if
t hrough an offer of proof, if this would satisfy the
Comm ssion and the parties, that could address the
issue | had raised a little earlier.

CHAI RMAN GETZ: The 2.97?

MR. CAMERI NGO Yes, and then let the
Comm ssion or anyone el se decide if they would rather
have a witness do it. And | think M. Frink's
testinony, if |I recall, sinply referred to a growh
rate in |load forecast and didn't characterize it as
bei ng "per custoner.” And obviously, |low growth can
occur fromincrease in nunbers of custoners or in
usage per custoner. And the IRP just refers to a | ow
growh. It does not refer to increase in use per
custoner. But if there are foll owup questions, the
Conpany coul d provide a witness with respect to that.

CVBR I GNATIUS: I n your offer of
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proof, M. Canerino, can you clarify? W've heard
both 2.6 percent and 2.9 percent.

MR CAMERINO |I'minforned that the

2.6 is the correct figure.

CMSR | GNATI US:  Thank you.

CHAI RVAN GETZ: All right. Anything
further?

(No verbal response)

CHAl RMAN GETZ: All right. Hearing
not hi ng, then the witness is excused. Thank you.

THE W TNESS: Thank you

(WHEREUPON t he Wtness was excused.)

CHAI RMAN GETZ: Al right. Of the
record.

(Di scussion off the record)

CHAl RMAN GETZ: Back on the record.
Let's take a recess.

(Wher eupon a recess was taken at 12: 07

p.m and the hearing resuned at 12:23 p.m)

CHAI RMAN GETZ: We're back on the
record. And I'll note we have a listing of all of
the exhibits that have been submtted for
identification and marked i n the proceeding.

And turning to Ms. Hollenberg, | guess
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back to the point of did you want to nake M. Traum
avai l able to express an opinion on this settl enment,
or do you want to just handle that in the closing
argunent s?

M5. HOLLENBERG  That was our
intention, was to handle it in closing argunent.

CHAI RMVAN GETZ: Well, then, is there
any objection to striking identifications and
admtting exhibits into evidence?

MS. HOLLENBERG M. Chairman, if |
m ght just nention that we do not oppose the
acceptance into evidence of Ms. Ceveland' s
testi nony, but we would ask that the Comm ssion give
it the weight that it deserves, in light of the
testinony filed by the other decoupling experts,
including Dr. George Briden. Thank you.

CHAl RMAN GETZ: Okay. Thank you. Al
right. Hearing no objection to striking the
identification, all the exhibits will be noved into
evi dence.

(VWHEREUPON al | exhi bits marked into

evi dence.)

CHAI RMAN GETZ: Anything el se, then,

before opportunity for cl osings?
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(No verbal response)

CHAI RVAN GETZ: Hearing nothing, then
we'll begin with M. Peress.

MR. PERESS: Thank you, M. Chair.
Thi s Commi ssion, as discussed at today's hearing, has
established that utilities can and shoul d propose on
a conpany- by-conpany basis, rate designs that pronote
investnment in energy efficiency through revenue
decoupling. And the Comm ssion, as well as the
Conservati on Law Foundati on, acknow edge t hat
nunmer ous details need to be addressed so that rate
mechani sms appropriately bal ance ri sks and benefits
anmong custoners and utilities.

The testinony in this proceeding
suggest that there are sonme key parties that through
their testinony | ean nore towards rejecting the
propriety of decoupling as a rate-nmaking tool in the
first instance and appear to assert that any
decoupling design tends to be contrary to the
I nterest of ratepayers.

And just to pull a couple of quotes
out of testinony in this proceeding, Staff testified,
quote, that traditional cost of service rate-naking

has been in place for decades and is based on the
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actual cost a utility incurs to provide service.
Contrary to the assertions of National Gid, it is
not a systemthat is broken. And that's in the
Frant z/ Nayl or testinony at Page 4, Lines 14 through
16.

When asked in that testinony, quote,
whet her or not the argunent that decoupling revenues
fromsales elimnates the disincentive on the part of
the utility to aggressively pronote energy
conservation, Staff replied that if decoupling
de-1inks revenues from sales, then decoupling
de-1inks the consuner from nmaking his or her own
deci si on about energy consunption. And just because
an action nmay reduce the Conpany's disincentive to
pronote conservation, it does not necessarily nake
that action desirable in a broader context. That's
from Page 7, Lines 14 through 21.

