
DG 08-009
Attestation

I affirm, based on my personal knowledge, information and belief that: (1) the
cost and revenue statements and the supporting data submitted, which purport to reflect
the books and records of EnergyNorth Natural Gas, Inc. d/b/a National Grid NH (the
"Company"), do in fact set forth the results shown by such books and records and that all
differences between the books and the test year data and any changes in the manner of
recording an item on the utility's books during the test year have been expressly noted,
and; (2) the proper amounts have been allocated to the Company from affiliates and that
those amounts have been included in the Company's cost of service.

February ~ I , 2008
Kenneth Dal , Senior Vice President and
Chief Financial Officer EnergyNorth
Natural Gas, Inc. d/b/a National Grid NH

I, Kenneth Daly, Senior Vice President and Chief Financial Officer EnergyNorth
Natural Gas, Inc. d/b/a National Grid NH being first duly sworn, hereby depose and say
that I have read the foregoing Attestation and the facts alleged therein are true to the best

of my knowledge and belief. . 1/. !Jj~ ..,

Dated: February J I ,2008 --~----7:t----,~ _
t- .'

STATE OF NEW l'oRl<-
COUNTYOF_~_'N_4_-S _

Sworn to and subscribed before me this 2..Jsr day of February, 2008.

fthe PeacelNotary Publfc
ission Expires: ~J /31201 (

JOHN AllOCeJl!
}lOTA~ v PUBLIC, State 01Now V(il~

No.02AL494B263
Qualified in Kings Counl1J 2<:)1 t

~mm~io\'l Ell?ir!ls Match 13. r~""
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ENERGYNORTII NATURAL GAS, INC d!b/a NATIONAL GRID Nil
Schedule IA - Summary of Operations & Maintenance Expense

E,,hIbIl EN 2-2-2
Nutlonul Odd NH

DOSS-DOS
Summery

Oneration & Maintenance Exoenses

First Preceding
12 Months Ending Pro Forms Pro Forma Fiscal Year Ending

June 30, 2007 Adjustments Test Year Dec 31, 2006Reference

Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page
Page

2
3
4
5
6
7
8
9
10
II
12
13
14
15
16

Gas Cost
Labor
Contract tailor
health & lippitalization
Other Employee Related Expenses & Benefits
Pensions
OPEBs
Payroll Taxes
Purchased Services
Postage
Contributions. Tickets & Sponaorshipa
Dues & Memberships
Other
lJncollectibles
GAC Olfset
Program Changes
Synergy Savings

Operation
Other Gas Supply
Natural Gas Storage
Transmission & Distribution
Distribution
Customer Accounts
Customer Service
Sales Expense
Sales Promotion
Admin and General
Allocated Service Company
Natural Gas Production and Gathering
Total Operation

Maintenance
Distribution
Admin and General
Natural Gas Production and Gathering
Total Maintenance

Total Synergy Savings

135,339,224
8,482,884

816,846
1,254,037

351.854
1,782,213
1,111.404

415,929
2,672.261

334.254
37.995
46,464

3,477.516
3,693,923

(3,474,004)

156,342,800

133.337.809
(2,291,901)

155,590
2.400,750
5.067,693

38.120
1.572.511

108,080
8,568,729

4,855
2,583,367

151,545,603

4,511,324
13.097

272,776
4,797,197

(2,224,993)
(24,279)
19,894

206,116

(4,871)
(4.227)
25.069

(37,995)

899,903
3,474.004
1,597.365
(619,000)

3,306,985

(2,192.045)
2,306.380

272
1,165.193
2.545,918

1,865
5.701

(72)
89,454

(0)
(33,403)

3,889,262

36,835
(7)

(104)
36,724

(619,000)

133,114,231
8,458,605

836.740
1,460,153

351.854
1,782,213
1.111.404

411.057
2.668,034

359,324

46.464
3.477,516
4,593,826

(0)
1.597.365
(619,000)

159,649,786

131,145.764
14,479

155,862
3.565,943
7,613.611

39,985
1.578,212

108.008
8,658,183

4,855
2,549,964

155,434,865

4,548,159
13.090

272,672
4,833,921

(619,000)

121.116.831
7,945,604

840,921
1,125.114

417.535
2,162,486
1.266.675

364,448
2,658.705

350,829
35.022
39,000

3,411.276
3.598,635

(3.924,004)

141,409,077

120.116.044
(2.820.253)

154.241
2,270.850
4.965,836

16,186
1.573.901

84,292
8,753.007

6.930
1,568,942

136,689,975

4.418,061
25,657

275,384
4,719,102

Second Preceding
Fiscal Year Ending

Dec 31, 2005

122,350.498
7,045,970

756,280
1.121,656

351.533
1.970,971
1.262,469

302.346
2.576,920

306.830
58.865
47,769

2,879,784
6.507,349

(4,894.870)

142,644,370

121.753,922
(4599.734)

168.682
2.102.451
7.329.620

36,578
99 1.797

73.078
9.382.878

6.557
1,116,410

138,362,239

4.026,151

255,981
4,282,132

— —

3,306,985 159,649,786 141,409,077 142,644,371Total Operation & Maintenance 156,342,800



£N£RCYNORTH NA TLIRAL CAS, INC d/b/a NATIONAL GRID NH
Operatliig E.p.n ••• li~'C"mpunent'

Ga" C,,5f

Exhfbl~ Etl 2-2-2.
Nlllf;C-l1ll Gnd NH

t1GOIl..£lLlD
pH

Prov,'der Company
Energy Nonh
Cotporofe Services
Utility Smic.s
10tal

Opeftilfon
Olher Gas Supply
Nntural Gas Production nnd Gnthenn,g

TomlOperation

M.oin!cllam:e
Total Maimell""e.

Tou:ii OpeiiilfDti & Mlllntentui.ce

NOI.S:
• Allocalion bnsed on actunl yenr elided JUlie 30, 2007

12 MOllths Ending
June 30. 2007

135.339.224

135.339.224

133,:535.051
2.004.]67.

135,339.224

]35.339.224

Pro FOnTILI

Ad iustmems

{2,224,993l

(2.224.993)

(2.] 92,04 5I
.. r32.94?l
(2.224.993)

(2,224,993)

Pro Ferma
Te·si Ycarll;

i33, r i4,231

133,1 ]4,23]

]31;143,013
].971,218-

133.114.23[

133.] 14,231

First Preceding
Fiscal Year Endillg

Dee 31, 2006

121,1 ]6,831

]21.1 ]6.831

120,112,526
1.004,305

....)21.. U6.,S:51

121.] 16.831

Second Prec.dlng
Fiseal Yeur Ending

Dec· 3 I. 2005

122,350,498

122.350.498

121,6:11,400
7]9.098

122,350.498
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Exhlbll EN 2-2-2
Nllt~QnlJlGrid NH

DC; D8-liDs
pl.:!

ENERGYNORTH NA TliRAL GAS,INC d/b/n: NATIONAL GRID NU
Operating Expenses by Complinent

Gas Cost

Ffnn COG Rev- Sales
Finn COG Rev- Transportlltion
Pinn LDAF Rev- Sales
Finn LDAF Rev- Sales
Interruptible Gas Cost
Interruptible Transportation
Non Core Gas Costs

Sub-total

12 Months Endirlg
June 30, 2007

(126,751.237)
(14;553)

(4,024,761)
(1;079,295)
(368;844)

(12.147)
( 132.250,836)

Pro Fcinna
Adju5Ijjjeiits__

368,844

368.844

Pro Fonna
__ restYe~r __

( 126,75-1,237)

(4,024,761)

(12,141)_
031,881,992)

(267,966) (267,966)
(645,686) 645,686

(3,10],836) 3, [01,836
(5,313,516) (5,323',516)

885,330 885,330
41,761 (41,161)

1,167,508 1,167,$08
2,306.40;' 1·,j06,4(}5

(3,088.397) 1.856.15S, (1.232,239)

(135,339,233 ) ..__ i.2,25,DOL (133,114.231 )Tolal

Other' Gas Costs
Unbilled Revenue
Broker Balancing
OfTSystcm Sales
Normalized Wealiler adjustment
Low Income Assistance Program
Olller- Residual
ReallocutC'gas cost related bad debt from AccL 90400 to Gas cost
Reallocate Production & Storage from Acct 81492k to Gas Costs

Sub-Iowl
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ENERGYNORTH NATURAL GAS,INC ,lIbla NATIONAL GJ(ID NH
Operating Expenses l>~'Componenf

Lubor

E:dilill1 EN i·2·2
Nilfictllil Gtlll! tm

Dc; 1l~..o~9
pILi

Provider Company
Energy North
Corporale Services
Ulility Servfccs
Tolal

Operalion
Olher GtLsSupply'
Nnrurol Gas Storage
Trnnsmlssion & Distribution
Distribuiion
Cuslomer Accounts
i;ale, Expense
Snles f'romolionl
Admin and Genom!
Allocated Service Company
Notuml G.s Production and G.thering

MnlfilCmmi:e
DistribUlion
Nniural Gas Produc-tlOn .and Galhering

Toml Maintenance

TaHir Operation & MDJftt~Tidfice

12 IVIOi'ilhs Ending:
........}~ne.30.)(j07 ..

4,223,449
4,204,005

55.430
8..48:f.~84

41
1,800

110,985
1,491;750
/.235,980
5'57,906

2,510,658

354.270
~,2(it395

2,065,937
153,552

2.219.489

8.482.884

Fir51 Preceding S.cond Preceding
j~roF"onrm Pia FdnrIlI Fisail Yellf Ending Fisc.1 Year Enlling

......Mius.t111.·n. ls ......J}st Ye.at° . ...i)ec 3.1,200.6 .. . ...... Dec j 1. 200L

66,191 4,289,640 4,020,938 3,766.528
(93,002) 4,111.000 3,883.760 3,238.481
2.532 57,962 40.906 40.962

(24,2791. 8,4.58,605 _____ 7,945,604 . 7,045,910

(0) 46 47 65,963
(Sj 1,1% i,fiOO

(318) 110,667 108,590 117,193
(4,270) 1,487,48 I 1,402,091 1,228,213
(3,538) ] ,232.442 1;]21,8]7 947;531
(],597) 556,309 537,828 525.571

(7,186) 2,503.472 2,347,091 1,933,570
(515)

(1.014) 353,256 322,633 ZQ4.420
(i1.9271 Q,245.468 5,842,896. 5,] 11,946

(5,9i3) 1.060,014 1,958, i65 i,BOO,Sfi
(439) 153.113 144,543 ]33.5'13

(6.352.) 2;213,137 2;IOZ,708 1.904,025

(24.279) 8.458,605 7.945,604 7.045..970

Ndles:
• Alloe.lion based on .elu.1 year ended June 30, 2007

4



Exhibit EON 2·2-2
National Grid NH

DG 08-009
p2-2

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses- by Component

Labor - Adjustments

Companv Affiliation Wa~e Increase

ENERGYNORTH (06)

Corporate Services (31)

Utility Sen'ices (32)

SlIb To..:.:ta.:..:.'__ '--_----:..;;.;;..:....:..=-=--- ...;:..:.:...::..z.::...:..:~----........;.;;~;...=-

Company Affiliation Union Management Ad}ustmellt

Gains/wring Incentive Compensation

ENERGYNORTH (06) (12,890) (99,180) (] 12,071)

Corporate Services (3l) (7,]38) (399,448) (406,586)

Utility Services (32) (269) (697) (966)

Sub Total (20.297) (499,325) (519,622)

Wage Oainsharing & fotal

Increase IncentIve Compensation Ad iustment

ENERGYNORTH (06) ] 78,26] (1 ]2,07]) 66,] 9]

CorpOl'ate Services (3]) 313,584 (406,586) (93,002)

Utility SeflJices (32) 3,498 (966) 2,532

Grand Total 495,343 (5] 9,622) (24,279)
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ENERGYNORTH NATURAL GAS, lNC d/b/a NATIONAL GRID NH
Operating Expenses by Component
Labor - Summary olUnion Employees

Exhibit EN 2·2·2
National Grid NH

DG OB-009
p2-3

Emn10yee Affiliation
Unions

ENERGYNORTH (06)

C01porate Services (31)
Utility Services (32)

Total Union

O&M
Labor Cost

3,364,204

978,367
28,648

4,371,218

Union Wage
Increase'

3.21%

5.14%
4.58%

Adjustment

108,125

50,29 ]
1,312

159,729

6



ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Labor'" Summary of Management Employees

Exhibit EN 2-2-2
National Grid NH

DG OB-009
p2-4

Employee Affiliation
Management

ENERGYNORTH (06)

Corporate Services (31)
Utility SenJices (32)

Total Management

O&M
LabOr Cost

859,245

3,225,638
26,782

Management
WaR'e Increase

8.16%

8.16%
8.16%

Adjustment

70,]36

263,293
2.]86

335,615

7



ENERGYNORTH NATlIRAL GAS, INC d/b/a NAl'IONAL GRID NH
Operating Expenses by Component

Labor - Summary of Employees i'n Corporate Services (31) (CSV)

Exhibit EN 2.2·;1
Nallonal Grill NH

DG 08·009
p2.G

TOtal Salaries A,rera1!e OvcrnlllnCTcascs Effective V1i[0/1 WaRe
Employee Affiliation HeadCOll/lt (Ctii'N!I1t) Salmy HltU:ih:::.1 Yfln R:u; ¥r Co% liIctease

Management 1,427 ]30.245,938 91.273 8.16%

Bnrgaining
Local/O/ 419 19,337,536 46,152 4.23% 23.42% 0.99%

Local 3 5 343.215 68,643 4.23% 0.42% 0.02%
Loctill049 165 11.330.509 6&,610 5.51% 13.73% 0.76%
Locaf 138/ 683 35,450,474 51,904 5.51% 42.94% 2.37%

Localof2 10 675,610 67,561 5.19% 0.82·% 0.04%
Locaf 120 1 51,716 51,716 3.21% 0.06% 0.00%
Local 318 2 133.096 66.548 5.70% 0,16% 0.01%

LocalCiP 2 121,674 60,.837 4.93% 0.]5% Om%
Local/2003 147 i5,108,529 61,168 5.19% 18.30% 0.95%

Tofal Uni011S 1,534 82.552,357 53,8]5 100.00% 5.]4%

Grand Total 2,%1 212,798,295 71,867
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ENBRGYNORTH NATlIRAL GAS, INC lllb/a NATIONAL GRlD NB
Operating Expenses b~' Component
Labor ~SummllD' of Employees

Exhibit EN 2·2·2
Nalfu nai Grid Nif

DG DB·DDa
pM

TOlalSalaries Ave/'c1~e OveroH IncreDses Effectivl! UniOIl Wo¥_e_
Emvlo\'ce Affiliation HeadeD/lilt (Current) Salary Hi~u:mCilI Yr 10 Ra1c Yr Co % Increase

Management 15 1.067.050 71,137 &.]6%

8argaining
Loca! /20 69 .3.873.759 56.]41 3.21% 100.00% 3.21%

Total Uliit1/ts 69 3,873,759 56,.1 41 100.00% 3.21%

Gralld Totar 84 4,940.809 58.819

9



ENERCVNORTH NATURAL GAS, rNC dlbla NATIONAL GRID NH
Operating Expenses by Component

Labor" Summary of Employees in. lItility Services (32.}(liS\')

Exhibit EN 2-2-<:
Natlon.r Grid NH

liei DB.DDli
p2-7

TOlafSalaries AveroRe OvernH Increases Effective Union Wa;;:e
EmJlloyee Affiliation Headcollllt (Curren/) Salal)' WWl'I'k:l1 Yr Lo Rn1c Yr Co% Increase

l\.lanagement 147 13,623.325.00 92,675.68 8.16%

Bargaining
Loca/iOi 65 4,257,463_01 65,499.43 4.1.3% 69.36% 2.93%

Loca! 3 3 202,070.28 67.356.76 4.23% 3.29% 0.]4%
Local 1049 13 939,-161.60 72,243.20 5,51% ]5.30% 0,84%
Local 138i 13 739.277.76 56.867.52 5.5]% ]2.04% 0.66%

Total Unions 94 6,137,972.65 65,297.58 100.00% 4.5B%

Grand Total 241 I g,761,297,65 81,997.09
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ENERGYNORTH NATURAL GAS, rNC d/b/a NATIONAL GRID Nfl
Operating Expenses by Component

Incentive Compensation

Exhibit EN 2'"2·t
National Grid NH

DG M-ooS
p2-ll

ENERGYNORTH CO/porote Services Utility Services
(06) Direct (31) (32)

Actual Incentive Compensation 303,744 42,321,639 2,476,435
Incentive Compensation charged to O&M 146,969 736,361 2,]50

Percentage 48.39% 1.74% 0.09%

Target Incentive Compensation 98,766 19,363,745 1,673,667
(over) or Under Accrual (204,978) (22,957,894) (802,768)

Adjustments (99,180) (399,448) (697)

11



ENERGYNORTH NATURAL GAS, lNC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Gainsharing

Exhtbit EN 2-2-2
National Grid NH

DG 08-009
p2-9

ENERGYNORTH (06) C01porate Services Utility Services
Direct (31) (32)

Actual Gains/wring 75,592 1,363,793 178,135
Gains/wring charged to O&Al 55,726 15,472 719

Percentage 73.72% 1.13% 0.40%

Target Gainshating 58,106 734,595 11 ] ,488
(over) or Under Accrual (17,486) (629,198) (66,647)

Adjustments (12,890) (7,138) (269)

12



ENEnG\'NORTH NATlIIl.A.L GAS, iNC dfb/a NATIONAL GRID Nit
O"ernfln~ E~p.n ••• by Companenl

Contract Lnbnr

ElhlbltEti 2·~-2
Nlltlrmill GrId ~lH

()G"Oilll-GC9
pM

Provider Compnny
Energy North
C-orpofau: Services
Utility Services
fatal

Opemtlon
Tron,missinn &. D;snibulion
Disnibutlon
Admin IlTIdGenera]
Nntural GRs Produelion nnd Gathering

,olnIOper"t;ofi

MnLfttenance
Di,mhiit;ofj
Natura] Gn, Preduction Il11dGathering

Tornl Maintenance

Totni Operation &: Mainlenance

N-Oles:
•Allocmion bn,ed nn' oemnl yenr ended June :lo, mo1

Firsl Preceding Second Preceding
]2 Month, Ending, Pro Formn Pro FonnJi Fiscnl \"eM Ending Fis-CDI 'tern- EncJ(ng.
lUJJd(),1M? f,djU5tlfiefit5 . l):St -'"eM· Oe031.2006 ])e03).2005-

654,442 ]9,894 674,336' 676,908 624.952
162,404 162,404 ]64.013 (31,328

816.846 [9,894 B36,14.o_ 8.4.0.9.2] 156.280

9,798
174,701 4.131 178,93] ]70,516 [34.014
(4.962) (4,961) (5.072) 15

6.030 13.560
... i6<).?:i<j.. ....4.13 I ........f7:i.9W . ......i11.41<i .157..:in.

646,848 1'5,664 66i,5!1 665.199 593,919
259 259 4.24l! 4,974

647.107 15.664 662.;771 669.447 598.893

8l6.846 19.894 836.74lY 840.92] 756.280

13



ENERGYN-ORTH NATURAL GAS, INC dlbla NATIONAL GRID NH
Operating Expenses by Component

Contract Labor

Exhibit EN 2-2-2
Natronal Grid NH

013 iia--i!O!i
Jl3.2

EnergyNorth Contract Labor

Total

Breakout of EnergyNorth Contract Labor
Paving
All Other Contract Labor

Tota] Operation

]2 Months Ending
June 30, 2007

654.442. . ..... -

654A4~_

574,986
79,45~
654.442

Pro Forma
Adjustments

]9.894
.-- .. -- .. -- ..

]9,894

19,894 *'

)9.894

Pro Fonna
Test Ycar

____674,336

674.336

594,8&0
79;456

674.336

*' Paving Contracts for EnergyN0l1h were escalated 3.46%. EnergyNorth uses Brenton Contracting (which
cdmprise 8% df total Contact Labor) and R.H. White (which comprise 92% of totar Contract Labor) for
paving. Effective 1/1/2008, the paving coSts per contractual agreements increased 3% for Benton
Contracting and 3.5% for R.H. White. The weighted aVei'age increase is 3'.46%.
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ENERGYNORTII T\;ATURAL GAS, INC d/b/a NATIONAL GRID NH
OficfJitirtg Expi!ii"lcs by Comp •• ent

Hcrtllli & Hli.pila!iftilion

Elfl"ijblt EN 2·:1-2
IlillJonil.l Grid "'H

DGfll.oQ51
p-4.1

Provider Complifiy
EneT~yNdrth
COll'OTale 5eTVi".
Utility Services
Tolnl

12 Monihs Ending
June 30. 2007

m.055
469.340

6.642
1.254.037

Pm Fnnnn
AdJuslment.

143.051

62:,030
1,035

206,116

P'o Fonnn
Tes.t Ye.ar*

921,106
531,3'10
t.61L

1,160.153

First Preeedin'g
Fisenl YellT Ending

Dee 31. 2006

700;912
419,161
A,93~

1.125.114

SeeOild Pr"ee'edjn~
Fisc.1 Yenr Ending

Dee 31. 2005

769.806
347.496
~.j54

1.121.656

Operatiol>
Olhe, GIlS Suppry
TrunsmissiITn &. Oi5tribiitHift

Distribution
Customer Accounts

S.les Expense
Soles Promotion
Admin llTid Oeiierai
N.tural G.s I'roduction and Gnlhcring

Tol.IOpcralion

M.amlenam:e
Disiribuiion
Nlitur;ii GilS Pwouetion and Guthering

Tot.1 Muintenance

Totnl Operntion &; M.int.naneo

Notes:

• Allocmion bnsed on nClual yc", ended June 30', 2007

7,24'2
3,913 643 4;556 3,317 3.506

61,691 11.127 18,823 64,380 60,299
114,110 18,755 132,865 98,148 76,016
47•.222 7,762 54,984 44,13'8 44,JJ'0

831,517 136,610 968,187 721,306 7D,401
4",99.6 821 5,818 5.733 4.484

1.069,455 175.778 1.145.233 na.62i <i19,Q59

181,660 19,858 211,517 183',42'1 2liO.Of3
2.922 480 3.402- 3,071 2,583

J84,582 30.338 214.920 186,493 2.02.597

" i.154.031 ....... :!06.il.iJ ... i.46!f.f53 ... 1,125.114 1..121.656
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Health & Hospitalization
Adjustments

Health Care Increases ..

Exhibit EN 2-2-2
National Grid NH

DG OB-009
p4-2

Amount Percentar;e Adjustment

ENERGYNORTH (06) Direct 778,055 ]8.39% ]43,052

Corporate Services (31) 469,340 ]3.22% 62,030

Utility Se'1;ices (32) 6,642 ]5.58% 1,035

Total 1,254,037· I 206,116

]6.44%
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ENERGVNORtfl NATURAL GAS, INC dlblo NATIONAL GRID NH
Opetatlng Eipe;;.e' b}' CompOlient

Oilier Employe. Reialed Expens •• & Benefits

E..Ihlblt EN 2·~.2
UaUtmal Grid Nil

00 (j.-olj~
p'

Pro\'idcrCompany
Enorh'YNortli
Corporate Sc:n.rices
Utility Scrviccs
Jolnl

Oporntiorl
Other Gas supply
Tronsmi"ion & Distribu'hoo
Distribution
CU5toml:f Accounfs

Sale. Expense
Sales Pfomotion
Admin ond General
Notural Gas Production and G.thering

TOI.IOporation

I\.·jninlenanct:
Distribution
NOlOrol'Gu.l'toduotiol\ und Gatil.ring"

Toml Maintenonce

Toml Operntion & MBintenmn:e

NOlcs:
• Allociition biised ojj iiCluafyear ended June 30, 2007

12 Mont1lSEnding
J undO, 2007

119,345
221,000

1,509
351.854

i,504
904

10,9'14
27,657
39,369

133,2] 1
2,844

316.403

34;162
l.289,

35.451

351,854-

Pro Fonna
Adiustmenis

First Preceding Second Preceding
Pro Fonna Fiscnl Year Ending Fiscal Ycor Ending
Tesi Year- Dee aI, 2006 Dce 3[,2005

129,345 IS2,I85 1i19,258
121,000 233,940 f6b,355

1.509 1.410 1,92)
351.854 417,535 351.531

1,504 f,476 2,]08
904 854 ];034

10,914 10,006 8,904
27;657 23,538 15,746
39,369 32,466 42,066

233,2 i I 310,049 248,744
).BH ..),_7~~. ,2,9i10,

3[6.403 382,114 321.58l

34,]62. 33,939 28,546
1,289 1.482 1.405

35..451 3'5,42J 29,951

351,854 417,535 m.m
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tNtRGYNORTII NATURAL GAS, rNC ~/bln NATIONAL GRID Nii
Operating E~pen' •••by Componen t

Pensions

£.xhlbil E'",".2-~~1
t.i .• lIc-n:l~ GIld NH

OGOII..o09
p.

I'rovid« C'aJilpony
Enorh,), Nortb
('orpomte Sen'ices
UtiliiY Serviocs
fot.l

1J Manlh. Endin!,
Juno 30. 2007

1,296,585
482,102
3,526'

1.782.213

Prn Fnm,.
Adjustments

p'ro Form';
Tes1. Year*'

1,296,585
482,102
3,S1L

1,782,213

l'iF!il Prcccdin&
FISClII Yenr Ending:
noe 3 I, 2006

1,552,916
602,625
6.~4.(L

2.162.48& ,

Secantl Preceding:
i'isc"~ YCilf Ending:

000'31.2005.

1.482.861
482,745
5,365

1.9}Q,97I

Opmtion
Other Gas Supply
Transmission & Dislfibolion
Distribution
Cuslomer Accounts
s.ios Exponso
Sales" Pttitribtiot1
Admin .nd Generor
Natural GliS Prodm:hon and Gllthenng

TomlOpemtion

Moimenance
O~5tril;utiotr
Notorol G.s I'raducliofl iiiid Gnllirnng:

TOlal M.e]ntcnnnc:.~'

TOlu) Operatlon &. MmntenWlce

Nolos:
•Aliotalion based on nelli,jj yeor endod f one 30, 2007

10,15g
4,i61 4,167 4,962. 4,522
83,357' 83,357 91,916 73,212
123,830 123.830 145,824 107,116
51,119 51,119 67,323 61,910

i,284,jSS 1,284,388 1,561,481 1,440,428
5.447 :;:,4{7_ 8,]20 6.273

1.552.308 1,552,308 1.879.626 ).703.618

22t>.704 226,704 2.78,437 163,744
3,200 3.200 4.423 3,608

229.905 229,905. 282,860 267.35l

1.782,213 r.182.1i3 ..... 1.162.486 1,970,97]
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£II'EHGYNOIlTH NATURAl. GAS; INC dlbl. NATIONAL GRID NH
Operating Expenses by Component

OPEn,

e.-hill-It EN i-1~;Z
Natjo,..:l1 (iirjaNH

DOoClS+DO~
07

Provider Comp'any
Energy North
Corporn1e Services
Ulilily Services
Tot,l

Ii Months Eliding
)0;;;:30,1007

573,490
526.722
11.193

1.f 11.404

Pro Fdfiriti

A~i!·fst!~r:i.~_t5 .

Pro FdfffiB

."n=.!l(. y~¥•.

573,490
526,722
11.193

I,U 1...4P4

firEt Preceding
Fiscar YenfEnding

D¢c31.20q6>

7U4,810
551,838
10.027

j,1~6§15

Second PreceOing.
FIscal YCIlf Etidiftg
pee 31. 200t

748,318
5U4;885
9.266

J.162,469

Operation
Oilier G115Supply
Trnnsmission & Dl!;tribution
DisnillUtlon
Cuslomer Aceounts
Sriles !:xpens:e
Soles Promotion
Admin and General
Noiural Gas Produclion and Gaillenng

Ttillii OpeTlil1tin

Maint""nnce
DlstJiblJtlon
Nmurnl Gns Production ond Gathoring

Tot.w MLlinlcnwll::e

Total Op.rmion &. Maimcn"nce

Notes:
"Alloc3l11lfi IlliSed on iiffiiiil YCiifendco June 30. 20()1

10.684
4,110 4,110 4,258 4,247
54.456 54,456 55.730 50)33
135.581 135,581 133,425 112,480
56,050 56.050 61.588 64,021

70li,985 700,985 834,069 845,865
5,494 5.494 7.341 6,531

956,670_ .956,676 1,096.418 Uj<l4,168

15U26 i5 l,526 166,320 164,612
3.202 3.202 3.938 3.629

154.728 154.728 170.2.58 168.~10I

),1] 1.404 1.111.404 1.266.675 1.262,469
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ENER'GYNORTII NATURAL GAS, INC dl~/o NATIONAL GRID NU
Opel'll tin~ Expens •.• by Component

Payroll To •• s

EJ:hi:biiw2.2".Z
~atlonilr Gri.cl NH

DGDI-DDrI
pl.'

Provider Compnny
En e l1:yNortll
Corporate SetVJte~
Utility Service •.
Totol

12 Monlhs Ending
Juno 30, 2007

106,940
304,738
4.2~1

4]5.929

Pro Fonnn
Adiu5trnonts

1,676
(6,?4i}

j<J:I
(4,871)

Jim: Fon1l3
Test Yenr-

108,616
297,996
4.145

411.057

l'ifStPteeedifij;
Fiscnl Ycnr Ending

nee 31. 2006

101,024
260,17(;

3.248,
364.448

Second Preceding
Fis,,"1 Venr E'nding:

Doc 31. 2005

88.696
210;521

3,128
302.346

Opomti ol1'
Other Gos Supply
Ttlinsmission & Distribution
Di,li'i1luti'ofi
Cuslomer Accounts
Soles Expense!
Soles Promolion.
Adinin and Genoml
Natiu'td Gus Production and' Glillu:nng.

Totol Operation

Mnintenntl'ce
Dlstribution
Nlllum] Gos Production and Gnthmng

imtil MnifilCTiafice

TOlal Operalion & r.1uimeftliIlcE

Nole:s~
• Allocation b.scd on nelu.1 yo.r .nuod Juno 3D, 2007

4,296
2.424 (28) 2;396 2,;066- I,B15
3i.9]3 (374) 31 ~539 ~8,40& 22.241
78,284 (<.lit') 11',367 64.165 46,6]8
31,285 (378) 31.907 28,633 27,N7

179,2.49 (2,099) 177,149 ]54,3 ]5 121,381
,3.1(3 (37) 3,136 3,67& 1.7'10

327,329 13.834) 323.495 281.2W 226.528

86,737 (],OI6) 85,721 81.236 74.272
1,863 (22) 1.B41 1,951 1.546

BS,600 (1.038) 87,562 83,188 75.8[7

" ,415.9,29. J4.81j) ",AIMs? ,364.14 8 " }O2.346
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Payroll Taxes

Exhibit EN 2·2·2
NatioR81 Grid NH

DG 08·009
/18'2

EnergyNorth (06)
Corporate Services (31}
Utility Servi ces (32)

Total

]2 Months Ending
June 30, 2007

]06,940
304,738
4,251

415,929

Overall
increase

1.57%
-2.21%
4,57%

Total
],676

(6,741)
194

(4,871 )
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ENERGYNORTU NATlJRAL GAS, INC d/b/a NATIONAL GRID NU
o ".ruring Ex pense. by Component

Purchosed Sen.-ices

EJ:l1ibIlE,N •. ;j.'i
N;1t1flnoll Grid NU

DGO!.(IllSo
pS-1

Provider Company
Ener~y North.
Corpornlc Service.
Utii'lY Serl';ee,
E'oHine'ering: Services'
Tolal

12 Montlis Ending
June 30. 2007

1,047,208
1,62j,586

1,467

2,672.261

Pro Fomfll
.., Adjuslm'enls

(4,227)

(4.227)

pmFmm.
..T&;:.~~.Year·

1.042.981
1.623,586

1,467

2.668.034

First Preceding
Fi'Clif Year End'ng

Dee 31. 20Q6

896,776
1;760,112

I.BI8

2.65B.705

Second Preceding,
Fiscal Yeill' Ending

t:i~".3 ,1.100,5

727,]83
1,849,434

303
-------,,-

2.576,920

Oper.ill1l:ln

Other GIlS Supply
Natural Gas Sto<o£e
Tr'iiiistiiisslon &' Distributioli
Distribution
Customer Accounts
Custo-mer Service
Solos Expense
Snits I'r(ilmillOU

Admin and Genernl
AlIocmed Service Company
Naiurnl GIlS Production and GOIhering

'rotal OjfCl'l1tions,

Maiai'ennnce
Dislribnrion
Admin nnd Genemt

Nntural Gus Production and Gatil.nng
Totn! Mnmlennilcc:

TOlal Operation & Mainltiilihce

Noles'
• Allocation based on actual ye.,. ended June 30, 2007

3641
12,69;;
16,041

208,738
381,191
144,4(7)
23,089
45,79S

J.2S8,817
4

14],655

2.074.925

514.8B6
4,451

77/>99
597.336

2.672.261

(I)
(20)

(25)
(330)
(60S)

70
(37)
(72)

Cl,D39)
(0)

(224)

(3,282)

(BI4)
(7)

(123)
(945)

f4,227)

363
]2.673
16,015

20B,40B
j81,591
(44,397)
23.052
45,723

1,286.178
4

J41,43l

2.071.643

.514,011
4',443
77,B76
596.391

____ 2,668.034

565 2,459
]2,693
]5,224 14,452
IBB.369 i90,423
4] 6,888 43$,BQ}

527 7,765
24.983 23,310
39.124 31

r,lli.688 i,458,[<J5
]8 7

124.92-6 B.591
2.]55.004 2,14],121

424.361 391,410
5,58'1
73,760 48.374
503.702 435.-794

2.658.70.5 , 2.576,920
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Exhibit EN 2-2·2
National Grid NH

DG 08-009
p9.2

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Purchased Services

Date
10/12/2006
6/12/2007
2/13/2007

Vendor
McLane, Graf, Raulerson & Middleton
McLane, Graf, Raulerson & Middleton
McLane, Graf, Raulerson & Middleton

...............At!1()llnt ..

1,198.00
1,536)]6
1,491.20
4,221.16

Fees incurredl for services rendered in connection with the petition to increase the short term debt limit
that are not chargeable to customers
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ENERGYNOR'l'H NATVRAL GAS, INC dlbla' NATiONAL GRID NH
Opec'ating E.penses b)' Component

Postnge

EJ:t1lblt Eli 2"-;t·Z
N.1tlD;'1;<l1 G't1tll'Jli

D(nai:Oil~
p;Ii-1

PrO\·idcr Company
Ener£y Nonh
Corpo",te Services
Utility SeiV"ices
TOlal

Opc:rmion
Distribution
Cusiorner Accounts
Customer Service
Sales Expense
Snles Promotion
Admin nnd Geneml

Tofol Operation

M81mennnce
rami Mninl""nnce

Ffrst Ptecedfilg Second Preceding
it lViontifs Ending Pro Fonnn Pro Fonnn FLscal 't'cM Endiiig Fiscal Ye ••. Endmg
Juno $0.tl101 Adiu5unentS __ Test Venr" DedI. 2000 DedI. 2005

334.254 25,069 359,324 350,B29 306,850

334,254 25.069 359,324 ~50.829 306,B30

I a I
296,B26 22,262. 319,08B 310,732 299.512
23.927 1.795 25,722 23,927 (360)

91
45U,SM. 1.013 .]4,513 16.169 7.527

334,254 25.069 359.324 350.829 5ll6.B:iO

Tolnl OpEi'lltion & Maimcn"".,;

Notes:
"Ailcention based O"nOI)];;! yOlitended June 30. 2007

334.254 25.0 6\1 359.324 3$0,829 305,B30
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ENERGYNORTH NATURAL GAS; INC d/b/3i NATIONAL GRID NH
Operating Expenses by Component

Postage

Exhibit EN 2'-2-2
National Grid NH

DG OB-009
p10-2

Cdrporate Services

Total

]2 Months Ending
June 30, 2007

334.254

334,254

Pro Fonna
Adjustments

25,069 *

25,~

Pro Ponna
Test Year

359,324

359,324

* The United States Postal Service increased postage fates:effective May 14,2007. The weighted
average Increase of the postal rates based on KeySpan mail mix was 7.5%.
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ENERGYNORTH NATURAL GAS, INC dlb/ll: Nil T10NAL GRID NH
Opernling Expc •• es h~'Componen t

Con tribu.tons!, TicHets. & Sponsurships

ElIhlbU EN 1-2:·2
Nationa.l Otld NH

tJG D5-l:l0'9
~11

Pro .•..ider Company
Energy Nonh
COIJJOrofe Services
Utility Sen'lces
Totol

12 Moiiih, Ending
)iine:.30. 2007

944
37.010

42
37.~'l~

Pro FofiJiJj
.A.di~s®~ms.

(944j
(37,010)

142)
m.99~1

Pro Formo
.t¢i.1 Y~ar~

First Precedin!,
Fisc.j Year End'ng
Dcc3j,2 006

35,022

35.022

Second Pr •••. dlng.
Fisc.J Ye.r Ending
.bcc3J.2005

149
58.708

8
58,865

Operotion
Distribution
Soles Exp.nse
Admin nod General
Nl1tiirnl ailS production: imd Glithfflng
TOlnlOpermion

Malrlterliiftef

Distribution
Nulurnl Gus Produoilon nod Gnihering

Tot'ni Mnlntennnce

Tottil arerUli"" &. M.;nlcl1nil.C

Notes:
• Alloc.tion bas cd on nctunl year ended June 30, 2007

98 {98l
49 (49)

36,905 (36,905)

... 37.052 (37,052)

944 (944)

944- (944)

37,995 (37.995)

35,022

35.022

35.022

70
47

58,612
65

58,794

47
25
7J

58.865
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ENERGYNORTH NATURAL GAS, INC dlbln NATIONAL GRID NH
Opernting Expense. by Componenl

OUts & 111em bcrsbip'

E.a:hfbit EN 2·2.2
rJ.lUon=-l Grl.a UH

DGOE-OCl9

p"

Provider Compon)'
Energy North
totpOfhle Seniiccs
Utility Services
Total

12 Months Ending
June 30. 2007

21,140
15'.323
i

46.404

Pro Fonnn
Adlustmcnts

PrO Farina
Test Yeur"

21,140
25,323
I

46.464

Firsl Preceding
Fiscal Year Ending

Dec3'L 2006

20,536
18,464

39.000, ,

Second i>receding
Fiscai Y-Ciij' Ending

Dee 31. 200~,

19,202
28,567

Operlltion

Transmission 6: Distribution
Distribution
Customer Act-bunts

Sales Expen'se
Admin und Genernl
To!nIOpem!]on

Main1enancc
Distribution
N-illtifiil Ons ProdUction find Gnlf-feting
Tota] Maimennnee

Totnl Operntion & Mnintennnce

Notes:
• Alloeallon based all nemaf yentended June 30,2007

IS
60
5

942
24.931
25.957

20,491
16

2Cl.507

46.464

]8 I] ]2
60 ]3] 1]1
5

942 5'21 2,465
,,24.m ]80430 26.iS,ii,
25,957 ]9.093 28.767

20.49L ]9,769 IB,999
]6 138 3

20.5:07 19.907 i9.002

46.464 39.000 47.769
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ENEIlG\'NORTH NATURAL GAS, INC dlb/a NATIONAL GIlIO NH
Operating E'llen •• , by Componen t

alil<r

EJhlbltIW2.i":2
N-atianiLl Grjd hit

DGDB-nOll
pI!

Pro"fd<r Company
Energy North
Corporale Services'
Util ity S<rvie<s
Total

Operation
Oth<r Gas Supply
NiJluriii Gas Storage
Transmission &. DismbutiOlj
DIStribution
CU5tomer Accounts
Cusfomer Service
S'illes Expefijie
Sales Promotion
Admin nnd General
Alloemed Service Company
Natura! dns Production iiild C.th<ring
TotolOpcrntion

Maihtctinncc
Distribution
Admin and Gener.1
Noruml G.: Production and Gathering
ToUi] Maiiltefiancc

Toml Opermion & Mointen.nce

Notes:
• Allocation based on actual yenr <nded June 30, 2007

12 J\[on,h, Ending
June 30, 2007

(,528,514
1.941,152

1,790
3.477.516

837
II

!3,028
277,066
146,900
58,660

764,480
62,285

1,469,529
{851
61.320

;(,$5M~~

58'1.429
8,647

28'0474
,61,ii.550.

3.477.516.

Pro Forma
Ad~u5tmcnt5

First Preceding Secatll:! Preceding
Pro Fonnn Fiscol Ycar Ending FiscaJ Y cor Ending
Test YCOJr· DedI. 2006 Dec 31. 2005

1,528,574 1•.615,321 1,699,659
1,041,152 1,794,922 1,169,074

." (:ioo j,032 JI.051
3.47'f.5 i6 3.411.276 2,879,784

837 ],43] 19,612
II II

i3,028 14,959 ]2,092
111,066 259,306 j34,632
146,900 140,310 61,711
58,660 (8,268) 29,172

764,480 776,42] 2DO,796
61,285 '15,,168 73.000

1.469,529 1,427,460 r .533.1":;6
4,851 6,912 7.0li5
61.320 82,448 57.638

2,858,966 2,746,158 2.329.455

Sili,429 601,2i4 494.008
8.647 20.076

28,474 37,828 56.321
618.550 665.1 ]8 550,329

...3',411.51.6 .....3.411.216 ',879,784
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ENERG\'NORTH NATUR .•••L GAS, INC d/b/a NATIONAL GRID Nil
Opernling E~pen.es b)' Com I,onen t

Untolleetible.

£.r.hlbil EN 2:2.2
N.aUDRilir Grid NH

tlGae-D~9
pl""-1

PFovlder Company
Energy NOl1h

Corporale Services
Utility S~T\'ICeS

TOial

Operation
Costomer Ateounls
,0lnlOpotalion

Milttilennm:e

Total Mainte",",ce

Fksll'tceeding; Second Preceding;
12 Monlhs Ending Pm Foonn Pro Fonnn Fiscnl Year Ending Fiscal Ycar Ending
Jone 30. 2007 Adjustments Tesl Year· Doc 31.2006 Dee 31. 2005

3,693,923 899,903 4.59:i.826 3,598.635 6,507,349

3.693,923 899.903 4.593.826- 3.598.635 6.507.349

3,693.923 899.903 4.0593,826 3,598,635 6.507.349
3.69~,913_ 899,903 4.593,826 3.s~8,fi35 6.507.349

TOlalOpernlion & Molnl.nollee

Notes:

• AlIooOlioo bllSed all actual yeor ended June' 30, 2007

3.693.923 4,593.it!6 3.59.8.63.5 6.507.3.49
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Total Revenues

Uncollectible Rate

Pro Forma Uncollectibles

Test Year Uncollectibles

Pro Forma Adjustment

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Operating Expenses by Component

Uncollectib1cs

Summary Exhibit

3 Year Average Net Write om

Exhibit EN 2-2-2
National Grid NH

DG 06·009
~14-2·

180,859,301

2.54%

4,593,826

3,693,923

899,903
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ENERGYNOnTH NATtlRALGAS, INC dlll!a NATIONAL GRID NH
Operating Expense. lly Componenl

CACOil"et

Exnlbll EN J·;2:·2
NaflD:r\.I1 Crld N!t

DGO!l..QO'll
pHi

Provider Compnny
Energy Nonh
C'arpornte Sefiiiccs
UliHty Serviees
TOlal

12 Months Ending
June 3O.2007

(3.474,004 )

13.474.00. )

Pro FonnlJ
Adjusnnenis

3,474,004

3,474,004

Pro Fonna
Tesi )-'cor"

First Prece:diny
Fiscal Year Endin~

Dcc 31. 2006

(3.914,004)

13.924.004)

Second p'recedin&
Fiscal Year Endi'n&

Dee 31. 2005

14.8<14.870)

14.894,870)

Operntion

Natural Gas Stora~e
Customci t\cc-ount"s
Adrii,n Oiid Genet"'
Tola] Operal; on

Mainu;ntlrtce
Total MaintenlUlco

/2.,306.405) 2,306,405 12,834,757) (4.599,734)
(1,167,599) 1,161,599 ( 1,089,247) Ii ,280,360)

985.225
(3.474.004) 3.474,004 13.924.004 ) 14,894.870)

Tola! Opemllan & MainienWlee

NMes,
• AlloCation based Oil nelunl yellt ended Jun'" 3D, 2OU7

(3,474.004) 3.474.004 13,924.004) 14.894,870)
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ENERGYNORTH NATURAL GAS, fNC dlhia NATIONAL GRID NH
Opertltlne Expen •• , by Component

Summary' of Emerg.n.~' rt..,pon •• a'ad' Enha'Mod Collcclinn Efforls Program Chang'c.

Ethlbll EN ;[·2-2
NiltIDri.alGIlt!N~

DG aa.(JCI~
fl1B-1

Pro\'ider c'ompilll5'
Energy Nordi
Corporate Services
Utility Services
TOlal

Operation
Df.tributlon
eu.lOmer Accoililt.
Total Opermion

Maimen'llI1~e
Tolal Mnmtcnnnc:C1

Totul Operalion & Maintenance

Noles:
• Allocation bused Qjj nOlli.) Yefit elided' Jilfte jr!, 2007'

12 Manlhs Endinlf
Jan. 30. 2007

Pro Fonnu
Adiusimen15

1.25H,65U
338,715

1.597.365

1,.154,907
mAs!

1.597'.365

] ,597,365

Pro Fonna
Tf:st Yl:nr-

1,258,650
33B,715

1.597.365

I, i54,907
4~,:r45.i'

1.597.365

1,597.365

First Preeedinif
Fiscal Vent Ending

D'ec 31. 2006

Second P'receding
Fiscal Yent Endialf

Dee 31. 2005
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Exh Ibit EN ;::-2.2
National Grid Nfi

DG 08-009
p16-2

ENERGYNORTH NATURAL GAS, INC dlb/a NATIONAL GRID NH
Operating Expenses by Component

Program Changes Associated with Emergency Respdfise*

Energy North
Corporate Services.

Total

]2 Months Ending
June 30.2007

Pro Fonna
Adjustments:

965,.907
] 89,000

1,154,907

Pro Fonna
Test Year-

965,907
189,000

1.154,907

'" Per the Order approving the National Grid Merger, the Company was authorized to add 7 employees to facilitate improving its
Emergency Response to leak calls. Shown below is the annualized costs of 1 supervisor' and 6 technicians and their associated non-
labor Costs. These individuals were added in July 2007.

Provider Company

Supervisory Labor (l FTE)
Labor Burdens
Supervisory Non-Labor Costs
Total Supervisory Costs

Technician Labor (6 FYEs}
Labor Burdens
Technician Non~Labor Costs
Total Technician Costs

Total Costs

Annualized Cost

84,663
92,942
29.800
207,405

357,023
365,484
224.995
947,502

1.154,907

EnenrvNorth

84,663
92,942
2.800

]80,405

357,D2-3
365,484
62,995

785,502

965,907

Comorate Services

27.000
27,000

.. 162.000
162,000

189.000
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Exhibit EN 2-2-2
N-.t1onai Grid NH

DG 08.00S'
p1B.3

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRfI} NH
Operating Expenses by Component

Program Changes Associated with Enhanced Collection Efforts*

Energy North
Corporate Services

Total

12 Months Ending
June 30. 2007

Pro Forma
Adjustments

292,742
149,715
442,457

Pro Forma
Test Year

292.742
149,715
442,457

* On November 1]"2007,, the Company, the PUe Staff'and the Office of Consumer Advocated entered into a partial settlement, which
included the following provision related to the Company's bad debt allowance: "The Company will file a written plan setting forth its
proposed collections process on a going- forward basis fOfreview by Staff. The plan will be filed no later thfifl with the Company's upcoming
base rate case filing. The prudently incurred costs Mtlle collections process deseribed ill the plan (including, 011an annualized basis, any costs
that are incremental io those in the company's test year) shall be recoverable through rates set in the base rate case," The Company has
reviewed its collection processes al1d determined that an increase in field collection activity would have a positive impact on the percentage of
bad debt write offs incurred by the Company. ihe costs filed here are relative to that increase. * •

Provider Company

Incremental Field Coflection Labor (2 FTEs)
Labor Burdens
Non-Labor Costs

Total Technician Costs

Incremental Field labor to Reconnect
Accounts locked for non-payment

Contact Center Costs for Increased
Number ofCal15

?ostage associated witb
Incremental Notices

Total Costs

Annualized Cost

119,00&
121,82&
74,99&

315,834

30,909

91,656

4,059

442.458

EnergyNorth

119,008
]21,828
20.998

261.834

30;909

292.742

Corporate Services

54,000
54.000

91,656

4,059

149.1]5

34



.

ENERGYNORTH NATURAL GAS, INC dlb/a NATIONAL GRID NH

Cost of Service Exhibits
Rate Base

Table of Contents :~. ~

EN 2-4 Schedule 3 - Rate Base .. . -~ .-..-

EN 2-4-1 Schedule 3A - Working Capital



ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Schedule 3 ~Average Rate Base

Exhibit EN 24
Natlona rGrid N~

DG 08·0091
Page 1 of 4·

Total Noninterest (Total)
Gas Plant Bearing Reserve for Net Utility
In Service CWIP Depreciation (]) Plant Service

June 2006 256.048.074 4,061,805 (86.895.808) ]73,214.071
July 158,519,222 2,991,893- (87,389,Oj4 ) 174,132,081
August 257,400,623 5,294,486 (87,957.995) 174,737,1 ]4
September 259,664,652 4,076,567 (88,427,685) ] 75,3} 3;534
October 260,247,367 4,946,382 (89,000.314) ]76,193-.434
November 26 j ,925,597 9,654.002 (89',286,828) 182.292,770
December 263.405,5'91 4.036,13 ] (89.611,8Z7) ]7'1,829.896
January 266,516.831 2,55U74 (90,109,657) 178,958.448
February 266,808,496 3;1]1,650 (90,748,792) ] 79,17],354
March 266,789.959 3;662,591 (91,360.626) 179,09],924
April 266,554.819 40443,037 (9],868,166) 179,]29,690
May 266.542.565 6,400,091 (92,438,311 ) 180,504,285
June 2007 n9A44,f3§ ',858.805 (92.523,316.) __ 1}9,719.566

Subtotal 3,420.877,933 57,088,714 (1.]67.618,479) 2,310,348,168
Less;
1/2 June 06 ]28,024,037 2,030;903 (43,447,904) 86,607,036
1/2 June 07 ]35.222,068 929.403 (46.261,688) 89,889,783

263.246,105 2,960,305 (89,709,592) ] 76,496,819
Tota] 3.157.63],821 54,] 28.409 ...........( L07?9Q~.887) .,,;,1.33,851,349...... -- ...... -- ...... -- ...... -- ...... -- .................

Average (Total -7' 12) 263,]35,986 4,510;701 (89,825,741) 177 ,820,946

Property Base Adjustments (EN 2-4 p2 of 4)

Adjusted Property Base
Working Capital (EN 2-4-~ pI of 3)

Average Rate Base

( ]) Includes:
(a) Includes Asset Retirement Obligation in Account 154 - other deferred credits - averaging ($782) thousand.
(b) Includes Contrrbutlons In aid of constructIon - averaging ($387) thousand.

(36,876,360)

140,944.586
7,092,752

148,037.338-

2



ENERGYNORTH NATURAL GAS~ INC d/b/a NATIONAL GRID NH
Schedule 3 ~Summary of Property Base Adjustments

Reference

Average Balance of:

Exhibit EN 24
sUmmary

National Grid NH
DG OB-009

Page 2 of 4

Arnolfnt

Unamortized Deferred Assets - Other

Deferred Income Taxes

Net Property Base Adjustment

EN 2>4 p3 4, ]70,788

(41,047,147)

(36,876,360)

3



ENERGYNORTH NATURAL GAS, INe d/b/a NATIONAL GRID NH
Schedule 3 - Unamortized Deferred Assets - Other

Exhibit EN 2-4
National Grid NH

DG OB-009
Page 3 of 4

Gas jobs in
FAS-I09 ........rr()gress Other Total

June 2006 2,745,991 1,364;417 8,063 4,118,471
July 2,745,991 1,370,173 11,678 4,127,842
August 2,745,991 1,384,079 11;735 4-,141,804
September 2,745,991 1,,413,208 1] ,790 4~170,989
October 2,745,991 1,,413,208 ]] ,848 4,171,047
November 2,745,991 1,,416,680 ] 1,876 4,174,547
December 2,745,991 1,,418,006 8,404 4;172;40]
January 2,745,991 1,418,006 8,463 4,172,460
February 2,745,991 1,409,898 8,517 4,164,406
March 2,745,991 1,426,] 67 8,576 4,180,734
April 2,745,991 1,443,842 8,634 4,198,467
May 2,745,991 1,443,842 8,695 4,198,527
June 2007 2,745,991 1;479,242 8,754 4,233,987

Subtotal 35,697,883 18,400,768 127,032 54,225,683
Less:
112June 06 1,372,996 682,209 4,032 2,059,236
1/2 June 07 1,372,996 739,621 4,377 __ 2,116,994

2,745,991 1,421,830 8,409 4,176,229
Total 32,951,892 16,978,938 118,624 50,049,454

Average (Total.;.. J 2) 2;745,991 1,414,911 9,885 4,170,788

4



ENERGYNORTH NATURAL GAS, INe d/b/a NATIONAL GRID NB
Schedule 3 - Deferred Income Taxes

Exhibit EN 24
Natlonal Grid Ni-f

bG 08-009
Page 4 of 4

New Hampshire
~_Federal (1) State (2) Total

June 2006 (33,054,827) (7,716,648) (40,771,474)
July (33,201,648) (7,755,616) (40,957,265)
August (33, I02, 172) (7,729,214) (40,831,386)
September (32,956,219) (7,698,599) (40,654,819)
October (32,526,622) (7,584,577) (40, 111,199)
November (33,466,616) (7,621,295) (41,O87,911}
December (34,396,302} (7,055,822) (4T,452,T24)
January (34; 157,083) (6,991,329) (41,149,413)
February (34,925,357) (7,196,242) (42,12],599)
March (33,872,741) (6,924,983) (40,797,724)
April (34,484,713 ) (7,087,412) (41,572,125)
May (34,761,122) (7,160,715) (41,921,898)
June 2007 (32,494,176) (6,550,964) (39,045,] 41)

Subtotal (437,399,599) (95,074,478) (532,474,077)
Less:
1/2 June 06 (16,527,413) (3,858,324 ) (20,385,737)
1/2 June 07 (16,247,088) (3,275,482) (19,522,570)

(32,774,502) (7,] 33,806)
Total .. ..(404,62-5,097) (87,940,672) (492,565,769)

Average (Total -;-12) (33,718,758) (7,328,389) (4] ,047,147)

(1) Includes deferred investment tax credit averaging ($612) thousand.
(2) Includes rate case deferred of($2.789) million.
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ENERGYNORTH NATURAL GAS, rNC d/b/a NATIONAL GRID NIl
Schedule 3A - Working Capital

Refe:rence

Exhibit EN 24-1
Nationiil Grid NH

llG (je.o(j~

Page 1 of3

Amount

Prepayments

Cash Working Capital Allowance

Total Working Capital

EN 2-4-1 p2

EN 2-4-1 p3

155,604

6,937.148

7,092,752

6



Exhibit EN24~1
NaHonal Grid NH

DG 08-009
Page 2 of 3

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Schedule 3A - Prepayments!

Total
June 2006
July
August
September
October
November
December
January
February
March
April
May
June 2007

Subtotal
Less:
112 June 06
1/2 June 07

Total

Average (Total -+- ]2)

1,868
1,246
623

65,440
(150,453)
518,747
432,341
396,981
254,733
171,774
115,208
58,64]
2,075

1,869,223

934
1,037
1,972

],867,252

]55,604

7



ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Schedule 3A - Cash Working Capital Allowance

Exhibit EN24·1
National Grid NH

DG 08-009
Page 3 of 3

Operations & Maintenance Expense

Less:
Purchased Gas
Uncollectible Losses Allowance

Cash Allowance at I17th of Net Operation!>& Maintenance Expense

Plus:
Purchased Gas

Cash Allowance at 12.04/365

Total Cash Working Capital Allowance

Net

156,342,800

135,339,224
),§93,923

139,033,147

]7;309,653

2,472,808

4,464,340

6,9}7,14 8

8



ENERGYNORTH NATURAL GAS, INC dibla NATIONAL GRID NH

Cost of Service Exhibits
Rate of Return 2

Table of Contents

EN 3-1 Overall Rate of Return
EN 3-2 Capital Structure
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ENERGYNORTH NATURAL GAS, rNC d/b/a NATIONAL GRID NH
Overall Rate of Return
For Ratemaking Purposes

Exhibit EN 3-1
National Grid NH

DG 08-009
Page 1 of 1

Item

Common Stock I

Long Term Debt

Short Tetlii Debt 2

Weighted
Component Component Cost Average Cost
Ratio (%) Rate(%) Rate (%)

50.00 11.50 5.75

50.00 7.02 3.51

Total 100.00 9.26

] The Merger Settlement Agreement approved In Docket No. DG 06-107 stipulates that in this rate filing
EnergyNorth is to use an imputed Millman equity ratio of 50% for determining its overall rate of
return for ratemaking purposes.

2 As approved in Docket No. DG 06-112 all short-term debt outstanding as of lune 30, 2007 is being
refinanced with long-term debt issued by and pushed down from the parent company as shown on
Exhibit EN 3-5.

2



Exhibit EN 3·2
National Grid NH

DG OS-009
Page 1 tif 1

ENERGYNORTB NATURAL GAS, INC d/b/a NATIONAL GRID NH
Capital Structure
At June 30,2007

Item

Common Equity I

Stock
Surplus
Retained Earnings

Total

Preferred Stock
Stock

Total

Long Term Debt
Mortgage Debt
L-T Notes
PCRB Bonds
Industrial Revenue Bonds

Total

Short~Term Debt

Total Caliita[

I Includes goodwill of $92,065,000.

................ AI11Cll.lllt ($L

223,653.012
11,355,804
(64,430,606)
170,57S,210

o
a

o
40,000;000

o
o

40,000',000

31,585,532

242,163,742

Component
...... ......R,(iti()" .

0:7044

0.0000

0.1652

0.1304

toooo

3



ENERG-YNORTH NATURAL GAS, INt d/b/a NATIONAL GRID NH
Capital Structure Excluding Goodwill

At June 30, 2007

Exhibit EN 3·2A
Natronal Grid NH

DG OB-009
Page 1 of 1

Item

Total Common Equity L

Preferred Stock
Stock

Total

Long Term Debt
Mortgage Debt
L~TNotes
peRB Bonds
Industrial Revenue Bonds

Total

Short-Term Debt

Total Capital

j Excludes goodwill of$92,065,000

Arn01mt ($)

78,513,470

°°
°40;000,000
o
o

40,000,000

31,585,532

150,099,002

Component
Ratio

0.5231

0.0000

0.2665

0.2104

1.0000

4



ENERGVNORTH NAtURAL GAS, INC d/b/a NATIONAL GRID NH
Historical Capital Structure ($)
At Deccmber31 of Each Year

Exhibit EN 3-3
National Grid NH

D~ dB-009
Page 1 of 1

hem 2006 2005 2004 200} 2002

Common Stock I 166,084,732 167,280,328 ]61,500.256 155.939,949 150.537,553

Preferred Stock 0 0 0 0 0

tong Term Debt 40.000.000 40,.000.000 40,000,000 SO',!86.533 80,625,333

Short Term Debt 40.153.808 53.739,3 [ I 64.376.873 22.741.1 00 3.594.296

Tota! Capital 246,238,540 26],0]9,639 265,877,129 258,867,582 234,757,182

1 ]ncludes goodwill of $92-,065,000

5



ENERGVNORTH NATURAL GAS. INC d/b/a NATIONAL GRID NH
Capitalization Ratios

At December 31 of Each Year

Exhibit EN 3-4
National Grid NH

DG 08-009
Page 1of1

Item 2006 2005 2004 2003 2002

Common Stock I 0.6745 0.6409 0.6074 0.6024 0.6412

Preferred Stock 0.0000 0.0000 0.0000 0.0000 0.0000

Long Term Debt 0.162:4 0.1532 0.1504 0.3098 0.3434

Short Term Debt 0.163J 0..205<[ 0.24H 0.0878 0.0153

Total Capitat 1.0000 1.0000 1'.0000 1.0000 ];0000

I Includes goodwill of $92.065.000

6
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ENERGYNORTH NATURAL GAS, lNC d/b/a NATIONAL GRID NH
Cost of Short Term Debt

liro Forma
At June 30; 2007

Exhibit EN 3-6
National Grid NH

DG OB-009
Page 1 of 11

Item

Bank Loans

Loans from lndividuals

Commercial Paper

Money Paoli

Tota]

Weighted Average Cost

Cost
Rate

Outstanding
Amount ($)

o

o

I As approved in Docket No. DO 06-122, af] short-term debt outstanding as of June 30, 2007 is being
refinanced with long-tenn debt issued by and pushed down from the parent company as. shown on
Exhiblt EN 3-5.
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Cost or Common Equity Capital

See the testimony and exhibits of Paul R. Moul.

Recommended cost of common equity used in this filing is II .5%,

Schedule EN 3-7
National Grid NH

DG 08·009
Page 1 of 1

9



ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH

Cost of Service Exhibits
Summary

Table of Contents

EN 2-1 Schedule - Computation of Revenue Deficiency

EN 2-2 Schedule 1 - Operating Revenues
EN 2-2-1 Summary of Pro Forma Adjustment Income or Expense
EN 2-2-lA Attachment - Summary of Pro Forma Adjustment Income or Expense
EN 2-2-3 Schedule lB - Taxes Other Than Inc Taxes
EN 2-2-4 Schedule 1 C — Depreciation Expense
EN 2-2-5 p1 Schedule ID — Income Taxes - State Inc Taxes
EN 2-2-5 p2 Schedule 1D — Income Taxes - Federal Inc Taxes
EN 2-3 p1 Schedule 2A - Assets and Deferred Charges
EN 2-3 p2 Schedule 2B - Stockholders Equity and Liabilities
EN 2-3 p3 Schedule 2C - Materials and Supplies



Rate Base Proposed

Rate of Return

Income RequIred

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONA L GRID NH
Computation of Revenue tlefidency

Reference
EN 2-4

EN 3-]

l:.xhibit EN 2·1
National Grid NH

OG 06·009
Page 1 of 1

Updated
Pro Forma

]48,037.33&

9.26%

13,708,258:

Adjusted Net Operating Income

Deficiency

Tax Effect

Revenue Deficiency

R.evenue Increase

Income Tax Rate

Income Tax

EN 2-2-]A

EN 2-2-]A

EN 2-2-1A

7,822,254

5,886,003

1.6814

9,896,601

9.896,601

4]%

4,0]0,597

2
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Schedule 1B - Sum in 3. ry of Taxes Other Than Income Taxes

Exhibit EN 2·2·3
National Grid NH

DG dB-li09
I'age 1 of2

Property Taxes
Totar Property Taxes

State
Unemployment Insurance
Other

Total State Taxes

Federa1
FleA Tax
Unemployment Tax

Total Federa] TaXes

Payroll Taxes Capita'lized

Total Taxes Other than Income Taxes

12 Months Ending Pro Forma Pro Fonna
June 30,2007 Adjustments Test Year

3,533,834 43,922 3,577,756
3,533,834 43,912 3,577,756

481 8 490
(31) (31 )
451 8 459

409,]07 6,412 415,519
4,551 71 4,622~~--

4 ]3,658 6,1~3 420,]4]

(185,395) ( 185,395)

3,762,548 50,4]} 3,812,961

Note; Payroll Taxes increased by overall EnergyNorth payroll
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Schedule 1B - SufitfihU'Y of T~u:es Other Than Income Taxe!l

Property TaxeS
January 1,,2008 Bill as Received DeCelliber I, 2007

Taxing Authority

Exhibit EN 2-2-:J
National Srfd NH

DG OB-QDS
Page 2 of 2;

State of New Hampshire

Boston and Maine Railroad

Allenstown
Amherst
Auburn
Bedford
Belmont
Berlin
Boscawen
Bow
Canterbury
Concord
Derry
Franklin
Gilford
Goffstown
Hollis
Hooksett
Hudson
Laconia
Litchfield
Londondeny
Loudon
Manchester
Merrimack
Milford
Nashua
Northfield
Pembroke
Sanbornton
Tilton
TOTAL ACTUAL TAXES
TOTAL TEST YEAR
PRO FORMA ADJUSTMENT

Utility property Tax

Right of way

784,449

2,473

30,122
42,279

669
27,601
5,281
4,065
7,466
97;258
8,000

366,713
34,031
36,133
7,023
12,725
2,158

141,539
152,402
65,505
5,291

324,564
24,704
491,306
109,410
35,188
586,653
16,S42
46,608

146
109,093 ...

3,577,756
3,533,854
(43,912)
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E'xhlbll EN 2·2..4
Nil-HonDI Grid NH

OG 08-009
P'lJge 1 of 1

ENERGYNOIHH NATURAL. GAS. INC d/b/a NATIONAL GRID NH
Schedule 1C • Depreciation Expense

TOlal Depreciation Expense

12 Months Ending
June 30. 2007

8,824,109'

8.824,]09'

Pro Forma
Adj llstmcn15( ] )

(1,053,408)

(1,053,408)

Pro Forma
Test Year

7,770,701

7,770,701

Note:
(1) Pro Forma Depreciation' Adjusiment renects proposed accounting changes resulting from the Deprecimion Study prepared by Witness Normand
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ENERG VNOnTlt J'iATURAL GAS, ri'iC diul_ NAfiON AL ClUj} NH
SclltdiilE in . S1nEr JrrfiirniE" Tax CompLitJidnn ~ tltili"f~"OJ'il';'filliiHis

Elhibd E'~2-1-10
ttJl~nl1aficlW-i

OO(l~..e:l;'
Pllj1!1 a1'!

OPERATING INCOME BEFORE lNCDMETAXES& INTI';IlESTCHAIlGES
INTEREST CHARGES .nd 0111" Ch"S"
OrERA TlNG INCOME BEFORE INCOME TAXES

12 M(]mtls Ending Pro Fontl:l. Pro FotmiJ Ptup()5cd Pro FomHl
Jiltli: 311, 211117 __ Adiustnll:l1JJ._ __TcstYcar Rilh: rncn.:.~~· TL'SIi'Cil-f

7A1MZI U4~mJ 9.fi2l.~S~ 9_~l;l(,.(;Ol 19.s11A5~
3'.(j(j().3~4 2.195.111 5.i%.iii s,ilJfdil
4,416';'31 446,19iil 4,429,144 9,696,6011 (4,3i6:l:i4

SECTION] - FLOW THROIIGH ITEMS

(9fi) {%'l

2(1-,)~1\I :2{.f,\l1~

:Hi.~42 211,H~l

UlLJ.5~n Y.lfl.l6.6I1l J4.347.H'.fI

37~,300 H41,211 1.219,51 J

Lobb~,ng Expcns~s
MCZlls & Ent..t:ru:unmc:nt
Pcn:L1ucs &.: Fin.:Sl
Mcdl~iHC lucome

Talil.~P~nn M's

!nc:(]mc Subject To Tit'L

Ac¢"ftiiIlTo ltc-ann Adjn.stmcnt
Cul'ri::·tll,
Dc:f.:-ffCd

To""

(fi..HI2> n.1l12
(90)

n·..1511 (6.7511}
2UlJ3H

Z(),1H1I [12

4,49D17 (4(•.1>1)

J!l2.271 (3.9121

704,445 (764.4~5)
(952,4.94). I)s:r ..~W·I.
(lHH,1149) IHH,II'49'

----_ ..

' .. .... _]9+.1.23 ,,]D4,Dl1 378,300 64],1] 1

Timing Dirrerem:~5
Dc,fl:"rn:d G·:!.5"Costs"
Gil~n/<Losli.> on SaiL.:of As-scls
AFUDC D,hI
Pens.ion Cost
Unbi1!cd ReYCnLi't:

Uuam(]nl:c-d Dt:bl Exp·i:::nsc
find Ddm
-G.:Jj Rr::s:::ifEh Ifi-'illtLl!E

im::t:·IllI';'c Pian
OPES/FASS ]0&

Pl!rl"o-titiMtc Shjre's
Vilt-alion AcEfiifll
En\'irnnml:nl:il CI:::;1I1 Up Costs
Cathodic Proler:lion
CIAC - DcrcrroJ
Dcprccl:lIIOn Expel1se .:.:Ta.:>i
Dr::pl1.:Cmlion E~pl;n!;i:;: -= Books

ficml),\·;t! Cost ~ Dcrcrr.1'
Propcny T",~Di:rclTiJl
Uniform Cilpitallzilitlon - S.cction 1fi1
UNICAP - ScJf ..('Cnslructcd As.s;::ts

T:lIullle rnc-Ome

CUl'ICnl Jnconu.: T~,=-,i, .B 5%

Current Accrual To Relurn Adjustm-c:nl

3 ..j.1/.7.9\lO

95.216
(J27.13H)
I,On,05'!
4,5H9.301

2:K.)IlJK

H,()n(,,231)
(131,319)
(6HI9)

n,nlO
(24,99(,)
15,II3j

(2,355,3111)
(39,fi40)
6tiO,316

(,,494,(,911)
5.07'.929
l3(j.·:i9~

1,fllO,OOII
{2,551,Kj7)
{H41.411~)

1.6JK.DlI

2.HS9,IH7

7fi4.445

(J,4H7,9~O)
19l.21{,)

H41.401

(2.141.H(,')

229.01{6

1127,73H)
1.071,059
4.5~9.301

2~.H9H
l4,U6/i.2J7)

1137.379)
(H3,619)

(1,610
(24,990)
15,1135

(2.355,301)
{39,6411)
060,316

(5.494/,90)
5,075,9Z~
23iiJ95

2,1110,1100

12.Sl7.H37)
(3)

... O ..1(J3.p5l..

412.111

9,H%,(,OI

H41,ZII

1121,1381
1,1I71,OI9
4,5K9,)!l7

2H.~911

(4.lIflfl.231)
(131,)79>
(KH191
fi,fi'IO

(24,!1',",
15,oJ5

{2,Jl5,J'OI>
(J9.1i401
~6'O,17'n

{j,494,~9C11
5.075,91:5
230.49,

2,1II1',LJOO
{2,'l1.~31~

m

__ (1.10;.735>

I5,45U,91 I

1.31;.32K

Current 1m-orne 1"'01 Expense

Dcft:tn:d inconlt;: Ta ..•E:'ipcfls~

DerL:nt'd A,;:c·rual To Rcturn AdjUlitmcnt

Dcrcm::,d Income Til:'l: Expcns •..J

],001.416

IN,241

(952,494)

..1.94.223

(:;35,35 9 1'.

(23J.(l59)·

7] 9,4J5

..., ..... 184~077

411,117 ___ .~,~.]_,~l!_ 1,31.3.,3.1.K

(9J.MI1'1 (93.817)

(93.HI11 m·HJ7J

378,300 84],21 i ],1l9,sn
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Income Subjt:c:f Tu In:-.;
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Current
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10.7HO (,2 21l.R>l2
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9.IH'J (lJ,IH9)

-------
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20,'JJ!I

1~.127.(i7.S

Ttmi:lll:! Ditrerences
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Gilinl<:1.CJ~9 em Sll.lc of As!:;ls
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CUtt-e:rlt Ac.ctLliJl To RelUrn AdJu~im~m:

Cufrcn1 JnEtlme Tilx E~pcnsC'
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1)5.216 {');.!7fiJ
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(D7,J79) (I37,37~1
(&J.6IYj (iJ.r.19)
6.6iu IJ/if(;

l14.Y%I (14.9%)
15.0J5 IS,OJS

(2,J55,JOII 1~.J5S,J{jI)
rJ9,(140j' (39,1..1(1)
(,60.37() r,{iU,37(1

(5,4~4.(.IJlJj (5,~t)4.rl9(l)
:5,07:5,9~5 5,1115,915
130AI)5 23U,495'

2.fOO,i1bO :!.iou,uOO
(2,557.1im (2,lSi,R31)
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1,449.45S (24,i55) 1,41s,;i(j{,

3.r6~,J%

j,i69.386

(ii7,i'jS)
1.Ii77JiS'j
4,5!9,J()1

2~.&9lC
(4.nr"(1,237}
(l;7.311J)
('3,1,11J)
fi,(lrn

(2-1,1)96)

15.0j~
1!,m.loH

(llJ,C04I1)
(1511,316

(5.4~4.c,9U}
5.1175.925
:lJU,<It):,

2.I(XI.lI(1(j
(t.5S7.im
'l.rl~:t~(JIH

111,:141.13,5.

