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PROCEEDI NG

CHAl RVAN GOLDNER: (kay. (Good
norning. |'m Chairman Dan Goldner. |'m here
with Pradi p Chattopadhyay. This is day 2 of the
Prehearing Technical Conference attended and
presi ded over by the Conm ssion regarding the
Ever sour ce Performance- based Ratenaki ng, or PBR
proposal, and presented to the Comm ssion in its
Distribution Rate Case Docket DE 24-070.

At the outset of today's session, we'd
like to respond to the inquiries regarding the
pur pose of the court reporter transcript that
wer e voi ced yesterday by certain parties.

This transcript is neant to be a
courtesy to the parties and interested nenbers of
the public, insofar as it will be publicly
avai |l abl e on the PUC docket, and may be a handy
reference to the anal ytical personnel and
consultants for the parties to review as a part
of their efforts to develop witten testinony and
tech section preparation in the future.

The Commission will also be able to

provide the transcript to its own consultants,

AVICORE Reporting & Video
15 Congtitution Drive, Suite 1A, Bedford, NH 03110 * (603) 666-4100




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Daymar k Advi sors, for their review and reference.

We acknow edge that these Conm ssi on-
presi ded technical sessions are not depositions
or hearings or sworn testinony, but there's an
enbedded expectation of the duty of candor to the
Comm ssion in all responses.

Ckay. We'll now take a roll call
begi nning with the Conpany, acknow edgi ng t hat
certain parties wll not -- or did not respond
yest er day.

MS. CHI AVARA: Good nor ni ng,
Comm ssion. Jessica Chiavara on behalf of Public
Servi ce Conpany of New Hanpshire, doing business
as Eversource Energy, and with ne i s co-counsel,

Jonat han Gol dberg, senior counsel at Keegan

Verlin.
CHAl RVAN GOLDNER:  Very good.
AARP. (No response.)
Al exander Cook. (No response.)
Cl ean Energy New Hanpshire. (No
response.)

Community Power Coalition of New

Hanpshire. (No response.)
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Conservati on Law Foundati on.

MR. KRAKOFF: Ni ck Krakoff of
Conservati on Law Foundation. Thank you.

CHAI RVAN GOLDNER: Rate LG Cust oner
Consortium (No response.)

Mary Ellen O Brien Kraner. (No
response. )

New Engl and Connectivity and
Tel econmuni cations Associ ation. (No response.)

The New Hanpshire Departnent of
Ener gy.

MR. DEXTER: Good norni ng,

M . Chairman, Conm ssioner. Paul Dexter, Legal
Director of the Departnent of Energy.

"' mjoined today by Jay Dudl ey,
Jacqueline Trottier, and Elizabeth N xon fromthe
Regul at ory Di vi si on.

CHAl RVAN GOLDNER:  Thank you.

The O fice of the Consuner Advocat e.

MR. KREI'S: Good norning,

M. Chairman. |'m Donald Kreis, the Consumner
Advocate. Wth ne today is our staff attorney,

M chael Crouse; the Assistant Consumer Advocat e,
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Mat t hew Fossum and our Director of Rates and
Mar kets, Charles Underhill.

CHAl RVAN GOLDNER:  Thank you.

St andard Power of Anerica. (No
response.)

And Wal mart, Incorporated. (No
response. )

Ckay. So I"'mjust going to repeat
back who's here today. | have Eversource, the
Conservati on Law Foundati on, the New Hanpshire
Departnent of Energy, the Ofice of the Consuner
Advocate. Did | m ss anyone?

Ckay. Seeing none. GCkay. Thank you.

MR DEXTER  Excuse ne, M. Chairnman
Paul Dexter. | neglected to nention that on the
canera, on behalf on the Departnent of Energy are
Ni ck Crowl ey, Christiansen Associ ates, and Donna
Mul I'i nax from Bl ue Ri dge Consultants, both
consultants to the Departnment of Energy. And |
apol ogi ze -- ny apologies for interrupting and
not renenbering that earlier.

CHAl RMVAN GOLDNER: Thank you, Attorney
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Dext er .

Ckay. We intend to continue with
Comm ssi oner questions of the Conpany, including
t he Conpany's Massachusetts inplenentation of PBR
and the Conpany's record request answers.

We plan to have scope today for the
guestioning by the Departnent of Energy, and
appreciate the Departnment's offer to help the
Comm ssi on' s under standi ng of the Conpany's
pr oposal .

In this PUC technical session, if
ot her parties have questions for the Conpany that
can hel p the Conpany's understandi ng of PBR, we
wel cone themas well. At the outset, however,

t he Comm ssion wants to communi cate that the Q
and A should only be about the mechanics of PBR
and the PBR proposal from Eversource.

As a reminder, all parties to this
proceedi ng have the opportunity for discovery and
to provide direct testinony in the hearings that
will be held next year.

As for -- as with yesterday's session,

we intend to have regul ar short breaks, with a
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one-hour |unch break at noon, and to be conpl eted
no |ater than 4:30 p. m

Attorney Chiavara, | can see you woul d
i ke to say sonet hing.

M5. CHI AVARA: Thank you, Chair man.

Yes, M. Lenenager has a brief statenent he
wanted to say about clearing up sonething that he
sai d yesterday about the | SO New Engl and
forecast.

CHAI RVAN GOLDNER:  And | noti ce,
because | was here all day yesterday, that
M. Horton is not here?

M5. CH AVARA: Yes. W nentioned
yesterday, he's not available this norning. He
will be here in the afternoon.

CHAI RVAN GOLDNER: I n the afternoon.

So you woul d expect himto be avail abl e begi nni ng
what tine?

M5. CHI AVARA: That's an excell ent
guestion. W will nail that down.

CHAl RVAN GOLDNER:  12: 01 sounds li ke
your first answer.

Ckay. Very good. M. -- I'msorry.
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| always say it wong. Can you say your | ast
nanme, please, again.

MR. LEMENAGER: Lenenager.

CHAl RMVAN GOLDNER:  Lenenager. Thank
you. Pl ease proceed.

MR. LEMENAGER: So yesterday |
menti oned | SO New Engl and's forecast was 2035 for
both a wi nter peaking system and a doubling of
t he peak demand on the system | was incorrect
at nmentioning | SO New Engl and's date for the
doubling of the peak load -- excuse ne. They're
currently forecasting w nter peaking system
2035, as | nentioned yesterday. However, the
forecast is 2045 for the doubling of the peak
demand on the system

So despite that, or even with that
clarification, we're still proposing to have a
reporting netric for ADR as denmand continues to
grow on the systemand we transition to a winter
peaki ng system so that way, when policy changes
happen or regul atory changes happen, we have nore
i nformati on on hand to nake an educated deci sion

at that tine.
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CHAl RMVAN GOLDNER: Ckay. Thank you
for the clarification.

Ckay. So with no other prelimnaries,
| et us begin. And just give ne a nonent, please,
to open up ny | aptop.

| actually had that reversed, Attorney
Chiavara. | thought you said M. Horton woul d
not be here in the afternoon, so that was -- that
was why | was surprised, because | nust have
m sheard you.

Ckay. So l'd like to begin -- | just
have a few questions on the record responses, and
much of it was answered yesterday, particularly
by M. Horton, but | do have a few foll ow up
guesti ons.

And if we need to wait for M. Horton,
t hat woul d be unfortunate. Hopefully, sonmeone on
t he Eversource team can answer -- answer the
guestions, at least to the first order.

So the first is Record Request 1-003,
and the Conpany tal ked about not having tine to
fully include the 2024 capital additions and

suggest sone alternatives. And so ny first
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guestion is, what if the hearings aren't until
| ate March, early April -- and | assune the
Conpany cl oses its books in January. Wy

woul dn't -- wouldn't the capital additions be
avai | abl e?

M5. BOTELHO Hi, |I'm Ashl ey Botel ho,
Director of Revenue Requirenents.

So | can address a |lot of the PBR
guestions today in the absence of Doug, and if
there's anything that you would |ike further
clarity on, we can wait for M. Horton |ater.

But | do have that answer. So we
have -- typically, we do have to wait for
year-end close for the final cal endar year
nunbers, which woul d happen -- usually by the end
of January, we have final capital in-service
nunbers. And then we start the preparation of
the capital project docunentation, which entails
pulling all the final closing reports, which
i nclude transactional information on the dollars
placed in service. It provides information --

i ke, for each project we submt a project

aut hori zati on form or any suppl enent al
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authorization forns. So that is a |evel of
effort that does take tine, typically follow ng
year-end cl ose.

So we -- we did want to nmake sure the
parties in the proceedi ng had the opportunity to
revi ew t hat docunentation, and with the new
schedul e, it does not look Iike that would be
abl e to happen. Typically, the project
docunentation takes a couple nonths to finalize,
and that overlaps with the hearing dates and the
pr oceedi ng.

CHAl RVAN GOLDNER:  Okay. So just --
just to line up on sone of the specifics. Wen
cl ose -- when does the Conpany close its books at
year-end, end of January probably?

M5. BOTELHO  End of January, we woul d
have final nunbers, typically.

CHAl RVAN GOLDNER: And then, after
that you have to go through the docunentation and
line everything up, and | understand that that
t akes sone tine.

| f the Conpany went into overdrive to

provide that information as quickly as possi bl e,
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still, of course, wanting to do a quality job,
could the Conpany do that in, say, a nonth's
time, or what would be the -- what woul d be, sort
of, an estimate for how quickly the Conpany coul d
cone up with it?

M5. BOTELHO | -- so I'mnot the
capital project docunentation w tness, but from
my experience, that -- it would be challenging to
produce the docunentation within one nonth's
ti me, because of the volune of information we
typically provide, the nunber of projects. But I
can take that back and -- and see if -- if we
coul d accel erate the project docunentation for
2024.

CHAl RMVAN GOLDNER:  And in the nornal

course, you're saying it would be about two

nont hs?

M5. BOTELHO  Yes.

CHAI RMAN GOLDNER:  Since | didn't see
Attorney Chiavara take a note yet, I'Il -- thank
you. |If we could understand what the -- what

that | ooks |ike, because the timng does natter.

And then in 1-003, there was sone
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di scussi on about a snoot hing nechanism And
gi ven, obviously, what some mght call re-chal k
in the conpany's current proposal, how woul d that
snoot hi ng nmechani smwork in 1-003?

M5. BOTELHO  Sure. So our
alternative proposal, in light of the schedule in
this proceeding, and the fact that we -- we
realize the challenges with review ng the 2024
capital additions and docunentation for inclusion
in permanent rates, we would renove the 2024
capital additions out of our permanent base rate
requests, so that would be step 1.

Alternatively, in place of that, on
t he sane day, our alternative proposal woul d
include a first K-bar adjustnent that woul d take
ef fect on August 1st, 2025, simlar to the step
adj ustnent framework that's in place today, where
you woul d have a step adjustnent take place on
t he sane date as permanent rates.

Where, in the alternative, because of
chal l enges with the 2024 docunentation, we are
proposing to | ower our permanent rate request and

start -- and include K-bar adjustnment on August
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1st, 2025. That wouldn't include an adjustnent
for PBR, an inflation adjustnent, because our
cost of service or our castoff rates com ng out
of the proceedi ng woul d al ready account for
inflation -- or changes through the rate year.
That's the point of our post-year changes that we
make to our revenue requirenment -- our test year
revenue requirenent. So it would be a K-bar
adj ustnent that would take effect on August 1st,
2025. W wouldn't be inplenenting the inflation
adj ust nent on that date.

CHAl RVAN GOLDNER:  Okay. Thank you.
And, normally, | like charts and tables a | ot.
It helps to understand what's going on. | admt
to being confused by the table in the filing. |
think what it's saying is that the -- the
snoot hing -- the snoothi ng proposal would shift
the dollar recovery from you know, tine period
zero to tinme period one. The total recovery
woul dn't change. [It's just, you know, a shift
out. The Conpany is sort of suggesting to the
parties that it -- it -- it could shift out

the -- sort of, let's call it, the K-bar
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recovery.
M5. BOTELHO  Yeah, so what woul d
happen is on August 1st, 2025, our pernmanent rate
request woul d go down, which is not shown in the
chart. It would go down by 24 mllion, which is
the equivalent -- what we're estimating for the
revenue requirenent inpact on 2024 capital adds.
So our permanent rate request would go
down. Qur K-bar adjustnent would take place in
that first year. It is typically higher.
M. Horton referenced the first K-bar adjustnent
Is typically higher in the first year, because
it's catching up between the lag fromthe end of
the test year to the rate year
But then the subsequent K-bar
adj ustnent that woul d take effect on August 1st,
2026, woul d otherwi se be [ower than what it would
have been.
So the chart shows, on August 1st,
2025, the K-bar adjustnent would be 44 mllion.
For August 1st, 2026, that K-bar adjustnment would
be around 30 mllion. Qur initial proposal had

K-bar -- the first K-bar adjustnent at 52
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mllion. So it's -- you asked the question, how
is this a snobothing -- how does this proposa
provide a snoothing effect for custoners. So the
total s does not -- do not change, but the timng
of those rates are what's changing here. And it
provides -- in place of reflecting the 2024 rate
base in the permanent rate proceeding, in the
alternative, it would provide a K-bar adjustnent
t hat woul d be consistent with, |ike, what we
woul d typically do with the first step
adjustnent. So we found it to be consistent with
t hat .

CHAI RVAN GOLDNER: | thought |
remenbered from our discussion yesterday, in
| ooking at that -- that table, | think it was on
1436, | thought | renmenbered 42 mllion for the
K- bar adjustnent. Wy does it show 52 here, and
then -- | think it was 42 on the other slide.

M5. BOTELHO: Oh, the PBRin -- so 52
here includes the --

CHAI RVAN GOLDNER: I nfl ati on.

M5. BOTELHO -- inflation adjustnent

pl us K- bar.
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CHAIl RVAN GOLDNER:  Ckay.

M5. BOTELHO So this is K-bar plus
PBR. But this first adjustnment that we're
showi ng in the blue bar is only a K-bar
adjustnent. It does not include an inflation
adjustnent. | just want to nmake that clear.

CHAl RMVAN GOLDNER: Ckay. That is a
faulty table. | would say, then, we would want
an appl es-to-appl es conparison of inflation,

K- bar, the whole thing.

M5. BOTELHO  So separating out K-bar
frominflation.

CHAI RMVAN GOLDNER: | think so.
think so. |I'"msure that the parties would find
that helpful. Certainly, the Conm ssion would
find it hel pful.

And, as | was doing yesterday, | was
witing down the inpacts for each of the factors
in the PBR to understand what the inpact woul d
be, which is sort of the attenpt here. But |
think it would be very hel pful for folks to
understand -- at |east the Conmm ssion to

understand the inpact of each of the factors in a
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stacked bar in each year. This would nmake it
much clearer in terns of what's going on. And if
there's an alternative proposal, great. Then we
can | ook -- everyone can | ook at both of those.
But it's alittle bit hard fromthis chart to
understand what's going on, so | would -- |I'm
wat ching Attorney Chiavara at all tinmes --

M5. CHI AVARA: Cot it.

CHAI RMVAN GOLDNER:  -- to -- to see if
that's sonething that we can -- we can get, to
see what the Conpany's proposal is a little bit
nore clearly. Gkay. Thank you.

So noving on to 1-005. The Conpany
had clarified yesterday that it's proposing a
three-year rolling average for K-bar. | think
that's -- that's well understood.

Did the Conpany consider a fixed
t hree-year average? And the reason | ask that is
that, in a fixed three-year average, everything
woul d be known, and there's no issues, as we
t al ked about yesterday, wth having to -- having
that extra year of making estimates and so forth.