Broadl y speaking, we interpret that as
opposition to decoupling in general, as opposed to a
w |l |lingness to engage, as this Comm ssion essentially
required in its prior orders, on nethodol ogies to
structure decoupling in a way that neets the needs
and concerns of the various stakehol ders.

I n essence, we believe that sone of
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the witnesses in this proceeding have collaterally
attacked the Conm ssion's prior decoupling order in
that '07 docket, and they should not be afforded
significant weight. W are not noving to strike that
testinony. We're just suggesting that it's directly
contrary to the Conm ssion's precedent.

The O fice of Consuner Advocate's
W tness testified, quote, That it is just as clear
that ratepayers are worse off with decoupling than
without it. They stated, in short, the use of
decoupling as a rate-nmaking device is suboptinal.
That's on Page 13, Lines 13 through 14 of the Briden
testinony, as well as Page 12, Line 17 of the Briden
testi nony.

We suggest that, in the course of this
docket, the effect of these positions has essentially
been to dimnish, if not nullify the Comm ssion's
prior order resolving the investigation into
energy-efficiency rate nechani sns. Rather than the
process that was envisioned by that order -- that is,
a good-faith utility proposal to decouple, followed
by a process anpbng the parties through techni cal
conferences and otherwi se to appropriately bal ance

ri sks and benefits anong utilities and ratepayers --
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the parties to this proceedi ng have generally, wth
the exception of the Conservati on Law Foundati on,
rej ected as out of hand any benefit whatsoever to
revenue decoupli ng.

Qur position is that the parties have
strayed fromthis Comm ssion's precedent, and perhaps
have either rejected it or ignored it. As a
consequence, the Conservation Law Foundati on opposes
the settlenent, and we respectfully request that in
its order in this proceeding, the Comm ssion provide
further direction that conpels parties in a
rat e- maki ng proceedi ng to abide by the Conm ssion's
precedent and proceed in good faith to all ow
utilities and other parties to engage i n a neani ngful
effort to derive a rate decoupling nmechani smt hat
decoupl es revenues from sales. Thank you.

CHAl RMAN GETZ: Thank you.

M. Feltes.

MR. FELTES: Thank you, M. Chairman.
M. Chairman, Menbers of the Comm ssion, this case
i nvol ved a nunber of very tough and difficult issues.
And t hroughout the course of extensive discovery and
review of a nunber of different scenarios and a

nunber of different issues, the parties, Staff, New
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Hanpshire Legal Assistance, on behalf of Panel a
Locke, and the Conpany have reached a conprehensive
settl enent agreenent of all the elenents and all the
i ssues enbedded in the agreenent. One issue that was
present at the begi nning which was correctly noted is
a proposal for revenue decoupling, which was
wthdrawn. And that's viewed in the context of a
conmpr ehensi ve settl enment agreenent and in the context
of the rate case as a whol e.

Now, we respectfully disagree with M. Peress's
interpretation of the order in 07-064. One thing
that is clear perhaps about the order is that, it
bei ng revi ewed, the decoupling nechanismin the
context of a rate as a whole -- rate case as a whol e,
whi ch we think the parties have done in this
settl ement agreenent, and w thout getting into
details about the settl enment discussions thensel ves.

M. Chairman, we think that the rates resulting
fromthe settl ement agreenent result in rates that
are just and reasonable. W think the rate design is
just and reasonable. And we think the settlenent
agreenent is in the public interest, and we
respectfully request that the Comm ssion approve the

settlenent agreenent in this case. Thank you.
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CHAI RVAN GETZ: Thank you.
Ms. Hol | enber g.

M5. HOLLENBERG  Thank you. The
O fice of Consunmer Advocate neither supports nor
opposes the proposed settlenent agreenment. W take
no position on it.

In terns of the decoupling issue, we
di sagree with sone of the statenents nade by Ms.

d evel and on the stand today, and | would
respectfully direct the Conmission to Dr. GCeorge
Briden's testinony, which represents the OCA s
position on that issue.

| believe that we engaged in good
faith in responding to the Conpany's proposal for
decoupling as well as which was filed in response to
t he Conmm ssion's generi c decoupling order.