4.594.685
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Exhibit EN 2·2·5
National Grid NH

DG OB-009
Page 3 of 3

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Utility Operations Interest Deduction

Rate Base Proposed

Long Term Debt

Interest Deduction

EN 2-4

EN 3-1

148,037,338

3.51%

5,196,11]

1 1



ENERGYNORTH NATURAL GAS, INe dlbla NATIONAL mUD Nit
Balance Sheet

Schedule 2A· Assets & Deferred Charges

Exhlhit ENI']
NlIUona"1 Grid NH

D~a8-llD!
Page 1 of.3

Gas Plant
In Service
ConstruclioJ1lWork in Progress (non-interesl bearing)
Less: Reserve fof Oeji1'ceiation
Total Gas Plani

Other Property
Plant - Other
Non Operming: Property
Less' Reserve ForDepreciatIOn
Tota] Other & Non Opemting Plant

Investments,
Investments in Affiliated Companies
Other ]nVestrtH!·nlS
Total Investments

Current Assets
Special Deposits
Accounts Recei vab]e - Customer
Accounts Receivable· Other
Accounts Receivabfe ftom Asslic Companies
Accum provision for Uncollectible Accounts
l"uel Stock
Prepayments
Accrued Utility Revenues
Mise CUrrenl Assets
Tota~

Deferred Chames
Other Regulatory Assets
Clearing Accounts
Tempomry Facihties
MIsc. Deterred Debts
DeFerred Losses from Disposition ofUtiliryPl'ant
Accumulated DeFerred Income Taxes - Asset
10tal Deferred Charge,s

fotal As'sets & Deterred Charges

12 Monlhs Ending
JUne 30,2007

270;44{ 13&
&,823,224

(91,758,737)
187,508,623

i46,949
{I08,]28)
38,8.2/

]9,551,428
280,804
676,800

(3,4j8,315)
5,379,696
4,568,069"
3,384,626
\2,14:1,915)
28,262,192

6,809,826
39,5i6

1,479,242
123,885,084

118,896

132,932,564

348,742,202

First Prece'ding
Fiscal Year End ing

Dec 3j, :W06

163,405;591
9,472,0[3

(88,448,6 (2)
184,418,992

146,949
(105,ld9j
41,840

]6,[54,]68
],426,766
147,]88

(1,04];]04)
20,753,378

510,101[
11,824,690

____ 1.884,973
50,720,766

[1l,528,274

1.418,006
162:,533,563

108,40]

182,588,244

417,779,844

Se~ond Pre-ceding.
Fiscnl Year Ending

Dee 3j,1(j();)

141, i]5,41[1[
16,225,608
(82.053,086)
176.288,0'10

146,949
(98.70'1)
48.247

]83
i83...... -- -- .

10,433
20,583,146
1,848,978
1,637,176
(2,395,604)
18,472,896
464,721

17,,865,662
11,50'O,ll37
69,988;244

395,9[5

1,415,560
136,473,871
8,539,115
1.186,513

]48,O'l1,O1l4

394,335,767

Test Yenr Ave:
01lv1onthfS', B1I].ance

256,048,074
8,454,0'08

(85,706,l7l)
i78,795,91i"

146,949
( IO~,09(jJ
44,859

16,485;348
168,969

[,219,154
(3,771,645)
16,231,647

1,868
3,013,102
0,814,114)
30',594,990' ,

3;611,177
(8,992)

1,364.4 ii
159,781.-774
9,423.192
),f~6,m

175,358.092

384.793.853
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ENERGYNORTH NA TllRAL GAS, INC dlbla NA TIONA L GRID rom
Ba Innee Sh eel

Scliediik 2B • Stockh·oldets EqUity &; Liabilities

ExhibU EN 2-3
N ••fiofl.ill Grid NH

OG 08-009

Page 1-01 j

CanitafltatlOi]
Common Stock
Other Paid il) Capital
Retailied Earli ings
Accum Oiher Comprehensive Income
10mI'

Lorw:.tNm.bebt
LTD - Notes to Assoc Camp
'Cotal

12 Months fnding
June 30, 2007

(3.000'.0'0'0')
(110',653,0'12)
4i.4i}9,253
5.575.550'

(f7a,51B,21Q)

(40',0'0'0',0'0'0)
(40',0'0'0',0'0'0')

First Preceding
riscal Year fndt'ng

Dee 31, 2006

(3,0'0'0'.0'0'0')

(110',653.0'12)
51,448,60'8
6.1 [9.673

__ ( 166.084,732)

(40',0'0'0',0'0'0')
(40'.000',0'0'0')

Second Preceding
risca! Year lOnding

Dec 3 [.200'5

(3,0'0'0',0'0'0')
(220',653,0'] 2)

54,169;141
2,20'3.543

( 167,28G,328t

(40',0'0'0';000')
(40',0'0'0',0'0'0')

fest Year Ave.
of Monthly Balance

(3,0'0'0,0'0'0')
(220',653,0'12)
50,393,339
2.20'3.543

__ (f7I.()5~,l3(})

(40',00'0',00'0'1
(40'.0'0'0',00'0')

Current & Accrued Liabililies
Notes Payable'
Accounts Payable
AccountS Payable· Affiliated Companies
NOles Payable - Affiliated Companies
Customer Deposits
Interest Accrued:
Other Tax Liabilities
Misc. Acctlied liabilities
Total

Deferred Credits
Olher Deferred Credits
Other Regulatory Liabilities
Aceum Deferred Income Taxes - Linb
Tota[

Reserves
Accum ProVision for Pension & OPEB's
Aecitiil Misc. Operating Provisions
Total

Tota[ Equity & Liabilities

(12,717,214) (34,592,583) (23,70' 1,10'6·) (7,726,425)
(10,40'1,459) (:15,114,469) (21,584,017) (2j.523,032)
(36,516,80'4 ) (4O',I53,8O'8j (53,739,311) (38,546,0'47)

(236,932) (]66,24D) (226.069) (178,864)
(30',960') m.125) ('16,8i4) ('/8;80'9)

( 1,268,282) (1,843) [ 10',859 (40'7,466)
(1,110,624) ... (114,870) ( I.O{)5,3D3) (I .150',669)

(62,298,274) ( 100',80'0',938) (10O',22t.7ffJ) (71.611,314)

(4,114,960) ('1,771I,997) (2,558,496) (2,985,357)
(1,573,0'48) (37,149,447) (13,783,0'02) (31.0'92,764)

(34,274, I 35) (38,787,0'67) (39.486.683) (39,185,20'0')
(40'.572,143) (83,115,511) (55,828,18:2) (13,26:Ul1)

(9.199,538) 697,275 2,06[.0'83 [ .173,023
___ (~~.D~4,(}3?) ___ (27,8?~,938) _ _ (33,066,579) (30,0'36,111 )

(35,293,574) (27,178,662) (31 ..00'5.496) (28.863,088)

(348.742,20'2) (417,779,844) (394.335.767) (384.793,853)
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ENERGYNORTHI NATURAL GAS, INC d/b/a NATIONAL GRID NH
Balance Sheet

Scnedule 2e" Materials &. Suppiies

Eilhibll EN 2.J

Nl'lthm.ILC Grid NH
DO DB.oD11

Page- 3 ar J

Gas Inventorie,
LPG
LNG
Olber • N aturnl Gas

12 Montbs Ending
June 30,2007 __

[,143,159
58,544

4,177';992
5,379,696

First Preceding
Fiscal Year Ending

Dec 31,2006

1,578.217
82,061

[9,093,100
20,753.378

Second Preceding
Fiscal YeaJ Ending

Dee 31,2005

1,404,242
88;562

16;9S(),092
18,472,896

Test Year Ave.
of Monthly Balance

1,494,953
76,482

___ 14,660,193_
16,231,628

14



National Grid NH
Rate Design Filing

Report of Proposed Rate Changes-Permanent Rates
National Grid NH

DG 08-009
Page 1 of I

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

a. Rate Class Designation

b. Effect of Proposed Change
Increase (Decrease)

c. Average Number of Customers

d. Estimated Annual Revenue
Present Rates
Proposed Rates

e Proposed Rates. I/bill
Present Rates
Proposed Rates
Increase (Decrease)
Percentage Increase (Decrease

RESIDENTIAL

MNSH

RI

C & I Uigh Winter IJse

RSII RLIAP

Line Puc 1604.02 (a)(2) Non-Heat Heat Loi~ Income Small High Med High Large High Small Low Med Low Large Load Large Load Large Load Large Load

No. (After Winter Use Winter Use Winier Use Winter Use Winter Use Factor <90% Factor Factor >110% Factor >90%

DIscount) <110% -- --

R-3 R-4

SH MR

C & I Low Winter Use

LII

0-41 0-42 0-43

4,975 63,221 4,530

$

1,946,667 83,205,785
2,111,486 88,533,319

SL ML

164,819 $5,327,534 $ 183,897 $ 1,165,682 $1,183,221 $ 267,004 $ 5.4,235 $ 142,302 $ 317,377 $

Con,bi,,cd

LLL9O LLLIIO

0-51 0-52 0-53 0-34 0-63

L[.G11O

4,973,714
5,157,611

NOTES:

6.718 $ 259,378 $

$ 32.61 $ 109.68 $ 91.50
$ 35.37 $ 116.70 $ 94.88
$ 2.76 $ 7.02 $ 3.38

8.47% 6.40% 3.70%

7,277 1,464 43 300 43 38 1 16

27,265.040 42,206.428 6,930,198 5,473,436 8,374,193 11,427,237 258,391 14,072,584
28,430,722 43,389,649 7,197,203 5,527,670 8,516,494 11,744,615 265,108 14,331.962

I 312.21 $ 2,402.23 $ 13,573.54 $ 1,521.82 $16,401.76 $24,859.83 $20,894.25 $ 73,498.82
I 325.56 $ 2,469.57 $ 14,096.50 $ 1,536.90 $16,680.48 $25,550.28 $21,437.45 $ 74,853.51
$ 13.35 $ 67.34 $ 522.96 $ 15.08 $ 278.71 $ 690.45 $ 543.20 $ 1,354.69

4.28% 2.80% 3.85% 0.99% 1.70% 2.78% 2.60% 1.84%

LLG9Q

0-63

266,329

17

14,330,975
14,597,303

$ 70,307.29
$ 71,613.89
$ 1,306.60

1.86%

Data above imputes gas supply costs for transportation customers equal to COG rates for both present and proposed rates.
Analysis above reflects the impact on COG and LDAC rates for conversion from wet to dry therm biting.

=
C,—,
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NHPUC NO.5· GAS
KEYSPAN ENERGY DELIVERY NEW ENGLAND

PROPOSED FIRST REVISED PAGE 1
SUPERSEDING ORIGINAL PAGE 1

I. GENERAL TERMS AND CONDITIONS

1 • SERVICE AREA

1(A) Service Area. The area authorized to be served by the Company and to which this tariff applies are the following
cities and towns: Allenstown, Amherst, Auburn, Bedford, Belmont, Berlin, Boscawen, Bow, Concord, Derry,
Franklin, Gilford, Goffstown, Hollis, Hooksett, Hudson, Laconia, Litchfield, Londonderry, Loudon, Manchester,
Merrimack, Milford, Nashua, Northfield, Pembroke, Sanbornton, Tilton and part of Canterbury and Winnesquam.

2 - GENERAL TERMS AND CONDITIONS

2(A) Filing. A copy of this tariff is on file with the New Hampshire Public Utilities Commission and is open to
inspection at the offices of the Company.

2(B) Revisions. This tariff may be revised, amended, supplemented, or otherwise changed from time to time in
accordance with the rules of the New Hampshire Public Utilities Commission and such changes, when effective,
shall have the same force as the original tariff.

2(C) Application. The tariff provisions apply to everyone lawfully receiving gas supply service and/or delivery-only
service from the Company under the rates herein and receipt of gas service shall constitute the receiver a
customer of the Company as the term is used herein whether service is based upon contract, agreement,
accepted signed application, or otherwise.

2(0) Statement bv Aqents. No representative has the authority to modify a tariff rule or provision or to bind the
Company by a promise or representation contrary thereto.

2(E) No Preiudice of Riqhts. The failure of the Company to enforce any of the terms of this tariff shall not be deemed
a waiver of its right to do so.

2(F) Gratuities to Emplovees. The Company's employees are strictly forbidden to demand or accept any personal
compensation or gifts for service rendered by them while working for the Company on the Company's time.

2(G) Advance Payments. Payments to the Company for charges provided in these rules and regulations to be borne
by the customer shall be made in advance.

2(H) Assionment. SUbject to the rules and regulations, all contracts by the Company shall be binding upon, and
oblige, and continue for the benefit of, the successors and assigns, heirs, executors, and administrators of the
parties hereto.

Issued: February 25, 2008
Effective: August 24, 2008

ISSUed:Byf1~~
Nickolas Stavr poulos

Title: President



NHPUC NO. 5- GAS
KEYS PAN ENERGY DELIVERY NEW ENGLAND

PROPOSED FIRST REVISED PAGE 10
SUPERSEDING ORIGINAL PAGE 10

I. GENERAL TERMS AND CONDITIONS

7 - SERVICE AND MAIN EXTENSIONS

7(A) Upon receipt of an application from a prospective Customer setting forth the location of the premises to be
served, the extent of the service to be required and any other pertinent information requested by the Company,
the Company will advise the Customer of the type and character of the service it will furnish, under the applicable
tariff, and if required, the location of the Company's metering and related equipment. The Company will have
sole reasonable discretion on the location of meters and other related equipment. Upon request, the Company
will furnish detailed information describing the connections necessary between the Company's facilities and the
Customer's premises and Customer and Company responsibilities for installation of facilities.

7(8) An application for service will not be approved until the Customer has delivered to the Company a fully completed
request for service form and the Company has determined that an adequate flow of Gas can be delivered to the
Customer's Delivery Point under normal operating conditions.

7(C) Whenever the estimated expenditures necessary to supply Gas to a Customer or to resume service to a
Customer after a discontinuance of service for over twelve (12) months, for reasons other than the needs of the
Company, shall be of such an amount that the income to be derived from gas service at the applicable rates will,
in the opinion of the Company, be insufficient to warrant such expenditures, the Company may, in addition to the
payments for Gas under the applicable rates, require the Customer to pay the whole or a part of such
expenditures, or make such other reasonable payments as the Company may deem necessary.

7(0) The Company reserves the right to reject any application for service if the amount or nature of the service applied
for, or the distance of the premises to be served from existing, suitable gas distribution facilities, or the difficulty
of access thereto is such that the estimated income from the service applied for is insufficient to yield a
reasonable return to the Company, unless such application is accompanied by a cash payment or an undertaking
satisfactory to the Company guaranteeing a stipulated revenue for a definite period of time, or both.
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I. GENERAL TERMS AND CONDITIONS

16 - COST Of GAS CLAUSE

(16) Summer Season - The calendar months May 1 through October 31.
(17) Off-System Sales MarIlin - The economic benefit derived from the non-firm sales of natural

gas supplies upstream of Company's distribution system.
(18) Winter Commodity - The gas supplies procured by the Company to serve firm load in the Winter

Season.
(19) Winter Demand - Gas supply demand, peaking demands, storage and transmission capacity

procured by the Company to service firm load in the Winter Season.
(20) Winter Season - The calendar months November 1 through April 30.
(21 ) PR Allocator - The percentage of annual capacity charges assigned to the Winter Season

calculated using the Proportional Responsibility Method.
(22) Purchased Gas Workina Capital - The allowable working capital derived from Winter Season

and Summer Season demand and commodity related costs.

16(F) Approved Cost

The Cost of Gas calculation utilizes information periodically established by the NHPUC. The table below lists
the approved costs factors:

Variable
MISC
PS
WCA%
BD%

16(G) Cost of Gas (COG) Calculations by Customer Class

The Cost of Gas (COG) Formula shall be computed on a semiannual basis for three (3) groups of customer
classes as shown on the following table. The computation will use forecasts of seasonal gas costs, carrying
charges, sendout volumes, and sales volumes. Forecasts shall be based on either historical data or Company
projections, but must be weather-normalized. Any projections must be documented in full with each filing.

The COG for the Residential rate classes shall represent the total system average unit cost of gas of meeting
firm sales load, projected in each COG filing. The Commercial & Industrial (C&I) Low Winter (LW) and High
Winter (HW) rates will be calculated in the following way: first, the demand unit cost of gas, the sum of
purchased and stored gas demand costs divided by projected prorated sales, will be multiplied by the applicable
load factor ratio and then multiplied by the correction factor. This adjusted demand factor will then be added to
the commodity factor, adjustment factor and indirect cost of gas rate to determine the total COG rates for the
C&l LW and HW rate classes. The two load factor ratios shall be derived once a year, for effect every
November 1 through October 31, using the ratio of the unit capacity cost of each C&I group to the total system
unit capacity cost that is determined in the Company's submittal of its Capacity Allocators, for Capacity
Assignment purposes, filed with its Winter COG, and as presented in Attachment F of the Delivery Service
Terms and Conditions. The Correction Factor aligns the peak day volumes used to calculate the load factor
ratios with the seasonal throughput volumes applied to the COG calculations.

GROUP

Residential
Commercial and Industrial:

Low Winter Use
Commercial and Industrial:

Hi h Winter Use

Issued: February 25,2008
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CUSTOMER CLASSES

Residential Heatin and Non-Heatin
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G-41. G-42 and G-43
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I. GENERAL TERMS AND CONDITIONS

18. LOCAL DELIVERY ADJUSTMENT CLAUSE

18(A) Purpose
18(B) Applicability
18(C) Demand-Side Management and/or Energy Efficiency Costs Allowable for Local Delivery Adjustment Clause

(ULDACU)
18(0) Environmental Response Costs Allowable for LDAC
18(E) Interruptible Transportation Margins Allowable for LDAC
18(F) Expenses Related to Gas Restructuring Allowable for LDAC
18(G) Expenses Related to Rate Case
18(H) Residential Low Income Assistance Program
18(1) Pension Costs and Post Retirement Benefits Other Than Pensions Allowable for LDAC
18(J) Effective Date of LDAC
18(K) LDAC Formulas
18(L) Application of LDAC to Bills
18(M) Other Rules
18(N) Amendments to Uniform System of Accounts

18(A) Purpose

The purpose of the Local Delivery Adjustment Clause (ULDAC" or this uClause") is to establish procedures that allow the
Company, subject to the jurisdiction of the NHPUC, to adjust, on an annual basis, its delivery charges in order to recover
Conservation Charges ("CC"), Winter Period Surcharges (UWPS"), Environmental Surcharges ("ES") including the Relief
Holder Surcharge ("RHS") and the Manufactured Gas Program Surcharge ("MGP"), to return interruptible transportation
margin credits ("ITMC"), recover gas restructuring expenses (uGRE"), rate case expenses ("RCE"), Residential Low
Income Assistance Program costs (URUAP") and any other expenses the NHPUC may approve from time to time.

18(8) Applicabilitv
This Clause shall be applicable in whole or part to all of the Company's firm sales service and firm delivery service
customers as shown on the table below. The application of this clause may, for good cause shown, be modified by the
NHPUC. See Section 18-(L) "Other Rules."

Applicability

Residential Non-
Space Heating - R-1, 1 X X N/A 1 X X

Residential
Space Heating - R-3, R-4 1 X X N/A 1 X X

Small C&I - G~41, G-51 1 X X X 1 X X
Medium C&I - G-42, G-52 1 X X X 1 X X
Lar e C&I - G-43, G-53, G-54 1 X X X 1 X X

Notes:
N/A Not applicable
X Applicable to all
1 As ordered by the NHPUC
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I. GENERAL TERMS AND CONDITIONS

18. LOCAL DELIVERY ADJUSTMENT CLAUSE

18(H)(6) Reconciliation Adjustments

Prior to the Company's peak season Cost of Gas filing, the Company will calculate the difference between (a)
the revenue derived by multiplying the actual firm sales and delivery service throughput by the RUAP Rate
through October 31

S
\ and (b) the actual costs of the program which consists of (1) the revenue shortfall

calculated by applying the actual billing determinants of the RUAP classes to the difference in the regular and
reduced residential base rates in effect for the annual reconciliation period and (2) the start-up, administrative
and marketing costs associated with the implementation of the program, plus carrying charges calculated on the
average monthly balance using the monthly prime lending rate, as reported by the Federal Reserve Statistical
Release of Selected Interest Rates. The combined costs will then be recorded in the deferred RUAP account
175.39. The Company shall file the reconciliation along with its COG filing on or before the first business day in
Septem ber of each year.

18(1) Pension Costs and Post-Retirement Benefits Other Than Pensions Allowable for the LDAC

18(1)(1) Purpose

The Purpose of this provision is to establish a procedure that allows the Company, subject to the jurisdiction of
the NHPUC, to reconcile pension and post-retirement benefits other than pensions ("PBOP") expense amounts
included in the Company's distribution rates with the total expense amounts booked by the Company pursuant
to FAS 87 and FAS 106 and as amended by FAS 158.

18(1)(2) Applicabilitv

The Pension and Post Retirement Benefits Other than Pensions Reconciliation Adjustment Factor ("PRAF")
shall be applied to aU firm sales and transportation tariff customers. The PRAF shall be filed with the
Company's peak season Cost of Gas Clause fHing and shall be calculated annually by the Company and be
subject to review and approval by the Commission.

18(1)(3) Effective Date

On or before the first business day in September of each year, the Company shall file with the NHPUC for its
consideration and approval, the Company's request for a change in the PRAF applicable to all firm sales,
delivery and transportation service throughput for the subsequent twelve-month period commencing with the
calendar month of November.

18(1)(4) Pension and PBOP Costs Allowable for LDAC

The costs to be recovered shall be comprised of all the pension costs associated with the Company's Pension
Plans as determined by SFAS-87 and all of the PBOP costs as determined by SFAS-106 (and as amended by
FAS 158) and as approved by the NHPUC that have not yet been included in the Company's distribution rates
plus associated carrying charges.
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18. LOCAL DELIVERY ADJUSTMENT CLAUSE

18(1)(5) PRAF Formula

PRAFx = (RAl(+ cc(URDy - DTAy) + PPRA yl
ATPvol

ORIGINAL PAGE 46.3

Where:

PRAF=

cc=

URDx =

DTAx=

PPRAx =

ATPvol ==

x=

The annual Pension/PBOP Reconciliation Adjustment Factor.

The Reconciliation Adjustment for Yearx is one-third of the Unamortized Reconciliation Deferral
at the end of the Prior Year.

The Cost of Capital is the tax-effected weighted-average cost of capital as allowed by the
NHPUC in the Company's most recent rate case.

The Unamortized Reconciliation Deferral is the amount of the Reconciliation Deferral not yet
included in distribution rates. At the beginning of Yearx the Unamortized Reconciliation Deferral
is the sum of: (1) the Unamortized Reconciliation Deferral at the beginning of the Prior Year;
plus (2) the Reconciliation Deferral for the Prior Year; minus (3) the Reconciliation Adjustment
for the Prior Year.

The Deferred Tax Amount is the deferred taxes associated with the Pre-Paid Amount and the
URD at the end of the Prior Year.

The Past Period Reconciliation Amount is (a) the difference between: (1) the amount of PRAF
revenue that should have been collected in the Prior Year; and (2) the amount of PRAF
revenue actually received by the Company in the Prior Year and (b) the amount computed in
the clause (a) times the prime lending rate, as reported by the Federal Reserve Statistical
Release of Selected Interest Rates.

Annual forecasted throughput volumes inclusive of all sales and transportation throughput.

The current year.

18(J) Effective Date of Local Delivery Adiustment Clause

The LDAC shall be filed annually and become effective on November 1 of each year pursuant to NHPUC
approval. In order to minimize the magnitude of future reconciliation adjustments, the Company may request
interim revisions to the LDAC rates, subject to review and approval of the NHPUC.

18(K) Local Delivery Adiustment Clause Formulas

The LDAC shall be calculated on an annual basis, by customer, by summing up the various factors included in
the LDAC, where applicable.
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I. GENERAL TERMS AND CONDITIONS

18. LOCAL DELIVERY ADJUSTMENT CLAUSE

LDAC Formula

LDACX = Ccx + ES - ITMC + GREFX + RCEx + RLiAP + PRAF

And:

ESx = RHS + MGP

Where:

LDACx
CCX
ITMC
ES
RHS

MGP

GREFX

RCEx

RLiAP
PRAF

Annualized class specific Local Delivery Adjustment Charge.
Annualized class specific CC or EE Charge.
Annualized Interruptible Transportation Margin Credit.
Total firm annualized ES.
Annualized charge to recover the costs of the closure of the Relief Holder at Gas
Street, Concord, NH
Annualized charge to cover the remediation costs related to former manufactured
gas plants.
Total firm annualized class specific Gas Restructuring Expense Factor.
Class specific Rate Case Expense Factor.
Residential Low Income Assistance Program Rate
Pension costs and Post Retirement Benefits Other Than Pensions Adjustment
Factor

18(L) Application of LDAC to Bills

The component costs comprising the LDAC ($ per therm) shall be calculated to the nearest one one-hundredth
of a cent per therm and shall be applied to the monthly firm sales and firm delivery service throughput in
accordance with the table shown in Section 18(B).

18(M) Other Rules

(1) The NHPUC may, where appropriate, on petition or on its own motion, grant an exception from
the provisions of these regulations, upon such terms that it may determine to be in the public
interest.

(2) Such amendments may include the addition or deletion of component cost categories, subject
to the review and approval of the NHPUC.

(3) The Company may implement an amended LDAC with the NHPUC approval at any time.
(4) The NHPUC may, at any time, require the Company to file an amended LDAC.
(5) The operation of the LDAC is subject to all powers of suspension and investigation vested in

the NHPUC.
18lN) Amendments To Uniform System Of Accounts

175.42 Interruptible Transportation Marain Reconciliation Adiustment for LDAC

This account shall be used to record the cumulative difference between annual Interruptible Transportation
margin returns and annual Interruptible Transportation margins. Entries to this account shall be determined as
outlined in the Local Delivery Adjustment Clause, 18(E).
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I. GENERAL TERMS AND CONDITIONS

18. LOCAL DELIVERY ADJUSTMENT CLAUSE

175.85 Gas Restructurin~ Expense Reconciliation Adiustmenf
This account shall be used to record the cumulative difference between the recovery and actual amounts of
third party incremental expenses associated with the Company's Gas Restructuring initiatives. Entries to this
account shall be determined as outlined in the Local Delivery Adjustment Clause, 18(F).

175.22 Demand-Side Manaaement and/or Enerav Efficiencv Reconciliation Adiustment

This account shall be used to record the cumulative difference between the sum of DSM and/or EE
Expenditures incurred by the Company plus the sum of DSM and/or EE Repayments and the revenues
collected from customers pursuant to this clause with respect to a given Rate Category. Entries to this account
shall be determined as outlined in the Local Delivery Adjustment Clause, 18(C).

175.90 Environmental Response Costs Reconciliation Adiustment

This account shall be used to record the cumulative difference between the revenues toward environmental
response costs as calculated by multiplying the ES times monthly firm sales volumes and delivery service
throughput and environmental response costs allowable per formula. Entries to this account shall be
determined as outlined in the Local Delivery Adjustment Clause, 18(D).

115.65 Rate Case Expense Reconciliation Adiustment

This account shall be used to record the cumulative difference between the recovery and actual amounts of
third-party incremental expenses associated with the Company's Rate Case initiatives. Entries to this account
shall be determined as outlined in the Local Distribution Adjustment Clause, 18(G).

115.39 Residential Low Income Assistance Pro~ram Reconciliation Adiustment

This account shall be used to record the cumulative difference between the actual revenue derived from the
actual sales and transportation service throughput multiplied by the RLiAP rate and the actual costs of the
program, which consists of the revenue shortfall and all administrative and marketing costs, as outlined in the
Local Distribution Adjustment Clause, 18(H).

175._Pension and PBOP Expense Reconciliation Adjustment

This account shall be used to record the cumulative difference between the actual revenue derived from the
actual sales and transportation service throughput multiplied by the PRAF rate and the total pension and PBOP
expense amounts booked by the Company in the prior year.
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I. GENERAL TERMS AND CONDITIONS

19 - SUPPLY & CAPACITY SHORTAGE AllOCATION POLICY (Cont'd)

PRIORITIES

Firm rate customers shall be serviced according to the following preference categories with the first and each succeeding
category having preference over the succeeding categories

1)

2)

3)

4)

5)

6)

7)

8)

Company use for fuel and lost and unaccounted for

Firm sales or transportation service for high priority residential uses including apartment buildings and
other multi-unit buildings, small commercial establishments using less than 50 DT on a peak day,
schools, hospitals, police protection, fire protection, sanitation facilities and correctional facilities

Firm sales or transportation service for essential agricultural uses, as defined by the Secretary of
Agriculture, for full food and natural fiber production, process and feedstock use for fertilizer and
agricultural chemicals, process and feedstock for animal feeds and food, food quality maintenance, food
packaging, marketing and distribution for food related products and on farm uses

Firm sales or transportation service for large commercial requirements (50 DT or more on a peak day),
firm industrial requirements for plant protection, feedstock and process needs and firm industrial sales
up to 300 DT per day

Firm sales or transportation service for all industrial requirements not specified in (2), (3), (4), (5), (6) (7),
(10) or (11), including the firm period of 280 Day sales or transportation

Firm sales or transportation service including the firm period of 280 Day sales or transportation or
transportation for industrial requirements for boiler fuel use at less than 1,500 DT per day, but more than
300 DT per day, where alternate fuel capabilities can meet such requirements

Firm sales or transportation service including the firm period of 280 Day sales or transportation or
transportation for industrial requirements for large volume (1,500 DT or more per day) boiler fuel use
where alternate fuel capabilities can meet such requirements

Interruptible sales or transportation service and the non-firm period of 280 Day sales or transportation.

STORAGE INJECTION

Within each category, storage injection required to meet the needs of higher priorities may be given preference over all
other uses within that category.

PENALTY

For all unauthorized volumes of gas taken by a customer, the customer shall pay the Company a penalty of five times the
daily index for each therm taken. Such penalty shall be added to the regular rates in effect. The Company shall have the
right, without obligation, to waive any penalty for unauthorized use of gas, if on the day when the penalty was incurred
deliveries to other of the Company's customers were not adversely affected. Continued unauthorized use, at the sole
discretion of the Company, may result in termination of service.
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u. RATE SCHEDULES

Residential Non Heating Rate
Classification No. R-1

Availabilitv
This rate is available to all residential customers who do not have gas space heating equipment. Available for use which is separately metered and
billed for each dwelling unit. Availability is limited to use in locations served by the Company's mains and for which the Company's facilities are
adequate.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charoe

Customer Charge Per Meter $0.4583 per day or $13.75 per 30 day month

Winter Period
First 10· therms per 30 day month at
All over 10 therms per 30 day month at

Summer Period
First 10· therms per 30 day month at
All over 10 therms per 30 day month at

$0.0228
$0.0201

$ $0.0228
$0.0201

per therm
per therm

per therm
per therm

• The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Cost of Gas Charoe
All gas delivered under this rate is subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above.
Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charoes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charoe
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Terms and Conditions
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated billwill be rendered to
the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the
bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid balance - equivalent to an eighteen
percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the end of the notice
period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to
time, with the New Hampshire Public Utilities Commission.
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Residential Heating Rate
Classification No. R-3

Proposed Second Revised Page 53
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Availabilitv
This rate is for all residential use for those domestic customers who use gas as the principal household heating fuel. Availability is limited to use in
domestic locations which are separately metered and billed and which are served by the Company's mains and for which the Company's facilities are
adequate.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charoe

Customer Charge Per Meter $0.6583 per day or $19.75 per 30 day
month

Winter Period
First 100 * therms per 30 day month at
All over 100 therms per 30 day month at

Summer Period
First 20 * therms per 30 day month at
All over 20 therms per 30 day month at

$0.2291
$0.1331

$0.2291
$0.1331

per therm
pertherm

per therm
per therm

* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of an applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Cost of Gas Charoe
All gas delivered under this rate is subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above.
Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charoes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charoe
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Terms and Conditions
Eligibility shall be determined based on the reasonable discretion of the Company subject to verification of heating usage.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill will be rendered to
the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the
bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid balance - equivalent to an eighteen
percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the end of the notice
period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to
time, with the New Hampshire Public Utilities Commission.
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low Income Residential Heatina Rate
Classification No. R·4

Availabilitv
This rate is for residential use for those domestic customers who use gas as the principal household heating fuel if any member of the household
qualifies for a benefit through one of the programs listed below, subject to the qualification period described under the "Terms and Conditions" of this
rate. Availability is limited to use in domestic locations which are separately metered and billed and which are served by the Company's mains and
for which the Company facilities are adequate.

Qualified Programs:
a. Low Income Home Energy Assistance Program (L1HEAP)
b. Electric Assistance Program (EAP)
c. Supplemental Security Income Program
d. Women, Infants and Children Program
e. Commodity Surplus Foods Program (for women, infants and children)
f. Elderly Commodity Surplus Foods Program
g. Temporary Aid to Needy Families Program
h. Housing Choice Voucher Program (also known as Section 8)
i. Head Start Program
j. Aid to the Permanently and Totally Disabled Program
k. Aid to the Needy Blind Program
I. Old Age Assistance Program
m. Food Stamps Program
n. Any successor program of a-m

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charae

Customer Charge Per Meter

Winter Period
First 100 * therms per 30 day month at
All over 100 therms per 30 day month at

Summer Period
First 20 * therms per 30 day month at
All over 20 therms per 30 day month at

$0.2633 per day or $7.90 per 30 day
month

$0.0916 per therm
$0.0532 per therm

$0.0916 per therm
$0.0532 per therm

* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Cost of Gas Charae
All gas delivered under this rate is subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above.
Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charaes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Ref~r to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charae
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25,2008
Effective: August24,2008

Issued: By ~~
Nickolas Stavropoulos

Title: President



NHPUC NO.5 - GAS
KEYS PAN ENERGY DELIVERY

PROPOSED FIRST REVISED PAGE 53.2
SUPERSEDING ORIGINAL PAGE 53.2

II. RATE SCHEDULES

low Income Residential Heating Rate
Classification No..R-4

(Continued)

Terms and Conditions
For those customers qualifying for the program this rate R-4 shall apply for a one year period. On the date that the one-year period expires, eligibility
for this rate shall expire unless the customer provides the Company with evidence that the customer continues to be eligible for one or more qualifying
programs. When the Rate R-4 expires, the rate on each account shall revert back to the non-low income Residential Heating Rate, R-3. Customers
whose eligibility for the program is based on their having qualified for L1HEAP shall be eligible for this rate retroactive to November 1 of the heating
season in which they qualified. Eligibility for such customers shall expire the following October 31, subject to their re-qualifying through receipt of
L1HEAP or other benefits as set forth above.

Eligibility shall be determined based on the reasonable discretion of the Company subject to verification of heating usag.e.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill will be rendered to
the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the
bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid balance - equivalent to an eighteen
percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the end of the notice
period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to
time, with the New Hampshire Public Utilities Commission.

Issued: February 25, 2008
Effective: August 24, 2008

Issued: By '\1. ~
Nickolas Stavropoul s

Title: President
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KEYSPAN ENERGY DELIVERY

II. RATE SCHEDULES

Proposed Second Revised Page 54
Superseding First Page 54

Commercial/Industrial Service
Low Annual Use, High Winter Use

Rate Classifi.cation G-41

Availabilitv
This rate is available for commercial, industrial and public authority customers in locations served by the Company's mains and for which the
Company's facilities are adequate. A customer receiving service under this rate must have annual usage less than or equal to 10,000 therms and a
Winter Period usage greater than or equal to 67% of annual usage as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charae

Customer Charge Per Meter

Winter Period
First 100 • therms per 30 day month at
All over 100 therms per 30 day month at

Summer Period
First 20 • therms per 30 day month at
All over 20 therms per 30 day month at

$1.6667 per day or $50.00 per 30 day month

$0.2268 Per therm
$0.1475 Pertherm

$0.2268 Per therm
$0.1475 Per therm

• The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Supplier Charqes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and
will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party, the gas supplied by the Company will
be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above. Refer to Page 73 of this Tariff
for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charaes for Deliverv Service
The customer must also pay such charg.es and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charae
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25,2008
Effective: August 24, 2008

Issued: ByJ1..J~.-4..
Nickolas Stavropoulos

Title: President
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II. RATE SCHEDULES

Commercial/Industrial Service
Low Annual Use, High Winter Use

Rate Classification G-41
(Continued)

Terms and Conditions
U.S. Department of Labor Standard Industry Classification Codes will determine eligibility for this tariff.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4)days notice before discontinuance of service and is responsible for all charges through the end
of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25, 2008
Effective: August 24, 2008

Issued: Byn. ~
Nickolas Stavropo os

Title: President
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KEYSPAN ENERGY DELIVERY

II. RATE SCHEDULES

Proposed Second Revised Page 56
Superseding First Page 56

Commercial/Industrial Service
Medium Annual Use, High Winter Use

Rate Classification G-42

Availability
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's
facilities are adequate. A customer receiving service under this rate must have annual usage greater than 10,000 therms and less than or eqaul to
tOo,OOO therms and a Winter Period usage greater than or equal to 67% of annual usage as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a heat content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charqe

Customer Charge Per Meter $4.6667 per day or $140.00 per 30 day month

Winter Period
First 1000· therms per 30 day month at
All over 1000 therms per 30 day month at

Summer Period
First 400· therms per 30 day month at
All over 400 therms per 30 day month at

$0.2476
$0.1636

$0.2476
$0.1636

per therm
per therm

per therm
per therm

• The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Supplier Charqes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and
will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party, the gas supplied by the Company will
be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above. Refer to Page 73 of this Tariff
for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charqes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charqe
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25,2008
Effectwe: August24,2008

Issued:BY), -~~
Nickolas Stavropoulos

Title: President



NHPUC NO.5· GAS
KEYSPAN ENERGY DELIVERY

PROPOSED FIRST REVISED PAGE 57
SUPERSEDING ORIGINAL PAGE 57

II. RATE SCHEDULES

Commercial/Industrial Service
Medium Annual Use, High Winter Use

Rate Classification G·42
(Continued)

Terms and Conditions
Dual fuel customers may be required to sign annual contracts with minimum usage requirements in order to qualify for service under
this tariff. U.S. Department of Labor Standard Industry Classification Codes will determine eligibility for this tariff.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1Yz%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the
end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25,2008
Effective: August 24, 2008

Issued; By ')1. ~~
Nickolas Stavropoulos

Title: President
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II. RATE SCHEDULES

Proposed Second Revised Page 58
Superseding First Page 58

CommerciallIndustrial Service
High Annual Use, High Winter Use

Rate Classification G-43

Availabilitv
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the
Company's facilities are adequate. A customer receiving service under this rate must have annual usage greater than 100,000
therms and a Winter Period usage greater than or equal to 67% of annual usage as determined by the Company's records and
procedures.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.
Should the customer's consumption fail to meet the availability requirements for this rate, the customer's service will be transferred to
the otherwise applicable tariff as described under the terms and conditions of this tariff.

Deliverv Charoe

Customer Charge Per Meter
Winter Period
All therms per 30 day month at

Summer Period
All therms per 30 day month at

$20.0000 per day or $600.00 per 30 day month

$0.1649 per therm

$0.0754 per therm

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November
through April inclusive. The Summer Period shall be the months of May through October inclusive.

Supplier Charoes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third
party supplier and will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party,
the gas supplied by the Company will be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery
charge presented above. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of
gas rates.

Other Charoes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause
(LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge
presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the
delivery charge and the LDAC rates.

Meter Account Charge
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge
is incurred in addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at
the mutual convenience of the Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25, 2008
Effective: August 24, 2008

Issued: By
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II. RATE SCHEDULES

Commercial/Industrial Service
High Annual Use, High Winter Use

Rate Classification G-43
(Continued)

Terms and Conditions
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for the
Company to monitor the customer's continued qualification for this service. In the event that the customer fails to meet the eligibility
criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent twelve (12)
month period, the Company may require that the customer be billed prospectively under an altemative rate subject to the terms of
the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or monthly
consumption, provisions for charges for excess usage, and other terms and conditions of service.

The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is
made. These declarations shall be updated annually, by August 1.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1Y2%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the
end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25, 2008
Effective: August 24, 2008

Issued: By
Nickolas Stavropou os

Title: President
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II. RATE SCHEDULES

Proposed Second Revised Page 60
Superseding First Page 60

Commercial/Industrial Service
Low Annual Use, Low Winter Use

Rate Classification G-51

Availability
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's
facilities are adequate. A customer receiving service under this rate must have annual usage less than or equal to 10,000 therms and a Winter Period
usage less than 67% of annual usage as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charae

Customer Charge Per Meter $1.6667 per day or $50.00 per 30 day month

Winter Period
First 100 * therms per 30 day month at
All over 100 therms per 30 day month at

Summer Period
First 100' therms per 30 day month at
All over 100 therms per 30 day month at

$0.1103
$0.0712

$0.1103
$0.0712

per therm
per therm

per therm
per therm

* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Supplier Charaes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and
will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party, the gas supplied by the Company will
be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above. Refer to Page 73 of this Tariff
for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charaes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC) , as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charae
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is made in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00

Issued: February 25,2008
Effective: August 24, 2008

Issued: By )1~
Nickolas Stavropoulos

Title: President
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n. RATE SCHEDULES

Commercial/Industrial Service
Low Annual Use, Low Winter Use

Rate Classification G-51
(Continued)

Terms and Conditions
Eligibility shall be based on the reasonable discretion of the Company and subject to verification of heating usage. U.S. Department
of Labor Standard Industry Classification Code will determine eligibility for this tariff. Dual fuel customers may be required to sign
annual contracts with minimum usage requirements in order to qualify for service under this tariff.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1Y2%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4)days notice before discontinuance of service and is responsible for all charges through the end
of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25,2008
Effective: August 24, 2008

Issued: By ~ •
Nickolas Stavropoulos

Title: President
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Proposed Second Revised Page 62
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Commercialllndustrial Service
Medium Annual Use, low Winter Use

Rate Classification G-52

Availabilitv
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's
facilities are adequate. A customer receiving service under this rate must have annual usage greater than 10,000 therms and less than or equal to
100,000 therms and a Winter Period usage less than 67% of annual usage as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. Should the
customer's consumption fail to meet the availability requirements for this rate, the customer's service will be transferred to the otherwise applicable
tariff as described under the terms and conditions of this tariff.

Deliverv Charoe

Customer Charge Per Meter $4.6667 per day or $140.00 per 30 day month

Winter Period
First 1000 • therms per 30 day month at
All over 1000 therms per 30 day month at

Summer Period
First 1000· therms per 30 day month at
All over 1000 therms per 30 day month at

$0.1295
$0.0879

$0.0952
$0.0548

per therm
per therm

per therm
per therm

• The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of
which is the number of days in the billing period and the denominator of which is 30.

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April
inclusive. The Summer Period shall be the months of May through October inclusive.

Supplier Charoes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and
will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party, the gas supplied by the Company will
be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery charge presented above. Refer to Page 73 of this Tariff
for firm rate schedules which present both the delivery charge and cost of gas rates.

Other Charoes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause (LDAC), as in
effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive
of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates.

Meter Account Charoe
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in
addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the
Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25,2008
Effectwe: August24,2008

Issued: By 1A,~
Nickolas Stavropoulos

Title: President
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II. RATE SCHEDULES

Commercial/Industrial Service
Medium Annual Use, low Winter Use

Rate Classification G-52
(Continued)

Terms and Conditions
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for the
Company to monitor the customer's continued qualification for this service. In the event that the customer fails to meet the eligibility
criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent twelve (12)
month period, the Company may require that the customer be billed prospectively under an alternative rate subject to the terms of
the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or monthly
consumption, provisions for charges for excess usage, and other terms and conditions of service.

The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is
made. These declarations shall be updated annually, by August 1.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the
end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25,2008
Effective: August 24, 2008

Issued: By11.~~
Nickolas Stavropoul s

Title: President
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II. RATE SCHEDULES

Commercial/Industrial Service
High Annual Use, Load Factor Less Than 90%

Rate Classification G-53

Availability
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the
Company's facilities are adequate. A customer receiving service under this rate must have annual usage greater than 100,000
therms, a Winter Period usage less than 67% of annual usage, and a 12 month average usage less than 90% of the average usage
of December, January and February as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a heat content value of nominally one (1) therm in each one hundred (100) cubic feet.

Deliverv Charqe

$20.00 $600.00 per month
per day

$0.1116 per therm

$0.0534 pertherm
Summer Period
All therms per month at

The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November
through April inclusive. The Summer Period shall be the months of May through October inclusive.

Customer Charge Per Meter

Winter Period
All therms per month at

Supplier Charqes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third
party supplier and will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party,
the gas supplied by the Company will be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery
charge presented above. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of
gas rates.

Other Charqes for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause
(LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge
presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the
delivery charge and the LDAC rates.

Meter Account Charqe
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge
is incurred in addition to all other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at
the mutual convenience of the Company and the customer. Otherwise, the charge is $30.00.

Issued: February 25,2008
Effective: August 24, 2008

Issued: By },.~~
Nickolas Stavropoulos

Title: President
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II. RATE SCHEDULES

Commercial/Industrial Service
High Annual Use, Load Factor Less Than 90%

Rate Classification G-53
(Continued)

Terms and Conditions
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for the
Company to monitor the customer's continued qualification for this service. In the event that the customer fails to meet the eligibility
criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent twelve (12)
month period, the Company may require that the customer be billed prospectively under an alternative rate subject to the terms of
the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or monthly
consumption, provisions for charges for excess usage, and other terms and conditions of service.

The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is
made. These declarations shaHbe updated annually, by Aug.ust1.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the
end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.

Issued: February 25, 2008
Effective: August 24, 2008

Issued: By ~ .~~
Nickolas Stavropoulos

Title: President
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Commercial/Industrial Service
High Annual Use, Load Factor Greater Than 90%

Rate Classification G-54

Availability
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the
Company's facilities are adequate. A customer receiving service under this rate must have annual usage greater than 100,000
therms, a Winter Period usage less than 67% of annual usage, and a 12 month average usage greater than or equal to 90% of the
average usage of December, January and February as determined by the Company's records and procedures.

Character of Service
Natural gas or equivalent will be supplied at a heat content value of nominaUy one (1) therm in each one hundred (100) cubic feet.

Delivery Charae

Customer Charge Per Meter

Winter Period
AU therms per month at

Summer Period
AU therms per month at

$20.00
per day

$600.00 per month

$0.0374 per therm

$0.0202 per therm

The above rates shalt be adjusted to reflect the recovery of aU applicable taxes. The Winter Period shaU be the months of November
through April inclusive. The Summer Period shaU be the months of May through October inclusive.

Supplier Charaes
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third
party supplier and will be billed directly by the the third party supplier. If the customer does not purchase its gas from a third party,
the gas supplied by the Company will be subject to a per therm cost of gas rate. The cost of gas rate is not included in the delivery
charge presented above. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of
gas rates.

Other Charges for Deliverv Service
The customer must also pay such charges and adjustments as are set forth in the Company's Local Distribution Adjustment Clause
(LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge
presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the
delivery charge and the LDAC rates.

Meter Account Charge
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge
is incurred in addition to aU other charges. The meter account charge is $20.00 when the visit to the meter location is scheduled at
the mutual convenience of the Company and the customer. Otherwise, the charge is $30.00.
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II. RATE SCHEDULES
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Commercial/Industrial Service
High Annual Use, load Factor Greater Than 90%

Rate Classification G-54
(Continued)

Terms and Conditions
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for the
Company to monitor the customer's continued qualification for this service. In the event that the customer fails to meet the eligibility
criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent twelve (12)
month period, the Company may require that the customer be billed prospectively under an alternative rate subject to the terms of
the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or monthly
consumption, provisions for charges for excess usage, and other terms and conditions of service.

The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is
made. These declarations shall be updated annually, by August 1.

Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill
will be rendered to the customer.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days
from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid
balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the
end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as
filed from time to time, with the New Hampshire Public Utilities Commission.
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II. RATE SCHEDULES

OUTDOOR GAS LIGHTING

Availability
This rate is available for residential outdoor gas lighting where such service is provided from the Company's existing
delivery system to a standard gas light fixture or fixtures, located on the customer's premises, and when it is not feasible
to meter such service along with other gas used on the premises and bill the same under the rate in effect for all other
services.

Rate Per UQht Per Month $10.50

The above rates shall be adjusted to reflect the recovery of all applicable taxes.

Account Chame
When the Company establishes or re-establishes a gas service account for a customer at a location, an account charge
is incurred in addition to all other charges. The account charge is $20.00 when the visit to the location is scheduled at the
mutual convenience of the Company and the customer. Otherwise, the charge is $30.00.

Terms and Conditions
Meters are read and bills are presented monthly.

Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-
five (25) days from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1%%)
per month on the unpaid balance - equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for
each bad check tendered for payment.

A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges
through the end of the notice period.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission.
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II. RATE SCHEDULES

STANDBY SERVICE

Availabilitv
This service is available to commercial and industrial sales customers with a minimum of 5 MMBtu per hour connected
load who have alternative fuel burning capability and who require that the Company maintain facilities and supply
availability to provide natural gas service upon twenty-four (24) hour notice to the Company, and who have had a load
factor of less than 15% determined by dividing the customer's consumption during the prior twelve (12) months by
connected load times twenty-four (24) hours x 365 days and multiplying the result by 100%.

Character of Service
Standby service is for customers with alternative fuel supply availability who require the Company to supply natural gas
on short notice. The charge hereunder is for the purpose of defraying the fixed costs associated with maintaining
readiness to serve, including, but not limited to, the capital cost and cost of maintaining services, regulators, as well as
the cost of system capacity, supplier demand charges and other supply capability on a continuous basis.

Customer Charqe Per Month
$40.00

Winter $ Per Therm
$0.5912

Summer $ Per Therm
$0.4512

Demand per MMBtu/hr.
MMBtu/hr. Connected Load

$150.00

In any month during which consumption exceeds connected load times twenty-four (24) hours x five (5) days the charge
for service will be made under the customer's otherwise applicable tariff. The applicable Standby charge shall be the
minimum bill in those months when gas flows. Standby service may be taken in conjunction with seasonal service. The
seasonal service gas will be separately metered and the seasonal service meter will be locked during the non-seasonal
service months unless a standby contract has been signed. This rate is not subject to the cost of gas rate. This rate is
not available in conjunction with 280 day service.

. The above rates shall be adjusted to reflect the recovery of all applicable taxes.

The Winter Period shall be the months of November through April inclusive. The Summer Period shall be the months of
May through October inclusive.

Terms and Conditions
To be eligible for standby service, a customer must sign a contract for a minimum of the five (5) winter months of
November through April. Bills will be presented at the first of each month. Amounts not paid prior to the due date;
normally the next following meter reading date and a date not less than twenty-five (25) days from the date the bill is
mailed - are subject to a late payment charge of one and one-half percent (1%%) per month on the unpaid balance -
equivalent to an eighteen percent (18%) annual rate. There is a $15.00 charge for each bad check tendered for
payment.

Issued: February 25,2008
Effective: August 24, 2008

Issued: Byrn .~
Nickolas Stavropoulos

Title: President



NHPUC NO.5 - GAS Proposed Sixty-Seventh Revised Page 73
KEYSPAN ENERGY DELIVERY Superseding Sixty-Sixth Page 73

II RATE SCHEDULES
FIRM RATE SCHEDULES

Winter Period Summer Period

Cost of Cost of
Delivery Gas Rate LDAC Total Delivery Gas Rate LDAC Total
CharQe PaQe 84 PaQe 91 Rate CharQe PaQe 84 PaQe 91 Rate

Residential Non HeatinQ - R-1
Customer Charge per Month per Meter $13.75 $ 13.75 $13.75 $ 13.75
Size of the first block 10 therms 10 therms
Therms in the first block per month at $ 0.0228 $ 1.1337 $ 0.0184 $ 1.1749 $ 0.0228 $ 0.9556 $ 0.0381 $ 1.0165
AU therms over the first block per month at $ 0.0201 $ 1.1337 $ 0.0184 $ 1.1722 $ 0.0201 $ 0.9556 $ 0.0381 $ 1.0138

Residential HeatinQ - R-3
Customer Charge per Month per Meter $19.75 $ 19.75 $19.75 $ 19.75
Size of the first block 100 therms 20 therms
Therms in the first block per month at $ 0.2291 $ 1.1337 $ 0.0189 $ 1.3817 $ 0.2291 $ 0.9556 $ 0.0387 $ 1.2234
AU therms over the first block per month at $ 0.1331 $ 1.1337 $ 0.0189 $ 1.2857 $ 0.1331 $ 0.9556 $ 0.0387 $ 1.1274

Residential HeatinQ - R-4
Customer Charge per Month per Meter $7.90 $ 7.90 $ 7.90 $ 7.90
Size of the first block 100 therms 20 therms
Therms in the first block per month at $ 0.0916 $ 1.1337 $ 0.0189 $ 1.2442 $ 0.0916 $ 0.9556 $ 0.0387 $ 1.0859
AU therms over the first block per month at $ 0.0532 $ 1.1337 $ 0.0189 $ 1.2058 $ 0.0532 $ 0.9556 $ 0.0387 $ 1.0475

Commercial/Industrial - G-41
Customer Charge per Month per Meter $50.00 $ 24.64 $26.00 $ 26.00
Size of the first block 100 therms 20 therms
Therms in the first block per month at $ 0.2268 $ 1.1337 $ 0.0099 $ 1.3704 $ 0.2268 $ 0.9583 $ 0.0336 $ 1.2187
AU therms over the first block per month at $ 0.1475 $ 1.1337 $ 0.0099 $ 1.2911 $ 0.1475 $ 0.9583 $ 0.0336 $ 1.1394

Commercialllndustrial - G-42
Customer Charge per Month per Meter $140.00 $140.00 $140.00 $ 140.00
Size of the first block 1000 therms 400 therms
Therms in the first block per month at $ 0.2476 $ 1.1337 $ 0.0099 $ 1.3912 $ 0.2476 $ 0.9583 $ 0.0336 $ 1.2395
An therms over the first block per month at $ 0.1636 $ 1.1337 $ 0.0099 $ 1.3072 $ 0.1636 $ 0.9583 $ 0.0336 $ 1.1555

Commercial/Industrial - G-43
Customer Charge per Month per Meter $600.00 $ 299.39 $600.00 $ 600.00
AU therms over the first block per month at $ 0.1649 $ 1.1337 $ 0.0099 $ 1.3085 $ 0.0754 $ 0.9583 $ 0.0336 $ 1.0673

Commercial/Industrial - G-51
Customer Charge per Month per Meter $50.00 $ 24.81 $50.00 $ 50.00
Size of the first block 100 therms 100 therms
Therms in the first block per month at $ 0.1103 $ 1.1336 $ 0.0099 $ 1.2538 $ 0.1103 $ 0.9537 $ 0.0336 $ 1.0976
All therms over the first block per month at $ 0.0712 $ 1.1336 $ 0.0099 $ 1.2147 $ 0.0712 $ 0.9537 $ 0.0336 $ 1.0585

Commercial/Industrial - G-52
Customer Charge per Month per Meter $140.00 $ 69.29 $140.00 $ 140.00
Size of the first block 1000 therms 1000 therms
Therms in the first block per month at $ 0.1295 $ 1.1336 $ 0.0099 $ 1.2730 $ 0.0952 $ 0.9537 $ 0.0336 $ 1.0825
All therms over the first block per month at $ 0.0879 $ 1.1336 $ 0.0099 $ 1.2314 $ 0.0548 $ 0.9537 $ 0.0336 $ 1.0421

Commercial/Industrial - G-53
Customer Charge per Month per Meter $600.00 $ 300.00 $600.00 $ 600.00
AU therms over the first block per month at $ 0.1116 $ 1.1336 $ 0.0099 $ 1.2551 $ 0.0534 $ 0.9537 $ 0.0336 $ 1.0407

Commercial/Industrial - G-54
Customer Charge per Month per Meter $600.00 $ 300.00 $600.00 $ 600.00
All therms over the first block per month at $ 0.0374 $ 1.1336 $ 0.0099 $ 1.1809 $ 0.0202 $ 0.9537 $ 0.0336 $ 1.0075
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II. RATE. SCHEDULES

280 DAY TRANSPORTATION SERVICE (Cont'd)

Terms and Conditions

Customers taking service under this rate schedule will be subject to the terms and conditions of Delivery Service, Section
9 - Daily Metered Delivery Service, of the Company's Delivery Tariff.

A written 280 Day service agreement (Service Agreement) on the Company's standard form for a minimum period, as
defined in the Service Agreements, shall be required for 280 Day service. The Company will make service available
under this tariff within sixty (60) days of receipt of the completed Service Agreement. The Service Agreement may
contain limitations as to maximum hourly, daily or monthly consumption, provisions for notice of interruption and
additional charges for excess usage, terms of payment and other terms and conditions of service.

Customer shall pay its bills monthly. Any amounts not paid prior to the due date; normally the next following meter
reading date and a date not less than twenty-five (25) days from the date the bill is mailed, are subject to a late payment
charge of one and one half percent (1%%) per month on the unpaid balance.

It is the customer's full responsibility to have standby equipment installed and maintained in operating condition and a
fuel supply adequate for its operation at all times.

The customer must certify in a signed affidavit, appended to the contract, that the installation being served is physically
and legally capable of burning an alternate fuel. The Company reserves the right, in its sole discretion, to waive the
aforementioned affidavit upon good cause being shown by the customer. This service shall be limited in the Company's
sole discretion to the operational systems and of the Company.

If incremental facilities, other than remote metering costs included in the customer charge, are required on the
Company's system to serve the customer, the cost of such facilities shall be paid for by the customer. If the customer
converts to this service from another customer service classification without satisfying payment of facilities costs in the
Company's Service and Main Extension tariff, the costs unrecovered by the Company must be prepaid by the customer.
The customer shall be required to have remote meter reading facilities.

The customer must agree to discontinue gas service for a minimum of thirty (30) consecutive days per year. On or
before November 1 of each year, the Company shall notify each 280 Day transportation customer of the starting and
ending dates for the thirty (30) consecutive days of non-service for that year for that customer. The Company, at its sole
option, may discontinue service for up to fifty-five (55) additional days during the Winter Period from November through
April inclusive upon twenty-four (24) hours notice. The Company will use its best efforts to provide the maximum
notification of service disruption for the additional fifty-five (55) day period. The additional fifty-five (55) days of
interruption need not be consecutive.

If a customer requests gas on an emergency basis when gas service would otherwise be precluded under this service
classification, the Company may, in its sole discretion, tender gas if it determines that an emergency does exist and the
Company has the ability to provide the gas service. Gas consumed under this provision will be priced at a rate per therm
equal to the highest cost of gas, as determined by the Company, during the time such service is rendered, adjusted for
the applicable taxes and assessments, plus the Industrial General firm sales delivery rate.

The customer shall pay for any unauthorized gas usage at the rate of five times the daily index.
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II. RATE SCHEDULES

280 DAY TRANSPORTATION SERVICE (Cont'd)

Balancina
The customer shall be responsible for balancing with the interstate pipeline its upstream (prior to the city gate) daily
nominations with daily takes. The customer shall provide nominations to the Company as provided in the Delivery Terms
& Conditions.

Measurement
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under any
other service classification except as specified herein. The Company shall be afforded the opportunity by the customer
to inspect the facilities to properly ascertain the gas-using capacity and alternate fuel capability on the customer's
premises.

Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission.
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II. RATE SCHEDULES

INTERRUPTIBLE TRANSPORTATION SERVICE -ITS (Cont'd)

Terms and Conditions
Customers taking service under this rate schedule will be subject to the terms and conditions of Delivery Service, Section
9 - Daily Metered Delivery Service, of the Company's Delivery Tariff.

A written interruptible service agreement (Service Agreement) on the Company's standard form for a minimum period, as
defined in the Service Agreements, shall be required for Interruptible Transportation service. The Company will make
service available under this tariff within sixty (60) days of receipt of the completed Service Agreement. The Service
Agreement may contain limitations as to maximum hourly, daily or monthly consumption, provisions for notice of
interruption and additional charges for excess usage, terms of payment and other terms and conditions of service.

Customer shall pay its bills monthly. Any amounts not paid prior to the due date; normally the next following meter
reading date and a date not less than twenty-five (25) days from the date the bill is mailed, are subject to a late payment
charge of one and one half percent (1~%) per month on the unpaid balance.

It is the customer's full responsibility to have standby equipment installed and maintained in operating condition and a
fuel supply adequate for its operation at all times.

The customer must certify in a signed affidavit, appended to the contract, that the installation being served is physically
and legally capable of burning an alternate fuel. The Company reserves the right, in its sole discretion, to waive the
aforementioned affidavit upon good cause being shown by the customer. This service shall be limited in the Company's
sole discretion to the operational systems of the Company.

If incremental facilities, other than remote metering costs included in the customer charge, are required on the
Company's system to serve the customer, the cost of such facilities shall be paid for by the customer. If the customer
converts to this service from another customer service classification without satisfying payment of facilities costs in the
Company's Service and Main Extension tariff, the costs unrecovered by the Company must be prepaid by the customer.
The customer shall be required to have remote meter reading facilities.

If a customer requests gas on an emergency basis when gas service would otherwise be precluded under this service
classification, the Company may, in its sole discretion, tender gas if it determines that an emergency does exist and the
Company has the ability to provide the gas service. Gas consumed under this provision will be priced at a rate per therm
equal to the highest cost of gas, as determined by the Company during the time such service is rendered, adjusted for
the applicable taxes and assessments, plus the Industrial General firm sales delivery rate.

The customer shall pay for any unauthorized gas usage at the rate of five times the daily index.

Balancina
The customer shall be responsible for balancing with the interstate pipeline its upstream (prior to the city gate) daily
nominations with daily takes. The customer shall provide nominations to the Company as provided Delivery Terms and
Conditions.

Measurement
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under any
other service classification except as specified herein. The Company shall be afforded the opportunity by the customer
to inspect the facilities to properly ascertain the gas-using capacity and alternate fuel capability on the customer's
premises.
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission.
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9.1 Applicabilitv
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Section 9 of this tariff shall be applicable in the following conditions:

9.1.1 All Customers whose service may be interrupted at any time during the year shall be required to take daily
metered Delivery Service.

9.1.2 Any Customer, regardless of annual Gas Usage, may elect daily metered Delivery Service.

9.1.3 Customers under Rate Schedules G-43. G-53. and G-54 wishina to take Delivery Service are reQuired
to take Dailv Metered Delivery Service. In addition. the Company may require a Customer to take daily
metered Delivery Service if the Company determines that the daily Gas Usage characteristics of the
Customer cannot be accurately modeled using the Company's Consumption Algorithm or if the volumes
reasonably anticipated by the Company to be used by the Customer are of a size that may materially affect
the integrity of the Company's distribution system.

9.2 Delivery Service Provided

This service provides delivery of Customer purchased Gas from the Designated Receipt Point to the Delivery Point
on any Gas Day. For Customers taking Delivery Service under Rate Schedules G-43. G-53. and G-54 this service
provides firm, year-round delivery of Customer purchased Gas from the Designated Receipt Point to the Delivery
Point.

9.3 Nominations and Scheduling of Service

9.3.1 The Supplier is responsible for nominating and delivering to the Designated Receipt Point(s) every
Gas Dayan amount of Gas that equals the aggregated Gas Usage of Customers in the
Aggregation Pool plus the Company Gas Allowance in accordance with Section 8 of this tariff.

9.3.2 Nominations shall be communicated to the Company by electronic means as determined by the
Company or, in the event of failure of such electronic means, by facsimile or other agreeable
alternative means.

9.3.3 Nominations for the first Gas Day of a Month shall be submitted to the Company no later
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a separate pool from Customers subscribing. to daily metered service under Rate Schedules G-43,
G-53, and G-54.

20.6.2 Non-daily metered Customers taking Delivery Service pursuant to Section 10 of this tariff shall be
combined by a Supplier into a single Aggregation Pool within each of the Company's designated
Gas Service Areas.

20.6.3 Daily metered Customers taking Delivery Service pursuant to Section 9 of this tariff shall be
combined by a Supplier into a single Aggregation Pool within each of the Company's designated
Gas Service Areas.

20.6.4 A separate Supplier account will be established for each Supplier Aggregation Pool.

20.6.5 The election of any service from the Company by the Supplier shall apply to the entire Aggregation
Pool and not just an individual customer in the Aggregation Pool.

20.6.6 The Company may charge a monthly fee to the Supplier for each Aggregation Pool pursuant to
Attachment D.

20.7 Imbalance Tradino

20.7.1 Prior to the imposition of imbalance charges, the Supplier may engage in trading daily and monthly
imbalances for the previous Month, provided that dai.ly imbalance trades are communicated to the
Company within three (3) Business Days upon the Company's provision of information on Supplier
imbalances for said Month.

20.7.2 The Company will make available a list of Suppliers by Gas Service Area making deliveries during
the previous Month.m

20.7.3 Aggregation Pools affected by the transaction must be located within the same Gas Service Area
as defined in Section 4, unless waived by the Company.

20.7.4 Daily imbalance trades must be point-specific on those Gas Days when the Transporting Pipeline
required the Company to balance on a point-specific basis.

20.8 BillinQ and Payment

20.8.1 By the tenth (10th) Business Day of the calendar month, the Company shall render to the Supplier
a statement of the quantities delivered and amounts owed by the Supplier for the
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Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
 

I. GENERAL TERMS AND CONDITIONS 
 

1 - SERVICE AREA 
 

1(A) Service Area.  The area authorized to be served by the Company and to which this tariff applies are the 
following cities and towns:  Allenstown, Amherst, Auburn, Bedford, Belmont, Berlin, Boscawen, Bow, Concord, 
Derry, Franklin, Gilford, Goffstown, Hollis, Hooksett, Hudson, Laconia, Litchfield, Londonderry, Loudon, 
Manchester, Merrimack, Milford, Nashua, Northfield, Pembroke, Sanbornton, Tilton and part of Canterbury and 
Winnesquam. 

2 - GENERAL TERMS AND CONDITIONS 
 

2(A) Filing.   A copy of this tariff is on file with the New Hampshire Public Utilities Commission and is open to 
inspection at the offices of the Company. 

 
2(B) Revisions.  This tariff may be revised, amended, supplemented, or otherwise changed from time to time in 

accordance with the rules of the New Hampshire Public Utilities Commission and such changes, when effective, 
shall have the same force as the original tariff. 

 
2(C) Application.  The tariff provisions apply to everyone lawfully receiving gas supply service and/or delivery-only 

service from the Company under the rates herein and receipt of gas service shall constitute the receiver a 
customer of the Company as the term is used herein whether service is based upon contract, agreement, 
accepted signed application, or otherwise. 

 
2(D) Statement by Agents.  No representative has the authority to modify a tariff rule or provision or to bind the 

Company by a promise or representation contrary thereto. 
 
2(E) No Prejudice of Rights.  The failure of the Company to enforce any of the terms of this tariff shall not be 

deemed a waiver of its right to do so. 
 
2(F) Gratuities to Employees.  The Company's employees are strictly forbidden to demand or accept any personal 

compensation or gifts for service rendered by them while working for the Company on the Company's time. 
 
2(G) Advance Payments.  Payments to the Company for charges provided in these rules and regulations to be borne 

by the customer shall be made in advance. 
 
2(H) Assignment.  Subject to the rules and regulations, all contracts by the Company shall be binding upon, and 

oblige, and continue for the benefit of, the successors and assigns, heirs, executors, and administrators of the 
parties hereto. 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
(T)
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Issued:      February 25, 2008     Issued: By___________________________
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
I. GENERAL TERMS AND CONDITIONS 

 
7 - SERVICE AND MAIN EXTENSIONS 

 
7(A) Service and Main Extensions.  In areas where the Company is authorized to operate, subject to the 

Application for Service provisions of this tariff, service is available as follows: Upon receipt of an application 
from a prospective Customer setting forth the location of the premises to be served, the extent of the service 
to be required and any other pertinent information requested by the Company, the Company will advise the 
Customer of the type and character of the service it will furnish, under the applicable tariff, and if required, 
the location of the Company's metering and related equipment.   The Company will have sole reasonable 
discretion on the location of meters and other related equipment.  Upon request, the Company will furnish 
detailed information describing the connections necessary between the Company's facilities and the 
Customer's premises and Customer and Company responsibilities for installation of facilities. 

 
7(B) An application for service will not be approved until the Customer has delivered to the Company a fully 

completed request for service form and the Company has determined that an adequate flow of Gas can be 
delivered to the Customer’s Delivery Point under normal operating conditions.Residential.  The following 
applies to service pipeline ("service") and main pipeline ("main") extensions in the case of residences [as 
hereinafter defined in Clause (J)]. 
 
20No contribution in Aid of Construction Required.  Residential service is available without a contribution 

(“contribution in aid of construction”) by the applicant ("customer") when the meter(s) is (are) located 
within 80 feet of the property line (as measured along the service) and within 5 feet of the closest 
corner of the residence to the street, there are no abnormal costs and either of the following 
conditions is satisfied 
 
a)no main extension is involved; or 

 
b)the 25 percent test [as hereinafter described in Clause (J)] is met.  The cost of the service is not 

included in the 25 percent test in the case of residences 
 

2) Contribution in Aid of Construction Required.  A contribution in aid of construction is required when 
the conditions in paragraph (B) (1) are not satisfied.  Except as provided in the following clause (I), 
the contribution is required before installation of the service, and/or main extension ("installation"). 

 
 
7(C) Whenever the estimated expenditures necessary to supply Gas to a Customer or to resume service to a 

Customer after a discontinuance of service for over twelve (12) months, for reasons other than the needs of 
the Company, shall be of such an amount that the income to be derived from gas service at the applicable 
rates will, in the opinion of the Company, be insufficient to warrant such expenditures, the Company may, in 
addition to the payments for Gas under the applicable rates, require the Customer to pay the whole or a part 
of such expenditures, or make such other reasonable payments as the Company may deem necessary.Other 
Than Residential.  The following applies to service and main extensions in the case of buildings other than 
residences [as hereinafter defined in Clause (J)] 

 
1)No Contribution in Aid of Construction Required.  Service other than for a residence is available without a 

contribution in aid of construction when the 25 percent test is met and there are no abnormal costs.  
The cost of the service is included in the 25 percent test for buildings other than residences 

 
Contribution in Aid of Construction Required.  A contribution in aid of construction is required when the 25 

percent test is not met or when there are abnormal costs.  Except as provided hereinafter, the 
contribution is required to be made prior to installation.  

 
7(D) The Company reserves the right to reject any application for service if the amount or nature of the service 

 
 
 
 
 
(C) 
 
 
 
 
 
 
 
 
(C) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(C) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(C) 



 

 

applied for, or the distance of the premises to be served from existing, suitable gas distribution facilities, or 
the difficulty of access thereto is such that the estimated income from the service applied for is insufficient to 
yield a reasonable return to the Company, unless such application is accompanied by a cash payment or an 
undertaking satisfactory to the Company guaranteeing a stipulated revenue for a definite period of time, or 
both.Failure to Use Gas Facilities.  If a customer fails, within nine months after the date a service requested 
by him is installed, either in whole or in part, to make use of the service, the customer will reimburse the 
Company for all costs of constructing, removing and retiring the service less any contribution in aid of 
construction made by him for the service, which will be forfeited. 

 
7(E) Easements, Etc.  The Company is not required to construct extensions other than in public ways unless the 

customer provides, in advance and without expense or cost to the Company, all necessary permits, consents, 
authorizations and right-of-way easements, satisfactory to the Company, for the construction, maintenance 
and operation of the pipeline. 

 
2)7(F) Shortest Distance.  Services are run the shortest practical safe distance to the meter location.  

However, a customer may have the Company install a longer alternate service provided that the 
customer defrays in advance of installation the extra expense. 

 

 
 
 
 
 
 
 
 
 
(D) 
 
 
 
 
(D) 
 
 
 
 
 
 
 
 
 
 



NHPUC NO. 5- GAS  PROPOSED FIRST REVISED ORIGINAL PAGE 11 
KEYSPAN ENERGY DELIVERY NEW ENGLAND SUPERSEDING ORIGINAL PAGE 11 

 

Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
I. GENERAL TERMS AND CONDITIONS 

 
 

7 - SERVICE AND MAIN EXTENSIONS (Cont'd) 
 

7(G) Extra Footage.  The charge (contribution in aid of construction) for extra footage is the historical average 
cost per foot for the most recent twelve month period for which such cost has been computed by the 
Company; the cost will be updated annually; and the most recent annual computation will be used in 
calculating extra footage charges. 