Did the Conpany consider sort of a
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fi xed, as opposed to a rolling, average? And if
so, can you nmaybe wal k us through tradeoffs
between the two fromthe Conpany's point of view

M5. BOTELHO  Yeah, that's a great
guesti on.

So when we -- when we | ooked at the
rolling average, the tine period for the rolling
average, there's a |lot of considerations to that.
So, typically -- so we're proposing a four-year
stay-out in this case. That four-year stay-out
will -- we will be experiencing capital
i nvest nent over that tinmefrane.

The -- when we | ooked at the fixed
average -- so back to the di scussion yesterday.
M. Horton -- the |ag we would have, using a
fi xed average, would create a deficiency in the
PBR pl ans, such that -- like, at the tinme of the
next rate proceeding, we could have a materi al
revenue deficiency com ng out of the PBR plan,
because that K-bar adjustment is not keeping up
with the Ievel of capital investnent through the
K- bar averagi ng.

So with a rolling average, you're able
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to reflect the nost recent experience for the
Conpany, as it relates to the capital
I nvestnents. So we're nmaking the commtnent to
stay out over that tinmefrane. W would want to
make sure that there would be the appropriate
| evel of support during that tinmefranme based on
the forecast -- based on the capital forecasts.
And | just want to be clear, that
doesn't provide -- the use of a rolling average
does not provide a dollar-for-dollar recovery of
our rate base in any given year. So the average
initself is -- is -- creates regulatory | ag.
And | think M. Horton referenced that yesterday.
So if we used a fixed average, there
woul d be greater regulatory lag for what could be
i ncorporated through the K-bar adjustnment. At
the tine of the next rate proceeding, you woul d
see a | arger deficiency.

So we're | ooking to bal ance those

conponents with -- with considerations for
custonmers on bill inpacts over that tinmefrane and
also bill inpacts at the tinme of our next rate

proceedi ngs, so we are not in the sane situation
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that we are today with the |l evel of the rate
i ncrease that we have in front of -- in front of
you.

CHAl RVAN GOLDNER: Ckay. The
chall enge with the noving average is that it's --
it's kind of a self-perpetuating nmachi ne. And
with a fixed, anyone could apply a factor to it,
sone sort of inflation factor or sonething like
that, to achieve the sane result.

So we were just kind of wondering --
one could use the fixed to establish a clear
basel i ne, knowi ng exactly what the nunbers were,
and then apply sone kind of factor to it. O one
could use a rolling average. But with a rolling
average, the nore you spend, the higher the
budget, and so you -- you know, it can be
perpetuating if one is not watching it carefully.

So we were just wondering about the
Conpany's logic in terns of choosing the noving
average versus fixed, which I think you have
answered. | was just trying to understand the
"why" part.

M5. BOTELHO  That is an inportant
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point. So in that design of K-bar, there is a
protection in the sense that we're | ocking in our
five-year capital forecast. W presented that in
this proceeding. Qur four-year capital forecast
and the term of the stay-out.

We've applied a constraint for the
additions that can flow through the K-bar based
on that capital forecast, so there is a
protection for custoners in that way, that the
K-bar is maxed out at 10 percent over our current
forecast. So we have to work within those bounds
during the stay-out period.

CHAl RMVAN GOLDNER: Ckay. Thank you.

So M. Horton may have answered this
guestion yesterday, or attenpted to answer this
guestion yesterday, but if he did, | didn't
under st and.

So if the Conpany were to cone in the
next rate case and, let's say, the next rate case
was in -- the first opportunity, I think, is
2029, and there's the usual prudency revi ew and
so forth, and let's just say a sizeable chunk of

capital was ruled as inprudent. How would -- how
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woul d that work? How does that correct itself
with the K-bar and all -- how does that work?

M5. BOTELHO  That's such a fair
guesti on.

So M. Horton yesterday expl ai ned t hat
the K-bar -- the K-bar along with the PBR
provides a | evel of revenue support between rate
cases. So it's not intended to be a capital
tracker. |[It's not intended to recover any single
i nvestnent over that tinefrane.

So there would -- ny opinion, the term
you used was, |like, a major finding of
i mprudence, right, where half of our capital plan
was disall owed at the next rate case.

CHAl RVAN GOLDNER: Let's just say 50
mllion.

M5. BOTELHO  Extrene.

CHAl RVAN GOLDNER:  Yeah, let's just
say it was 50 mllion.

M5. BOTELHO So that would say, in
this hypothetical, that likely we're not neeting
our service quality netrics or perfornance,

right? There's |ikely been a degradation in
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servi ce, because we wouldn't -- woul dn't
necessarily -- like, that was -- it was a very
unl i kel y out cone.

So one thing that M. Horton
referenced yesterday is that, it's not a capital
tracker. It's not neant for dollar-for-dollar
recovery. |If any singular investnment was found
i nprudent at the tinme of the next rate case, it
likely wouldn't be material in relation to the
adj ustnents you're getting under K-bar and PBR
So --

CHAl RVAN GOLDNER:  And | wi || just
interrupt you real quick. And that's really the
conundrum because it's already been used in the
calculation to determ ne the K-bar, because
you're using a rolling average as opposed to
fixing it based on capital that's known to be
prudent, used, and useful.

So now -- SO now you' ve got this
cal cul ation that could be incorporating inprudent
capital that provides the budget that you're
spendi ng agai nst, so --

M5. BOTELHO  So the other inportant
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point -- that is a critical point. The other
important point is that the K-bar is not
providing dollar-for-dollar recovery of our rate
base in any given year. So there's already --
who's to say which project is included in that
average, right? So, there's -- I"'msorry, were
you --

MR. GOLDBERG  Just Mark --

M5. BOTELHO  Onh, sorry, Mark.

It's not -- it's not considering any
singular project. So it's a fair point. There
woul d have to be a major finding of inprudence, |
think, in your scenario for a retroactive
adj ust nent .

CHAl RVAN GOLDNER:  Ckay.

M5. BOTELHO. Which we would not -- we
do not agree that -- that would be retroactive
ratemaking -- we agree that that would be
retroactive ratenmaking. W wouldn't support
that. That's not our -- | just think that
scenario is very unlikely, but I'l'l let Mrk
wei gh in on that.

MR. KOLESAR Yeah. So the point |
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think -- or one of the points that needs to be
made cl ear here is, whether you have a fixed
period for your K-bar or a rolling average, you'd
still run into the sane outcone if it turned out

that, at the end of the PBR term you end up with

a significant disallowance of any capital. It
isn't going to matter whether it's fixed or it's
rolling, you still have the sane issue.

So, | don't think it -- it would help

to solve that issue if you went with the fixed as
opposed to a rolling. You've -- you've still --
through the K factor, you've still provided a
degree of revenue support, and the Conpany has
chosen then to use sonme of that revenue support
to invest in a particular capital project, and if
there's then a determ nation that that project
was i nprudent in any way, | think you have the
sane issue: How do you deal with it at the end
of the PBR ternf

And | think the only way that you can
deal with it at the end of the PBRterm if you
make a determnation that it's been inprudent,

then it comes out of rate base, and you nake the
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adj ustnent on a going-forward basis as opposed to
retroactively.

It isn't, in nmy mnd, any different
than if you're under cost of service, and you get
to the end of your cost-of-service term and you
now true-up the capital rate base for the
Conpany. |If, at that point in tinme, you nmake a
determ nation that there's been an inprudent
capital investnent, you' d nake the adjustnent in
exactly the sane way. You'd say that was
i nprudent on a go-forward basis. W're going to
take it out of the rate base, because -- and [|"']I
| eave this to legal counsel -- to do it
retroactively would constitute retroactive
r at emaki ng.

But that's not an issue I'mgoing to
get into, because I'mnot a lawer. But | think
it's exactly the sane situation. [It's just, how
woul d you deal with it? You deal with it at the
end of the PBR term

CHAl RMVAN GOLDNER: Ckay. And let ne
see if | can repeat that back.

So in -- what | understood yesterday
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was that the K-bar would actually be set at the
outset, so there would be a castoff. Let's cal

it a baseline or castoff nunber. There would be
a K-bar for each year as you go through tine, and
that those would be set in the rate case.

And so let ne stop there and see, did
| get that part right? 1Is there any -- could
there be any variation in the K-bar through the
period of the rate case?

M5. BOTELHO  So com ng out of the
rate case, whatever is approved in this
proceedi ng for cost-of-service revenue
requirement is our starting point. Doug wal ked
you through sone adjustnents to that, but, yes.
So comng out of this rate case, our castoff is
t he approved revenue requirenent in this case.

The adjustnents to that would be the
inflation adjustnent, so the first part of PBR,
and then the K-bar adjustnent. The K-bar
adj ust nent takes the plant bal ance and factors in
t he annual activity, the plant activity that has
occurred. So in the prior year, we would be

showi ng you what we've made for investnents from
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that prior year and including that in the K-bar
adjustnent. So the three prior years would be
finalized. There would be actuals. W'd be able

to tie that out per published financials or

Form 1ls, so that will be known.
The -- what -- and that's an average.
It's a three-year average. |It's -- the K-bar's

capped. We tal ked about that, right? So that --
that is known at that point in tine.

The prudency review of those
i nvestnments would cone in at the tinme of the next
rate case. |If you found any investnents to be
i nprudent, the disall owance woul d happen at that
time. Say we were proposing an extension of PBR
or proposing PBR Generation 2, our castoff rates
in that proceeding would be set at a |evel
excludi ng that inprudent investnent.

So | guess ny point is, the tinefranme
between rate cases, K-bar and PBR is neant to
provide a | evel of revenue support. That revenue
support is not intended to provide recovery of
any singular investnent. It's not intended to

cover dollar for dollar of what our investnents
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are on our system

So we have an inherent gap in between
rate cases that -- we'll be working really hard
t o manage the business. There's inherent
cost-control incentives that Mark and Augi e can
talk about in the PBR, and we are incented to do
t hat .

But during that tineframe -- and Jon
made a good point to ne earlier, while we were
goi ng through this conversation, is it would be
the sane case as if we were applying just | mnus
X in this proceeding, and we had an X factor that
was non-zero, right?

So that is a level of revenue support
that is being acknow edged as necessary for the
Conpany to execute its capital plan over that
stay-out period. W're naking a commtnent to
stay out of a rate case during that period.

Soin--inan | mnus X scenari o,
you're providing -- you would be approving a
| evel of revenue support and acknow edging that's
appropriate in relation to the capital needs of

t he Conpany during that timefrane.
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| don't see -- | don't agree with the
fact that if there -- one singular investnent
that was found i nprudent at the tine of the next
rate case, that that can be retroactively
adj usted through the prior PBR adjustnents.

| think your alternative scenario was
the extrene; whereas, if you found a ngjor
foundi ng of inprudence, it would nmean sonething
Is materially going wong at the Conpany, which
we' ve provi ded, through our perfornmance neasures,
t ransparency around that, transparency around our
capital plan as well, so the investnents we
expect to make, and we've capped oursel ves on
what can flow through the K-bar during that
peri od.

CHAl RMVAN GOLDNER: Can you rem nd ne
what table we were | ooking at yesterday that had
the K-bar cal culation by year that we went
through wth M. Horton? |I'mtrying to find
the -- I"'mtrying to -- | thought it was around
1434, but --

M5. BOTELHO  1436.

CHAl RVAN GOLDNER:  1436. Onh, here it
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is. Actually, 1437 is the one |I'm | ooking for.

So | just want to pause here for a
nmonent, because this is inportant in terns of the
Commi ssion's understandi ng of how this works.

So when | | ook at 1437 -- 1437, and
"Il wait for you to get there.

M5. BOTELHO. |'mthere.

CHAl RMVAN GOLDNER:  So what |
under stood yesterday fromthe Conpany is, for
each vintage year, 2021 through 2027, there were
pl ant additions, nomnal, that were calculated in
t he next columm over, 138 through 303, and then,
on top of that, the Conpany has a -- is
requesting a 10 percent, sort of, buffer on top
of that so that the capital spending could be as
much as 10 percent higher than each of those
nunbers. So far, so good?

M5. BOTELHO  So these are the plant

additions. W also provide -- | know M. Horton
comritted yesterday to provide -- you had
specifically asked, |ike, at what |evel of

revenue woul d the Conpany be allowed to fl ow

t hrough K-bar plant additions through the
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cal cul ati ons.

So we provided that calculation in
DPU -- DPH 2, and that shows the way the
cal cul ati on works. You asked about cap
cal cul ation. W have a five-year forecast, a
capital spend forecast, and our cap would all ow
10 percent over that forecast.

So | just want to be clear that we
provi ded the cal cul ation and the revenue totals
in that schedule, but, essentially, yes, like 10
percent over our forecasted plan is in
consideration for the cap -- for being eligible
to fl ow through K-bar.

CHAl RVAN GOLDNER:  Thank you. Ckay.

So -- soif I look at that colum entitled Pl ant
Additions Nomnal, | can add 10 percent to that
each year to see what the max is -- maybe the

Conpany spends max, naybe they don't, but that's
what the max is

And ny question is, really, how fixed
is that colum of nomnal? 1s that sonething
t hat changes over the course, from between now

and 2029? |Is that sonething that the Conpany is
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suggesting is locked in for that period?

And |'mjust trying to understand,
froma ratepayer point of view what people can
expect, if this is going to be sonething that can
vary or if it's sonething that's fixed.

MS. BOTELHO  Yeah, that's such a
great question, and | don't know if this was
cl ear yesterday, when M. Horton was going
through it.

The five-year -- that four-year --
think we presented five years, but that four-year
capital forecast is |ocked in today.

CHAl RVAN GOLDNER:  That's what |
t hought .

M5. BOTELHO  Yeah, so the cap that we
are establishing -- establishing as part of this
proceedi ng, the 10 percent over that capital
forecast, is locked in today. That's our
commtnent. So over that timeframe, we have a
| evel -- what we know today, we have a | evel of
capital investnent that we're planning to neet
during that tinmefrane. 10 percent beyond that is

what would be eligible to flow through K-bar.
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It doesn't nean that we would
necessarily spend above that or would be
subject -- if we had to, we'd be subject to
prudency review on those investnents at a | ater
time in the rate case. But that's what -- we
woul d be cappi ng our K-bar adjustnment or the
additions that could flow through the K-bar
adj ustnent at that |evel, so that is known today.
That is fixed. That woul dn't change.

And there's a supporting schedul e,
it's DPH 2, | can get the Bates nunber, that
shows you at what |evel of revenues woul d be
eligible to pass through the K-bar.

CHAl RMVAN GOLDNER: Okay. So let's
just use a specific exanple that confirns the
Commi ssi on' s under st andi ng.

If I look at Line 12 on the pdf, which
iIs 2027 -- pardon ne -- there's the pl ant
addition of 303, so the -- if the Conpany's
proposal is -- as stated here, was approved, then
t he Conpany woul d be able to spend a maxi mum
of -- I"'mgoing to add 30 percent to 303, which

is about 333, so that would be in the rate case.
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That woul dn't change. The nmax that the Conpany
woul d spend woul d be 333, period. There would
be -- and | understand --

M5. BOTELHO. The limt doesn't
change.

CHAI RMVAN GOLDNER: That's the limt.

M5. BOTELHO. The limt doesn't
change.

CHAI RMVAN GOLDNER: O the core
investnent. And | understand we're going to talk
Tuesday about things that could be outside the
core investnent, but that would be the Conpany's
comm tnent for maxi num spending during the rate
case period for -- well, in this case, for 2027.