Lastly, | would like to thank the
parties for their coll aborative, cooperative efforts
t hroughout this | engthy and extensive proceedi ng, and
particularly like to thank the Conpany for its
efforts. Thank you.

CHAl RMAN GETZ: Thank you. M.
Fossum

MR. FOSSUM Thank you. Staff is
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obvi ously a participant and supporter of the
settlenent agreenent in this case and al so believes
that this agreenent results in rates that are just
and reasonabl e, and that the agreenent itself is
ot herwi se just and reasonable and in the public
I nterest.

Originally, the Conpany sought an
i ncrease of approximately $11.4 million, along with
various and, in some cases, substantial changes to
tradi tional rate-making nethods. Staff's
recommendati ons, as pointed out in its prefiled
testimony, was for an increase of approximtely $3
mllion and for the retention of traditional
rat e- maki ng nethods, particularly -- such as
rej ection of a decoupling proposal, where, as M.
Frink testified in this instance, Staff did not
bel i eve such a proposal was justified.

Fromthose initial positions, both
Staff and the Conpany, as well as with the input of
ot hers, noved significantly in order to reach the
result that we believe is fair to the Conpany and
custoners, and bal ances the interest and needs of
bot h.

O particular interest to Staff in
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this agreenent is the provision governing the
Company' s bad debt, as pointed out by M. Frink.

Staff believes that it is appropriate for the Conpany
to recover the commodity portion of its bad debt
since the Conpany is not supposed to be earning a
profit on the commobdity it sells. That recovery,
however, should appropriately be limted to that bad
debt outside of the Conpany's control. M. Frink's
testi nony notes that the Conpany has begun or wll
begin certain i nprovenments or enhancenents to its

col lections, ainmed to controlling the overall anount
of bad debt. Staff does believe the nechani sns
contain in the agreenent gives the Conpany proper
incentive to control bad debt in a relatively short
time. Once the Conpany has been able to control its
bad debt |evels, the nmechanismpernmts the Conpany to
recover commodity-rel ated bad debt on a reconciling
basis, since it's presuned at that point that any bad
debt is, for the nobst part, beyond the Conpany's
control. And tied to the inprovenents in the
Conpany's bad debt and collection practice is an
increase in outreach efforts concerning the R4

di scount rate, as well as the Conpany engaging in

further discussions about -- with Staff and ot hers
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about collection activities. It is hoped that these
efforts will allow the Conpany to i nprove bad debt
nunbers wi thout, in the process, creating any
addi ti onal hardshi ps.

Lastly, on the issue of rate design,
t he agreenent does cap increases. So it avoids any
excess increase in any particular class, and in this
manner, fair to all the classes. Further, Staff
woul d note, as stated in the agreenent, that the
rates are designed to nore closely approxi mate the
mar gi nal cost, which Staff believes is in line with
| ongst andi ng Conmi ssi on precedent and Conmi ssi on
pr ef er ence.

In sum the settlenent reflects
creative solutions to the issues raised by the
Conpany's filing and a willingness to reach an
agreenent that all signatories believe is just and
reasonable. And as such, Staff requests the
Comm ssi on approve this agreenent as has been fil ed.

CHAl RMAN GETZ: Thank you. M.
Caneri no.

MR. CAMERI NO Thank you, M.
Chai r man.

In many ways, the history of this case
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goes back to even before the case was filed. And
it's apparent fromthe nunber of w tnesses and the
extent of their testinony that the case involved many
conpl ex noving parts and proposals. And the Conpany
was really suggesting sone fairly significant changes
to the overall regulatory franmework in order to get
it to where it felt it needed to be. The other
parties in this case equally felt very strongly about
their positions and engaged consul tants and put
forward fairly conprehensive testi nbny and proposal s.
The regul atory process in this case worked, | believe
the way the Comm ssion would want it to work, which
is wth extensive presentations by the parties,
extensi ve detail ed di scovery process and techni cal
sessions, and ultimately, and not easily, a
conprehensive settlenment. And | think you all are
aware that not every case settles. And this one
certainly didn't need to settle, and it wasn't a
foregone conclusion that it would. And when you
begin to peel back a settlenment and an ultinmate
outcone that parties can live with, | think that's
where you can get into trouble, because parties have
different reasons for arriving at the endpoint that

they are at, but what they can agree upon is that
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that is a fair endpoint.