 
7(H) Winter Construction.  Ordinarily, no new service pipes or main extensions are installed during the winter 

conditions (when frost is in the ground) unless the customer defrays the extra expenses. 
 
7(I) Time For, and Refund Of, Contribution.  Except as otherwise agreed by the Company under unusual 

circumstances, any required contributions in aid of construction will be made prior to installation by the 
Company of a service.  To help cover the Company's expenses, damages and lost business, ten percent 
(10%) of the contribution will be forfeited to the Company and not be subject to being returned, where 
substantial construction of the building or buildings for which gas service has been sought is not commenced 
by the earlier of (1) November 30th next following submission of the application; and (2) the date when the 
Company commences construction of the main and service concerned prior to withdrawal of the application.  
Except as provided in the last preceding sentence and in Clause (D) above, the entire contribution will be 
refunded if and when the application is withdrawn.  A new application may be submitted at any time. 

 
7(J) Definitions.  The following are definitions of terms used in these provisions relative to main and service 

extensions and are applicable only  in such provisions 
 

1)Residence; Residential.  A "residence" is any free standing building in which each dwelling unit is 
separately metered, or a duplex residential building (whether or not it is individually metered); and 
"residential" means pertaining to a "residence", as so defined. 

 
2)1) Building Other Than a Residence; Other Than Residential.  A "building other than a residence" is 

any building other than a "residence", as defined above; and "other than residential" means 
pertaining to a "building other than a residence", as so defined. 

 
 

PROVISIONS DELETED 
RESERVED FOR FUTURE USE 

 

 
 
 
 
 
(D) 
 
 
 
 
(D) 
 
 
(D) 
 
 
 
 
 
 
 
 
 
 
(D) 
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Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
I. GENERAL TERMS AND CONDITIONS 

 
7 - SERVICE AND MAIN EXTENSIONS (Cont'd) 

 
3) 25 Percent Test.  The 25 percent test is calculated as follows: 
 

The estimated annual margin must be equal to or greater than 25 percent of the estimated 
construction costs for the main and service extension, subject to the provision of the next two 
sentences.  The cost of the service is included in the construction costs in the case of an extension 
for a building other than a residence, but not in the case of an extension for a residence.  Abnormal 
costs are charged separately and are not included in the cost of the extension for the purpose of 
calculating the 25 percent test. 
 
Subject to the provision of the last preceding paragraph, the customer(s) requesting the extension 
will be required to pay to the Company, in advance, any amount by which the estimated construction 
cost of the main and service extension exceeds four times the estimated annual margin.  The 
contribution will be required to be made by the customers requesting the extension proportionally 
according to their respective estimated annual gas use. 
 
Upon completion of the work and the expiration of twelve (12) months thereafter, the Company will 
recalculate the required contribution based upon the actual construction costs incurred and the 
actual annual margin.  In the event that the recalculation results in a required contribution that is less 
than that originally made by the customer(s), the excess will be refunded to the customer(s) who 
originally made the contribution.  In the event that the recalculation results in a required contribution 
that is more than that originally made by the customer(s), the difference shall be promptly 
contributed to the Company by the customer(s) who requested the extension. 
 
If, during the period five (5) years immediately following the date of completion of construction of a 
particular main and/or service extension for which a contribution was required and made because of 
the 25 percent test, additional customers are connected to the extension, the contribution 
requirements will be recalculated, taking into account the estimated annual margin from the new 
customers; and the new customers will be required to pay the Company their proportional share of 
the contribution.  The Company will make pro rata refunds to the customers who made the original 
payments, to the extent of the total amount of such shares of such new customers less any 
forfeitures.  If the inclusion of such new customers would increase the estimated annual margin to 
such an extent that the 25 percent test is met, all unforfeited contribution payments will be returned 
to the customers who made them if and when the actual annual margin satisfies the 25 percent test 
 

4) Estimated Annual Margin.  The estimated annual margin is equal to the estimated revenue to be 
derived from the monthly Customer Charge and delivery charge to be received from the customer 
for gas service utilizing the particular main and/or service extension concerned during the first 
twelve (12) months after completion of the extension.  The estimated annual margin does not 
include revenue received by the Company for the cost of gas.  The Company shall recalculate the 
estimated annual margin for a twelve (12) month period at least once within a year of completion of 
the installation. 
 

5) Cost of Construction.  The cost of construction of mains and/or services for both residences and 
buildings other than residences includes not only the cost of labor and materials for such 
construction, but also miscellaneous costs incidental thereto or associated therewith. 

 
PROVISIONS DELETED 

RESERVED FOR FUTURE USE 
 

 
 
 
 
 
(D) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(D) 
 
 
 
 
 
 
(D) 
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Issued:      February 25, 2008     Issued: By___________________________
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
I. GENERAL TERMS AND CONDITIONS 

 
7 - SERVICE AND MAIN EXTENSIONS (Cont'd) 

 
5) Abnormal Costs.  Abnormal costs are service and/or main construction costs that are attributable to 

frost, ledge, ditching, backfill and/or other conditions not uniformly encountered in service and/or 
main construction and that are peculiar to the particular service and/or main construction concerned.  
Abnormal costs are to be paid by the customer. 

 
6) Main and Service Extensions.  This term refers to the service and, if a main is required to be 

extended, the main extension, required to be constructed to provide requested gas service. 
 

7(K) Reasonable Duration and Non-Discrimination.  Under none of the foregoing provisions will the Company be 
required to install service pipes or to contract main extensions where the business to be secured may not be 
of reasonable duration or will tend, in any way, to constitute unreasonable discrimination. 

 
7(L) Title.  Title of all extensions constructed in accordance with the above shall be vested in the Company. 
 
7(M) Other Requirements.  The Company generally will not approve any application or, if it shall have given such 

approval, will not proceed or continue with main and/or service construction unless the Company is satisfied 
 

(1)That the final site plans, sub-division plans and plans and specification for building or buildings to be 
served by the main and/or service concerned, including plans for waste disposal, water and other 
associated systems and facilities, have been prepared and approved by owner; 

 
(2)That all permits, exceptions, approvals and authorizations of governmental bodies or agencies required for 

construction of such building or buildings and associated systems and facilities have been obtained; 
 

(3)That the customer is proceeding or plans promptly to proceed with such construction; and 
 

(4)That nothing has occurred or failed to occur which will or is likely to prevent or interfere with such 
construction. 

 
 

PROVISIONS DELETED 
RESERVED FOR FUTURE USE 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
(D) 
 
 
 
 
(D) 
 
 
(D) 
 
 
 
(D) 
 
(D) 
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Issued:      February 25, 2008     Issued: By___________________________
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
I. GENERAL TERMS AND CONDITIONS 

 
16 - COST OF GAS CLAUSE 

 
 (16) Summer Season – The calendar months May 1 through October 31.  
 (17) Off-System Sales Margin  - The economic benefit derived from the non-firm sales of natural 

gas supplies upstream of Company's distribution system. 
 (18) Winter Commodity - The gas supplies procured by the Company to serve firm load in the 

Winter Season. 
 (19) Winter Demand - Gas supply demand, peaking demands, storage and transmission capacity 

procured by the Company to service firm load in the Winter Season. 
 (20) Winter Season – The calendar months November 1 through April 30.  
 (21) PR Allocator – The percentage of annual capacity charges assigned to the Winter Season 

calculated using the Proportional Responsibility Method. 
 (22) Purchased Gas Working Capital - The allowable working capital derived from  Winter Season 

and Summer Season demand and commodity related costs. 
 
16(F) Approved Cost   
 
 The Cost of Gas calculation utilizes information periodically established by the NHPUC.  The table below 

lists the approved costs factors: 
 

Variable Description Approved Figure 
MISC Miscellaneous Overhead $135,339 $56,975 
PS Production and Storage Capacity $2,105,212 $1,869,226 
WCA% Working Capital Allowance Percentage 0.967% 0.522% 
BD% Bad Debt Percentage 2.57% 2.509% 

 
16(G) Cost of Gas (COG) Calculations by Customer Class 
 

The Cost of Gas (COG) Formula shall be computed on a semiannual basis for three (3) groups of customer 
classes as shown on the following table.  The computation will use forecasts of seasonal gas costs, carrying 
charges, sendout volumes, and sales volumes.  Forecasts shall be based on either historical data or 
Company projections, but must be weather-normalized. Any projections must be documented in full with 
each filing. 
 
The COG for the Residential rate classes shall represent the total system average unit cost of gas of 
meeting firm sales load, projected in each COG filing.  The Commercial & Industrial (C&I) Low Winter (LW) 
and High Winter (HW) rates will be calculated in the following way: first, the demand unit cost of gas, the 
sum of purchased and stored gas demand costs divided by projected prorated sales, will be multiplied by the 
applicable load factor ratio and then multiplied by the correction factor.  This adjusted demand factor will 
then be added to the commodity factor, adjustment factor and indirect cost of gas rate to determine the total 
COG rates for the C&I LW and HW rate classes. The two load factor ratios shall be derived once a year, for 
effect every November 1 through October 31, using the ratio of the unit capacity cost of each C&I group to 
the total system unit capacity cost that is determined in the Company's submittal of its Capacity Allocators, 
for Capacity Assignment purposes, filed with its Winter COG, and as presented in Attachment F of the 
Delivery Service Terms and Conditions.  The Correction Factor aligns the peak day volumes used to 
calculate the load factor ratios with the seasonal throughput volumes applied to the COG calculations. 
 

GROUP CUSTOMER CLASSES 

Residential Residential Heating and Non-Heating 
Commercial and Industrial:  

Low Winter Use 
G-51, G-52 G-53,  and G-54, and G-63 

Commercial and Industrial:  
High Winter Use 

G-41, G-42 and G-43 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(R) 
(R) 
(R) 
(R) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(D) 
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I. GENERAL TERMS AND CONDITIONS 

 
18. LOCAL DELIVERY ADJUSTMENT CLAUSE 

 
Section 
 
18(A) Purpose 
18(B) Applicability 
18(C) Demand-Side Management and/or Energy Efficiency Costs Allowable for Local Delivery Adjustment 

Clause (“LDAC”) 
18(D) Environmental Response Costs Allowable for LDAC 
18(E) Interruptible Transportation Margins Allowable for LDAC 
18(F) Expenses Related to Gas Restructuring Allowable for LDAC 
18(G) Expenses Related to Rate Case 
18(H) Residential Low Income Assistance Program 
18(I) Pension  Costs and Post Retirement Benefits Other Than Pensions Allowable for LDAC 
18(IJ) Effective Date of LDAC 
18(JK) LDAC Formulas 
18(KL) Application of LDAC to Bills  
18(LM) Other Rules 
18(MN) Amendments to Uniform System of Accounts 
 
 
 
18(A) Purpose 
 
The purpose of the Local Delivery Adjustment Clause (“LDAC” or this “Clause”) is to establish procedures that allow 
the Company, subject to the jurisdiction of the NHPUC, to adjust, on an annual basis, its delivery charges in order to 
recover Conservation Charges (“CC”), Winter Period Surcharges (“WPS”), Environmental Surcharges (“ES”) 
including the Relief Holder Surcharge (“RHS”) and the Manufactured Gas Program Surcharge (“MGP”), to return 
interruptible transportation margin credits (“ITMC”), recover gas restructuring expenses (“GRE”), rate case expenses 
(“RCE”), Residential Low Income Assistance Program costs (“RLIAP”) and any other expenses the NHPUC may 
approve from time to time. 
 
18(B) Applicability 
This Clause shall be applicable in whole or part to all of the Company's firm sales service and firm delivery service 
customers as shown on the table below.  The application of this clause may, for good cause shown, be modified by 
the NHPUC.  See Section 18-(L) "Other Rules." 

 
Applicability 
 

CC 
18(C) 

ES 
18(D) 

ITMC 
18(E) 

GRE 
18(F) 

RCE 
18(G) 

RLIAP 
18(H) 

PRAF 
18(I) 

Residential Non- 
     Space Heating – R-1,  

 
1 

 
X 

 
X 

 
N/A 

 
1 

 
X 

 
X 

Residential  
     Space Heating – R-3, R-4 

 
1 

 
X 

 
X 

 
N/A 

 
1 

 
X 

 
X 

Small C&I – G-41, G-51 1 X X X 1 X X 
Medium C&I – G-42, G-52 1 X X X 1 X X 
Large C&I – G-43, G-53, G-54 
G-63 

1 X X X 1 X X 

 
Notes: 
N/A Not applicable 
X Applicable to all 
1 As ordered by the NHPUC 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(N) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(N) 
 
 
 
 
 
 
 
(D) 
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I. GENERAL TERMS AND CONDITIONS 
 

18. LOCAL DELIVERY ADJUSTMENT CLAUSE 
 

18(H)(6) Reconciliation Adjustments 
 
 Prior to the Company’s peak season Cost of Gas filing, the Company will calculate the difference between (a) 

the revenue derived by multiplying the actual firm sales and delivery service throughput by the RLIAP Rate 
through October 31st, and (b) the actual costs of the program which consists of (1) the revenue shortfall 
calculated by applying the actual billing determinants of the RLIAP classes to the difference in the regular and 
reduced residential base rates in effect for the annual reconciliation period and (2) the start-up, administrative 
and marketing costs associated with the implementation of the program, plus carrying charges calculated on 
the average monthly balance using the monthly prime lending rate, as reported by the Federal Reserve 
Statistical Release of Selected Interest Rates.  The combined costs will then be recorded in the deferred 
RLIAP account 175.39.  The Company shall file the reconciliation along with its COG filing on or before the 
first business day in September of each year. 

 
18(I) Pension Costs and Post-Retirement Benefits Other Than Pensions Allowable for the LDAC 
 

18(I)(1) Purpose 
 
The Purpose of this provision is to establish a procedure that allows the Company, subject to the jurisdiction 
of the NHPUC, to reconcile pension and post-retirement benefits other than pensions (“PBOP”) expense 
amounts included in the Company’s distribution rates with the total expense amounts booked by the Company 
pursuant to FAS 87 and FAS 106 and as amended by FAS 158. 

 
18(I)(2)  Applicability 
 
The Pension and Post Retirement Benefits Other than Pensions Reconciliation Adjustment Factor (“PRAF”) 
shall be applied to all firm sales and transportation tariff customers.  The PRAF shall be filed with the 
Company’s peak season Cost of Gas Clause filing and shall be calculated annually by the Company and be 
subject to review and approval by the Commission.   

 
18(I)(3)  Effective Date  
 
On or before the first business day in September of each year, the Company shall file with the NHPUC for its 
consideration and approval, the Company’s request for a change in the PRAF applicable to all firm sales, 
delivery and transportation service throughput for the subsequent twelve-month period commencing with the 
calendar month of November. 
 
18(I)(4)   Pension and PBOP Costs Allowable for LDAC 
 
The costs to be recovered shall be comprised of all the pension costs associated with the Company’s Pension 
Plans as determined by  SFAS-87 and all of the PBOP costs as determined by SFAS-106 (and as amended 
by FAS 158) and as approved by the NHPUC that have not yet been included in the Company’s distribution 
rates plus associated carrying charges.   

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(N) 
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I. GENERAL TERMS AND CONDITIONS 

 
18. LOCAL DELIVERY ADJUSTMENT CLAUSE 

 
18(I)(5) PRAF Formula 

 
PRAFx = (RAx + cc(URDx  - DTAx) + PPRAx) 

                                                   A:TPvol 
 

Where: 

PRAF =  The annual Pension/PBOP Reconciliation Adjustment Factor. 

RAx =  The Reconciliation Adjustment for Yearx is one-third of the Unamortized Reconciliation 
Deferral at the end of the Prior Year. 

cc =  The Cost of Capital is the tax-effected weighted-average cost of capital as allowed by the 
NHPUC in the Company’s most recent rate case. 

URDx =  The Unamortized Reconciliation Deferral is the amount of the Reconciliation Deferral not yet 
included in distribution rates.  At the beginning of Yearx the Unamortized Reconciliation 
Deferral is the sum of:  (1) the Unamortized Reconciliation Deferral at the beginning of the 
Prior Year; plus (2) the Reconciliation Deferral for the Prior Year; minus (3) the Reconciliation 
Adjustment for the Prior Year. 

DTAx =   The Deferred Tax Amount is the deferred taxes associated with the Pre-Paid Amount and the 
URD at the end of the Prior Year. 

PPRAx =  The Past Period Reconciliation Amount is (a) the difference between:  (1) the amount of 
PRAF revenue that should have been collected in the Prior Year; and (2) the amount of 
PRAF revenue actually received by the Company in the Prior Year and (b) the amount 
computed in the clause (a) times the prime lending rate, as reported by the Federal Reserve 
Statistical Release of Selected Interest Rates.  

A:TPvol = Annual forecasted throughput volumes inclusive of all sales and transportation throughput. 

x =  The current year. 

 
18(I)(J) Effective Date of Local Delivery Adjustment Clause 
 
 The LDAC shall be filed annually and become effective on November 1 of each year pursuant to NHPUC 

approval.  In order to minimize the magnitude of future reconciliation adjustments, the Company may request 
interim revisions to the LDAC rates, subject to review and approval of the NHPUC. 

 
18(JK) Local Delivery Adjustment Clause Formulas 
 

The LDAC shall be calculated on an annual basis, by customer, by summing up the various factors included 
in the LDAC, where applicable. 

 

 
 
 
 
 
 
(N) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(X) 
 
 
 
 
 
 
(X) 
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I. GENERAL TERMS AND CONDITIONS 

 
18. LOCAL DELIVERY ADJUSTMENT CLAUSE 

 
LDAC Formula 
 
 LDACX  =  CCx + ES − ITMC + GREFx + RCEx + RLIAP + PRAF 
 

And: 
 
ESX  =  RHS + MGP 
 

 Where: 
 

LDACx Annualized class specific Local Delivery Adjustment Charge. 
CCx Annualized class specific CC or EE Charge. 
ITMC Annualized Interruptible Transportation Margin Credit. 
ES Total firm annualized ES. 
RHS Annualized charge to recover the costs of the closure of the Relief Holder at Gas 

Street, Concord, NH 
MGP Annualized charge to cover the remediation costs related to former manufactured 

gas plants. 
GREFx Total firm annualized class specific Gas Restructuring Expense Factor. 
RCEx Class specific Rate Case Expense Factor. 
RLIAP Residential Low Income Assistance Program Rate 
PRAF Pension costs and Post Retirement Benefits Other Than Pensions Adjustment 

Factor 
 
18(KL) Application of LDAC to Bills 
 
 The component costs comprising the LDAC ($ per therm) shall be calculated to the nearest one one-

hundredth of a cent per therm and shall be applied to the monthly firm sales and firm delivery service 
throughput in accordance with the table shown in Section 18(B). 

 
 
18(LM) Other Rules 
 
 (1) The NHPUC may, where appropriate, on petition or on its own motion, grant an exception 

from the provisions of these regulations, upon such terms that it may determine to be in the 
public interest. 

(2) Such amendments may include the addition or deletion of component cost categories, 
subject to the review and approval of the NHPUC. 

(3)  The Company may implement an amended LDAC with the NHPUC approval at any time. 
 (4) The NHPUC may, at any time, require the Company to file an amended LDAC. 
 (5) The operation of the LDAC is subject to all powers of suspension and investigation vested in 

the NHPUC. 
18(MN) Amendments To Uniform System Of Accounts 
 
 175.42 Interruptible Transportation Margin Reconciliation Adjustment for LDAC 
 

This account shall be used to record the cumulative difference between annual Interruptible Transportation 
margin returns and annual Interruptible Transportation margins.  Entries to this account shall be determined 
as outlined in the Local Delivery Adjustment Clause, 18(E). 
 

 
 
 
 
 
 
(N) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(N) 
 
(X) 
 
 
 
 
 
 
 
(X) 
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I. GENERAL TERMS AND CONDITIONS 

 
18. LOCAL DELIVERY ADJUSTMENT CLAUSE 

 
175.85 Gas Restructuring Expense Reconciliation Adjustment  
` 

 This account shall be used to record the cumulative difference between the recovery and actual amounts of 
third party incremental expenses associated with the Company's Gas Restructuring initiatives.  Entries to this 
account shall be determined as outlined in the Local Delivery Adjustment Clause, 18(F). 

 
 

175.22 Demand-Side Management and/or Energy Efficiency Reconciliation Adjustment 
 
 This account shall be used to record the cumulative difference between the sum of DSM and/or EE 

Expenditures incurred by the Company plus the sum of DSM and/or EE Repayments and the revenues 
collected from customers pursuant to this clause with respect to a given Rate Category.  Entries to this 
account shall be determined as outlined in the Local Delivery Adjustment Clause, 18(C).  

 
 175.90 Environmental Response Costs Reconciliation Adjustment 
 
 This account shall be used to record the cumulative difference between the revenues toward environmental 

response costs as calculated by multiplying the ES times monthly firm sales volumes and delivery service 
throughput and environmental response costs allowable per formula.  Entries to this account shall be 
determined as outlined in the Local Delivery Adjustment Clause, 18(D).   
 

 175.65 Rate Case Expense Reconciliation Adjustment 
 

This account shall be used to record the cumulative difference between the recovery and actual amounts of 
third-party incremental expenses associated with the Company’s Rate Case initiatives.  Entries to this 
account shall be determined as outlined in the Local Distribution Adjustment Clause, 18(G). 
 
175.39 Residential Low Income Assistance Program Reconciliation Adjustment 
 
This account shall be used to record the cumulative difference between the actual revenue derived from the 
actual sales and transportation service throughput multiplied by the RLIAP rate and the actual costs of the 
program, which consists of the revenue shortfall and all administrative and marketing costs, as outlined in the 
Local Distribution Adjustment Clause, 18(H). 
 
175.__Pension and PBOP Expense Reconciliation Adjustment 
 
 This account shall be used to record the cumulative difference between the actual revenue derived from the 
actual sales and transportation service throughput multiplied by the PRAF rate and the total pension and 
PBOP expense amounts booked by the Company in the prior year.  
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NHPUC NO. 5 - GAS PROPOSED FIRST REVISED ORIGINAL PAGE 51 
KEYSPAN ENERGY DELIVERY SUPERSEDED ORIGINAL PAGE 51 
 

Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
 

I. GENERAL TERMS AND CONDITIONS 
 

19 - SUPPLY & CAPACITY SHORTAGE ALLOCATION POLICY (Cont’d) 
 

PRIORITIES 
 

Firm rate customers shall be serviced according to the following preference categories with the first and each 
succeeding category having preference over the succeeding categories 
 
1) Company use for fuel and lost and unaccounted for 
 
2) Firm sales or transportation service for high priority residential uses including apartment buildings and 

other multi-unit buildings, small commercial establishments using less than 50 DT on a peak day, 
schools, hospitals, police protection, fire protection, sanitation facilities and correctional facilities 

 
3) Firm sales or transportation service for essential agricultural uses, as defined by the Secretary of 

Agriculture, for full food and natural fiber production, process and feedstock use for fertilizer and 
agricultural chemicals, process and feedstock for animal feeds and food, food quality maintenance, 
food packaging, marketing and distribution for food related products and on farm uses 

 
4) Firm sales or transportation service for large commercial requirements (50 DT or more on a peak day), 

firm industrial requirements for plant protection, feedstock and process needs and firm industrial sales 
up to 300 DT per day 

 
5) Firm sales or transportation service for all industrial requirements not specified in (2), (3), (4), (5), (6) 

(7), (10) or (11), including the firm period of 280 Day sales or transportation 
 
6) Firm sales or transportation service including the firm period of 280 Day sales or transportation or 

transportation for  industrial requirements for boiler fuel use at less than 1,500 DT per day, but more 
than 300 DT per day, where alternate fuel capabilities can meet such requirements 

 
7) Firm sales or transportation service including the firm period of 280 Day sales or transportation or 

transportation for industrial requirements for large volume (1,500 DT or more per day) boiler fuel use 
where alternate fuel capabilities can meet such requirements 

 
8) Interruptible sales or transportation service and the non-firm period of 280 Day sales or transportation. 
 

STORAGE INJECTION 
 

Within each category, storage injection required to meet the needs of higher priorities may be given preference over 
all other uses within that category. 
 

PENALTY 
 

For all unauthorized volumes of gas taken by a customer, the customer shall pay the Company a penalty of $1.50 per 
therm five times the daily index for each therm taken.  Such penalty shall be added to the regular rates in effect.  The 
Company shall have the right, without obligation, to waive any penalty for unauthorized use of gas, if on the day when 
the penalty was incurred deliveries to other of the Company's customers were not adversely affected.  Continued 
unauthorized use, at the sole discretion of the Company, may result in termination of service. 
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II. RATE SCHEDULES 

 
Residential Non Heating Rate 

Classification No. R-1 
 
Availability 
This rate is available to all residential customers who do not have gas space heating equipment.  Available for use which is separately metered and billed 
for each dwelling unit.  Availability is limited to use in locations served by the Company's mains and for which the Company's facilities are adequate. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
     

Customer Charge Per Meter   $0.2303  $0.4583 per day or   $6.91 $13.75 per 30 day month 
     

Winter Period     
First 10* therms per 30 day month at   $0.2678 $0.0228 per therm 
All over 10 therms per 30 day month at   $0.2364 $0.0201 per therm 

     
Summer Period     

First 10* therms per 30 day month at   $0.2678$ $0.0228 per therm 
All over 10 therms per 30 day month at   $0.2364 $0.0201 per therm 

 
*  The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  
which is the number of days in the billing period and the denominator of which is 30.  
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April 
inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Cost of Gas Charge 
All gas delivered under this rate is subject to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  
Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of gas rates.  
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
 
Terms and Conditions 
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated billwill be rendered to the 
customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the bill 
is mailed  - are subject to a late payment charge of one and one-half percent (1½%) per month on the unpaid balance - equivalent to an eighteen percent 
(18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to 
time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Residential Heating Rate  

Classification No. R-3 
 

Availability 
This rate is for all residential use for those domestic customers who use gas as the principal household heating fuel.  Availability is limited to use in 
domestic locations which are separately metered and billed and which are served by the Company's mains and for which the Company's facilities are 
adequate. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter  $0.3293  $0.6583 per day or  $9.88 $19.75 per 30 day month 
     

Winter Period     
First 100 * therms per 30 day month at   $.2945 $0.2291 per therm 
All over 100 therms per 30 day month at    $0.1711 $0.1331 per therm 

     
Summer Period     

First 20 * therms per 30 day month at   $.2945 $0.2291 per therm 
All over 20 therms per 30 day  month at    $0.1711 $0.1331 per therm 

 
*  The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  
which is the number of days in the billing period and the denominator of which is 30.  
  
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April 
inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Cost of Gas Charge 
All gas delivered under this rate is subject to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  
Refer to Page 73 of this Tariff for firm rate schedules which present both  the delivery charge and cost of gas rates.  
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
 
Terms and Conditions 
Eligibility shall be determined based on the reasonable discretion of the Company subject to verification of heating usage.  
 
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill will be rendered to the 
customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the bill 
is mailed - are subject to a late payment charge of one and one-half percent (1½%) per month on the unpaid balance - equivalent to an eighteen percent 
(18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to 
time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Low Income Residential Heating Rate  

Classification No. R-4 
 

Availability 
This rate is for residential use for those domestic customers who use gas as the principal household heating fuel if any member of the household qualifies 
for a benefit through one of the programs listed below, subject to the qualification period described under the “Terms and Conditions” of this rate.  
Availability is limited to use in domestic locations which are separately metered and billed and which are served by the Company’s mains and for which the 
Company facilities are adequate.  
 
Qualified Programs: 

a. Low Income Home Energy Assistance Program (LIHEAP) 
b. Electric Assistance Program (EAP) 
c. Supplemental Security Income Program 
d. Women, Infants and Children Program 
e. Commodity Surplus Foods Program (for women, infants and children) 
f. Elderly Commodity Surplus Foods Program 
g. Temporary Aid to Needy Families Program 
h. Housing Choice Voucher Program (also known as Section 8) 
i. Head Start Program 
j. Aid to the Permanently and Totally Disabled Program 
k. Aid to the Needy Blind Program 
l. Old Age Assistance Program 
m. Food Stamps Program 
n. Any successor program of a-m 

 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter  $0.1317  $0.2633 per day or  $3.95 $7.90 per 30 day month 
     

Winter Period     
First 100 * therms per 30 day month at   $.1178 $0.0916 per therm 
All over 100 therms per 30 day month at    $0.0684 $0.0532 per therm 

     
Summer Period     

First 20 * therms per 30 day month at   $.1178 $0.0916 per therm 
All over 20 therms per 30 day  month at    $0.0684 $0.0532 per therm 

 
*  The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  which 
is the number of days in the billing period and the denominator of which is 30.  
  
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April inclusive.  
The Summer Period shall be the months of May through October inclusive. 
 
Cost of Gas Charge 
All gas delivered under this rate is subject to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  
Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of gas rates.  
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 

 
Low Income Residential Heating Rate  

Classification No. R-4 
(Continued) 

 
 
Terms and Conditions 
For those customers qualifying for the program this rate R-4 shall apply for a one year period.  On the date that the one-year period expires, eligibility for this 
rate shall expire unless the customer provides the Company with evidence that the customer continues to be eligible for one or more qualifying programs.  
When the Rate R-4 expires, the rate on each account shall revert back to the non-low income Residential Heating Rate, R-3.  Customers whose eligibility 
for the program is based on their having qualified for LIHEAP shall be eligible for this rate retroactive to November 1 of the heating season in which they 
qualified.  Eligibility for such customers shall expire the following October 31, subject to their re-qualifying through receipt of LIHEAP or other benefits as 
set forth above.   
 
Eligibility shall be determined based on the reasonable discretion of the Company subject to verification of heating usage.  
 
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill will be rendered to the 
customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) days from the date the bill is 
mailed - are subject to a late payment charge of one and one-half percent (1½%) per month on the unpaid balance - equivalent to an eighteen percent 
(18%) annual rate.  There is a $5.00 15.00 charge for each bad check tendered for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible for all charges through the end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or as filed from time to time, 
with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Low Annual Use, High Winter Use 
Rate Classification G-41 

 
Availability 
This rate is available for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's 
facilities are adequate.  A customer receiving service under this rate must have annual usage less than or equal to 10,000 therms and a Winter Period 
usage greater than or equal to 67% of annual usage as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
     

Customer Charge Per Meter  $0.8213  $1.6667 per day  or  $24.64 $50.00 per 30 day month 
     

Winter Period     
First 100 * therms per 30 day month at   $0.3275 $0.2268 Per therm 
All over 100 therms per 30 day month at    $0.2130 $0.1475 Per therm 

     
Summer Period     

First 20 * therms per 30 day month at   $0.3275 $0.2268 Per therm 
All over 20 therms per 30 day month at    $0.2130 $0.1475 Per therm 

 
*  The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  which 
is the number of days in the billing period and the denominator of which is 30.  
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April inclusive.  
The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and will be 
billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, the gas supplied by the Company will be subject 
to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate 
schedules which present both the delivery charge and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 
 

Commercial/Industrial Service 
Low Annual Use, High Winter Use 

Rate Classification G-41 
(Continued) 

 
Terms and Conditions 
U.S. Department of Labor Standard Industry Classification Codes will determine eligibility for this tariff. 
 
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed - are subject to a late payment charge of one and one-half percent (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4)days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Medium Annual Use, High Winter Use 
Rate Classification G-42 

 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's facilities 
are adequate.  A customer receiving service under this rate must have annual usage greater than 10,000 therms and less than or eqaul to 100,000 therms 
and a Winter Period usage greater than or equal to 67% of annual usage as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
     

Customer Charge Per Meter  $2.3120  $4.6667 per day or  $69.36 $140.00 per 30 day month 
     

Winter Period     
First 1000 *  therms per 30 day month at   $0.2716 $0.2476 per therm 
All over 1000 therms per 30 day  month at    $0.1794 $0.1636 per therm 

     
Summer Period     

First 400 *  therms per 30 day  month at   $0.2716 $0.2476 per therm 
All over 400 therms per 30 day  month at    $0.1794 $0.1636 per therm 

 
* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  which 
is the number of days in the billing period and the denominator of which is 30.  
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April 
inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and will be 
billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, the gas supplied by the Company will be subject 
to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate 
schedules which present both the delivery charge and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Medium Annual Use, High Winter Use 
Rate Classification G-42 

(Continued) 
 
Terms and Conditions 
Dual fuel customers may be required to sign annual contracts with minimum usage requirements in order to qualify for service 
under this tariff. U.S. Department of Labor Standard Industry Classification Codes will determine eligibility for this tariff. 
 
Meters are read and bills are presented monthly.    In the event a meter reader is unable to obtain a meter reading, an estimated 
bill will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

High Annual Use, High Winter Use 
Rate Classification G-43 

 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which 
the Company's facilities are adequate.  A customer receiving service under this rate must have annual usage greater than 100,000 
therms and a Winter Period usage greater than or equal to 67% of annual usage as determined by the Company’s records and 
procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.  
Should the customer’s consumption fail to meet the availability requirements for this rate, the customer’s service will be transferred 
to the otherwise applicable tariff as described under the terms and conditions of this tariff. 
 
 

Delivery Charge  
    

Customer Charge Per Meter  $9.9797 $20.0000 per day  or  $299.39 $600.00 per 30 day month 
Winter Period     

All therms per 30 day month at   $0.1591 $0.1649 per therm 
Summer Period     

All therms per  30 day month at   $0.0728 $0.0754 per therm 
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of 
November through April inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third 
party supplier and will be billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, 
the gas supplied by the Company will be subject to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery 
charge presented above.  Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of 
gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment 
Clause (LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The 
delivery charge presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which 
present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account 
charge is incurred in addition to all other charges.  The meter account charge is $20.00 when the visit to the meter location is 
scheduled at the mutual convenience of the Company and the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 
 

Commercial/Industrial Service 
High Annual Use, High Winter Use 

Rate Classification G-43 
(Continued) 

 
Terms and Conditions 
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for 
the Company to monitor the customer's continued qualification for this service.  In the event that the customer fails to meet the 
eligibility criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent 
twelve (12) month period, the Company may require that the customer be billed prospectively under an alternative rate subject to 
the terms of the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or 
monthly consumption, provisions for charges for excess usage, and other terms and conditions of service. 
 
The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is 
made.  These declarations shall be updated annually, by August 1. 
 
Meters are read and bills are presented monthly.  In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Low Annual Use, Low Winter Use 
Rate Classification G-51 

 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's facilities are 
adequate.  A customer receiving service under this rate must have annual usage less than or equal to 10,000 therms and a Winter Period usage less than 
67% of annual usage as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter  $0.8270  $1.6667 per day  or  $24.81 $50.00 per 30 day month 
     

Winter Period     
First 100 *  therms per 30 day month at   $0.2525 $0.1103 per therm 
All over 100 therms per 30 day month at    $0.1631 $0.0712 per therm 

     
Summer Period     

First 100 *  therms per 30 day month at   $0.2525 $0.1103 per therm 
All over 100 therms per 30 day month at    $0.1631 $0.0712 per therm 

 
* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  which 
is the number of days in the billing period and the denominator of which is 30.  
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April inclusive.  
The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and will be 
billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, the gas supplied by the Company will be subject 
to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate 
schedules which present both the delivery charge and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is made in addition to 
all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and the 
customer.  Otherwise, the charge is $30.00 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(I) 
 
(R)
(R)
 
(R)
(R)
 



NHPUC NO. 5 - GAS PROPOSED FIRST REVISED ORIGINAL PAGE 61 
KEYSPAN ENERGY DELIVERY SUPERSEDING ORIGINAL PAGE 61 
 

Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

 
 

II. RATE SCHEDULES 
 

Commercial/Industrial Service 
Low Annual Use, Low Winter Use 

Rate Classification G-51 
(Continued) 

 
 
Terms and Conditions 
Eligibility shall be based on the reasonable discretion of the Company and subject to verification of heating usage.  U.S. 
Department of Labor Standard Industry Classification Code will determine eligibility for this tariff. Dual fuel customers may be 
required to sign annual contracts with minimum usage requirements in order to qualify for service under this tariff. 
 
Meters are read and bills are presented monthly. In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.00 15.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4)days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Medium Annual Use, Low Winter Use 
Rate Classification G-52 

 
 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which the Company's facilities 
are adequate.  A customer receiving service under this rate must have annual usage greater than 10,000 therms and less than or equal to 100,000 therms 
and a Winter Period usage less than 67% of annual usage as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a thermal content of nominally one (1) therm in each one hundred (100) cubic feet.  Should the customer’s 
consumption fail to meet the availability requirements for this rate, the customer’s service will be transferred to the otherwise applicable tariff as described 
under the terms and conditions of this tariff. 
 
 

Delivery Charge  
     

Customer Charge Per Meter  $2.3097  $4.6667 per day  or $69.29 $140.00 per 30 day month 
     

Winter Period     
First 1000  * therms per 30 day month at   $0.1734 $0.1295 per therm 
All over 1000 therms per 30 day month at    $0.1177 $0.0879 per therm 

     
Summer Period     

First 1000 *  therms per 30 day month at   $0.1275 $0.0952 per therm 
All over 1000 therms per 30 day month at   $0.0734 $0.0548 per therm 

 
* The number of therms billed in the first block will be calculated by multiplying the therms in the first block of the rate by a fraction the numerator of  which 
is the number of days in the billing period and the denominator of which is 30.  
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of November through April 
inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third party supplier and will be 
billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, the gas supplied by the Company will be subject 
to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate 
schedules which present both the delivery charge and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment Clause (LDAC), as in effect 
from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The delivery charge presented above are exclusive of these 
charges. Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account charge is incurred in addition 
to all other charges.  The meter account charge is $20.00 when the visit to the meter location is scheduled at the mutual convenience of the Company and 
the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

Medium Annual Use, Low Winter Use 
Rate Classification G-52 

(Continued) 
 

Terms and Conditions 
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for 
the Company to monitor the customer's continued qualification for this service.  In the event that the customer fails to meet the 
eligibility criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent 
twelve (12) month period, the Company may require that the customer be billed prospectively under an alternative rate subject to 
the terms of the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or 
monthly consumption, provisions for charges for excess usage, and other terms and conditions of service. 
 
The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is 
made.  These declarations shall be updated annually, by August 1. 
 
Meters are read and bills are presented monthly.  In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

High Annual Use, Load Factor Less Than 90% 
Rate Classification G-53 

 
 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which 
the Company's facilities are adequate.  A customer receiving service under this rate must have annual usage greater than 
100,000 therms, a Winter Period usage less than 67% of annual usage, and a 12 month average usage less than 90% of the 
average usage of December, January and February as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content value of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter $20.00 
per day 

$300.00 
$600.00 

per month 

    
Winter Period    

All therms per month at  $0.1074 
$0.1116 

per therm 

    
Summer Period    

All therms per month at  $0.0514 
$0.0534 

per therm 

 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of 
November through April inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third 
party supplier and will be billed directly by the the third party supplier.  If the customer does not purchase its gas from a third 
party, the gas supplied by the Company will be subject to a per therm cost of gas rate.  The cost of gas rate is not included in the 
delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge 
and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment 
Clause (LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The 
delivery charge presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which 
present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account 
charge is incurred in addition to all other charges.  The meter account charge is $20.00 when the visit to the meter location is 
scheduled at the mutual convenience of the Company and the customer.  Otherwise, the charge is $30.00. 
 
. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(I) 
 
 
(I) 
 
 
(I) 



NHPUC NO. 5 – GAS PROPOSED FIRST REVISED ORIGINAL PAGE 65 
KEYSPAN ENERGY DELIVERY SUPERSEDING ORIGINAL PAGE 65 

Issued:      February 25, 2008     Issued: By___________________________ 
Effective:   August 24, 2008 Nickolas Stavropoulos 
  Title:  President 

  
 

 
II. RATE SCHEDULES 

 
Commercial/Industrial Service 

High Annual Use, Load Factor Less Than 90% 
Rate Classification G-53 

(Continued) 
 
Terms and Conditions 
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for 
the Company to monitor the customer's continued qualification for this service.  In the event that the customer fails to meet the 
eligibility criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent 
twelve (12) month period, the Company may require that the customer be billed prospectively under an alternative rate subject to 
the terms of the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or 
monthly consumption, provisions for charges for excess usage, and other terms and conditions of service. 
 
The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is 
made.  These declarations shall be updated annually, by August 1. 
 
Meters are read and bills are presented monthly.  In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 
 

Commercial/Industrial Service 
High Annual Use, Load Factor Less Greater Than 11090% 

Rate Classification G-54 
 

 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which 
the Company's facilities are adequate.  A customer receiving service under this rate must have annual usage greater than 100,000 
therms, a Winter Period usage less than 67% of annual usage, and a 12 month average usage less greater than or equal to 
11090% of the average usage of December, January and February as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content value of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter $20.00 
per day 

$300.00 
$600.00 

per month 

    
Winter Period    

All therms per month at  $0.0799 
$0.0374 

per therm 

    
Summer Period    

All therms per month at  $0.0410 
$0.0202 

per therm 

 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of 
November through April inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third 
party supplier and will be billed directly by the the third party supplier.  If the customer does not purchase its gas from a third party, 
the gas supplied by the Company will be subject to a per therm cost of gas rate.  The cost of gas rate is not included in the delivery 
charge presented above.  Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge and cost of 
gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment 
Clause (LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The 
delivery charge presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which 
present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account 
charge is incurred in addition to all other charges.  The meter account charge is $20.00 when the visit to the meter location is 
scheduled at the mutual convenience of the Company and the customer.  Otherwise, the charge is $30.00. 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

High Annual Use, Load Factor Less Greater Than 11090% 
Rate Classification G-54 

(Continued) 
 
Terms and Conditions 
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for 
the Company to monitor the customer's continued qualification for this service.  In the event that the customer fails to meet the 
eligibility criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent 
twelve (12) month period, the Company may require that the customer be billed prospectively under an alternative rate subject to 
the terms of the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or 
monthly consumption, provisions for charges for excess usage, and other terms and conditions of service. 
 
The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is 
made.  These declarations shall be updated annually, by August 1. 
 
Meters are read and bills are presented monthly.  In the event a meter reader is unable to obtain a meter reading, an estimated bill 
will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a $5.0015.00 charge for each bad check tendered 
for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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Commercial/Industrial Service 

High Annual Use, Load Factor Greater Than 110% 
Rate Classification G-63 

 
 
Availability 
This rate is for commercial, industrial and public authority customers in locations served by the Company's mains and for which 
the Company's facilities are adequate.  A customer receiving service under this rate must have annual usage greater than 
100,000 therms, a Winter Period usage less than 67% of annual usage, and a 12 month average usage greater than or equal to 
110% of the average usage of December, January and February as determined by the Company’s records and procedures. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content value of nominally one (1) therm in each one hundred (100) cubic feet. 
 

Delivery Charge  
    

Customer Charge Per Meter  $300.00 per month 
    

Winter Period    
All therms per month at  $0.0345 per therm 

    
Summer Period    

All therms per month at  $0.0188 per therm 
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. The Winter Period shall be the months of 
November through April inclusive.  The Summer Period shall be the months of May through October inclusive. 
 
Supplier Charges 
If the customer purchases its gas from a third party, supplier charges will be as agreed upon between the customer and the third 
party supplier and will be billed directly by the the third party supplier.  If the customer does not purchase its gas from a third 
party, the gas supplied by the Company will be subject to a per therm cost of gas rate.  The cost of gas rate is not included in the 
delivery charge presented above.  Refer to Page 73 of this Tariff for firm rate schedules which present both the delivery charge 
and cost of gas rates. 
 
Other Charges for Delivery Service 
The customer must also pay such charges and adjustments as are set forth in the Company’s Local Distribution Adjustment 
Clause (LDAC), as in effect from time to time and on file with he New Hampshire Public Utilities Commission (NHPUC). The 
delivery charge presented above are exclusive of these charges. Refer to Page 73 of this Tariff for firm rate schedules which 
present both the delivery charge and the LDAC rates. 
 
Meter Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a meter location, a meter account 
charge is incurred in addition to all other charges.  The meter account charge is $20.00 when the visit to the meter location is 
scheduled at the mutual convenience of the Company and the customer.  Otherwise, the charge is $30.00. 
 
 

PROVISIONS DELETED 
RESERVED FOR FUTURE USE 
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II. RATE SCHEDULES 

 
Commercial/Industrial Service 

High Annual Use, Load Factor Greater Than 110% 
Rate Classification G-63 

(Continued) 
 
Terms and Conditions 
To be eligible for this service, a customer must sign a contract for a one year period, which contract shall include the authority for 
the Company to monitor the customer's continued qualification for this service.  In the event that the customer fails to meet the 
eligibility criteria set forth in the availability section of this schedule based on a monthly evaluation employing the most recent 
twelve (12) month period, the Company may require that the customer be billed prospectively under an alternative rate subject to 
the terms of the customer's Service Agreement. The Service Agreement may contain limitations as to maximum hourly, daily, or 
monthly consumption, provisions for charges for excess usage, and other terms and conditions of service. 
 
The customer shall declare maximum seasonal demands and estimated seasonal volumes at the time application for service is 
made.  These declarations shall be updated annually, by August 1. 
 
Meters are read and bills are presented monthly.  In the event a meter reader is unable to obtain a meter reading, an estimated 
bill will be rendered to the customer. 
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than twenty-five (25) 
days from the date the bill is mailed  - are subject to a late payment charge of one and one-half percent  (1½%) per month on the 
unpaid balance -– equivalent to an eighteen percent (18%) annual rate.  There is a $5.00 charge for each bad check tendered for 
payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges through the 
end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently effective, or 
as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
OUTDOOR GAS LIGHTING 

 
Availability 
This rate is available for residential outdoor gas lighting where such service is provided from the Company's existing 
delivery system to a standard gas light fixture or fixtures, located on the customer's premises, and when it is not 
feasible to meter such service along with other gas used on the premises and bill the same under the rate in effect for 
all other services. 
 
Rate Per Light Per Month $10.50 
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. 
 
Account Charge 
When the Company establishes or re-establishes a gas service account for a customer at a location, an account 
charge is incurred in addition to all other charges.  The account charge is $20.00 when the visit to the location is 
scheduled at the mutual convenience of the Company and the customer.  Otherwise, the charge is $30.00. 
 
Terms and Conditions 
Meters are read and bills are presented monthly.   
 
Amounts not paid prior to the due date; normally the next following meter reading date and a date not less than 
twenty-five (25) days from the date the bill is mailed  - are subject to a late payment charge of one and one-half 
percent  (1½%) per month on the unpaid balance - equivalent to an eighteen percent (18%) annual rate.  There is a 
$5.00$15.00 charge for each bad check tendered for payment. 
 
A customer must give at least four (4) days notice before discontinuance of service and is responsible  for all charges 
through the end of the notice period. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently 
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 

 
STANDBY SERVICE 

 
Availability 
This service is available to commercial and industrial sales customers with a minimum of 5 MMBtu per hour connected 
load who have alternative fuel burning capability and who require that the Company maintain facilities and supply 
availability to provide natural gas service upon twenty-four (24) hour notice to the Company, and who have had a load 
factor of less than 15% determined by dividing the customer's consumption during the prior twelve (12) months by 
connected load times twenty-four (24) hours x 365 days and multiplying the result by 100%. 
 
Character of Service 
Standby service is for customers with alternative fuel supply availability who require the Company to supply natural 
gas on short notice.  The charge hereunder is for the purpose of defraying the fixed costs associated with maintaining 
readiness to serve, including, but not limited to, the capital cost and cost of maintaining services, regulators, as well as 
the cost of system capacity, supplier demand charges and other supply capability on a continuous basis. 
 
Rate 
              
                      Demand per MMBtu/hr. 
Customer Charge Per Month Winter $ Per Therm Summer $ Per Therm MMBtu/hr. Connected Load 
      $40.00         $0.5912            $0.4512           $150.00 
 
In any month during which consumption exceeds connected load times twenty-four (24) hours x  five (5) days the 
charge  for service will be made under the customer's otherwise applicable tariff.  The applicable Standby charge shall 
be the minimum bill in those months when gas flows.  Standby service may be taken in conjunction with seasonal 
service.  The seasonal service gas will be separately metered and the seasonal service meter will be locked during the 
non-seasonal service months unless a standby contract has been signed.  This rate is not subject to the cost of gas 
rate.  This rate is not available in conjunction with 280 day service. 
 
The above rates shall be adjusted to reflect the recovery of all applicable taxes. 
 
The Winter Period shall be the months of November through April inclusive.  The Summer Period shall be the months 
of May through October inclusive. 
 
Terms and Conditions 
To be eligible for standby service, a customer must sign a contract for a minimum of the five (5) winter months of 
November through April. Bills will be presented at the first of each month.    Amounts not paid prior to the due date; 
normally the next following meter reading  date and a date not less than twenty-five (25) days from the date the bill is 
mailed - are subject to a late payment charge of one and one-half percent (1½%) per month on the unpaid balance - 
equivalent to an eighteen percent (18%) annual rate.  There is a $5.00$15.00 charge for each bad check tendered for 
payment. 
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II RATE SCHEDULES

 FIRM RATE SCHEDULES

Winter Period Summer Period
Cost of Cost of

Delivery Gas Rate LDAC Total Delivery Gas Rate LDAC Total
Charge Page 84 Page 91 Rate Charge Page 84 Page 91 Rate

Residential Non Heating - R-1
Customer Charge per Month per Meter $13.75 $13.75 $13.75 $13.75
 $6.91 $6.91  $6.91 $6.91
Size of the first block 10 therms  10 therms
Therms in the first block per month at $0.0228 $1.1337 $0.0184 $1.1749  $0.0228 $0.9556 $0.0381 $1.0165

$0.2678 $1.1478 $0.0187 $1.4343 $0.2678 $0.9057 $0.0388 $1.2123
All therms over the first block per month at $0.0201 $1.1337 $0.0184 $1.1722  $0.0201 $0.9556 $0.0381 $1.0138

$0.2364 $1.1478 $0.0187 $1.4029 $0.2364 $0.9057 $0.0388 $1.1809
Residential Heating - R-3
Customer Charge per Month per Meter $19.75 $19.75 $19.75 $19.75

$9.88 $9.88 $9.88 $9.88
Size of the first block 100 therms 20 therms
Therms in the first block per month at $0.2291 $1.1337 $0.0189 $1.3817  $0.2291 $0.9556 $0.0387 $1.2234

$0.2945 $1.1478 $0.0192 $1.4615 $0.2945 $0.9057 $0.0394 $1.2396
All therms over the first block per month at $0.1331 $1.1337 $0.0189 $1.2857  $0.1331 $0.9556 $0.0387 $1.1274

$0.1711 $1.1478 $0.0192 $1.3381 $0.1711 $0.9057 $0.0394 $1.1162
Residential Heating - R-4
Customer Charge per Month per Meter $7.90 $7.90 $7.90 $7.90

$3.95 $3.95 $3.95 $3.95
Size of the first block 100 therms 20 therms
Therms in the first block per month at $0.0916 $1.1337 $0.0189 $1.2442 $0.0916 $0.9556 $0.0387 $1.0859

$0.1178 $1.1478 $0.0192 $1.2848 $0.1178 $0.9057 $0.0394 $1.0629
All therms over the first block per month at $0.0532 $1.1337 $0.0189 $1.2058 $0.0532 $0.9556 $0.0387 $1.0475

$0.0684 $1.1478 $0.0192 $1.2354 $0.0684 $0.9057 $0.0394 $1.0135
Commercial/Industrial - G-41
Customer Charge per Month per Meter $50.00 $50.00 $50.00 $50.00

$24.64 $24.64 $24.64 $24.64
Size of the first block 100 therms 20 therms
Therms in the first block per month at $0.2268 $1.1337 $0.0099 $1.3704 $0.2268 $0.9583 $0.0336 $1.2187

$0.3275 $1.1479 $0.0101 $1.4855 $0.3275 $0.9078 $0.0342 $1.2695
All therms over the first block per month at $0.1475 $1.1337 $0.0099 $1.2911 $0.1475 $0.9583 $0.0336 $1.1394

$0.2130 $1.1479 $0.0101 $1.3710 $0.2130 $0.9078 $0.0342 $1.1550
Commercial/Industrial - G-42
Customer Charge per Month per Meter $140.00 $140.00 $140.00 $140.00

$69.36 $69.36 $69.36 $69.36
Size of the first block 1000 therms 400 therms
Therms in the first block per month at $0.2476 $1.1337 $0.0099 $1.3912 $0.2476 $0.9583 $0.0336 $1.2395

$0.2716 $1.1479 $0.0101 $1.4296 $0.2716 $0.9583 $0.0336 $1.2635
All therms over the first block per month at $0.1636 $1.1337 $0.0099 $1.3072 $0.1636 $0.9583 $0.0336 $1.1555

$0.1794 $1.1479 $0.0101 $1.3374 $0.1794 $0.9078 $0.0342 $1.1214
Commercial/Industrial - G-43
Customer Charge per Month per Meter $600.00 $600.00 $600.00 $600.00

$299.39 $299.39 $299.39 $299.39
All therms over the first block per month at $0.1649 $1.1337 $0.0099 $1.3085 $0.0754 $0.9583 $0.0336 $1.0673

$0.1591 $1.1479 $0.0101 $1.3171 $0.0728 $0.9078 $0.0342 $1.0148
Commercial/Industrial - G-51
Customer Charge per Month per Meter $50.00 $50.00 $50.00 $50.00

$24.81 $24.81 $24.81 $24.81
Size of the first block 100 therms 100 therms
Therms in the first block per month at $0.1103 $1.1336 $0.0099 $1.2538 $0.1103 $0.9537 $0.0336 $1.0976

$0.2525 $1.1473 $0.0101 $1.4099 $0.2525 $0.9039 $0.0342 $1.1906
All therms over the first block per month at $0.0712 $1.1336 $0.0099 $1.2147 $0.0712 $0.9537 $0.0336 $1.0585

$0.1631 $1.1473 $0.0101 $1.3205 $0.1631 $0.9039 $0.0342 $1.1012
Commercial/Industrial - G-52
Customer Charge per Month per Meter $140.00 $140.00 $140.00 $140.00

$69.29 $69.29 $69.29 $69.29
Size of the first block 1000 therms 1000 therms
Therms in the first block per month at $0.1295 $1.1336 $0.0099 $1.2730 $0.0952 $0.9537 $0.0336 $1.0825

$0.1734 $1.1473 $0.0101 $1.3308 $0.1275 $0.9039 $0.0342 $1.0656
All therms over the first block per month at $0.0879 $1.1336 $0.0099 $1.2314 $0.0548 $0.9537 $0.0336 $1.0421

$0.1177 $1.1473 $0.0101 $1.2751 $0.0734 $0.9039 $0.0342 $1.0115
Commercial/Industrial - G-53
Customer Charge per Month per Meter $600.00 $600.00 600.00$      600.00$         

$300.00 $300.00 $300.00 $300.00
All therms over the first block per month at $0.1116 $1.1336 $0.0099 $1.2551 $0.0534 $0.9537 $0.0336 $1.0407

$0.1074 $1.1473 $0.0101 $1.2648 $0.0514 $0.9039 $0.0342 $0.9895
Commercial/Industrial - G-54
Customer Charge per Month per Meter $600.00 $600.00 600.00$      600.00$         

$300.00 $300.00 $300.00 $300.00
All therms over the first block per month at $0.0374 $1.1336 $0.0099 $1.1809 $0.0202 $0.9537 $0.0336 $1.0075

$0.0799 $1.1473 $0.0101 $1.2373 $0.0410 $0.9039 $0.0342 $0.9791
Commercial/Industrial - G-63
Customer Charge per Month per Meter $300.00 $300.00 $300.00 $300.00
All therms over the first block per month at $0.0345 $1.1473 $0.0101 $1.1919 $0.0188 $0.9039 $0.0342 $0.9569  
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II. RATE SCHEDULES 

 
280 DAY SALES SERVICE 

 
Availability 
This service is applicable to commercial and industrial customers whose normal requirements are at least 5,000 
therms per month provided that the Company has adequate delivery facilities and has an adequate supply of natural 
gas to meet the customer's requirements at that location.  This rate is available only where the customer maintains 
alternate fuel capability. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content value of nominally one (1) therm in each one hundred (100) 
cubic feet.  Service is firm for a minimum of 280 days per year. 
 
Rate 
 
Customer Charge: $200.00 per month 
 
This charge shall cover access to data from a remote meter reading system installed by the Company. 
 
Commodity Charge: 
 
This rate applicable to a customer's purchases in a given month shall be the oil parity rate as determined below. 
 
Based on 1,000 Btu's per cubic foot and 100,000 Btu's per therm, the price to be paid for all gas consumed by a 
customer each month in which 280 Day Non Peak Firm Service is available will be a direct function of that customer's 
alternate fuel posted price as listed in the Platts Oilgram Report on Petroleum Prices.  The posted price shall be the 
lowest quoted price at the Boston Terminal in tanker lots for #2 oil, #4 oil (1% sulfur), #6 oil (1% sulfur) and #6 oil (2-
2.5% sulfur).  The posted price of a customer's alternate fuel used in the 280 Day Service pricing formula will be 
determined on a monthly basis using an average of the daily posted prices for the four Fridays preceding the date 
upon which the Company must submit its nominations to Tennessee Gas Pipeline Company (Tennessee). 
 
The percentages of posted price of oil to be used in computing 280 Day Non Peak Firm gas prices will be determined 
by the Company monthly.  The percentage of the posted price of each alternate fuel may vary for those customers 
with the capacity to use more than 25,000 therms per month.  The Company will report the percentages for various 
alternate fuel prices to the Public Utilities Commission at the beginning of each month.  If the Commission questions 
the reasonableness of any such percentage determinations made by the Company, it may investigate the matter and, 
if necessary and appropriate, make such orders as are just and reasonable relative to percentage determinations that 
shall be applicable only to sales made by the Company after its receipt, and its notification to the customers affected, 
of such orders.  The Company shall give such notification within three business days after its receipt of such orders. 
 
The following calculations will be made to derive the prices to be charged per therm of 280 Day Non Peak Firm gas 
consumed: 
 
Rate 280-2 (alternate fuel - #2 oil) 
 
 $/therm = posted price/gallon (#2) x 100,000 x percentage of posted price of oil 
  140,000 
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II. RATE SCHEDULES 
 

280 DAY SALES SERVICE (Cont'd) 
 
 
Rate 280-41 (alternate fuel - #4 oil [1% sulfur]) 
 
 $/therm = posted price/barrel (#4 - 1%) x 100,000 x percentage of posted price of oil 
   145,000 x 42 
 
Rate 280-61 (alternate fuel - #6 oil [1% sulfur]) 
 
 $/therm = posted price/barrel (#6 - 1%) x 100,000 x percentage of posted price of oil 
   150,000 x 42 
 
Rate 280-62 (alternate fuel - #6 oil [2 - 2.25% sulfur]) 
 
 $/therm = posted price/barrel (#6 - 2.25%) x 100,000 x percentage of posted price of oil 
   150,000 x 42 
 
At any time in which 280 Day Non Peak Service is not available, any gas consumed by a customer for pilot use will be 
combined with the customer's firm gas billing and billed under the Company's Large Volume 70 tariff. 
 
This 280 Day Service Rate  is not subject to the cost of gas rate. 
 
The rates determined above are subject to the floor price defined below: 
 
The floor price is defined as equaling the marginal cost of gas for the day of the sale adjusted to include: (a)$0.020 per 
therm; and (b) all applicable taxes. 
 
The rate charged at any time during the year shall not be greater than the rate charged in accordance with the winter 
rate under the Company's Commercial/Industrial G-43 rate classification.  For comparable usage, 280 sales margins 
shall not be less than 280 Day transportation margins, i.e., the rate charged to the customer less the floor price. 
 
Terms and Conditions 
 
A written service agreement (Service Agreement) on the Company’s standard form shall be required.  The service is 
also available in conjunction with the equivalent transportation service.  The customer may elect to enter into 
concurrent interruptible sales and transportation contracts.  Should the customer elect to do so, the customer must also 
elect on a monthly basis which service is to be utilized.  In any event, the customer is only responsible for the payment 
of one service charge per month.  The Service Agreement may contain limitations as to maximum hourly, daily or 
monthly consumption, provisions for notice of interruption and additional charges for excess usage, terms of payment 
and other terms and conditions of service.  The customer must agree to discontinue gas service for a minimum of 
thirty (30) consecutive days per year.  On or before November 1 of each year, the Company shall notify each 280 Day 
service customer of the starting and ending dates for the thirty (30) consecutive days of non-service for that year for 
that customer.  The Company, at its sole option, may discontinue service for up to fifty-five (55) additional days during 
the Winter Period from November through April inclusive, upon twenty-four (24) hours notice. The Company will use 
its best efforts to provide the maximum notification of service disruption for the additional fifty-five (55) day period.  
The additional fifty-five (55) days of interruption need not be consecutive. 
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II. RATE SCHEDULES 
 

280 DAY SALES SERVICE (Cont'd) 
 
Customer shall pay its bills monthly.  Any amounts not paid prior to the due date; normally the next meter reading 
date and a date not less than twenty-five (25) days from the date the bill is mailed - are subject to a late payment 
charge of one and one half percent (1½%) per month on the unpaid balance. 
 
The customer must certify in a signed affidavit, appended to the contract, that the installation being served is 
physically and legally capable of burning the specific type of fuel oil used as the equivalent Btu determinant oil or 
other alternate fuel.  The Company reserves the right, in its sole discretion, to waive the aforementioned affidavit 
upon good cause being shown by the customer.  This service shall be limited in the Company's sole discretion to the 
operational systems and gas supply limitations of the Company.  If a customer does not certify to the capability of 
burning a specific type of fuel oil, the customer's oil parity fuel price will be based on #2 fuel oil. 
 
If incremental facilities, other than remote metering costs included in the customer charge, are required on the 
Company’s system to serve the customer, the cost of such facilities shall be paid for by the customer.  If the customer 
converts to this service from another customer service classification without satisfying payment of facilities costs in 
the Company’s Service and Main Extension tariff, the costs unrecovered by the Company must be prepaid by the 
customer.  The customer shall be required to have remote meter reading facilities. 
 
280 Day Sales Service is not available in conjunction with Standby Sales Service. 
 
The Company will compute the oil parity price and will notify each customer of the price for the month no less than 
five (5) business days prior to the first day of each month during the 280 Day firm period.  The quoted price shall be 
fixed during each firm service month subject to the floor price provision of this tariff.  During the 280 Day period of 
firm service, the Company may, in extraordinary circumstances, adjust the quoted price upward in the unlikely event 
that the floor price, for unanticipated reasons, rises above the price quoted for the month.  For the fifty-five (55) days 
of potential additional service, daily price quotes will be provided to the customer by the Company not less than 
twenty-four (24) hours in advance.  The quoted price during the fifty-five (55) day period shall not be less than the 
floor price provisions of this tariff. 
 
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under 
any other service classification except as specified herein.  The Company shall be afforded the opportunity by the 
customer to inspect the facilities to properly ascertain the gas-using capacity and alternate fuel capability on the 
customer's premises. 
 
It is the customer's full responsibility to have standby equipment installed and maintained in operating condition and a 
fuel supply adequate for its operation at all times. 
 
If a customer requests gas on an emergency basis when gas service would otherwise be precluded under this service 
classification, the Company may, in its sole discretion, tender gas if it determines that an emergency does exist and 
the Company has the ability to provide the gas service.  Gas consumed under this provision will be priced at a rate 
per therm equal to the highest cost of gas, as determined by the Company, during the time such service is rendered, 
adjusted for the applicable taxes and assessments, plus the Industrial General firm sales delivery rate. 
 
The customer shall pay for any unauthorized gas usage at the rate of One Dollar and Fifty Cents ($1.50) per therm. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently 
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 
 

280 DAY TRANSPORTATION SERVICE (Cont'd) 
 

Terms and Conditions 
 
Customers taking service under this rate schedule will be subject to the terms and conditions of Delivery Service, 
Section 9 - Daily Metered Delivery Service, of the Company’s Delivery Tariff. 
 
A written 280 Day service agreement (Service Agreement) on the Company’s standard form for a minimum period, as 
defined in the Service Agreements, shall be required for 280 Day service. The Company will make service available 
under this tariff within sixty (60) days of receipt of the completed Service Agreement.  The Service Agreement may 
contain limitations as to maximum hourly, daily or monthly consumption, provisions for notice of interruption and 
additional charges for excess usage, terms of payment and other terms and conditions of service.  
 
Customer shall pay its bills monthly.  Any amounts not paid prior to the due date; normally the next following meter 
reading date and a date not less than twenty-five (25) days from the date the bill is mailed,  are subject to a late 
payment charge of one and one half percent (1½%) per month on the unpaid balance. 
 
It is the customer’s full responsibility to have standby equipment installed and maintained in operating condition and a 
fuel supply adequate for its operation at all times. 
 
The customer must certify in a signed affidavit, appended to the contract, that the installation being served is 
physically and legally capable of burning an alternate fuel.  The Company reserves the right, in its sole discretion, to 
waive the aforementioned affidavit upon good cause being shown by the customer.  This service shall be limited in the 
Company's sole discretion to the operational systems and of the Company. 
 
If incremental facilities, other than remote metering costs included in the customer charge, are required on the 
Company’s system to serve the customer, the cost of such facilities shall be paid for by the customer.  If the customer 
converts to this service from another customer service classification without satisfying payment of facilities costs in the 
Company’s Service and Main Extension tariff, the costs unrecovered by the Company must be prepaid by the 
customer.  The customer shall be required to have remote meter reading facilities. 
 
The customer must agree to discontinue gas service for a minimum of thirty (30) consecutive days per year.  On or 
before November 1 of each year, the Company shall notify each 280 Day transportation customer of the starting and 
ending dates for the thirty (30) consecutive days of non-service for that year for that customer.  The Company, at its 
sole option, may discontinue service for up to fifty-five (55) additional days during the Winter Period from November 
through April inclusive upon twenty-four (24) hours notice.  The Company will use its best efforts to provide the 
maximum notification of service disruption for the additional fifty-five (55) day period.  The additional fifty-five (55) 
days of interruption need not be consecutive. 
 
If a customer requests gas on an emergency basis when gas service would otherwise be precluded under this service 
classification, the Company may, in its sole discretion, tender gas if it determines that an emergency does exist and 
the Company has the ability to provide the gas service.  Gas consumed under this provision will be priced at a rate per 
therm equal to the highest cost of gas, as determined by the Company, during the time such service is rendered, 
adjusted for the applicable taxes and assessments, plus the Industrial General firm sales delivery rate. 
 
The customer shall pay for any unauthorized gas usage at the rate of One Dollar and Fifty Cents ($1.50) per thermfive 
times the daily index. 
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 II. RATE SCHEDULES 
 

280 DAY TRANSPORTATION SERVICE (Cont'd) 
 

Balancing 
The customer shall be responsible for balancing with the interstate pipeline its upstream (prior to the city gate) daily 
nominations with daily takes.  The customer shall provide nominations to the Company as provided in the Delivery 
Terms & Conditions. Service Agreement.  The terms, conditions and charges for balancing are detailed in the Service 
Agreement. 
 
Measurement 
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under 
any other service classification except as specified herein.  The Company shall be afforded the opportunity by the 
customer to inspect the facilities to properly ascertain the gas-using capacity and alternate fuel capability on the 
customer's premises. 
 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently 
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission. 
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II. RATE SCHEDULES 
 

INTERRUPTIBLE TRANSPORTATION SERVICE - ITS (Cont’d) 
 
Terms and Conditions 
Customers taking service under this rate schedule will be subject to the terms and conditions of Delivery Service, 
Section 9 - Daily Metered Delivery Service, of the Company’s Delivery Tariff. 
 
A written interruptible service agreement (Service Agreement) on the Company’s standard form for a minimum 
period, as defined in the Service Agreements, shall be required for Interruptible Transportation service.  The 
Company will make service available under this tariff within sixty (60) days of receipt of the completed Service 
Agreement.  The Service Agreement may contain limitations as to maximum hourly, daily or monthly consumption, 
provisions for notice of interruption and additional charges for excess usage, terms of payment and other terms and 
conditions of service.  
 
Customer shall pay its bills monthly.  Any amounts not paid prior to the due date; normally the next following meter 
reading date and a date not less than twenty-five (25) days from the date the bill is mailed, are subject to a late 
payment charge of one and one half percent (1½%) per month on the unpaid balance. 
 
It is the customer’s full responsibility to have standby equipment installed and maintained in operating condition and a 
fuel supply adequate for its operation at all times. 
 
The customer must certify in a signed affidavit, appended to the contract, that the installation being served is 
physically and legally capable of burning an alternate fuel.  The Company reserves the right, in its sole discretion, to 
waive the aforementioned affidavit upon good cause being shown by the customer.  This service shall be limited in 
the Company's sole discretion to the operational systems of the Company. 
 
If incremental facilities, other than remote metering costs included in the customer charge, are required on the 
Company’s system to serve the customer, the cost of such facilities shall be paid for by the customer.  If the customer 
converts to this service from another customer service classification without satisfying payment of facilities costs in 
the Company’s Service and Main Extension tariff, the costs unrecovered by the Company must be prepaid by the 
customer.  The customer shall be required to have remote meter reading facilities. 
 
If a customer requests gas on an emergency basis when gas service would otherwise be precluded under this service 
classification, the Company may, in its sole discretion, tender gas if it determines that an emergency does exist and 
the Company has the ability to provide the gas service.  Gas consumed under this provision will be priced at a rate 
per therm equal to the highest cost of gas, as determined by the Company during the time such service is rendered, 
adjusted for the applicable taxes and assessments, plus the Industrial General firm sales delivery rate. 
 
The customer shall pay for any unauthorized gas usage at the rate of One Dollar and Fifty Cents ($1.50) per 
thermfive times the daily index. 
 
Balancing 
The customer shall be responsible for balancing with the interstate pipeline its upstream (prior to the city gate) daily 
nominations with daily takes.  The customer shall provide nominations to the Company as provided in the Service 
Agreement.  The terms, conditions and charges for balancing are detailed in the Service Agreement.Delivery Terms 
and Conditions. 
 
Measurement 
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under 
any other service classification except as specified herein.  The Company shall be afforded the opportunity by the 
customer to inspect the facilities to properly ascertain the gas-using capacity and alternate fuel capability on the 
customer's premises. 
Service under this rate is subject to the rules and regulations and the published tariff, terms and conditions presently 
effective, or as filed from time to time, with the New Hampshire Public Utilities Commission. 
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9 DAILY METERED DELIVERY SERVICE 
 

 
9.1 Applicability 

 
Section 9 of this tariff shall be applicable in the following conditions: 

 
9.1.1 All Customers whose service may be interrupted at any time during the year shall be required to take daily 

metered Delivery Service. 
 
9.1.2 Any Customer, regardless of annual Gas Usage, may elect daily metered Delivery Service. 
 
9.1.3 Customers under Rate Schedules G-43, G-53,  and G-54 and G-63 wishing to take Delivery Service are 

required to take Daily Metered Delivery Service.  In addition, the Company may require a Customer to 
take daily metered Delivery Service if the Company determines that the daily Gas Usage characteristics of 
the Customer cannot be accurately modeled using the Company’s Consumption Algorithm or if the volumes 
reasonably anticipated by the Company to be used by the Customer are of a size that may materially affect 
the integrity of the Company’s distribution system. 

 
9.2 Delivery Service Provided 
 
This service provides delivery of Customer purchased Gas from the Designated Receipt Point to the Delivery 
Point on any Gas Day.  For Customers taking Delivery Service under Rate Schedules G-43, G-53,  and G-54 
and G-63, this service provides firm, year-round delivery of Customer purchased Gas from the Designated 
Receipt Point to the Delivery Point.  
 
9.3 Nominations and Scheduling of Service 
 

9.3.1 The Supplier is responsible for nominating and delivering to the Designated Receipt Point(s) 
every Gas Day an amount of Gas that equals the aggregated Gas Usage of Customers in the 
Aggregation Pool plus the Company Gas Allowance in accordance with Section 8 of this tariff. 

 
9.3.2 Nominations shall be communicated to the Company by electronic means as determined by the 

Company or, in the event of failure of such electronic means, by facsimile or other agreeable 
alternative means.  

 
9.3.3 Nominations for the first Gas Day of a Month shall be submitted to the Company no later 
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a separate pool from Customers subscribing to daily metered service under Rate Schedules G-
43, G-53, and G-54 and G-63. 