M5. BOTELHO  Yes. Maxi num spendi ng
is eligible to be adjusted through this
mechani sm

So it -- it could be that we need to
spend nore than we know today during this -- for
this period of tine that we have a forecast in
front of you. But, yes, so we would not be
fl ow ng through actual additions that woul d be

exceedi ng the cap based on that forecast.
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CHAI RVAN GOLDNER:  So | like to use
exanples. So let's say the Conpany -- let's say
the cap is 333 -- roughly 333 is the cap, and the
Conpany spends 340; just that's what it happened
to spend. The -- only 333 would go into the
K-bar cal culation. The rest would be subject to
review in the next rate case.

M5. BOTELHO  Correct. And subject to
the regulatory lag, subject to the prudency
review as well, as would all other investnents
that we would -- we nade during that tine frane.

CHAl RMVAN GOLDNER:  Perfect. Thank
you. M. Kol esar.

MR. KOLESAR Yes, sir. | just wanted
to make the point that that's the nmaxi num t hat
t hey woul d be able to pass through. The entire
objective of PBRis to encourage themto not even
get to the maximum It would be to spend | ess,
which is kind of what the objective of PBR is.
So that m ght be where they max out, and they
m ght end up having to spend nore, but they're
hopeful Iy bei ng provided, through the PBR pl an,

with an incentive to actually spend | ess, which
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is why they want to go to performnce-based
regul ati on.

CHAIl RVAN GOLDNER: And |' m gl ad you
paused on that point, because that was anot her
thing I didn't fully conprehend yesterday.

SO -- solet's -- let's use 2027 as an
exanple, that 333 max. | don't understand yet
the notivation for the Conpany to spend | ess.

MR KOLESAR: So at the 10, 000-f oot
| evel, the notivation for the Conpany to spend
less is, in that given year, their return on
equity would, in fact, exceed the allowed return.
And t hrough the earnings sharing nechani sm they
woul d then share that additional earnings with
rat epayers, so they would keep -- | forget what
t he nunber is --

CHAI RVAN GOLDNER: 25 percent.

MR, KOLESAR -- 25 percent, and al
the rest of it would be paid back. So they --

t hey have a profit-driven incentive to be as
efficient as they can and to, in effect, spend
| ess than what the fornula would allow themto

spend. And if they can do that, they actually
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end up with sone upside, which they then share --
still the -- the whole objective of the PBR
formula is to provide themw th a spendi ng

envel ope, a maxi nrum revenue requirement in any
given year, and if they spend |ess, they get to
keep 25 percent of the upside, and the rest of it
gets paid back to consunmers. At the kind of

10, 000-foot level, that's what the objective of
this exercise is.

MR, COATES: And bal anced agai nst
performance, still taking care of the custoners,
providing safe, reliable service to the
cust oners.

MR. KOLESAR: Yes, which is why you
have all the performance netrics that we spent a
good chunk of the day yesterday tal king about, to
make sure that the Conpany is living up to its
commtnments while it's under the constraints of
t he PBR pl an.

That's a very good point, sir.

CHAI RVAN GOLDNER:  Under st and, and
t hank you for that.

And | just -- | just want to sort of
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finish with nmaybe just a pure nunerical analysis,
notivation as driven by nunbers, and | realize
that there's other factors, but let's stick with
nunbers.

So if the Conpany spends -- if the
Conpany spends 300 mllion instead of 330
mllion, then they would get, if I'mnot wong, a
wei ght ed average cost of capital on that capital
investnment. Alternatively, they would, if
they -- if they spent the -- if they spent the
300, they would get the 25 percent.

And what | was trying to ask yesterday
is, | haven't put pencil to paper on that, but
which one is better? Wuld you -- would the
Conpany receive nore noney by spending 300 or
spendi ng 330? Just -- again, this is just pure
nunbers, and | realize there's other factors
I nvol ved, but has anyone done that cal cul ati on,
whi ch one returns nore noney to the Conpany?

M5. BOTELHO. So this is where the
context is inportant, because at the | evel of
i nvestnment that we're forecasting -- excuse ne --

the earnings sharing -- we're not forecasting
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that we would be actually triggering earning
sharing in any given year of the plan, so that's
an inportant context to this discussion, neaning,
i ke, the level of investnent is outpacing what
we can --

CHAIl RMVAN GOLDNER: That's a good
poi nt .

M5. BOTELHO -- even feasibly put in
rates to coll ect revenues, even wth the design
of this mechani sm

So really inportant -- |ike, Bob's
point is very inportant. W are |ooking at --
and we have designed this plan based on the
capital investnent needs of the system And
we're | ooking at what we think is the best option
for -- for custoner -- our custoners, as far as,
how can we achieve all the necessary investnents
during this tinefrane and provide a |l evel of rate
stability for custoners so that, at the tine of
t he next rate proceeding, they' re not
experiencing rate shock. W're able to snooth
t hose over tine, still nmake the necessary

i nvestnents, and the teamw || go through all of
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t he ways that we plan and how we devel op t hat
pl an and why they are necessary.

But we are, essentially, trying to
solve -- create a rate solution with that in
m nd. So we've seen in Massachusetts, in our
experience, we're in a second-generation PBR plan
today -- now, currently, so we executed the first
generation. It was a five-year rate plan. Over
that timeframe, NSTAR El ectric custoners

experi enced about 1 percent increases in their

total -- total bill. | can get the distribution
nunber, but total bill over that tinmefranme, very
nodest .

At the time that the Conpany went into
the next rate case, even in light of all the
stormactivity, which NSTAR El ectric experienced
simlar to what we're seeing here in New
Hanpshire, that rate increase on a total basis --
and a little bit of a different dynamc in
Massachusetts. There's not a tenp and permanent
rate increase. |It's all lunped into one rate
i ncrease. W experienced only a 4 -- custoners

experienced only a 4 percent increase at the tine
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of the rate case follow ng PBR

That, to ne, is providing rate
stability to custoners, right? Mddest rate
increases, we're able to commt to a |level of
I nvestnent, achi eve those investnents, and
provide that stability for custoners.

So we' ve done anal ysis on those
benefits that we see are easily transferrable,
and what we see is a good thing for custoners in
New Hanpshi re.

| think that analysis is inportant,
because we have experience -- we executed it as a
Conpany, and going into the second-generation
rate plan, we're seeing those sane -- with K-bar.
We didn't have K-bar in the first generation.

W' re seeing those sane nodest increases.

So, hopeful, at the tinme of the next
NSTAR El ectric rate case, we wul d have even nore
evi dence to show that the rate increases, when
you come in and you rebase that -- the revenue
requirenment is otherwise lower than it woul d have
been under PBR versus traditional cost-of-service

r at emaki ng.
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So | know | threw out some nunbers
there, but really, we're working off of the known
mean on the systemto design the rate -- the
appropriate rate plan for the custoners over this
timefrane. Wien we | ook at the forecast, it's
not feasible to file rate cases every two years.
That -- that is what the alternative would be,
because the current step adjustnment framework
woul d not work at the |level of capital iInvestnent
that we're seeing.

So we have a lot of analysis on that.
Happy to provide it. But | do think that's a
critical aspect of why we're here and why we
proposed this plan.

CHAl RVAN GOLDNER:  And | guess ny
encour agenent would be to -- for the Conpany to
really put its, sort of, formal thoughts together
on why the benefits to PBR -- understandi ng sone
of themare softer netrics, and it's the
Conpany's reputation and brand and so forth, and
| totally understand that, and service netrics,
and | totally understand that.

But the other piece of it is the
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nunerical piece, and in the end, sharehol ders do
care about brand, and they care about the
Conpany's reputation, and so those are rea
factors.

But the nunerical piece is also a real
thing. Like, does the Conpany benefit from
spendi ng nore or not benefit from spendi ng nore?

So | think the Comm ssion would be
very interested in -- in understanding that a
little bit better over time, but | appreciate the
perspective on that, and that's -- it's rounded
out the picture, so thank you.

| just want to briefly return to the

original question, which was if -- if there's --
iIf there's a prudency review that -- where the
capital is ruled inprudent. | think I
understand. | just want to repeat it back.

So the Conpany, because it's fixing
the K-bar, and that's fixed in the rate case,
then -- then the Conpany's sort of -- that --
there's an intentional disconnect between the
Conpany's actual capital investnent, and what

it's -- I will call it its budget is for capital
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I nvest nent .
In any case, regardl ess of how nuch

t he Conpany spends in the next rate case, let's

call it 2029, there's a prudency review of al
that capital in the normal way -- in the
normal -- 1'll call it the normal cost-of-service

way, and that's when the true-up happens.

Did | describe that nore or |ess
accurately?

M5. BOTELHO On a prospective basis.
So, essentially, if a finding of inprudence
happened at the tinme of the next rate case, it
adjusts rates going forward. It would factor
into any K-bar anal ysis goi ng forward.

CHAl RVAN GOLDNER: Ri ght .

M5. BOTELHO. But there wouldn't be a
credit owed to custoner for the period.

CHAl RVAN GOLDNER:  Right. Wi ch nmakes
sense, because you're fixing the K-bar, which was
ostensibly agreed to by all the parties upfront,
so that's just the budget, so -- to ne, that
makes sense, so no problem | just wanted to

nmake sure | understood how that worked. Ckay.
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CMSR. CHATTOPADHYAY:  Dan?

CHAl RVAN GOLDNER:  Yes.

CMSR. CHATTOPADHYAY: Can | just --

CHAI RVAN GOLDNER:  Conmi ssi oner
Chat t opadhyay, pl ease.

CVMSR. CHATTOPADHYAY: | just want to
understand mat hematically what's going on. So
let's say -- so we're going to go back to the
pl ant additions wor ksheet, okay?

Let's say nothing el se changed,
except, like Chairman Gol dner indicated, let's
say 2027e, that that nunber, what transpires then
becones 333, okay?

What | understood yesterday -- and 12
hours or 16 hours is a long tine when you sl eep.
| certainly nmay not have gotten everything, you
know, correctly. But the K-bar is being -- is
based on actual nunbers --

M5. BOTELHO  Correct.

CVBR. CHATTOPADHYAY: -- ultimately?
So at 301, that is happening for 2028, okay?
Which is pdf Row 17?

M5. BOTELHO  Yes.
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CVBR. CHATTOPADHYAY: |f everything
el se remai ns unchanged, except for the thought
experinent that we are doing, then that nunber,
301, will be not 300 and -- so the 903 that cones
above that, right, the nunber that goes into that
woul d be 333 for the year 2027, correct?

MS. BOTELHO  Yes.

CVBR. CHATTOPADHYAY: And because
you're still doing divided by 3, you're only
pi cking up one-third of those 30 mllion?

M5. BOTELHO  Correct.

CVMSR. CHATTOPADHYAY: | just wanted to
make sure | under st and.

M5. BOTELHO That's right. And that
woul d inform-- so your higher |evel of
investnent in that year would informthe average
over the next three years.

So when we tal k about an increase in
any singular year, you're not getting a full --
the full anmount over that cap, so the 3 -- the
30, I think, is the difference between the 303
and, you said, 333 is what you're working with in

' 27, right?
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CVMBR. CHATTOPADHYAY: So -- so,
basically, the 301 will go up to 3117

M5. BOTELHO  Yes.

CVBR. CHATTOPADHYAY: Thank you.

Ckay. | think we can nove on to the
next topic.

In 1-009, the question is, does the
Conpany have an obligation to file an exogenous
event that's to the benefit of ratepayers?

So, let's say, for exanple -- well, |
guess in either direction, so if taxes went up or
down -- if there was sone kind of change at the
federal level that taxes went up or down, does
t he Conpany have to file if it neets the
threshold in either direction?

M5. BOTELHO  Yes. If it's a benefit
to custonmers or a cost to custoners, right?

So if the tax rate went down, we woul d
owe custoners noney, because rates woul dn't be
reflective of that lower tax rate. W would
consi der that an exogenous event.

CHAl RVAN GOLDNER: (kay. And can you

rem nd me what the threshold was for determ ning
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an exogenous event.

MS. BOTELHO Yes, it's 1.5 mllion,
and the way that we arrived at the nunber, so |
believe it was a 2000 --

CHAI RMVAN GOLDNER: It was the one
mllion, plus inflation thing --

M5. BOTELHO  And then roundi ng up.

CHAl RVAN GOLDNER:  Yes. | didn't
poi nt out that you could have rounded down
yesterday, but that's -- that was obvi ous.

M5. BOTELHO We wanted to take a
conservati ve approach.

CHAl RMVAN GOLDNER:  And, at one point,
| mean -- | guess ny reaction to the 1.5
yesterday was that it's -- it seens |ike a very
smal | nunber for a Conpany the size of
Eversource. So | understand you went back to the
| ast rate case, and you used inflation, and | get
how you got there, but it doesn't sort of -- it
doesn't nmake a | ot of conmon sense, given the
size of Eversource. And | just wanted to sort of
ask if the Conpany had consi dered anot her poi nt

of view, given the size of the nunber and the
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si ze of the Conpany.

M5. BOTELHO. We did | ook at the
exogenous | evels or thresholds we have in other
jurisdictions, and it's conparable to the size,
so we have analysis on that that we could
provide. So we did test --

CHAI RMVAN GOLDNER: We're keepi ng
Attorney Chi avara busy over there.

M5. BOTELHO Yes. I'msorry. If M.
Horton were here, he would just know off the top
of his head, so --

CHAIl RMVAN GOLDNER:  That woul d be
hel pful for the parties and for the Comm ssion,
because you're tal king about within the
Eversource jurisdictions, you have --

M5. BOTELHO  Correct.

CHAl RMAN GOLDNER: -- simlar -- and
woul d that be just Mass., or would there be other

jurisdictions where you have exogenous events?

M5. BOTELHO | believe it's just
Mass. for both electric and gas. | don't believe
-- 1 don't handle Connecticut. | don't believe

we have an exogenous provision in Connecticut.
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CHAl RMVAN GOLDNER: Ckay. Do you have
PBR i n Connecti cut ?

MS. BOTELHO.  No.

CHAI RVAN GOLDNER:  Ckay. That's why.
That' s why.

MS. BOTELHG | mean, but we have
entered into settlenents where exogenous
provi sions are part of that. So, for instance,
i n Mbassachusetts, we have Eversource &S in
Massachusetts. There's an exogenous provision
based on a Settl enent Agreenent that was a
settled result, but we have other litigated
results as well.

CHAl RVAN GOLDNER:  And in sone of your
testinony, | noticed that there is a fair anount
of conpetitive analysis on different aspects,

whi ch the Comm ssion appreciates, and it is

encouraged in all respects, so -- and that
includes -- I'mnot sure what to do with Canadi an
data. You know, no offense, it's just -- it's

just a different, you know, country.
(I'ndi scernible comment fromthe floor.)

CHAI RVAN GOLDNER: It was -- but it's
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appreci ated, because | think an international
viewis aviewthat is helpful. [It's just, I'm
not sure howto translate it into the U S. data.
But -- and | know Eversource doesn't operate in
Nevada or in lowa or whatever, but it is -- it's
hel pful to have other points of view across the
country that's bal anced, sone good, sone bad, but
just throwit out there for the parties to
consider, and, ultimately, for the Comm ssion to
consider. Conpetitive data is hel pful.

So we appreciate what's al ready been
done, and the encouragenent would just be the
nore, the nmerrier, with respect to conpetitive
data, in all the different aspects, including
exogenous events.