In this case, the Conpany w thdrew a
nunber of proposals that were inportant to it, and
frankly, as M. Ahern indicated, remain inportant to
it. But part of the regulatory process is there's
another case in the future. And based on the
circunstances at the tinme, sone of those proposals
are likely to cone forward. And by the sane token,
the other parties wthdrew sone of their positions,
and they may take those positions in the future. But
as to the outcone in this case, the one thing that
we're agreed upon is that it results in rates that
are just and reasonable and that are sufficient for
the Conpany to operate its business. Add to that,
that there was the sonewhat uni que circunstance that
t he Conpany has announced a proposed sal e, and sone
of the nechani sns that are bei ng proposed woul d have
obligated a buyer to changes in the regul atory
process that naybe shoul d be undertaken by that buyer
and not this Conpany on its behalf.

So all of those considerations m xed
all owed the parties to reach a settlenent which we
believe to be in the public interest. W believe --

and we understand the concern about the statenent
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t hat Conmm ssioner Below referred to in M.
Stravopoul os' testinony. And naybe standi ng here
today we woul d have adjusted that slightly. But if
you read it in the total context, | think M.
Stravopoul os is tal king about the need for rate
relief and an appropriate | evel and an overall
approach that neets the Conpany's concerns; and in
this case, it does that at this tine. Cbviously,
t hat does not nean that there wouldn't be future rate
filings by the Conpany where sonme of those proposals
are revisited.

Wth regard to revenue decoupling
whi ch we heard about today, and in particular -- and
obviously, this is an unusual circunstance where you
take testinony on a proposal that is not before the
Comm ssion. | think the Conpany's position is clear.
But | would say two things: The first is that in
good faith as a settling party, | don't think it's
appropriate for the Conpany to begin to advocate for
sonething that it is not including in the settlenent.
And so we're at sonmewhat of a di sadvantage, because
it's apparent fromDr. Tierney's testinony how t he
Conpany feels and what it believes. And it hasn't

w t hdrawn those beliefs, just as the other parties
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haven't withdrawn their beliefs. But we are equally
concerned that we could end up in a situation where
t he Comm ssi on begins to make findings and an order
on a settlenent based on partial testinony from one
w tness. And while obviously the Conpany is -- nany
of its views are consistent with those of CLF, they
are not all consistent. One in particular was that
there was sone di scussi on about how we m ght be
affected by a revenue decoupling proposal. The
Conpany has made clear its view on that, and the
return on equity analytical basis for its view
Staff has anot her view

And so our concern is that, in
entertaining discussion about that issue, sonething
whi ch you m ght think the Conpany woul d wel cone,
given its position, we are concerned that an order in
this case could say things that are not based on a
full and fair discussion. And so we would hope the
Comm ssion would consider that in terns of any
gui dance that it provides or any findings of fact
that it arrives at.

Having said all of that, with regard
to decoupling, I would sinply say that | woul d not

think it would be appropriate for the Comm ssion to
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reject a settlenent, a conprehensive settlenent of a
rate case, because that settlenent did not include a
nmechani smthat this Comm ssion has never approved for
another utility in the state and hasn't said outright
is arequirenent of a rate case. Cbviously, the
Company supports decoupling, but that's an issue for
anot her day. In the neantine, the Conpany needs rate
relief, and that's what this settl enent provides.

So | would just finish where |I began,
which was: This was a | ong case with a |l ot of
i ssues. We second the sentinment of the consuner
advocate and very nuch appreciate the constructive
role that all of the parties played, and recognize
that there were many tines when one easily could have
l et rhetoric get in the way, and at no tine did that
happen. We think that is a very positive statenent
about the way this Conm ssion and its Staff and the
Consuner Advocate and ot hers conduct busi ness, and we
very nmuch appreciate that.

CHAI RVAN GETZ: Thank you.

All right. Then we wll close the
heari ng and take the matter under advi senent.

(WHEREUPQON, the hearing in this matter

was adjourned at 12:42 p.m)
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