 
20.6.2 Non-daily metered Customers taking Delivery Service pursuant to Section 10 of this tariff shall 

be combined by a Supplier into a single Aggregation Pool within each of the Company's 
designated Gas Service Areas. 

 
20.6.3 Daily metered Customers taking Delivery Service pursuant to Section 9 of this tariff  shall be 

combined by a Supplier into a single Aggregation Pool within each of the Company’s designated 
Gas Service Areas. 

 
20.6.4 A separate Supplier account will be established for each Supplier Aggregation Pool.  

 
20.6.5 The election of any service from the Company by the Supplier shall apply to the entire 

Aggregation Pool and not just an individual customer in the Aggregation Pool. 
 

20.6.6 The Company may charge a monthly fee to the Supplier for each Aggregation Pool pursuant to 
Attachment D.   

 
20.7 Imbalance Trading 

 
20.7.1 Prior to the imposition of imbalance charges, the Supplier may engage in trading daily and 

monthly imbalances for the previous Month, provided that daily imbalance trades are 
communicated to the Company within three (3) Business Days upon the Company’s provision of 
information on Supplier imbalances for said Month.  

 
20.7.2 The Company will make available a list of Suppliers by Gas Service Area making deliveries 

during the previous Month.m 
 
 

20.7.3 Aggregation Pools affected by the transaction must be located within the same Gas Service 
Area as defined in Section 4, unless waived by the Company. 

 
20.7.4 Daily imbalance trades must be point-specific on those Gas Days when the Transporting 

Pipeline required the Company to balance on a point-specific basis. 
 

 
20.8 Billing and Payment 

 
20.8.1    By the tenth (10th) Business Day of the calendar month, the Company shall render to the 

Supplier a statement of the quantities delivered and amounts owed by the Supplier for the  
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ENERGYNORTH NATURAL GAS, INC. 

 
 

280 DAY SERVICE AGREEMENT 
 
 

ARTICLE I 
 

PREAMBLE 
 

This agreement (Agreement) is made this ______ day of ________, 19__ by and between EnergyNorth Natural 
Gas, Inc., d/b/a/ KeySpan Energy Delivery New England a New Hampshire corporation with its principal place of 
business at 1260 Elm Street, Manchester, New Hampshire 03105 (Company), and 
_______________________________, a _____________ corporation with its principal place of business at 
___________________________________ (Customer). 
 

WHEREAS, Customer has requested gas service pursuant to the terms and conditions of the Company's 280 
Day Service Tariff as authorized by the New Hampshire Public Utilities Commission; 
 

WHEREAS, the Customer's normal gas requirements consumed under this rate will be at least 5,000 therms 
per month; and 
 

WHEREAS, the Company is willing to provide such gas service to Customer at Customer's facility located at 
__________________________________________ (Customer's Facility); 
 

NOW THEREFORE, in consideration of the mutual covenants and agreements contained herein, and subject 
to the laws and regulations of the State of New Hampshire, the parties do covenant and agree as follows: 
 

ARTICLE II 
 

GOVERNING LAW 
 
This agreement shall be subject to the General Laws of the State of New Hampshire and the Terms and Conditions as 
authorized from time to time by the New Hampshire Public Utilities Commission (the Commission), to the extent such 

terms and conditions apply to the provision of gas service pursuant to this Agreement In the event of a conflict between 
said Terms and Conditions applicable to the 280 Day Service Tariff and the provisions of this agreement, the tariff shall 

govern. This agreement shall be further subject to any Commission order affecting the provision of 280 Day Service   
PROVISIONS DELETED 

RESERVED FOR FUTURE USE 
 
 
 
 
 

 
 
 
 
 
(D) 

.



NHPUC NO. 5 - GAS                                                     ORIGINAL ATTACHMENT A 
KEYSPAN ENERGY DELIVERY 

2 8/28/01 1/9/98 

 
ARTICLE III 

 
GAS TO BE SOLD. 

 
 
3.1 Gas Sales Quantity 
 
 The Company agrees to sell and deliver and Customer, in months where the gas rate is competitive, agrees to 

purchase and receive monthly at least 5,000 therms of gas at Customer's Facility. The sale and purchase of 
gas herein is subject to the terms and conditions of this Agreement, the Company's 280 Day Service Tariff, 
incorporated by this reference, which is attached hereto and identified as Schedule A. 

 
 
 
3.2 Character of Service 
 
 Delivery of gas hereunder is subject to curtailment or interruption as defined in the 280 Day Service Tariff. 

Such curtailment or interruption may be required by Company due to curtailment of its supply for the protection 
of deliveries of firm gas. 

 
 Customer agrees to discontinue gas service for at least 30 consecutive days per year and acknowledges that 

the Company may in its discretion, discontinue service for an additional fifty-five days as provided in the 280 
Day Service Tariff. 

 
3.3 Standby Equipment and Fuel. 
 
 It is understood and agreed that the Customer's right to purchase and to receive and to continue to purchase 

and receive gas under the terms of this Agreement is and shall be entirely dependent upon Customer having an 
alternate fuel supply available for use upon not less than twenty-four (24) hours prior notice. The Company shall 
notify Customer on or before November 1 of each year of the period gas service will be discontinued for the 
thirty (30) consecutive days. Service may also be discontinued for an additional fifty-five (55) days during the 
period November 1 through March 31 (Winter Period) upon at least twenty-four (24) hours notice. The 
Company agrees to give Customer as much notice is as reasonably possible of such additional discontinuance 
of this service during the Winter Period. 

 
 Customer understands that the 280 Day Service Rate is not available in conjunction with the Standby Service 

Rate. 
 
 Customer's failure to comply with a notice by Company for curtailment, pursuant to the 

provisions of Article III, paragraph 3.2, shall be considered sufficient cause 
 PROVISIONS DELETED 
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 for Company, at its option, to cancel this Agreement without further notice and terminate gas service to 

Customer. In all circumstances, Customer shall be obligated to pay for gas used pursuant to the terms of this 
Agreement. 

 
3.4 Inspection of Customer's Facility 
 
 Customer shall permit Company to inspect Customer's facilities to determine its gas-using capacity and 

alternate fuel capability. Customer acknowledges that it is Customer's sole responsibility to ensure that its 
alternate fuel and equipment is adequate to meet is requirements. 

 
3.5 Penalty for Unauthorized Use of Gas. 
 
 Any use of gas by Customer during a period of interruption or curtailment, as set forth in Article III, paragraphs 

3.2 and 3.3 herein, shall be referred to as unauthorized use of gas. For all unauthorized use of gas by Customer 
on any day during the billing month, Customer shall pay Company a penalty of $1.50 per Therm  for each 
Therm  taken. Such penalty shall not preclude Company from shutting off Customer's supply of gas in the event 
of Customer's failure to curtail his use thereof when requested by Company to do so.   

 
 

ARTICLE IV 
 
 

RATE SCHEDULE AND CHARGES 
 
 
4.1 Rate for Gas Sales. 
 
 For gas delivered hereunder, Customer shall pay the rate as determined pursuant to the 280 Day Service Tariff. 

Such rate includes system losses and franchise taxes. Company may file new or amended rate tariffs with the 
Public Utilities Commission to reflect, among other things, changes in the cost of purchased gas and increased 
operating costs and Customer acknowledges that the Commission, on its own authority, may order changes in 
such rate. 

 
 Customer reserves the right to file complaints, protest any proposed changes in rates 
or service provided by Company, participate in any proceedings before the Public Utilities Commission, or take such 

other action as may be in Customer's best interests with regard to the services contemplated herein. Company agrees 
to furnish copies to Customer of all filings, proposals and other changes submitted to the Public Utilities Commission 

which will affect the Company's 280 Day Service Tariff, upon written request of the Customer.  
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RESERVED FOR FUTURE USE 
 

 
 
 
 
 
(D) 



NHPUC NO. 5 - GAS                                                     ORIGINAL ATTACHMENT A 
KEYSPAN ENERGY DELIVERY 

4 8/28/01 1/9/98 

 
 

 
 For the purpose of determining rates, Customer's alternate fuel is #_ oil, having a sulphur content of _____ 

percent (_____%). 
 
4.2  Company shall notify Customer of the price of gas for any month during the firm 280 day period not less than 

five (5) business days prior to the first day of the month. The price can be adjusted during the month as provided 
in the 280 Day Service Tariff 

 
4.3  Company shall notify Customer of the price of gas during the fifty-five (55) day Winter Period of potential 

discontinuance of service on a daily basis. Customer shall be notified of the daily price at least twenty-four (24) 
hours in advance. 

 
4.4  Billing and Payment. 
 
 Customer shall pay its bills monthly by the tenth of each month following receipt of the 
bill (Due Date). A late charge will be assessed if payment has not been received by the fifteenth of the month following 

the Due Date. In addition to the late fee, if Customer fails to pay in full by the 15th of the month after the Due Date, 
interest charges at the rate of one and one-half percent (1 1/2%) per month, measured from the Due Date on the 

unpaid balance until paid in full, shall be assessed. Customer agrees to pay any such interest and late payment charges. 
Invoices not paid within thirty (30) days shall constitute an Event of Default as defined in paragraph 5. 7 of the 

Agreement, except that Company may discontinue service to Customer without further notice.  
PROVISIONS DELETED 
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ARTICLE V 
 

MISCELLANEOUS PROVISIONS 
 
 
 5. 1 Deposit. 
 
 For the purposes of determining whether deposits will be required, Company expects Customer to pay monthly 

invoices in accordance with the provisions stated in Schedule A, Payment Terms. Company may require a 
security deposit if Customer fails to comply with these provisions. If and when requested by the Company, 
Customer will promptly make a security deposit in the amount requested, which deposit shall not exceed the 
larger of (a) two months' estimated bills for gas during the period of Customer's highest recorded consumption of 
gas, and (b) the largest amount of any outstanding indebtedness at any time during the two preceding years. 

 
5.2 Term. 
 
 This Agreement shall be effective for a term of one year from the date of execution, and shall thereafter 

continue from year to year unless canceled by written notice given by either party to the other at least 45 days 
before the expiration of the term then in effect. 

 
5.3 Notices. 
 
 Notices to Company under this Agreement shall be addressed as follows: 
 
 EnergyNorth Natural Gas, Inc. 
 201 Rivermoor Street 
 West Roxbury,  MA 02132 
 Attn.: Elizabeth Danehy  

 Director, Customer Choice and Energy Supply 
 PROVISIONS DELETED 
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Notices to Customer shall be addressed as follows: 
 
_______________________________ 
_______________________________ 
_______________________________ 
_______________________________ 
 
 
lnvoices and curtailment notices to Customer shall be addressed as follows: 
 
_______________________________ 
_______________________________ 
_______________________________ 
_______________________________ 
 
Either party may change its address under this section at any time upon prior written notice to the other party. 
 
 
5.4 Cancellation of Previous Contract. 
 
 This Agreement supersedes and cancels, as of the effective date hereof, any previous contract between the 

parties hereto for the sale of gas by Company to Customer for its gas requirements at Customer's facility, but 
without affecting any obligation of either party to the other which shall have accrued prior to the effective date 
of this Agreement. 

 
5.5 Succession and Assignment. 
 
 No assignment of this Agreement or of any right or obligation hereunder shall be made by Customer or 

Company without the prior written consent of the other first obtained, which consent shall not be unreasonably 
withheld. This Agreement and each of its terms shall be binding upon, and inure to the benefit of, the respective 
successors and assigns of the parties hereto. 

 
5.6 Interpretation. 
 
 (a) This Agreement and the respective obligations of the parties hereunder are subject to all valid laws, 

orders, rules and regulations of duly constituted New Hampshire authorities having jurisdiction. 
 (b)  This Agreement, together with the Schedules attached hereto, constitute  

the entire understanding and agreement between the parties and may not be modified except by a writing signed by 
both parties. Any duly executed modifications or amendments shall become part of this Agreement.  
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5.7  Default. 
 
 Any one of the following events shall constitute an Event of Default: 
 

(a) If Customer shall default in the due and punctual payment for gas service as and when 
due, as determined by this Agreement and the Tariff; or 

 
(b) If Customer, in keeping, observing or performing any other terms, conditions or covenants 

in this Agreement; or 
 

(c) No term, condition or covenant of this Agreement may be waived except by written consent 
of the Parties hereto. Forbearance by either party of a term, condition or covenant shall not 
constitute a waiver of the same. 

 
 
 
Accordingly, the parties hereto have executed this Agreement. 
 
 
ENERGYNORTH NATURAL GAS, INC. 
 
 
By: ____________________________     Attest:_________________________ 

 
Vice President 

 
 
_________________________________ 
 
 

By: ____________________________     Attest:_________________________ 
PROVISIONS DELETED 
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ENERGYNORTH NATURAL GAS, INC. 
280 DAY SERVICE TARIFF 

SCHEDULE A 
 

280 DAY SERVICE 
 
Availability 
This service is applicable to commercial and industrial customers whose normal requirements are at least 5,000 therms 
per month provided that the Company has adequate distribution facilities and has an adequate supply of natural gas to 
meet the customer’s requirements at that location.  This rate is available only where the customer maintains alternate 
fuel capability. 
 
Character of Service 
Natural gas or equivalent will be supplied at a heat content value of nominally (1) therm in each one hundred (100) 
cubic feet. 
Firm service for a minimum of 280 days per year. 
 
Rate 
 

Customer Charge: $200.00 per month 
 
This charge shall cover access to data from a remote meter reading system installed by the Company. 
 
Commodity Charge: 
 
The rate applicable to a customer’s purchases in a given month shall be the oil parity rate as determined below. 
 
Based on 1,000 Btu’s per Cubic Foot and 100,000 Btu’s per therm, the price to be paid for all gas consumed by 
a customer each month in which 280 Day Non Peak Firm Service is available will be a direct function of that 
customer’s alternate fuel posted price as listed in the Platts Oilgram Report Petroleum Prices.  The posted price 
shall be the lowest quoted price at Boston Terminal in tanker lots for #__ oil, #__ oil (__% sulphur), #__ oil (__% 
sulphur) and #__ oil (__-____% sulphur).  The posted price of a customer’s alternate fuel used in the 280 
Service pricing formula will be determined on a monthly basis using an average of the daily posted prices for 
the four Fridays preceding the date upon which the Company must submit its nominations to Tennessee Gas 
Pipeline Company (Tennessee). 
 

The percentages of posted price of oil to be used in computing 280 Day Non Peak Firm gas prices will be determined 
by the Company monthly.  The percentage of the posted price of each alternate fuel may vary for those  
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customers with the capacity to use more that 25,000 therms per month.  The Company will report the 
percentages for various alternate fuel prices to the Public Utility Commission at the beginning of each month.  If 
the Commission questions the reasonableness of any such percentage determinations made by the Company, 
it may investigate the matter and, if necessary and appropriate, make such orders as are just and reasonable 
relative to percentage determinations that shall be applicable only to sales made by the Company after its 
receipt, and its notification to the customers affected, of such orders.  The Company shall give such notification 
within three business days after its receipt of such orders. 
 
The following calculations will be made to derive the prices to be charged per therm of 280 Day Non Peak Firm 
gas consumed: 
 
 
Rate 280-2 (alternate fuel - #2 oil) 
 
$ / therm = Posted Price/gal. (#2) x 100,000 x Percentage of posted price of oil 

140,000 
 
 
Rate 280-41 (alternative fuel - #4 oil - 1% sulphur) 
 
$ / therm = Posted Price/brl (#4 - 1%) x 100,000 x Percentage of posted price of oil 

145,000 x 42 
 
 
Rate 280-61 (alternate fuel - #6 oil - 1% sulphur) 
 
$ / therm = Posted Price/brl (#6 - 1%) x 100,000 x Percentage of posted price of oil 

150,000 x 42 
 
 
Rate 280-62 (alternate fuel - #6 oil - 2-2.5% sulphur) 
 
$ / therm = Posted Price/brl (#6 - 2.25% x 100,000 x Percentage of posted price of oil 

150,000 x 42 
 
 
Rate 280-2, 280-41, 280-61, and 280-62 will be divided by .968 (to cover the 1% franchise tax and 2.2% lost 
and unaccounted for gas) to arrive at the prices to be charged.  
 

At any time in which 280 Day Non Peak Firm Service is not available, any gas consumed by a customer for pilot use 
will combined with the customer’s firm gas billing and billed under the Company’s Large Industrial Rate tariff.  
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This 280 day rate is not subject to the cost of gas adjustment. 
 
The rates determined above are subject to the floor price defined below: 
 

The Floor Price is defined as equaling the Marginal Cost of Gas for the day of sale adjusted to include: 
 
a) the effect of system losses estimated to be 2.2 percent; and 
b) franchise taxes. 
 
The rate charged at any time during the year shall not be greater than the rate charged in accordance with the winter 
rate under the Company’s Large Industrial Rate. 
 
Terms and Conditions 
To be eligible for this service a customer must sign a contract for a one year period for 280 day service which contract 
may contain limitations as to maximum hourly, daily, or monthly consumption, provisions for notice of interruption and 
additional charges for excess usage, terms of payment, and other terms and conditions of service.  The customer must 
agree to discontinue gas service for a minimum of 30 consecutive days per year.  On or before November 1 of each 
year, the Company shall notify each 280 day service customer of the starting and ending dates for the 30 consecutive 
days of non service for that year for that customer.  The Company at its sole option may discontinue service for up to 
55 additional days during the winter period from November through March inclusive upon 24 hours notice.  The 
Company will use its best efforts to provide the maximum notification of service disruption for the additional 55 day 
period.  The additional 55 days of interruption need not be consecutive. 
 
The customer must certify in a signed affidavit, appended to the contract, that the installation being served is physically 
and legally capable of burning the specific type of fuel oil used as the equivalent BTU determinant oil or other alternate 
fuel.  The Company reserves the right in its sole discretion to waive the aforementioned affidavit upon good cause 
being shown by the customer.  This service shall be limited in the Company’s sole discretion to the operational systems 
and gas supply limitations of the Company.  If a customer does not certify to the capability of burning a specific type of 
oil, the customer’s oil parity fuel price will be based on #2 fuel oil. 
 
280 day 0service is not available in conjunction with standby service. 
 
The Company will compute the oil parity price and will notify each customer of the price for the month no less than five 
business days prior to the first day of each month during the 280 day firm period.  The quoted price shall be fixed during 
each firm service month subject to the floor price provision of this tariff.  During the 280 day period of firm service the 
Company may, in extraordinary circumstances, adjust the quoted price upward in the unlikely event that the floor price, 
for unanticipated reasons, rises above the price quoted for the month.  For the 55 days of potential additional service 
daily  
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price quotes will be provided to the customer by the Company not less than 24 hours in advance.  The quoted price 
during the 55 day period shall not be less than the floor price provisions of this tariff. 
 
Gas delivered hereunder will be separately metered and shall not be used interchangeably with gas supplied under any 
other service classification.  The Company shall be afforded the opportunity by the customer to inspect the facilities to 
properly ascertain the gas-using capacity and alternate fuel capability on the customer’s premises. 
 
It is the customer’s full responsibility to have standby equipment installed and maintained in operating condition and a 
fuel supply adequate for its operation at all times. 
 
  
Prior to supplying gas under this rate classification, the Company must have in its possession a fully executed contract 
between the parties.  Service is governed by Company’s Standard Terms and Conditions and by the terms and 
conditions of the contract.  
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ENERGYNORTH NATURAL GAS, INC. 

280 DAY SERVICE TARIFF 
SCHEDULE B 

 
 
 
 STATE OF NEW HAMPSHIRE ) 
COUNTY OF____________________         )    AFFIDAVIT 
      ) 
 
 
 
____________________, a resident of _____________ in the State of New Hampshire, being duly authorized by 

________________________________________________________, New Hampshire, a New Hampshire corporation 

with a principal place of business at _______ ________________________, New Hampshire, being first duly sworn 

according to law deposes and says that: 

 

1) _______________________________ requests natural gas service at _______ _______________, 

_______, NH, at which has normal gas fuel requirements of 5,000 therms per month; 

2) _______________________________ has alternate fuel capability which is adequate to meet its energy 

needs at ______________________, _______, New Hampshire; 

_______________________________ has not relied upon or received any  representations by EnergyNorth 
Natural Gas, Inc. regarding the adequacy of its alternate fuel capability;  
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ENERGYNORTH NATURAL GAS, INC. 
280 DAY SERVICE TARIFF 

SCHEDULE B 
 
 

6)The alternate fuel of _______________________________ is #6 fuel oil having a sulphur content of 2-2.5 

percent (2-2.5%), which alternate fuel is capable of being burned in the equipment at Customer's facilities; 

and 

 
7) ______________________________is physically and legally capable, including but not 

limited to having the appropriate standby equipment and all necessary permit and 

authorizations, to burn the alternate fuel identified in the preceding paragraph. 

 
 
 
DATED this ___ day of _____, ____. 
 

________________________________ 
 
 
 

By:_____________________________ 
     ________________, DULY AUTHORIZED 

 
STATE OF ___________________ 
COUNTY OF _________________ 
 
 
The foregoing instrument was acknowledged before me this _____ day of _________, ____ by 
___________________, the ________________ of ____________________________ a, 
______________________ corporation, being duly authorized. 
 
 
 

 
_____________________________ 

Notary Public/Justice of the Peace  
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ENERGYNORTH NATURAL GAS, INC. 
 
 

280 DAY TRANSPORTATION SERVICE AGREEMENT 
 
 
 

ARTICLE I. 
 

PREAMBLE 
 

 This agreement is made this _____ day of _________, ____ by and between EnergyNorth 
Natural Gas, Inc.,d/b/a KeySpan Energy Delivery New England, a New Hampshire corporation with 
its principal place of business at 1260 Elm Street, Manchester, New Hampshire 03105 (Company), 
and ____________________ a __________________ corporation with its principal place of 
business at _________________________________________________ (Customer).   
 
 Service under this agreement will commence (as defined by EnergyNorth Natural Gas, Inc.) 
on the ____day of _________, ______and shall be referred to as the effective date of service.  
 

WITNESSETH: 
 

 WHEREAS, Customer owns or has access to volumes of natural gas which can be delivered 
through the Tennessee Gas pipeline system (Transportation Pipeline) which it desires to have 
transported to its facility located at ________________________________________________ 
(Customer's Facility); and 
 
 WHEREAS, Company is willing to receive, transport and deliver such gas to Customer at 
Customer's facility; 
 
 NOW THEREFORE, in consideration of the mutual covenants and agreements contained 
herein, and subject to the laws and regulations of the State of New Hampshire, the parties do 
covenant and agree as follows: 
 
 

ARTICLE II. 
 

GOVERNING LAW 
 
 This agreement shall be subject to the General Laws of the State of 
New Hampshire and the Terms and Conditions as authorized from time to time by the New 
Hampshire Public Utilities Commission (the Commission), to the extent such terms and conditions 
apply to the transportation of natural gas or other terms and conditions of service.  In the event of a 
conflict between said Terms and Conditions applicable to transportation services and the 
provisions of this agreement, this agreement shall govern. This agreement shall be further subject 
to any Commission order affecting transportation service.  
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ARTICLE III. 

 
DEFINITIONS 

 
Daily Metered Quantity -  The actual quantity of gas used by the Customer during the Gas Day as 
measured by the Company’s metering equipment at the Delivery Point. 
 
Daily Overtake Quantity - An Imbalance in which the difference between the Daily Metered Quantity and 
the Daily Scheduled Quantity is a positive number, i.e., where Daily Metered Quantity exceeds the Daily 
Scheduled Quantity. 
 
Daily Scheduled Quantity - The quantity of gas scheduled to be received during the Gas Day by the 
Company at the Receipt Point for the account of Customer, for redelivery at the Delivery Point during the 
same Gas Day. 
 
Daily Undertake Quantity - An Imbalance in which the difference between the Daily Metered Quantity and 
the Daily Scheduled Quantity is a negative number, i.e., where Daily Metered Quantity is less than the Daily 
Scheduled Quantity. 
 
Delivery Point - A location where the Company's distribution facilities are interconnected with the 
Customer's facility and where the Customer's gas will be delivered by the Company. 
 
Gas Day - A period of twenty-four (24) consecutive hours beginning at 10:00 a.m. E.T., and ending at 10:00 
a.m., the next calendar day. 
 
Imbalance - The difference, during the Gas Day, between the Daily Scheduled Quantity and Daily Metered 
Quantity. 
 
Marginal Cost - The variable cost of the Company's marginal source of gas, including variable 
Transportation Pipeline charges, for the Gas Day. 
 
Maximum Daily Quantity (MDQ) - The maximum gas quantity which Customer has a right to use and the 
Company is obligated to deliver during any Gas Day.  The quantity shall be no greater than the Customer's 
hourly connected load times twenty-four (24) hours. 
 
Receipt Point - An interconnection between the Customer's Transporting Pipeline and the distribution 
facilities of the Company where gas will be received by the Company for transportation in its service 
territory. 
 
Swing Tolerance Level - The daily Imbalance allowance between the Daily Scheduled Quantity and the 
Daily Metered Quantity at the Delivery Point.  The default level will be ± 10%, but can be adjusted by the 
Company only if Tennessee Gas Pipeline (TGP) imposes tighter tolerance levels (i.e., TGP may issue an 
Operational Flow Order (OFO) restricting the Company to a tighter swing tolerance level).  Notice will be 
given to customers before any changes are made to the swing tolerance level as defined in Article X, 
Paragraph G.  
  
Transportation Pipeline - The person(s), Company(ies) or other party(ies), engaged in the business of 
rendering transportation service of natural gas in interstate commerce, subject to the jurisdiction of the 
Federal Energy Regulatory Commission, which the person(s), 
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Company(ies) or party(ies) is (are) transporting gas for Customer's account to the Receipt Point of the 
distribution facilities of the Company. 
         

ARTICLE IV. 
 

SERVICE TO BE PROVIDED BY COMPANY 
 
 A. Company will receive from Customer, at the Receipt Point designated in Exhibit A, volumes of 
natural gas up to a Maximum Daily Quantity (MDQ) as defined in Exhibit A of this agreement, subject to its 
rights under Article IV, Paragraph (C), hereunder.  Company will use its best efforts to transport this MDQ of 
natural gas to Customer at Customer's Facility. 
 
 B. Transportation service will be provided on a best efforts basis and will be subject to 
interruption and/or curtailment to the extent the Company determines in its sole judgment such interruption 
to be necessary to ensure continued service to the Company's firm sales and firm transportation customers. 
All curtailments or interruptions by Company will be made in accordance with Article XI and the Company's 
Supply and Capacity Shortage Allocation Policy.  Delivery of the gas is not subject to curtailment or 
interruption during the 280 days of firm service except pursuant to the Company's Gas Shortage Allocation 
Policy.  Delivery of gas is subject to curtailment or interruption for a consecutive thirty (30) day period and 
for the remaining fifty-five (55) days as notified. 
 
 C. Company will give Customer at least two hours advance notice by telephone of any such 
curtailment or interruption at Customer's telephone number(s) as defined in Exhibit A(and Customer shall be 
available to receive such notice twenty four (24) hours a day, seven (7) days a week.  Upon receipt of such 
notice, Customer shall curtail or discontinue the use of gas from the delivery point within two hours.  In the 
event of a major system failure, Customer agrees to discontinue gas use as soon as possible after 
notification from Company.  In the event of any failure to curtail or discontinue gas use, Customer will pay 
Company an additional charge of One Dollar and Fifty Cents ($1.50) for all unauthorized gas use after the 
conclusion of the two hour notification period.  Notwithstanding any payment of such additional charge, 
Company may discontinue transportation service to Customer if Customer fails to comply with its obligations 
to discontinue use in accordance with the provisions of this contract, which failure by Customer shall 
constitute an Event of Default as defined in Article XII. 
 
 D. Insofar as practicable, Customer shall arrange for transportation quantities at a uniform rate 
throughout the day. 
 
 E. The Receipt Point(s) at the Company's city gate set forth in Exhibit A may be changed only 
by mutual agreement.  Customer shall include any proposed changes in the Company's city gate Receipt 
Point(s) with its nomination submitted for service on the first day of a given month.  Company reserves the 
right to reject such proposed changes. 
 
 F. It is understood that Company has no obligation to provide service under this agreement 
other than on the basis described above.  Customer warrants and agrees that it shall maintain complete 
alternate standby fuel and equipment available for use in the event of curtailment or interruption of service.  
Customer agrees that Company has the right to inspect such equipment, but not an obligation to inspect nor 
to ensure that such standby equipment is adequate for Customer's requirements. 
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 Notwithstanding the foregoing, the Company shall not be liable to Customer or to Customer's 
customers for any loss or damage incurred by Customer resulting from (a) any curtailment or interruption, 
including a permanent interruption in the delivery of the transportation volume, whether or not notice of such 
curtailment or interruption is given; or (b) any variation in the quality or pressure of the transportation volume 
delivered. 
 
 G. Nothing herein shall be construed as obligating Company to construct additional facilities.  If 
new or additional facilities are required on the Company's system for Customer to receive 280 day 
transportation service, Customer shall prepay for the facilities. 
 If Customer converts to this service from another service classification without satisfying payment of 
facilities costs in the Company's Service and Main Extension tariff, the costs of facilities unrecovered by the 
company must be prepaid by the customer. 
 
 H.  The Company's As Available Gas Supply Service is available in conjunction with this 280 day 
transportation service on any day that 280 Day Transportation Service is available. 
 
 I.   In the event the Company, during a curtailment or interruption, requires emergency gas, and 
takes the gas of Customer, Customer shall be compensated for such emergency gas at the Customer's 
alternate cost of fuel as demonstrated to the reasonable satisfaction of the Company. 
 

ARTICLE V. 
 

CUSTOMER RESPONSIBILITIES 
 

 A. Customer shall provide Company with a written nomination, with information sufficient for the 
Company to confirm nominations, substantially identical to Exhibit B1, stating the maximum volume to be 
transported by Company during the next day.  Such nominations must be received on or before  10:00 a.m. 
of each Gas Day, unless a standing nomination for each Gas Day has been received twenty-four (24) hours 
before the interstate pipeline nominations are due for the month,  in order to be effective for the next day, 
provided, however, that earlier nominations may be required.  Company will notify Customer if an earlier 
nomination deadline is required by another transporter. If no nomination is made by Customer with respect 
to a particular source, the nomination will be deemed to be the nomination for the previous day unless a 
standing nomination is in effect.  Any gas takes outside such previous nominated volumes treated in 
accordance with Article X and the other provisions of this Agreement. 
 
 Nominations for delivery of gas on the first day of any month will be provided to the Company 
twenty-four (24) hours before the interstate pipeline nominations are due for the next month.  The 
nomination shall be transmitted to EnergyNorth Natural Gas, Inc., Gas Supply Department, Fax No. (603) 
623-4644 Attention: Gas Dispatch Supervisor, and such nominations shall not be deemed made until 
received. 
 

This nomination provides Company with notice of Customer's expected transportation requirements 
and does not alter any other provisions of this agreement. It is Customer's responsibility to ensure that 
volumes delivered by the Transportation Pipeline to the Customer’s Receipt Point(s) conform with the terms 
of this agreement.  
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 B. Customer shall be solely responsible for securing faithful performance by the Transportation 
Pipeline and/or its suppliers in all matters which may affect Company's performance hereunder, and 
Company shall not be liable hereunder to Customer or to any other person as a result of the failure of the 
Transportation Pipeline or Customer's suppliers to so perform. 
 
 C. When any of Customer's sources of gas are also sources of gas for other transportation 
customers of Company and they have a common agent, at a given interstate pipeline meter, agent shall 
provide a common daily nomination covering all customers delivering gas from such source.  Customer 
hereby appoints the party identified in Exhibit A or a subsequently designated agent pursuant to the Agency 
Agreement as its agent for the purposes of making such nominations and determining the proper allocation 
of volumes among all affected customers.  In the event all nominated volumes are not delivered and in the 
absence of an agent designation, allocation methods by the Company will be pro rata as among such 
customers. 
 
 

ARTICLE VI. 
 

TERM 
 
 The term of this agreement shall commence on its effective date as provided in Article I, above, and 
shall continue until the following July 31. This agreement shall further continue thereafter for successive one 
year periods ending July 31 of each subsequent year, subject to the right of Company or Customer to 
terminate this agreement by written notice delivered to the other at least   sixty (60) days prior to the end of 
the respective one year period. 
 
 This service is also available in conjunction with the equivalent sales service.  The customer may 
elect to enter into concurrent interruptible sales and transportation contracts.  Should the customer elect to 
do so, the customer must also elect on a monthly basis which service is to be utilized.  In any event, the 
customer is only responsible for the payment of one service charge per month. 
 

ARTICLE VII. 
 

MEASUREMENT OF TRANSPORTATION VOLUMES 
 
 A. The volumes of gas delivered hereunder to Customer shall be determined by use of 
measuring equipment which the Company owns and operates.  Any additional metering equipment required 
to provide service hereunder shall be selected, installed and maintained by Company, including but not 
limited to remote-controlled telephone and metering equipment (Remote Metering) required to allow 
Company to instantaneously monitor Customer's usage. 
 

B.       In the event any meter fails to register, or registers incorrectly, Company shall reasonably 
determine the length of the period for which such meter failed to register or registered incorrectly and, based 
upon Company records of Customer usage indicating the prior gas usage of its equipment and other 
information, and the quantity of gas delivered during such period, the Company will make an appropriate 
adjustment based thereon.  For the purpose of this section, any meter which registers not more than two (2) 
percent higher or lower than actual shall be deemed correct.  
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 In addition, Customer shall furnish and maintain, at no cost to Company, the necessary space, 
housing, fencing, and foundations for the meters, regulators, and other gas equipment owned by Company 
and installed upon Customer's premises, whether such equipment is furnished by Customer or Company.  
Such space, housing, fencing, and foundations shall be in conformity with public laws and regulations, and 
subject to Company's specifications and approval. 
 
 C. Meter readings for normal billing purposes will be taken, if practicable, daily at approximately 
10:00 a.m. through the Remote Metering referred to in Section A of this Article.  Remote Metering will be 
designed to monitor and record the Customer's maximum consumption during any given twenty-four hour 
time period. If Remote Metering is utilized, Company shall make an on-site meter reading each month at 
Customer's Facility to verify the Remote Metering.  If there is any inconsistency between an on-site meter 
reading and the Remote Metering, Company shall make reasonable adjustments in the latter type of 
readings to make them consistent with the on-site readings. 
 
 D. Company, at its expense, shall periodically inspect and test its meters and shall replace its 
meters at intervals not exceeding the period designated for replacement by the New Hampshire General 
Laws, as amended or superseded from time to time.  At the written request of Customer, Company shall 
make additional tests of any such meters in the presence of Customer's representatives.  The cost of such 
additional tests shall be borne by Customer whenever the error is found not to be greater than two (2) 
percent. 
 
 E. Customer shall furnish, own, maintain, and operate at its expense the complete system of 
such piping and appurtenance on Customer's side of the Delivery Point as are sufficient for the proper 
utilization of the gas to be transported hereunder. 
 
 F. Customer shall provide Company such reasonable rights of way on and rights of entry to 
Customer's Facility as may be required by Company in connection with this agreement, including without 
limitation, access for any removal, use, maintenance and periodic inspection of all Company's pipe and 
metering. 
 
 

ARTICLE VIII. 
 

PRESSURE AND QUALITY 
 
 A. The natural gas to be transported hereunder shall be received by Company from the 
Transportation Pipeline at the Receipt Point and shall be delivered to Customer at the Delivery Point. 
 

B. Deliveries of gas by or on behalf of Customer to Company shall be made against the 
distribution pipeline pressure existing in Company's distribution system. Company will not be obligated to 
alter such distribution pipeline pressure.  Company shall deliver natural gas hereunder to Customer at the 
Customer's Delivery Point at the Company's system pressure.  
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 C. The natural gas delivered hereunder by the Transportation Pipeline to Company shall be of at 
least the same quality as that specified in the Transportation Pipeline's Federal Energy Regulatory 
Commission Gas Tariff governing deliveries by the Transportation Pipeline to Company.  The gas delivered 
hereunder by Company to Customer shall be of similar quality as that delivered generally to the Company’s 
firm customers. It is understood by Customer that Company, from time to time, may supplement its system 
supply with other alternative sources of gas, including, without limitation, vaporized liquefied natural gas and 
propane gas. 
 
 

ARTICLE IX. 
 

RATES AND BILLING 
 
 A. Rates.  Any transportation services used by the Customer pursuant to this agreement shall 
be charged to Customer pursuant to the tariffed rate, attached hereto as Exhibit B and the terms of this 
agreement. 
 
 B. Billing. 
 
 1. Customer shall pay its bills monthly.  Any amounts not paid prior to the due date; normally the  
next following meter reading date and a date not less than twenty-five (25) days from the date the bill is 
mailed, are subject to a late payment charge of one and one half percent (1 1/2%) per month on the unpaid 
balance. 
 
 2. If the Transportation Pipeline invoice is reissued and adjusts the quantity of transportation 
gas delivered to Company for the account of Customer, a corresponding adjustment shall be made in the 
next bill rendered to Customer after receipt of such invoice by Company, or as soon as practicable. 
 
 3. In addition to other payments provided for herein, Customer shall pay to Company the 
amount of any governmental assessment or tax on the transportation of gas, in effect at the time service is 
provided, which Company may hereafter be required to pay or collect by any federal, state or local law. 

 
 

ARTICLE X. 
 

BALANCING SERVICE AND CHARGES 
 

 
A. Customer Responsibility 
 

It is the responsibility of the Customer to control and, if necessary, adjust receipts of gas by the 
Company at the Receipt Point(s) to be in balance with deliveries of such gas by the Company to the 
Delivery Point(s).  The Company shall not be obligated to receive or deliver gas in excess of the Daily 
Scheduled Quantity by the Customer, nor shall the Company be obligated to deliver to the Customer at the 
Delivery Point quantities of gas in excess of the quantities received for Customer at the Receipt Point(s).  
The Customer is responsible for keeping informed as to its Daily Metered Quantity, and for making 
appropriate 
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adjustments to its consumption of gas to ensure that the Imbalance is kept as near to zero as practicable.  
The Company will monitor, to the best of its ability, actual receipts and deliveries under this Agreement and 
shall have this information available upon customer request four (4) hours after completion of each Gas Day 
during normal business hours. 
 
 Any adjustment to scheduled receipts and deliveries by Customer, whether or not pursuant to 
notification from Customer's Transportation Pipeline, shall be coordinated with the Company and shall be in 
accordance with the Company's scheduling procedures.  In order to balance quantities received and 
delivered by the Company pursuant to this Agreement, Company shall not be obligated to accept quantities 
of gas for the account of Customer or deliver gas to Customer at points other than as originally scheduled 
by Customer and accepted by Company pursuant to this Agreement. 

 
 

B. Daily Imbalance Requirements and Charges 
 

 The Customer shall manage gas usage and gas supplies so as to limit any Daily Overtake or 
Undertake to the Company’s Swing Tolerance Level, usually 10% of the Daily Scheduled Quantity.  There 
shall be a daily Imbalance charge of $.04836 per therm for Overtake or Undertake Quantities that exceed 
the Swing Tolerance Level percentage  of the Daily Scheduled quantity. On any given Gas Day in the 
month, should the Company be in an Imbalance situation greater than the current daily Imbalance 
percentage with its Transportation Pipeline, the Company shall assign these  Imbalance charges assessed 
to the Company by upstream pipelines to the two groups of customers that the Company provides service 
to, i.e. sales and transportation customers, based on the extent that each group caused such charges.  The 
portion of any such charges assigned to sales customers shall be included in an appropriate deferred gas 
cost account. The portion of any such charges assigned to transportation customers shall be further 
assigned to individual transportation customers based on the extent to which each transportation customer 
caused such charges.  The charges, if any, assigned to each transportation customer, shall be included 
along with the appropriate documentation in the Customer's monthly bill. 
 
 Any quantities of gas taken under non-curtailment conditions over the MDQ shall be considered 
unauthorized use and paid for at the charge of One Dollar and Fifty Cents ($1.50) per therm and these 
quantities shall not be subject to the Monthly Imbalance Charges at Paragraph E. 
 
 
C. Imbalance Trading 

 
Customers shall be allowed to enter into agreements to trade offsetting daily Imbalances that occur 

on the same Gas Day, subject to the provisions of this Agreement.  Customers entering into such 
agreements, however, shall remain responsible both separately and severally for any remaining Imbalance 
charges or overrun charges resulting from the parties' transportation activity occurring on such Gas Day.  
The parties to such agreement shall notify the Company of the proposed agreement within forty-eight (48) 
hours of the end of the Gas Day on which the Imbalances occurred by completion of the Transportation 
Nomination Form attached to this agreement as Exhibit  B2.  Customers are required to use this Nomination 
Form for all Imbalance trades.  The Company has the right to extend the trading period and/or reject any 
proposed trade arrangements for operational considerations.  By approving the proposed trade 
arrangement, the Company assumes no 
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responsibilities for enforcing any of the terms of the arrangement between the parties to any such 
agreement.  Nothing herein shall prohibit the Company from trading Imbalances with its transportation 
customers. 
 
 
D. Monthly Imbalance Charges 

 
 Unless the Company and Customer agree to correct Imbalances in kind on a non-discriminatory 
basis, the end of month Imbalance, if less than or equal to 5%, will be cashed out at the Company’s 
cashout price, and monthly Imbalances, to the extent they exceed 5%, will be cashed out at  the 
Company’s cashout price plus an additional percentage for customer overtakes and at the cashout price 
minus an additional percentage for customer undertakes.  See Schedules A and B. 
 
 The Company’s cashout price referenced in the following Schedules A and  B shall be calculated 
as follows: When supplemental supplies are not being dispatched and when a Customer’s monthly 
Imbalance is an Undertake and the Company purchases the Imbalance gas from the Customer, the 
cashout price shall be the Tennessee cashout price (market area, appropriate month) increased to reflect 
TGP fuel retention from zone 0 to zone 6 (FT-A fuel = 8.71% winter and 7.42% summer) plus the pipeline 
commodity (volumetric) charges for the effective TGP FT-A rate schedule including base rates plus all 
associated surcharges. 
 
 Example A: 
 TGP Cashout  = $2.20 
 Fuel Retention  = 8.71% (winter)  
 Eff. TGP Cashout  = $2.4099 
 FT-A 0-6 Commodity = $0.1608 Base Rate (TGP Tariff) 
     = $0.0022 ACA (FERC approved surcharge) 
     = $0.0075 GRI (FERC approved surcharge) 
     = $0.0000 Other Surcharge 
 Total ENGI Cashout = $2.5804per Dth/10 = $0.2580per therm 
 
When supplemental supplies are not being dispatched, and when a customer’s monthly Imbalance is an 
Overtake and the Company sells the imbalance gas to the customer, the cashout price shall be the 
Tennessee cashout price (market area, appropriate month) increased to reflect TGP fuel retention from 
zone 0 to zone 6 (FT-A/IT fuel = 8.71% winter and 7.42% summer) plus the average pipeline commodity 
(volumetric) charges for the effective TGP FT-A and IT rate schedules including base rates plus all 
associated surcharges. 
 
 Example B: 
 TGP Cashout  = $2.20 
 Fuel Retention  = 8.71% (winter)  
 Eff. TGP Cashout  = $2.4099 
 FT-A 0-6 Commodity = $0.1608 Base Rate (TGP Tariff) 
 IT 0-6 Commodity  = $0.7647 Base Rate (TGP Tariff) 
 FT-A/IT Average  = $0.4628 Base Rate 
     = $0.0022 ACA (FERC approved surcharge) 
     = $0.0075 GRI (FERC approved surcharge) 
     = $0.0000 Other Surcharge 
 Total ENGI Cashout = $2.8727 per Dth/10 = $0.2873 per therm 
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Schedule A 
 
Percent Monthly Imbalance 

Company charges percentage of 
 Cashout Price 

First five percent (0 - 5 %) 100% 
Next five percent (> 5 - 10%) 115% 
Next five percent (> 10 - 15%) 130% 
Next five percent (> 15 - 20%) 140% 
Over twenty percent (> 20%) 150% 

Schedule B 
Percent Monthly Imbalance Company charges percentage of 

 Cashout Price 
First five percent (0 - 5 %) 100% 
Next five percent (> 5 - 10%) 85% 
Next five percent (> 10 - 15%) 70% 
Next five percent (> 15 - 20%) 60% 
Over twenty percent (> 20%) 50% 

 
 
E. Limitations of Balancing Service 
 
 If the Company determines, at its sole discretion, that a transportation customer is 
intentionally acting so as to financially gain from the provisions for Monthly or Daily Imbalance 
Charges or Monthly Imbalance Credits as provided for in the Company’s Transportation 
Agreement, the Company shall, upon such a determination, first provide an Initial Notification of 
Balancing Limitations by telephone or telephone facsimile.  The Initial Notification shall include a 
description of corrective actions that the customer must take, and shall have a deadline of not less 
than twenty-four (24) hours for initiating the corrective actions.  If the transportation customer 
does not satisfy the requirements set forth in the Initial Notification, the Company shall issue a 
Second Notification of Balancing Limitations.  Starting with the first gas day after the issuance of 
the Second Notification, any Daily Imbalance Charge as provided for in Article X, B, of this 
Agreement, shall be increased by a Balancing Surcharge of $0.10 per therm.  In addition, for that 
month, the Monthly Imbalance Charges provided for in Article X, E, Schedules A, B and C of the 
Company’s tariffs shall be increased by a Balancing Surcharge of $0.10 per therm and the 
Monthly Imbalance Credits provided for in Article X, E, Schedules D, E and F shall be decreased 
by a Balancing Surcharge of $0.10 per therm.  The Balancing Surcharge shall remain in effect 
until the longer of: (1) three gas days, or (2) one gas day after the transportation customer 
satisfies the provisions of the Initial Notification of Balancing Limitations.  The Company may 
charge the Balancing Surcharge of $0.10 per therm starting the next gas day after issuing a 
Notification of Balancing Limitations - Repeat Offender to any customer that has been issued an 
Initial Notification according to the provisions of this section one (1) time previously in the last 
thirty (30) days or two (2) times previously in the last ninety (90) days.  The Balancing Surcharge 
shall remain in effect until the longer of: (1) three gas days, or (2) one gas day after the 
transportation customer satisfies the provisions of the Notification of Balancing Limitations - 
Repeat Offender. 
 
 The Company’s determination as to restrictions on Balancing Services pursuant to this 
section shall be appealable to the Commission.  
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ARTICLE XI 
 

FORCE MAJEURE 
 
 A. If either the Company or the Customer is rendered unable by force majeure to wholly 
or in part carry out its obligations under the provisions of this Agreement, the obligations of the 
party affected by such force majeure, other than the obligation to make payments thereunder, shall 
be suspended during the continuance of any inability so caused but for no longer period; and such 
cause shall, insofar as possible, be remedied with all reasonable dispatch. 
 
 B. The term "force majeure"  as employed herein, shall mean acts and events not within 
the control of the party claiming suspension and shall include acts of God, strikes, lockouts, 
material or equipment or labor shortages, wars, riots, insurrections, epidemics, landslides, lightning, 
earthquakes, fires, storms, floods, washouts, arrests and restraints of rulers and peoples, 
interruptions by government or court orders, present or future orders of any regulatory body having 
proper jurisdiction, civil disturbances, explosions, breakage or accident to machinery or lines of 
pipe, freezing of wells or pipelines, and any other cause whether of the kind herein enumerated or 
otherwise, not within the control of the party claiming suspension and which, by the exercise of 
reasonable foresight, such party if unable to avoid and, by the exercise of due diligence, such party 
is unable to overcome. 
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ARTICLE XII. 

 
DEFAULT  

 
If either party shall fail to perform or otherwise be in default of any of its obligations under this 
agreement (Event of Default), the other party may terminate this agreement by giving the defaulting 
party written notice stating specifically the nature of the default and giving notice of termination.  
Any termination of this agreement shall be without prejudice to the right of the Company to collect 
any payments due Company for transportation service 
prior to the time of termination including interest and any properly applied charges for imbalance.  
Company is entitled to costs or attorneys' fees incurred in pursuing collection of any monies owed 
Company by Customer.  No waiver by either party of any Event of Default of the other under this 
agreement shall operate as a waiver of any future Event of Default, whether of like or different 
character or nature. 
 

ARTICLE XIII 
 

MISCELLANEOUS 
 
 A. Customer shall be deemed to be in exclusive control and possession of transportation 
gas until such gas has been delivered to Company by Transportation Pipeline.  Company shall be 
deemed to be in control and possession of gas delivered to it by the Transportation Pipeline for 
Customer in accordance with this agreement until such gas has been delivered to Customer at the 
Delivery Point, after which Customer shall be deemed to be in control and possession thereof.  
Customer shall have no responsibility, except as otherwise provided by agreement, with respect to 
the gas from the Receipt Point until it passes the Delivery Point. 
 
 B. Neither Company nor the Customer shall be liable to the other, or party claiming 
through the other, for special or consequential damages, and each agrees to hold the other 
harmless against such claims. 
 
 C. Customer warrants that it will, at the time of delivery to Company of gas from the 
Transportation Pipeline, have good and merchantable title to all gas so delivered to Company.  
Customer indemnifies Company and holds it harmless from all suits, actions, debts, accounts, 
damages, costs, losses and expense arising out of the adverse claims of any ant persons to said 
gas and/or to royalties, taxes, licenses, or charges thereon with which are applicable to such gas 
and/or the delivery of such gas to Company transportation hereunder.  Title to the gas received, 
transported  and delivered at all times shall remain with Customer and shall not pass to Company. 
 
 D. Customer shall provide Company with information sufficient for the Company to 
transport gas and shall notify Company in writing of any modification to such information, occurring 
or made effective after the execution of this agreement.  Any such modification of information shall 
not obligate Company to modify this agreement in accordance therewith, but Company retains the 
right to do so. 
 
 E. Company is a public utility subject to regulation by New Hampshire Public Utilities 
Commission.  This agreement must be filed with the Commission accordance with New Hampshire 
General Laws and shall, subject to any disapproval or limitation imposed by the Commission, 
become effective on the thirty-first day after the date of such filing or on such later date as may be 
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ordered by Commission.  Compliance by Company with any order of the Commission or any other 
federal, state or local government authority acting under claim of jurisdiction issued before or after 
the effective date of this agreement, shall not be deemed to be a breach hereof.  The provisions in 
this agreement shall be subject to review and determination by the Commission in any proceeding 
brought under provisions of the New Hampshire General Laws.  In the event of the issuance of an 
order of the Commission under the New Hampshire General laws, which modifies the provisions of 
this contract, either Company or Customer, if affected adversely by such order, shall have the 
option within thirty(30) days after the issuance of such order to terminate this agreement by giving 
notice of termination to the other party. 
 
 
 F. All notices required or permitted to be given hereunder shall be deemed given upon 
mailing such notices by registered or certified mail, postage prepaid, addressed as follows: 
 
If to Customer:  ____________________________ 
    ____________________________ 
    ____________________________ 
    ____________________________ 
 
If to Company:  EnergyNorth Natural Gas, Inc. 
    201 Rivermoor Street 
    West Roxbury, MA 02132 
    Attention:  Director, Customer Choice and Energy Supply  
 
IN WITNESS WHEREOF, the parties hereto have caused this agreement to be duly executed by 
their authorized officers as of the date first written above. 
 
      For Customer 
 
      By:  _____________________________ 
      Title: ____________________________ 
 
Date:  ______________   Witness:  _________________________ 
     
      EnergyNorth Natural Gas, Inc. 
      D/b/a KeySpan Energy Delivery New England 
      By:  ______________________________ 
      Title:  _____________________________ 
 
Date:  _______________   Witness:  __________________________ 
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Exhibit A 
 
Revised 5/13/99 

ENERGYNORTH NATURAL GAS, INC. 
TRANSPORTATION CONTRACT ELECTION FORM 

 
EnergyNorth Natural Gas, Inc. 

Gas Supply Department 
201 Rivermoor Street 

West Roxbury, MA 02132 
Tel. #:  (617) 723-5512 
Fax #:  (617) 363-9715 

 
 
 
Effective Date:    
 
Customer Information 
 
Company (Account) Name:         
 
Facility Address:          
 
Pipeline City Gate (Receipt Point) Meter No.:      
 
Premise (Account) Number:            Meter No.:    
 
Company Representative:         
 
 Telephone No.:          
 
 Fax No.:          
 
Authorized Agent (Marketing Company):  Refer to the Agency Authorization Agreement 
 
Authorized Agent (Marketing Representative):  Refer to the Agency Authorization Agreement 
 
Authorized Agent (Telephone No.):  Refer to the Agency Authorization Agreement 
 
 
Contract Service Elections 
 
Maximum Daily Quantity (MDQ):     Therms  
 
Customer Authorization:          

PROVISIONS DELETED 
RESERVED FOR FUTURE USE 
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Revised 5/13/99                                                      Exhibit B1 

PIPELINE TRANSPORTATION NOMINATION FORM 

 

EnergyNorth Natural Gas, Inc. 

Gas Supply Department 

201 Rivermoor Street 

West Roxbury, MA 02132 

Tel. #: (617) 723-5512 Fax #: (617) 363-9715 

 

Contacts:  Dawn Querzoli, Customer Choice Analyst Ext. 4743 

   Katy Barrett, Manager Customer Choice Ext. 4734 

   Liz Danehy, Director Customer Choice  Ext. 4730 

Customer Information: 

 

Company Name:              

 

Facility Address:              

 

Contact Name:             

 

Telephone #:         Fax #:        

 

Account #:          Customer Meter No.:      

 

EnergyNorth Transportation Information: 

 

Start Date: _____/_____/_____ 10:00 am (Eastern Time) 

Note: This nomination will roll over from one day to the next through the last day of each month unless customer submits a new  

nomination.  If weekend load is different than weekday load, note it in the appropriate space below and we will adjust weekend  

nomination confirmations with Tennessee Gas Pipeline accordingly.  Also, let EnergyNorth know if nomination changes are  

needed for holidays..  Imbalance trading adjustments can be made to bring monthly imbalances back in line.   

 

Agent/Supplier:        Tel. #:       

 

Daily Transportation Volume Request (Therms): 

Monday 

A ________ 

B ________ 

C ________ 

Therms 

Tuesday 

A ________ 

B ________ 

C ________ 

Therms 

Wednesday 

A ________ 

B ________ 

C ________ 

Therms 

Thursday 

A ________ 

B ________ 

C ________ 

Therms 

Friday 

A ________ 

B ________ 

C ________ 

Therms 

Saturday 

A ________ 

B ________ 

C ________ 

Therms 

Sunday 

A ________ 

B ________ 

C ________ 

Therms 

Other 

A ________ 

B ________ 

C ________ 

Therms 

Tennessee Gas Pipeline Information / Daily gas volume nominations to EnergyNorth gate stations: 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 

A ________ 

B ________ 

C ________ 
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MMBtu MMBtu MMBtu MMBtu MMBtu MMBtu MMBtu MMBtu 

Downstream Service Package Number:  Tennessee Meter Number (Gate Station) Reference: 

(Tennessee transportation contract #)    

A       Nashua   020132  Hooksett   020254 

B       Londonderry  020632  Suncook   020451 

C       Manchester  020133  Laconia/Concord  020426  

 

Therm to MMBtu Conversion Example: 

Goal: To receive 400 Therms at your facility 

  Desired Therms MMBtu Conversion Factor  Required MMBtu 

Procedure  400 Therms / 10  = 40 MMBtu 

 

Note to Firm Transportation Customers:  At the end of the month the total volume of metered gas will be multiplied by 1.022 for 
system loss allowance. 

Signature:           

 (PROVISIONS DELETED 
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Imbalance Trading/Standby Service 

TRANSPORTATION NOMINATION FORM 
 

EnergyNorth Natural Gas, Inc. 
Gas Supply Department 

201 Rivermoor Street 
West Roxbury, MA 02132 

Tel. #: (617) 723-5512 Fax #: (617) 363-9715 
 

Contacts: Dawn Querzoli, Customer Choice Analyst Ext. 4743 

   Katy Barrett, Manager Customer Choice Ext. 4734 

   Liz Danehy, Director Customer Choice  Ext. 4730 
 
Customer Information 
 
These nominations will not roll over from one day to the next.  Standby Service nominations are purchases of supply from 
EnergyNorth to a specific customer.  Imbalance Trading nominations are two-part nominations requiring a source of supply and a 
corresponding destination for the same volume (therms). 
 

 
Effective Date:   _______ / _______ / _______ 

   Check Appropriate 
Box 

Imbalance 
Trade 

  

                                   MM            DD             YY  
Type of Nomination: 

 

   

 
 

Supply Source and Volume 
 

 
Supply Destination and Volume 

#1 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#2 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#3 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#4 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#5 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#6 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#7 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#8 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#9 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

 
Signature:           
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ENERGYNORTH NATURAL GAS, INC. 

 
 

INTERRUPTIBLE TRANSPORTATION SERVICE AGREEMENT 
 
 

ARTICLE I. 
 

PREAMBLE 
 

 This agreement is made this _____ day of _________, ____ by and between EnergyNorth 
Natural Gas, Inc.,  d/b/a KeySpan Energy Delivery New England, a New Hampshire corporation 
with its principal place of business at 1260 Elm Street, Manchester, New Hampshire 03105 
(Company), and ____________________ a __________________ corporation with its principal 
place of business at _________________________________________________ (Customer). 
 
 Service under this agreement will commence (as defined by EnergyNorth Natural Gas, Inc.) 
on the _____ day of _____________, _________ and shall be referred to as the effective date of 
service.  
 

WITNESSETH: 
 

 WHEREAS, Customer owns or has access to volumes of natural gas which can be 
delivered through the Tennessee Gas pipeline system (Transportation Pipeline) which it desires 
to have transported to its facility located at 
________________________________________________ (Customer's Facility); and 
 
 WHEREAS, Company is willing to receive, transport and deliver such gas to Customer at 
Customer's facility; 
 
 NOW THEREFORE, in consideration of the mutual covenants and agreements contained 
herein, and subject to the laws and regulations of the State of New Hampshire, the parties do 
covenant and agree as follows: 
 
 

ARTICLE II. 
 

GOVERNING LAW 
 
 This agreement shall be subject to the General Laws of the State of New Hampshire and 
the Terms and Conditions as authorized from time to time by the New Hampshire Public Utilities 
Commission (the Commission), to the extent such terms and conditions apply to the transportation 
of natural gas or other terms and conditions of service.  In the event of a conflict between said 
Terms and Conditions applicable to transportation services and the provisions of this agreement, 
this agreement shall govern. This agreement shall be further subject to any Commission order 
affecting transportation service. 
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ARTICLE III. 

 
DEFINITIONS 

 
Daily Metered Quantity - The actual quantity of gas used by the Customer during the Gas Day as 
measured by the Company’s metering equipment at the Delivery Point. 
 
Daily Overtake Quantity - An Imbalance in which the difference between the Daily Metered 
Quantity and the Daily Scheduled Quantity is a positive number, i.e., where Daily Metered 
Quantity exceeds the Daily Scheduled Quantity. 
 
Daily Scheduled Quantity - The quantity of gas scheduled to be received during the Gas Day by 
the Company at the Receipt Point for the account of Customer, for redelivery at the Delivery Point 
during the same Gas Day. 
 
Daily Undertake Quantity - An Imbalance in which the difference between the Daily Metered 
Quantity net of the Daily Scheduled Quantity is a negative number, i.e., where Daily Metered 
Quantity is less than the Daily Scheduled Quantity. 
 
Delivery Point - A location where the Company's distribution facilities are interconnected with the 
Customer's facility and where the Customer's gas will be delivered by the Company. 
 
Gas Day - A period of twenty-four (24) consecutive hours beginning at 10:00 a.m. E.T., and 
ending at 10:00 a.m., the next calendar day. 
 
Imbalance - The difference, during the Gas Day, between the Daily Scheduled Quantity and Daily 
Metered Quantity. 
 
Marginal Cost - The variable cost of the Company's marginal source of gas, including variable 
Transportation Pipeline charges, for the Gas Day. 
 
Maximum Daily Quantity (MDQ) - The maximum gas quantity which Customer has a right to use 
and the Company is obligated to deliver during any Gas Day.  The quantity shall be no greater 
than the Customer's hourly connected load times twenty-four (24) hours. 
 
Receipt Point - An interconnection between the Customer's Transporting Pipeline and the 
distribution facilities of the Company where gas will be received by the Company for 
transportation in its service territory. 
 
Swing Tolerance Level - The daily Imbalance allowance between the Daily Scheduled Quantity 
and the Daily Metered Quantity at the Delivery Point.  The default level will be ± 10%, but can be 
adjusted by the Company only if Tennessee Gas Pipeline (TGP) imposes tighter tolerance levels 
(i.e., TGP may issue an Operational Flow Order (OFO) restricting the Company to a tighter swing 
tolerance level).  Notice will be given to customers before any changes are made to the Swing 
Tolerance Level as defined in Article X, Paragraph G.  
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Transportation Pipeline - The person(s), Company(ies) or other party(ies), engaged in the 
business of rendering transportation service of natural gas in interstate commerce, subject to the 
jurisdiction of the Federal Energy Regulatory Commission, which the person(s), Company(ies) or 
party(ies) is (are) transporting gas for Customer's account to the Receipt Point of the distribution 
facilities of the Company. 
 
 

ARTICLE IV. 
 

SERVICE TO BE PROVIDED BY COMPANY 
 
 A. Company will receive from Customer, at the Receipt Point(s) designated in Exhibit A, 
volumes of natural gas up to a Maximum Daily Quantity (MDQ) as defined in Exhibit A of this 
agreement , subject to its rights under Article IV, Paragraph (C), hereunder.  Company will use its 
best efforts to transport this MDQ of natural gas to Customer at Customer's Facility. 
 
 B. Transportation service will be provided on a best efforts basis and will be subject to 
interruption and/or curtailment to the extent the Company determines in its sole judgment such 
interruption to be necessary to ensure continued service to the Company's firm sales and firm 
transportation customers. All curtailments or interruptions by Company will be made in 
accordance with Article XI and the Company's Supply and Capacity Shortage Allocation Policy.  
 
 C. Company will give Customer at least two hours advance notice by telephone of any 
such curtailment or interruption at Customer's telephone number(s) as defined in Exhibit A and 
Customer shall be available to receive such notice twenty four (24) hours a day, seven (7) days a 
week.  Upon receipt of such notice, Customer shall curtail or discontinue the use of gas from the 
delivery point within two hours.  In the event of a major system failure, Customer agrees to 
discontinue gas use as soon as possible after notification from Company.  In the event of any 
failure to curtail or discontinue gas use, Customer will pay Company an additional charge of One 
Dollar and Fifty Cents ($1.50) per therm for all unauthorized gas use after the conclusion of the 
two hour notification period.  Notwithstanding any payment of such additional charge, Company 
may discontinue transportation service to Customer if Customer fails to comply with its obligations 
to discontinue use in accordance with the provisions of this contract, which failure by Customer 
shall constitute an Event of Default as defined in Article XII. 
 
 D. Insofar as practicable, Customer shall arrange for transportation quantities at a 
uniform rate throughout the day.  
 
 E. The Receipt Point(s) at the Company's city gate set forth in Exhibit A may be 
changed only by mutual agreement.  Customer shall include any proposed changes in the 
Company's city gate Receipt Point(s) with its nomination submitted for service on the first day of a 
given month.  Company reserves the right to reject such proposed changes. 
 

F         It is understood that Company has no obligation to provide service under this 
agreement other than on the interruptible basis described above.  Customer warrants and agrees 
that it shall maintain complete alternate standby fuel and equipment available for use in the event 
of curtailment or interruption of service.  Customer agrees that Company has the right to inspect such 
equipment, but not an obligation to inspect nor to ensure that such standby equipment is 
adequate for Customer's requirements.  

` 
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 Notwithstanding the foregoing, Company shall not be liable to Customer or to Customer's 
customers for any loss or damage incurred by Customer resulting from (a) any curtailment or 
interruption, including a permanent interruption in the delivery of the transportation volume, 
whether or not notice of such curtailment or interruption is given, or (b) any variation in the quality 
or pressure of the transportation volume delivered. 
 
 G. Nothing herein shall be construed as obligating Company to construct additional 
facilities.  If new or additional facilities, other than remote metering costs, are required on the 
Company's system for Customer to receive interruptible transportation service, Customer shall 
prepay for the facilities. 
 
 If Customer converts to this service from another service classification without satisfying 
payment of facilities costs in the Company's Service and Main Extension tariff, the costs of 
facilities unrecovered by the company must be prepaid by the customer. 
 
 H.  The Company's As Available Gas Supply Service is available in conjunction with this 
Interruptible Transportation Service. 
 
 I.   In the event the Company, during a curtailment or interruption, requires emergency gas, 
and takes the gas of Customer, Customer shall be compensated for such emergency gas at the 
Customer's alternate cost of fuel as demonstrated to the  
reasonable satisfaction of the Company. 
 
 

ARTICLE V. 
 

CUSTOMER RESPONSIBILITIES 
 

 A. Customer shall provide Company with a written nomination, with information 
sufficient for the Company to confirm nominations, substantially identical to Exhibit B1, stating the 
maximum volume to be transported by Company during the next day.  Such nominations must be 
received on or before  8:00 a.m. of each Gas Day, unless a standing nomination for each Gas 
Day has been received twenty-four (24) hours before the interstate pipeline nominations are due 
for the month, in order to be effective for the next day, provided, however, that earlier nominations 
may be required.  Company will notify Customer if an earlier nomination deadline is required by 
another transporter. If no nomination is made by Customer with respect to a particular source, the 
nomination will be deemed to be the nomination for the previous day unless a standing 
nomination is in effect.  Any gas takes outside such previous nominated volumes will be treated in 
accordance with Article X and the other provisions of this Agreement.  
 
 Nominations for delivery of gas on the first day of any month will be provided to the 
Company twenty-four (24) hours before the interstate pipeline nominations are due for the next 
month.  The nomination shall be transmitted to EnergyNorth Natural Gas, Inc., Gas Supply 
Department Fax No. (603) 623-4644, Attention: Gas  Dispatch Supervisor, and such nominations 
shall not be deemed made until received. 
 
 

PROVISIONS DELETED 
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RESERVED FOR FUTURE USE 
 
 
 This nomination provides Company with notice of Customer's expected transportation 
requirements and does not alter any other provisions of this agreement. It is Customer's 
responsibility to ensure that volumes delivered by the Transportation Pipeline to the Customer’s 
Receipt Point(s) conform with the terms of this agreement. 
 
 B. Customer shall be solely responsible for securing faithful performance by the 
Transportation Pipeline and/or its suppliers in all matters which may affect Company's 
performance hereunder, and Company shall not be liable hereunder to Customer or to any other 
person as a result of the failure of the Transportation Pipeline or Customer's suppliers to so 
perform. 
 
 C. When any of Customer's sources of gas are also sources of gas for other 
transportation customers of Company and they have a common agent, at a given interstate 
pipeline meter, agent shall provide a common daily nomination covering all customers delivering 
gas from such source.  Customer hereby appoints the party identified in Exhibit A or a 
subsequently designated agent pursuant to the Agency Agreement as its agent for the purposes 
of making such nominations and determining the proper allocation of volumes among all affected 
customers.  In the event all nominated volumes are not delivered and in the absence of an agent 
designation, allocation methods by the Company will be pro rata as among such customers. 
 
 

ARTICLE VI. 
 

TERM 
 
 The term of this agreement shall commence on its effective date as provided in Article I, 
above, and shall continue until the following July 31.  This agreement shall further continue 
thereafter for successive one year periods ending July 31 of each subsequent year, subject to the 
right of Company or Customer to terminate this agreement by written notice delivered to the other 
at least sixty (60) days prior to the end of the respective one year period. 
 

ARTICLE VII. 
 

MEASUREMENT OF TRANSPORTATION VOLUMES 
 
 A. The volumes of gas delivered hereunder to Customer shall be determined by use of 
measuring equipment which the Company owns and operates.  Any additional metering 
equipment required to provide service hereunder shall be selected, installed and maintained by 
Company, including but not limited to remote-controlled telephone and metering equipment 
(Remote Metering) required to allow Company to instantaneously monitor Customer's usage. 
 

B.        In the event any meter fails to register, or registers incorrectly, Company shall 
reasonably determine the length of the period for which such meter failed to register or registered 
incorrectly and, based upon Company records of Customer usage indicating the prior gas usage 
of its equipment and other information, and the quantity of gas delivered during such period, the 
Company will make an appropriate adjustment based thereon.  For the purpose of this section, 
any meter which registers not more than two (2) percent higher or lower than actual shall be 
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 In addition, Customer shall furnish and maintain, at no cost to Company, the necessary 
space, housing, fencing, and foundations for the meters, regulators, and other gas equipment 
owned by Company and installed upon Customer's premises, whether such equipment is 
furnished by Customer or Company.  Such space, housing, fencing, and foundations shall be in 
conformity with public laws and regulations, and subject to Company's specifications and 
approval. 
 
 C. Meter readings for normal billing purposes will be taken, if practicable, daily at 
approximately 10:00 a.m. through the Remote Metering referred to in Section A of this Article.  
Remote Metering will be designed to monitor and record the Customer's maximum consumption 
during any given twenty-four hour time period. If Remote Metering is utilized, Company shall make 
an on-site meter reading each month at Customer's Facility to verify the Remote Metering.  If 
there is any inconsistency between an on-site meter reading and the Remote Metering, Company 
shall make reasonable adjustments in the latter type of readings to make them consistent with the 
on-site readings. 
 
 D. Company, at its expense, shall periodically inspect and test its meters and shall 
replace its meters at intervals not exceeding the period designated for replacement by the New 
Hampshire General Laws, as amended or superseded from time to time.  At the written request of 
Customer, Company shall make additional tests of any such meters in the presence of Customer's 
representatives.  The cost of such additional tests shall be borne by Customer whenever the error 
is found not to be greater than two (2) percent. 
 
 E. Customer shall furnish, own, maintain, and operate at its expense the complete 
system of such piping and appurtenance on Customer's side of the Delivery Point as are sufficient 
for the proper utilization of the gas to be transported hereunder. 
 
 F. Customer shall provide Company such reasonable rights of way on and rights of 
entry to Customer's Facility as may be required by Company in connection with this agreement, 
including without limitation, access for any removal, use, maintenance and periodic inspection of 
all Company's pipe and metering. 
 
 

ARTICLE VIII. 
 

PRESSURE AND QUALITY 
 
 A. The natural gas to be transported hereunder shall be received by Company from the 
Transportation Pipeline at the Receipt Point and shall be delivered to Customer at the Delivery 
Point. 
 

B. Deliveries of gas by or on behalf of Customer to Company shall be made against the 
distribution pipeline pressure existing in Company's distribution system. Company will not be 
obligated to alter such distribution pipeline pressure.  Company shall deliver natural gas 
hereunder to Customer at the Customer's Delivery Point at the Company's system pressure. 
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 C. The natural gas delivered hereunder by the Transportation Pipeline to Company 
shall be of at least the same quality as that specified in the Transportation Pipeline's Federal 
Energy Regulatory Commission Gas Tariff governing deliveries by the Transportation Pipeline to 
Company.  The gas delivered hereunder by Company to Customer shall be of similar quality as 
that delivered generally to the Company‘s firm customers. It is understood by Customer that 
Company, from time to time, may supplement its system supply with other alternative sources of 
gas, including, without limitation, vaporized liquefied natural gas and propane gas. 
 
 

ARTICLE IX. 
 

RATES AND BILLING 
 
 A. Rates.  Any transportation services used by the Customer pursuant to this 
agreement shall be charged to Customer pursuant to the tariffed rate, attached hereto as Exhibit 
B and the terms of this agreement. 
 
 B. Billing. 
 
 1. Customer shall pay its bills monthly.    Any amounts not paid prior to the due date; 
normally the next following meter reading date and a date not less than twenty-five (25) days from 
the date the bill is mailed, are subject to a late payment charge of one and one half percent (1 
1/2%) per month on the unpaid balance. 
 
 2. If the Transportation Pipeline invoice is reissued and adjusts the quantity of 
transportation gas delivered to Company for the account of Customer, a corresponding 
adjustment shall be made in the next bill rendered to Customer after receipt of such invoice by 
Company, or as soon as practicable. 
 
 3. In addition to other payments provided for herein, Customer shall pay to Company 
the amount of any governmental assessment or tax  on the transportation of gas, in effect at the 
time service is provided, which Company may hereafter be required to pay or collect by any 
federal, state or local law. 
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ARTICLE X. 