So the last thing I'lIl ask before |
turn it over to Comm ssioner Chattopadhyay is
just to really follow up on the prior |ine of
guestioning, which is, where the Conpany operates

PBR pl ans, for how | ong have they operated those

PBR pl ans? And then, how do these -- how does
what the Conpany -- | know that there's a PBR in
Massachusetts. |t sounds |like there's a couple
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of iterations there. Wat did the Conpany
propose there? Wat was approved the first tinme?
What was put second tine -- what was approved the
second tine? How does that relate to New
Hanpshire? |If you could just give us sone
perspective on your experience with these in
Massachusetts. And it sounds like in
Connecticut, it's not going in that direction,
and why.

M5. BOTELHO I'ma little less --
Doug woul d probably be better to speak to the
direction in Connecticut. [|'mnot as invol ved.

But | have been involved in
i npl ementation of the PBRs in Massachusetts. And
it's been a journey, so at least -- so | started
in Revenue Requirenents in 2011. The first PBR
plan that I was involved with was in 2017 for
NSTAR El ectric Conpany. So | do know -- and | am
aware, prior to that point in 2017, Massachusetts
had had other PBR plans dating back to the
nineties as a result of settlenents and what not.
Sol'malittle less famliar with those, but |

can wal k through those |I've had direct experience
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with, and we could have a followup on the prior
PBR pl ans.

CHAl RMVAN GOLDNER:  Those woul d be
perfect, so thank you.

M5. BOTELHO  Okay. Perfect. So
2017, NSTAR Electric made the first proposal for
PBR. It was a traditional PBR, | mnus X W
had a productivity factor. Had a consultant,
simlar to Augie and M. Kolesar, cone in to run
a TFP study that produced an X factor.

The i npetus for proposing PBR was nuch
li ke why we're here today. So we had an
i ncreasi ng capital investnent need on our system
The current framework was not sustainable. W
were forecasting that we would be filing rate
cases every two years at the tinme, at the | evel
of capital investnent that we were seeing and the
need on the system so we started to | ook at
al ternati ves.

And for Massachusetts, the
alternatives were a capital cost recovery
mechani sm a capital tracker or PBR were the

two nechani sns that were enployed in
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Massachusetts at that tine.

So for -- and we did a |ot of
analysis. The capital trackers were, at that
time, limting in the way that the -- the way the
cal cul ati on worked, where it resulted in a severe
lag in when you were allowed to recover the
revenues associated with historical maintenance
servi ce.

So that approach still would have
resulted in frequent rate cases because of the
i nherent lag that we were forecasting at that
tinme.

So we | ooked at PBR. W proposed a
traditional PBR, but it's been a journey that --
| would say that PBR, for that tinme and the
capital forecast and what we were able to achieve
during that tinme, was appropriate, and it worked
at that time. W tal ked about the nodest
i ncreases for custoners resulting from PBR and
then in other --

CHAl RVAN GOLDNER:  |'m sorry for
interrupting. Just on your journey, what |'d

|ike to sort of start with is, |ike, where did
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you have flat tires on your journey? Like, what
didn't work? When did you discover, boy, that
just didn't work and we're going to change
direction? Pl ease.

M5. BOTELHO  Sure. (Good question.
If I could just confer.

CHAl RVAN GOLDNER:  Ch, sure, O
cour se.

(Conferring.)

M5. BOTELHO | just needed to check
so -- and why | checked. So we had -- at that
time, that level of capital investnent and the

needs of the system the |I mnus X proposa

wor ked for that forecast. It provided a |level of
revenue support that was able -- we were able to
sustain a stay-out commtnent, so we -- we stayed
out for that period of tine. It was a five-year

stay-out during that tinme. And we were able to
invest in the system W had maintai ned our
commtment at the level that we forecasted at
that tine.

So there are a lot of factors going

into the proposals. You look at it the -- the
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way we | ook at it in the finance organization is
we | ook at, what are the needs over the next five
years; what is the rate plan that's best suited
to those needs, right? So every tine that we
have gone in for a rate case, we do that exercise
and thought analysis, and it's not a one size
fits all, right?

So first gen -- | would say
first-generation PBR, it was a traditional PBR
It was what we needed for that tinme frame, the
capital investnent |evels, and the associated
revenue support.

Com ng out of that rate plan, what we
saw for NSTAR Electric -- and it happened during
t he proceedi ngs, so our next rate case after that
was 2022. So the 2022 rate case was the start of
where we were proposing to extend PBR. W found
it to be really successful, both fromthe
custoner perspective and our ability to stay out
of a rate case and maintain our |evel of
investnment. W al so saw opportunities and
efficiency gains as well. And we have done -- we

did anal ysis on that.
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So 2022 rate case, our initial
proposal was to continue that framework, so the |
m nus X franework. W proposed a productivity
framework at that tine.

During the course of the proceeding,
we found, | would say -- we presented an
al ternative proposal, because we found our
capital investnent during the course of the
proceeding -- it's a 10-nonth proceedi ng. Qur
capital forecast for the next five years was
going significantly up. So what we had initially
proposed in 2022 wasn't where we | anded,
ultimately, in the proceedi ng and on that
j our ney.

So we |ooked at -- in light of the
capital investnent needs for the next five years,
we realized that the traditional | mnus X
formula wouldn't allow us to stay out of a rate
case for the period of the stay-out conmtnent.
So --

CHAl RMVAN GOLDNER:  And that's when you
i nvented K-bar, or like, why did that happen?

MS. BOTELHO We didn't invent it. So
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our consultants at the tinme --

CHAl RMVAN GOLDNER: They invented it.

M5. BOTELHO  He did.

CHAI RMAN GOLDNER: | knew sonebody
invented it sonmewhere in there.

M5. BOTELHO  So we consul ted our
consultant at the tine. So we had this problem
-- we had a problem Qur business is telling
us -- our operations are telling us that we have
a significant increase in our forecasted capital.
How are we able -- nowwe're in the mddle of a
rate case. How are we able to commt to a
stay-out, achieve the -- achieve the inherent
benefits that we see in PBR by staying out of a
rate case.

And Doug nentioned yesterday, we
prefer not to file rate cases, right? W
don't -- they're an adm nistrative burden on all
parties. So how do we design a rate plan that
hol ds the i nherent incentives that PBR has, and
then also allow us to conmt to that stay-out
peri od.

So we proposed K-bar. | would say --
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CHAI RMAN GOLDNER:  I'msorry. This is
NSTAR 20227?

MS. BOTELHO  NSTAR 2022.

CHAI RVAN GOLDMAN:  And that is the
first inplenentation of K-bar anywhere in the
world that you are aware of ?

M5. BOTELHO  First inplenentation in
the U S.

CHAl RMVAN GOLDNER: | think in the
t el ecom space, you m ght have had it for |onger.

MR. KOLESAR. No. The very first tine
it showed up was in the PBR-2 regine in Al berta.

CHAI RVAN GOLDNER: Okay. Okay. \What
was the first tinme it was inplenented in the
Uus.?

MR KOLESAR: | think it was NSTAR,

was the first tine it was inplenented in the U S

The first tine it was inplenented in Canada was

-- 1 think it's 2020 -- 2018. | can't recall the

exact year, but --
CHAI RVAN GOLDNER: O ose enough.

MR ROS: 1'd just like to add al so,

telecom they didn't have K-bar necessarily. The
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| mnus X was usually sufficient.

CHAl RVAN GOLDNER: (kay. kay. And
that's -- and maybe not to -- maybe |'mj ust
restating the obvious here, but the I mnus X
mechani sm it sounds |ike, was used for a | ong
time in the tel ecomuni cati ons space. | think
your testinony m ght have said the nineties.

And then, when it was deened
insufficient, this K-bar nechani smcane into
pl ace, it sounds |like, 2018 in Al berta, followed
by NSTAR in 2022, and that's kind of the short
hi story of how PBR got to this place; is that
roughly what's happened?

MR ROS: Yes. | would say that's
just generally correct. 1In telecomat the tine,
you had fast-grow ng services, you had price
gaps, you had conpetition, so PBR was used al so
as -- not only to provide additional incentives
to the tel econmuni cation conpanies, but also as a
bridge to nore conpetitive markets, because the
price gaps allow the conpanies to engage in nore
efficient pricing to nmeet conpetition.

So ny recollection is the conflict of
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a K-bar just never canme up in tel ecom because

t he revenues produced froma good I m nus X was
sufficient. Wen they first inplenented this in
el ectricity, |I think they canme to the realization
that there's arisk if you rely entirely on

m nus X, given the capital requirenent and needs
in the electricity industry and given the |ack of
output growth that's conparable to the tel ecom

So there may have been a coupl e of
jurisdictions that did PBR without a K-bar in
electricity or a capital tracker, but it was very
rare. Most of them have devel oped that. You
need sonething in addition to the regular | mnus
Xinthe electricity sector.

CHAl RVAN GOLDNER:  So if you're in a
growi ng business, this is sonme -- sort of
unnecessary. And | think M. Horton m ght have
said yesterday sonething to the effect of, you
know, conventional ratenaking can still make
sense in sone environnents.

But given the -- in the short term--
it sounds like maybe in the longer term there is

grow h again. But at least in the short term
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nmeani ng the next five years, there's no --
there's no load growh, so one has to figure out
how to build the capital that needs to be built,
and so this inflationary plus K-bar is the
nmechani smthat's being recomended to deal with
the specific environnent; is that -- is that
right?

M5. BOTELHO  Yes.

CHAl RVAN GOLDNER: Okay. Thank you.

Ckay. It's good just for the
Comm ssion to understand the big picture, so |
appreci ate patience wal king us through sonethi ng
you guys al ready probably knew.

M5. BOTELHO No, this is good. This
IS a great conversation.

So where was | on the 2022 journey?

CHAIl RVAN GOLDNER: It was conpli cat ed.
| renmenber that part.

M5. BOTELHG  Yeah, it was
conplicated. I've lived it, if it's any
consol ati on.

MR. KOLESAR: Rebuttal testinony.

M5. BOTELHO Rebuttal testinony. On,
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yeah, so we -- in the course of that proceeding,
we realized the capital investnent needs were

growi ng, not necessarily all due to | oad grow h,
but also, like, aging infrastructure. W saw --

CHAI RVAN GOLDNER: NSTAR i s t he sane

environnent? | assune, that gromh -- | don't
know. |'mjust asking, are they also flat?
M5. BOTELHO No. | would say, Iike,

there's a different approach in Massachusetts
that you nmay be famliar with, but there's a --
there's a forecast of the grow ng demand on the
systemdue to electrification, and there's been
policy that aligns with that in Massachusetts, so
| don't know -- | --

CHAl RVAN GOLDNER:  So t hen, why woul d
you need K-bar then if you're grow ng?

M5. BOTELHO | think you're -- |
heard you with -- struggle with this yesterday,
and ny take on this was that, not all investnent
equal s load grom h on the system

So New Hanpshire's unique. W have --
and the DSP -- and Bob can talk to this. But we

have specific needs in New Hanpshire, aging
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infrastructure, that is not all translatable to

| oad growth on the system right? So although
our investnent -- capital investnent needs are
grow ng, that doesn't necessarily nean our | oad
iIs growi ng and equates to revenue growth during
that tinmefranme that could be used to fund capital
investnent in the -- in that period between rate
cases, right?

CHAl RMVAN GOLDNER:  Am | -- I'm sorry,
just real quick. M question around NSTAR is, if
NSTAR is projected to grow, then why woul dn't an
| mnus X be sufficient?

(Conferring.)

M5. BOTELHO  Yeah, so, Jon, you can
weigh in as well. So Jon Kallen.

But he rem nded ne that, |like, the
| evel of sales growh is not growi ng at the pace
of -- not even near the pace of the capita
I nvest nent needs.

CHAl RMVAN GOLDNER: Ckay. So it's
really the sane problem It's just your capital
needs are growing at a faster rate than our | oad

growh. And so, just because it's flat in New
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Hanpshire, it's not -- it's the -- it's the
relative pieces that matter. |It's the relativity
of the two factors.

M5. BOTELHO  Exactly. Exactly.

Li ke the annual expense that the
capital plan needed, the depreciation expense
associated with that capital investnent, is far
out paci ng anyt hing we woul d get through organic
| oad growt h.

CHAl RMVAN GOLDNER: Ckay. That's very
hel pful . Thank you.

M5. BOTELHO  And that dynam c exists
in Massachusetts as well, currently. During the
terns of the first-generation and second-
generation PBR plans, we had m nimal | oad growt h,
if -- less than one percent | oad growh. So
virtually, no revenues to support investnent
bet ween rate cases, and even nore, in the context
of the level of investnent we needed to enpl oy
during that tine frane.

And | don't -- M. Coates, | don't
know i f you want to weigh in on investnent, but

it's an inportant --
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MR, COATES: Just a comment, you know,
correlating | oad growh to capital growth, and
they're not |inear.

When | was the VP of Western Mass.

El ectric, back then, we had the sane chall enge.

It was, in fact, negative |load growh. But aging
infrastructure -- we still had custoners com ng
on, but it didn't represent a revenue increase --
drives this need for investnent.

And the capital tracker --
programmati c capital tracker becane very nuch
onerous. W had to find a different solution.

O herwi se, we would be going in for rate cases in
a very lunpy fashion, having -- to use your

wor ds, you know, adverse custoner reaction to
this.

So | think that's one of the journeys
that drove us to say, all right, we did X m nus
1. Now we need to say, how do we account for and
address this capital challenge that we're facing
in funding the capital challenge, and that's the
journey that we have been on.

CHAl RMVAN GOLDNER: Ckay. That's very
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hel pful. | nmean, just in the big picture, at

| east ny understandi ng, after a day and an hour
of testinony -- not testinony -- of discussion,
IS -- not testinmony; not testinony -- is that the
Conpany has -- understands what it believes it
needs to spend, and it's cone up with a
mechani sm inflation plus K-bar mainly, that --
havi ng scoped the Conpany's core investnents.
It's been used in NSTAR, it sounds |iKke,

begi nning in 2022. And so I'Ill just return to
t hat .

So now you' ve had a couple of years of
NSTAR -- it sounds like that's the only
i npl ementation, but howis it working?

M5. BOTELHO  Yeah. So we woul d have
just filed for our second PBR increase, and |
woul d say it has been right in line with our
forecast that we had for the rate case. So
forecasts froma billing cap perspective and the
revenue increases --

CHAl RMVAN GOLDNER: Are you at the
ceiling? Are you at the plus-10 percent, or are

you operating at the nom nal ?
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M5. BOTELHGC No. W have not
exceeded the cap in those tw years.

CHAl RVAN GOLDNER:  Are you operating
at the nomnal or at the plus-10 percent? | know
you haven't exceeded it, but which zone are you
operating in; do you know?

MR. KALLEN. Relative to the cap, |
woul d say we're -- we're not really anywhere
near. We're not really anywhere near. So if the
cap, let's say, was, say, 700 mllion or 600,
we're at, like, 550 or 500. W're on the sane --

CHAIl RMVAN GOLDNER:  You're really
nom nal

MR, KALLEN. W are on the sane
trajectory. Yeah, we're on the sane trajectory,
but not at the cap.

CHAl RVAN GOLDNER:  Okay. | don't want
to put words in your nouth here, but it sounds --
the math in ny head says you' re operating roughly
at nom nal, as opposed to roughly the 10 percent
cap; is that a fair sumary?

M5. BOTELHO  Yes.

CHAl RMVAN GOLDNER: Ckay. Good to know

AVICORE Reporting & Video
15 Congtitution Drive, Suite 1A, Bedford, NH 03110 * (603) 666-4100



10

11

12

13

14

15

16

17

18

19

20

21

22

23

73

the history.

M5. BOTELHO  Yeah, so -- and so we
have only had two adjustnents. The adjustnents
have been about a little |less than what we had
originally forecast, because we have not been at
the nomnal level. W have been slightly bel ow
and definitely not exceeding the cap, as
M. Kallen had nenti oned.

So overall, again, it -- it aligned --
the rate inpacts that custoners are seeing during
that tinmefranme are pretty consistent with what we
had proposed in the initial filing as well. |
woul d say they're even a little less. | had
information, |ike, for instance, fromthe
begi nni ng of 2017, what the rate inpacts have
| ooked |ike for custonmers under PBR, both first
generation and second generation with K-bar.
Simlar dynamc to what we're proposing here.

That first adjustnent is typically |arger than
the following investnents in the |ater years.

CHAI RVAN GOLDNER: Have you -- sorry
for interrupting. Have you received any feedback

fromthe Mass. regulators on how this is going?
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Are they satisfied? Are they unsatisfied?
What's their -- what's their feedback to you in
terns of howthis regulatory franework is
wor ki ng?

M5. BOTELHO  Great question.

We have -- so you're asking about
f eedback on K-bar, correct?

CHAl RVAN GOLDNER:  PBR -- PBR at
| arge, but, for sure, including K-bar.

M5. BOTELHO  They wei ghed in on our
first-generation PBR plan through the order and
t hrough the extension of the new plan.

| would say it's been favorable, from
what |'ve seen out of the first -- the first
phase, the first generation when we cane in from
t he second -- gaining approval fromthe
Comm ssi on.

One thing that | -- | think why they
i ked K-bar is because it was nore directly tied
to the performance of the Conpany and what we
were able to achieve, nmeaning they're able to
see -- as opposed to an X factor, they're able to

see what our capital investnent commitnent was
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during the rate case, as well as how we perforned
agai nst that investnent |evel, right?

So K-bar is nore directly tied to our
specific performance. |If we -- neaning, on our
specific investnents that we nmake on the system
So they're able to see and nonitor fromthat
per specti ve.

And | don't want to pontificate on how
t he Conm ssion viewed our case, but this is ny
interpretation, so just so you know, is that it's
nore easily transparent and nore directly aligned
to the Conpany's own investnents that we've been
able to put in service, that's what's fl ow ng
t hrough the K-bar, and then as conpared to the
comm tnment we nade at the tinme of the rate case
at the capital -- with the capital forecast that
was fixed at the tine.

So simlar dynamcs to what we have
here. W had presented a capital forecast that
was fixed, and we're being nmeasured agai nst that
forecast. Qur cap is based on that forecast as
well, so they'Il be able to nonitor, through an

annual filing that we nake and we provide.
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Simlar to the exhibits that we've wal ked through
bet ween yesterday and today, those are the exact
schedul es we provide to the regulators in
Massachusetts, so there's visibility around how
we' re perform ng agai nst what we forecasted at
the time of the rate case.

So, in that way, l|ike, the K-bar
adjustnent is nore directly able to be nonitored
as conpared to the commtnents in the rate case.

CHAI RMVAN GOLDNER: Do you operate in
other jurisdictions in Massachusetts, or is it
j ust NSTAR?

M5. BOTELHO  Yeah. So we have NSTAR
El ectric Conpany, Eversource Gas in
Massachusetts, and NSTAR Gas Conpany.

CHAI RVAN GOLDNER:  But no ot her
el ectric?

M5. BOTELHO  No ot her electric.

NSTAR El ectric Conpany -- just to be clear
Western Mass. El ectric Conpany nerged i nto NSTAR
El ectric Conpany, so we have both the | egacy --

(Conferring.)

MS. BOTELHO  That's when | first net
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Bob.

CHAl RMVAN GOLDNER:  Ckay. All right.
It's starting to cone together.

And then you suggested that nobody
here coul d comment on Massachusetts -- |I'msorry
-- Connecticut, where you al so operate, of
cour se.

|s there -- is there any way they
could comment on that, or must we wait for
M. Horton?

M5. BOTELHO If you could give ne a
nmonment ?

CHAI RVAN GOLDNER:  Ch, sure.

M5. BOTELHO Ckay. So | think we
have Paul, who's been involved in the Connecti cut
proceeding, likely froma netric perspective.
And then Doug has been in attendance at the
techni cal sessions in Connecticut related to PBR
so | would prefer, on the rate side, to wait for
Doug. But if you have any questions on the
nmetrics piece of it.

CHAl RMVAN GOLDNER:  You know, we can

wait. | suppose the reason |'masking is
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obvi ous, but you -- it sounds |ike the Conpany's
position is you have had a good experience with
NSTAR i n Massachusetts. You brought -- you

i nported that over, nore or less, to New

Hanpshire. | didn't detect any significant
differences in the proposal. But in your |arge
Connecticut operation, there's -- there's no PBR

So that is just good for the
Comm ssion to understand what's happeni ng; why
are you presenting it here. It sounds |like you
have been working in Connecticut for a |onger
period of tine, and it's -- it's not -- not going
as it did with NSTAR in Massachusetts. So the
Commi ssion is just trying to understand what's
goi ng on.

M5. BOTELHO Yeah. [It's a great
gquestion. Different -- different framework --
different regulatory frameworks. And | know, in
Connecticut, they have a capital tracker, and,
typically, they enploy, like, a forecasted test
year for their -- at the time of their rate plans
and rate cases. So we haven't -- |'d have to

| ook back at the dates, but | don't know that we
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have filed a CL& -- a Connecticut Light and
Power rate case or Yankee Gas rate case prior

to -- or following the -- the Massachusetts rate
cases where we've proposed PBR, so --

CHAl RVAN GOLDNER:  So you have not
proposed PBR i n Connecti cut?

M5. BOTELHO. We're not in front of
t he Conm ssion on any rate cases for either
Conpany, which is where we --

CHAIl RMVAN GOLDNER: I n the past, you
haven't either, so no PBR proposals were ever
made in Connecticut; is that right?

M5. BOTELHO. No, but | think it's a
function of the timng. So we haven't filed in
Connecti cut .

MR. KALLEN. In Connecticut, the
precedent is three -- they have -- they do have a
forecasted rate year, and then they have
basically -- it's basically three forecasted rate
years of all capital

And then, | think, |Iike Ashley was
saying, they have a capital tracker to handle the

uncertainty -- the uncertainty between what
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real |y happens and what they knew at the tine of
the rate case.

So PBR didn't really, at the tine --
whi ch woul d have been, | think, "17, '18 and --
sorry -- '19, '20 and -- ending in '20. | think
PBR -- |ike she was saying, the timng for PBR
didn't align with Connecticut, and, plus, their
framework -- their precedent kind of dictated a
different -- a different approach.

MR. COATES: Yeah, | just want to
conment just fromthe perspective of Eversource.
Pl ease don't infer that it was not adopted or
subm tted or approved in Connecticut as a
strategy, that -- that we didn't believe in the
process. It's a very different regulatory
envi ronnment .

And to the point of timng. In that
timng, the pandemic, a |ot of other concerns
arose in Connecticut that have kind of taken the
Conpany in a different direction.

So | just wanted the Conm ssioners to
recogni ze that it's not for the lack of belief in

PBR. It was just the timng and different
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regul atory and, frankly, legislative situation in
Connecti cut.

CHAl RVAN GOLDNER: (kay. Because the
obvi ous question is, you proposed a Massachusetts
nodel here in New Hanpshire. | understand that.
You did not propose the Connecticut nodel here in
New Hanpshire. | don't understand that.

So what's -- why would you -- why did
you propose the Massachusetts nodel as opposed to
t he Connecticut nodel, | guess is the question?
And | know you operate in other jurisdictions, as
well, so just trying to understand the Conpany's
poi nt of view.

M5. BOTELHO So | woul d say New
Hanpshire, from a ratenaki ng perspective, is nore
in alignnment with the historical Massachusetts
rate plans that have been in place.

So in New Hanpshire, you' ve taken a
hi storical ratenaking approach to resetting
your -- the revenue requirenent in -- for base
rates. You've allowed a franework of -- we have
a framework of step adjustnents on an annual

basi s, which provides sone |evel of revenue
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support.

Massachusetts is simlar in the sense
that, it's a historical rate setting at the tine
of a rate case. They do allow revenue support
bet ween rate cases through the form of PBR
Alternatively, in Massachusetts, there's been
capital cost recovery nechanisns as well between
rate cases.

In Connecticut, it's going back to
what Jon said, alittle different of a franmework
Typically, when filing a rate case in
Connecticut, they use -- they have enpl oyed, in
t he past, forecasted test years. So when they're
setting their base rates, they set their rates
for a three-year outlook in tinme, which is very
different than an historical ratenmaking context.

And that's what, in Connecticut in the
past, has been enpl oyed. Wether that will be
enployed in the future is yet to be determ ned.
| think Doug can probably speak to the direction
of -- of -- in Connecticut of PURA on that, but a
very different, in nmy mnd, framework that has

been enpl oyed, historically.
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So when we go in for each
jurisdiction, we |look at that jurisdiction, not
only the investnent needs for that jurisdiction,

t he custoner rates that would result out of those
deci sions, and that specific jurisdiction's
needs. So they can all be sized for the policies
in the state, as well as put in the historical
policies of the state as well. And that's how
we' ve approached our proposal.

Here in New Hanpshire, we see the
benefits of PBR. W see greater rate stability
for custonmers. There's inherent cost controls in
the PBR. | do think that's in alignment with --
| won't pontificate. | think -- | think it is a
good thing for custoners and why we have nade the
proposal here.

CHAl RVAN GOLDNER: Okay. Thank you
very nmuch. | see it's 10:30. Let's take a
break, returning at -- it's alittle bit past
10: 30, so let's break, returning at a quarter of,
and we'll pick up with Conmm ssi oner
Chat t opadhyay.

Attorney Dexter, I'mnot sure if we'll
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get to your questions before or after |unch, but
it could be either way. So if you could be
prepared for either, we would appreciate that.

MR. DEXTER  Yes.

CHAl RVAN GOLDNER:  Thank you. Ckay.
Of the record.

(Recess taken.)

CHAI RVAN GOLDNER:  Back on the record.

W'l nove over to Conmm ssioner
Chat t opadhyay' s questi ons.

CMSR. CHATTOPADHYAY: Just give ne a
mnute. |'magoing to open the files.

Ckay. Let's go back to K-bar for just
a few mnutes. As | understand K-bar in
Massachusetts, the 2017 PBR approach didn't have
a K-bar.

M5. BOTELHO  Correct.

CVBR. CHATTOPADHYAY: It was first
i ntroduced in 20227

M5. BOTELHO  Correct.

CVBR. CHATTOPADHYAY: And was t hat
filed right at the beginning, you know, when the

original filing had the K-bar in it?
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M5. BOTELHG It did not. So our
initial filing was an extension of the
traditional I mnus X formula. In the travel of
the case -- we run our capital forecast, our
five-year capital forecast, every year, and Jon
can speak to this process.

We received a new capital forecast
fromthe business, where they were forecasting
substantial increase in investnent, where we
| ooked at our proposal that we had in front of
the Departnent, and presented an alternative
because of that forecast. Because we had
realized that the traditional |I mnus X was not
going to be sufficient for us to commt to a
stay-out of five years.

CVMBR. CHATTOPADHYAY: This is a
gquestion for the Conpany as well as the
consul tants.

So in the original filing, there was
no K-bar, and then you all sat down and figured
out that was, within quotes, needed. Ws the
K-bar in Al berta introduced after that, or did

you -- did the consultants al ready have the idea
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of K-bar at that point in tinme?

M5. BOTELHO | can answer this.
don't think -- we didn't have the sane
consultants for the 2022 rate case as those
present today.

So during the proceeding, we presented
evi dence of, within those jurisdictions, the
alternative -- you mght renenber this -- the
al ternative approaches that have been adopted or
additional factors for PBR in other
jurisdictions, so we had -- | recall two
scenarios. One was a K-factor or a K-bar that
had been inplenented in Alberta. The alternative
is not comng to nenory. | only renenber the
acronym ICM And one was inplenented in
Ontario. It was the |ICM

| don't have -- | don't know -- | only
know the acronym |'mnot sure -- we didn't end
up recommendi ng that approach. (Conferring.)

I ncrenental Capital Mdel, so it was
an approach that was adopted in Ontario.

So we presented evidence on what those

approaches were in the proceeding. W expl ained
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t hose two approaches as proposed and i npl enent ed
in Alberta and Ontario. Utinmately, we had
proposed, in the travel of the proceeding, to go
with the K-bar approach, but we did analysis for
bot h scenari os.

MR. KALLEN: If nenory serves, | think
the Ontario one was nore -- nore -- you're paying
nore attention to individual projects, so | would
say it was kind of closer -- it resenbled nore a
capital tracker, sort of, because it identified
i ndi vi dual pieces of capital that would fl ow
t hrough rates; whereas, K-bar was nore attenpting
to establish a revenue requirenent based on a
reasonabl e | evel of capital investnent that we
can expect for the Conpany; whereas, |CM was
nore -- nore |ike a step increase, | would say.

That's ny perspective. |1'mnot sure
if they would --

MR. KOLESAR: Yes, that's pretty nuch
it. That's a pretty reasonabl e expl anati on of
how the Ontario | CM wor ked.

CMSR. CHATTOPADHYAY: So can you

confirm then, that K-bar has only been
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i npl enent ed by Eversource Conpany in the U S. ?

M5. BOTELHO In the U S. only.
believe it has only been inplenented by
Eversource in the U S,

MR. KOLESAR: No, that's not true.
It's al so been inplenented by Unitil --

M5. BOTELHO  Oh.

MR. KOLESAR -- in Massachusetts.

M5. BOTELHO So we have -- so, sorry
| wasn't thinking outside. The other conpanies
in Massachusetts, there have been forns of K-bar
adopted in Massachusetts for another utility,
Unitil.

CVBR. CHATTOPADHYAY: So would it be
fair to say that K-bar has been inplenented only
i n Massachusetts as far as the U S. is concerned?

M5. BOTELHO. Yes. And I'Il just --
yes.

CVBR. CHATTOPADHYAY: So, and the
K- bar concept is a Canadi an export?

M5. BOTELHO. Yes, it was -- we --
when we researched it to propose the 2022 rate

case, it was adopted in Alberta, and we relied on
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the calculations in that proceedi ng for how we
nodel ed it here today and in Massachusetts.

MR ROS: Can | add a point? The
sanple size in the U S is extrenely small in
terns of PBR exanples. There's Massachusetts and
Hawai i .

MR. KOLESAR  That's about it, yeah.

CVMSR. CHATTOPADHYAY: And that's good
to know, informationally speaking.

Ckay. | heard that for the 2017 NSTAR
PBR, the stay-out period was five years?

M5. BOTELHO  Correct.

CVBR. CHATTOPADHYAY: Wiat is the
stay-out period now for the 2022 inpl enentation?

M5. BOTELHO  Sure. It's five years,
but we anticipated an ability to potentially
extend the term by another five years. W have
an option to do that at the end of this term W
woul d make that assessnent, if the Conpany coul d
commit to a further stay-out, but the initial
stay-out period is five years for the current
2022 rate case.

CVBR. CHATTOPADHYAY: Was the ori gi nal
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filing also with a stay-out period of five years
or --

M5. BOTELHO Yes. And, typically in
Massachusetts, there's a | egal requirenent.
There's a law that electric conpanies nust file
every five years, so that was the reason for a
five-year stay-out, is that there's a lawin
pl ace.

CVMSR. CHATTOPADHYAY: Okay. |'m going
to change topics a little bit.