 
BALANCING SERVICE AND CHARGES 

 
 
A. Customer Responsibility 
 
 It is the responsibility of the Customer to control and, if necessary, adjust receipts of gas by 
the Company at the Receipt Point(s) to be in balance with deliveries of such gas by the Company 
to the Delivery Point(s).  The Company shall not be obligated to receive or deliver gas in excess 
of the Daily Scheduled Quantity by the Customer, nor shall the Company be obligated to deliver to 
the Customer at the Delivery Point quantities of gas in excess of the quantities received for 
Customer at the Receipt Point(s).  The Customer is responsible for keeping informed as to its 
Daily Metered Quantity, and for making appropriate adjustments to its consumption of gas to 
ensure that the Imbalance is kept as near to zero as practicable.  The Company will monitor, to 
the best of its ability, actual receipts and deliveries under this Agreement and shall have this 
information available upon customer request four (4) hours after completion of each Gas Day 
during normal business hours. 
 
 Any adjustment to scheduled receipts and deliveries by Customer, whether or not pursuant 
to notification from Customer's Transportation Pipeline, shall be coordinated with the Company 
and shall be in accordance with the Company's scheduling procedures.  In order to balance 
quantities received and delivered by the Company pursuant to this Agreement, Company shall not 
be obligated to accept quantities of gas for the account of Customer or deliver gas to Customer at 
points other than as originally scheduled by Customer and accepted by Company pursuant to this 
Agreement. 
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B. Daily Imbalance Requirements and Charges 

 
 The Customer shall manage gas usage and gas supplies so as to limit any Daily Overtake or 
Undertake to the Company’s Swing Tolerance Level, usually 10% of the Daily Scheduled Quantity, unless 
there is timely notice of a different level consistent with TGP tolerances.  The Company agrees to give 
Customer as much notice as possible but not less than eight hours before the requirement to change the 
tolerance level, or notice shall be pursuant to Article X, Paragraph G, Operational Flow Orders.  There 
shall be a daily Imbalance charge of $.04836 per therm for Overtake or Undertake Quantities that exceed 
the Swing Tolerance Level percentage of the Daily Scheduled quantity. On any given Gas Day in the 
month, should the Company be in an Imbalance situation greater than the current daily Imbalance 
percentage with its Transportation Pipeline,  the Company shall assign these Imbalance charges 
assessed to the Company by upstream pipelines to the two groups of customers that the Company 
provides service to, i.e. sales and transportation customers, based on the extent that each group caused 
such charges.  The portion of any such charges assigned to sales customers shall be included in an 
appropriate deferred gas cost account. The portion of any such charges assigned to transportation 
customers shall be further assigned to individual transportation customers based on the extent to which 
each transportation customer caused such charges.  The charges, if any, assigned to each transportation 
customer, shall be included along with the appropriate documentation in the Customer's monthly bill.  
 
 Any quantities of gas taken under non-curtailment conditions over the MDQ shall be considered 
unauthorized use and paid for at the charge of One Dollar and Fifty Cents ($1.50) per therm and these 
quantities shall not be subject to the Monthly Imbalance Charges at Paragraph E. 
 
C. Imbalance Trading 

 
 Customers shall be allowed to enter into agreements to trade offsetting daily Imbalances that occur 
on the same Gas Day, subject to the provisions of this Agreement.  Customers entering into such 
agreements, however, shall remain responsible both separately and severally for any remaining Imbalance 
charges or overrun charges resulting from the parties' transportation activity occurring on such Gas Day.  
The parties to such agreement shall notify the Company of the proposed agreement within forty-eight (48) 
hours of the end of the Gas Day on which the Imbalances occurred by completion of the Transportation 
Nomination Form attached to this agreement as Exhibit  B.  Customers are required to use this Nomination 
Form for all Imbalance trades.  The Company has the right to extend the trading period and/or reject any 
proposed trade arrangements for operational considerations.  By approving the proposed trade 
arrangement, the Company assumes no responsibilities for enforcing any of the terms of the arrangement 
between the parties to any such agreement.  Nothing herein shall prohibit the Company from trading 
Imbalances with its transportation customers. 
 
D. Monthly Imbalance Charges 

 
 Unless the Company and Customer agree to correct Imbalances in kind on a non-discriminatory 
basis, the end of month Imbalance, if less than or equal to 5%, will be cashed out at the Company’s 
cashout price, and monthly Imbalances, to the extent they exceed 5%, will be cashed out at  the 
Company’s cashout price plus an additional  percentage for customer overtakes and at the cashout  price 
minus an additional percentage for customer undertakes.  See Schedules A and B. 
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 The Company’s cashout price  referenced in the following Schedules A and B shall be 
calculated as follows: When supplemental supplies are not being dispatched and when a 
Customer’s monthly Imbalance is an undertake and the Company purchases the imbalance gas 
from the Customer, the cashout price shall be the Tennessee cashout price (market area, 
appropriate month) increased to reflect TGP fuel retention from zone 0 to zone 6 (FT-A fuel = 
8.71% winter and 7.42% summer) plus the pipeline commodity (volumetric) charges for the 
effective TGP FT-A rate schedule including base rates plus all associated surcharges. 
 
 Example A: 
 TGP Cashout  = $2.20 
 Fuel Retention  = 8.71% (winter) 
 Eff. TGP Cashout  = $2.4099 
 FT-A 0-6 Commodity = $ Base Rate 
     = $0.0022 ACA (FERC approved surcharge) 
     = $0.0075 GRI (FERC approved surcharge) 
     = $0.0000 Other surcharge 
 Total ENGI Cashout = $2.5804 per Dth/10 = $0.2580 per therm 
 
When supplemental supplies are not being dispatched, and when a customer’s monthly 
Imbalance is an Overtake and the Company sells the imbalance gas to the customer, the cashout 
price shall be the Tennessee cashout price (market area, appropriate month) increased to reflect 
TGP fuel retention from zone 0 to zone 6 (FT-A/IT fuel = 8.71% winter and 7.42% summer) plus 
the average pipeline commodity (volumetric) charges for the effective TGP FT-A and IT rate 
schedules including base rates plus all associated surcharges. 
 
 Example B: 
 TGP Cashout  = $2.20 
 Fuel Retention  = 8.71% (winter) 
 Eff. TGP Cashout  = $2.4099 
 FT-A 0-6 Commodity = $1608 Base Rate 
 IT 0-6 Commodity  = $0.7647 Base Rate (TGP Tariff) 
 FT-A/IT Average  = $0.4648 Base Rate (TGP Tariff) 
     = $0.0022 ACA (FERC approved surcharge) 
     = $0.0085 GRI (FERC approved surcharge) 
     = $0.000 Other surcharge 

 Total ENGI Cashout = $2.8727 per Dth/10 = $0.28727 per therm 
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Schedule A 
 
Percent Monthly Imbalance 

Company charges percentage of 
 Cashout Price 

First five percent (0 - 5 %) 100% 
Next five percent (> 5 - 10%) 115% 
Next five percent (> 10 - 15%) 130% 
Next five percent (> 15 - 20%) 140% 
Over twenty percent (> 20%) 150% 
  

Schedule B 
Percent Monthly Imbalance Company charges percentage of 

 Cashout Price 
First five percent (0 - 5 %) 100% 
Next five percent (> 5 - 10%) 85% 
Next five percent (> 10 - 15%) 70% 
Next five percent (> 15 - 20%) 60% 
Over twenty percent (> 20%) 50% 

 
E. Limitations of Balancing Service 
 
 If the Company determines, at its sole discretion, that a transportation customer is 
intentionally acting so as to financially gain from the provisions for Monthly or Daily Imbalance 
Charges or Monthly Imbalance Credits as provided for in the Company’s Transportation 
Agreement, the Company shall, upon such a determination, first provide an Initial Notification of 
Balancing Limitations by telephone or telephone facsimile.  The Initial Notification shall include a 
description of corrective actions that the customer must take, and shall have a deadline of not less 
than twenty-four (24) hours for initiating the corrective actions.  If the transportation customer 
does not satisfy the requirements set forth in the Initial Notification, the Company shall issue a 
Second Notification of Balancing Limitations.  Starting with the first gas day after the issuance of 
the Second Notification, any Daily Imbalance Charge as provided for in Article X, B, of this 
Agreement, shall be increased by a Balancing Surcharge of $0.10 per therm.  In addition, for that 
month, the Monthly Imbalance Charges provided for in Article X, E, Schedule B of the Company’s 
tariffs shall be increased by a Balancing Surcharge of $0.10 per therm and the Monthly Imbalance 
Credits provided for in Article X, E, Schedule B shall be decreased by a Balancing Surcharge of 
$0.10 per therm.  The Balancing Surcharge shall remain in effect until the longer of: (1) three gas 
days, or (2) one gas day after the transportation customer satisfies the provisions of the Initial 
Notification of Balancing Limitations.  The Company may charge the Balancing Surcharge of 
$0.10 per therm starting the next gas day after issuing a Notification of Balancing Limitations - 
Repeat Offender to any customer that has been issued an Initial Notification according to the 
provisions of this section one (1) time previously in the last thirty (30) days or two (2) times 
previously in the last ninety (90) days.  The Balancing Surcharge shall remain in effect until the 
longer of: (1) three gas days, or (2) one gas day after the transportation customer satisfies the 
provisions of the Notification of Balancing Limitations - Repeat Offender. 
 
 The Company’s determination as to restrictions on Balancing Services pursuant to this 
section shall be appealable to the Commission. 
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F. Operational Flow Order 
 
 The Company shall have the right to issue an Operational Flow Order(s) (OFO) to its 
Customers if an OFO has been issued by its Transportation Pipeline which may limit the amount 
of service available and may contain more restrictive balancing provisions, among other things.  
OFO’s shall be issued via telephone to be followed by a facsimile.  The OFO will set forth (a) the 
time and date of issuance; (b) the actions Customer is required to take; (c) the time by which 
Customer must be in compliance with the OFO; (d) the anticipated duration of the OFO; and (e) 
any other terms which the Company may reasonably require to ensure the effectiveness of the 
OFO.  If the Company cannot contact the Customer due to the Customer’s failure to have a 
person available, such Customer shall be solely responsible for any consequences, including but 
not limited to equipment breakdown, lost production, freezing of pipes, etc., which could have 
been prevented by such communication. During an OFO, the daily Imbalance charge at Schedule 
B may be adjusted to reflect the Imbalance charges assessed by the Company’s Transportation 
Pipeline.  During an OFO, the Customer shall nominate on a daily basis the expected Daily 
Metered Quantity and will not be allowed to use any prior Imbalance that may have accumulated 
prior to the OFO. 
 

ARTICLE XI 
 

FORCE MAJEURE 
 
 A. If either the Company or the Customer is rendered unable by force majeure to wholly 
or in part carry out its obligations under the provisions of this Agreement, the obligations of the 
party affected by such force majeure, other than the obligation to make payments thereunder, 
shall be suspended during the continuance of any inability so caused but for no longer period; 
and such cause shall, insofar as possible, be remedied with all reasonable dispatch. 
  
 B. The term "force majeure"  as employed herein, shall mean acts and events not within 
the control of the party claiming suspension and shall include acts of God, strikes, lockouts, 
material or equipment or labor shortages, wars, riots, insurrections, epidemics, landslides, 
lightning, earthquakes, fires, storms, floods, washouts, arrests and restraints of rulers and 
peoples, interruptions by government or court orders, present or future orders of any regulatory 
body having proper jurisdiction, civil disturbances, explosions, breakage or accident to machinery 
or lines of pipe, freezing of wells or pipelines, and any other cause whether of the kind herein 
enumerated or otherwise, not within the control of the party claiming suspension and which, by the 
exercise of reasonable foresight, such party if unable to avoid and, by the exercise of due 
diligence, such party is unable to overcome. 
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ARTICLE XII. 
 

DEFAULT  
 
 If either party shall fail to perform or otherwise be in default of any of its obligations under 
this agreement (Event of Default), the other party may terminate this agreement by giving the 
defaulting party written notice stating specifically the nature of the default and giving notice of 
termination.  Any termination of this agreement shall be without prejudice to the right of the 
Company to collect any payments due Company for transportation service prior to the time of 
termination including interest and any properly applied charges for imbalance.  Company is 
entitled to costs or attorneys' fees incurred in pursuing collection of any monies owed Company 
by Customer.  No waiver by either party of any Event of Default of the other under this agreement 
shall operate as a waiver of any future Event of Default, whether of like or different character or 
nature. 
 

ARTICLE XIII 
 

MISCELLANEOUS 
 
 A. Customer shall be deemed to be in exclusive control and possession of 
transportation gas until such gas has been delivered to Company by Transportation Pipeline.  
Company shall be deemed to be in control and possession of gas delivered to it by the 
Transportation Pipeline for Customer in accordance with this agreement until such gas has been 
delivered to Customer at the Delivery Point, after which Customer shall be deemed to be in 
control and possession thereof.  Customer shall have no responsibility, except as otherwise 
provided by agreement, with respect to the gas from the Receipt Point until it passes the Delivery 
Point. 
 
 B. Neither Company nor the Customer shall be liable to the other, or party claiming 
through the other, for special or consequential damages, and each agrees to hold the other 
harmless against such claims. 
 
 C. Customer warrants that it will, at the time of delivery to Company of gas from the 
Transportation Pipeline, have good and merchantable title to all gas so delivered to Company.  
Customer indemnifies Company and holds it harmless from all suits, actions, debts, accounts, 
damages, costs, losses and expense arising out of the adverse claims of any ant persons to said 
gas and/or to royalties, taxes, licenses, or charges thereon with which are applicable to such gas 
and/or the delivery of such gas to Company transportation hereunder.  Title to the gas received, 
transported  and delivered at all times shall remain with Customer and shall not pass to Company. 
 
 D. Customer shall provide Company with information sufficient for the Company to 
transport gas and shall notify Company in writing of any modification to such information, 
occurring or made effective after the execution of this agreement.  Any such modification of 
information shall not obligate Company to modify this agreement in accordance therewith, but 
Company retains the right to do so. 

 
PROVISIONS DELETED 

RESERVED FOR FUTURE USE 
 

 
 
 
 
(D) 
 



NHPUC NO. 5 GAS  ORIGINAL ATTACHMENT C 
KEYSPAN ENERGY DELIVERY 

-16- 8/28/01 

 
 E. Company is a public utility subject to regulation by New Hampshire Public Utilities 
Commission.  This agreement must be filed with the Commission accordance with New Hampshire 
General Laws and shall, subject to any disapproval or limitation imposed by the Commission, 
become effective on the thirty-first day after the date of such filing or on such later date as may be 
ordered by Commission.  Compliance by Company with any order of the Commission or any other 
federal, state or local government authority acting under claim of jurisdiction issued before or after 
the effective date of this agreement, shall not be deemed to be a breach hereof.  The provisions in 
this agreement shall be subject to review and determination by the Commission in any proceeding 
brought under provisions of the New Hampshire General Laws.  In the event of the issuance of an 
order of the Commission under the New Hampshire General laws, which modifies the provisions 
of this contract, either Company or Customer, if affected adversely by such order, shall have the 
option within thirty (30) days after the issuance of such order to terminate this agreement by 
giving notice of termination to the other party. 
 
 F. All notices required or permitted to be given hereunder shall be deemed given upon 
mailing such notices by registered or certified mail, postage prepaid, addressed as follows: 
 
If to Customer:  ____________________________ 
    ____________________________ 
    ____________________________ 
    ____________________________ 
 
If to Company:  EnergyNorth Natural Gas, Inc. 
    201 Rivermoor Street 
    West Roxbury, MA 02132 
    Attention:  Director, Customer Choice and Energy Supply 
 
IN WITNESS WHEREOF, the parties hereto have caused this agreement to be duly executed by 
their authorized officers as of the date first written above. 
 
      For Customer 
 
      By:  _____________________________ 
      Title: ____________________________ 
      _________________________________ 
 
Date:  ______________   Witness:  _________________________ 
     
      EnergyNorth Natural Gas, Inc. 
      d/b/a KeySpan Energy Delivery New England 
 
      By:  ______________________________ 
      Title:  _____________________________ 
      __________________________________ 
 
Date:  _______________   Witness:  __________________________ 
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Exhibit A 

 
Revised 5/13/99 

ENERGYNORTH NATURAL GAS, INC. 
TRANSPORTATION CONTRACT ELECTION FORM 

 
EnergyNorth Natural Gas, Inc. 

Gas Supply Department 
201 Rivermoor Street 

West Roxbury MA  02132 
Tel. #:  ((617) 723-5512 
Fax #:  (617) 363-9715 

 
 
 
Effective Date:    
 
Customer Information 
 
Company (Account) Name:        
 
Facility Address:        
 
Pipeline City Gate (Receipt Point) Meter No.:     
 
Premise (Account) Number:            Meter No.:    
 
Company Representative:        
 
Telephone No.:        
 
Fax No.:         
 
Authorized Agent (Marketing Company):  Refer to the Agency Authorization Agreement 
 
Authorized Agent (Marketing Representative):  Refer to the Agency Authorization Agreement 
 
Authorized Agent (Telephone No.):  Refer to the Agency Authorization Agreement 
 
Contract Service Elections 
 
Maximum Daily Quantity (MDQ):     Therms 
 
Customer Authorization:        
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Revised 5/13/99                                                             Exhibit B1 

PIPELINE TRANSPORTATION NOMINATION FORM 
 

EnergyNorth Natural Gas, Inc. 
Gas Supply Department 
201 Rivermoor Street 

West Roxbury, MA  02132 
Tel. #: (617)723-5512 Fax #: (617)363-9715 

 
Contacts: Dawn Querzoli, Customer Choice Analyst Ext. 4732 

  Kathy Barrett, Manager customer  Ext. 4734 
  Liz Danehy, Director Customer Choice Ext. 4730 
Customer Information: 
 
Company Name:        
 
Facility Address:        
 
Contact Name:        
 
Telephone #:       Fax #:     
 
Account #:       Customer Meter No.:     
===========================================================================EnergyNorth Transportation Information: 
 
Start Date: _____/_____/_____ 10:00 am (Eastern Time) 
Note:  This nomination will roll over from one day to the next through the last day of each month unless customer submits a new nomination.  If weekend load is different 
than weekday load, note it in the appropriate space below and we will adjust weekend nomination confirmations with Tennessee Gas Pipeline accordingly.  Also, let 
EnergyNorth know if nomination changes are needed for holidays.   
===========================================================================Agent/Supplier:      Tel. #:  
   
===========================================================================Daily Transportation Volume Request (Therms) : 

Monday 

A ________ 

B ________ 

C ________ 

Therms 

Tuesday 

A ________ 

B ________ 

C ________ 

Therms 

Wednesday 

A ________ 

B ________ 

C ________ 

Therms 

Thursday 

A ________ 

B ________ 

C ________ 

Therms 

Friday 

A ________ 

B ________ 

C ________ 

Therms 

Saturday 

A ________ 

B ________ 

C ________ 

Therms 

Sunday 

A ________ 

B ________ 

C ________ 

Therms 

Other 

A ________ 

B ________ 

C ________ 

Therms 

Tennessee Gas Pipeline Information / Daily gas volume nominations to EnergyNorth gate stations: 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

A ________ 

B ________ 

C ________ 

MMBtu 

Downstream Service Package Number: Tennessee Meter Number (Gate Station) Reference: 
(Tennessee transportation contract #)   
A    Nashua  020132 Hooksett  020254 
B    Londonderry  020632 Suncook  020451 
C    Manchester  020133 Laconia/Concord  020426  
===========================================================================Therm to MMBtu Conversion Example: 
Goal: To receive 400 Therms at your facility 
 Desired Therms              MMBtu Conversion Factor  Required MMBtu 
Procedure 400              Therms / 10 = 40 MMBtu 
 
Note to Firm Transportation Customers:  At the end of the month the total volume of metered gas will be multiplied by 1.022 for system loss allowance. 
 
Signature:         
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Revised 8/28/01                                                                  Exhibit B2 
Imbalance Trading/Standby Service 

TRANSPORTATION NOMINATION FORM 
 

EnergyNorth Natural Gas, Inc. 
Gas Supply Department 
201 Rivermoor Street 

West Roxbury, MA 02132 
Tel. #: (617) 723-5512 Fax #: (617) 363-9715 

 
Contacts: Dawn Querzoli, Customer Choice Analyst Ext. 4743 

  Kathy Barrett, Manager Customer Choice Ext. 4734 
 Liz Danehy, Director Customer Choice Ext. 4730 

 
Customer Information 
 
These nominations will not roll over from one day to the next.  Standby Service nominations are purchases of supply from EnergyNorth to a specific customer.  Imbalance 
Trading nominations are two-part nominations requiring a source of supply and a corresponding destination for the same volume (therms). 
 

 
Effective Date:   _______ / _______ / _______ 

   Check Appropriate 
Box 

Imbalance 
Trade 

  

                                   MM            DD             YY  
Type of Nomination: 

 

   

 
Supply Source and Volume 

 
Supply Destination and Volume 

#1 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#2 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#3 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#4 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#5 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#6 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#7 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#8 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

#9 
 
Source:                                                   Therms: 

 
 
Destination:                                              Therms: 

 
Signature:         

 
PROVISIONS DELETED 

RESERVED FOR FUTURE USE 
 

 
 
 
 
(D) 
 



 

 

 



STATE OF NEW HAMPSHIRE
BEFORE THE

PUBLIC UTILITIES COMMISSION

QR~G~NAL
~C~se ~1o..j
Exhibit

EnergyNorth Natural Gas, Inc.
d/b/a National Grid NH

Docket DG 08-009

Direct Testimony
Of

Ann E. Leary

Ri~~’’~/tE FROM_FILE:

February 25, 2008



TABLE OF CONTENTS

L Introduction and Background , 3

II, Test Year Adjustm.ents , 5

fII. Billing Adjustments .........•................ ,...J •••• J ••••••••••• ' ••••••••••••••••••••••••••••••••••••••• 9

IV. Weather Normalization Adjustment 11

V. Test Year Sales and Revenue Proof. .14

VI. Bill Inlpacts ....................................................................................•. """ ..... 15

VII. Proposed Changes to Tariff Provisions "' -." " 16

ATTACHMENTS

Attachment AEL~1

Attachment AEL~2

- 2 -

2

L



1 I.
2 Q.

3 A.

4

5 Q.
6 A.
7

8

9

10

11 Q.
12

13 A.
14

15

16

17

18

19

20

21

22

23 Q.

Introduction and Background

Please state YOUi' full name and business address.

My name is Ann E. Leary. Mybusines·s address is 52 Second Avenue, Waltha:m,

Massachusetts 02451.

By whom are you employed and in what capacity?

I am employed by KeySpan Corporate Services, LLC as the Manager of

Pricing-New England for the National Grid USA regulated local gas distribution

companies in Massachusetts and New Hampshire. In that capacity, I provide

services to EnergyNorth Natural Gas, Inc., which does business under the name

National Grid NH ("National Grid NH" or the "Company").

Please SUttlimirize yout professional background with National Grid NH and

its-affiliates.

In 1985, i joined the Essex County Gas Company as Staff Engineer. In 1987, I

became a planning analyst and later became the Manager of Rates. Following the

acquisition of Essex by Eastern Enterprises in 1998, I became Manager of Rates

for Eastern's regulated gas distribution companies in Massachusetts, which

included Boston Gas Company, Essex Gas Company and Colonial Gas Company

(acquired by Eastern in 1999), and then subsequently for KeySpan Energy

Delivery New England after Eastern waS acquired by KeySpan Corporation.

Since the November 8. 2000 acquisition of EnergyNorth Natural Gas; Inc. by

KeySpan Corporation, I have been responsible for these matters in New

Hampshire as well.

What do your responsibilities as Manager of Pricing-New England include?
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As the Manager of Pricing-New England, I am responsible for preparing and

submitting various regulatory filings with both the New Hampshire Public

Utilities Commission and the Massachusetts Department of Public UtilitieS on

behalf of National Grid's New England gas local distribution companies. This

includes Cost of Gas ("COG") filings, Local Distribution Adjustment Charge

("LDAC"') filings and reconciliations, energy conservation, performance~based

revenue calculations', lost-base revenues, and exogenous cost filings.

Please summarize your educational background.

I received a Bachelor of Science in Mechanical Engineering from Cornell

University in 1983.

Have you previously testified in regulatory proceedings?

I have testified in numerous gas cost and related proceedings before the New

Hampshire Public Utilities Commission over the last several years. Similarly, I

have testified in a number of regulatory proceedings before the Massachusetts

Department of Public Utilities in rate matters, including providing testimony

relating to cdst allocation studies, rate design, cost of gas adjustment clause

proposals, and exogenous Cost filings.

What is the purpose of your testimony?

The purpose of my testimony is: to explain the revenue and billing adjustments to

the Company's revenue requirement,. summarize the bill impacts resulting from

the rate changes being proposed by the Company, and describe certain changes

that the Company is proposing be made to the language in its tariff.
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4



revenueS.

Test Year_AdiusJments

Please summarize the adjustments you have made to the test period

Exhibit EN-2-2,. page 1, of the Company's filing summarizes the adjustments

made to the per-books historical test year revenues. The first column indicates the

test year revenues recorded on the Compani s books. The second column,

"Adjustment",. includes a detailed list of all the adjustments made to the historical

adjustment (which I will describe later in my testimony), removal of certain

revenues including interruptible sales, interruptible transportation, off system

sales, and broker balancing charges, and various accounting adjustments such as a

correction for revenUe from accounts labeled l/occupantlt, removal of the incentive

payment for demand side management ("DSM") programs, removal of revenues

or costs from financial hedges and removal of the credit from the wet/dry therm

billing correction for the period June 2001 - June 2006 relating to Docket DG 06-

154. The adjustments also include a profonna adjustment reflecting a proposed

increase in the charge for bad checks from $5 to $15. After these adjustments,

National Grid NH's total revenue for the test year totals $180,859,301.

Please explain why interruptible sales, interruptible transportation, off

system sales, and broker balancing charges were removed from revenues.

These revenues ate flowed back to customers through the cost of gas mechanism,

and therefore should not be included in the Company's revenues for purposes of

determining the Companis revenue requirement.

These adjustments include a weather normalizationtest year revenues.
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Please describe in further detail the accounting entries which were excluded

from revenue.

Prior to 2004, the Company recorded "occupant" bills as revenue. During the test

year, if the monthly write offs included a write off associated with an occupant

bill, the Company made a manual journal entry to credit the write off by the

amount of the occupant bill and simultaneously debit revenue. Since this manual

adjustment to revenue reflects bills issued prior to 2004, this amount should be

excluded from test year revenue in order to properly reflect revenue related to the

test year period. This adjustment is included in the line item labeled "Other'~ on

Exhibit EN-2-2.

The DSM incentive represents an incentive the Company earns based upon

meeting certain metrics in its DSM program, and therefore should be treated as a

below the line item.

The financial hedges were removed because they too are a below the line item.

Each year the Company purchases financial hedges to protect against downswings

in seasonaL margin resulting from warm weather. These hedges are purchased in

order to help stabilize the Company's earnings, something which the Company

does at its own risk. Because these transactions are flbe10wthe line,fI they are not

properly includable for purposes of detefifiining the Company's revenue

requirement. The amount removed from test year revenue te1atirtg to these

financial hedges was $140,239. (For purposes of clarification, I should note that

these hedges are different from the gas cost hedges that the Commission has
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authorized the Company to purchase~ and which are included for purposes of

determining cost of gas rates.)

Finally, in DG 06- 154, the Company agreed to make a refund to customers to

correct for the fact that it had been billing customers on a dry theml basis while its

rates had been established on a wet therm basis. During the test year, the

Company booked a $2,265;266 reduction to revenues to reflect a credit to

customers associated with this overcharge for the period 2001-2007. For

purposes of adjusting the test year to reflect only the revenues: that relate to the

test year itself, the Company has removed the full amount of this credit and then

added back $178,379; the portion of the credit relating to throughput during the

test year period;

Please summarize your gas cost adjustment to the test year revenue

requirements.

Exhibit EN-2-2-2, page 1, summarizes the adjustments made to the per-books

historical test year revenues relating to gas costs. The first column indicates the

test year gas costs recorded on the Company's books. The second column,

"Adjustment", includes a detailed list of all the adjustments made to the historical

test year. These adjustments include a weather normalization adjustment;

removal of certain gas costs assigned to interruptible sales; off system sales; and

broker- balancing charges; and various accounting entries which include occupant

gas costs; reaIlocation of the gas supply portion of bad debt credits and the

production and storage credits from the operations and maintenance C'"O&M")

expense accounts (Accounts 179] and ] 806, respectively) to gas costs. After
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these adjustments, the Company's gas costs for the test year 2006~7 totaled

$133,114,231.

Please describe in detail why the Company reallocated a portion of the costs

related to bad debt and prodUctio:n and storage to gas costs.

In DO 00-063, the Commission unbundled certain costs from the Company's base

rates to allow for the recovery of gas-supply related local production and storage,

miscellaneous gas costs, and gas cost related bad debt costs through the Cost of

Gas ("COG") factor. These costs were previously part of base rates. The

amounts to be recovered in the COG were set in DG 00-063 and revised in DG

06-121 and DO 07~050. Each month the Company records its COG revenueS by

multiplying throughput by the total COG factor, which includes the factor

associated with these indirect gas costs. Although these indirect costs are

collected through the COG factor, the level of indirect gas costs are established in

the test year and, unlike purchased gas costs, they are not reconciled with actual

costs each year. Therefore, they should not be part of the COG revenues for

revenue requirement purposes. Rather; these costs should be included as base

revenues (revenues less gas costs) for purposes of determining the Companis

revenue requirement, as they were prior to unbundling. The objective of

unbundling was to send the proper price signal to the sales and transportation

customers by assigning to their rates the appropriate level of costs for the services

they are receiving. The accounting of these costs should not be impacted by the

mechanism used to bill the customer (COG versus base rates). The Company

credits the operations expense accOunts 1791 and 1806 by the amount of these
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indirect gas cost credits, rather than reducing the COG revenues. Therefore, to

establish appropriate base rates, it is necessary to exclude from the test-year O&M

expense the effect of the accounting entry. In this pro forma adjustment, the

Company is simply reallocating the credits of $3,473,913 from the O&M

accounts to the gas cost account. Although this accounting entry will increase

the net margin, it will have no impact on the revenue deficiency because there· is

an offsetting increase in expense.

Billing: Ad1ustments

Please explain the adjustments that you made to the Company's test year

sales volumes and revenues.

Based on prior Commission decisions and consistent with the practice in many

other jurisdictions, the Companis rates are established using weather nonnalized

billing determinants, not actual test year volumes. This is because gas utility net

revenues are extremely sensitive to weather conditions, and therefore revenue

requirement and rate design activities· are always structured to allow a reasonable

expectation of earnings under the presumption of notfiial weather conditions. As a

result, to establish the Company's revenue requirement, it is first necessary to

adjust the actual test year sales volumes and revenues to reflect the level of billing

detemlinants and net (non-gas cost) revenues that could reasonably be expected to

have occurred under normal weather conditions.

What adjustments did you make t() the test year s·ales volumes and net

revenues in order to weather normalize them?

-9-
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First, actual sales volumes and revenues were reviewed to insure that the booked

data for sales volumes and revenues were recorded in the months within the test

year. Next, any out-of-period revenues that were booked in the test year were

removed, These adjustments enable the Company to establish representative sales

volumes and revenues by month, season and test year. As part ofthis process, the

out~of-period volumes and revenues associated with the wet/dry therm billing

correction that arOse from Docket DG 06-154 were removed from the test year

data. The reduction in the test year throughput associated with this change was

1,107,694 therms (see Attachment AEL-l, page 5), and the reduction in the net

margin was $178,379 (see Attachment AEL-2, page 5).

Is the Company proposing any ather adjustments to its billing determinants?

Yes. The Company is proposing to convert its billing determinants from a wet to a

dry basis. The Company is billed by its suppliers on a dry therm basis, and dry

therm billing has become the norm in the industry. Continuing to bill customers on

a wet thenn basis adds: to the Company"s reporting requirements and increases the

potential for billing and reporting errors. For these reasons, the Company is

proposing that rates be established on a dry basis, and therefore it is adjusting its

billing determinants to state them On a dry therm basis.

WiD there be any revenue impact resulting from this c.hange?

No, as long as the billing detenninants used to design the Company's rates are

consistent with the units actually billed to customers, there will be no revenue

impact to the customer or Company. The billing determinants used in ML

Goble's rate design attachments are all stated on a dry therm basis.
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Weather Normalization Adjustment

Was the weather warmer or colder than normal during the test year?

Using the average of the last 30 years of degree day data as measured at the

Concord, NH weather station as the standard for nonnaI; the test year was 412

degrees days or- 5.7 percent warmer than normal in the Companis service

territory.

Describe the proposed adjustment to sales and revenues to account for tbe

warmer than normal weather experienced during the test year?

My calculations indicate that test year sales were roughly 4.68 million thenus less

than they would have been if the weather had been normal during the test year, as

shown on Attachment AEL-l, page 7. As shown on Attachment AEL-2, page 7,

if one assumes increased sales in this amount, the Company's non-gas revenues

(or net revenues) would have been $875,798 higher in a normal year compared to

actual revenueS.

Have you prepared a sc:bedule to. support your weather normalization

adjustment?

Yes, the weather normalization calculation is summarized on Attachment AEL-1.

These calculations are quite voluminous, so the bulk of the calculations are

induded in the work papers supporting Attachment AEL-I. The work papers

present the weather normalization calculation pertaining to all of the Company's

firm weather-sensitive rate classes.
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Please summarize the methodology that the Company Uses to weather

normalize sales and revenue data.

The normalization technique is the same as that used in the Company's; revenue'

normalization adjustments to calendar month sales for each rate group with

heating loads by identifying the temperature-sensitive portion of sales for each

group and calculating how much more or less the monthly sales would have been

to that group if weather had been normal. The weather nonnaiizing adjustments

to revenUes ate determined by identifying the average incremental base rate

charged to each rate group in each month. This rate is based on the block where

the class's average use per meter ends, for the base rate schedule applicable to the

rate class. The price of the block in which the average use falls is used as the

incremental rate. The product of the incremental rate and the: weather

normalizing adjustment to sales for each rate group equals the monthly revenue

adjustments.

How did you determine sales and revenues on a calendar month basis to

begin the weather normalization calculation?

I followed the method used in the Company's. last full rate case" DR 91-212.

Each month, the calculation starts with metered system sendout data and subtracts

all interruptible sales billed on a calendar month ba:sis and unaccounted for gas to

determine total calendar month firm sales. The Company determines the

unaccounted for gas by applying the average annual unaccounted for percentage

to the total monthly firm (i.e., not including interruptible) sendout. The calendar
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neutral rate case (DG 00-63). The Company determines the weather
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month firm sales are then allocated to each individual finn rate class based on a

rolling two-month average of class sales to total sales. The amount of gas that has

been consumed but not yet recorded for billing purposes, known as unbiIIed sales,

is calculated simply as the estimated calendar month sales less the actual billed

sales.

Why didn't you do your weather normalization based on billing month data?

The decision to use calendar month data was based on three factors. First,

calendar month data is used because it allows for a matching of the costs incurred

and associated revenues for a given month in accordance with accounting

principles and allows a more relevant comparison between sales and sendout data.

Second, the Company currently bills on a service rendered basis. Third, the

calendar month method was utilized in the Company's last base rate case, as

approved by the Commission.

Was the Company able to test the accuracy of this methodology used to convert

billing to calendar data?

Yes. the Company currently has monthly bill frequency reports from its billing

system which indicate by month and by rate class the actual volumes billed at the

Peak and Off Peak head block and tail block rates. By summing the Peak and Off

Peak volumes from these monthly reports rwas able to determine the Peak and Off

Peak volumes for the test year. I theh compared theSe actual Peak. and Off Peak

volumes (from the bill frequency report) with the Peak and Off Peak volumes

calculated using the methodology approved in DR 91..212. (Note that since the

Company now bills on a service rendered basis, the billing usage in the months of
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November though April no longer corresponds completely to the Peak usage and the

billing usage in the months of May through October no longer corresponds

completely to the Off Peak usage.) The tesuIts of this comparison indicate that

according to the reports: from the Company's billing system, 74.5% of the annual

throughput occurs in the Peak period, whereas the calculation methodology from DR

91-212 indicated that 74;8% of the annual throughput occurs in the Peak period, thus

resulting in a variance of only 0.3%.

Test Year Sales and Revenue Proof

Attachment AEL-2" page 4, indicates that the actual booked margin for the

test year is $40;623;185 before corrections for the wet/dry therm billing

adjustment and weather normalization adjustment. Have you proven that

the actual volumes from Attachment AEL-2, page 4, applied to the current

approved base rates will produce this margin?

Yes. Pages 36~50 of the workpaper to Attaclnnents AEL-l and AEL~2 compares. the

actual margin stated in the Company's general ledger with the actual margin derived

by applying the approved base rates against the actual volumes for the test year. The

s-ummary found on page 50 of this backup work paper indicates that the margin from

the general ledger differed from the calculated margin by only $43,261, which

equates to approximately 0.1 percent.

Attachment AEL-l, page 14, indicates that the weather normalized test year

sales volumes are 150~369,039therms (on a dry therm basis) and net

revenues according to Attachment AEL-2, page 8, are $41,320,604. lIow
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hav'e you ptoven or demonstrated that the weather normalized test year sales

volumes applied to the current net base rates produces the weather

normalized test year net revenues?

Mr. Goble has perfonned a revenue proof using bill frequency data to match the

normalized sales volumes. In the proof, he multiplied the pro fonna billing units by

their current rates and developed an independent estimate of the weather nonnalized

test year net revenues. This exercise, summarized on Attaclunent GLG-RD-4,

proves out weather normalized sales and net revenues and assures that the revenue

target represents net revenues generated by the current rate.

Bill Impacts

Please summarize the bill impacts resulting from the rate changes being

proposed by the Company in this case.

The Company anticipates that the average increase for customers in the Residential

Heating class will be approximately 6.4% on an annual basis. Residential Non-

Heating customers will experience an average 8.5% total bill increase. The

Cotn:n1erciaIand Industrial High Winter Use customers (0-40 series) will experiertce

bill impacts ranging on average from an increase of 2.8% to an increase of 4.3%;

while Commercial and Industrial Low Winter Use customers (0.:.50 series) will

experience bill impacts ranging on average from an increase of 1.0% to an increase

of 2.8%. Attachment GLG~RD-4-5 to Mr. Goble's rate design testimony details the

various bill impacts by season (peak and Off Peak) and by usage.
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1 VII. Proposed Chan1tes to Tariff Provisions

Please describe the changes the Company is proposing to NH-PUC No:. 5-Gas

KeySpan Energy Delivery New England Section II Rate Sc.hedules.

The Company is proposing to update all its base rate tariffs based on the rate design

analysis contained in Mr. Goble's testimony and attachments (see Attaclullent GLG-

RD-4) to reflect the revised customer charges and head block and tail block rateS. In

addition, the Company is proposing to increase the returned check fee from $5 to

$15 to reflect the cost associated with processing a returned check. The Company is

also proposing to combine its cuttent G-54 and 0-63 customer classes. Currently

there is only one customer in rate class G-54. The Company believes it is

inappropriate to offer a generally available rate to only one customer. As described

in Mr. Goble's testimony, the Company proposes to merge rate G--54with 0-63, so

that all of these customers receive service under a rate class that has an availability

clause of "load factors greater than 90%." This is currently the availability clause

for the G-54 customer class. The availability clause for the G~63 class is "load

factors greater than 110%." Since there is only one customer in the current G-54

customer class, the combination of these two classes will have minimum impact on

the existing G-63 CustOmersand would provide a 3% savings to the G-54 customer.

19

20

21

22

Q.

A.

Is the Company proposing any changes to its NHPUC No.5-Gas KeySpan

Energy Delivery New England General Terms and Conditions?

Yes, the Company is proposing changes to its General Terms and Conditions. The

Company is proposing the following changes:
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1. Bill customers on a dry therm basis instead of a wet therm basis

resulting in changes to Section 3 (B) found on page 8.

2. Simplify the Service and Main Extension policy found m

Section 7, pages 10 through 13.

You previously discussed the change from wet therm billing to dry therm

billing, but please explain the change that the Company is proposing in its

service and maiD!extension policy.

The Company is proposing to significantly simplify the existing policy. The

Company's current tariff provides, that all customers are entitled to up to an 80-

foot service extension at no charge where no main extension is required and

where no abnormal costs are involved. In the event of abnormal costs, or a main

extension, a case by case determination on each job is required to determine

whether and what amount of capital contribution can and will be required

pursuant to the so-called 25 percent test. (i.e., the estimated annual margin must

be equal to or greater than 25 percent of the estimated construction costs for the

main and service extension.) Moreover, the current policy requires that each job

fat which a contribution is required be revisited 12 months after completion of the

work to determine if the actual costs and actual margins result in a calculation of a

different required contribution amount. Finally; any time a contribution is

required, the Company must revisit the contribution calculation each time a new

customer is added to the particular main that was extended to determine if the

original customer is entitled to a partial refund.

In many cases, the particular circumstances of a job may not justify the free
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installation of the initial 80~feet of service line. The Company is proposing a

siIT1plified policy that would allow the Company to charge for service line

installations reg<1idless:of whether a main extension is required, The Company is

also proposing to eliminate the 25 percent test and the right of the customer to a

future adjustment to the initially agreed upon contribution amount. Instead, each

job would be evaluated using an internal rate of return model to determine the

level of contribution required to enSure that the investment is not being subsidized

by other customers and that it is comparable to other investment opportunities

available to the Company.

Is the Company proposing any changes to its Local Distribution Adjustment

Clause, set forth in Section 18 of its tariff?

Yes, the Company is: proposing to include a pension and OPEB (post retirement

benefits other than pensions) reconciling mechanism m its Local Distribution

Adjustment Clause ("LDAC"). As explained in Mr. OiSbaughnessy's testimony, the

Company is proposing to reconcile on an annual basis its pensions and OPEB and to

include any under or over recovery in its LDAC.

Is the Company proposing any changes to its 280 day sales service and

interruptible sales service?

Yes., The Company is proposing to eliminate these services. There is currently one

customer receiving interruptible sales service and no customers receiving 280 Day

Sales Service. All customers eligible for this service are able to purchase their

commodity service from competitive gas marketers, while obtaining delivery service
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from the Company. There is no benefit to the Company or its customers to have the

Company continue to provide these classes of sales service.

Is the Company proposing any changes to its Supply and Capacity Shortage

Allocation Policy,. set forth in:Section 19 of its tariff?

Yes, the Company is proposing to update the Penalty section found. on page 51.

The Company is proposing to revIse the penalty that customers pay for all

unauthorized volumes of gas taken by a customer from $1.50 per therm to five

times the daily index, as defined on page 94 of the tariff. Through the years, the

daily index has at times exceeded the $1.50 per thenn rate, which would mean

that it is actually more advantageous for the customer to pay the penalty instead

of purchasing gas.

Is the Company proposing any changes to its tariff relating to 280 Day

Transportation Service and Interruptible Transportation service?

The Company IS proposing to eliminate the service agreements for 280 Day and

Interruptible Transportation Service (also known as Delivery Service) that are

currently set forth as Attachments B and C to the Company's tariff. These

agreements largely duplicate the substantive provisions in the tariff that set forth the

terms and conditions under which these two classes of service are provided.

Having separate agreements that repeat and restate these provisions creates, the risk

for contradictions between the delivery terms and conditions set forth in the body of

the tariff and the language in the agreements. In addition,. the forms that are

included at the end of the service agreements are now outdated in many ways. The

service agreements serve no meaningful purpose, and therefore the Company
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would like to eliminate their use and rely on the tariff provisions governing these

twn classes of service.

Does the Company propose to make other changes to its tariff?

Beginning later this year; the Company plans to adopt the National Grid name in

place of the KeySpan name. As a result, all references to KeySpan Energy

Delivery in the tariff will be replaced by National Grid NH. \Vben the Company

files its compliance filing at the conclusion of this proceeding, it would plan to

submit an entirely new tariff, which will be Tariff No, 6, to reflect this change as

well as any other changes approved by the Commission in thiS"case.

Does tlus conclude your testimony?

Yes it does.
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Introduction

Please state your name and business address.

My name is Gary Bennett. My business address is 52 Second Ave, Waltham, MA

By whom are you employed and in what capacity?

I am the Director Customer Meter Services, New England North, for

National Grid USA, with responsibility for Gas and Electric metering

services in Northern New England. Metering services includes the field

operations of emergency responsej metering work and field collections. My

responsibilities include the territory served by EnergyNorth Natural Gas, Inc.

d/b/a National Grid NH (the "Company" or "National Grid NH").

Please briefly describe your educational background and your professional

experience.

I graduated from Massachusetts Maritime Academy in 1982 with a B.S. in

Engineering. In 1988, I received an M.B.A. from Rensselaer Polytechnic

Institute. I began my career with General DynamIcs Electric Boat division as a

Nuclear Test Engineer, after which I joined LTXX Corporation in 1998 as a

Manufacturing Engineer. In 1991, I joined Boston Gas Company as Customer

Service Coordinator, then became Service Dispatch Supervisor, followed by

Distribution Field Coordinator. In 1997, I was one of seven core team members

involved in the startup of ServicEdge (now KeySpan Horne Energy Services

(KHES), an unregulated subsidiary of KeySpan Corporation that provides HVAC

services). At KHES, I was named Director of Human Resources and Support

-2-
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19
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22

Services, including the Customer Call Center and Billing departments. Following

the KeySpan acquisition of Eastern Enterprises~ in 2001 1 returned to the

regulated side of the business with KeySpan: Corporate ServIces. I held the

position of Director of Customer Relations, New England, with responsibility for

AccDunts Processing and the Customer Call Center. In October 2007, I was

named to my current position

Are you a member of any professional organizations?

I am a member of the Northeast Gas Association.

Have you previously testified before this Commission or any other regulatory

agency?

No~ I have not.

What is the purpose of your testimony?

I will provide an overview of the changes that National Grid NH is proposing to

make to its collections process and the costs and anticipated benefits of

implementing those changes.

Why is the Company presenting those changes in this proceeding?

In Docket DG 07-050, the Commission staff ("Staff") expressed concern

regardIng whether the Company's collections efforts were sufficiently rigorous.

fn particular, the Staff pointed to the bad debt ratio for Northern Utilities in New

Hampshire and noted that it was substantially lower than that of the Company.

The Company believed then, as it does now, that there ate many appropriate

reasons that its uncollectible expense, and therefore its bad debt ratio, has

3
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29 A.

historically been and remains higher than that of Northern. However, as the

Company made clear when it reached agreement with Staff aI1d the Office of

Consumer Advocate ("DCA") on most of the issues in that proceeding. the

Company would prefer to work constructively with Staff and the DCA on these

issues, to the mutual benefit of customers and the Company. As a result, the

Company agreed to submit to Staff a proposal for changes to its collections

process, and the Staff and OCA agreed that the prudently incurred incremental

costs of that process would be included in this rate case on an annualized basis.

Specifically, the settlement provided:

The Company will file atwritten plan setting forth
its proposed coHections process on a going-
forward basis for review by Staff. The plan will
be filed no later than with the Company's
upcoming base rate case filing. The prudently
incurred costs of the collections process described
in the plan (including, on an annualized basis, any
costs that are incremental to those in the
Company's test year) shall be recoverable through
rates set in the base rate case ....

Has the settlement in DG 07-050 been approved by the Commission'?

Not as of the date of the filing of this testimony. The resolution of that docket has

been delayed by an issue that is unrelated to the collections process. Because the

Company feels it is important to demonstrate its committtient to the terms of the

settlement, it is proceeding in accordance with the terms of that agreement,

notwithstanding the fact that the case is still pending before the Commission.

Has the Company developed a proposal for modifications to its collections

process, as contemplated by the settlement agreement in DG 07-050?

Yes. That proposal is included with my testimony as Attachment GB-l.

- 4-
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Please provide an overview of the Company's plan for modifying its

collections process.

The carnerstone of the proposal is a plan to substantially increase the ntn1lber of

field visits to' customers. Ideally, every account that has arrears of sixty days- or

mare will receive a field visit under the proposal. If the initial visit does nat

resalve the accaUnt issue, an additional visit wourd then be performed.

What impact will such a procedure have on the number of field visits?

During the past twelve manths, the peak number of customers whase accounts

were in arrears for sixty days ar more was 7,250. During the same periad, the

Campany made 6;600 visits to' custamers with arrears, 29% af which were

effective, meaning that they resulted in a payment ar a callectian lock. In order to

make an initial visit to' every accaunt in sixty days arrears status plus one

additional visit for thase accounts where the initial visit is not effective, 12,398

visits (i.e., almast dauble the current level) wauld be required.

What costs are associated with performing the additional field visits?

The incremental cast of performing the additiana] field visits wauld be $644,078,

which reflects the cast af adding twO' callectians technicians whO' can handle

twenty-three jabs per day during the callections seasan (April I5 through

Navember 15) plus one technidan to' work the subsequent 1,398 reconnects at a

rate of six jobs per day (which aSSUmesthat 95% af customers whO'are turned off

will eventually be turned back an). There are also substantial additional costs

related to' the Campany's call center and a number aflesser costs, all of which are

detailed in Attachment GB-l.

- 5 -
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Will the Company's plan reduce the level of uncollectible expense it has

experienced?

Over the long run, the Company is confident that the more intensive collections

efforts will have a beneficial impact. However, initially the additional collections

activity is likely to increase the level of uncollectible accounts. It is impossible to

predict exactly how much the uncollectible account expense will increase at first

or how long that increase is likely to last. In addition, the· level of uncollectible

accoUnts is influenced significantly by the leve] of gas costs; something that is

outside the Company's control.

Has the increased cost of the Company's collections process proposal been

included in the costs that the Company is proposing to include in rates in this

case?

Yes. However, the amount that was included was only $442,458, which was

based on a preliminary estimate that was available at the time that the· Company

was preparing the financial schedules for this case. The actual amount will need

to be included once the collections plan has been finalized through discussions

with Staff and!the OCA.

Are you saying that the Company's plan is still not final?

The Company is prepared to proceed with implementation of the plan. However,

it has committed to meet with Staff to discuss its proposal, and it plans to do that

as SOOIl as possible. Once Staff has had an opportunity to oomment on the plan,

the Company will be able to provide the final costs associated with its

implementation. The Company's goal is to achieve the most cost-effective

- 6 -
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collections· process 10 light of applicable regulatory constraints and policy

considerations.

Does that conclude your testimony?

Yes,
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Attachment 08-1
National Grid NH
Docket DO 08-009
Page I of5

National Grid Nfl
2008 Collections Plan
F'ebruary 25,2008

I. Background

On April 10,2007 the Commission opened Docket DO 07-050 to review a number of

issues, one of which was whether the Company's bad debt allowance was reasonable.

During the course of the proceeding, the Company responded to numerous data

requests regarding the Company's collection practices and their effectiveness in

controlling the Company's uncollectible accounts expense, and therefore its bad debt

ratio. Subsequently, on November 11, 2007, the Company the pue Staff and the

Office of Consumer Advocate entered into a partial settlement, which included the

following provision related to the Company's bad debt allowance: I

The Company will file a written plan setting forth its
proposed collections process on a going-forward basis for
review by Staff. The plan will be tiled no later than with
the Company's upcoming base rate case filing. The
prudently incurred costs of the collections process
described in the plan (including~ on an annualized basis,
any costs that are incremental to those in the Company's
test year) shaH be recoverable through rates set in the
base rate case.

As discussed below, the Compafiyhas reviewed its collection processes

and determined that an increase in field collection activity would have a

positive impact on the percentage of write offs incurred by the

Company.

r The Commission has not yet ruled on the partial settlement or the contested matters under review ill the
docket.

8



Attachment OB-1
National Grid NH
Docket DG 08~009
Page 2 of5

II. Timeline of Collection Activity

As an initial matter, the Company reviewed its time line of collection

activities for accounts that are not protected from terminatioIl! by

PUC rules. The table below represents the current timeline of

collections activities performed by National Grid NH.

Customer In Good Standim( Customer Not In Good Standing:

Day I Create Bill Day 1 Create Bill
Day J] Late Charge Applied Day 31 Late Charge Applied

Reminder Notice Reminder Notice
Outbound Calls Outbound Calls

Day 6] Late Charge Applied Day 61 Late Charge Applied
Reminder Shutoff Notice (Summer)
Outbound Calls ReminclerNotice (Winter)

Outbound Calls
Day 91 Late Charge Applied Day 68 Disconnect Notice

Shutoff Notice Mailed Separately
(Summet)Reminder Outbound Calls
Not.ice (Winter)
Outbound Calls

Day 98 Disconnection Notice Day 81 Create Field job to
Mailed Separately disconnect
Outbound Calls selVice

Day 112 Create Field job to
Disconnect service--

The Company refrains from disconnecting residential heating accounts in the winter

period due to concernS for the health and safety of its customers and to avoid the

possibility of freeze up damages to unheated homes.

i A customer ifi good standing is a customer who has a'proven track record of paying KeySpan over a
period oftime. Based on that, the Company allows the cLiStomer, as a "low risk" customer, an additional
30 days before disconnect action

2
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Attachment OB-l
National Grid NH
Docket DO 08-009
Page 3 of 5

III. Field Activity

During 2001. the Company performed 6,600 field visits. 1, 902 (29%) of these visits

were considered effective, as they resulted in either a payment or collection lock. The

remaining 4,698 (71%) visits were recorded as can not get in ("COI"). A review of the

year end data shows that there were a total of7,250 customers with collectible arrears

greater than 60 days past due and eligible for a field visit. The table below indicates how

these accounts are broken out between residential and non-residential.

Peak Customers>60 Days
Annual Field Visits
Effectiv'eness Rate
Effective Visits

Accounts without Effective Visit
Accounts Not Visited
Total Incremental Required Visits

Residential
6,800
5,700
28%

1,596

4,104
1.,100
5,204

Non-Residential
450
900
34%'
306

594
o

594

Total
7,250
6,600
29%
1,902

4,698
1,10.9_
5,798

For the Company to schedule and perfortrt field visits to the eligible customers who did

not receive an initial field collection visit following a disconnect notice as well as to

petfonn an additional follow up field visit to CGr accounts, the Company would need to

add resources for an additional 5,798 field visits. The field cost to conduct 5,798

incremental field visits with the subsequent reconnect is $539,053. The cost is based on

two collections technicians working 23 jobs/day during the collections season (April 15

through November 15) plus one technician to work the subsequent 1,398 reconnects at

six jobs per day (this assumes' 95% of customers turned off will eventually be turned back

on)

3
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Attachment GB-I
National Grid NH
Docket DG 08~009
Page 4 of5

The total incremental cost of adding these resources plus the contact center costs would

be $644,078 as shown below:

Field Costs for Visits and Reconnects
Yotallncremental Jobs
[ncremental Field Colrectlon Employee Labor

Incremental Field Collection Employee Labor Burdens
NOh-Labor Costs
Total Incrementar Field Collection Costs
Total Turn Ons
Incremental "Reconnect" Field Employee Labor

fncremental "'Reconnecel Field Employee Labor Burden
Non-L.abor Costs
Total Incremental Field "Reconnect" Costs
Total Field Collections Cost

Contact Center Costs for Accounts Terminated
Call Center Costs
Number of Locks
Calls per' Lock
Totar Cafls
Gost per Call
Sub - Total Call Cehter Cost

Contact Center Costs for Accounts Noticed but not Terminated
Incremental Visits
Required Increase in Term Notices
Resolution Rate for Term Notices
Incremental Accounts Resolved
Calls Per Account Resolved
Incremental Calfs to Resolve Accounts
cosl per Ca.1I
Sub - Total Call Certter Cost
Total Call Center Cost

Cost of Sending Incremental Notices
Incremental Notices
Cost per Notice
Total Noticing Cast (Facilities)

Grand Total Cost

5,798
$112,764
$230,873
$37,499
$381;136
1,398
$59,504
$60,914
$37,499
$157,917
$539.053

1,472
3.0

4,416
$7.70

$34;000

5,798
11,596

50%
5,798
1.5

8,697
$7.70

$66,967
$100.966

11,596
$0.35
$4,059

$644,078

This significant increase in field collections is expected to yield net savings in

uncollectible account expense over the long run. However, uncoliectible accounts ate

4
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Attachment GB-l
National Grid NH
Docket DG 08-009
Page 5 of5

expected to increase in the short run as more accounts are visited and some are locked off

and do not restore service. The long run benefits are not subject to precise calculation

until sufficient data regarding the effectiveness rates of these incremental field visits can

be gathered and analyzed. Accordingly,. the Company is prepared to implement this plan,

subject to further discussion with Commission Staff and the DCA as contemplated by the

settlement agreement in Docket DG 07~050 and to-meet with Staff and the OCA

periodically to monitor the plan's progress.

5

12



0 STATE OF NEW HAMPSHIRE

BEFORE THE
PUBLIC UTILITIES COMMISSION

pc~4~ ODd

EnergyNorth Natural Gas, Inc.
dlb/a National Grid NH

Docket DG 08-009

Direct Testimony
of

Gary L. Goble
Regarding Lead-Lag Study

February 25, 2008

Prepared by:

Management Applications Consulting, Inc.
1103 Rocky Drive, Suite 201

Reading, PA 19609
Phone: (610) 670-9199 Fax: (610) 670-9190

















































STATE OF NEW HAMPSHIRE ~z.z:ZEZEEZEE~.~.

:i~ ~r)~JI F

BEFORETHE ••

PUBLIC UTILITIES COMMISSION

EnergyNorth Natural Gas, Inc.
d/b/a National Grid NH

DOCKET DG 08-009

Management Applications Consulting, Inc.
1103 Rocky Drive, Suite 201

Reading, PA 19609
Phone: (610) 670-9199 Fax: (610) 670-9190

Direct Testimony
of

Gary L. Goble
Regarding Rate Design

Prepared by:

February 25, 2008



TABLE OF CONTENTS

1. INTRODUCTION · 3

II. ACCOUNTING COST OF SERVICE STUDY -5

Accounting Cost of Service Study - Summary of Costs by Function 6

Indirect Gas Costs 8

III. MARGINAL COST STUDy 10

Overview of MarginaL Cost Study 10

IV. RATE DESIGN 13

Rate Design Information 13

Class Revenue Targets .......•....................................................................... 13

Individual Rate Designs 15

Combining Classes ' 18

List of Atta~hments

GLG-RD-l Design Day Demands

GLG-RD-2 Accounting Cost of Service Study
GLG-RD-2-1 Accounting Cost of Service Study ~ Summary of Costs
GLG-RD-Z-2 Development of Indirect Gas Supply Costs
GLG-RD-2-3 Details of Indirect Gas Sllpp1y Costs

GLG-RD-3 Marginal Cost Study

GLG-RD-4 Rate Design
GLG-RD-4-1 Recovery of Indirect Gas Supply Costs
GLG-RD-4.-2 Development of Class Revenue Targets
GLG.-RDA-3 Design of Rates
GLG-RD-4-4 Revenue Proof
GLG-RD-4-5 Typical Bill Impact Analyses

GLG-RD-5 Detailed Dis'cussion of Methodologies

- 2 - 2



1 I.

2 Q.
3 A.

4

5

6

7 Q.
8

9 A.

10 Q.
11 A.

12

13

14

15

16

17

18

19

20

21

22

23

INTRODUCTION

Please state your name, position and business address.

My name is Gary L Goble. I am a managing consultant with the firm of

Management Applications Consulting, Inc.- ("MAC"). MAC's headquarters is

located at 1103 Rocky Drive, Suite 201, Reading, Pennsylvania 19609 while my

business office is,at 2218 Equestrian Trail, Austin, Texas 78727.

Are you the same Gary L. Goble wh{}presented directtestimony on the subject

of cash Working capital and lead-lag studies?

Yes, I am.

Please summarize your testimony.

In this testimony, I will discuss the accounting and marginal cost of service studies

that were performed by MAC that are used as the basis for the rates proposed in the

filing by EnergyNorth Natural Gas, Inc. d/b/a National Grid NH C'Company" or

"National Grid NH") in this proceeding. The accounting cost study functionalizes the

Companis revenue requirement into delivery, production; direct gas costs, and

indirect gas cost functions. The marginal cost study provides the basis for

determining the level oftevertues to be recovered from each class of service as well

as component costs that are used to design rates. I sponsor and support the

development of indirect gas costs that are included along with direct, or conventional,

gas costs for recovery in the Cost of Gas clause ("COG"). These indirect gas costs,

consisting of bad debt expense, local production costs, gas: working capital and

miscellaneous gas supply rdated costs., are recovered by means of the COG and

therefore are not included for purposes of determining the Company's proposed base
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rates. I am also responsible for the development of class revenue requirements using

the results of the marginal cost study, The marginal cost study identifies the changes

in costs associated with changes in the number of customers, revel of sales, and

capacity requirements placed on National Grid NH; s gas delivery system, Finally, I

am responsible for determining the levels of revenue to be recovered. from each rate

class and the design of delivery rates for each customer class.

In addition to my testimony sponsoring National Grid NH;s cost functionalization

study, margina] cost study, and rate design, I also sponsor the Company's level of

cash working capital using the results of a lead lag study prepared for National Grid

NH's operations by MAC. My testimony relating to cash working capital is

submitted as a separate document in this filing.

Please outline the organizatIon of your testimony and schedules.

My testimony COnsists of four sections beyond this one. Each one discusses the

various cost and rate studies and analyses conducted as a part of this filing and is

supported by attachments displaying a summary of the study results as well as key

data employed in the calculations. These attachments are numbered GLG-RD-l

though GLG-RD-5.

Attachment GLG-RD-2 is described in the second section of my testimony. This

schedule contains the fully allocated accounting cost of service study detailing the

costs to serve the functional activities of the utility such as gas supply, delivery,

direct gas costs, and indirect gas cost functions. I summarize the methods employed

to create the cost study, the fundamental cost data included and the interpretation of

the cost study's results. The indirect cost analysis provided in Attachment GLG~RD~

-4-
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2~2 is employed to determine the level of indirect gas costs to include in the cost of

gas adjus~ent clause.

The third section of my testimony summarizes the calculations incorpomted into the

Company's marginal cost of service study and presents its results as Attachment

GLG-RD-3. The marginal cost to serve each class' provides the basic measure of

each class' prbportionate share of the total costs to serve. Furthermore, the marginal

cost study provides a guide to the development of the facilities charges included in

the proposed rates.

The fourth section of my testimony relates to rate design. In this section, I employ

the marginal cost study's results, after making an equi-proportional adjustment to

class marginal costs to reconcile with National Grid NH's delivery service revenue

requirements. The detailed rate design calculations are provided In Att~chment

GLG-RD-4 of my direct testimony.

Finally, in Attachment GLG~RD-5 I present a detailed explanation some of the more

technical aspects of the accounting and marginal cost studies.

ACCOUNTING COST OF SERVICE STUDY

Would you briefly define an accounting cost of service study?

An accounting cost of service study may also be referred to as an '·allocated'~ cost of

service study, a "class" cost of service study or an "embedded" cost of service study.

Regardless of the name, these studies aUprovide the same information ~ they divide,

allocate or assign allowed revenue requirements as defined under conventional rate of

return accounting to either cost functions or to individual customer classes. The costs

- 5 -
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to serve the customers of any utility company generally consist of operating expenses

and return. For a historical test period, these costs have been recorded on the books

and records of the utility and the overall cost to serve the collective customers of that

company maybe readily established. On the other hand, the costs to serve individual

functions or classes of service are not directIyrecorded and, thus; must be derived by

means of cost allocations. The purpose of an allocated cost of service study is to

assign or allocate each relevant component of cost on an appropriate hasis in order to

determine the proper total cost to serve the respective functions or classes. The

accounting cost of service study presented here; however, is not used to allocate costs

to individual rate classes. That purpose is served by the marginal cost study

described below. The accounting cost study presented here creates a cost matrix that

enables the Commission to determine the detailed costs ofthe delivery function, the

production/supply function, direct gas cOsts, and indirect gas costs.

Acc:ountin~ Cost of Service Study - Summarv of Costs bv Function

How does the Company's accounting cost of service study relate to the

development of the unbundled cost to serve the gas supply, transportation, and

distribution functions?

The Company's functional cost of service is presented in Attachment GLG-RD-2-1.

The accounting cost study's vertical column shows the details of the rate base and

expense items that determine total cost to serve. The horizontal dimension refers to

functional categories, showing how each cost is allocated to each function. For

example" metering investment was determined to be related to the delivery service

-6-
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function alone, and not to the gas supply function. As a result, the meter allocator

was defined as 100% distribution customer-related, \Vhile many of the allocators.

used in the cost study were assigned directly to one function or another, other

allocators were developed internally in the cost study, and result in allocations to

more than one functional cost category. For example, SOmecost items were allocated

Onthe computed value of rate base. Net plant and rate base consists of investments

in liquid propane ("LP") and liquefied natural gas ("LNG") facilities, which are

primarity gas supply related, and other investments that are primarily delivery service

related, such as mains, services and meters. As a result, items allocated based on

plant or rate base,- such as deferred taxes or property taxes, reflect both a gas supply

and delivery service component to their cost to serve.

Have you prepared any unbundled costs within the allocated cost of service

study as:part of your efforts to analyze the Company's overall costs?

Yes, Following standard cost allocation procedures, Attachment GLG-RD-2-1

details unbundled cost of service results for two functions, delivery costs and

production costs. Production costs are further segregated between direct gas costs

and indirect gas costs. In addition, Attachment GLG-RD-2-1 provides the detailed

allocations on an account by account basis, using the same methods employed in the

Company's unbundling proceeding, Docket No. DG 00-063; and Cost of Gas Filing,

Docket No, DG 06-121.

How do you determine the gas supply and delivery service-related costs from

the unbundled cost of service study results you have presented?

- 7 -
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The delivery service costs oonsist solely of the distribution capacity costs and the

distribution customer costs. The remaining costs are gas supply related production

capacity Of commodity costs. The delivery service functional costs specifically

exclude direct and indirect gas costs.

1ndirect Gas Costs

What are indirect gas costs?

Indirect gas costs are those cOsts associated with supplying the gas commodity that

are not included in the category of "dired' gas costs. Indirect gas costs consist

primarily of the revenue requirements associated with the inveshnent and operating

expense for local manufactured gas facilities such as LP-air and liquefied natural gas

facilities, bad debt expense related to the supply function, working capital related to

the supply function, and other miscellaneous operations and maintenance expenses

including gas acquisition (i.e.; the contracting function), dispatching and

administrative and general expenses relating to the supply function but not included

in "direct" gas costs.

How are these functiofialized costs used in the rate design process?

The primary purpose of the functional cost study is to segregate reVenue

requirements between gas supply and delivery service revenue requirements and to

simultaneously identify direct and indirect gas costs:. These results are shown by

function on Attachment GLO-RD-2-1. The details of indirect gas costs necessary to

update the COG are summarized on Attachment GLG-RD-2-3.

How are indirect gas costs Fecovered?

-8~
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Indirect gas costs are currently recovered through the Company"s COG.

Please describe in more detail the costs that are included in the indirect gas cost

function.

I have prepared Attachment GLG-RD-2-2 to segregate indirect gas costs into four

categories:

L LP and LNG Costs

2. Miscellaneous Productioll Costs

3. Bad Debt Costs and

4, Working Capital.

A major portion ofLP-air and LNG-related costs are incurred to provide gas supplies

on extremely cold days and are assigned to the gas supply function in the cost studies

we performed. The remainder of the LP-ait and LNG-related costs are incurred to

provide support to the distribution system and are assigned to the distribution

function in the cost studies.

I have also classified the portion of working capital associated with gas supply costs

as gas supply-related and removed it from the delivery service revenue requirements.

Similarly, operations and maintenance expenses associated with the gas acquisition

and dispatching costs, services that are provided within the Gas Supply department,

were unbundled and! segregated between gas supply and delivery service.

Consequently, the Company's functional cost study implicitly removes the gas supply

related Costs from the delivery service revenue requirement.

In an unbundled cost of service study, the uncollectible accounts expense IS

segregated between delivery service and gas supplyfunctions Onthe basis of revenue

- 9 -
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requirements. In other words~ if gas supply costs make up 50% of the cost to serve,

then 50% of the bad debts are also considered gas suppIy~related. From this study the

Company determines the fixed gas cost related bad debt percentage by dividing the

gas supply related bad debt by the total gas costs. This percentage is then applied to

the actual experienced gas costs to determine total gas cost related bad debt to be

recovered through the Company's COG mechanism.

Finally, the' proposed functionalized study assigns a portion of overhead costs,

including general plant costs and administrative and general expenses, to the gas

supply function through the selection of internally developed allocators-o For

example, the labor allocator' includes the labor associated with peaking plant

operations and maintenance expenses. Consequently, revenue requirements such as

those stemming from general plant~ that are allocated on the basis of labor will

include an assignment of costs to the gas supply function.

MARGINAL COST STUDY

Overview of Marginal Cost Study

Please summarize the objectives of a marginal cost study.

The marginal cost study is provided in Attaclunent GLG-RD-3. A marginal cost

study provides an estimate of the additional cost of providing an additional unit of

service. These estimates are utilized as guideposts in setting rates to the extent

allowed by considerations of rate continuity, intra-class equity, and customer impact

The use of marginal costs in ratemaking tends to result in a level and pattern of

prices that promotes economically rational consumption decisions, and thereby

- 10-
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promotes an efficient allocation of society's resources. Sending customers accurate

price signals regarding the costs that will result from their consumption decisions

furthers efficiency. Customers, in turn, will be able to make informed decisions on

their use of utility service.

How is a marginal cost study used in the rate design process?

Following the precedent established by the New Hampshhe Public Utilities

Commission in DG 00-063 j the marginal cost study is used to establish revenue

levels and prices for each rate class on the basis of marginal costs, adjusted using the

Equi-Proportional Method ("EPM") to recover the allowed revenue requirem.ents.,

The proposed total system delivery service revenue requirements are established at

the adjusted test year levels. Delivery service marginal costs by class (which differ

from the revenue requirement) are then adjusted to ti1atch the delivery system total

revenue requirements on a pro-rata basis using the EPM. The resulting scaled

marginal costs by class and cost component become the theoretical targets for the

design of delivery Service rates.

Please summarize the different elements of a marginal cost study.

A typical marginal cost estimate contains several components. The marginal

commodity cost component is intended to reflect the short run variable cost of

varying the Company's level of gas sendout by one unit, assuming the Companyrs

production capacity is held constant. The short run marginal cost is, therefore, the

cost of gas (plus indirect costs). The marginal production capacity cost component is

intended to reflect the long-run cost, on a unitized basis, of expanding the Company's

production facilities to meet an increase in customersr requirements for gas service.

- 11 -
11



1

2

3

4

5 Q.
6 A.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21 Q.
22 A.

23

The marginal transmissitm and distribution component is intended to reflect the

unitized cost, based on historical data and recent trends, of expanding the local

distribution network to accommodate growth in the number of custOmerS and their

requirements.

Could you provide an overview of the methodology you employed?

Yes, My methods are essentially unchanged from the marginal cost study filed in

Docket No. DG 00-063. I have computed the marginal costs to serve each of

National Grid NH's rate classes based on test year costs. r employed the Company's

supply plan altematives to estimate production capacity costs. I have used regression

and engineering teclmiques to estimate the hypothetical distribution costs of serving

an increment of customer load, including the unit costs of adding distribution plant

facilities as well as the additional costs for O&M. These distrihution capacity costs

were measured in terms of dollars per design day decatherm. Attachment GLG~RD~1

summarizes the development of class estimates of design day demand. I have used

engineering estimates to identify the investment in services and meters and added

O&M expenses necessary to serve a new customer, From these factors; I have

developed the annual revenue requirements to serve each of National Grid NH' 5 rate

classes, These costs are stated in termS of customer, commodity and facilities

charges. A more extensive discussion' of the methods I employed in the marginal

cost study is described in Attachment GLG-RD-5.

What were the results of the marginal cost study'?

Attachment GLG-RD-3, page 35 of37, tabulates the long-run marginal costs to serve

each customer class. In addition, the table on this page calculates the revenues that

- 12 -
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would be generated if the Company were to introduce full marginal cost-based

pricing and if customers were to continue to consume as they have in the past.

Attachment GLG~RD'~3,page 36 of 37, provides margina.l costs on a unit cost basis.

Finally, Attachment GLG-RD-3, page 37 of 37, presents the EPM adjustment to

restate marginal costs at a level that match the delivery service revenue requirements.

RATE DESIGN

Rate Design Information

Please describe your cost summary.