Throughout the filing, | see that the

term "bal anced PBR' has been used. And |, having
spent tinme on PBR nyself as an econom st, | know
alittle bit about -- for exanple, there's

sonet hi ng cal | ed conprehensive PBR

Ckay. |I'mjust trying to understand,
what does the Conpany really nean by "bal anced
PBR'? Is that a termthat is used, you know,
comonly, or it's just -- what do you really nean
by "bal anced PBR'?

M5. BOTELHO | don't know the context
you're raising in relation to conprehensi ve PBR

| don't know if Mark or Augie can weigh in here.
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But from ny perspective, the bal anced
PBR is an appropriate | evel of revenue support
that allows us to make a commtnent to stay out
of a rate case for a period of tinme, and it woul d
mai ntai n i nherent incentives for that stay-out
period wthin PBR, so the stay-out needs to be an
appropriate length of tine for us to realize the
cost-control incentives with PBR

But a bal anced plan not only, in ny
mnd, and | think in the Conpany's proposal,
provi des benefits for custoners in the form of
rate stability inherent -- it maintains the
i nherent incentives as part of the PBR science,
right? It also serves to alleviate the
adm ni strative burdens on the parties, as well as
prescri bed transparency to our performance in
areas that we propose.

So we propose performance netrics in
areas we think that are of interest to parties
and for New Hanpshire -- and provide -- to
provide a | evel of transparency on -- during the
stay-out period; what are the types of

i nvestnents we're naki ng, what's the investnent
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need that we're commtting -- the investnent plan
that we're commtting to in this proceedi ng, and
that requisite need. So | think a balanced PBR
has all of those conponents.

| don't know if Mark or Augi e have
anything to add, but, in ny mnd, when we talk
about a bal anced PBR, it neans to have a
sufficient -- it needs to be designed in a way
that allows us to conmt to that stay-out period
for us to realize those benefits that | just
st at ed.

CVBR. CHATTOPADHYAY: So is it fair
for me to conclude that, when you're talking
about bal anced PBR, you're not sinply | ooking at
the I mnus X piece, but you' re also considering
the other elenents, including K-bar --

M5. BOTELHO  Yes.

CVBR. CHATTOPADHYAY: -- in that
assessnent ?

M5. BOTELHO  That's right.

CVBR. CHATTOPADHYAY: Ckay.

MR ROS: If | could add a couple

points to that?
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CVBR. CHATTOPADHYAY:  Yes.

MR. ROS: The term "bal anced" or
"“conprehensive" is not, kind of, found in the
academ c, kind of, literature of PBR | think it
reflects the fact that no two PBR plans are the
sane. Every PBR plan has all of these different
conponents and paraneters that affect the
magni tude of the efficiency effects.

And so, a balance is nore, given a
particul ar Conpany's uni que needs, whether you're
i n Massachusetts or Hawaii or wherever, how to
structure, froma public policy perspective, a
bal anced plan that gets the incentives, different
t han under cost of service, because that's the
fundanental reason we're here, but, at the sane
time, neets the needs of the Conpany to nake its
i nvest nents goi ng forward.

And so, there's many different
paraneters. The sharing nmechani sm can exi st or
it cannot exist. If it does exist, how do you
share the benefits with consuners? Wat is
the -- the dead band wei ght upon which you start

sharing? Here, it's 25 basis points above the
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return on equity. In other places, it's nuch
hi gher.

This particular plan, although there's
a negative X-factor, it's comng in wthin an
X-factor of zero. It has a K-bar. So all of
t hese paraneters affect the incentive effects and
the plan in general.

| think any PBR plan that we've | ooked
at in Canada, in Massachusetts, Hawaii, have
different elenments of those aspects that, from
t he policymakers' perspective, balance the needs
of the Conpany and the consuners at that
particular point in tine.

CVSR. CHATTOPADHYAY: Can you rem nd
me agai n, when was K-bar introduced in Al berta?

MR. KOLESAR It was introduced in
2018.

CVMSR. CHATTOPADHYAY: We'll now change
topics quite a bit, and I would ask you to go to

Bat es page 1817, which is really -- just a

nonent. It's the principal report, okay? |If you
go to -- | already forgot what | said. 1817 or
18187
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COURT REPORTER: 1817,

M5. BOTELHO  Not only -- the
principal report | have only goes through 1797.
Is it the --

MR ROS: Is that ny report? Oh.

CVMSR. CHATTOPADHYAY: Yeah. | nean,
it's -- it says there, you discuss -- let ne
just -- I'malso confused.

There, you discuss the X-factor in the
| mnus X PBR formul a, derivation of the
X-factor?

MR, ROS: Yes.

CVBR. CHATTOPADHYAY: Okay. So |I'm
going to go to Bates page 1817, and at the end,
you have a fornula there that's P-dot equal to
Wdot mnus D-dot. And you're essentially saying

-- we start initially by setting revenue equal to

cost .
MR, ROS: Correct.
CVSR. CHATTOPADHYAY: And then you
sort of -- if you have a change in the rates that

is exactly Wdot by T-dot, then you would

mai ntain a situation with zero economc profits,
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correct?
MR ROS: That's correct. |If you

start off with just and reasonabl e rates,

correct.

CVBR. CHATTOPADHYAY: And -- so that
Is sonething that -- essentially, you can assune
that nost electric utilities that -- you know,

when distribution utilities, when they're
regul ated, that is a constant that we all live
in, so that sort of nakes sense to ne.

But then you go to the next page.

MR ROS:  Yes.

CVBR. CHATTOPADHYAY: And it's 1818.
You say that, for Equation 12 --

MR ROS:  Yes.

CMSR. CHATTOPADHYAY: -- which forns

the basis for using the GDPPI inflation in the

equation --

MR ROS: Correct.

CVBR. CHATTOPADHYAY: -- that you're
still assum ng that the economc profits are

zero. And |I'massum ng the assunption is that

the revenue is equal to cost, so that's also true
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for the entire U S. econony.

MR ROS: Correct. That the -- you
know, the econony also has this condition of zero
econom c profit. It doesn't nean zero accounting
profits, but zero economc profits, and so you
have this simlar, sane relationship that you
woul d have for the earlier equation.

CMSR. CHATTOPADHYAY: U. S
econony-w de or even with the -- with the
Equation 11, what you're looking at is sort of
trying to mmc perfect conpetition, right?

MR ROS: Yes. | mean, in the |ong
run. Perfect conpetition allows economc profits
in the short run, so it's short run versus | ong
run. In the long run, we're at equilibrium and
there's no nonopoly profits in the U S. econony.

CVBR. CHATTOPADHYAY: Do you know how
much of the economc activity in the U S CGDP
represents activity that happens in perfectly
conpetitive markets?

MR, ROS: So perfectly conpetitive
markets are rare. In terns of infinite nunber of

sellers, perfect information, that doesn't exist.
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Very, very rarely.

But in terns of workably conpetitive
mar kets, the U S. econony -- in those industries
where there's not -- they're not regul ated --

li ke, public utilities are a natural nonopoly --
represent the vast majority of economc activity
in the United States.

CVMSR. CHATTOPADHYAY: Woul d you agree
t hat nost of the econom c activity happens
t hrough markets that are sort of oligopolistic in
the U S . ?

MR, ROS: | don't know about "nost."
| don't know exactly what nunber that they would
represent oligopolistic markets, but there's sone
anount that's -- that would be fair. | would
agree with that.

CVBR. CHATTOPADHYAY: Since you're
using GDPPI, you know, you're using annual data.
Whereas, for nme, |I'mnot sure why what you see is
going to be m m cking perfect conpetition, okay?

So if that -- if this condition didn't
hold, is there -- is there another way to do

this, instead of sort of what you have proposed
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for Eversource?

MR. ROS: Sure. So the use of CDPPI
Is comonly used in PBR plans. GDPPlI has been
used as the "I" going back to the 1990s in
tel ecommunications. So it is a commonly accepted
inflation index to use for the "I."

At the sanme tine, one can -- instead
of using an econony-w de neasure of inflation,
one can go directly to | ook at and devel op an
inflation nmeasure of the industry. So -- and
this is done in sone of the Canadian
jurisdictions. It's done in Al berta.

So, for exanple, in Al berta, instead
of using GDPPI, they develop an inflation index
specific to the electricity and gas sector in
Al berta by | ooking at the wages in the Al berta
area and CPl in the Al berta area.

And so, one can do that directly and
not use GDPPI. And if one does that, then the
X-factor is calculated a little bit differently
t han when the X is GDPPI

CVMSR. CHATTOPADHYAY: Agreed. And

really, that's where | was going. | can't speak
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for the Canadi an econony, but | have enough

know edge about the U S. econony to sort of worry
about how this has been proposed, where you're
maki ng an assunption that is kind of farfetched,

t hat you have -- you know, that -- even though
you tal k about the long run, but, in reality,

you' re using annual nunbers fromrecent years.
Sol -- 1 feel alittle, sort of, uneasy about
usi ng the CGDPPI approach.

So that's why | was asking these
guestions. So then -- and what |'mtrying to get
at is -- and you already responded -- is there an
alternative way to do this, and you suggested it.

So |l think I'mgoing to stop there.
Thank you.

CHAl RMVAN GOLDNER: Ckay. Thank you,
Comm ssi oner Chattopadhyay.

So we'll now turn to the Departnent of
Energy. And, again, appreciate the Departnent's
offer to help the Comm ssion's understandi ng of
t he Conpany's proposal.

Attorney Dexter.

MR. DEXTER: Thank you, Comm ssioner.
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As | said, the Departnent of Energy consultant,
Nick CtowWl ey, who is participating renotely, has
a few questions about the nechanismthat we've
been tal king about the |ast couple of days. So |
woul d ask Nick to go ahead with his questions.

MR CRONLEY: Thanks, Paul.

So just to confirm can the people in
t he room hear ne?

CHAl RVAN GOLDNER:  We can. Al t hough,
if you could increase the volune just a little
bit, that would be hel pful.

MR, CROALEY: kay. I'mnot sure if |
can do that.

CHAl RVAN GOLDNER:  You just did -- you
just did.

MR. CROALEY: Hopefully that hel ps.

CHAl RVAN GOLDNER:  You're perfectly
cl ear now. Thank you.

MR. CROALEY: kay. Geat.

So thank you for giving ne sone tine
to ask a few questions. Really, the purpose of
my questions today are just to understand sone of

t he nechanics of how the revenue cap will work.
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So the goal is really just -- |I'm
going to go through a series of questions, and
t he purpose of the series of questions is to
understand how the rates for custoners wl|
change year to year under the proposed revenue
cap, so if you can bear with ne. Sone of these
guestions seemreally small, but they all fit
together in the end, and they're all kind of
aimng towards that goal

So the first question that | have --

and this is just a clarification question, which

you can correct nme on -- is, as | understand it,
the Conpany is currently -- as it currently
operates, has sone costs that are tracked, I|iKke,

Wi th cost trackers. And then in this PBR
proposal, if it's approved, those costs would
instead be rolled into base revenue requirenents
and no | onger be tracked separately.

So, for exanple, the things |I'm
t hi nki ng of are spending categories, |ike
property taxes, vegetation managenent, storm
costs, rate case expenses.

Am | correct in understanding that
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those itens will no |onger be tracked and,
i nstead, be contained within the revenue
requirenent that's going to be adjusted by CGDPPI?

M5. BOTELHO It's different, based on
t he conponents, so | can wal k through -- and j ust
to be clear, there's no nechanismin which we are
recovering any capital-related costs, outside of
base distribution rates. So the mechani smt hat
woul d be i npacted by the Conpany's proposal are
limted to the regulatory reconciliation
mechani sm the RRA, as well as the PPAM the Pole
Pur chase Adj ustnent Mechani sm

So there's different conponents
i ncluded in both of those two nechanisns, in
whi ch we have proposal s on each conponent of
that. Doug referenced yesterday, specific to
LBR, we proposed for both net netering and energy
efficiency, which | know is through the SBC
Those are not reflected in base distribution
rates or have been transferred into base
di stribution rates.

So it's really dependant on the

conponent. For -- | would say for vegetation
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managenent today, the way the mechani smworks is
that we had set a level in base rates at the tine
of Docket DE 19-057, the Conpany's last rate
case, and the reconciliation that happens through
t he mechanismis a reconciliation between the
actual vegetati on managenent expense in that
year, as conpared to the baseline established
fromthe test year

So it's really a conponent -
by- conponent analysis. |f the Conpany hasn't
separately adjusted for those conponents and base
rates, neaning specific to vegetati on nanagenent,
we have proposed -- in this case, we have a | evel
of expense, or vegetation nmanagenent budget, that
we're anticipating into the future. W have a
post-test-year adjustnent. W have not inflated
t hat by GDPPI

So there are categories of costs, when
you devel op the revenue requirenent in the cost
of service, that are not specifically adjusted
that do get an inflation adjustnent. W
categorize those as residual costs.

So | would say not -- not in al
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i nstances of what you're referencing, as far as
what is getting transferred into base rates,
woul d we be applying a GDPPI inflation adjustnent
to it.

| know that was pretty | ongw nded.
can go through each conponent, but | don't want
to derail your questions.

MR. CROALEY: Yeah, so | think maybe
in the future technical conference, we can go
t hrough sone of the details. But | guess what
|"mhearing is, there still wll be sone
conponents of the Conpany's overall revenue that
is collected outside of | mnus X; is that right?

M5. BOTELHO No. So we are proposing
an elimnation of the PPAMfor cost --

MR. CROALEY: Ckay.

MR. BOTELHO -- after August 1st,
2024. That would be all conponents, so -- for
the RRA, it's the sane proposal. | could go

t hrough each conponent. But for certain aspects,
we had proposed a reconciliation at the tinme of
t he next rate case.

So | have a sunmary of each of those
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conponents. | do think it would be helpful to go
t hrough, but -- no, so full elimnation of the
RRA, full elimnation of the PPAM and the LBR

MR. CROALEY: Ckay. Al right. Thank
you. That's hel pful.

So in other words, the Conpany's
revenue requirenment that's adjusted by the GDPP
is really containing just about everything that
t he Conpany had. So the Conpany incurs these
costs. Those costs are part of its revenue
requi renent, and, basically, the revenue
requirenent is going to contain nore of the
costs -- the base revenue requirenent is going to
contain basically all of the custoner -- of the
Conpany's revenues; is that right?

MS. BOTELHO It's not correct. So we
still have costs that are recovered. So this was
your initial question. So only for those two
nmechani sns, there's costs we're proposing to
transfer into base rates. W have the
Transm ssi on Cost Adjustnent Mechanism W have
the SBC, which recovers energy efficiency costs,

and there's -- sorry -- I'"'mnot the witness on
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all of these prograns. The SCRC.

MR. CROALEY: That's all right. W
can get into those at another tine. Really, I'm
just trying to understand, kind of like, that
there are or are not elenents that are in the
base revenue requirenent so that -- I'mstarting
to understand, fromjust talking to you right
now, that there are a bunch of costs that used to
be tracked that are now going into base revenue
requi rements, but then there still wll be sone
t hings that are outside of that.

M5. BOTELHO  That's correct. And
things |i ke energy supply costs, so the Stranded
Cost Recovery Mechanism that's proposed to
continue. Energy efficiency programcosts are
proposed to continue outside of base rates.

MR, CROALEY: (kay. Okay. So let's
nove on to the next question, which is getting
nore, again, at how rates are going to change
year to year.

So let's start with Year 1. So if |
recall correctly, the newrates for Eversource in

New Hanpshire will be in effect August 2025,
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right?

M5. BOTELHO  Correct.