Attachment GLG-RD-3, page 37 of37, combines information from the accounting

and marginal cost studies and current revenue. The schedule derives the theoretical

revenue target for each class and compares it with the proposed revenue

requirements. Each component of each class 7 rates is scaled upward or downward so

that the total revenues derived from all classes at the resulting rates will produce the

overall system revenue requirement proposed by National Grid NH. These costs are

then employed as the basis for designing rates subject to certain limitations of

customer bilI impact for the upper level of prices.

Class Revenue Target.s.

Please describe how you established class revenue targets.

My revenue target calculations are shown on Attachment GLG-RD~4. This

attachment, consisting of 5 sub~schedules was used both to establish Class revenue

- 13 -
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targets and to design rates. Bill impact considerations for customers limited the

maximum base rate increases that any rate class received to 125% of the system

average increase. In other words, since the Company seeks a delivery system

increase of 17.20% (see Attachment GLG-RD-4-3, page 2 of 5, line 38), the

maxImum amount any class' rates could be increased is 21.50% (f.e.; 125% x

17.20%). The differences between the assigned revenue requirements and the

maximum level of revenues allowed under the restriction described above were

summed and then allocated on a pro~rata revenue basis to the classes whose rate

increases were not affected by the limitation on the level of increase, If that

redistribution of revenue resulted in any class exceeding its maximum allowed

increase, the unrecovered revenue requirement for such classes were again allocated

to the remaining classes unaffected by the rate caps. This process continued until the

revenues produced from all classes summed to the proposed level of revenues. At

that point, any classes with an indicated rate decrease were adjusted to have no

change in revenues. The subsidy produced by raising these revenue targets was also

allocated to the uncapped rate classes on a pro rata basis. These calculations are

shown on Attachment GLG-RD-4-2.

Why did you select a revenue cap of 125%?

I have selected the rate caps based on several considerations. First and foremost~ r

considered bill impacts. Since this rate cap is being applied to the design of delivery

rates and since delivery rates are normally much less than hallthe customer's total

energy bill, the USeofthe 125% rate cap did not result in undue hardship to any rate

class. Second, Iexamined the relative difference between costs to serve and current

- 14 ~

14



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 Q.
20 A.

21

22

23

revenues. At the present time tile residential tate classes provide slightly over half of

the Company's delivery revenues but account for over three quarters of its cost to

serve. Assuming that the Company were to continue to experience' increases in cost

to serve at about 1.5% per year, the imposition of a 125% rate cap would mean that

the residential subsidy would continue for well over 30 years into the future. These

facts suggest that the rate cap could be much larger than 125%. Third, I examined

recent regulatory practice for gas distribution utilities in the area. The Massachusetts

Department of Public Utilities employed a 125% rate cap in designing delivery rates

for Bay State Gas Company and Fitchburg Gas. These cases suggest that the 125%

cap is not unusual and has been found to be reasonable by other regulatory

authorities. Finally, I considered the period of time between rate cases. The

Companyis last general rate case was filed in 1991, and its most recent base rate

design change occurred in 2001, so it is:possible that there may not be frequent

opporti..J.nitiesto make rate design changes going forward. Therefore, it is essential

that significant progress toward cost-based rates be made when the opportunity

arises. For these reasons, I concluded that a 125% rate cap would be reasonable.

Individual Rate Desil!11s

How did you approach the design of individual rates?

Once the revenue targets were established ror each rate class, detailed rate design was

conducted, as shown on Attachment GLG-RD-4-2. The rate design process was

guided by three general principles - moving rates toward the marginal costs to servef

providing some level of rate stability for customers by controlling bill impacts, and

15
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better aligning the rate structure with the Commission's and the Company's energy

efficiency goals by moving more of the revenue recovery from the volumetri c portion

of the rates to the customer charge.

Marginal costs to serve include two types of cost - costs that vary with the number of

customers and costs that vary with the design day demands of customers. In essence,

the utility must construct a distribution system capable of handling the anticipated

loads of customers under extreme weather conditions. These costs are incurred

regardless of the actual weather occurring. in the test period, and are also independent

of the volumes consumed by customers throughout the test year. Therefore, it is

more appropriate to recover these costs through a fixed charge, rather than a

volumetric therm charge. The very bottom of page 37 of37 of the marginal cost

study, Attachment GLG-RD-3, shows the marginal costs for each class expressed in

terms of dollars per month per customer.

How did you determine customer charges?

Using this general approach, the rate design process simply became a matter of

raising custOmer charges to the limits imposed by rate stability and bfll impact

considerations. Once the revenue targets were established for each rate class,

detailed rate design was conducted, as shown on Attachment GLG-RDA~2. The

customer charges for each class were limited to the lower of the marginal costs to

serve the class or an increase of 100%.

How did you design the therm rates for each rate class?

Having already established the revenue targets for each class, I subtracted the

revenues derived from the proposed facility charges to compute the revenues to be

~ 16 ~
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produced through the therm charges. Then r made a simple pro rata adjustment to the

existing them charges to achieve the desired revenues trom each class, Note that

the billing units used in the design of rates are stated in terms of dry therms.

Although wet therms were used to design rates in the past1 the use of dry therms is

standard in the natural gas: industry, and it is- appropriate to be adopted by the

Company.

Have you provided a summary of the rates you designed?

Yes, a table summarizing the rates is provided on page 3 of Attachment GLG-RD-4-

3.

Did you verify that the proposed rates match the delivery revenue

req uirements?

Yes, the proposed rates were multiplied by the appropriate weather nortnalized

billing determinants to provide a revenue proof as shown on Attachment GLG-RD-

4-4.

Have you analyzed the impact of the proposed rates on the customers within

each rate class?

Yes, r have prepared typical bilI impact analyses for each rate class, showing the

impact on the customer as a function of monthly use. I've prepared these

comparisons separately for the summer and winter seasons as shown OnAttachment

GLG-RD-4-5. Each rate class is represented by two pages, the odd numbered pages-

show the bill impacts for the winter season and the even pages show the summer

impacts. Themonthlytherm usage level is displayed vertically on these pages along

the left side and the bill calculations are shown in columns both for the delivery
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service rate alone and in combination with gas supply charges and additional

distribution charges stemming from the COG and LDAC, respectively. In addition to

displaying the range of potential monthly usage, I have evaluated the distribution of

monthly bills each season and shown the impact on customers located at the 25th, 50th

and 75th percentile in terniS of seasonal usage.

Combinin@:Classes

Could you comment on the effectiveness of the commercial and industrial class

rate definitions implemented when rates were unbundled in docket DG 00-063?

The availability clauses for the rates currently in place are based on customer

consumption patterns, rather than on the character of the customer~ Thus, the rate

class definitions: result in the aggregation of customers with similar cost

characteristics. This is dearly demonstrated by the unit costs to serve provided in the

marginal cost study. Eaoh rate class is wen differentiated with the lowest costs to

serve ascribed to the classes with the highest load factors. However, one can observe

one problem that deserves attention. The G-54 rate, for large customers with load

factors between 90% and 110%, has only one customer. The number of customerS

has declined substantially from when the rate was originally designed. In general, it

is inappropriate to offer a generally available rate for only one customer.

Do you have a recommendation to resolve the issue concerning the G-54 rate?'

Yes, I suggest that the G~54 and G~63 classes be merged together under an

availability clause of"load factor greater than 90%." The Gw63 class currently has an

availability clause of "load factor greater than 110%.;; Since the lone customer in the

- 18 -
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G~54 class is small compared to the loads served under'the G-63 rate; the impact of

merging the rates would result in a minimal impact on the rates to the exist.ing G~63

customers and would provide a 3% savings to the G~54 customer.

On what baSIS do you draw these conclusions?

I have included an additional column on the far right side of Attachments GLG-RD-

4-2, GLG-RD-4~3 and GLG-RD-4-4 to show the development of a combined G~54

and G~63rate, In addition, the last two pages of Attachment GLG-RD-4-5 show the

typical bill impacts for the combined customer class. A review of these attachments

reveals that combining the two rates is a very practical alternative; and supports the

conclusion that there is no,reason to continue offering separate rates.

For purposes of calculating the bill impacts resulting from the new rates

proposed by the Company as shown on Attachment GLG-RD-4-3, page 5 and

Attachment GLG-RD-4-5, what assumptions did you make regarding the gas

cost portion of customers' bills?

For comparative purposes, the Company used the direct gas cost portion of the COG

rates in effect from May 2007 through October 2007 for the off peak period and the

direct gas cost portion of the COG tates approved in November 2007 for the peak

period. These direct gas costs were assumed to be the same for both the period

covered by current rates and the period covered by the proposed rates. For the

indirect gas cost portion of the proposed COG rates, the Company used the proposed

indirect gas costs contained in Attachment GLG-RD 2-3 for the period covered by the

new rates, For the current COG rates, in order to be conservative, the Company used

the last approved indirect gas costs. For bad debt and working capita! percentages,
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these were the levels approved il1Docket DG 00-063. Even though new bad debt and

working capital rates were agreed to in Docket DO 07-050, the settlement in that case

has not yet been approved, so the older rates were employed for bill comparisol1

purposes. For the production and storage costs and miscellaneous gas costs, the

levels were last approved in Docket DG 06~121, and so those costs were used.

In your opinion, are the costs and rates employed in your analyses just and

reasonable?

Yes; the costs and the proposed rates are just and reasonable. Further, the rates ate

not unduly discriminatory. Finally, the rates represent a careful balancing of the costs

of providing gas delivery service, with customer impact concerns.

Does this conclude your testimony?

Yes, it does,
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Table -1
National Grid - New Hampshire

Marginal Cost Study

Production Investment Summary-Modified Peaker

Attachment GLG-RD-3
National Grid NH

Page 1 of37

Description
(1)

COST FOR REINFORCEMENT
1
2 Current Cost of Capacity Expansion
3
4
5
6 First Year of Capacity' Shortfall
7
8
9 Base year of study
10
11
12 Yeats Before Additions
13
14 After TaX Cost of Capital
15 Inflation Rate
16
17
18
19 Present Worth of Capacity Cost
20 (2)*I1 +(15)11\(12)/[1 +(14 )]1\(12)
21
22 Percentage Rerated to Transportaffon
23
24 Transportation Related Investment
25
26 Gas Supply Related Plant rnvestment

Company
Total

(2)

{1} $1,497.10

{2.} 2009

2006

(6)-(9) 3

{3} 8.57%
2.50%

{4} $1,259.87

{5} 12'.4%

(20)*(22) $156.47

(20)"'[1-{22)J $1.103.40

NOTES:
1 SOUl'ce: Table - 1, page 2.
2 Source: Di'rectTestimony of John Stavrakas, pagel 3, lines 10-13, NHPSC Docket DG 07-101.
3 Source: Table - 8, page 1.
4 Cost iF'! today's dollars sufficient to purchase the designated

unit in the first year of capacity shortfall allowing for
interest and price escalation.

5 Source; 1able - 1, page 3.
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I Line
No.

Table - 1
National Grid - New Hampshire

Marginal Cost Study

Development of Marginal Ptoducticm Plant Investment

Description

(1 )

Attachment GLG-RD-3
National Grid NH

page:2 of37

Costs

(2)

CONSTRUCTION OF PROPANE PROJECT ALTERNATIVE FACILITY1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
3D
31
32
33

AdditiOri of a N€!w Facility:
Storage Tanks
Refrigeration Systems
Delivery Systems
Air Deliver Systems
Air Metering & Regulating (M&R) Station
Pipeline Connection to Project
Pipeline COr'ir'iectiOfj from Pr·ojeet
Land Costs
Indirect Costs
Total Direct Costs
KeySpan Overhead
Total Capital Costs
O&M Costs

Total Project Costs
Price escalation {2} 2,5%

Cost of Facility

Total Project Capacity

Unit Cost of Expansion

Estimated Reserves for Supplemental Capacity

Adj Cost of Production Capacity, $/Ut

Percent Transportation-related

Distribution related
Production related

{1}

(1) years

(17}*I1 +(18)]

{1}

(20)/(22)

{3}

(24 )*[1 +(26)]

{4}.

(28)*(30)
(28)-(32)

$8,340,000
1,970,000
4,010,000
2,560,000
1,370,000
1,000,000
2,500,000
3,520,000
5.950.000

$31,220,000
6.650.000

$37,870,000
800.000

$38,670,000
-2.4%

$37;126;829

25,200

$1,497.10

$1.497.10

12,4%

$185.94
$1;311.16

NOTES:
1 Source: ExhibitJSS~1, pages 16 & 17, DG 07~101.
2 De-escalation required to restate estimate in test year prices.
3 No allowance employed for planning purposes. Company plans for rating of the plant.
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Table -1
National Grid - New Hampshire

Marginal Cost Study

Development of Distribution-related Production Plant Investment

Attachment GLG-RD-3
National Grid NH

Page 30f37

Line Rating; Hours per Design Day
No. Plant Name location Type mscfg Heat Rate Day Dt

(1) {2) (3) (4) (5) (6) (7)

1 Capacity of Down Stream Assets {1}
2
3 38 Bridge St Nashua LP-Air 367 1,250 24 11,000
4 Temporary Vaporizer Boscawen LNG 25 1,050 24 630
5 130 Elm St Manchester LP-Air 720 1,250 24 21,600
6 130 Elm St Manchester LNG 333 1,050 24 B,400
7 Sroken Bridge Concord LNG 190 1,050 24 4,800
a Tilton Plant nrton LP-Air 67 1,250 24 2,000
9 Tilton Plant Tilton LNG 381 1,oM 24 9,600
10 Tofal 2,083 1,161 58,030
11
12 Production Requirements in lieu of Distribution investments
13 Output Required for Pressure Support {2}
14
15
16 Tilton Plant filton LNG 286 1,050 24 7,207
17 Totar 266 7,207
18
19
20 Production Allocated 10Pressure SUpport Function (17)/PO) 12.4%
21
22 Production Allocated to Supply Function 100%-(20) 87.6%
23
24
25 Calculation for Design Day Heat Rate
26 MDQ HeaLRate
27 Pipeline and Storage Supplies 81,333 1,026
28
29 LNG 28,166 1,050
30
31 TOTAL 109,499
32
33 Heat Rate [(27)*HeaIRate+(28tHeatR-ale]/(31-) 1,032

NOTES:
1 Source: Company Distributioil Engineering personnel.
2 Source: Table· 2, page 3.
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TablE! - 2
National Grid ~ New Hampshire

Marginal Cost Study

Summary of Estimates for Distribution Capacity Cost

Attachment GLG-RD-3
National Grid NH

Page 4 of37

I UnoNo.

3

<I

5

6

Description

(1)

PROSPECTIVE ADDITioNS
REINFORCEMENT (From Stoner Analysis)

Estimate of upgrades
to existing facifities.

Estimated Additional Load, DUDesign Day
Average Cost for Upgrades
Trended Cost for Upgrades

{1}

(5)1(6)
{1}

$10,077 ,883
33,440

$301.37

Quantity

(2)

$258.70

10 NEW MAIN EXTENSIONS
11 Unit Cost for New Main Extensions {2} $1,211.60

{3}

2006

(22)-(21 )

12
13 UNIT COSTS
14 Unit Costs per Design Day Dt for ProspectivE! Additions
15

16 ALTERNATE ANALYSES
17 A - HISToRICAL INVESTMENTS
18 CAPACITY INCREMENT· 1988 to 2006
19 2006 Design Day Sendout
20 1988 Design Day Sendout
21 Increase in Design Day Sendout
22

23 PLANT INVESTMENTS
24 Investments to Increase Capacity, Current $'s
25 Total Investment 1989

(8) + (11)

116,731
83,031

$1,530.30

33,700

44,907,846

UNIT COST
Ailg Unit Cost for Historical Investments (27)/(23)

26

27

28

29
3d
31 B· TRENDED COST APPROXIMATION
32 Trended Cost Approximation (Slope of
33 Regression Line)

{4}

$j,332.58

$982.87
34

35 For purposes of fi.JJ'therstudy, assume long run marginal
36 costs will be estimated by prospective additions, line (14).

NOTES:
1 Source: fable - 2, Page 3.
2 Source: fable - 2, Page 4.
3 SOiJrce: Cost data from Table - 2, Page 2.
4 Source: Table - 2, Page 5.

$1.530.30 /Design Day Dt
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Table -2
National Grid - New Hampshire

Marginal Cost Study

DevelOJ:lmentof Capacity Related Investment ~Distribution Reinforcement

Attachment GLG-RD-3
National Grid NH

Page 6 of 37

Line Peal< Reinf CUniUlative
No. Year Vol, Of Cost Total

Constant $
(1) 12r 131 (4}

1 INVESTMENT FOR REINFORCEMENT (1}{3}
2 2008 155,160 3,934,970
3 2009 158,980 2,405,595 2,405,595
4 2010 162,580 1,227,790 3,633,385
5 2011 166,100 952,499 4,585,884
6 2012 169,320 1,786,250 6,372,134
7 2013 172,540 807,499 7,179,633
B Year 6-10 188,600 2,898,250 10,077,883
9
10
11
12
13
14 Total Reinforcement Cost 33,440 $10,077,883
15
16
17 REGRESSION RESUL rs CJ.!mJcry~e_5JCQI..J4kPeak Vol CoL 12)
18 Slope 259
19 Y Intercept (38,188,834)
20 C6efficent of Determination (RSQR) 95.38%
21 {-value 9.1
22
23 ~egre5sion Estimate (18) $258.70
24
25 IncrerMntal Average Cost (14J. col. (3) I col. (2) $301.37
26
27 UNIT COSTS FOR REINFORCEMENT
28 $'s per Design Day Dt {5} ~258.7a

NOTES:
Baseline forecast used to develop marginal
distribution investment taken from engineer's estimates.

2 The design day heat rate is based ori expected volumes to flow to firm customers
on a design day.

3 Results of Stoner model which identifies pressure problems on design hours.
Areas with identified pressure deficiendes are reinforced, based on engineer's
assessment of needed improvements. All such cost estimates based on test year costs.

4 Based on weighted average of sourCesanticipated to be dispatched on a design day and
theft heat contenls. Source~ Table 1. Page 3

5 Regression r'esultsare sufficHentlyrobust to support the estimate of marginal costs.
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Attachment GLG-RO-3
National Grid NH

Table - 2 Page 7 of 37
National Grid ~New Hampshire

Margmal Cost Study

Development of Distribution Main Extension investment

Cost Design

Line Year Installed Cumulative Cost per Cost Costs In Costs Cum Day

No. Footage Foota Foot IndeX: 200S $'s Per Foot Inveslm"f Demand

III [2, lJ) (.) ISj 101 17, (0, I~)

(3~11j 131'16) 16Yl11

(1) [2) [3)

1 1988 162,102
2 1989 101,669 HJ7,669 2,102,827 $19.53 1.583 3,328,850 530.92 3,328,850 92,038

3 1990 16,265 183,934 1,724,250 $22,61 1.535 2,646,636 534.71 o,915,6B6 94,799

4 1991 54,246 238,180 1,341,529 $24 ..73 1.492 2,002,130 536.91 7,977,816 95,696

5 1992 77,355 315;035 1,489;922. $19.26 1.469 2,188,593 $2B.29 10,166',409 98,274

6 1993 62,907 378,442 1,018,848 $16.20 1.430 1,456,788 523.16' 11,623,198 101,510'

1 1994 56,777 435,219 975,268 $1718 1.405 1,370,101 $24~13 12,993,364 102,395

8 1995 5B,431 493,650 667,884 $11A~ 1.:rrl' 919,378 $15.73 13,912,742 105,007

9 1996 83,333 576,983 1,13B, lB4 $13.66 1 345 1,531,106 $18.37 15,443,650 107,684

10 1997 11l1,201 758,16"4 4,396,262' $24.26 1 315 5,782,350 $31.91 21,226,200 112,869

11 1998 66,330 B46,514 1,792,794 $20.30 1,289 2,311,726 $26.17 23,537,926 119,05Z

12 1999 183,473 1,029,987 2,410;815 $13.17 1.265 3,055,093 $16.65 26,593,019 120,233-

13 2000 153/120 1,183,107 3,440,754 $22.47 1.238 4,260,095 $27.82 30,853,114 126,617

14 2001 306,240 1.469,347 B,5B8,507 $28.05 1.209 10,.379,G;4 $33.B9 41,233,06"6 124,00Cl

15 2002 (179,520) 1,309,627 5,76"7,927 ~$32.241 11B4 6,655,040 (S38.19) 48,068,128 122,482-
16 2003 35"9,04IJ 1,668,B67 6,335,269 $17.65 1 164 7,375,224 520.M 55,463,30:i 110,027'

1/ 2004 1ff7,6g9 1,656,756' 2,604,933 $14.9:3 1.116 3,131,-704 $16,67 Sa,595,057 126,044

18 2005 80,426 1,937.182 1,761,281 $21.90 1.052 1,852,.166 $23.03 60,447,223 136,000

19 2006 61,670 1,999,052. 1;531,679 $24.76 1 000 1,531.679 $24.76 61,976,901 136,14[;

20
21
22
23 TotalS 2,161,154 49,313,972 522.62 61,97B,901 $28.66

24
25 REGRESSION RESULTS
26 Cumulallve Additions col. (B) vs Design Day cor: (9)

27 Slape $1,271.60
26 Y Intercept (5116,071,714)
29 Coefficent of Determination (RSQR) 80.32%
30 tStatistic B.1
31
32 $'s I DDMMBtu
33 TnH'ided Cost Per Design Day Dt $1,271.60
34
35 MARGINAL COST ESTIMATES
36
37 Trended Cost Per Design Day Ot (27)'(28) $1,271.60
36
39 Average Cost Per Design Day Ot
40 1966-2006 S1,326.94
41 1997-2006 S1,574.66
42 1969"1996 $774.32
43 Marginal Cost for Main Additions [4) n.m..2!!

NOTES:
1 Source: Total annual new foolage installed less foolage retired from accoUntili!f Fecords Note tfiat negative amount 10 2002 refi-ect adjustment for plior yea
2 Source: Plant accounting records.
3 Source: Handy Whitman Index Of pulJlie Ulility Construcfion Costs.
4 Regression results are suffiCiently robust to support the estimate of marginal costs
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lable -:1
National Grid - New Hampshire

Marginal Cost Study

Regression Analysis of Distribution Capacity Costs

Attachment GLG-FlD·3
National Grid NH

Page 8 of31

Line Year Total Mains Ratio Total-Capacity Growth Cumulative Desigll
No. Mains Investment Related Net Related Investment Day

Investment for Growth Distribution Distribution Sendout
(2006 $) !2006 $1 Investment Investmenf

(1) 12) 13J (4) (5) (6J (7)
P} {2} (1)1(1) (3} {4j (3)"(4)

1 1989 5.413,102 3,326,850 61% 4,709,220 2,695,990 2,895,990 92,038
2 1990 7,831,376 2,645,635 34% 7,101,667 2.400,2.10 5,296,200 94,799
3 1991 4,114,685 2,002,130 49% 3,661.915 1,781,621 7,078,021 95,896
4 1992 3,301.313 2,188,593 66% 2,949.549 1,955,392 9,033,413 98,274
5 1993 3,814.433 1,456',788 38% 3,124,097 1,193,139 10,226;552 101,510
6 1994 2,725,577 1,370.167 50% 2,361,784 1,187.285 11,413,837 102,39~
7 1995 3,276',086 919,378 28% 2,693,640 755.924 12.,169,761 105,007
a 1996 4,96/',445 1,531,108 31% 4,1-M.oa5 1,2ii.115 13,M6,Br6 1'0/',664
9 1997 7.069,459 5,782,350 82% 5.739.584 4,694.601 18,141.476 112,869
10 1998 0,635.216 2,311,726' 35% 5,323,618 1,854.762 19,996,239 119,052
11 1999 5,151,051 3.055,093' 59% 2,303,932 1,366,464, 21,362,703 120,233
12 2000 5,223.054 4.260,095 82% 4,253,212 3,469.060 24,831,763 128,617
13 2001 14,654',234, 10.379,974 71% 11,533,158 8,169.235 33,000,998 1'24,000
14 2002 i.34g,963 6,B55,040 93%1 5,i91O.B42 5.411j,9"18' 3B,411;916 122,4B3
15 2003 19.980.563 7,375,224 37% 15.890,588 5.865,533 44,277.450 116,027
16 2004 7.163,486 3,131,704 44% 4.934.822 2,157,386 46,434,835 128,044
11 1005 3,112,210- 1,852,1!l~ 60% 1.aS3.297 1.108,902 47;54:3;'737 136,000
18 2006 10,352.574' 1,531,679 15%- S,2S9.192 927,536 48.471,273 138,746
19
20
21 Correction Factor for Replacements {4} 51.9%
22
23
24
25
261
27 F{EGRESSION RESU6-TS: Investment col. (6) vs Design Day col, (7)
25 Slope" $982.81'
29 Y Intercept = ($88.590,272)
30 Coefficent ot Determination (RSCiR) 80.46%
31 t Probability 8.1
32
33- MARGINAl. COST ESTIMATES
34 Trended Cost Per DesIgn Day Dt $982.87
35-
36 Average Cost f5er Design Day Dt
37 1989-2006 $1.037.75
38 1998-.2d06 $1,445.81
39 2001·2006 $1,049.12
40
41
42 Marginal cost estimate (29)"(35} {5} ~

NOTES:
1 Source: SU'ccesslve Differences in fabie 2, tiage 2. iiM :3adjusted by Handy Whitman index
2 Source: Table 2, Page 4
3 Source; Table - 2, Pag'e 2,
4 Based on the average of the ratios (mains extension investments over mains total investment)
5 This estimate is provided for comparisorJ purposes only. Refer to pages 3 & 4 of this la'ble for the develo~ment of a more>accurate estimate

eliminating the error associated with estimating relifacements.
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Table - 4
Natlo'nal Grid - New Hampshire

Marginal Cost Study

Development of Capacity Related Production Expense

Line Year Total Cost Expense Design Average
No. capacity Index 2006 Day Cost per

Related Dollars Sendout, Design Day
Ex-penses Dt Dt

(1) (2) [31 (4) (5) 161
{1}

1 1989 1,013,183 1.4772 $1,496,662 92,038 $16.26
:2 1990 1,203,!l78 1.4223 1,711,198 94,799 Hl.06
3 1991 1,075,515 1.3742 1,477,961 95,896 15.41
4 1992 1,013,237 1.3433 1,361,093 98,274 13.85
5 1993 1,075,775 1.3130 1.412,465 101,510 13'.91
6 1994 1,227,075 1.2857 1,577,596 102,395 15.41
7 1995 1,224,047 1.2599 1,542,146 105,007 14.6'9
B 1996 1,266,733 1.2364 1,566,234 107,684 14,54
9 1997 1,335,709 1.2162 1.624,482 112,869 14.39
10 1998 1;338,075 1.2029 1.609,513 119,052. 13.52
11 1999 1,152,648 1.1857 1,366,694 120,233 11.37
12 2000 671,418 1.1604 779,127 128,617 6.06
13 2001 568,616 1j332 644,375 124,000 5.20
14 2002 461,974 1.1138 514,540 122,483 4.20
15 2003 178,126 1.0906 194,261 116,027 1.67
16 2004 226,052 1.0605 239,719 128,044 1.87
17 2005 218,661 1.0293 225,071 136,000 1.65
18 2006 380,970 1.0000 380,970 138,746 2.75
19
20
21
22 REGREsSION RESULTS Expense (4) AvgC05t (S)
23 vs Demand (5) vs Year (1)
24 Slope = -30.5186 -1.0301
25 Y Intercept = 4560823 2068
26 coefficent of Determination (RWW2) 59.77% 86.04%,
27 t Value (4.9) (9.9}
28
29 MARGINAL COST ESTIMATES
30 rrended Cost perbesign Day Dt ($30.52)
31" TIme Series Predicted Avg Cost (200S·slope)+intel'cept (SO.55)
32
33 Average Cost Per Design Day Dt
34 1989-2006 $9.65
35 1998-2006 $5.25
36 2002-2006 $2.42
37 Current Average Cost per Design Day Dt $2.75
38
39 Assumed Marginal Cost (35) {2} $2.42
40
41
42 Perc'entage Related to Transportation {3} 12.4%
43 Transportatioh, Related llivestment (39)*(42) ~
44 Gas Supply Related Investment (39)*[1-(42)] ~

NOTES:
1 Source. Booked maintenance expenses for Manufactured Gas, Accounts 1724 & 1725,
2 Post merger 2002-2006 average used for marginal cost.
3 Source: Table - 1, page 3.
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Attachment GlG~RD·3
National Grid NH

Table J5 Page 12 of 37
National Grid - New Hampshire

Marginal Cost Study

Deveropment of Capacity Related ExpensE:! - T & D

Capacity Cost Expense Design Avg Cost
Yeat Related Index 2006 Day Per Des'n

Expenses Dollars Sendout Day Of
(1) (2) (3} (4) (5) 16)

(2]

1989 $1,945,026 1.4772 $2,873,169 92,038 $31.22
1990 1,893.462 1.4223 2,692,990 94,799 28.41
1991 1,918,550 1.3742 2,636,450 95,896 27.49
1992 2,040,158 1.3433 2,740,569 98,274 27.89
1993 2,151,230 1.3130 2,824;510 10i,510 27,82
1994 2,529,506 1.2857 3,252,074 102,395 31.76
1995 2,598,141 1.2599 3,273,331 105,007 31.17
1996- 2,558,264 1.2364 3,163,130 107,684 29'.37
1997 2,645,969 1.2162 3,218,013 112,869 28.51
1998- 2,768,391 1.2029 3,329,978 119,052 27.97
1999' 2,626,392 1.1857 3,114,111 120,233 25.90
200n 2,787,674 1.1604 3,234,872 128;617 25,15
2001 2,502,B16 1.1332 2,836,275 124,000 22.87
2002 2,228,671 1.1138 2,482,262 122;483 2n.21
2003 3,448,665 1.0906 3,761,043 116,.027 32.42
:2004 3,342,85S' 1.0605 3,544,969 128,044 27.69
2005 3,654,583 1.0293 3,761,721 136,000 27.66
2006 4,078;867 1cooeo 4,078;867 138,746 29.40

MARGINAl. COST ESTIMATES
Trended Cost Per Design Oay Ot
rime Series Predicted Avg Cost == 2008 " Slope f Intercept

ASsumed Marginal Cost {3}

Average Cost Per Design Oay Ot
1989-2006
1£197-2006
2002-2006

Current Average Cost per Design Day Dt

$27.80
$26'.77
$27.49
$29'.40

$26.20

Avg Cost (6)
vs Year (1)
-0.1661

360
8.5%
-1.2:2

$19'.15

(34)

Expense (4)
vs Demand (5)

19.1510
982222
41.0%
3.34

(RSQR)

REGRESSION RESULTS

1"
2
3
4
5
6
1
8
9
10
11
12
13-
14
is
16,
1?
18
19
20
21
22
23
24 Slope;:;
25 Y Intercept :::
26 Coefficent of Determination
27 t Statistic
28
29
30
31
32
33
34
35
36
37
38
39

l.ine
No.

NOTES:
1 Source: Table ~5, Page 2.
2 Source: GNP Implicit Price Deflator.
3 Average costs per DO Dt appear to be relatively stable over time with long term.

Used post merger costs for consistency with capacity related production expense.
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Attachment GLG-RD·3
NatioMI Grid NH

Table - 6 Page 14 of37
Natidnai Grid - New Hampshire

Marginal Cost Study

Development of CtislomH-Relatecf Plant EXflens·e

Services Mains idtal Cost Expense Annual Average
and CUstomer Customer Index :1006 Customers Cost per

Meters Related Related Dollars Customer
Eii.2!~~iJiijjSeS __ ~~~~.::eE

(2) (3) (4) 151 [6} (71 (8)

[11 m·ll) (2) (41'151 (Gvm

1,435,602 0 1.435,602 14772 2,12(j,~55 5S,S(j!j $36.06
1,387,538 0 1,387,538 1.4223 1,913,436 60,216 $32.77
1,440,466 (i 1,440,488 1.3741 1,979,502 60,956 $3247
1,489,908 0 1,489,906 1.3433 2,001,412 61,725 $32.42
1,487,109 0 1,487,109 1.3130 1,952,536 62,566 $31.21
1,454,460 0 1,454,460 1.2857 1,869,935 64,044 $29.20
1,497,006 0 1,497,008 1.2599 1,886,042 85,385 $28.85
1,358,797 0 1,358,797 1.2364 1,680,065 66,464 $.25..26
1,440,005 0 1,440,005 1.2162 1,751,326 67,928 $25.78
1,477,929 0 1,4,7,929 1.2029 1,.777..131 69,588 $25".55
1,585,104 0 1,585,104 1.1857 1,819,457 71,291 $26.36·
1,433,509 0 1,433,509 11604 1,663,473 73,106 $22.15
2,513,977 0 2,513.977 1.1332 2,848,923 14,959 $M.01
1,936,522 0 1,936,522 1.1138 2,156,811 77,003 $28.01
2,026,515 0 2,026,515 1.0906 2,210,076 77,630 $28.47
2,229,653 0 2,229,653 1.0605 2,364,459 77 ..630 $30.46
2,613,757 0 2,~lj.l57 f0293 2,890,362 83,873 $32.08
2,645,962 0 2,645,962 i.OOOO 2,645,962 84,066 $31.47

MARGINAL COST ESTIMATES
Trended Cost per Ci.iSldmE!r

Average Cost Per Customer,
1989"2006
1997-2006
2002-2006

Current Average Cost per Customer
Time Serle!> Test Year Prediction

28.51

:)29.79
$29.04
$30.15
:>31.47
$2:6.19

Uriit Cost (tlj
vs Year (1)

-0.1575
344
4.0''''
-0.88

:>27.35

Expense (6)
vs Cusiomers (7]

27.3506
170331
39.1%
3.21

{3}

1989
1990
1991
1992
1993
1994
Hi9S
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

Assumed ""arginal Cost

(1)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
HI
20
21
n
23
24 REGR~SSION l'l.!O:suUS
25 Slope ='
261 Y Intercept ::
21 Coefficenl of Determination (RSQR)"
28 1VallIe
29
3D
31
3:2:
33
34
35
:if')
37
38
39
40

LIne Year
No.

NOTES:
1 Source-Table. 5, Page 2.
2 Source; GNP ImpHdt Price De1'falor.
3 Regression results lor Hme series are not sufficiently robust for marginal cost estimate. Mean,

median, and average of means are within a close range, Indicating similar estimales of
marginal costs. Employed rong term average marginal cost estimate as most fepreseiitahve-
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Attachmen( t;LG-RD-2.
Nahonal Grid N~

Table - 6 Page 15 of 37
N'a1i'onalt;rfd " New Hampshire

Marginal Cost Study

Class Weil:lhted CUstomer Plaiit Related Expense

~ CU'stbmer We[ahtinas. --
Line Customer Number Service & Refatfve System Avg
No. Groups or Meter Casl lotaf Weight Marglnaf Cost,

customers Assl'llned Cosl Per C:ust per Cust
(1) (~) (3) (4)=(3)"(~) [5)={31ravg(31 (6i

(I] [2) {3} (4)

1 ResNcnHt 4,975 $2,062 10,259,842 0.913 $29.79 $27.'19
2 RasHl 67,751 2,062 139,712,273 0.913 $29.79 $27.19
3 SmLbS 7,211 2,603 18,944,966 1.152 $29.79 $34.32
4 SmHiS 1,356 2.,603 3 , 530,339 1,152 $29.79 $34.32
5 MdloS 1,464 8,336 12,205,182. 3.689 $29,79 S109.9O
6 Mdf·lTs :lOD 8,336 2,498,481 3.689 $2'9.-79 $109.90
1 LgLoS 43 10,104 455,443 4.1'!J1 $29.19 $141.12
Ii 19LF<90 3B 10,704 410,038 4.137 $29.79 $141.'12
9 19LF<110< 'I 27,510 28,351 12.175 $29.19- $362.B8
10' LgLF:>110 16 27,510 438,944 1:l.115 S:l9.19- $3S2.68
11
12
13
14 iota I 83,221 '4,922 166,044,916 1,000 52979 $29.79
15
16 Avfj Cost per cus( 52,259.58
17 (4} Tolal! (2) Total

NOTES:
1 Source; Company billing records
:2 Source: Meters plus services Investment from ralife ·3 , palJe 1.
3 Relative weights based on System average: 1.011.
4 Source: Table 6, Page 1.
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Aiiachmeni GLG·RO·::i
Natronal Grid NH

Table "6 Page' 16 of 37'
National Grid· New Hampshire

Marginal Cost StUdy

Development of Customer Accounting & Marketing Expense

Customer Market!ng Total Cost Expeiiselri Annual Average
Accounting SeiVlces Customer Ihdex 2006 CLfstomers Cost per
Expenses E"xpeilSeS Related Dollars Customer

1186-1188 IOxpenses
(2) (3) 14) (5) 161 (71 IB)
(i) {1} (2H~i {~) (""S) (6V(fJ

2,358.716 505,676 2.864,392 1.4772 4,231,246 56,609 71.95
2,708,206 733,906 3,442,112 1.4223 4,895,570 60,216 8~.30
2,119,210 185,841 3,51)5,051 1.:l14~ 4;899,1161 60,956 80,31
2,906,732 833,935 3,740,667 1.3433 5,024,8'83 61,725 81'.41
2,943,968 1,088,668 4,032,636 1,3130 5,294,748 62,566 84.63
2,8M,33:i 1M9,291) :l,93:i,631 1.2851 o,0:i9,81)1 64,044 ,9.01
2,823,394 854,466 3,677,B6O 1.3207 4,657,390 60,385 "t29
2,730,030 965,6'99 3,695,729 i.2364 4,569,533 66,464 6a.75
2,414,940 975,279 3,390,219 1.2162 4',123,166 67,928 60.70
2,3:!'1,155 1,0'39,833 3,:311.588 12029 4,062,155 69,588 58.38
2,235,895 1,084,002 3,319,897 i.1857 3,936,399 71,291 55.22
2,088,686 954,001 3,042,687 1.1604 3,530',795 7:3,105 48.30
!i:i5;El62 462,,88 1,.318,450 1.1332 1,494,112 74,959 19.93

1,060,725 54,167 1,114,892 1.1138 1,241,751 17,00~ 1£1.13
1',966,563 374,418' 2,340,981 1.0906 2,553,025 77,63l> 32.89
1',980,273 1,191,064 3,111',337 1.0605 3,363,079 77,63l> 43.32
~,139,209 1;0'64;874 3,104,083 1.029:3 3,298,014 83;813 39.32,
2,472,634 1,658,193 4,130,827 1.0000 4,130,827 84,066 49.14

MARGINAL COST ESTIMATES
Trended Cost Per Customer
Time series predicted AVerage Cost (2008 )'slope+intereept

(1)

REGRESSION RESULTS

$22.99

Unitedst (iI)
vs Year (1)

·3.3392
612.8

68.36%
·5.88

556.13
$41.92
$41.29
549.14
£43.95

(598.45)

EXpens'e (5)
vs Customers (6)

·98.4453
10,96430

44.8%
-3.61

(3)

1989
1990
1991
1992
1993
1994
1995
1996
1991
1996
1999
2000
2001
2002
2003
2004
~00e;
2000'

Average Cost Per Customer;
1989·2006
19972006
~(ioj·2{j(i5

Current Average Cosl per Custom'er
Average Cost Pe, Customer 2004-2006:

AsSumed Marginal CciSt

l.lne Year
No.

1
2
:l
4
5
6
7
B
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26 Slope ~
2''1 Y fntercE!p\ "
2'8 Coelflcsnl of Determination (RSQR)
29 t PiobabUily
30
31
32
33
34
35
38
31
38
39
40
41
42

NOTES:
1 Solirce~ Cost data (rom AniWal Reports, ACCTS 1780,1781,1784 excllidfng Uncollectible Accounts

ExpenSE! in Account 1183.
2 Source~ GNP Implict Price Deflator.
3 Regression results for time series are insufficiently robust for marginal cost, bul conflrfTi a declining trend.

Therefore, the current average cost ove~ near lerm, post merger period will be used to estimate the Marginal Cost.
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Table - S
National Grid - New Hampshire'

Marginal Cost Study

Class Weighted Customer' Accounting 8. Marketing I:xpense

Attachment GLG-RD-3
National Grid NH

Page 17 of 37

Une Customer Number Average Average Relative CompanyAvg Marginal
No'. Groups of Costs Costs Weight Cost Costs

Customers Assigned Per Gust Per Cust per Cust Per Gust
(1) 12) (3) j4)= (5)=(4 )/avgI4) (6) (7)=

{1} {1J (3)1(2) (1H2} {3} (5t[o)

1 ResNOi'lHr 4,975 150,889 530.33 1.000 $41.29 541.29
2 ResHt 67.751 2,054,719 530.33 1.000 541.29 $41.29
3 SmLoS 1,277 220,709 $30.33 1.000 $41.29 $41.29
4 SmHiS 1,356 41 ..129 $30.33 1.000 $41.29 541.29
5 MdLoS 1,464 44,404 $30.33 1.000 $41.29 $41.2.9
Ii MdHiS 30Qi 9,090 530.33 1.000 $41.29 $41.29
7 LgLoS 4& 1,290 $30.33 1.000 $41.29 $41.29
8 LgLF'<90 38 1,162 $30.33 1,000 $41.29 $41.29
9 LgLf'<110 1 31 530.33 1.000 $41.29 $41.29
10 LgLF>110 16 484 $30.33 1.000 $41.29 $41.29
11
12
13
14 Tofal 83,121 2.S:t3.9d7 $30.33 0.735 541.29' $41.29

NOTES:
1 Customer class weighting factors were developed from 06/30/07 Accounting Cost of ServicE!

Study cased Onthe total of all lest yeafCDsts in tnes!! accounts without uncollectibles.
2 Relative weights based on System average = 1.00.
a Source: Table S. Page 3.
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Table -6
National Grid - New Hampshire

Marglnai Cost Stuey

Class Weighted Uncollectible Accounts Expense.

Attachment GLG-RD-3
National Grid NH
Page 18 of 31

Total
Adjusted Pro forma writeoff rale

Test Year Adjusted TestVear Write-off
Uncollectible Uncoil. Revenues Percentage
Accounts Exp Accts. Exp.

12) (3) (4} (5) (6)
(1) (1} {1} (6)=(4)1(5)

$61,890 $107,333 $1,982.210 5.41%
2,275,953 3,947,113 88,585.221 4.46%
111,li27 192,551 25.970,102 0.74%
23,900 41.449 5,195,053 0.80%
47,911 Ei3;090 36;290;1580 0.23%
5,643 9.786 7,068,558 0.14%

O' 0 4,072.019 0.00%
0 0 2,ii4,3'i4 0.00%
0 0 25,129 0.00%
0 0 1.129,676 0.00%

Line Customer
No. Groups

(1)

1 ResNonHt
2 ResHt
:3 SfnLoS
4 SmHiS
5 MdLoS
6 MdHiS
7 LgLoS
6 LgLF<9(j
9 LgLF<11l)
10 LgLF"11D'
11
12
13
14
15

4.361;323 $172,493,022
2.54%

2..54%

NOTES:
1 Uncoiiectibfe expense by class afiocafed to dasses based upon percerita~l"e of

dass gross writeoffs proportions.
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Table ...8
National Grid - New Hampshire

Marginal Cost Study'

Summary of Levelized Fixed Charge Rates

Attachment GLG-RD-3
National Grid NH

Page 21 of 37

Line
No. Description

(1}

Engineer's
Fixed Charge

Rate
(2}'

Economist's
Fixed Charge

Rate
(3)

1 FIXED CHARGE: RATE RESULTS
2
3 LeveliZed Cost for: {1}
4 Production Plant
5 Mains (Cap~related Dist)
6 Services Investment
7 Meters Investment
8
9
10 INCREMENTAL COST OF CAPITAL {2}
111 Debt
12 Preferred
13 Common
14 Other
15 Weighted Cost of Incremental Capital
16
17
18 After Tax Cost of New Capital {3}
19 Incremental Tax Rate {4}
20 Tax Effected Cost of Capital {5}
21 Property Tax Rate {6}
22 Gross Receipts Tax Rate {7}
23 Inflation Rate {8}
24 Property Tax Escalation Rate {8}
25 Commodity Escalation Rate {9}

14.01%
13.42%
13.28%
13.74%

9.20%
0.00%

1-1.50%
0,00%

Over
Book Life

10.95%
9.63%
9.96%
10.50%

50.00%
0.00%

50.00%
0.00%
10.35%

8.57%
38.76%
14.27%
2.11%
0.00%
2.57%
2.57%
3.00%

NOTES:
1 Source: Table = 8, pages 3, 4, 5, & 6.
2 Weighted average current cast of raising capital in 2006.
a Wtd Cost of Capital (15) less tax savings on debt interest.
4 fncremental tax rate assumed to be 35% Federal and 7% State tax which

results in a combined effectiVe rate of 40.52%.
5 Tax effected cost of capital, (15) plus tax component on return.
6 Current composite average tax rate.
7 The state's 1.01% franchise tax is excluded since It is surcharged.
8 Inflation rate estimated for the fOJiNard Idoking five year period.
9 Commodity price escalation factor asumed by MAC.
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Attachment GLG~RD·3
National Grid NH

Table - 8 Page 22 of 37
National Grid - New Hampshire

Margina! Cost Study
LEVELlZED FIXED CHARGE: ANAL V$IS Rev. 4.0.0

INPUT DATA

Capacity~
LINE Peaking Related Services ME!ters
NO. VARIABLE Plant o istri bution

1 Plant Data 30 0 0 40
:2
3 CAPITALIZED COST $1,000 $1,000 $1,000 $1,000
4 BOOK LIFE 30 59 40 30
5 SALVAGE VALUE 0% ~15% ~{O% 0%
S MACRS LIFE 20 20 20 20
7
8
9 Capital Structure
10
11 DEBT RATIO 50.00% 50.00% 50.00% 50.00%
12 PREFERRED RATIO 0.00% 0.00% 0.00% 0.00%'
13 COMMON RATIO 50.00% 50.00%. 50.00% 50.00%
14 OTHER 0.00% 0.00%. 0.00% 0.00%
15
16 Cost of Capital'
17
18 DEBT COST 9.20% 9.20% 9.20% 9.20%
19 PREFERRED COST 0.00% 0.00%. 0.00% 0.00%
20 COMMON COST 11.50% 11.50<>/0' 11.50% 11.50%
21 OTHER 0.00% 0.00%. 0.00% 0.00%
22 WTD COST OF CAPITAL 10.35% 10.35%1' 10.35% 10.35%
23 AFTE~ TM COST I CAP 8.49% 8.49%l 8.49% 8.49%
24
25 Tax Data
26
27 TAX RATE 40.52% 40.52%, 40.52% 40.52%
28 ITC RATE 0.00% 0.00%· 0.00% 0.00%
29 RE\!E:NUE TAX RATE 0.00% 0.00%, 0.00% 0.00%
30 PROPERTY TAX RATE: 2.11% 2.11%, 2.11% 2.11%
31 PROPERTY INSURANCE 0.00% O.OOIl/lI' 0.00% 0.00%
32 PROPERTY TAX BASIS 2 2 .2 2
3;j 1 = Original Cost
34 2 = Depreciated Bal
35
36 MisC. Data
37
38 INFLATION RATE 2.57% 2.57% 2.57% 2.57%,
39 PROP TAX ESC RATE 2.57% 2.57% 2.57% 2.57%
40 RETURN BASIS, 2 2. 2 2
41 1 = Begin of Year
42 2 = Avg Begin & End
43 3 = End of Year

71



Table - 8
Natiohal Grid - New Hampshire

Marginal Cost Study
LEVELIZED FIXED CHAR.GE ANALYSIS Rev. 4.0'.0

Peaker Plant

- Current Dollars -

Attachment GLG·RD·3
National Grid NH

Page 23 of 37

- Constant Dollars --
(Engineer's FeR) (Economist's F'CR)

CURRENT PERCENT OF CONSTANT PERCENT OF

LINE LEVELIZED CAPITAL I LEVELIZED CAPITAL
NO. ITEM DOLLARS INVESTMENT DOLLARS INVESTMENT

1 INTEREST ON DEBT $28.76 2.88% $22.49 2.25%
2 RETURN ON PREP $0.00 0.00% $0.00 0.00%
j RETURN ON COMMON $35.95 :j.$9% $28.11 2.81%
4
5 RETURN $64.71' 6.47% $50.60 5.06%
6
7 DEPRECIATlON $33.33 3.33% $26.07 2.61%
8
9 INCOME TAX $19.57 1.96% $15.30 1.53%
10 DEFERRED fAXES $4.92 0.49% $3.85 0.38%
11
12 INGOMETAX $24.49 2.45% $19.15 1.92%
13
14 REVENUE TAX $0.00 0.00% $0.00 0.00%
15 PROPERTY TAX $17.55 1.76% $13.73 1.37%
16 PROPERTY INSURANCE $0.00 0.00% $0.00 0.00%-'-"-
17
18 OTHER $11.55 1.76%. $13.7:3 1.37%j
19
20
21 TOTAL REVENUE REQ'D $140.08 14.01% $109.55 10.95%
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Table - 8
National Grid - New Hampshire

Marginal Cost Sfudy
LEVELIZED FIXED CHARGE ANALYSIS Rev. 4.0.0

Capacity Rerated Distribution

-- Current Dollars -

Attachment GLG-RD-3
National Grid NH

Page 24 of 37

- Constant Dollars --
(Enaineer's FeR) (Economist's FCR)

CURRENT PERCENT OF CdNSTANT PERCENTdF
LINE LEVELIZED CAPITAL I LEVELllEO CAPITAL
NO. ITEM DOLLARS INVESTMENT DoLLARS INVESTMENT

1 INTEREST ON DEBT $30.29 3.03% $21.74 2.17%
2 RETURN ON P~~F $0.00 0.00% $0.00 0.00%
3 RETURN oN COMMON $3t.8r 3.79% $27.18 2.72%
4
5 RETURN $68.16 6.82%. $48.92 4.89%
6
7 DEPRECIATION $19.44 1.94% $13.95 1.39%
B
9 INCOME TAX $16.67 1.67% $11.96 1.20%
10 DEPERJ,ED TAXES $9.13 0.91% $6.55 0.66%
11
12 INCOME fAX $-25.80 2.58%· $18.51 1.85%
13
14 REVENUE TAX $0.00 0.00% $0.00 0.00%
15 PROP~RTY iAX $20.81 2.08% $14.93 1.49%
16 PROPERTY INSURANCE $0.00 0.00% $0.00 0.00%
17
18 OTHER $20.81 2.08% $14.93 1.49%
19
20
21 TOTAL REVENUE REQjD' $134,20 13.42% $96.32 9.63%
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1able - 8
National Grid ~New Hampshire

Marginal Cost Study
LEVELIZED FIXED CHARGE ANALYSIS Rev. 4.0.0

Services Investment

- Current Dollars -

Attachment GLG-RD-3
National Grid NH

Page 25df 37

- Constant Dollars -~
(Enaineer's FCR) (Ecc:inomist's FeR)

CURRENT PERCENT OF CONSTANT PERCENT OF

LINE LEVELIZED CAPITAL I LEVELIZED CAPITAL

NO. ITEM DOLLARS INVESTMENT DOLLARS INVESTMENTL- __

1 INTEREST ON DEBT $24.45 2.45% $18.34 1.83%
2 RETURN ON PREF $0.00 0,00% $0.00 0.00%
3 RETURN ON COMMON ,$30.57 3.06% $22.92 2.29%
4
5 RETURN $55.02 5.50% $41.20 4,13%
6
7 DEPRECIATION $42.50 4.25%· $31,87 3,19%
8
9 INCOME TAX $19.66 1,97% $14.74 1.47%
10 DEFERRED TAXES $1.17 0.12% $0.88 0.09%
11
12 INCOME TAX $20.82 2.08% $15.62 1.56%
13
14 REVENUE TAX $0.00 0,00% $0.00 0.00%
15 PROPERTY TAX $14.48 1.45% $10.86 1.09%
16 PROPERTY INSURANCE $0.00 0.00% $0.00 0.00%
17
18 OTHER $14.48 1.45% $10.86 1.09%
19
20
21 TOTAL REVENUE REQ'D $132,83 13,28% $99.61 9.96%
22
23
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Table - 8
National Grid - New Hampshire

Marginal Cost Study
lEVeLlZED FIXeD CHAR.GE ANALYSIS Rev, 4..0.0

Metering Equipment

~ Current Dollars ~

Attachment GLG-RD-3
National Grid NH

Page 26 of 37

-~Constant Doflars ~-
(Enoineers FeR) (Economist's FeR)

CURRENT PERCENT OF CONSTANT PERcENT'OF

LINE LEVEUZED CAPITAL I LEVELIZED CAPITAL

NO. ITEM DOLLARS INVESTMENT DOLLARS INVESTMENT

1 INTEREST oN DEBT $29.13 2.91% $22.26 2.23%
2 RETURN ON PREF $0.00 0.00% $0.00 0.00%
3 RETURN ON COMMON $36.41 3.64% $27.82 2.Z8%_
4
5 RETURN $65.54 6.55% $50.08 5.01%
0
7 DEPRECIATION $28.57 2.86% $21.83 2.18%
8
9 INCOME TAX $18.52 1.85% $14.15 1.42%
10 DEFERRED TAXES $6.28 0.63% $4.80 0.48%
11
12 INCOME TAX $24.80 2.48% $18.95 1.90%
13
14 REVENUE TAX $0.00 0.00% $0.00 0.00%
15 PROPERTY TAX $18.45 1.84% $14.10 1.41%
16 PROPERTY INSURANCE $0.00 0.00% $0.00 0.00%_
17
18 OTHER $18.45 1.84% $14.10 :1.41%
19
20
21 TOTAL REVENUE: REQ'D $137.36 13.74% $104.97 10.50%
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Table - 8
Natlonal Grid· New Hampshire

Marginal Cosl Study

Attachment GLG-RD-3
National Grid NH

Pag'e 31 of 37

Development of WeigHfed Plant Book Lives and Salvage

Total Production Plant

'rota I Distribution Capacity-Related

Line
No. Description

DISTRIBUTION INVESTMENT (eXCluding CUstomer Equip)

-70%

0%

-15%

0%
-15%
0%

40

35

59

30
60
30

21,192,242

80,850,399

200G Average Net
Plant Service Salvage
Balance Ufe Value

(2) (3) (4)

{1} {2} {2}

43.3% 30 0%
10.2% 30 0%
34.1% 30 0%
7.1% 30 0%
5.2% 30 0%
0.0% 30 0%

100.0% 30 0%

544,322
136,231,396
2,473,039

$139,248,757

Customer Meters & Installations

Services

Structures &. Improvements
Other PoWerEquipment
L.P. Gas Equipment
Gas Mixing Equipment
Other Equipment
L.N.G. Equipment

1359

1360

(1)

HYPOTHETICAL PRODucT/oN PLANT

1
2:
3
4
5
6
7
8
9
10
11
12
t?
14 1308.6 Distribution Plant Structures
15 1356 Mains
16 1358 Pumping g Regulating Equipment
17
18
19
20
21
22
23
24
25
26
21
28
29

NOTES:
1 Planf balances taken from Annual Report of 12131/2006. Production weighting

taken from Table· 1, pages 2.
2 Service lives and salvage values basad on current depreciation study.

80



Attacnment GL.G·RL:i·:j.
National Grid ii11:J

Page 32 of 31
Table - 9

National Grid c New HampShire
Marginal Cost Study

Summary of Marginal Capacity Costs

Line
No, Description

-' PRODUCTION "'-"
SlIppll1 TFllilSIl,
Rela(ed Related

~~tRA.NS & 016r·-----·
Mains MaIns tolal

Reinforce ,,"xlenslon Dllit

Tolal
Prod &
015_t __

5157.93 5305.41

$2.42
527.49 $27.49'

545.11 $49.0g.

$1,g1 $3.:m
$18.47 S32.25
520.28 535.55

$2,89 $5.01

$200.94 $225,02

0.978 0,97a-
5.43% 5.43%

ill.U1 ~

(1) m (3) (4)

pLANnNv(:sfMENT
1 Lon~H:{ui'i LJilIl Cosis ~Sibesigri Day 01 (1) $1,10340 $155.47 $258.70 $1,271.60
:2 General Plant Loading Factor 4.71% 4.71%' 4.71% 4}HI>
3 Unit Ccsls + Loading Pactor (1 )+(1 )'12) 1,155.39 163.85 270.89 1,331.51
4
5 f'ixed Chari)'!:! Rale 10.95% 10.95% 9.63% 9,63%
6 A & G Exp Fiiant·Fielaied Loading Faelor 0.22% 0.22% 0.22% 0.22%
7 Tolal Rate (5)+(6) 11.18% H.18% 9.86% 9.86%
B
9 Ai'ifj[jalized Cost (3)'(1) $129.16 $lEi.32 $26.70 $131.23

;CI
11 OPERATING EXPENSES
12 Production capacity costs {2) $2.12 50.30
13 Dislributiori capacity cOsts (3} $0.00 $27.49
14 A&C;, !:xp Non-Plani Loading Fador 64.11% 64.11% 64.11% 64.11%
15 Tolal O&M Expense; [(12)+(13)]'[1+(14)1 $3.48 50.49 $0.00 545.11
16
11 WORKING CAPITAL
18 Materiafs & Supplies + Prepayments Rate {4} 0.11% 0.11% 0.11% 0.11%
19 M&S Cost (3)'(17) 1.30 0.18 0.31 1.50
20 Working Cash O&M Allowance {5) [(9)+(15ll'g.10% 1:2.07 1.71 2.43 16.04
21 ioial Working Caplial (19)+(20) $13.37 5190 S2.73 517.55
21
23 Working Capital Rev Req'd {6} (21 }'14.27% S1.91 50.27 $0.39 52.50
24
25 Sysiem Seasonal Capacity Related Cost {9}
26 5JDesign Day Dt (9)+~15)+(23) 50.00 $19,08 $2/.09 $fnl.B5
27
2B, Loss f'actor [7) 0.978 0.978 0.978 0.978
29< In!fation Adjuslment {B) 5.43% 5.43% 5.43% 5,43%
3D
31 Sea!:onal Capacfty Cost (26)' [1+(:iBlI/(:!91 12&ll ~ ~ ~

NOT!:S:
Sources;. Firoduction'iaken from Table - 1, Page 1 Disiribulion taken
from Table - 2, page 1.

2 Source: Table· 4, page 4.
3 source: fable" 5, page 1,
4 Source. Table - 7, page 2.
5 Working cash computed on the basis of 33.21 days net lag.
6 ReVenue iequireiilent for Working cash computed as the aiter lax cosl of capiial, Lee

debt costs plus equity costs increased by iaxes equals 14.27%.
7 Source: Table - 7 , page 2,
B Inflation adjustmenllo restate marginal costs to rale year dollars.
9 SUpply' capacity cosls set to zero since tl'iey are Hol app[(cable to delivery marginal cosis

(5)

$1,530.30

$1,602.40

(6)

52,79017

$2;921,64
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The purpose of this supplemental testimony is to provide a full and

complete explanation of the accounting and marginal cost studies and the

proposed rate design. The direct testimony and the first four attachments are

supplemented with this attachment as well as a complete set of workpapers.

Given the large- number of supporting documents and files that make up these

workpapers, it would be difficult to develop an understanding of this material

without further explanation. Attachment GLG~RD~5 is intended to provide a more

detailed explanation of the computational aspects of the rate filing than is

~ro\iided in my direct testimony. Interested parties can review either the detailed

level of this filing in this supplemental testimony or assess the summary results

provided in my direct testimony.

My supplemental testrmony addresses three topics as follows:

1. A description of the Accounting Cost of Service Study used to

segregate revenue requirements between gas supply and delivery

service functions,

2. A discussion of the methods employed in the Marginal Cost Study

to allocate delivery service revenue requirements among classes,

and
3. The computation of design day demands necessary for the

marginal cost study and the allocation of gas costs. These design

day demands are provided in Attachment GLG-RD-1.
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Cost of Service Study

The accounting cost of service model presented in Attachment GLG-2 is

essentially a cost matrix. The vertical dimension or rowS of the study consists of

the costs to serve as provided by the Company. The development of cost of

service study begins with rate base and continues with revenues, operating

expenses, taxes, income and rate of return and the com putation of a labor

allocator. The cost model includes three additional reports, a summary of costs to

server a list of the allocation factors employed in the study and a revenue

requirements presentation.

The horizontal portion or columns consists of either customer classes or

cost functions. Each page has an important column immediately preceding the

numerical data marked "ALLOC", an abbreviation for Allocator. The ALlOC

column contains an acronym to indicate the allocation factor used to allocate the

costs shown in the Total Company Column to individual customer classes. A

tabulation of these allocators Tnabsolute form, typically total dollars or volumes

and as a percent of total, has been provided at'the end of each study.

Using these allocation factors, costs shown in the Total Company column

are assigned to each function shown on the horizontal of the cost study. the
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cost of service Information provided in the vertical column can be of two forms:

either per books numbers as reported for the test year or pro forma adjustments,

to refrect the weather normalization adjustments.

Attachment GLG~RD·2 was prepared to assist in the quantification of

indirect gas costs and presents the results of my functional cost of service study.

This study is structured similar to previous cost studies filed on behalf of National

Grid NH; however, it has been simplified to include only that information relevanf

fo the development of indirect gas costs. Instead of identifying the costs to serve

each customer class, each cost component and each functional area, this study

only computes functional costs. It does so by examining each element of rate

base and operations expense and allocating or otherwise assigning it to one of

three functions - the delivery function, the direct gas cost function or the indirect

gas cost function. These functional costs are provided on Attachment GLG-RD-

2-1.

The functional cost study provided in Attachment GLG-HD~2-1 employs

the same methodologies as the cost studies filed in support of indirect gas costs

in Docket Nos. DG 00-063 and DG 07-093. The study filed as Attachment GLG-

RD-2-1 utilizes the same allocation factors and provides the same information in

its output reports as the previous studies. The only difference is that the vertical
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layout of the cost study has been updated to reflect the revenue requirements

proposed in this case.

The cost study incorporates the actual costs incurred by the Company for

the 12 months ended June 30, 2007 with known and measurable changes. I

have computed the gas working capital based on a recently completed lead lag

study indicating that the lag for direct gas costs is 12.04 days.

The cost of service studYI Attachment GLG-RD-2-1, consists of 24 pages.

Pages 1, 2 and 3 provide summary information. Pages 4 through 14 identify

each element of tate base and operations expense included in the utility's costs

to serve:, Pages 15 through 24 develop and tabulate the allocation factors used

in the cost study.

Following the method employed by the Company in its previous functional

cost study and similar to most other utilities, 1 observed that National Grid NH's

local production facilities serve both a production and a delivery function. Prior to

unbundling, cost analysts wourd assume that all production facilities were

dedicated to the supply function. However, from a strict practical operating-

perspective, that is not the case; local production investments are used jointly

between the supply and delivery funotions. Production facilities can be used to

avoid significant distribution system investments for looping and upgrading,

124



Attachment GLG~RD-5
National Grid NH

DG 08-009
Page 5 of18

thereby providing a delivery function. This study estimates the economic costs

associated with these operating functions.

The Company's investment in liquid propane air ("lP-air") and liquefied

natural gas CLNG") manufactured gas facilities was segregated between gas

supply and pressure support functions, An analysis of the distribufion system

pressures on the design hour revealed that approxImately 12.4% of the

Company's peaking capacity is used for pressure support and can be considered

as an investment in lieu of distribution reinforcement. This analysis assumed that

an unlimited supply of pipeline-delivered gas was available at the utility's gate

stations. Then it used the Stoner distribution simulation model to compute the

pressure losses across the distribution system in the design hour, when flows are

at their maximum. The resulting analysis identified pressure drops that fell below

acceptable standards making refiable delivery impossible without the injection of

natural gas and concurrent pressure support from the locally manufactured gas

facilities. The results of this analysis are summarized in my marginal cost study

on Attachment GLG~RD-3, T3blo 1, page 3 of 37.. The results indicate that 7;207

decatherms of desIgn day capacity are required to maintain distribution

pressures at an acceptable level. This figure equates to 12.4% of the total

manufactured gas capacity. Consequently-, I assumed that all productioll plant

and related costs were aflocated 87.6% to the supply function and 12-4% to the

delivery function.
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In order to provide an accurate functional cost study, the marginal study

set forth in Attachment GLG-RD-3 re-functionalized a number of costs including

the manufactured g-as costs between the categories of production expense and

distribution expense. National Grid NH is the gate station operator for its service

territory. Many of the functions provided at the gate station benefit both bundled

sales and transportation customers. For example, the gate station operator must

confirm the nominations for its sales customers as well as the nomrnations of the

suppliers selected by its transportation customers. Therefore, costs such as

these have both a supply and delivery function. Unfortunately, the accounting

system does not provide this same level of information. Some of the costs

booked in Account 722 Other Production Supplies & Expenses, provide a jornt

supply and delivery function. Based upon a more detailed analysis of the costs

accumulated in this account, $34,636 (i.e., 18.8%) of expenses in this production

account were re-classified to the delivery function relating to tne provision of

transportation services,

r also identified several other operating and maintenance expenses that

should be included in the category of indirect gas cost. A review of Attachment

GLG=RD"2"1 will show that there are many non-production related expense

categories that include supply-related costs including customer accounting'

expenses, sales expense and administrative and general ("A&G") expenses.
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Most A&G expenses are allocated on the basis of labor. Consequently, the use

of produc-tion labor costs to allocate A&G expenses produces a signif1cant

allocation of A&G expense to the functions other than the delivery function.

Uncollectible accounts expense in Account 1783 was examined to

determine the portion applicable to the supply function. As with the Company's

previous studies,. uncollectible accounts expenses were allocated to functions on

the same basis as overall revenue requirements. Since supply costs represent

the majority of revenue requirements, it is reasonable that uncollectible accounts

expense should also be allocated more heavily to the supply category-, As a

result; nearly $3.4 million of uncofJectible accounts expense were assigned to the

indirect gas cost category.

The summary provided on page 1 of Attachment GLG-RD-2-1 displays the

calculation of net revenue and rate of return for the Company in total and for

each of its major functions. The presentation is fairly straightforward. The first

twelve lines summarize the development of rate base. Lines 13 through 15 show

current revenues. Lines 16 through 22 detail expenses aHowing the computation

of operating income on line 23 and the rate of return at current rates on line 24.

Line 25 provides the "index rate of return"l also known as the relative rate of

return, which sets forth each function's rate of return in relation to the total

Company rate of return. Net revenues are provided on line 26 of page 1 of
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Attachment GLG-RD-2-1. Page 1 presents the results of operations under

present rates.- Therefore, the sales revenues on line 13 represent the delivery

and supply revenues collected by the Companyis unbundled rates. This page

shows that the current rates allow the Company to earn a 5.28% return on its

rate base investment. However, that return is not earned uniformly across each

function. The delivery function is currently earning a return of 6.15% while the

supply functions produce a negative operating income of $877,581. Since the

direct gas costs are reconciling, the gas costs and the gas revenues are equal,

and there is no return generated for direct gas costs. Therefore, all of the supply

function operating losses stem from an under-recovery of indirect gas costs.

Page 2 of Attachment GLG-RD~2-1 is very similar to the first page except

that instead of using current revenue, it uses claimed revenue necessary to

achieve the company's claimed rate of return. This difference is shown on the

sales revenue row. For this page, sales revenues for each function were set at

levels sufficient to generate a rate of return of 9.26%~ the requested rate of return

for the Company in this filing. I have proVIded a third summary, shown on page

3, to compare the differences between pages 1 and 2.

The first five lines of Page 3 of Attachment GLG~RD~2~1show information

taken from page 1, reflecting current operations. Line 6 tabulates therm sales

used for the computation of unit costs elsewhere on the page, The lower portion
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of this page, labeled iiClaimed Rate of Return", shows the impact of establishing

rates to generate the Company's currently allowed rate: of return on equity for

each function. For example, line 14 shows that an overall increase of 5.53%

would be required to raise the Company's rate of return to 9.26%, Column 4

shows that no increase would be required for direct gas costs since, once again,

they are reconciling and have no associated rate base. The Cost of Gas Clause

("COGC") insures that direct gas cost rates are set equal to direct gas costs.

However, as shown in the last column, indirect gas costs require a 71.6%

increase or roughly $2.5 million dollars annually in order to achieve the allowed

rate of return.

The cost of service study information should be employed to update the

approved figures in the COGC. Attachment GLG-RD-2-2 presents a lower level

of detail taken from the cost study. This schedule, consisting of three pages,

shows the breakdown of indirect gas costs into the foui' categories included in the

COGe, namely: (1) LPG and LNG, (2) MisceHaneous Production Costs, (3) Bad

Debt Expense excluding the Bad Debt already included in the LP & LNG costs;

and (4) Working Capital. These four categories, when added together, equal

total Indirect Gas costs.

The format of Attachment GLG-RD-2-2 is similar to the first three pages of

the functionaHzed cost of service study, Attachment GLG-RD-2-1. Page 3 of
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Attachment GLG-RD-2-2 line 12 shows the revenue requirements for each

category of indirect gas costs.

Attachment GLG-RD-2-3 provides a concise summary of the information

taken from the cost of servfce study. This schedule shows that the Production

and Storage factor, PSi should be $1,869;226; the miscellaneous expense factor,

MISC, has also declined and should now be $56,975. The Working Capital

Allowance WCA%; reflecting the new lead-lag study's results, should be 0.522%.

Finally, commensurate with the growth in uncollectib[e accounts expense, the

revised BD% should be set at 2,509%,

The table below should be substituted on page 20 of National Grid NH's

tariff, NHPUC No.5 Gas,

Variable

MIse
PS
WCA%
BD%

Marqinal Cost Study

Description

Miscellaneous Overhead
Production and Storage Capacity
Working Capital Allowan'ce Percentage
Bad Debt Percentage

Approved
Flqure

$56,975
$1,869,226

0.522%
2,509%

The marginal cost study j presented as Attachment GLG-RD-3, employs a

very logical organization, The study consists of fourteen different tables and

supporting calculations. The organization of the marginal cost study can be
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understood by referring to the attached fldw chart (Figure 1); This flow chart

shows the logical progression of data in the marginal cost study beginning with

plant investment data and proceeding through to the development of marginal

unit costs to serve. The summary output from the marginal cost study is shown

on Table 14 which is paq€ 37 of 37 of Attachment GLG-RD-3. This table and

supporting detail show the results of the margina~ cost study along with

calculations leading to these results.

The flow chart that follows provides the discrete computafions made in the

marginal cost study. The first three tables C_QmQ[L~iJJ.fLlh~Lfir§.t9 pa[:Jesof tb.l;3,

marqinal cost study develop the plant investment necessary to serve growth.

Table 1 {Qgg§s 1 throuah 3 of AtJ9_chmentGLG-RD-3) develops the investment in

production plant necessary to serve an increment of customer load. Table 2

(QaQes 4 throuQh 8 of AttachmenCGLG.:.8.D-3) addresses the capacity-related

distribution plant investments, while Table 3 (paQ8 9 of Attachment G-LG-RD-3)

addresses customer-related investments to the distribution system. Table 4

(paoes 10 and 11 of Attachment GLG-RD-31 details the development of

estimated marginal production O&M expenses, both commodity and capacity.

Table 5 (paoes 12 and 13 of AttachmS'J:ntGLG~RD~~computes marginal

distribution capacity-related O&M expenses. Table 6 (paqes 14 throuqh 18 of

Attachment GLG-RD-3) estimates customer-related O&M expenses; Table 7

(paQes 19 and 20 of Attachment GLG-RD-3) develops loading factors used to
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account for marginal costs not j'ndividually estimated, such as administrative and

general expenses, Table 8 tm!qes 21 throuqh 31 of Attachment GLG-RD~3,)

develops levelized fixed charge rates used to translate one-time capital'

investments into annual revenue requirements. Tables 9, 10, and 11 (paqes_32

throuqh 34 of Attachment GLG-RD-3J summarize the results of all calculations,

depicting the q'uahtificatiort o~ marginal capacity, commodity, and custorrter-

related costs, respectively.

MARGINAL COST STUDY
FLOWCHART

PLANT COSTS
DETERMINE
MARGINAL

PRODUCTION
INVESTMENT COSTS

TABLE 1

DETERMINE
MARGINAL

DISTRIBUTION
INVESTMENT COSTS

TABLE 2

DETERMINE
MARGINAL

CUSTOMER.RELA TED
INVESTMENT COSTS

TABLE 3

OPERATIONS DETERMINE DETERMINE DETERMINEAND PRODUCTION DISTRIBUTION CUSTOMER-RELATED

MAINTENANCE O&M EXPENSES O&M EXPENSES O&M EXPENSES
BY PERIOD

EXPENSES TABLE 4 TABLE 5 TABLE 6

LOADING
FACTORS
AND FIXED

CHARGE RATES

OEVELOP
ADMINISTRATIVE'
AND ~r:N!:ftAL

LOADING FACTORS

TABLE 7

DEVELOP
FIXED CHARGEAArr:s
TABLES

TOTAL SUMMARiZE SUMMARiZE Dr:rr:RMINr:
LOSS' ADJUSTED LOSS ADJUSTED TOTAL CUSTOMER

MARGINAL COrJMODliY COSTS- CAPACITY COSTS CbSiS

COSTS TABLE 10 TABLE 9 TABLE 11
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SUMMARIZE
RESULTS AND
REVENUE

REQUIREMENTS
TABLE 12

SUMMARIES
PRfSt:Ni
UNIT COST
RESULtS

TABLE 13

MAKE'EQUI.
PROPORTIONAL
ADJUSTMENT

TABLE 14
Table 12 (oBoe 35 of Attachment GLG-RD-3) summarizes these component

costs., Table 13 (pgqe 36 of Attachment GLG-RD-~lconverts the T3ble 12 costs

seJJorth QJ1Pgqe 35 into marginal unit costs. Finally, Table 14 (pa!:je 37 of

Attachment GLG-RD-3) adjusts the marginal costs for each class using the equi-

proportional method so that the sum of the class adjusted marginal costs equals

the proposed delivery system revenue requirement of $49,633,399 identified on

Attachment GLG-RD-2-1. page 3, line 12, column (2).

Demand or capacity investments for gas distribution companies· consist of

production, transmission and distribution functions. Production capacity costs

are the unitrzed costs of expanding the Company's production capability to meet

a long-run increase in customers' requirements for gas service. Normally, when

conducting a marginal cost study to determIne delivery costs to server one would

assume that all production costs, both capacity and commodity costs,,.fall into the

133



Attachment GLG-RD-5
National Grid NH

DG 08-009
Page L4of28-

category of supply costs and would be excluded from a study measuring only

delivery costs. Howeveri as mentioned previouslYi the National Grid NH

dfstribution system operates in such a manner that 12.4% of production capacity

was and will continue to be used to support the distribution system.

Under most conditions, a small increase in customer demand wil! cause

the Company to incur little or no additional cost With few exceptions, the

Company will meet any additional load with its existing supply sources.

Howeverj at some point the load increment will. demand that the Company

acquire additional sources of supply. In practice, a gas utility may expand its

production capacity by increasing the amount of gas it may take under a firm

contract from a supplier, by expanding its storage capacity, or by increasing its

ability to supply itself from production facilities, such as an lP~air or an LNG

vaporizer.

The marginal cost analysis presented in this filing utilizes the peaker

method with which the PUC is familiar. This method has been employed in

National Gridis (formerly Energy North's) filings in Docket No. 95-1'21 and DG 00-

063, in Northern Utilities-New Hampshire Division's marginal cost studies filed in

Docket Nos. DR94-177 and DR95..-236, as well as in most electric utility rate

cases. In simple terms, the peaker mefhod identifies the least capital intensive,

capacity source that can be added to the Company's resources to meet peaks of
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short duration. For National Grid NH, a new LP storage and vaporization facility

located in Tilton, NH, including a supporting distribution pipeline-expansion was

the on-system alternative examined in the Company's assessment of alternatives

to meet local design hour pressure requirements. Because the marginal cost

study is attempting to measure only the costs associated with meeting delivery

demands, the fact that the LP project alternative represents the most viable

option for meeting the identified need without incremental pipeline capacity is by

definition the incremental cost of marginal capacity.

I specifically chose the peaker method to measure marginal production

capacity costs in this study. While there are several methods of measuring

production capacity costs, I believe that the peaker method provides the most

useful information in this docket, where the analysis of delivery costs is required.

Marginal gas supply cost data will have no use in the design of delivery rates

except to provide directly applicable information necessary to determine the

pressure support component of delivery rates.

Let me explain the development of the production plant capacity number

shown on ::r-ablo1, page 1 of Attachment GLG-RD~3. The data on this t:a9W-~

is derived from the testimony submitted by Company witness John Stavrakas in

DG 07-101, the Company's petitlon to the Commission for approval of a

Tennessee Gas PIpeline expansion of the Concord lateral. The development of
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production plant capacity begins on~oblc 1, page 2, of Attachment GLG-RD-3.

The Company identified a potential 25,200 Dt per day capacity increase for

construction of a proposed new LP vaporization and storage facility at Tilton

Total project costs of this $37.9 million facility include storage, refrigeration,

pipeline connections to and from the project, land, and overhead costs. The unit

costs are shown at the bottom of this page

Page l' of Attachment GLG-3; Table 1.1 shows the modified peaker method

to compute the long-run marginal capacity costs. This method discounts the

costs of pure capacity when current capability exceeds current requirements.

The Company's cost estimate for its Tilton LNG plant is stated in nominal Dollars

for the first year of capacity shortfall, which occurs three years past the base year

of the study. Page 1 of TobIa iAttachment GLG-RD-3; presents the modified

peaker cost calculation, showing a reduction to the peaker cost estimate to

reflect the discounted value of the present value of a future plant addition.

Distribution capacity costs were computed in two pieces ~ the longwrun

marginal costs of adding main extensions to serve new load and the long-run

marginal costs of reinforcing the existing gas distribution system to support the

additional loads expected.
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Table 2 of Attachment GLG-RD-3, consisting of five p~e5-;---paqes 4

throuqh 8, develops my estimate of the costs to expand the distribution system.

My approach, identified as the "Main Extensions and System Reinforcement"

method is detailed on pages J--6 and 4Z.- Page 4-7 develops an estimate of the

anticipated unit cost of additfonal main extensions based on an analysis of

historical main extension footage, load, and cost. However, load growth places

additional load on the Company's existing distribution system and requires

reinforcement of that system. Page 3-§.....shows an 11-year" forward-looking

distribution system estimate of the costs of system reinforcements. For the

current year and each of the next five yearS individually and in composite for

years six. through ten, the Company's distribution engineering personnel

estimated design hour flow requirements, identified any anticipated pressure

problems, engineered a resolution and identified the necessary cost. This

analysis exduded the expected load growth and distribution investment to serve

the Tilton area, since expected additions are required to serve prior period load

growth as well as future growth. The cost of reinforcements was estimated using

the incremental cost to reinforce the remainder of the distribution system and the

expected load growth served by these additions ..

Table 4. paqe 10 of 37, typically calculates marginal commodity costs. But,

because this study is used only to allocate distribution revenues, the only costs

estimated on this table are the prodUction expenses associated with

transportation as shown on page ~11 of 37. As I previously identified, 12.4% of
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the production capadty is used to support the distribution system, therefore

12.4% of the production expenses are allocated to the distribution function.

The calculation of capacity-related component of Distribution O&M

expenses is shown on Table 5 consisting of two pages, paQes 12 and 13 of

Attachment GLG~RD~3. On the second page~, I reviewed distribution O&M

expenses account by account for the historical period. I directly assigned Meter

Operating Labor & Expense, Maintenance of Services & Maintenance of

Customer's Meters all to the customer component. In addition, I pro-rated

Superintendence in Account 1756 to the customer and capacity components in

proportion to aUother distribution O&M expenses.

On page 12+ of Tabla 5Attachment GLG-RD-3, [ restated the annual

capacity~related expenses in terms of current cost, indexing by the GNP Implicit

Price Deflator, to determine capacity-related O&M expenses in current dollars.

The use of plastic mains, over the past decade, has significantly reduced

maintenance costs. Regressing these figures against time resulted in the

regression results shown at the bottom of this Table. The regression closely'

approximated the current average cost which has been stable for virtually every

period examined. This suggests that growth requires mains reinforcement and

addition of new main, requiring approximately the same maintenance costs as

existing mains. I have employed the short term marginal investment per design

day decatherm as the best estimate of future marginal costs.
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The development of marginal capacity costs is shown on Attachment

GLG-RD~3, Table 9paqe 32 of 37. This table develops marginal capacity costs

by function. Plant investments identified in Tables 1 and 2 on oaQes 1 throuoh 8

are grossed up to include general plant. Applying the fixed charge rates

developed on paoes 21 throuqh 31:+:ablc 8 _annualizes these investments. To

this amount, annual operating expenses are added, including an allowance for

A&G expenses. An adjustment reflecting annual revenue requirements to

finance working capital is added. Next, the indIcated unit costs were increased to

reflect unaccounted for losses experienced. Finafly; these costs were escalated

from test year to rate year levels.

Marginal customer costs are summarized on Attachment GLG-RD-3,

Table 11; which is page +-34 of +3Z. The long-run marginal costs of serving an

additional customer were determined to be a function of the size of the customer

and the class of service. Three different customer costs were computed,

representing the costs of connecting and serving a customer for each of the

Company's new rate categories. These· customer costs consist of:.

(1) Plant investment in services and meters;

(2) Related operations and maintenance expenses, and

(3) Billing costs such as customer accounting and customer information

expenses.
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The computation of cUstomer~related plant investment began with

services, as shown on T3bib 3, page 49 of 37. received engineering

department estimates for service construction typical costs new for each

customer class and then adjusted these estimates by the services-per-customer

ratio.

Meter investment was developed from current meter cost data Recent

cost accounting data provided the current installation costs and regulator costs,

which were applied as a percentage adder to meter investment..

The computation of customer-related operations and maintenance

expenses are summarized on Table 6 i consisting of #ve-pages 14 th rouqh 18.

On the firet pageJ4, customer-related distribution O&M expenses previously

identified on Table 5, page 2t3; were restated in current dollars, using the GNP

Implicit Price Deflator as a cost index. The average costs have no significant

trend over time. Because the regression equation did not appear to be a

reasonable prediotor of customer related expenses the average deflated cost per

customer from 1989 through 2006 was used as the marginal customer costs.

Page 2-1.§....ofthic tctbleAttachment GLG-RD-3 shows the allocation of costs to

customer classes, based on the services and meters investments required.
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Page ~16 ofthisschodulcshows the development of customer

accounting and marketing services expenses. In general, the number of

customers has been increasing, while these customer-related expenses have

been roughly keeping pace. However, no valid statistical correlation was

demonstrated. Discussion with Company personnel revealed that the post-

merger data since 2003 would be most representative of future. The average

marginal unit cost for the period 2003 to 2006 was chosen as a proxy for the

average marginal customer accountIng and marketing costs. The cost was

assumed to be equal for all customer classes.

The customer charges shOwn on Table 6, page 317, specifically exclude

uncollectible accounts expense. A separate analysis of the uncollectible costs is

shown on Table 6, page 418. The actual write-off experience by rate class for the

test year has been adJusted on a pro rata basis to reflect the average write-off

rate of 2.54% developed from a three year historical average and employed by

the Company in this filing.

Attachment GLG--RD-3, Table 7, consisting of twe-pages 19 and 20,

develops. loading factors used in the marginal cost study. Loading factors are

used to compute estimates of marginal casts where direct quantification is either

too complex or the casts are insignificant. In the former category, administrative

and genera! expenses are only indirectly related to customer load characteristics.
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To simplify quantification of marginal costs, A&G costs are related to other O&M

expenses or plant-related items.

Losses, sendout; unaccounted for, and company use cannot be directly

attributed to classes and are computed as a loss factor for use on Tables 9 and

10 which are p~qes 32 and 33 of Attachment GLG-RD-3. Page 2-20.of+obfo 1

also develops 4-year average loading factors for Materials and Supplies and

Prepayments, Fue! Inventory, and General Plant. This period was chosen in

order to accurately reflect the post-merger operations of the Company.

The development of the carrying charge rates is shown in Attachment

GLG-RD-3, Tasla 821Jhrolloh 3J. This t3blclhesepaqes_ detairs the

development of the levelized fixed charged rates for peaking production facilities,

capacity-related distribution plant and customer-related distribution plant. These

rates are used to convert ohe-time investments into annualized revenue

requirements, necessary for pricing. For rate-making purposes, utility

investments in fixed prant are normally treated as rate base items. Utility rates

are established periodically to allow the recovery of costs incurred in ownership,

induding such items as return, taxes, depreciation, etc. Rather than deal with an

irregular set of annual costs stemming from ownership of assets, levelized fixed

charge rates compute the present worth of air revenue requirements stemming
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from utility ownership of an asset, and then provide an equivalent annual

payment stream of identical present worth.

The devefopment of a fevefized fixed charge rate applicable to Production

pfant investment is shown on pages 2:22, ~23 and 127. The calculations for

capacity-related distribution plant (pages 22, 2:24, 4-a8.nd g28), services (pages

2:22, &-25 and -929), and metering investment (pages 2-22, 6--26 and +030) are

similar. For simplicity, I will only discuss the calculation of the productioll plant

carrying charge rate.

Page ~22 of 37 of Attachment GLG-RD-3 shows the input assumptions

used to develop levenzed fixed charge rates. A hypothetical investment of

$1,000 is used for demonstration purposes. Page ++-31 shows the development

of weighfed average service lives and salvage values used as input Into the

computations. Using current property tax rates and incrementa! income tax

rates, the calculation of annual utility revenue requirements stemming from the

initial $1 ;000 investment is shown on page +27.

Page~ ~23 throuqh 26>displays two different fixed charge rates -~ the

"engineer's" and "economist's" fixed charge rates. The first fixed charge rate is

akin to a banker's conventional fixed rate mortgage. It represents a percentage

of the original investment that must be made in current year dollars, in order to
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equate to the present worth of the utility's revenue requirements. The

economist's fixed charge rate differs slightly, in that is assumes that payments

will escal"ate each year by the rate of inflation. Inherent in the engineer's fixed

charge rate is the assumption that an asset is depleted more rapidly at the, outset

than toward the end of its service life. The economist's fixed charge rates make

the opposite assumption -- that an asset's utility at the beginning of its service life

Is equal to its value at the end of its service life. In the gas utility industry, old

plant j's nearly as useful as new plant. As an example, meters provide the same

service at the beginning of their lives as they do at their end. Consequently; the

economist's fixed charge rate was used to convert one-time plant investments

into annual revenue requirements.

Attachment GLG-RD-3 Table 12, provided on paqe 35. tabulates the long-

run niarginal costs computed on paGes 32 throuqh 34 and presents this

information as Tables 9, 10 and 11. In addition, this toblopaqe 35 calculates the

revenues that would be generated if the Company were to introduce full marginal

cost-based pricing and if customers were to continue to ConSume on the basis of

the demands that they are expected to produce on a design day. Obviously, it is

impossible to implement such pricing because the revenues generated would far

exceed the Company's claimed revenue requirement. The last line on this page

shows the monthly revenue requirements that each customer should provide

based upon historical consumption. This summary is presented for all customers
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receiving firm delivery services. It is important to note that the marginal costs for

delivery service consist entirely· of fixed costs and fall into two categories: those

that vary in the long run with the number of customers in a class and those that

vary in the long run with the distribution system capacity needed to Serve

aggregate class design day demands. None of the costs vary in the short run

and none vary with sales volumes. Unfortunately, it is impractical to attempt to

price customer consumption on the basIs of their anticipated design day demand.

T::lblo 13 Paqe 36 of 37 of Attachment GLG:RD-3 derives unit costs based

on bifled safes in the winter and summer months, even though these costs do not

vary on the basis af therm safes. Seasonal revenue requirements from ~

T3bfo 1235 were divided by seasonal sales to derive unit costs.

Attachment GLG-RD-3, T::lblo 14paqe 37. adjusts marginal costs to

allowed revenues. The equi-proportional method is used in accordance wi'th

Commission precedent Under this method, all marginal costs are adjusted by a

uniform percentage to match the test year revenue requirements. The unit costs

shown at the bottom of this schedule represent the optimal prices if rates were

constrained to customer charges and therm charges, as they have in the past. It

shows that delivery service is free in the summer and that all marginal capacity

costs should be recovered in the winter. A closer scrutiny of the data reveals

that all marginal costs are incurred to serve design day demand, and a truly
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optimal rate design would bill customers an amount designed to recover their

marginal costs to serve.

Desion Dav Demepd ,Estimates

Design Day Demand Estimates were employed In the development of

costs for the accounting and the marginal cost studies. Design day demands

represent the largest daily load for which the utllity intends to provide reliable

service and for which it designs its system. From a practical standpoint, design

day demands can be interpreted as the load expected on the coldest anticipated

day. Design day demand estimates play an essential role in utility planning and in

determIning cost responsibilities in this filing. The design day demand estimates

for each customer class were employed in the margInal cost study to establish

forward looking cost responsibilities. These costs became the basis for

establishing class revenue responsibilities. The class design day estimates were

a/so employed in the development of allocation factors for capacity related costs

such as the costs of mains, pressure stations, and storage, in the accounting

cost of service study.

Since design day temperatures occur so infrequently; natural gas

distribution companies such as National Grid NH have limited data upon which to

measure aggregate system design day demands, And, because customer

consumption is metered monthly; the company has no daily demand data at the
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rate class level. Therefore, this demand measure and the rate class allocation

must be estimated. 111 order to insure reasonable estimates, I selected the best

estimate using two alternative methods. The first method is called the

"Regression Method" and is the preferred method when the regressions, are

sufficiently robust. Under this approach, the monthly sales data is deemed the

independent variable and regressed against the degree days ("DDs") in the

customer's billing cycle.. Using conventional LeasT Squares Fit regression

techniques, the data is used to generate an equation of the form:

Y = a + bX

Where "a" is the Y-intercept and is interpreted as the customer's base use

in the absence of any heating load

and

Where lib" is the slope of the equation and represents the customer's

heating increment, i.e., the customer's additional use in therms per degree

day,

When a valid regression was established the class load was estimated using the

Company's planning criteria, to be able fo provide firm service up to 73 heating

degree day s1. The regression method was employed whenever the statistical

r Fonhe purposes of this study 73 heating degree days were used as the design day standard in place of the
80 effective degree day standard the company uses for supply planning purposes because the billing, degree
day data used for the analysis are measured as heating degree days',
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analysis revealed a high degree of correlation as measured by the value of R-

Squared, a "goodness of fit" statistic.

The second method is called the Peak Month Average Use Method. In

thIs method the design day for the class is calculated as the average daily use for

the class during the peak month of Januarl.

National Grid NH'-s Design Day demands by clas-s employ a combination

of approaches; depending upon which approach was the most reasonable. The

regression method yield high correlations and was used for an classes except G-

54; LgLF<110, and G-63, LgLF=11 O. A review of the regression statistics for the

models used to predict Design Day demands for aU but these two classes were

excellent, suggesting a high correlation between usage and heating degree days.

For the 8-54 and 8-63 regression models, the R-Squared, or coefficient of

correlation did not support the use of the regression method for estimating

DeSign Day Demands. For' each of these classes, the Peak Month Average Use

Method was emplayed.

Attachment GLG-RD 1 summarizes the development of class design day

demand estimates. Once the individual class estimates were prepared, they

2 Because of a prior period billing, adjustment made to G-54 sales in January 2007, February 2007 sales
were used to calculate the design day estimate for this class.
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were adjusted from wet therrns to dry thetms, arid adjusted for system lost and

unaccounted for gas. Summing the resulting loads represented an estimate of

the system's design day demand. Since the utility routinely predicts its total

system design day demand, a pro rata adjustment to the individual class

estimates was applied to adjust them to match the system's forecasted design

day demand. These adjusted class estimates were' then reduced by the same

loss factor. The resulting estimates represented the expected aggregate class

foad at the customers' meters on a design day,
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Please state your name and business address.

My name is John E. O'Shaughnessy. My business address is One MetroTech

Center, Brooklyn, New York 11201-3850.

Introduction and Background

By whom are you employed and in what capacity?

Subsequent to the acquisition of KeySpan Corporation by National Grid pIc, I

was named the Director of Service: Company and Accounting Support for

National Grid USA, I will assume that position upon the completion of the

EnergyNorth Natural Gas, Inc. d/b/a National Grid NH ("National Grid NH'; or

the "Company") rate case. Currently, I am responsible for providing accoill1ting

and financial systems expertise in the preparation of various exhibits and analyses

associated with the Company's cost of service and revenue requirement filings in

this case,

Please briefly describe your educational backg-ronnd and business

experience.

I am a 1989 graduate of Long Island University at C.W. Post with a B.S. degree in

Accounting and also hold an A.S. degree in Engineering Science and an A.A.S in

Accounting from Suffolk County Community College. I am a Certified Public

Accountant in the State of New York and a Member of the American Institute of

Certified Public Accountants and the Institute of Internal Auditors.

From September 1989 until August 1993, I was employed as a Senior Auditor by

Ernst and YOUfig LLP. In August 1993, I joined The Long Island Lighting
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Company ("LILCO") as a Principal Accountant in Regulatory and Financial

Reporting and served in that capacity until May 1997 at which time I served as a

member of the integration team working aD the merger between LILCO and The

Brooklyn Union Gas Company that resulted in the creation of KeySpan

Corporation. Since that time, I have served in a number of positions and worked

on a number of corporate strategic initiative teams within the KeySpan

organization, including Senior Analyst for Financial Planning (1998-1999),

Senior Analyst for Accounting Systems (1999~2000), Implementation Team

Member for KeySpan's new Oracle Financial System (2000~2001), Manager of

New Financial Systems Planning (2001-2002), Director ofIntemal Audit Services

(2002-2005) where I assumed a lead role in the implementation of Sarbanes-

Oxley compliance, and as a member of the KeySpan Energy Delivery New York

and the KeySpan Energy Delivery Long Island Rate Case Team (2005-2007), a

position I held until assuming my present responsibilities in the fall of2007.

Have you previously testified before any regulatory agencies?

I have testified before the New York State Public Service Commission in Docket

06-G-1185 (Proceeding on Motion of the Commission as to the Rates~

Charges, Rules and Regulations of The Brooklyn Union Gas Company d/b/a

KeySpan Energy Delivery New York for Gas Service) and Docket 06-G~1186

(Proceeding on Motion of the Commission as to the Rates, Charges, Rules and

Regulations of KeySpan Gas East Corporation d/b/a KeySpan Energy Delivery

Long Island for Gas Service).
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Qveniewof Testimonv

What is the purpose of your testimony?

The purpose of my testimony is td support the National Grid NH request in this

proceeding to increase its overall revenue requirement by approximately $9.9

million. My testimony supports (i) the rate of return for the twelve months ended

June 30" 2007, the test year in this case, (ii) the adjusted pro forma rate of return,

(iii) an analysis of certain expense adjustments required to arrive at operating

income for the rate year, including applying a $619,000 credit to reflect savings

arising from the KeySpan~National Grid merger, (iv) historic data for the test year

pertaining to operations and maintenance expenses, general taxes, rate base and

income taxes, and (v) adjusted pro forma data: and an analysis of certain

adjustments related to that same data for the rate year for these costs. In additi'on.

I will present National Grid NH's historic and pro~forma cost of long and short

term debt, capital structure, and overall rate of return for the test year and a

comparison of benefits to New Hampshire customers from the KeySpan/National

Grid merger to those received by New York customers.

Are you sponsoring any exhibits as part of your filing?

Yes. I am sponsoring the following exhibits that have been included in the rate

case filing pursuant to Pue 1604.07 and 1604.08, which were prepared under my

supervision and direction and which, in all instances, refer to EnergyNorth or

National Grid NH (and is sometimes identified as Company 06):

Exhibit EN 2~1: Computation of Revenue Deficiency

Exhibit EN 2•.2: Schedule 1 - Operating Revenues

- 5 -

5



1 Exhibit EN 2-2RI: Summary of Pro Forma Adjustments Income Of Expense

2 Exhibit EN 2-2-tA: Attachment - Summary of Pro Forma Adjustments

3 Exhibit EN 2-2-2: Schedule 1A - O&M

4 Exhibit EN 2-2-3: Schedule IB - Taxes Other Than Inc Taxes

5 Exhibit EN 2-2-4: Schedule 1C - Depreciation Expense

6 Exhibit EN 2R2-5, p. 1: Schedule ID - Income Taxes - State Income Taxes

7 Exhibit EN 2-2-5,p. 2: Schedule 1D - Income Taxes - Federal Income Taxes

8 Exhibit EN 2-3, p. t: Schedule 2A - Ass-ets and Deferr-ed Charges

9 Exhibit EN 2-3, p. 2: Schedule 2B - Stoclcholders Equity and Liabilities

10 Exhibit EN 2-3, p. 3: Schedule 2C - Materials and Supplies

11 Exhibit EN 2-4: Schedule 3 - Rate Base

12 Exhibit EN 2-4-1: Schedule 3A- Working Capital

13 I am also sponsoring the following schedules supporting the capital structure, cost

14 of debt and the overall rate of return that were prepared by Andrew Dinkel,

15 Director of Rate Case Management:

16 Exhihit EN 3-1:' Overall Rate of Retutn

17 Exhibit EN 3-2: Capital Structure

18 Exhibit EN 3-2A: Capita~ Structure Excluding Goodwill

19 Exhibit EN 3-3: Historical Capital Structure

20 Exhibit EN 3-4: Capitalization Ratios

21 Exhibit EN 3-5: Weighted Average Cost of Long TermDebt

22 Exhibit EN 3-6: Cost of Short Term Debt

23 Exhibit EN 3-7~ Cost of Common Equity
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Finally, I ani sponsoring Attachment JOS-l (Accounting Code Block, Service

Company Allocation Methodology and Service Company Allocation Example)

and Attachment JOS~2 (which was prepared by Mr. James Molloy, the Director of

Regulatory Compliance for National Grid USA Service Company, and compares

the benefits of the National Grid/KeySpan merger to' New York customers with

the benefits to New Hampshire customers). Both of these documents are included

at the end army testimony.

Can you summarize the primary factors that have caused the Company to

seek rate relief?

The Company is seeking an increase in rates because it is earning significantly

less than its allowed rate of return. As described in more detail below, the

Company is earning almost 600 basis points below its last allowed return. This

primarily results :Eromthe fact that rate base has more than doubled since the last

general rate filing by the Company more than 15 years ago, including the addition

or significant non-revenue producing assets during that time period, In addition,

the Company1s operating expenses have increased significantly. Over the past 15

years, inflation has increased nearly 50%. Not surprisingly, the Company has

experienced increases in the cost of labor, benefits and most other operating

expenses. This is further compounded by a decline in average use per customer

as a result of customer conservation and energy efficiency improvements to

homes and natural gas heating equipment.

Did the Company earn its allowed rate of return in the test year ended

June 30, 2007?

-7-
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No. Exhibit EN 2-2-1A, which is submitted as part of the Company's filing,

shows that the Company earned a rate of return of 3.94% for the test year ended

June 30, 2007, which is substantially less than the: last allowed overall rate of

return of 9.83% and is also below the proposed rate ofretum in the Company's

filing in this case (9.26%).

Overview of Development of Operatin$!; Expenses Included in Revenue

Requirement

Please summarize how the cost of service for National Grid NH was

determined in this proceeding.

The proposed revenue requirement is based on an historical test year, which is the

twelve months ended June 30, 2007, and a pro forma test year (sometimes

referred to as the rate year). There is one notable item reflected in this cost of

service filing resulting from the National GridlKeySpan merger. Pursuant to the

EnergyNorth Merger Rate Agreement, approved in Order No. 24,777 dated July

12,2007, National Grid NH, customers are provided with a $619,000 net synergy

savings credit. The credit represents 50% of the estimate of net, steady state

synergy savings from the merger allooable to National Grid NH. The $619,000

oredit is reflected in the Company's cost of service as a pro fonna reduction to

test year operations and maintenance ("O&M") expenses; thereby allowing

custOmerS to realize the benefit of the savings immediately in the first year that

new rateS go into effect, rather than waiting until the synergy savings actually

OCCUT. It is also important to note that the expenses that are included for purposes

-8 -
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of determining the Company's revenue requirement are comprised of both costs

incurred directly by the Company and allocated costs incurred by its service

company affiliatesr which I will describe below. Thus, each cost component has a

direct and an allocated cost portion. An explanation of the general ledger system,

accounting code block, and allocation methods for allocated costs is set forth in

Attachment JOS~L Because the test year precedes the merger with National Grid,

all of the allocated costs are from KeySpan service companies.

Please describe the KeySpan service company structure.

Prior to the repeal of the Public- Utilities Holding Company Act of 1935,

("PUHCA"), KeySpan was subject to the jurisdiction of the Securities Exchange

Commission ('rSEC") under PUHCA. As part of the regulatory provisions of

PUHCA, the SEe regulated various transactions among affiliates within a holding

company structure. In accordance with the regulations (jfPUHCA and New York

State Public Service Commission requirements, KeySpan created three distinct

service companies: (i) KeySpan Corporate Services, providing traditional

corporate and administrative services; (ii) KeySpan Utility Services, providing

gas and electric transmission and distribution systems planning, marketing, and

gas supply planning and procurement; and (iii) KeySpan Engineering Services,

providing engineering and surveying services to affiliates. All three companies

are collectively referred to in this testimony as the KeySpan Service Companies.

Allocation methodologies, approved by the SEe, have been in use since 2001 to

allocate certain service company costs to affiliates.

-9-

9



1 rv.
2- Q.
3

4 A.
S

6

7 Q.
8

9 A.
ro

11 Q.
12 A.

13

14

15

16

17

18

19

20

21

22

23 Q.

Detailed Review of Operating: Expense Exhibits

Please describe the data presented in Exhibit EN 2-1: Computation of

Revenue Deficiency.

This schedule presents the computation of the revenue deficiency and resultant

increase in the base revenue requirement of $9,896,601, based on a proposed

allowed rate ofretum of9.26% on a rate base of$148,037,338.

Please describe the data presented in: Exhibit EN 2-2•.1: Summary of Pro

Forma Adjustments Income or Expense.

This schedule presents a summary of the pro forma adjustments to both revenues

and expenses aggregated by cost of service category.

Please explain Exhibit EN 2-2-2.

Exhibit EN 2-2-2 includes a summary schedule and 17 supporting schedules. It

shows the test year O&M expenses as well as adjustments, where appropriate, for

known and measurable changes and the comparable amounts as recorded in each

of the two preceding fiscal years. The amounts presented on each. of the

schedules are compiled in two ways, The first presents the amounts aggregated

by provider company. This allows the amounts allocated from each of the

KeySpan Service Companies to be distinguished from the amounts generated

directly within the utility. The second aggregates the amounts in accordance with

the specific O&M account classifications, as prescribed in the FERC Chart of

Accounts and as reflected in all of the former KeySpan entity's financial

statements.

Please explain the specific schedules in Exhibit EN 2-2-2.
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The Summary Schedule shows total O&M expense for the historical test year of

$156,342,800, and $159,649,786 after adjustment for known and measurable

changes. The detailed schedules behind the summary are as follows:

Schedule 1

This schedule; consisting of two pages, presents the cost of gas purchased and

produced for the historical test year and the pro forma test year. The second page

summarizes the gas cost adjustments made to the per-hooks historical test year

gas costs. The first column indicates the test year costs recorded on the

Company's books. The second column, "Adjustmene', includes a detailed list of

all the adjustments made to the historical test year' gas costs. These include a

weather normalization adjustment, removal of certain gas costs including

interruptible sales, off~system sales, and broker balancing charges, and various

accounting adjustments (which include occupant account gas costs and the

reallocation to gas costs of the portion of bad debt that is attributable to the gas

supply function as well as production and storage credits from the operations and

maintenance expense accounts). After these adjustments, EnergyNorth's total gas

costs for the test year were $133,114,231. Additional details on the weather

nonnalization and other adjustments contained in this schedule can be found in

the prefiled direct testimony of Ann Leary.

Schedule 2

Schedule 2, consisting of eight pages, shows: operating labor expense for the

historical test year and the pro f01111atest year. The details of the calculation of

the pro forma labor increase are shown on pages 2 through 8. Page 2 details the

- 11 -
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labor adjustments, which are broken down between umon and management

employees and by base pay increases versus variable compensation (for

management) and gainsharing (for unions). Page 3 details the union wage

adjustment. Because the utility and the service companies have different unions,

and each company may also have multiple unions; we used the average union

wage increase of 3.21% for National Grid NH, 5.14% for KeySpan Corporate

Services, andl 4.58% for KeySpan Utility Services. Page 4 adjusts management

wages by 8.16%. Pages 5 through 8 detail the number of employees. in each

company (broken down between union and management), the average salary, the

overall increase for management and union, and the composite increase used on

pages 3 and 4.

Please explain how the overall increase for each union and for management

was developed.

The overall union increase was based on the actual contracted increase for each

union. Each union has a different contract year and a different contractual

increase. Management's overall composite increase of 8.16% results from two

adjustments to normalize test year wages. Test year wages were normalized for

9/12 of the April 2007 merit inorease of 4.55%, or 3.41%, to include nine months

of the increase that was not included in the test year actuals and also for the merit

increase of 4.75% that will take effect June 29, 2008 for employees of National

Grid USA and its subsidiaries who were formerly KeySpan management

employees. (This increase was made to bring the timing of raises for fanner

KeySpan employees in line with annual raises fOFNational Grid employees.)
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Please return to Schedule 2; page 2, and explain the Union Gainsharing and

Management Variable Compensation adjustments.

The-Company is requesting that "target;; Variable Compensation and Gainsharirtg

levels be included in rates, Under the Company's incentive compensation plans,

target levels are established based on reasonable expectations of financial

performance. However, actual payouts to employees can be higher or lower

based on actual performance achieved during. the year. In the instant case, the

Company's actual performance and revel of payout to employees was higher than

the target and was clearly impacted by the merger. Thus, for ratemaking purposes

we adjusted Variable Compensation and Gainsharing by decreasing the actual

O&M expense to bring the expense level to target.

Please give one example of how this adjustment was made.

The Management Variable Compensation for National Grid NH expense from

KeySpan Corporate Services reduces the Company's O&M expense by $399,448,

as shown on Exhibit EN 2~2~2,Schedule 2, page 2. The total KeySpan Corporate

Services Variable Compensation accrued in the test year was $42,321,639, and

the National Grid NH O&M allocation was 1.74% of that amount, or $736,361.

The targeted Variable Compensation for KeySpan Corporate Services for the test

year was $19,363;745. Therefore, National Grid NH's O&M was $399,448

(19,363,,745 - 42,321,639 x 1.74%) higher than target Thus~ $399,448 was

subtracted from the test year expense to arrive at the rate year expense.

Was tbe same adjustment made for each company, for both Union

Gainsharing and Management Variable Compensation?
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Yes, while the percentage and amounts differ, all eight calculations follow the

same method.

Please return to page 1 of Schedule 2 of Exhibit EN 2-2-2 and summarize the

labor adjustment.

Page 1 shows the total labor adjustment, which is a decrease of $24,279. Page 2

shows (i) the wage increase of $495,344, brdken down by union (a- $159,729

increase) and management (a $335,615 increase) (ii) the Variable Compensation

adjustment (a $519,622 reduction), and (iii) the Gainsharing adjustment (a

$20,297 reduction). The bottom of the page shows the total adjustment.

Please continue with your explanation of tne schedules in Exhibit EN 2-2-2.

Schedule 3

Schedule 3 shows the adjustments to cOntract labor expense. The pro-forma

increase of $19,894 shown: on Schedule 3-1 relates to paving expenses, which

were $574,986 in the test year. The Company utilizes two outside firms -

Brenton Contracting and R.H. White to perfotlfi paving. New contracts effective

January 1, 2008 with Benton Contracting and R.H. White provide for a 3% and

3.5% increase,. respectively. R.H White performs 92% of the paving work, with

Benton Contracting providing the balance. The weighted average contractual

increase in paving costs is 3.46%, which was applied to the test year paving costs.

This resulted in the pro forma adjustment of$19,894. This was added to the total

test year contract labor of $816,846, to yield the pro forma test year amount of

$836,740.
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Schedule 4

What does Schedule 4 show?

This schedule~ consisting of 2 pages, shows the health and hospitalization expense

in the test year and the rate year, The health care percentage increases are shown

on page 2. The percentage increases represent the overall composite rate

increases for all medical and dental plans based on current premiums. The

percentage increase in premiums experienced by each company was applied to the

historical test year expenses to yield the adjustment of $206,116 to the test year

amount.

Schedule 5

Please explain Schedule 5.

Schedule 5 presents the historical test year balance of other employee related

expenses and benefits of $351,854; These costs consist primarily of employee

expense reimbursements for business related expenses. There are no adjustments

to the test year amount.

Schedules 6and 7

Please explain Schedules 6 and 7.

Schedule 6 and Schedule 7 present the National Grid NH pension and post

retirement benefits other than pensions ("OPEBlI
) expenses of $1,782;213 and

$1,111,404, respectively, for the 12 month historical test year period. As

discussed below, the Company is requesting that the Commission authorize

specific deferral accounting treatment, a reconciling mechanism, and the

collection of deferred pension and OPEB's through the Company's local

- 15 -
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distribution adjustment charge ('rLDACt1
). Under the Company's proposal, the

test year amount would be included in base rates, subject to a reconciling

mechanism included in the LDAC.

Before describing the deferral accounting, reconciling mechanism and

collection process, please explain why the Company is seeking special

treatment for pension and OPEB ex-penses.

Pension and OPEB expenses are a significant expense for the Company. The

actual test year expense Was $1,782,213 for pensions and!$1,111,404 for OPEB' s.

The calculation of pension and OPEB expense is highly volatile and relies heavily

on actuarial assurt1ptions~ and other factors beyond management's control to

calculate the estimated cost of these benefits. Employee turnover, retirement age,

life expectancies, administrative expenSes of the pension plan, assumed earnings

on plan assetS', and the date Of[ which a benefit becomes fully vested are some of

the mOre important actuarial assumptions. Other factors such as the discount rate

employed and fluctuations: in the stock market together create many uncertainties

in estimating pension and OPEB expens-es. As a result, amounts recorded on a

company's books for pension and OPEB's can and do vary significantly from

year to year. Because of these circumstances, the Company is requesting the

Commission to authorize an alternative ratemaking approach for pension and

OPEB expenses than has been employed in the past.

How would the proposed reconciling me:chanism work?

The Company has included the historical test year pension expense of $!, 782,213

and OPEB expense of $1,111,404 in the pro forma test year. Under the proposed
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reconciling mechanism, any difference between the actual amount of recorded

FAS (Financial Accounting Standard) expense and the amount included in the pro

forma test yeaf would be deferred for later recovery from or credit to custOmerS.

The Company would calculate a carrying charge at the pre~tax weighted cost of

capital and also defer that amount as well.

How do you propose the deferred amount be collected from or returned to

customers?

The December 31 balance, positive or negative, would be collected or refunded

through the LDAC during the subsequent year beginning with the next Peak

Period, when the LDAC is normally adjusted.

Please explain why this is beneficial to customers.

As I stated, pension and OPEB expense has significant volatility and any amount

included in the cost of service is just as likely to be overstated as understated.

The Company's proposed reconciliation mechanism (1) would allow the

Company to recover pension and OPEB costs incurred in providing service to

customers and (2) would ensure that customers: pay fiO more Of less than the

amounts needed to meet the Company's obligation to employees. A reconciling

mechanism safeguards customers from inaccurate actuarial and health care cost

assumptions and mitigates the volatility in rate and expense differences. This

ultimately provides better matching between revenues and prudently incurred

costs.

The EnetgyNortb Merger Rate Agreement in Docket No. DG 06-107

contained a provision relating to a separate issue concerning pension and

- 17 -
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OPEB expense'. Can you explain how the Company is addressing this

provision of that agreement?

The Company was authorized to defer the recognition of any unrecognized gains

or losses resulting from the fair market valuation of the assets in its pension and

OPEB plans as of the closing date of the merger. The resulting regulatory

liability or asset is to be amortized to expense over a period equal to the average

estimated remaining service lives of the employees in the plan. In effect, the

amortization of this regulatory asset or liability will become a component of net

periodic expense for pension and OPEB's. The deteffi1inatiofi of the required

deferral is pending as of the date of this filing~ but is expected to be final by the

Company's fiscal yearend, March 31, 2008.

Schedule 8

Please return to your explanation of the schedules in Exhibit EN 2-2-2,

beginning with Schedule 8.

Scbedule 8 adjusts the payroll taxes included in operation and maintenance

expense by the composite wage increases in each company. Payron taxes are

included in operations: and maintenance expenses, rather than taxes other than

income taxes, because when labor expenses are allocated from the KeySpan

Service Companies to National Grid NH all benefits, including payroll taxes,

follow the labor. This ensures that an associated benefit costs are allocated

correctly.
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Schedule 9

Pl~ase summarize Schedule 9.

In Schedule 9, test year expenses for purchased services of $2,672,261 were

adjusted by $4,227 to $2,668,034 to remove costs incurred in connection with the

Company's Petition for Increase in Short Tenn Debt Limit. As per the settlement

in Docket DG 06-122, the Company agreed not to seek recovery of these costs

from customers.

Schedule 10

Please explain Schedule 10.

Schedule 10,. postage, adjusts test year postage expense by $25,069, from

$334,254 to $359,324; to reflect the increase in domestic postal rates put into

effect on May 14, 2007 by the U.S ..Postal Service.

Schedule 11

Please explain Schedule II.

Schedule 11 provides the level of contributions, tickets and sponsorships

expenses,. which have been eliminated from the operation and maintenance

expenses,. as shown On this schedule, and therefore are not included in the

Company's cost of service.

Schedule 12

Please explain Schedule 12.

Dues and memberships expenses are presented in this schedule. There is no pro

forma adjustment to the test year amount of $46,464.

- 19 ~

19



1

2 Q.
3 A.

4

5

6

7

8

9 Q.
10 A.
11

12

13

14

15 Q.
16 A.
17

18

19

20

21 Q.

Schedule 13

What does Schedule 13 show?

Schedule· 13 shows "other expenses,'! which are comprised of numerous smaller

dollar amounts that are aggregated and presented at their historical test year

balances. Examples of the types of items included in this schedule include,

among others, costs associated with building services, fleet, sales programs,

advertising, and materials and supplies.

S~hed_uIe14

What is shown on Schedule 14?

Schedule 14 shows uncollectible expense of $3,693,923 for the test year, which is

increased by $899,536 to $4,593,459. The increase results from applying the

proposed uncollectible percentage of 2.54% (based on a three year average of net

write-off's) to adjusted test year revenues of$180,859,381.

Schedule 15

What is shown on Schedule 15?

This schedule presents an adjustment of $3,474,004 to reclassify to gas costs the

gas cost portion of bad debt credits and production and storage cr'edrts that were

recorded in the test year 0&1\.1 accounts, as presented in Schedule 1. This

adjusttTIent is discussed in more detail in Ms. Leary's testimony.

Schedule 16

Please explain Schedule 16.
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Schedule 16 shows the incremental expense of $1,597,365 associated with the

increased level of emergency response and collection activities undertaken or

proposed to be undertaken by the Company.

Please describe the program changes associated with emergeney response for

National Grid NH.

The Company has implemented changes to its emergency response time standards

to respond to emergency calls when the caller is reporting a gas leak or gas odor.

Thes:e changes are consistent with Section 7(N) on pages I6~19 of the

EnergyNorth Merger Rate Agreement approved in Commission Order No.

24,777. The expenses shown in Schedule 16-1 and Schedule 16~2 are fully

incremental to the test year and reflect the direct labor, labor burdens and non-

labor costs: associated with one supervisor and six technicians that have been

added to the workforce as of September 1j 2007.

Please describe the proposed program changes, associated with collection cost

activities for the Company.

On November 11; 2007, the Company, the PUC Staff and the Office of Consumer

Advocate entered into a partial settlement, which included a requirement that the

Company file a written plan setting forth its proposed collections process on a

going-forward basis for review by Staff. The settlement further provided that the

prudently incurred costs of the collections process described in the plan

(including, on an annualized basis, any costs that are incremental to those

reflected in the Companis test year) shall be recoverable through the rates, set in

this case. The Company's anticipated incremental costs associated with this

~21 ~
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plan~increased field collection ert1ployees, associated non-labor costs,

reconnection costs associated with increased number of customer accounts locked

for non-payment; increased customer calls to the contact center and increased

postage associated with notices-are detailed in Schedule 16-3. The changes to

the Company's coHections process that resulted in: these additional costs are

addressed in the testimony of Mr. Gary BenIiett,

Schedule 17

Please explain Schedule 17.

This schedule details the $619;000 credit that has been applied as a direct

reduction to operations and maintenance expenses in the pro forma test year, as

provided for in the merger rate' agreement.

Please explain Exhibit EN 2-2-3, Taxes Other Than Income Taxes.

Below Ihave summarized the methods used to pro form the rate year tax expenses

shown on Exhibit EN 2-2-3.

Real Estate Taxes - The pro fonna amount presented for real estate taxes was

based on the actual taxeS paid using the latest known latest bills received through

January 2008.

Eeder~l FICA Taxes qnd Federal and State Unemployment Taxes - Payroll-based

taxes: have been adjusted based on the overall payroll increase fot the Company.

Other State Taxes and Capitalized Pawoll Taxes - These taxes: are presented at

their historical test year amounts and do not have pro forma adjustments.

Please explain Exhibit EN 2-2-4.
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This schedule shows the total booked depreciation expense of $8,824; 109 for the

test year, which WaSreduced by $1,053,408 to $7,770,701 for the pro forma test

year. This $1,053,408 adjustment reflects the adoption of the recommendations

presented in the depreciation study of Company witness Paul M. Normand based

on the December 31, 2006 plant balances.

Please explain the data and calculations for Exhibit EN 2-2-5, page 1 (state

Income Taxes), and Exhibit EN 2-2-5, page 2 (Federal Income Taxes), and

page 3 of EN 2-2-5 (Computation of Utility Interest Deduction);

Exhibit EN 2-2-5, page I; presents the pro forma state income tax expense, The

expense is calculated by applying the statutory rate of 8.50% to the Operating

Income before Income Taxes & Interest Charges, as shown on Exhibit EN 2~2~1,

less the' interest deduction shown on page 3 and net flow-through additions and

deductions.

Exhibit EN 2-2-5, page 2, presents the pro forma federal income tax expense and

is calculated by applying the statutory rate of 35% to the Operating Income before

Income Taxes, as shown on Exhibit EN 2-2~1, less the interest deductions, the net

flow~through additions and deductions and the state income tax expense shown on

Exhibit EN 2-2-5, page 1.

Exhibit EN 2-2-5, pages 1 and 2, also detail the current and deferred income tax

expense. The current income tax expense is computed by applying the statutory

rates to the current taxable income. The deferred income tax expense is computed

by applying the statutory rates to the amounts in the section labeled Timing

Differences.
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Page 3 of Exhibit EN 2-2=5 computes the pro forma test year interest expense that

is used in the income tax calculations. The interest e-xpense is derived by

multiplying the rate base as shown on Exhibit EN 2-4 times the interest

component of the rate of return shown OnExhibit EN 3~1.

De-velo)1mentQfRate Base.

Please describe Exhibit EN 2-3.

Page I of this exhibit presents the balanoe sheet for assets and deferred charges

for the historical test year' and the two preceding fiscal years, as well as the

thirteen month average balances for the historical test year. Page 2 presents the

Same information for stockholders equity and liabilities. Page 3 presents the same

infonn3tion for materials and supplies.

Please describe Exhibit EN 2-4: Schedule 3, and how the Company arrived at

its test year rate base figure.

Schedule 3 shows the amounts for each of the thirteen points from July 1, 2006 to

June 30, 2007 for total gas plant (plant in service and completed construction not

classified), non-interest bearing CWIP, and the accumulated reserve for

depreciation.

Page 2 of Exhibit EN 2-4 summarizes the adjustments to the property base (or rate

base). The first adjustment to rate base is an addition of $4, 170,78 8, representing

deferred regulatory costs, comprised predominantly of$2.7 million related to FAS

109 deferrals and $1.4 million of deferrals associated with gas jobs in progress.

The monthly balances can be found on page 3 of this schedule. The second
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adjustment is: a reduction of $41,047,029, relating to deferred federal and state

income taxes. These taxes primarily reflect the effects of the timing differences

related to accelerated depreciation methodologies between the book and tax

returns, cost of removal, unamortized investment tax credits and the timing

differences of other net costs of the Company. These monthly balances are

reflected on page 4.

Schedule 3A, "Working Capital", shows the derivation of the total working

capital allowance of $7,092,752, which has been included as an addition to the

average test year rate base. Cash working capital is made up of two components,

prepayments and a cash working capital allowance, as shown on page 1. Pages 2

and 3 of Schedule 3A present the details of the average balances of these

amounts. For purposes of determining the non-gas related cash working capital

allowance, the traditional one-seventh of net O&M expense was applied. For gas

related cash working capital, a 12.04 day lag was TIsed. The Source of the 12.04

day lag was the 1eadllag study prepared under the direction of Mr. Goble. I

should note that Mr. Goble wiII also be completing a lead/lag study to develop

non-gas cash working capital, and will be supplying supplemental testimony

discussing it shortly after this filing is made. To the extent that the results of Mr.

Goble's work differ from the results of the methodology used by the Company in

this filing, the Company will update its revenue requirement as appropriate.

The net effect of all of these adjustments to property base and working capital is

shown an adjusted average rate baSe for the test year of $148,037,338.
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Rate of Return

What is the overall rate of return that the Company is proposing?

The Company is proposing an overall rate of return of 9.26%, as shown on

Exhibit EN 3-1. This is based on a capitalization ratio of 50% long-term debt and

50% equity~ a long-tenn debt castrate of7.02% (yielding a weighted average cost

for Iong-tenn debt of 3.51%), and a cOmmon equity cost rate of 11.5% (yielding a

weighted average cost for common equity of 5.75 %). The sum of the weighted

average costs of equity and long=term debt equals the overall rate of return of

9.26%.

How did you determine the capitalization ratios that you used?

The capital structure used by the Company was dictated by the EnergyNorth

Merger Rate Agreement approved in Docket No. DO 06=107, which stipulated

that in this rate filing the Company would be required to use a debt to equity ratio

of SO/50 for determining its overall rate of return. In addition, as a result of the

settlement reached in Docket DG 06~122~all of the short-term debt outstanding as

of June 30, 2007 will be refinanced with long-term debt prior to June 30, 2008,

and therefore the cost rate of the debt portion of the Company's capital structure

for this case is equal to the cost of its outstanding long-term debt.

Are there any other issues you would like to address concerning the capital

structure used to determine the overall rate of return for National Gdd NH?-

Yes. Schedule EN 3=2A shows the Company's capital structure at June 30, 2007,

excluding the goodwill recorded on the Company's books at that time. As the

schedule shows, after removing the goodwiH from the Company's equity,- the
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common equity ratio at the end of the test year was 52.3%. The 50% equity ratio

dictated by the Merger Rate Agreement is below this amount and is thus

appropriate for establishing the overall rate of return in this proceeding.

How was the weighted average cost of long-term debt shown on Exhibit EN

3-5 calculated?

The settlement in DG 06-122 specifies the weighted average cost of long-term

debt to be used in the determination of the Company's revenue requirement in this

rate case filing, Schedule EN 3-5 replicates a portion of Exhibit 4 in Docket DO

06-122, which shows the calculation of the weight€d average cost of long-temi

debt.

What pro forma adjustments were made to the balance of short-term debt

tbat was- ontstanding during the test year?

As not€d above,. the balance of short-term debt outstanding during the test y€ar

will be eliminated by the refinancing to be undertaken in accordance with the

settlement in Docket DO 06-122.

What cost rate did the Company use for the common equity component of its

capital structure?

The Company is using a return on equity of 11.5%, as discussed in the testimony

of Mr. Maul.
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1 VII. Comparison of Merger Benefits To New York

2 Q. Did the Company perform a comparison of the benefits from the National

3

4

5 A.

6

7

8

9

10

11 Q.
12 A.

GridlKeySpan merger to New Hampshire customers with the benefits to New

York customers; as required by the EnergyNorth Merger Rate Agreement?

Yes. Section 4 of the EnergyNorth Merger Rate Agreement requires the Company

to perform an economic analysis to show whether the total economic benefits

being provided to the Company's customers are at feast equal to or better than the

total economic benefits provided to New York customers. That analysis is set

forth on Attachment J08-2, and provides the basis for the Company's conclusion

that no further adjustment to rates is requited under the agreement.

Does this conclude your testimony?

Yes.
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Attachment JOS·1
National Grid NH

DG 08-009
Page 1 of12

Q. Identify KeySpan's General Ledger System

A. KeySpan is operating Oracle General Ledger 11i, Version

11.5.7+. Oracle General Ledger is the central repository

for accounting information and receives transactions from

both Oracle and non-Oracle subledgers.

Q. Describe KeySpan's General Ledger Accounting Code block

A. KeySpanis G/L code block is comprised of eight

independent segments that together comprise what is defined

as an Accounting Flexfield. A visual description of the

Accounting Flexfield is presented below where x represents

the number of digits contained in each segment:

Segment Segment Segment Segment Segment Segment Segment Segttlent

1 :2 j 4 5 6 7 9

Cost
ReO RCC Activity Account Project PCC pea

Type
xx xxx xxxxxx xxxxx xxxxxx xxx xx

xxx

SE:!gI[lE!J:lt: pes criptions:

Reo (Receiver Company) ~ This segment is used to identify

which Company's set of books is recording the transaction

~cc (Receiver Cost Center): identifies the specific

responsibility/cost center being charged
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National Grid NH

DG 08-009
Page 2 of 12

Activity: The activity segment is used to provide/describe

some specifics or details of the transaction being

recorded. Although each segment in the Flexfield is defined

as independent from a system perspective, which is to say,

that Oracle does not enforce any rules with respect to the

relationship between one segment and any other or others,

in practice, an Activity segment is subordinate to the

Project segment and is used to further define or segregate

the detail provided by the Project segment.

Cost, 'l'ype: This segment is used to identify the lowest

level of resource provided/expended in the transaction

Account: This segment is used to identify the appropriate

General Ledger Account in accordance with the FERC chart of

accounts

Project: Similar to the Activity segment described above(

the project segment is used to provide/describe some

specifics/details of the transaction being recorded, In

practice, the Project segment is often hierarchically

superior to the activity segment and most times will

identify a broad category which is then further

defined/described by one or more activities.

pee (Provider Cost Center): This segment identifies the

specific cost center providing the charge
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Attachment JOS-1
National Grid NH

DG 06-009
Page 3 of 12

peo {Provider Company}: This segment identifies the Company

providing the charge in the transaction. !t is also

referred to as the "lntercompanyR Segment due to the fact

that a flexfield containing a pea segment value that does

not match the ReO segment value identifies a transaction

that has occurred between two companies.

Q. Explain KeySpanfs Service Company Structure

A. Prior to the repeal of the Public Utilities Holding

Company Act of 1935, (PUHCA), KeySpan was subject to the

jurisdiction of the SEC under PUHCA. As part of the

regulatory provisions of PUHCA, the SEe regulates various

transactions among affiliates within a holding company

structure. In accordance with the regulations of PUHCA and

the New York State Public Service Commission requirements,

KeySpan created three distinct service companies~ (i)KeySpan

Corporate services, (Oracle company segment-31) providing

traditional corporate and administrative services; (ii)

KeySpan utility Services, (Oracle Company Segment-

32) ,providing gas and electric transmission and

distribution systems planning, marketing, and gas supply

planning and procurement; and (iii) KeySpan Engineering

Services, (Oracle Company Segment-33)f providing

engineering and surveying services to subsidiaries. All
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DG 08-009
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three companies are collectively referred to as the KeySpan

Service Company. Allocation methodologies, approved by the

SEC, have been in use since 2001 to allocate certain

service company costs to affiliates.

Q. How were the Components of Operating Expenses as

presented in Exhibit 4 of the Stand-AlOne Costs of Service

defined?

A. Each of the components depicted in the Summary of

Operating Expenses is defined by the combination of the

Cost Type and the G/L Account segments in the Accounting

Flexfield. This combination of segments provides the best

means for identifying the underlying elements of cost.

Each unique Cost type/Account combination charged to O&M

accounts in our historical test year ended 06/30/2007 was

assigned to one of the Cost component categories depicted

on Exhibit EN 2~2-2 Schedule 1A - O&M.

Q. Explain the format used to present the detail of

Operating Expenses by Component for schedUles 1-17 in

Exhibit EN 2-2-2 Schedule lA - O&M.

A. There are separate schedules for each of the Cost

Components listed in the Exhibit 4 ~ Summary schedule. The

amounts presented on each of the schedules are compiled in
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two ways. The first, presents the amounts aggregated by

Provider Company. This allows the amounts allocated from

each of the KeySpan Service companies to be distinguished

from the amounts generated directly within the utility

company.

The second aggregates the amounts in accordance with the

specific O&M aCCOUnt classifications as prescribed in the

FERC Chart of Accounts.

Q. How are Service Company costs recorded?

A. All costs incurred by the KeySpan Service Companies are

recorded on their own respective set of books.

Q. How are the Service Company costs allocated?

A. The process of allocating Service Company costs to

operating companies is accomplished using advanced

functionality contained in Oracle General Ledger. Oracle

G/L contains a fully automated, rule driven allocation

process known as "Mass AllocationSH that is executed each

month as a normal recurring job routine in the monthly

closing cycle.
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Q~ Please explain Orac~ejs Mass A~location Proaess

A. Generally, Oraclers Mass Allocation process applies pre-

defined allocation rules designed to: (i) aggregate Service

Company costs into "cost pools", (ii) calculate the amounts

allocable to each operating company and (iii) generate and

post all required journal entries.

Q. Please explain the allocation rule designed to aggregate

service Company costs into Wcost poOls"?

A. A Service Company cost pool is defined as the

aggregation of all charges having a unique Cost Center,

Project, Activity and G/L account code combination. This

combination of account code segments represents the best

level of detail for identifying an allocable cost and

assigning an appropriate allocation code.

Q. Please explain the allocation rule desi~fied to calculate

the amounts allocable to each operating company.

A. Each service Company cost pool, defined above, is

assigned a specific "allocation code". An allocation code

identifies the basis used to allocate, the mix of operating

companies receiving the allocation and the percentage

distribution applicable to each operating company.

Allocation codes are designed to produce reasonable and
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consistent results and are assigned to cost pools in a

manner consistent with the cost causation principles of

sound cost allocation theory. Our cost pools are

specifically designed to maximize, the assignment of direct

allocation codes, (i.e. codes allocating 100% of the cost

pool to a single operating company} and facilitate the

assignment of indirect allocation codes that are based on

the most appropriate cost causation method (i.e. number of

employees, Massachusetts formula, number of meters, etc.)

Q. How are allocated Service Company costs recognized in

the operating companies sets of books'?'

A. Allocated Service Company costs will have a Service

Company segment value in the Provider Company segment and a

Service Company Cost Center in the Provider Cost Center

segment of the accounting Flexfield. The Accounting

Flexfield will also contain the Project, Activity, and Cost

Type of the original Service Company charge. For every

charge, there is also a corresponding Intercompany entry.
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Q. Please provide an example of a specific corporate

Service Allocation

A~ The fallowing example is intended to illustrate the

logic and mechanics inherent in KeySpan's Service Company

allocation process.

A Servi~e Company Cost Pool associated with KeySpan'g

Financial Reporting function was chosen to illustrate our

example.
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Pertinent Service Company Cost Pool information is

contained in the following tables~

Attachment JOS·1
National' Grid NH

DG 08-009
Page 9 of 12

Code Block Segment
Segment Value Description

Segment Value

CompanYl 31 KEYS PAN CORPORATE SERVICES
r-I
0
0
~
.jJ FINANCIAL REPORTING
[QI

0 Cost Center: 015
U' ASSISTANT CONTROLLER>..
~
III

~ Project: RPT/RSCH0 KOOO36 FINANCIALt)

Q)
0

.r-!
:>
l-l
ID Activity: 002744 FINANCIAL REPORTING ACTIVITY
UJ

G/L Account: 92000 A&G~ADMIN & GEN SALARIES

Cost Period Aggregate Charges

Annual $853,319.58
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The Allocation Code assigned to the example above is "GOS".

The Allocation Code contains the following intelligence:

The Alpha character "G" indicates that the basis of

allocation was determined by the Massachusetts Formula.

The remaining numeric digits, flOSii identify the mix of

companies receiving allocatioTI. '~08n _ All Companies

including the KSE Holding Company.

The combination of "GOS" therefOre applies the percentages

calculated from the Massachusetts formula across the

company mix represented by "All companies including the KSE

Holding company.;;

The Allocation percentages for Allocation Code GOB in

effect during the example year are identified in the

following table:
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Company Company Description Alloe. %

01 BOSTON GAS COMPANY 13.l%

03 Colonial Lowell Division 3.0%

06 EnergyNorth Company 1.6%

34 KEYS PAN ELECTRIC SERVICES, LLC 20.7%

35 KEYS PAN GENERATION SERVrCES,LLC 6.1%

36 KBYSPAN ENERGY DEVELOPMENT 0.8%

37 KEYS PAN ENERGY DELIVERY LI 13.0%

38 KEYS PAN ENERGY DELIVERY NY 22.1%

42 KEYS PAN RAVENSWOOD SERVICES, LLG 9.0%

44 KEYS PAN ENERGY TRADING SERVICES, LLC 0.3%

46 KEYSPAN GLENWOOD ENERGY CENTER LLC 0.4%

48 KEYSPAN PORT JEFFERSON ENERGY CENTER LLC 0.4%

57 KEYSPAN ENERGY SERVICES INC. 0.5%

58 KEYS PAN ENERGY SUPPLY INC. 0.2%

59 KEYSPAN SERVICES INC 4.0%

60 KEYS PAN ENERGY CORP 3.8%

71 SENECA UPSHUR PETROLEUM 1.0%

Total 100.0%
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As a ~esult, the FirtartcialReporting Cost Pool is

distributed across the operating companies in accordance

with the assigned allocation percentages represented by

Allocation Code G08 as illustrated below:

Co Company Description Alloc % Alloe $

01 BOSTON GAS COMPANY 13.1% $111,784.86

03 Colonial Lowell Division 3.0% $25,599.59

06 EnergyNorth Company 1.6% $13,653.1:1

34 KBYSPAN' gLECTRTC SERVICES, Ltc 20.7% $176,637.15

35 KEYS PAN GENERATION SERVICES,LLC 6,1% $52,052,49

36 KEYS PAN ENERGY DEVELOPMENT 0.8% $6,826.56

37 KEYS PAN ENERGY DELIVERY LI 13.0% $1.10,931.73

38 KEYS PAN"ENERGY DELIVERY NY 22.1% $1,88,583.63

42 KEYS PAN RAVENSWOOD SERVrCESr LLC 9.0% $76,798.76

44 KEYS PAN ENERGY TRADING SERVICES, LLC 0.3% $2,559.96

46 KEYSPAN GLENWOOD ENERGY CENTER LLC 0.4% $3,413.28

48 KEYSPAN PORT JEFFERSON ENERGY CENTER LLC 0.4% $3,413.28

57 KEYSPAN ENERGY SERVICES INC. a.5% $'4,266.60

58 KEYS PAN ENERGY SUPPLY INC. 0.2% $1,706.64

59 KEYS PAN SERVICES INC 4.0% $34,132.78

60 KEYSl?AN ENERGY CORP j.8% $32,426.14

71 SENECA UPSHUR PETROLEUM 1.0% $8,533.20

Total 100.0% $853,319.58
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ENERGYNORTH NATURAL GAS; INC d/b/a NAtIONAL GRID NH
Economic Analysis of Customer Benefits
]Ilustrat1ve Caleu]ation of Synergy Value - Synergy

Attachmenf JOS-2
National Grid NH

DG 08-009
Page:; of9

Revenues Percent Synergies
(A) (B) (C)

] Massachusetts Electric $ 534; 184,464 9,93% $ J 5,487,662.95
2 Nantucket Electrie $ 6,528,087 0.12% $ 189,269.47
3 New England Power $ 191;844,885 3.57% $ 5,562,177.7]
4 ESsex Gas $ 29,365,112 0.55% $ 851,385.59
5 Coronial Gas $ 98;2-19,521 1.83% $ 2,847,688.28-
6 Boston Gas $ 352,057,800 6.5'4% $ J b ,20 7,2465S
7 Granite State Electric $ 22,729,932 0.42% $ 659,01 I.I6
8 EnergyNorth Gas $ 43,287,317 0.80% $ 1,255,033,75
9 Niagara Mohawk Electric $ 1,087,992,090 20.22% $ 31,544,262.] 8
lO Niagara Monawk Gas $ 280,572,335 5.21% $ 8,134,661.43
11 BUG $ 731,811,000 13.60% $ 21,217,468.64
11 LILCO - GAS $ 434,509,000 8.08% $ 12,597,762.37
13 LIPA $ 1,023;] 58,400 ]9.02% $ 29,664,532.60
14 Unregulated $ 169,319,000 3.15% $ 4,909,082.50
15 Narragansett 5; 215,314,821 4.00% $ 6,242,643.88
16 Providence Gas $ 159,697,000 2.91% $ 4,630, I ro.90
17 Total $ 5,380,590,774 ]00.00% $ ]56,000,000.00

] g Synergy $ 156,000,000.00

(A) Carendar 1005 Revenues
(B) Column A / Column A Line] 7
(C) Line 18 * Column B

43



ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Economic Analysis of Customer Benefits

Illustrative Calculation of Synergy Value - Cost to Achfeve

Attachment JOS-2
Natronal Grid NH

DG 08-009
Page 4 of 9

Revenues Percent Cost to Achieve
(A) (B) (C)

] Massachusetts Electric $ 534,] 84,464 9.93% $ 39,S] 3,396.50
2 Nantucket Electric $ 6,528,087 0.12% $ 482,879.8]
3 New England Power S ]91,S44,885 3.57% $ ]4,] 90,684.15
4 Essex Gas $ 29,365,] ]2 0.55% $ 2,] 72,]24.78
5 Colonial Gas $ 98,2]9,521 1.83% $ 7,265,255.99
6 Boston Gas $ 352,057,800 6.54% $ 26,041,565.00
7 Granite State Electric $ 22,729,932 0.41% $ ] ,681 ,323.36
8 EnergyNorth Gas $ 43,287,327 0.80% $ 3,201,945.08
9 Niagara Mohawk Electric $ 1,087,992,090 20.22% $ 80,478,309.91
10 Niagara Mohawk Gas $ 280,572,335 5.21% $ 20,753,815.7]
11 BUG $ 73],811,000 13.60% $ 54 131,746.9]
12 LlLCO ~GAS $ 434,509,000 8.08% $ 32,140,445.03
13 LlPA $ 1,023, r 58,400 19.02% $ 75,682,589.57
14 Unregulated $ ] 69,3] 9,000 J.]5% $ ]2,524,454.07
15 Narragllnsett $ 215,314,82] 4.00% $ ] 5,926,745.29
16 Providence Gas $ ] 59,697,000 2.97% $ ]],812,7]8.84
17 Total $ 5,380,590,714 100.00% $ 398,000,000.00

] 8 Cost to Achieve (Page 3 Line] 8 times 2) $ 398,000,000.00

(A) Page 3 Column A
(B) Column A / Column A Line] 7
(C) Line] S '" Column B
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ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NlI
Economic Analysis of Customer Benefits

Illustrative Calculation of Synergy Value· Phase in Rates

Attachment JOS·2
National Grid NH

DG 08-009
Page 5 of 9

Cost:to Achieve Synergy Multiplier Infla:tiOf! Phase-In

(A) (B) (C) (D)

Year 1 38.49% Year I 50.00% Year] ] Year] 50%
Year 2, 15.30% Year 2 68.33% Year 2 ] .0250 Year 2 67%
Year 3 15.00% Year 3 87.55% Year 3 1.0506 Year 3 83%
Year 4 6.78% Year 4 107.69% Year 4 ] .0769 Year4 ]00%
Year 5 7.27% Year 5 1I0.38% Year 5 1.1038 YearS ]00%
Year 6 5.97% Year 6 113.]4% Year 6 1.1314 Year 6 100%
Year 7 4.63% Year 7 II 5.97% Year 7 I.] 597 Year 7 100%
Year 8 2.12% Year 8 118.87% Year g 1.1887 Year 8 100%
Year 9 2.18% Year 9 12] .84% Year 9 1.2184 Year 9 100%
Year 10 2.25% Year lb 124.89% Year] 0 ].2489 Vear 10 100%

(A) Niagara Mohawk Rate Plan Attachment 10
(B) Column (C) * Column (D)
(C) Assumed fnflation Growth of 2.50%
(D) Niagara Mohawk Rate Plan Attachment 10
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Atttichmc'nt JOS ..:Z
National Grid NH

DG O'6-C09
Poge. of~

ENERGYNORTH NATURAL GAS, INC d/b/a NATIONAL GRID NH
Economic Analysis of Customcr Bencfits

Summary ofEner!,')'N0I1h Efficiencies By Vcar

High Case Rallo Merger Case Year I Vear 2 Year 3 Year 4 Year 5
lal (b) It) (d) Ie) 10 (g) (h}

I Electric T&D 93.02:3% 90 '- 60% 91% 100% 100%,0

2 Gas Ops Total 0]8 93023% 016 45% 8'7% 99% 1O(j~~ 100%
3 Cuslomer Toial 0.]5 93.023% 014 19~"~ 50% 72~o 8"5%) J'OO~';
4 Shared Services including SHES 008 93.023% 0.08 14% 45% 61% 87~~ 100%
5 HR Servic-cs 0.00 93.023l}~ 0.00 00' 75% 100% 100% 100%,.
6 Tala! 0.41 93.023% 0.38

7 IfiflmiOfi 100.000% 1{}2:,500% 105.D63% 107.689% 110.381%

8 Electric T&D
9 Gas Ops· Total D.07 0.i5 D.l1 0.18 0.18
10 Cuslomer TOlal 003 007 0.10 0.12 0.15
1] Shared Services including SHES Om 0.04 0.05 0.07 0.09
12 HR Se·rvices 0.00 0.00 0.00 0.00
J3. Tol.r 0.11 0.25 0.32 0.37 0.42

I rolfe 7, Line :i,CoWnll'!I")
2 Page 7, Line 6, Column' {a)
3 Page 7, Line' 9, Column {a)
4 Page 7. Line 12, Column (a)
5 Page 7. Lme 15, Column (a)
6 Sum of Lines I through 5
7 Inflation at 2.5 %

8 Lme I, Column (bl· Line] • Line 7; respective Column (d) through (/1)

9 L1fie 2, Column (b) • Line 2 • Line 7, resjleclive Column (d} through (/,)
iO Lifie 3, COliiillfi (b)· Line j.. Llne1;fespeclive C'oillifill (u) tlifOligli (/,)
iI Line 4, Column (b)· Line 4 8 Line 7, respective Colomn ld) U[fougii (h)
12 Line 5, Column (b) • Line 5 "line 7, tes'pective ColllllUJ (d) througli (Ii)
13 Slim or Lines 8 lhrough ] 2
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Attach ment JDS-2'

Notloft.l Grid NH
DG M-OO~

Page 7 of9'

ENERGYNORTU NATLIRAL GAS, INC d/b/ii NATIONAL GRID NH
Economic A [jlll~'sisof Customer nmefils
Summory ofNingaro Moho\\'k Efficiencies By Year

Alloconon orSnvings-Hlgl. End Estimole Totnl NG NGII;.S N(liL!I'A tS KSILIPA L1PA
(oj (bi (c) (d) Ie) (f) (gJ

E]ecmc T&D 7.42 5.63 ] 15 0.05
2 AiiDcntlon 10 Enerb'Y NOl1h O.oo~. O.OO~. 0.00% OdO% o oo~. 0.110%
3' EnergyNOl1h Electric T&D
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ENERGYNORTH NATURAL GAS, INC d/b/ll NATIONAL GRID NH
Economic Anarysis of Customer' Benefits'
Summary ofEnerg~North Efficiencies By Year

Tolal Efficiency Savings (from DPS-3&1 update to be filed)

Initimives listed in DPS-316 response
I Electric T&D
2 Gas Operations
3 Cusiomers & Markets; Customer-Related Services
4 Shared Services includIng SHES
5 HR Services
6 AMR in NY and LI
Initiatives related to DPS-383 response

7 Gas Operations
8 Customers & Markets; Customer-Related Services
Olner initiatives related lo National Grid "efficiencies"

9 Customers & Markets; Customer-Related Services
lO Total "efficiency" savings

([) Based on an eSlimated $200 million in lotal savirig'S
EffiCiency portion equal to pro-rata of high-end estimate
(200/215) x $41.8 mflfion = $44.5 milrion

Annual Savings in S Millions (100% Pl1ased·iii)
Nominal Low End High End Best Estfrnme

!l.9S 5.30 7.42
]O.]S· 4.78 1.90
]t.] 5 4.-50 1l.41
5.25 3.93 5,] 7
0.58 0.52 0.55
20.10 3.50 11.80

0.56 0.45 0.56
3.69' 0.9] 2.40

4.8f Hi 3.62
66.27 26.30 47.83 44.49 (I)
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Intr-oduction

Please state your name and business address.