MR. CROALEY: So those August 2025
rates are going to be based on the test year
revenue requirenment divided by -- and | know
that there's different rate classes and different
el ements of each rate, but, in a general sense,
the test year revenue requirenment will be divided
by the Conpany's test year billing determ nants;
is that right?

M5. BOTELHO  Yes.

MR, CROALEY: (kay. Let's think about
Year 2. So ignoring whatever elenents are
tracked outside of the revenue cap. In Year 2,

t he Conpany's revenue requirenment fromYear 1 is
adjusted by two things. One of themis GDPPI,
which | would usually think of as being the

| mnus X formula, but really it's just "I"
because there's no "X "

M5. BOTELHO  Correct.

MR, CROALEY: "X" is zero.

And then, the other thing is K-bar.

So you have these two el enents, the revenue
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requi renments, adjusted by GOPPI. And then, in
addition to that, there's revenue provi ded by

K- bar .

M5. BOTELHO That's right. And we

wal ked t hrough yesterday -- Doug wal ked through
yesterday the adjustnents. There's certain
categories of costs or revenues that don't get
the inflation adjustnent, |ike historical storm
costs, our stormreserve proposed in the

proceedi ng, as well as other revenue.

So, absent those adjustnents out of

the cal cul ation, yes, that -- the revenue
requi rement, as approved com ng out of this
proceedi ng, would -- would receive the inflation

adj ust nent .

MR. CROALEY: Ckay. So we have this

- 1 like M. Kolesar's characterization or this

term the "spending envelope.” So the spending

envel ope is adjusted fromYear 1 to Year 2 by

mnus X, or just "I" and K-bar. And then what

|"'m-- the thing that | really would like to
understand i s, once you have this Year 2 spending

envel ope, does the Conpany take this updated Year
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2 spending envel ope and divide it by an updated
set of billing determnants? O are the billing
determ nants set at the test year billing

determ nants, and then the test year billing
determ nants are just the sane every year because
you've got the Year 1 billing determ nants, and
you're just -- you're adjusting revenues each
year, but not the billing determ nants? That's
my questi on.

M5. BOTELHO G ve nme one nonent. |'m
going to pull up our tariff. | don't have our
rates person here today, but | think I can answer
this, so if you just give ne one nonent.

(Conferring.) So | was able to

confirm-- | think we have an outstandi ng
di scovery request on this. It's the test year --
the test year billing determ nants stay as is, so

they don't get updated --

MR. CROALEY: Yeah. kay.

M5. BOTELHO -- each year. Yeah

MR. CROALEY: Ckay. So that's really
hel pful. So thinking about the nechanics of the

proposed revenue cap here relative to
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Massachusetts. M understanding of -- and you
can correct ne here, if I'm m staken, but ny
under standing of howit's done in Massachusetts
is that, it's basically the sane, where you have
an updated, allowed revenue, and the billing
determ nants stay the sane as they were in the
test year, when you set rates during each year of
the PBR term is that right?

M5. BOTELHO  That is correct.

MR. CROALEY: But there is a
difference that's related to this between your
proposed plan in New Hanpshire relative to
Massachusetts -- and, again, you can correct ne
if I'"mmstaken on this. But in Massachusetts,

t he Conpany does operate under revenue
decoupling; is that right?

M5. BOTELHO. That's correct.

MR. CROALEY: So everything is
basically simlar to Massachusetts, but the
difference -- there's a difference in that you --
t he Conpany doesn't have revenue decoupling here
in the proposed PBR pl an?

M5. BOTELHO  You're correct, yeah.
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That is the difference.

MR. CROALEY: kay. Those -- that's
really all the questions that | have right now.
| have other questions related, potentially, to
Pl Ms, but I"'mnot sure if we want to go there
ri ght now, because we're sort of in the world of
rates. | wll pause there.

CHAI RVAN GOLDNER:  Att orney Dexter,
woul d you like to proceed with any other topics
as this time, or would you like to end it there?

MR, DEXTER: I'd just like to confer
with M. Dudley for a mnute.

CHAI RVAN GOLDNER:  OF cour se.

(Conferring.)

MR. DEXTER: To the extent we have any
guestions, they would be for M. Horton. So if
we coul d cone back to that in the afternoon, we
appreciate it.

CHAl RVAN GOLDNER:  Ckay.

MS. CH AVARA: M. Chairnan,

M. Horton should be here by 12:30, so by the
time we conme back fromlunch, he should be here.

CHAI RMVAN GOLDNER: So first, thank you
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to M. CowWey. That was -- that was very
hel pful .

And perhaps this is happening in
di scovery or sonething, but in -- for the
Conmi ssion's benefit, it would be nice to have a
succi nct and sinple summary, as M. Crow ey said,
basically, what's in and what's out. That's not
clear to ne. And so that |ine of questioning was
extrenely hel pful, because that's a little fuzzy
and foggy, at least for ne, so that's -- that
woul d be -- that would be good to know.

MR DEXTER: M. Chairnman, after
further consultation with M. Dudl ey, we did have
a question on the 2024 capital additions and how
they m ght be reviewed under the proposal s set
forth by Eversource. So if we could -- if
M. Dudl ey could ask a couple of questions, we'd
appreciate it.

CHAI RVAN GOLDNER: Pl ease proceed.
Thank you.

MR. DUDLEY: Thank you, M. Chairman.

You had a discussion earlier with the

Eversource wi tnesses regarding the proposal to
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i ncl ude the 2024 capital investnents, and -- and
there was sone questioning by you regarding the
timng of the docunentation.

And so, ny question to Eversource, is
that, given the schedule in this proceedi ng, how
woul d Eversource anticipate the Departnent and
ot her parties review ng project docunentation,
that we probably will not receive until sonetine
in |ate February or March?

M5. BOTELHO. Yes. So, at the time we
had initially filed the case, we thought that we
would -- there would be anple tine in the
procedural schedule for that review

Upon -- | know we're closer to
finalizing the procedural schedule. Looking at
t he nost recent dates, we realized that that
woul d present a challenge for the parties in this
proceedi ng, the review -- the prudency revi ew of
t he 2024 docunentati on.

So in our response -- and this is
where the line of questioning cane fromthe
bench. In our response to PUC 1-003, we had

shown what an alternative to the 2024 rate base
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update would be in the context of the K-bar
adj ust nent and PBR framewor K.

So, alternatively, | was describing
that, in place of the 2024 rate base update that
we had initially planned as part of the initial
filing and requested for approval in this
proceedi ng, that we would be elimnating that, so
reduci ng that request out of -- out of the
permanent rate request and asking, instead, three
K- bar adjustnents that woul d begin on August 1st,
2026, an additional K-bar adjustnent that woul d
take place on August 1st, 2025, in place of an
update for a 2024 rate base.

So our response is outlined in PUC
1-003 that wal ks through what the differences
bet ween those two proposals are and the revenues
t hat woul d be all owed under those two scenari os
as our -- as conpared to our initial proposal.

MR. DUDLEY: Ckay. Just to be clear,
| first encountered this proposal in M.

[ Sic] Landry's testinony, but you're saying that
has now changed, and the DOE and the parties wll

not be in receipt of any information?
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M5. BOTELHO. If | could have a
monent. (Conferring.)

So | do believe that the bench
requested us to take back, if we could accelerate
t he production of the capital project
docunmentation, so | wll take that back with
Ms. Landry, on the timng of when we would be
able to do that.

But it wll -- it does present
challenges as it relates to the procedural
schedul e, which pronpted our discussion in
PUC 1-003, so -- | don't know what nore to say
t here beyond the followup that we agreed to.

VMR, DUDLEY: M only concern,

M. Chairman -- if | may address the Conm ssion
on this issue. M only concern is that if
Eversource does wind up filing that
docunentation, which |I'm sure would be copi ous,
as you' re aware, we have about 17,000 pages of
proj ect docunentation filed in a rate case now.
So if Eversource does decide to file it and enter
it into the record, what exactly are we supposed

to do with it? | mean, the period for discovery
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by then will have |ong since passed. W won't be
able to conduct discovery. W, essentially,

won't be able to conduct any real kind of
investigation into that, so | guess the question
is, what do we do with it if it's entered into
evi dence? How do we challenge it?

CHAl RMVAN GOLDNER:  Yeah, it's a --
it's a good question, and | appreciate the |line
of questi oni ng.

My current thought process, which is
inconplete, is that the test year is 2023,
correct?

MR. DUDLEY: Yes.

CHAl RMVAN GOLDNER:  So -- so, a
conpl ete exam nation of 2023 could be done in the
usual way with a very conplete and thorough
analysis by -- by all the parties, and that woul d
give us a baseline. That feels right.

| believe the need for 2024 stens from
t he K-bar piece of the analysis, and so that
woul d be the estimate, | think, that the Conpany
was tal ki ng about yesterday, which would be

i nconpl ete and maybe a little bit -- alittle bit
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wi ggly, so -- so that was the way | was thinking
of it.

MR. DUDLEY: Yeah, that's kind of ny
under standi ng, too, M. Chairman. But in that
case, we're just dealing with nunbers, not really
every shred of project docunentation that they
have. | was just trying to get -- |I'mjust
trying to understand the proposal itself.

CHAl RMVAN GOLDNER:  Yeah. Yeah, ne

too. So |l think -- and it's worthy of further
di scussion, for sure, and | apol ogi ze, |'m about
to repeat nyself -- not on purpose, but just as

| "' m processing information. The Departnent and
the parties and the Comm ssion would -- are, of
course, very interested in having this rock-solid
| aunching point if PBRis the proposal and is
eventual |y approved, and naturally has to be
based on 2023. Even with two- or three- or
four-week push-out of the current schedul e, that
woul dn't help with 2024. So that's really
i nportant.

And then 2024, we would collectively

rely on sonme estimates and anal ysis, but -- but
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nothing -- an order of nmagnitude | ess than 2023
woul d just be nore cursory, | would think.

MR. DUDLEY: Ckay. Yeah.

M5. BOTELHO And just to clarify. In
the alternative proposal that we put forth for
t he K-bar adjustnent on August 1st, 2025, we were
not anticipating a prudency review would be
necessary, as would any other year of the -- for
the K-bar PBR adjustnents, there wouldn't be
annual reviews of capital project docunentation,
which is an adm nistrative benefit that -- that
woul d be there.

CHAI RVAN GOLDNER: And | woul d t hi nk
-- and I'mjust thinking out |loud, and | guess
|"'mIlooking at M. Dudley and M. Dexter, if --
if -- if the parties cane forward in sone kind of
settl ement down the road and needed a nunber for
2024 for PBR, that would, effectively, be a
negoti ated nunber. There would be sone facts
avai |l abl e and sone questions, and that woul d just
be -- if it went to settlenent, | suppose that
woul d be sone kind of negotiation in the end,

because the nunbers woul dn't be fi xed.
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|s that the way the Departnent is
thinking of it, or have |I m sapprehended what's
goi ng on?

MR, DEXTER: | think you' re way ahead
of the Departnent on what m ght or m ght not be a
settl enment.

| wll say that this has been a
concern fromthe nonent we opened the case, the
notion that we would get 2024 information for
pl ant adj ustnents and essentially no tine to
reviewit.

CHAIl RVAN GOLDNER: And that's al ways
the case, right, M. Dexter?

MR, DEXTER: No, | don't think it has
been. | think what's happened in recent tines is
that the step adjustnents -- and |'mnot sure
what happened for Eversource in 19-057, but in
cases since then, the step adjustnent -- the
first step adjustnent has not taken place on the
sane date as the rates. W've been through
settl enment, negotiating 90- and 120-day tine
periods to review those capital additions. So

the step adjustnment would take place sonetinme in
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Sept enber, QOctober, Novenber, if the underlying
rate change took place in June or July.

And that's been the case for several
rate cases. Again, | didn't go back and check
Eversource's -- how it was handled in 19-057.

M. Dudley is telling ne that that al so took
pl ace in 19-057.

The other thing that concerns the
Departnent, as long as we're tal king here, we've
heard a | ot about the normal prudence review.
And as I'msitting here, |I'm having concerns that
t he normal prudence review, when the next case
conmes in 2029, is going to enconpass about five
or six years, and it looks |ike we may be addi ng
anot her year of prudence review. | wouldn't put
that in the |ight of normal prudence review
That strikes ne as an awful |ot of work to be
done many years after the fact.

And, you know, people |eave. People
t hat produced project authorizations and change
order forns and things |like that have noved on to
ot her positions and are not necessarily

available. It's very hard to investigate
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deci si on- maki ng, because the prudence standard
is -- you know, the decision was nade at the
tinme.

And so that's a concern that's --
that's out there for the Departnent. 1'Ill |eave
it at that.

CHAI RVAN GOLDNER:  Ckay. And j ust
maybe a final question, and then we'll go to
[ unch.

How did the Departnent deal with this
in 19-057? Because | think that was about 10
years since the prior rate case, and that nust
have been a bundl e of activity there.

MR. DUDLEY: Yes. Indeed, it was,

M. Chairman.

CHAl RMVAN GOLDNER: It sounds |ike you
have firsthand know edge, M. Dudley --

MR. DUDLEY: | do, yes.

CHAl RMVAN GOLDNER:  -- on the
situation. And that's what you're representing
here, is that six or ten years is an awful |ot of
data to go through at a single tinme?

MR. DUDLEY: Correct.
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CHAI RVAN GOLDNER:  Ckay. Well, that
was very helpful, M. Dexter. That was extrenely
hel pful for the Comm ssion on both |ines of
guesti oni ng.

Let's take a one-hour |unch, returning
at quarter of 1:00. And we'll begin with
M. Horton, any questions fromthe Comm ssion,
and then | know t he Departnent had sone
addi ti onal questions for M. Horton.

Of the record, returning at a quarter
of 1:00.

(Luncheon recess taken.)

CHAl RMVAN GOLDNER: Ckay. Back on the
record.

So just a question for M. Horton.

Wel cone back. WIIl you be here on Tuesday next
week, or should we ask any further questions of
you today?

MR HORTON: | think | wll be here
the rest of the way. | plan to be.

CHAI RMVAN GOLDNER: Al l right. That
sounds good. And, Attorney Chiavara, if

sonet hi ng changes, please notify us, because we
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do have questions relative to DSP and so forth
that would be tailored for M. Horton.

Ckay. So we'll turn now to the
Departnent of Energy. | think you had sone
guestions for M. Horton.

MR. DEXTER: Yes. Thank you,

M. Chairman. M. Dudley has a few questions
followi ng up on what we heard yesterday.

MR. DUDLEY: Thanks again,
M. Chairman, for your indul gence.

M. Horton, yesterday you had a fairly
| engt hy di scussion with the Chairnman regarding
the i ssue of gold-plating, overspendi ng, and
earnings attrition. And there were a few m ssing
pi eces there, | thought, and I'mjust trying to
connect the dots here.

So in terns of the inpact of
overspendi ng on the equity side of PSNH s capital
structure, it was your opinion that -- that it
woul d have a di mi nishing inpact -- any
over spendi ng or excessive spending woul d have a
di m ni shing inpact on the equity side; am|

remenbering that correctly?
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MR. HORTON: If we -- if we are
investing in the systemat any level -- but in
this scenario, we were discussing spendi ng nore
than we need to in order to drive earnings up. |
was trying to describe the sinple mat henmati cal
equation of what is the return on equity in
that -- yes, if you're investing in the system
because we need to draw capital into the system
to enable that investnent, that the equity
bal ance wi Il increase conmmensurate wth that
i nvest nent .

And when you do that, all else equal,
the equity bal ance increasing as being the
denom nator, that the return on equity -- again,
it's just net incone divided by equity -- the
return on equity will decline. So on that equity
side, that was the point | was trying to nake.

MR. DUDLEY: And | guess the m ssing
piece for me is -- so PSNHis not -- you don't go
to WAll Street for equity issuance, correct?

MR, HORTON. The parent Conpany does.
That's correct.

MR. DUDLEY: Right. So the parent
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Conpany provided equity infusions to PSNH on an
annual basis, correct?
MR HORTON: Yes, it does, and
di vidends go from PSNH to t he parent Conpany, and
earnings are retained by the parent Conpany.
That's -- those are generally the | argest noving
factors of PSNH s equity bal ances. That's right.
MR. DUDLEY: And, essentially,
Eversource, the parent, does that to cover
i nvestnent, but they also do it in order to -- in

order for PSNHto maintain its capital structure,

correct?

MR, HORTON: Correct.

MR, DUDLEY: Al right. So -- so
there's -- technically speaking, in a perfect

world, there's really no shortage, in terns of
PSNH s access to equity funding, correct?

MR. HORTON: Ch, there's certainly
[imtations. |'mnot sure -- | want to be
responsive. | nmean, no shortage of capital is
not how | would franme it. There are absolutely
shortages of capital, for sure.

MR, DUDLEY: Utimately, it's upto
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t he parent Conpany, correct?

MR HORTON: It's up to the parent
conpany's ability to provide investnent.

What | was trying to convey is the
parent Conpany, | think, is an unnecessary
conplication. And the point I'mtrying to make,
which is that, the parent Conpany invests in the
subsi di aries, and the parent Conpany is the
entity that issues equity. Al | was trying to
convey is, if you take that parent Conpany out of
t he equation, that operates, in ny mnd, in very
sinplistic terns, simlar to if it were an equity
investor, often investing directly in PSNH.

In ny mnd, the sane principles would
be true. You end up getting to the -- getting to
the notion of gold-plating or investing nore than
we need to as a way to drive up earnings. That
was the conversation that | was engaged in
yesterday, what | was trying to put ny context
to, which is -- which is the point I'mmaking, is
that, if you -- whether or not your equity
i nvestor is the parent Conpany or the equity

investor is an equity investor external to
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Eversource, then the act of increasing investnent
at PSNH, all else equal, will drive down the
return to the equity investor. Because you're

i nvesting nore, the denom nator has to increase,
and that will cause the earnings attrition that
we were tal king about in context yesterday, on
just that one side of the equation.

MR. DUDLEY: So let's say just,
hypot heti cally, Eversource rebuilds a substation,
and the -- the cost -- the budgeted cost, the
projected cost, is 20 mllion, and it w nds up
costing 45 mllion. And, yes, it'll -- it'll
have sone inpact on PSNH s earni ngs, as you poi nt
out, but don't you get all that back in the next
rate case? | nean, all of that goes into rate
base in the next rate case; does it not?

MR. HORTON: There's a fewthings to
take into account -- and, again, in the
conversation yesterday, the way | was
under st andi ng the question framed was, what is to
stop you fromcontinuously investing nore than
you need to? O under PBR, why wouldn't you

sinply gold-plate to i nvest nore?
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So if we take that exanple that you're
-- you're presenting here, we have an investnent
that was -- we thought, was going to cost 20
mllion. 1t cost 45 or -- if we're tal king about
gold-plating, I think that dynam c woul d be that
we nmade it cost 45, and it only had to cost 20.

And the financial incentive that |'m
only trying to describe in terns of the math is
sinply that, in that scenario, we've spent 45
nore than -- we have spent 45 nore, 25 nore than
we woul d need in the non-gol d-plated sol uti on.
Unl ess we have revenues to support the 45, we're
not going to actually earn on that investnent.
And even if we cone to our next rate-setting
interval, if, at that point in tine at our next
rate case, you set rates based on a historical
test year, as we do here in New Hanpshire,
meani ng i nvestnents are reflected in rates
prospectively starting August 1st, 2025, based on
i nvestnents that have been made through 2024 or
2023, depending on how this plays out. W wll
then get investnent, in rates, the return on

t hose i nvestnents based on that historical basis.
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So, two things are inportant. One is
that, that $45 mllion investnment will be subject
to intense scrutiny to confirmthat we had to
spend every penny of it, and if it's determ ned
that we spent nore than we needed to, that woul d
be ripe for disallowance. W would never earn on
that, and that's a very big concern for
utilities.

And then the second piece is, in an
envi ronment where we're spending nore -- or in a
scenari o where we're spendi ng nore than we need
to because we're trying to gold-plate to drive up
earni ngs, when we get to that next rate case,
where we're reflecting that investnent in the
rate base and continuing to spend nore, ny point
is that the math would just show -- it is sinple
math -- that the return on equity will not be
aut hori zed, because you're spending nore than the
revenues are giving you.

So, yes, that $45 nmillion investnent
woul d get reflected in rate base, but if the idea
or concept is you' re always going to be

i ncentivized to spend nore, I'mjust -- | -- we
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aren't, because if we continue to do that, even
having that historical $45 million in plant, the
fact that in that current year -- in the rate
year in that future scenario, in this
hypot hetical, if we're continuing to spend beyond
our neans and to spend noney that's not
necessary, we're going to continue to degrade the
earned ROE, such that, the anmount that is
actually left for shareholders is not going to be
the -- the anount that they would need, that 9.3
percent, or whatever it is. Because you wll
have put the investnent into rates, on a
hi storical basis, all else equal, you will have
then inflated your denom nator again, fromwhat's
allowed in rates, so your actual earned return on
equity is going to be considerably |ess than your
aut hori zed ROE

And the investor doesn't get what's
aut hori zed. The investors are -- they get what
is left. That net inconme is what the investors
get for the use of their capital. So if every
year our net incone is not comensurate with the

equity, because of the scenario that you're
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describing, that's the -- that's the point |'m
trying to nake.

MR DUDLEY: Wll, the investors don't
get it over the PBR period, but, ultimtely, they
do, right? At the tinme of the next rate case,
all of that, the 20 mllion plus the 25 mllion
goes into rate base?

MR, HORTON:. Again, it -- so there's
two points that I'mtrying to make, and | don't
want to belabor it. | think | agree with you.

That if that plant is found to be prudent, that

plant will go into rate base and be reflected in
rates, so that the authorized -- the authorized
rate structure and cost of service will be

reflecting a return on that investnent. That's
true. There's no argunent from ne.

What |' m pointing out, though, is that
in--inreality, in that year -- pick a year
that this would happen, so we cone into -- let's
just try to use this year, this case. That's the
timng I"'mtrying to convey.

So let's say this dynam ¢ has happened

in the past, right? So now we're sitting here
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asking for rates prospectively August 1, 2025.
Theoretically, | agree with you. The rates that
W ll be set in this proceeding will be set to
reflect a cost of service that includes a return
at whatever that percentage is. |'mjust going
to say 9.3. That was the |l ast one. D fferent
paraneters will be here.

So 9.3 percent. But starting August
1, 2026, if we're continuing to invest, which we
are, to significant anmobunts between now and t hen,
the actual earned return for that rate year
cannot, and would not, be 9.3 percent, because
bet ween now and then, our equity balance is going
to have gromn. And if it's grow ng faster than
t he revenue support provided through any ot her
mechanismthat's put into place at that point in
time, the actual earned return will be less than
9.3. And that dynamc wll -- will exist during
the course of the PBR termas well.

Again, | was reacting to the notion
of, well, why won't you just, in the PBR term
i nvest nore to gol d-plate, because you earn it if

you do that. My only point is, if an entity does
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that, the math just proves that that's possible.
You woul d not ever actually earn -- the equity
woul d never -- the equity investor would never
actually earn a commensurate anount based on that
i nvest nent, because you're going to have to
continue to flow equity into the system and never
be able to earn on that equity at the authorized
return | evel.

MR. DUDLEY: Gkay. Thank you,

M. Horton.

MR. HORTON: Thank you.

MR. DUDLEY: Thank you, M. Chairman.

CHAI RVAN GOLDNER:  Thank you,

M. Dudley. That was hel pful.

Ckay. So we'll now turn to any ot her
parties who would like to ask the Conpany
guesti ons about PBR nechanics that would help the
Comm ssi on' s under st andi ng.

So | see M. Skoglund. | think you
didn't make roll call this norning, but | see
you're here, so if -- if anyone has any questions
for the Conpany relative to the PBR nechanics

that can help us out, we'd appreciate it.
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MR, SKOGLUND: Yes. Chris Skoglund,
Director of Energy Transition, C ean Energy New
Hanpshire. | apol ogize for being late for class.

CHAl RMVAN GOLDNER: No -- no probl em
No problem Do you have any questions, sir, or
are you good to go?

MR. SKOGLUND: Not at this tinme, no.
Thank you.

CHAl RVAN GOLDNER:  Thank you. The
Conservati on Law Foundati on, any questions?

MR. KRAKOFF: Yes, thank you.

| just have, | think, a couple
guestions, nmaybe to clarify a couple of things
that we tal ked about this norning.

| guess the first one is -- you know,
| think you said this norning that the only other
state -- state, not province -- where they have
adopted a K-bar |ike the one proposed here is in
Massachusetts, and then sonebody suggested Hawai
as well. So could you -- there was sone
di scussi on about Hawaii. Could you just clarify
what you neant by that?

MR ROS: H . The comment | nade was
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that Hawaii is a state that has a PBR And we're
going to check right now if that has a K-bar.

MR. KOLESAR: The plan in Hawaii does
not have K-bar. What it has is an exceptional
project recovery nmechanism which is a form of
capital tracker, but it doesn't have K-bar.

MR. KRAKOFF. Ckay. Thank you for
that clarification.

And ny second question is with respect
to Connecticut, and you expl ai ned sone of the
di fferences between Massachusetts and New
Hanpshire on the one hand and Connecticut on the
ot her hand.

Now, |'m aware that there's three
I nvestigatory dockets in Connecticut right now
that are studying PBR | was just wondering how
those fit in, and, you know, whether, as a result
of those investigations, you m ght propose
sonething simlar in Connecticut that you propose
here, or whether Connecticut is conpletely
di fferent altogether.

MR, HORTON:. Absolutely. | can take

that. And I'Ill apol ogi ze for having nmy back to
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you, which is awkward to --

So as it relates to Connecti cut,
there's first sone table-setting. So we have
operations -- electric, gas, and water operations
in Connecticut. And, in 2020, |egislation was
passed to put Connecticut on a path for PBR
specifically for the electric conpanies. The
| egi sl ati on opened the door for PURA the
regul ator, to inplenent PBR for gas conpani es and
wat er conpanies as well, but the |egislation was
specific for electric. And since that tine, PURA
has been in a process of, just as was nentioned,
facilitating or comng to a framework for PBR
focused on the electric conpani es.

Hi storically, Connecticut has used --
relied upon a forward-1|ooking rate year, and have
multiple rate years going into effect. So for
Connecticut, our electric and gas conpanies -- in
the prior cases, that was the franmework, not
havi ng a PBR structure but having three rate
years decided as a result of the rate proceeding,
and then having capital cost recovery nechani sm

during the three-year termand continui ng
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t hereafter.

The three nost recent rate cases in
Connecticut, two for water conpanies and one for
an el ectric Conpany, has departed fromthat
hi storical precedent, so now, in those recent
deci sions, although there's not a fornal
statenment by the Conm ssion to nove away from
that framework, they've adopted nore of an
hi storical test year framework in a one-year
rate. So it's akin to here, where we're
establishing a test to operate for one year.

And | only say that to say that the
PBR dockets -- focusing on Connecticut -- are
trying to figure out, essentially, how should a
PBR franmewor k be constructed for those periods
beyond that first rate year, focusing first on
el ectric.

So the three dockets they have are --
the first one is focused on the ratenaki ng, which
is -- | amthe Conpany's representative in that
proceedi ng and can speak very -- you know, at
| ength on how that is progressing.

The second is on netrics. Al three
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of the dockets are very nuch intertw ned, but
being run separately. So the second one is on
nmetrics, where they have netrics in three
categories. They have reporting nmetrics, which
are just data. They have scorecards, which are
data but with trends, potentially targets, but
not targets. That's a question. And then the

| ast category is performance incentive

mechani sns, where there's a direct financial tie
to the achi evenent or not of netrics' results.

And then the third docket is on
I ntegrated system pl anni ng, which is | ooking at
ways to integrate non-wred sol utions or
di stributed energy resources into our resource
criteria. So that's all focused on the electric
Conpany.

We, just today, literally hot off the
presses -- mght not even be off the presses --
for our gas Conpany in Connecticut, filed a
letter of intent, which is the first step in a
rate case in Connecticut. And it's high |level,
so it certainly is not at a point where | can

di scuss any details, because there aren't any.
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But we did say we intend to file a rate case by

Novenber 6, and that rate case will include a

per f or mance- based rat enaki ng proposal for our gas

Conpany in Connecticut that | expect will | ook

very much |i ke what we are tal king about here.
The positions that we have taken in

t hat proceedi ng, which are all public, are

consistent, if not identical, to what we have

been tal king about here. |'msure there are
differences, and there wll likely be
differences, | would i magi ne, between what we

ultimately propose for Yankee Gas and what we're
tal ki ng about here, that | woul d expect to be
ei ther reconciled or on the margins.

The approach for PBR is sonething
that, as a Conpany, we believe in, and so the
positions are very simlar across -- across the
t hree states.

MR. KRAKOFF: Just as a followup, so

will these investigation in these two dockets by
PURA, will they -- is the ultimate aimto go in a
framework for PBR to -- you know, for the two

utilities to inplenment in Connecticut, electric
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utilities?

MR, HORTON: Yes. So the way the
docket has played out -- and, again, it's been
going on for a couple of years. It started with
an investigation that resulted in a -- | would
say a franmework for PBR, very high level, in
ternms of, here are our principles; here are the
priorities and outcones that we're seeking with
PBR. And nowit's noved on to a phase of trying
to get into the specifics of howit wll work.

PURA is -- the way that PURA has
approached it is they have issued straw proposals
that, then, they accept comment and feedback on.
On the first one, which is the ratemaki ng one,
the straw proposal was |ast issued in Novenber,
and we've had a series of stakehol der neetings
since then. And it's unclear, kind of, how those
will factor into the ultinmte decision, which is
due out in June.

But, procedurally, mnmy understandi ng
and expectation is what you describe; that the
outcone of this proceedi ng would be a franework

for PBR, that would then be inplenented in a
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future rate case. It's not going to be
i npl enented i mediately. It wll be inplenented
down the road as part of a rate case.

MR, KRAKOFF: Thank you for clarifying
that. | don't have any other questions right
now. Thanks.

CHAl RMVAN GOLDNER: Ckay. Thank you,
Attorney Krakoff. W'Il nove nowto see if the
O fice of the Consuner Advocate has any questions
for the Conpany.

MR. KREIS: The Ofice of the Consuner
Advocate intends to enhance the Comm ssion's
under st andi ng of Eversource's proposal by
presenting evidence in cross-exam nation at
heari ng.

CHAl RMVAN GOLDNER: Ckay. So thank
you, Attorney Kreis.

Ckay. Well, | thank everyone for
their participation today in the technical
session. This concludes Day 2. W |ook forward
to Day 3, Monday norning, Cctober 8th, 9:00 a.m,
and with the Conpany's presentation to begin the

day.

AVICORE Reporting & Video
15 Congtitution Drive, Suite 1A, Bedford, NH 03110 * (603) 666-4100



10

11

12

13

14

15

16

17

18

19

20

21

22

23

143

Thank you. W are adjourned.
(Wher eupon, the proceedi ng

adjourned at 1:09 p.m)
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