My name is Nickolas Stavropoulos. My business address is 52 Second Avenue,

Waltham, MA 02451

By whom are yon employed and in what capacity?

I am the Executive Vice President of Gas Distribution-US for National Grid

USA, with responsibility for the company's regulated gas distribution

operations in New Hampshire, Massachusetts, New York and Rhode Island,

r am also the President and Chief Operating officer of EnergyNorth Natural

Gas, Inc. d/b/a National Grid NH ("National Grid NH" or the "Company")

Please briefly describe your educational background and your business

experience.

I graduated from Bentley College in 1979 with a B.S. in Accounting and

subsequently earned an M.B.A. from Babson College. In 1979, I joined Colonial

Gas Company as an analyst in the rates and accounting areas. In 1982, I was

promoted to Assistant Controller. In 1985, I became Vice President of Rates and

Planning. In 1989, I was named Vice President and Chief Financial Officer. In

1995, I was elected Executive Vice President of Finance and Marketing as well as

CFO, and I assumed responsibility for all of Colonial's financial, marketing,

information technology and customer service' functions. In 1999. following the

acquisition of Colonial by Eastern Enterprises I was named Senior Vice President

of Marketing and Gas Resources for Eastern's regulated gas distribution
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companies, When KeySpan Corporation acquired Eastern Enterprises in 2000, I

was named KeySpan's Senior Vice President of Sales and Marketing for New

England, I was subsequently named Executive Vice President of KeySpan

Corporation and PresIdent of KeySpan Energy Delivery with responsibility for

KeySpan's 2.6 million natural gas Cl1stomerSin New Hampshire, New York and

Massachusetts. Following the National Grid pIc acquisition of KeySpan

Corporation I was named to my Current position.

What is the purpose of your testimony?

The purpose of my testimony is to provide an overview of the National Grid

corporate structure and the benefits of this structure to its New Hampshire

customers. I will also provide an overview of the Company's filing in this case

and the mOre significant proposals contained therein. Finally, I will review the

commitments agreed to by the Company contained in the merger settlement

agreement approved by the Commission in Order No. 24,277, dated July 12,

2007, relating to the acquisition of KeySpan Corporation by National Grid pIc.

National Grid USA

Would you please dis'CllSSthe National Grid corporate structure?

National Grid USA is a wholly owned subsidiary of National Grid pic, a UK~

based company whose stock is traded on the London Stock Exchange. American

depository receipts (often referred to as ADR's) for National Grid pIc are also

traded on the New York Stock Exchange. Prior to its acquisition of KeySpan,

National Grid USA operated five local distribution companies that served more

than four million electric and natural gas customers in New York, Massachusetts,

- 3 -
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New Hampshire and Rhode Island. In August 2007, National Grid acquired

KeySpan Corporation, which provides natural gas to 2.6 million customers in

Massachusetts, New Hampshire and New York. In addition, KeySpan maintains

the electric distribution system for the Long Island Power Authority, which

provides electricity to 1,1 million custOmers on Long Island and supplies

approximately 25% of New York City's electric capacity needs. Following the

KeySpan acquisition, National Grid implemented an organizational structure

based upon global lines of business that include (I) Transmission, (2) Gas

Distribution, (3) Electric Distribution and Generation, (4) Business Development

and Non-Regulated Operations and (5) Finance and Shared Services. Through

this structure, we, at National Grid will be the foremost international electricity

and gas company, delivering unparalleled efficiency, reliability and safety vital to

the well-being of our customers and communities. We are committed to being an

innovative leader in energy management and to safeguarding our global

environment for future generations. This strategy is underpinned by our

commitments to developing strong and valued relationships with our customers,

regulators, suppliers, and the communities in which we operate and to acting

responsibly in managing the environmental, economic and social risks associated

with our actions. tong-term s'tistainabiHty is an integral component of OUf

overall business: strategy. Additional information about National Grid"s

commitment to these important business objectives can be found in our 2007

Corporate Responsibility Report, a copy of which is provided as attachment: NS-l

to my testimony.

- 4-

4



Q.
2

j A.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

How will New Hampshire customers benefit as a result of the National Grid

acquisition of KeySpan Corporation?

New Hampshire customers will benefit in a number of wayS'. First; as a result of

the merger, the Company was able to avoid a rate increase up through and for a

period of One year following the closing. Seoond, this filing includes permanent

savings in the form of an annual credit of $619,000, representing Nadonal Grid

NH customers' share of the net synergy savings that we expect to achieve as a

result of the KeySpan Corporation acquisition. Importantly, these savings were

derived by eliminating back office dupiicatioD of service and not by

compromising safety, service or reliability. National Grid's strong commitment

to safety, reliability and service quality is reflected in the Company's plans to

invest $40 million in non-growth related projects in New Hampshire over the next

two years, including its agreement to significantly enhance its bare steel and cast

iron main replacement program, its commitment to enhanced emergency response

times and its commitment to improve telephone call answering response times.

Finally, by organizing along global lines of business, National Grid can take

advantage of its size, scope and international expertise to identify and implement

best practices in areas such as materials purchasing, infrastructure installation and

maintenance processes, commodity procurement, remediation of environmental

contamination at former manufactured gas plants sites, delivery of energy

efficiency programs, and programs to assist low income customers all to the

benefit of oustomers.

- 5 -

5



1 Q.
2

3

4 A,

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Please describe how you plan to address the particular needs and requirements

of New Hampshire customers, given the size and scope of National's Grid's

averaU U.S. operations.

As noted, our size and scope of operations. win allow us to provide better, more

efficient service to all of our customers_ However, our business model recognizes

that there are aspects of our business that remain local. To that end, we have

appointed William Sherry as our Regional President, New Hampshire. In that role;

Bill is responsIble for government, regulatory, business and community relations

for our combined gas and electric operations in New Hampshire. As the

Commission is aware, Bill is a long time resident of New Hampshire and is very

active in the community. Among his other activities, Bill serves on the boards of

the Heritage United Way, the Salem Chamber of Commerce and Neighbor Helping

Neighbor. He also serves on the Energy and Regulated Utilities Committee of the

Business and Industry Association of New Hampshire and volunteers at the local

state level for the American Cancer Society. Reporting directly to Bill is Deb Hale,

another long time New Hampshire resident with many years of experience as an

employee oIthe Company's regulated gas utility in New Hampshire. Together, Bill

and Deb will ensure that the important issues and concerns of our New Hampshire

customers, the Commission staff and the Office of Consumer Advocate receive the

attention they deserve. Similarly, Bryan McCalIum, Manager of Field Operations

has been designated as our local gas distribution s-ystem contact for New Hampshire

in the event that the Commission or the Commission staff, should ever have

questions regarding the operation or safety of our system.
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Overview of Filing

Please provide an overview of the testimony being provided in this filing.

In addition to my testimony, the case includes testimony from the following

individuals:

John O'Shaughnessy-Mr. O'Shaughnessy is the Director of Service Company

& Accounting SUpport for National Grid USA. His testimony sets forth the

calculation of the revenue requirement and resulting revenue deficiency for the

Company and provides the calculation of the Company's overall rate of return,

and a comparison of the benefits to New Hampshire customers from the merger

settlement to those received by New York customers. Mr. O'Shaughnessy has

submitted separate testimony in support of the Company's proposal for temporary

rates.

Ann Leary-Ms. Leary is the Company's Manager of Pricing=New England.

Her testimony discusses the Company's test year revenue and gas cost

adjustments; bill impacts of the rate changes being proposed by the Company and

other proposed changes to the Company's tariff. Ms. Leary alsa jointly sponsors

with Mr. O'Shaughnessy the testimony regarding the Company's request for

temporary rates.

Susan Fleck--Ms. Fleck is the Vice President of Engineering Standards and

Policy for National Grid USA. Her testimony reviews the Company's investment

in system infrastructure and its commitment to safety, reliability and service

quality.
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Gary Bennett=Mr. Bennett is the Director Customer Meter Services, New

England North. His testimony presents the Company's proposed collection

procedures on a going-forwar"d basis as required by the terms of a partial

settlement agreement in the Company's recent indirect gas cost case (Docket DG

07-50).

Gary Goble--Mr. Goble is a management consultant with the firm of

Management Applications, Consulting; Inc. ("MAC"). His testimony reviews the

Company's proposed rate design, allocated and marginal cost of service studies

and the cash working capital requirements.

Pau.l Moul-Mr. Maul is a management consultant for and principal of p, Moul

and Associates. Mr, Maul's testimony sets forth the Company's cost of equity

analysis.

Paul Normand Mr. Normand is a consultant with Management Applications

Consulting, Inc. His testimony presents the results of the Company's depreciation

study.

What is tbe Company requesting in this proceeding'?

In this proceeding, the Company is seeking, to increase its rates to address an

annual revenue deficiency of $9,896,601. This proposal represents an average

increase of approximately 5.6 percent on the total bill for the average customer.

Although it is difficult at any time to raise rates for customers, it is noteworthy

that the last increase in the Company's revenue requirement occurred in 1993.

During those fifteen years, the Company has been able to maintain its rates

through sales growth; merger synergies and cost reductions. At the same time,

-8-
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prices generally have increased nearly 50% as a result of inflation, and the

Company has experienced declining average use per customer as a result of

customer conservation and energy efficiency improvements to homes and natural

gas heating equipment. Moreover, for the period 2001-2007 alone; the Company

has invested in excess of $62 million in non-growth related capital projects that

were designed to improve the reliability and safety of the National Grid NH

distribution system. These factors and other increases in the costs of providing

service to customers have caught up with the Company and resulted in the erosion

of its rate of return, necessitating its request for a rate increase.

Did the Company earn its allowed rafe of return in the test year ended

June 30t 2007?

No. Exhibit EN 2-2-IA, which is submitted as part of the Company's filing,

shows that the Company earned a rate of return of 3.94% for the test year ended

June 30; 2007; which is substantially less than the last allowed overall rate of

return of 9.83% and is also below the proposed rate of return in the Company's

filing in this case (9.26%). In fact, as the Commission is aware from the

Company's quarterly Form F-I filings, the Company has consistently earned

substantially below its last allowed rate of return for a number- of years.

How significant is the decline in average uSe per customer for National Grid

NH?

The Company has seen a dramatic reduction in gas usage per customer in recent

years. Between December 2002 and December 2007, annual gas consumption by

the typical National Grid NH residential heating customer decreased by nearly

- 9 -
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13%. Commercial and industrial customers have exhibited similar' patterns of

conservation.

Can you comment on the factors that have contributed to this decline?

The significant decline in use per customer over the five~year period 2003 through

2007 is most likely attributable to a significant run up in energy prices which

caused permanent changes in customer behavior including a significant increase

in the installation of energy efficiency measures. SignificantIy~ heightened

awareness of high energy prices appears to have caused customers to continue to

conserve natural gas even though prices have moderated more recently.

A number of jurisdictions acr"Oss- the conntry have allowed distribution

companies to implement revenue decoupling mechanisms as a means of

addressing declining use per customer in order to continue to enc.ourage

investment in energy efficiency. Is the Company proposing to adopt such a

mechanism in this case?

National Grid is actively supporting decoupling mechanisms in the states in which

we operate as a means of breaking the link between utility revenues and sales

levels. Structured correctly, decoupling aligns the shareholder and customer

interests to provide for more economically and environmentally efficient resource

decisions. We seriously considered including such a proposal in this case.

However, we ultimately concluded that including a revenue de-coupling proposal

as part of this filing would be premature ..

In May of 2007, the Commission issued art Order or Notice opening a generic

investigation into the merits of instituting appropriate rate mechanisms, such as

- 10-
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revenue decoupling, which would have the effect of removing obstacles to and

encouraging investment in, energy efficiency. That proceeding is still very much

in its early stages. Given the number of interested parties and myriad ways in

which revenue decoupling mechanisms may be structured, we felt that the

Commission should have an opportunity to reflect upon the views of all

participants in the generic proceeding and announce its policy view on this

important issue prior to deciding on a specific proposal for National Grid NH.

We expect to be an active proponent of decoupling in the generic proceeding.

What is the status of revenue decoupling in the other National Grid

jurisdictions?

proceeding, Nationar Grid has recommended that the Department of Public

Utilities ("DPU") implement a lost base reVenue mechanism as an interim way to

support the ramp up of energy efficiency and other demand response programs,

and then move to fully decoupled rates on a permanent basis. The DPU has not

yet issued an order in that docket.

In New York, on April 20, 2007, the Public Service Commission issued an order

in a generic decoupling proceeding requiring that each utility in the state include a

revenue decoupling mechanism as part of its next rate plan. National Grid's two

regulated gas distribution subsidiaries, KeySpan Energy Delivery Long Island and

KeySpan Energy Delivery New York, had rate cases pending before the New

York Commission at the time the order was issued. Therefore, a collaborative

was established and began discussions in December 2007 for the purpose of
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Massachusetts is also conducting a genenc decoupling docket. In that
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desigJiing a revenue decoupling mechartism for the two companies. A joint

proposal from the collaborative is expected in March 2008.

Does the Company's proposed rate design address the issue of declining use

per customer?

Partially. In this filing, the Company is proposing to set the customer charge for

each rate class closer to the marginal cost to serVe the class and to reduce the

variable charges associated with the tail block and head block charges. Such a

design will allow the Company to recover more of its fixed costs to serve through

a demand base rate and reduce its revenue stream reliance on the variable charges

associated with customer use. However, due to customer bill impact concerns, we

have not set the custOmer charge at the full marginal cost to serve each class.

Therefore, this rate design does not fully de-link customer consumption from the

delivery revenue stream.

Isn't such a rate design likely to send inappropriate price signals to

customers and discourage conservation?

No. The rate design proposed by the Company properly reflects the fact that the

base rates, or delivery rates, charged by the Company primarily recover fixed

costs that the Company incurs regardless of the level of consumption.

COrnn:1oditycharges, which vary with use, make up nearly 70% of the total bill

received by the customer. Therefore, conservation will still result in significant

savings to the customer.

How wiD the Company proposal affect its· energy efficiency program?

Over the past several years, there has been an unprecedented demand for energy

- 12-
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and, in turn, energy efficiency. Energy-efficient equipment runs longer, better,

more cost~effectively and with less fuel. Energy efficiency can help tackle issues

ranging from high energy prices to climate change' and fuel supply concerns.

National Grid is active in the development of national, state and regional energy

legislation and regulatory requirements geared towards energy efficiency.

Nationa1 Grid has been running electric energy efficiency programs for customers

in New England for 20 years. National Grid and its allies have shaped programs

to take advantage of new technologies, responded to the changing needs of

customers and addressed the requirements of ever changing policy. As a res-ult of

its acquisition of KeySpan, National Grid now also offers its customers a broad

portfolio of nationally recognized gas efficiency programs. KeySpan has long

been a recognized leader in providing world-class energy efficiency programs and

services, and National Grid looks forward to continuing that tradition. We are'

committed to educating homeowners and building operators about energy

efficient practices and working closely with manufacturers to transfonn markets

for increasingly efficient equipment. Oltr programs have received numerous

awards from the U.S. Euvirofifi1ental Protection Agency, the Department of

Energy and the American Council for an Energy Efficient Economy. In New

Hampshire, we are presently in the second year of our most recently approved

three year energy efficiency program. The program design is reviewed each year

by the Company, the Comm.ission staff, the Office of COnstimer Advocate and

other interested parties to determine that budget levels are appropriate, that the

appropriate measures ate being offered to customers and that they are being

- 13 -
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delivered as cost-effectively as possible., The Company remains committed to

providing cost~effective energy efficiency programs and looks forward to the

opportunity to discuss through the collaborative process set in place by the

Commission the terms under which its programs can be continued and expanded

in the future.

Would you please discuss the Company's proposal for treatment of pensions

and post-retirement benefits other than pensions ("OPEB")?

In this proceeding, the Company is proposing to establish a pension/OPEB

mechanisms are appropriate to allow recovery of certain rapidly changing costs

by permitting the rate to adjust periodically to reflect actual expenses. One

example of this is the cost of gas. Similar to the commodity cost of gas, the

calculation of pension and OPEB contribution and expense under the rules of the

Financial Accounting Standards Board produces: a highly volatile result from year

to year which is essentially outside the control of the Company. The Company's

proposed reconciliation mechanism will allow the Company to recover its pension

costs incurred in providing service to customers" and benefit customers by

ensuring that an inappropriately high level of pension and OPEB expense is not

locked into base rates. Under the Company;s proposal, customers pay no more or

less than that the Company is required to accrue in order to meets its obligation to

employees. Details of the proposal and the reconciliation mechanism are

contained in the testimony ofMr. O'Shaughnessy.
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reconciliation adjustment mechanism. Generally speaking, reconciling
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In a recent gas cost proceedings, the Commission staff expressed concerns

regarding the Company's collections practices, its level of uncollectible

accounts and it bad debt percentage. Has the Company addressed this issue

in the filing?

The bad debt percentage re-flected in this filing is 2.54%, based on a three year

historical average. While the Company recognizes that this is a higher level than

many other gas companies in the Northeast, it appropriately reflects the

Company's experience for purposes of setting rates, The Company is aware that

the Commission staff believes that the Company can improve its performance

with regard to uncollectible accounts, and has developed a proposal to increase its

staffing in that area and to make a number of changes to its collections process.

Specifically~ as agreed to in a partial settlement with Commission staff and the

Office of Consumer Advocate in Docket DO 07~50, the Company undertook an

extensive review of its collection processes and prepared a plan that includes

adding additional field collectors and modifying certain aspects of the existing

collections process. The Company has also committed to work with the:

Commission staff, the Office of Consumer Advocate and an independent

consultant to determine an appropriate bad debt percentage that reflects the

Company's particular circumstances and the changes that the Company plans to

make to its collections process.
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Compliance with the Ener2:vNorth Rate A2reement

The EnergyNorth Merger Rate Agreement set forth a number of

requirements that relate to this rate caSe. Can you summarize the status of

those items?

Yes. The items set forth in Section 1 of the agreement have been addressed as

follows.

Section IB required the Company to submit- an updated depreciation study with

this filing. An updated depreciation study is included in this case with the

testimony of Mr. Notmand.

Section IC required the Company to reflect a net synergy savings credit equal to

$619,000 annually in its cost of service. That credit is included in the cost of

service, as discussed in the testimony ofMt'. Q;Shaughnessy.

Section 1D prOvided that the Company use a capital structure composed of fifty

. d- fi-ft- d- b- . hi- A dO' d-' h . f-percent eqmty an - - y percent -e -t In ts case. s -lscusse' 111t -e testl1:fiony0

Mr. O'Shaughnessy, the Company's filing does that.

Section 1E authorized the Company, in accordance with applicable accounting

rules, to perform a market valuation of the assets in its pension and OPEB plans

as of the closing date of the merger and defer recognition of any unrecognized

gains or losses resulting from such valuation, with the deferred amount to be

amortized over a period equal to the average estimated remaining service lives: of

h- 1- ; th- 1- -Th- d- ., f- h- . d-ct- fi- 1-' d"t -e emp oyees ifi -e pan. -e eterfiunation 0 . t -e reqmre· -e erra IS pen· mg

as of the date of this filing; but is expected to be final by the Company's fiscal

year end, March 31, 2008. Once the amount is known, the Company will

~ 16 ~
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establish the deferred aCcount and amortize the balance as contemplated by the

merger agreement.

Section 1F provided that the Company was not permitted to recover the

acquisition premium from the KeySpan/National Grid merger or any prior

mergers. Consistent with that provision, the rate base reflected in this filing has

been stripped of any acquisition premium (sometimes referred to as goodwill), as

required by the agreement.

Section 3 of the Merger Rate Agreement provides that the Company may

amOrtiZe the prudently incurred costs to achieve ("CT A") the merger over

ten years in this filing. Has the Company done so?

Yes. As provided for in the settlement, the Company has included an estimated

CTA of $409,203 in this filing. Under the terms of the settlement, each May 1 the

Company will report the actual CTA incurred for the prior calend31iyear and the

annual CTA will be appropriately adjusted.

Section 4 of the Merger Rate Agreement provides that the Company will

submit an analysis of the economic benefits related to the allocation,

calculation and sharing of synergy savings from the merger that is being

provided to National Grid's New York customers. Has that analysis been

prepared?

Yes, the analysis was prepared by Mr, JflI11esMolloy and included as Attachment

J08-2 to the cost of service testimony of Mr. O'Shaugnessy.

- 17 -
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Section 5 of the Merger Rate Agreement provides that the Company will

implement an enhanced cast/iron bare steel program beginning with fiscal

year 2009. Has the Company implemented such a plan?

On February 13, 2008, the Company submitted a proposal for fiscal year 2009 to

Commission staff for review. The proposal calls for the Company to replace

approximately 4.76 miles of main at an estimated cost of $3.1 million. Further

details are discussed in the testimony of Ms. Fleck.

Section 6 of the Merger Rate Agreement provides that the Company will

bring its performance regarding call answering time to answering 80% of

calls within 30 seconds: by the end of the first full calendar year following the

merger. gas the Company taken steps to achieve that goal?

Yes. Further details are provided in the testimony of Ms. Fleck.

Section 6 also imposes certain performance reporting requirements on the

Company. Has the Company met those requirements?

The Company has met those requirements to date and is committed to meeting its

requirements going forward.

Section 7 of the Merger Rate Agreement lists a number' of operating

commitments. Has the Company complied with these requirements?

To the extent that this section references maintaining certain current operating

practices and operating locations, the Company has and will continue to comply.

The annual operating report is not yet due but the Company expects to submit it

by May 1 as required by the settlement agreement. With respect to emergency

response times:, the Company has taken steps to satisfy these requirements and

- 18 -
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fully expects to achieve full compliance by the end of calendar year 2008.

Further details of the steps taken by the Company are contained in the testimony

of Ms. Fleck.

Does this:conclude your testimony?

Yes it does.

~ 19 ~
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• To Our Stakeholders
National Grid is an international electricity
and gas company and one of the largest
investor-owned utilities in the world. It is
the largest utility in the UK and, as.a result
of the recent merger with KeySpan, the
second largest utility in the US. In the
Northeast US, National Grid now distrib-
utes electrfcity to approidmately 3.3 million
customers, services the 1.1 million electric
customers of the Long fsland Power
Authority, oWns and operates generation
stations with a total capacity of 6600 MW,
owns gas storage facilities and provides
natural gas to approximately 3A million
customers. Our employees in the US
noW total 17,943.

Steve HOllidaY, Chief Executive

We Were pleased when In 2006 the
CERES Board of Directors approved
Nationa! Grid into its network of compa-
nies. We were, in fact, one of the first
Northeast utilities to join this distinguished
coalition of investors, environmental
groups aM other pubnc interest organiza-

tions who work' closely with companies to address pressing sustainabllity issues such
as climate change.

This first Corporate Responsibilfty Report as a member of CERES ties directly to
National Grid's strategic ambition which is centered on our commitment to reshape
the way our energy services impact people's lives. We intend to:
• transform our infrastructure, technology arid innovatldn to supply and denver

reliable, clean energy.
iii create energy products and services that meet our customers lifestyles,

• help customers make responsible energy-related choices,
II achieve breakthroughs in energy efficiency; conservation and reduced demand,

• ensUre Secure and affordable energy supply, productiol1 and delivery,
II ffij5e tile bar 0/1 environmental stewardship, and
• enrich the communities where our customers and employees live and work.

Underpinning these commitments is our Framework for Piesponsible Business. This
set of principles prOVides a fouildatiorr and context for corporate governance and
aSsists i'n OUF deoiSion making around economic, environmental and social issues as
they relate to you, our stakeholders, Broadly speaking, our Framework covers bur
three main business goals:

Sustainable Growth - This includes acting with honesty and integrity and in
aocordance with laws and regulations, proactively managing environmental risks
and contributing to the economic growth of our service territories.

Profits with Responsibility - We seek to improve, efficiency without sacrificing
reliability or integrity, maintain strong internal controls; make efficient use of natural
resources, keep waste ta a minimum and contribute to minimizing global climate
change.
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Investing in the Future .~We will provide high-quality, dependable services, seek
increasing returns for our shareholders, participate in the development of laws and
initiatives that improve the environment and overall quality of life and encourage and
support investment in the community.

lhis report wm demonstrate Our transparency in discussing aur performance regarding
these gaals in Fiscal Year 2007. Data for the report have been compiled and present-
ed based on the Global Reporting Initiative (GR~ Sustainabirity Reporting Guidelines
(G8) as well as tM Electric Utility Supplement and is as comprehensive as we can
make it.

In Fiscal 2007, we made progress in all our sustain ability efforts. That included envi-
ronmental and sodal awards for energy efficiellC:y,vegetatiollr management, wildlife
cOnservation, employee volunteerlsm and corporate citizenship.

Although we are gratffied with these awards, we remain acutely aware of the chal-
lenges we face OVerthe next three to five years. Operatiohally, the most significant df
these is making tM integration with KeySpan successful. Once this is completed,
National Grid will be a much larger and, in many respects, more compl;:jx company
WITh more customer-s and environrhental and social issues to address, We have made
strides to smooth the integration process; KeySpan also has the reputation as a
leader in sustaina:bfifty, and we have every- intention of maintaining their strong J:jolicies
and procedures moving forward.

It is my hope that this first National Grid US Corporate ~esponsibility Report will stim-
ulate your thinkfng and underscore our commitment to act in a responsible manner;

Sincerely,

~'0~~~
Steve Holliday
CEO
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• About This Report
The corporate vision of National Grid is to grow our businesses to create value for our
shareholder-s aM customers through safe, reliable, efficient, and responsible delivery
of electricity and natural gas. This strategy is underpinned by our commitments' to
developing strong and valued rEillationshipswith our customers; regulators, suppliers
ahd the CdmrnU-hitiesin which we operate and to acting rssponsibly in managing the
environmental, economic and social risks ass'ociated with our actions, Long4erm sus'-
tainabllity IS an integral component of our overall business strategy.

The Reason for This Report
This first US Corporate Responsibility ~eport has been put together in an effort to
discuss how the Comparry matlaged its environmental, economIc and social impacts
in Fiscal Vear 2007 and what its strategy is moving forward.

Perfotmance at a Gfance
Nationaf Grid delivered strong performance on all fronts in Fiscal Vear 2007 (FYOn

Revenue reached $15.4 billion and operating profit was, $4.5 bifflon. The Company
generated more than $5.3 billion in cash from operatlOTis. Adjusted profit before fax
and adjusted earnings per share rose 3 percent and 5 percent, respectively. And,
the Company has produced a Wee-year return On equity of 12,4 percent. Clearly;
National Grid delivered value for shareholders.

To sustain that momentum, National Grid has focused on several growth initiatives.
The most significant of thesEl Was the acquisition of KeySpan in August of 2007.
KeySpan is a major US-based gas and electricity energy business with 2.6 million
gas customers in New York, Mass-achusefts and New Hampshire and 1.1 milliOn elec-
tricity customers in New York seNed orubehalf of the Long Island Power Authority. As
a result of this aqufsftfon, Natiorial Grid is a substantially larger company wfth a major'
position in electricity and gas transmission and distribution. Moreover, the integration
of KeySpan into the National Grid business win provide a model for future acquisitions.
In Fiscal Year 2007, the Company completed the acquisition of the Rhode Island gas
distribution network from Southern Union Company. Ihe Rhode Island gas business
serves 245,000 cListomers.

Beyond acquisitions, National Grid has focused on improving productivity and
customer seNice, at the same time reducing costs while continuing to make
capital investments. to enhance the reliability of its operations. In Fiscal Vear 2007,
the Company embarked on a comprehensive reliability enhancement program in
the United States, with $i 50 million of WOrkcompleted.

-(;~I'/-"
'i < f'

,J!i; l~~,
Environmentally, National Grid is committed to mitigating the effects of global climate
change and reducing its carbon footprint The Company ISfocused on carrying out-
its: business operatiohS ih a sUstainable aM responSible manner: Toward that end,
National Grid UK has committed all of its international operations to a 60 percent
reduction in greenncLJse gas emissions from its processes, operations aM offices by
2050. As part ot our climate Change initiative, we plan to move to 100 percent renew-
able energy for internal use by 201 Q. The Company is also reViewing all of its business
practices, poliCies and procedures to COTisiderthe impact of climate change On its
operations with an eye toward reducing that effect.
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Re!iabflfty enhancements
IncfiJde line replacement
as well as substation
reConstruction.

Throughout this report are examples of actions National Grid is taking to improve its
environmental and reliability performance, whether i"lowering greenhouse gaS en1is~
giOnS, protecting plants and animals, remediatfng brownfield' or impairsd legacy sites
or replacing and repairing assets and undertaking many other actions,

Safety impacts everything National Grid does and remains a major focus companywide
for our employees, cur suppliers and the public we serve, Our goal is zero injuries every
day. In Fiscal Year 2007, the Company saw a decline in s-afetyperformance, with 91
employees suffering lOst-time injuries. National Grid considers that unacceptable and
is committed to creating a culture that delivers safer ways of working.

Our commitment to safety is one aspect of National Grid's dEldication to serving our
own people and the greater soCiety, The Company has also made training and aevel-
opment of employees and inclusion and diversity top priorities. In addition, we strongly
support community involvement, with employees ili the US devoting tens of thou-
sands of hours in seNice to their communities, And we are supportive of human
rights both in our operations and in those of our suppliers.

This report covers National Grid's efforts to be a financially successful and responsible
company creaUng value and doing right by those we serve.

Strategy and Analysis
E:"nergyand climate change reprl3sent enormous challenges and opportunities for
National Grid and society. As such, the Company is taking action across its opera-
tions to make sure that the business is sustainable and responsible.

Toward tnat end, National Grid has implemented a company-wide $ustainability
strategy aimed at producing a low-carbon business model that reduces greenhouse
gaseS, promotes renewable energy, and supports regional and federal legislation to
cut greenhouse gas emissions in all sectors of the economy.

I
I

,1
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National Grid has made sustainability in the United States a key efement of our corpCirate
culture, with employees trained to think and act in an environmentally responsible manner,
Moreover, the Company provides strong leadership, management and training as:part of
it5 environmental programs, In the Un~ed States, f@rexample, our Environmental Depart-
ment con'sists of full-time professionals, inClUdingscientists and Elngineerswho investigate
contaminated siteS aM manage remediation, and others who assist In monitoring enVi~
ronmental requirements associated with line constructiOn, maintenance and op'eratidns.

Materiality
This first Corporate Responsibility Report for National Grid US contains information
about the Company's economic, environmental arid social policies and performance.
It is a comprehensive report that identifies the six key areas of focus that we believe
to be the most important as part of National Grid's sustainability program.

The six material issues we have identlfied are as, fol[OWS:
iii Safety

Safety is at the heart of all of our activities and continues to be at the top of the
Board of Directors' agenda, In FIscal Year 2007 We saw a decline in our perform-
ance and, as a result, we need to reinforce a culture which continually delivers
safer ways fo protect our employees, contractors and the pUbliD,

~ Reliability
The reliability of our energy networks arid the delivery of energy to our customers
is our highest priority after safety. Our approach to maintainfng and Improving reli·
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abfffty involves investments in infrastructure, investments in oUr peopla, and
maintaining a constant focus on reliability as.one of dur principal objectives.

~ Climate Change
Climate change is possibly one of the greatest challenges facing our society in
the 21,t century. As we move to a low-carbon economy, there will be a significant
change in electriC and g::iSmark'ets and, in particular, infrastructure requirements.
We have a role in helping society deliver improvements to reduce climate change
impacts.

II Work Force Efflcfency
Our objective is to deliver services as efficiently as possible. This allows us
to maintain reasonable prices for our customers and improve our financial per~
fOrmance to tne 158nefitof our snarl:!holders'. One way we are striving to be more
efficient is by integrating National Grid's international operations arounolines at
business and removing geographic boundaries.

II Financial Performance
If we achieve our objectives, we expect to deliver continued improvements in
financial performance.

II Growth and Investment
We invesf in our existing businesses: and where we believe we can create value
through operational improvements, synergies and financial benefits, our parent
company considers investing in infrastructure businesses in the US energy mar-
ket. EXamples are the acquisition of the Rhode Island Gas distribution network,
as well as the merger with KeySpan.

We believe the six material issues can be rolled up into three major themes which we
carry torward throughout the report, namely: safety, reliability and clim<:itechange.

While the above are the material issues for National Grid currently; the Company recog-
nizes that with the completion of the KeySpan merger these Issues wfff become even
more significant. For ex<:impls,as a result of the KeySpan merger, National Grid now
owns electric generating assets on Long Island and in New York City. These generating
stations wlll Create an added foCUStor purposes of our climate change strategy.

Report Parameters
ThiS report is based On performance and information for Fiscal Year 2007 (April 1 ,
2006"March 31,2007) and relates to National Grid's uS operations only. Where
appropriate, data from other years are used for trending or comp<:irative data,
National Grid's 2006/07 Annual Report provides additional data for our US
operations and can be found at www.nationalgrid.com.

F'or this report, information relating to Rhode Island Gas and KeySpan ha:~not been
Included. The acquisitions of Rhode Island Gas and KeySpan were not completed
until August 2006 and August 2007, respectively. Future reports will indude KeySpan
and Rhode Island Gas.

Stakeholder Review
National Grid US worked with the Coalition for Environmentally Responsible
Economies (CERES) = a national network of investors, environmental organizations
and other public interest groups that consult with companies on sustainabfHty issues -
to review our- report and provide comments. We have partic:1p<:itedin several calls with
representatives from a number of environmental, social and investor organizations to
obtain feedback on our report.

We believe the stakeholders for this report are:
ICI Existing and prospectIve investors
II Customers
• Employees and retirees
• Labor unions
II Local communities
II Federal, state and local pOlicymak:!rs
Il Suppliers
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Iii Non-governmental organizations
• Industry professionals
III Governmental representatives

III Academia

Distribution of Report
The audience for o(Jr report consisfs of both internal and external stakeholders, as
identified above. A paper version will be available and will be distributed upon request.
In addition, the report will be located on our website at: WvVw.nationalgrid.COn1.

Sustainability Reporting GUidelines
This printed version of our first US Corporate Responsibility Report, along with addI-
tional inforiTiation available on the National Grid US website, is compiled and present~
ed based on the Global Reporting Initiative (GRI) Sustainability Reporting Guidelines
(G3) as well as the Electric Utility Supplement.

The GAl guidelines provide a voluntary reporting framework used by organizations
around the world as the basis for sustainability reporting. The GRI is the generally
accepted format and framework for "measUring, disclosing, and being held acco(jnt~
able to internat and external stakeholders for organizational performance toward the
goal of sustainable development."

Reporting Cycle
As noted earlier, this is our first US Corporate Responsibility Report. We have pub-
lished environmental reports on an annual basis since 2002; the last one was based
on our Hscal Year 2006. Our plan is to issue a Corporate Responsibility Report every
other fiscal year (every two years).

Complet.eness, Reliabflfty and Accuracy
National Grid does not yet have a formal information collection system for
the GRI process. Each line' of business has COllected data for which it is
responsible. Much of this information is also provided to our parent company
for use as part of the C-orporate level sustainability reporting, This can be
viewed at wwW.hatioMalgrid.com.

Assurance
ESS Group Inc. has been used to independently verify the contents of the report. ESS
Group is a multidisciplinary environmental engineering and consulting firm located in
E:ast Prtivideilce, Rhode Island and WeliesleYI Massachusetts. Their independent veri~
fication can be seen at the end of this report.-

GRI Context Index a.nd Key Performance Indicator"!;;
At the end of the report is an index identifying where in the report we satisfy the GRI
reporting guidelines as well as a chart listiing key performance indicators.

For Additional Information and Questions About this Report, Please Contact:
William J. Holzhauer
Counsel
National Grid
300 Erie Boulevard West
Syracuse, New York 13202
Tel: 815-428-6341
Email: Willfam.holzhauer@us,ngrid;com

Or
Philip B, George
Consulting Environmental Engineer
National Grid
300 Erie Boulevard West
Syracuse, New York i3202.
Tel: 315·428-6685
I:mail: Philip.george@us.ngrid.com
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+ Overview of Our Company

National Grid US is a wholly ownad Subsidiary of National Grid piC, a UK-based
company whose stock is traded on the London Stock Exchange, Prior to its acquisi=
tion of Key8pan, National Grid US operated five local distribution companies that
served more than four m1llion electric and natural gas customers covering an area
of 29,000 square miles in New York, Massachusetts, Rhode Island and New
Hampshire, During FY'2007, the headquarters for the US operations were
located [n Westborough, Massachusetts, Followin9 is a breakdown by area:

New York - National Grid serves 1.6 million electric customers in 669 communities
and delivers natural gas to 569;000 customers in 216 communities.

Massachusetts - National Grid serves 1.2 mlliion electric customers in 168 communi-
ties. On the Isrand of Nantucket, the Company seNes 12,000 electric customers.

Rhode Island = Nationan Grid serves 478,000 electric customers in 38 communities
and delivers natural gas to 245,000 customers in 83 communities,

New Hampshire - National Grid serves 41 ,000 electrio customers in 21 communl'ties,

Current National Grid Service Territo'Y in the United States I Fiscal Year 2008
In addition, in August 2007, during its Fiscal Year 200B, National Grid acquired
KeySpan Corporation of Brooklyn, New York, which provides natural gas to 2.6
million customers in Massachusetts, New Hampshire and New York, and maintains
the electric distrib"utiori system for the Long Islahd Power Authority (L1PA),which pro~
vides electricity to 1,1 million customers on Long Island. Keyspan also supplies
approximately 25% of New YOrk City'S electricity capacity needs and operafes L1PA's
tn,lhsmission and distribution system under contract to L1PA.Set forth on the next
page are some of the highlights and benefits of National Grid's merger with KeySpari.
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Combined gas and electric service territon'es post KeySpan acquisition.
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Even prior to the acquisition of KeySpan, National Grid was a very large company -
81h largest US utility and 19tt .• largest UK organization overall. Below is a table of recent
financial highlights for the past 4 years.

Service Area Population
The numbers are from the 2000 U.S. C-ensus (partial census tracts are adjusted by
difference in area)
II Upstate NY - 3,787,156 • New England - 3,964,483

Sources/Fuel Mix of Distributed Electricity
Fuel sol/rce mix varies. by tM type of servicaeand customer location but includes vary-
ing percentages of the farrowing: power sources:

Shareholders
• Number of Common Shareholders - 1,219,611
II N-umber of Common Shares outstanding - 2,701,058,872
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Electric and Gas transmission arid Distribution
National Grid US maintains 8,500 miles of transmission overhead lines and 89 miles
of underground cable and operates 501 electricfty substations. It provides 71,000 cir-
cuit miles of electricity through its distribution network, wtlich COVers29',000 square
miles of service territory, The company has 11,800 miles of natural gas pipeline over
its 5,460 square-mile gas service territory.

Business Priorities
National Grid is focusing its core skills on operating in the electricity and natural gas
sectors in the United States in a safe, reliable, efficient and responsible manner. The
Company is committed to ensuring a disciplined approach to operating its business,
reducing inefficiencies and developing more effective ways to work.

• Corporate Governance
The Board of National Grid is committed to instilling best corporate gover-
nance practices throughout its operations. The Board of Directors I'eads:
the governance effort through National Grid's Framework for Responsible
Business, The Framework defines the principles by which the Company man~
ages fts businesses, sets the context for corporate governance, and assists
leadership in taking into account economic, environmental and social factors
in our decision-making.

Our Framework is based Oil three oveniding business goals, each with multiple
underlying values:

Sustainable growth
II Contribute to the economic growth in our service territories

• Act with honesty and integrity
• Proactively manage environmental risks
II Promote inclusion and diversity in employee ranks
II Employ the right number of people with the right skills
III Treat employees fairly

• Act in accordance with all laws and regulations
II! Respect human rights

Profits with responsibftfty
II Seek efficiency improvements without compromising reliabilify

and integrity
II Maintain strong internal financial controls
iif Efficient use of natural resources
Il Keep waste to a minimum and recycle when possible
II Contribute to minimizing global climate change
~ Safeguard our employees, contractors, and the publfc we serve
i:l Conduct business In a professional" manner
III Mafntain an open and constructive dialogue with our stakeholders

Gas and electric
employees ara
committed to
working safely.
reliably. efficiently
and responsibly.
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Investing iri the future
ill Seek increasing returns fOf our shareholders
17 Provide high·qualify dependable services
• Improve, where practicable, the erivir'Onmental status of the land on wllich we

operate
• Participate in development of laws and initiatives to improve the environment

and overall quality of life

• Contribute to continued development of our employees
II Recognize and reward employees for their contributions
• Encourage and support investment in the community with an emphasis on

developing partnerships

Ail National Grid US busineSSes must operate within the guidelines and context of
the Framework,

There are a number of underlying corporate governance policies, procedures and
processes that support and reinforce the tenets of the Framework;
• Standards of Ethlcsi Business Conduct- Applies to all National Grid US employ-

ees - all US employees receive periodic training on the standards of conduct.
• Risk Management procedure - The National Grid risk management procedure

requires the conduct of a risk assessment and reporting minimally twice a year
on significant risks the Company faces. The Company will be moving to quarterly
reporting.

• Compliance Management procedure - THe National Grid compliance management
procedure requires the conduct of a compliance risk assessment and reporting
minimally once a year on significant compliance risks the Company faces. The
Company will be moving to quarterly reporting.

Ii Defegations of AuthEJrity- The Corporate Delegations of Authority policy estab-
lishes a cascading hierarchical matrix listing of thOse employees, management
and executives who have the authority to commit Company resourCes.

II Letters of Assurance (LOA) - The Corporate LOA procedure establishes an annu~
al process of upward cascading of formal attestations by senior management ulti-
mately to the Board of Directors on issues Of risk and cornpliance management,
internal controls, corporate responsibility and overall governance.

As such, the Company has put In place polides, public position statements, and
interhal control procedures to ensure the most important issues that arise relating to
corporate governance and ethical conduct are managed appropriately. Key policies
cover areas such as safety ana occupational Malth, 8:"ntl-frtiudand bribery, cOflflicts
of interest, protection and disclosure of inside information, environment, human
resources, information and records management •.and community investment.
Annually, all management employees are reqUired to sign a CertifiCation indicating
that they have read and understood the Standards of Ethical Business Conduct,
have been abiding, by them and will' continue to do so and attest that the information
On the verification form is correct and aCcurate.

The US Compliance & Ethics Committee meets tri"annually to review the results of
various aspects of National Grid's corporate governance system ..At each meeting the
following areas of activity are reviewed:
III Internal audits
III Envlronmentaf and Safety audits
• Ethical BusineSS Conduct Advice Tearn
.' Results of investigations into miscohduct
II Standards of Conduct training
II Risk management activities
II Compliance management activitieS

Activities rBported fo the committee are also ultimately reported to the NatiOnal Grid
Risk & Responsibility Committee and the Audit Committee.
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N'ational GriLl also has a number of area specific committees which monitor day to
day activities. Such committees include:
II Environmental Oversight Committee
iI Climate Change Task Force

Details regarding some of the committees are discussed later in the report.

During Fiscal Year 2007, an assessment of risk and compliance management was
conducted twice for all National Grid US businesses. There were no instances dfscoi/-
et'i:!dof significant corruption, anti-competitive behavior, anti·trust or monopoly behav~
ior, and no instances at significant monetary fines or non-monetary sanctions for non-
compliance with laws Or r-egulationS. All aliegatioFis ot misconduct of any kind on the
part of Company employees were investigated thoroughly and on a timely basis
through resolution; with appropriate discfpllnary actions administered, up to and
including terminatiOh of employment

• Benchmarking Our Performance

National Grid pl'c takes part in a number of ratings and benchmarks of our economic,
environmental and social performance. These assessments are conducted by inde-
pendent organizations. We believe we carl better UMerstaM our environmental, social
and economic impacts and make the' changes required to improve our performance if
we receive input from these outside organizations.

We are rated Or benchmarked by the following organizations or indices:
I! Dow Jones SUstainability Indices
I: FTSE4Good
1/ FTSE 18SCorporate Governance Index
iii oekom research AG
• Business in the Community (BITO)
IE Ethibel

• Vigeo
II Carbon Disclosure Project

• Global Climate 100 Index

Pacific Sustainability Index
In 2006, National Grid was the highest scoring utility company in environmental and
sustainability reporting among the world's largest utilities for the second year in a row,
according to the Roberts Environmental Center at Claremont McKenna College in
Claremont, Calif. The Center's Padfic SustainabHity Index (PSI) gave National Grid
(both its US aM Europe<:fil operations) an A+ rafing. The Pacific Sustainability Index
considers such factors as environmental intent, environmental reporting, environmental
performance, social intent, socfal reporting and socia.l performance.

Corporate Responsibility Index
National Grid was named a top performer in the 2007 Corporate Responsibility Index
rUIl by Business ih the Community in the UK,

The Company is one of 29 platinum companies and a Top 10 global leader in the
Index. In the previous three years, National Grid has been first; second and fourth and
has each year topped the multi-utilities sector.

The I'ndEiXprovides a oenchmark for companies to evaluate their management prac-
tices in four key areas of corporate responsibility'- community; environment, market-
place and workplace.

Copies of! raports on National Grid by these organizations are available by g'oing to:
http://www.nationalgrid.com/corporate/Our+Responsibi litylBenchmarki ng+our+per·
fermance!
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• National Grid Public Policy Strategy
As part of Natiohal Grid's public policy strategy, the Company works with regulators,
legislators; community leaders and other stakeholders on Issues of common interest.
We strive to influence state and federal policy, as well as legislation or administrative
action in a mannerthat allows us to continue to provide our customers with safe and
reliable gas and electricity at the lowest possible cost while addressing the social,
economic and eriVironmentaJ impacts of our activities.

There are a nUmber of ways in which the Company tries to affect positive change
in the form otJpolicy, legislation or regulation. National Grid is staffed with personnel
located in Washington, D.C. who closely monitor developments in these areas at the
federal level. Personnel in all of the states in Which we operate monitor developments
at the state level. We attempt to work proactfvely with our legislators and regulators.

An example of where our public policy/lobbying efforts have proven to be succe-ssful
is with respect to the Regional Greenhouse Gas Initiative (RGGI), As will be noted later
in this report, while during FY07 we did not own generating assets, we nevertheless
took a proactive approach in helping to shape the RGGJ regulations in a way that
would be most beneficial to our end use customers. There are other examples in
this report of where we are actively trying to shape policy.

As part of National Grid's envirohmental program, there is a constant focus on',
new and pending legislation or regulations in the states in which we operate. While
National Grid will act individually as a company in reviewing new legislation or regula~
Hon, it can have the most impact through its participation in various trade associa-
tionS. Some Of tM organizations Or associations in which National Grid is a
member include:

• New York State Business Council
• Environmental Energy Alliance of the State of New York
• Utility Solid Waste Activities Group
• Edison Electric Institute
II Environmental Auditing Roundtable
• Energy Association of New York State
• Associated Industries oTMass.
• American Gas Association

Through these membershIps, National Grid can track potential changes in legislation
and ensure that our interests are represented in advocating certain positions.

The company also has in place GridPAC, a voluntary organization that provides finan-
cial support for political caMidates who Understand the concernS of utilities such as
National Grid and who are supportive of our company and our industry. The GridPAC
l5:ecutfve Committee consists of a group of employees with very diverse backgrounds
within National Grid Who consider requests for campaign contributions from many
members of various political organizations. The recipients of GridPAC funds are cho-
sen based on their interest In, and impact on, issues affecting National Grid. Most of
our support goes to members in our service area, but we also support like"thinking
members nationwide. In calendar year 2006, contributions in the amount of $72,250
were made to GridPAC resulting In contributions. to multiple fund raising efforts.

33



•. Overview
National Grid has a focused approach
to managing its bUSinesses, keeping ill

mind its commitment to reliability, safety and environmental stewardship. Toward
that end, the Company has developed a clear business model based on the owner-
ship and' operatibil of large-scale asset-intensive electricity and gas infrastructure in
the United States and United Kingdom. Such a mindset led National Grid in 2001
to sell its wireless infrastructure operations in the US and UK and its 8asslink
InterconMctor In Australia.

Flexibility plays a key role in National Grid's modal. That includes considering owner-
ship of generation assets where they are already part of a business and where they
may fit the right risk profile, with limited exposure to commodity price fluctuatiOriS.

Anotner aspect of National Grid's economic goals is integration - more specifically,
National Grid's determination to run its businesses in a more integrated fashion and
organize itself along Urresof business suppcnted by effective shared services and
information systems. In this way, National Grid plans to maximize the competitive
advantages that come with being a large international organization,

Nationa! Grid applies a strong financial diSCipline to ensure that it has the capital to
grow, while maintaining the investor confidence that comes from taking a disciplined
approach to managing its balance- sheet.

National Grid's capital investment in its existing network continues to increase to
meet infrastructure requirements. National Grid invested $4.09 billion during Fiscal
Year 2007 compared with $3.7 billion in Fiscal Year 2006. Investment IS being
made in New EnglaM to deliver the regional expanSion plan and in upstate New
York to address asset replacement requirements and increase the network's safety
and reliability.

To help set tne direction for the next five to 10 years, National Grid undertook a
thorough strategic review of its business', Market trends and opportunities were
considered, as well as National Grid's market position, how it derives value from
its businesses and the views of the capital markets. The review resulted ill:
• PlaCing more focus on principal growth markets in the United States and

United Kingdom

• Exiting the wireless business
• Developing a global operating model that includes improving efficiencies and

completing the KeySpan acquisition and integration into National Grid

• Creating a simpler organizational structure
E Maintaining an efficient balance sheet
E Returning cash to shareholders

National Grid has made significant progress toward achieving these objectives and
reshaping its strategic direction to create greater value for customers, shareholders,
employees and other stakeholders.

As we move forward, National Grid will continue to look for opportunities for future
acquisitions. In doing so, we will adopt long term sustainable practices as an integral
part of any acquisition.

Additional investment
in the existing network
wil! increase safety and
reliability.
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National Grid has an extensive Reliability Enhancement Program in place which entails
not only replacement or repair of aging infrastructure, but also tHe installation of new
infrastructures where needed. Through this program, we expect to dramatically
improve long~term reliability for our customers.

Nationa! Grid believes that its long-term sustainabilfty strategH:Jsare in sync witH
strong financial performance. All example is the Company's energy efficiency pro·
grams, which help reduce greenhouse gas emissions while reducing costs for our
customers. As a forward-looking company, we will continue to look fOr opportunities
to expand our energy effiCiency programs.

Financial Highlights
NatfoiiEil Grid reported positive financial results for Fiscal Year 2007, with a number
of key performance indicators showing improvement.. National Grid reports results
in accordance with International Financiallieportfrtg Staridards as adopted in the
EVrdp"ean Union.

In assessing financial performance, National Grid analyzes metrics such as operating
profit, profit before taxes, profit for the year attributable to equity shareholders, and
earnings per share, Following is a breakdown of Fiscal Year 2007 performance:

On August 24, 2006, National Grid completed the acquisition from Southern Union
Company of its Rhode ISland gas distributiOn network for $526 million, including
transaction costs of $5.3 million, together with the assumption of $85 mfllion of
debt. The acquisition expanded National Grid's gas dfstribution operations by
245,000 customers aM added more than 3,000 miles of pipelines.

As part of its commitment to greater financia! diSCipline; National Gnd in Fiscal Year
2007 returned 169 million poundS to shareholders in a share buy-back program., The
program arose from National Grid's decision fo,return $1.9 billion (1 billion pounds)
based on the post-tax net amounts it expects to recover from uS stranded costs.
Moreover; Nationa! Grid has announced plans to return an additional 1.8 billion
pounds in Fiscar Years 2008 and 2009 follOWing the sale of its wireless infrastructure
operations.

On April 3, 2007 National Grid completed the sale of its UK wireless infrastructure
operations for $4.5 bfllion. It also announced its intention to sell the much smaller US
wireless infrastructure operations for approximately $290 million (This sale has also
been completed).

l-~
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In August 2007, National Grid acquired KeySpan for $7.3 billion together with the
assumption of approximately $4.5 biTrlonof debt. The acquisition Significantly expaM-
ed National Grid's operations in the northeastern United States', serving 2.6 million
customers in New York, Massachusetts and New Hampshire, KeySpan also operates
an electricfty transmission and distribution network that serves i.1 million customerS
if) NeW York under a long··ferhi contract with the Long Island Power Authority. The
combination resulted in National Grid becoming the second largest energy utility in
the United States in terms of number of customers served.

Reliability
Improving the reliability of electric service ISone of National Grid's top priorities.
To achieve its internal and regulatory goals in this important area, the Company
made 2007 the Year of Reliability Focus. This far-reaching effort features a compre-
hensive reITabliltyplan that includes continuation of its five-year, $750 miTiionReliability
Enhancement Program ~ now in its second year. ThE!Company's efforts include a sys-
tem-wide program to replace olefer distribution assets, greater use of technology to
identify and re~olve problems, improved w(frk practices, and a full range ot incident-
response improvements;

National Grid's Reliability Enhancement Program targets our poorest performing lines
for immediate action. Over the next five Years, the Company has committed additional
capital and operating expenditures to improve electric reliability system-wide. Key
elements include:
1:1 Line Hardening -In Fiscal Year 2007, the Company hardened nearly 600

miles of lines in New York and 762 miles in New England. In Fiscal Year
2008, we plan to complete an additiollal1 ,476 miles ir. New England' and
1,388 miles in New York.

• Vegetation Management -In FY07, more than 4,098 miles in New England
and 6,128 lines in New YOrk were targeted for tree trimming arid tree branch
and shrub removal.

III SubtransmissionlTransmission Enhancement - Projects include replacing
outmoded reclosers (devices that iSolate areaS of interruptions) with breakers
in several substations, adding reclosers on Meders to eliminate unnecessary
outages or interruptions to customers far from the source of the outage, and
lallnohing a 23 kV cable replacement program.

Indirect E!conomic Impact
National Grid has put in place formal systems to establfsh goals and track
the economic impact of its activities in New England and Upstate New York. By
virtue of these meCnaniSIfiS the company can monitor the resul't crt its initiatiVeS
overtime.

Economic; Development Programs and Services
Historicalfy, National Grid fn Upstate New York has operated a.strong economic devel-
opment program, focused primarily on the attraction of new businesses, and expan=
sion of existing customers in the service territory. National Grid partners re(gufarlywith
state and loCal development or-ganiLations in tnese sales aM marketing efforts Which,
since 2004, have resulted in the creation of 8,600 new jobs and $4.8 billion in new
capital investment across Upstate New York.

In addition, New York State operates the Empire Zones program, created to stilliulate
economic growth through a variety aT state, local, and utility incentives. National Grid
has the most active, widespread utility discount program in New York, covering 40
state-designated Empire Zones dispersed aCroSS29 counties of Upstate New York. In
2006 alone, over 1,600 National Gnd customers received benefits under the program
representing $15,9 million In discounts.

Une hardening
is a significant
cori1por1entof
the Reliability
Enhancement
Program.
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Finally, in 2003 National Grid supplemented its ongoing economic development efforts
with the addition of a series of targeted grant programs designed to encourage new
job creation and investment in Upstate New York. Collectively" the 14 programs have
received 422 appncatfons from new or growing businesses sinCEi2003, and Natlohal
Grid has approved 326 fcir total grant awards of more than $17 million" To date, these
programs have helped lead to the creation or retention of nearly 11,000 Jobs, $5.5
billion fn new capital investment. arid B.9 million square- feef of new or rehabilitated
bUilding space,

Low Inoome Customer Assistance
National Grid provides low income customers in its New England and upstate New
YorK SBlVicEiterritories With rate discounts and credits, to help offset their electric and
gas costs. In 2006 National Grid provided this assistance'to more than 236,000 of
its customers.

Iii addition, National Grid offelrs a series of energy efficiency programs, typically in
collaboratlon with state and local partners. These programs fund costs associated
with weatherizing reSidEintfalstructures and replacing old or inefficient appliances
with new, energy-efficient ones. In 2006 more than 16,.000 customers in New
England and Upstate New York were provided with energy effiCiency assistance.

In partnersnip with the Salv-ation Army in New England (Massachusetts, Rhode
Island, and New Hampshire) and the American Red Cross in Upstate New York,
National Grid, its customers and employees annually Contribute monies into the
Good Neighbor and Care and Share funds, respectively, In 2006, these funds were
used to provide over 8,300 customerS in tlOimporary crises with assistance to pay
their energy bills.

National Grid also offers arrears management programs in both its New England
and Upstate New York selVica territories. In 2006 more than 3,500 customers took
advantage of these payment agreement programs in order to better manage their
energy bills.

There: are no establ1She-dbenchmarks for measuring the impact of National Grid's
economic development or low income customer assistance programs. However, each
functions within the environment set by the different stats and local governments and
regulatory agencies under which National Grid operates, and take into consideration
the policies and priorities Of our government, eCOilomic de-veloprriEintand social serv-
ices allies.

Supplier Initiatives
National Grid is a major purchaser of goods and services through its locations in both
New England and New York, National Grid competitively bids materiais and services to
obtaili quality goods or sEitvices at the best price. An important component of this bid=
ding is the incorporation of environmental and social criteria into the bidding process.

National Grid expects all of its suppliers to complY with its environmental standardS.
Supplier wOrk practices, equipment anti services must meet or exceed our safety
standards. National Grid thoroughly reviews the environmental and safety performance
of its suppliers- and includes compliance requirements in its purchase orders and con-
tracts. WhilEl these mElaSUreSerElimportant to achieving a sustainable supply chain,
we are committed ta doing more.

National Grid has a significant opportunity to help diversify suppliers while strengthen-
ing the state and local economies in WhiCh we operate. We have a number of pro-
grams Iii place by which we are aggressively moving to diversify our suppliers and
provide local businesses with opportunities to seITto us.

The United States electric and gas utility industry, which Consists. of more than 3,214
utilities, spendS between $20 billion and $'30 billion annually on equipment and con-
struction. Although there are no US laws or regulations that require utilities to pur-
chase from minority, women-owned enterprisE!@,or businesses rUn by disabled veter-
a:ns (MW8E), we recognize that this is an important component of our corporate
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responsibility program and, as a result, we are implementing a number of
measures to inCrease purChases from or use of MWBE vendors.

Some of the initiatiiles undertaken includE!~meeting with various statE!diversity represen-
tatives, interviewing Top~10 inclusion and diversity companies to learn how they have
increased their diversity supplier relationships, and developing a new business Owner-
ship standard to ensUre maximum participation by qualified vendors. Procurement poli-
cies and procedures have been developed to include MWBE consideration as part of
the vendor evaluation award proCess. We have also initiated a Tier II (rIidirect) spending
tracking prog-ram, wnereby suppliers report National Grid purchases from the MWBE
suppliers they use,

In Fiscal Year 2007, National Grid's MW8E spending Was slightly less than $35 mmion,
with 27 new vendors added to its program. Below is a chart summarizing FY07 results:

We also believe it is important to engage with external stakeholders to improve our pro-
curement program. We are members of the New England Minority Supplier Development
Council and the Upstate New York Regional Minority Purchasing COuncil.We are also
fostenng parfnerships with the Greater Syracuse Chambsr of Commerce, the Martin
Luther King Development Center of Worcester, the Upstate 8usiness Council of
Rochester and the Minority Supplier Development Business Expos.

Furthermorej National Grid sees human rights as an important part of its business
strategy, including its relationship with suppliers. In May 2003, the NatiOnal Grid
Board approved a PUblic Position Statement on Human Rights. In accordance
with the Position Statement, supply chain management teams have received basic
human rights training and have carried out an inltiar assessment to establish if and
when there might be human rights issues in our supply chain. National Grid is in
the process of developing a human rights questionnaire for US suppliers; coupled
with the questiorinaire will be all identification of the human rights expectations
National Grid has. Procurement staff has been, and will continue to be, trained on
the human rights elements of our supply chain program.

National Grid also maintains a comrriitment to focal businesses. This support enhanc-8S
the grOwth and development of local firms and stimulates economic growth within our
service terdtory. National Grid has in place the following policies to provide support fOr
the local business COfiHi1Unity:
E National Grid may not erect to solioit bids from suppliers or contracEors outside its

franchise territory if adequate c'ompetition exists within its franchise territory.
IS National Grid win provide the opportunity to qualified local suppliers or contrac-

tors to bid. When price, quality; quantity, delivery; and other factors are essentially
equal, National Grid will give preference lei local businesses.

Looking ahead, Nationaf (jrid will move forward its procurement strategy in Fiscal Year
2008 in a number of ways. Key components of the strategy include: training, imple-
mentation of the hur'riarl rights, questIonnaire arid outreach program, further goals in
improving thE!humber of MWBE suppliers, and a targeted communication plan to
employees regarding our procurement practices.
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• Overview
National Grid has made environmental
stewardship a top priority. The Company

is committed to mitigating climate change and conserving natural resources as, it
delivers electricity and natural gas In a safe and rel1abie manner. To achieve this objec-
tive, National Grid has made investments and committed resources - empowering its
people accordingly,

Environmental stewardship in the United States is a key element of National Grid's
culture. The Cornpany is committed fo protecting birds, fish and other wildlife, devel-
oping renewable energy programs, restoring brownfield or impaired legacy sites,
managing trees and plants, wisely, and raising environmental awareness throughout
its service territory = 29,000 square miles of Massachusetts, NeW York, New
Hampshire, Vermont and Rhode Island, Employees are trained to include the
environment in their plans and progr-ams.

Moreover, National Grid has implemented a Company-wide climate change strategy
aimed at producing a low-carbon business model that reduces carbon dioxide (C02)

and other greenhouse gases, prOrriotes rEihewable energy, and supports regional and
federal legislation to cut greenhouse gas emissions in all sectors of the economy. As
part of this Climate ehange initiative, National Grid is committed to helPing its more
than four million residential and commercial customers use<electricity and natural gas
wisely to help them save money and enable the Company to reduce emissions asso-
ciated with energy use.

What follows is a report of National Grid's commitment to the environment.

• Environmental Management System
National Grid's Environmental Management System
guides. uS through Our dally operations in a manner that
is protective of the environment. We strive to improve
our system through different means, including policies,
third-party review arid employee training.

Environmental Policy
The guiding document for our Company's environmen-
tal program is our environmental polley. We are commit-
ted to the protection and enhancement of the environ-
ment and strive for new ways to minimize the environ-
mental impacts ot our past, present and future activi-
ties. We also hold our employees accountable for good
environmental performance as we incorporate environ-
mental considerations Into all of our business activities.
As such, training is an important part of our
Environmental Management System.

The basIc components of the Company's environmental policy are as follows:
1:1 National Grid will meet, and where appropriate ..exceed the requirements of legis-

lation, policies, charters and other commitments to which we subscribe.
iif National Grid will prevent pollution, including tile releases af oil and llazardOUS

materials, wherever we can.
II National Grid will minimize and properly manage the waste we generate and

reuse or recycle waste whenever economically feasible.
• National Grid will provide visible leadership that promotes good environmental

performance.
s National Grid will help protect the environmerit for future generations by making

*- our contribution tOominimizing climate change,

Our environmental policy statement is publicly available and can be found at
wvvw.nationalgridus .com.
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CERES
In 2006, the Company made the decision to join CERES. National Grid is one of
the firSf Northeast utilities to join this organization. CERES is a leading coalition of
investors, environmental groups and other public interest groups working with compa-
nies to address susta:fnability challenges, CERES has more than 70 companies ih its
network, including 18 Fortune 500 companies. While National Grid currently has a
strong Environmental Management System in place. we anticfpate particfpation in
CERES will further enhance our sustainability efforts.

ISO 14001
While having in place a strong Environmental Management System is important to
driVing sustainable performance for-any company, it$ fUll benefits cannot be appreciat-
ed without a third-party review, That's why National Grid made the decision to adhere
to the International Standard for Environmental Management Systems, ISO 14001, in
the late 1990's. Since We made that decision, our entire transmission and distribution
system, as well as the- Investment Recovery facllity, have been certified to the stan-
dard by an independent accredited registrar, Advanced Waste Management Systems-,

We believ1:lthe combination of our environmental policy, review of our Environmental
Management System by an independent registrar and stakeholder engagement pro-
vided by CERES wflr help move our environmental and sustaihabilifY program forward,

As part of NatiOnal GriLl'S envirOnmental management system, goals are set annually
to further the program. National Grid made progress in Fiscal Year 2007 in achieving
its environmental goals, which focus on a range of activities from climate Change and
compliariCe to training and reporting. Set fortH berow is a brief summary of our goals.
Details are provided later in the report.

ISO 14001 Conformance
A key Fiscal Year 2007 goal was to maintain ISO 14001 conformance. This required
review and modification, as necessary, of National Grid's transmission and distribution
system and Investment Recovery Environmental Management Systems (EMS). Key
elements included reviewing Company operations to ensure significant environmental
impacts Were idslitified, setting objectiveS and targets, and reviewing the performance
of the EMS. In addition, other company functions besides transmission and distribu-
tion were also incorporated into the registered EMS,

Actions taken included:
II Completed internal and registration audits for Investment Recovery.
II Updated tM Company EMS Manual and procedures to reflect changes

and improvements.
E Incorporated Property Assets and Legal departments into registered EMS.
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To nelp reduce carbon
dioxide releases, nearly
toO,OOO feet of gas main
were replaced,

Release Reporting. Evaluating New York spill reporting procedures in each of the
divisions was another goal. State regulations require oil spills to be reported within two
hours of disCbVtlry.FailUrato report wlthih that time can result in a NotiCe of Violation
and associated monetary fines.

In response, National Grid evaluated reasons for errors in release reporting, using his,~
torical records and interviews to gather data. Reasons identified include issues related
to training, spill oWfiership definitions, communicatiOri errors and incorrect reporting
times. A summary memorandum was prepared to document the results of the evalua-
tion and changes were recommended to internal envIronmental procedures.

Underground Storage Tank (UST) Removal. This was another major environmental
goal where substantial progress was achieved.
• All USTs in New England and New York have been removed and all replacement

above-ground storage petroleum tanks (ASTsjhave been installed and are operating.

Spill Prevention Control and Countermeasure (SPGC) Regulations. National Grid
targ'eted a program for spec plans to meet revised regulatory requirements in its
F'lscalYear 2007 goals. The most recent SPCC rules were pUblished in December
2006. TheY'provide flexibility to utilities for storage of electrical equipment to use a
"strong contingency plan" in lieu of installing secondary containment. The compliance
date has been extended to 2009 to put such plans in place or install secondary con~
tainmen!. National Grid's Environmental Department evaluated the new rules and
developed recommendations for future SPCC plail implementation requirements,
which have been approved by senior management.
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Global Climate Change. In the area of global climate change, National Grid set a
goal of reducing equivalent carbon dioxide (C02) releases from gas mains by 3,873
tons. Actions included reducing methane leakage from the New York Gas System by
completing 75 percent of thE!following planned programs:
• Replacing 120,000 feet of cast-iron g-aspipe
II Applying' cathodic protection to 40 miles of unprotected steel gas mains

TM results were significant: 47 miles of steel were protected and approximately
98,749 feet of main were replaced due to age and deterioration. More importantly,
the goal of reducing the 3,873 tons of CO2 equivalent was achieved. These goals
further our long-term goal to reduce greenhouse gas emissions by 60% by 2050.

Greenhouse Gas Initiative. Other climate change-related targets included continUed
partiCipation in the Regional Greenhouse Gas Inltlative (RGGI) to shape a CO;! emis-
sions trading system that will be fair to electric customers (a more detailed discussion
is provided later in the report); support for the Global Climate Change Initiative; and
continued implementation of a long-term strategy On sulfur hexafluoride (SF6).
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Aspect Evaluation. This included completing the first year of a multi-year program to
review alt environmental media to ensure regulatory compliance. Key elemenfs were:
II Identifying all sofid and hazardous waste streams and ensuring that any unique

processes, justifications or analyses are documented and retrievable,

Ii Identifying unique situations where permits or regulafory requirements do not
apply, based on analysis or regulatory interpretations, and ensuring that the
process is documented and retrievable.

1\ Developing a schedule for completing this review for all other environmental
media, such as air, wetlands and water.

Environmental Training, National Grid's Environmental Training goal produced
results as follows:
II Personnel requiring environmental training were provided with training.
II Environmental awareness and compliance training were added to the

lnfonet (National Grrd's intranet} for thOse employees wllo only need
general awareness training.

II A Department of Transportation video was taped and made available for
training programs and put on the C6mpan/s Intranet.

Regulatory Requirements. With regard to compliance with regulatory requirements,
National Grid achieved the following:
• Environmental Audit completed its schedule for the Fiscal Year 2007 audit plan.
II 22 of 26 audits were started.
III 22 audits were issued as final during the fiscal year; 4 additional final reports were

issued during the first and second quarters of Fiscal year 2008.
Ii The Fiscal Year 200B audit plan Was devsloped and implemented.

Site tnvestigation and Remediation Pr-ogram
In the area of site investigation and remediation; National Grid took actions as follows;
E Completed seven environmental investigations;
I: Selected clean-up (remediation) strategies for three sites.
• Completed seven remedial designs and remediations.
• Completed work at four sites,

National Grid also continued to aggr'essively pursue cosH:Jffectiv8 remediation
strategies through careful engineering and science·based solutions. One important
accomplishment includes significant progress on sediment toxicity programs.

Fiscal Year 2008 Goals
For Fiscal Year 2008, National (jrid's envIronmental goals consist of:
IJ ISO 14001 Conformance - Reviewing and modifying as necessary the National

Grid Environmental Managerhent System to maintairi ISO 14001 c:oJ'ifOrfiiance.
Actions indude incorporating the Rhode Island gas' operations into the EMS
Registration, developing a pfan and schedule for incorporating Key8pan functions
into the EMS and ensuring consistency of the EMS with other asset management
systems.

BI Release Reporting - Minimizing Category 1 incidents.
EO Communication - Providing resources to enhance communication and relation-

ships with interested parties,
I: (:;Iobal Climate Change - Complete at least 75 percent of planned replacements

and aohiev!3'an anllual reduction in methane emissions of 5,091 million cubic feet
or 2,057 tons of CO:! equivalent: replace 150,000 feet of cast iron gas pipe and
apply cathodic protection to 53 miles of unprotected steer gas mains, Other
climate change goalS include supporting the GlobE11Climate Change Initiative,
supporting and implementing the long-term strategy on sulfur hexafluoride, and
achieving 232,72::3 MWh in annualiZed energy savings from energy effiCiency pro-
gram efforts in Massachusetts, Rhode Island and New Hampshire.
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II Aspect Evaluation -- The goal is to continue the review of a multi-year program to
review all environmental media to ensure compliance with regulatory requiremems,

It Environmental Training - Goals include offering ENV-200/250 training to an per-
sarmel who require environmental training, offer environmental awareness training
(ENV·100) to employees who only need general awareness training, and complet-
ing Department of Transportation training for hazardous materiafs.

II Regulatory Requirements - The goal is to complete environmental audits
(comfJliance, mariagemeht systems, vendors) per the audit schedule.

Ii Site Inv~stigation and Remediation - The goal is to communicate to the
regulatory community n'eWinformation regarding the reduced bioavailability of
contaminants in sediments in the soif.

• Climate Change
Adverse effects of climate change associated with the release of greenhouse
gases may result in J'eSiislationor regulatfon reqUiring industry and especialfyelectric
utilities to reduce greenhouse gas emissions from power plants and other sources,
Additionally, National Grid is strongly committed-to operating in a sustainable manner
in order to protect the environment and the earth's natural resources for future genera·
tions. National Grid believes that the potential impact of long-term climate change
on the electr'ic and gas utility industry present~ IOrig-term cha:lJen£les.National Grid
believes that substantial business opportunities also exist. As the result, the Company
has embarked Ona Global Climate Change Illitiative employillg a lIumber of strategies
to evaluate and plan for the potential impacts associated with climate change on the
Company and society 88 a whole.
National Grid Global Climate Change Initiative
The National Grid Global Climate Changelnitiatlve aims to achieve the target of a 60
percent reduction of greenhouse gas emissions from 1990 levels by 2050 through a
combination of efforts. TlliS lriltiative waS adOpted by our Board OfDirectors in May of
2006 and has been taken up by all areas of our business in the US and the UK. Since
that time, we have realized that this Initiative, which focused on company efforts to
reduce Its greenhouse gas emissions, did not recognize the opportunities of involving:
our customers, employees or regulators in such a strategy: In addition, the ever evolv-
ing science of climate change, probably best summarized ill the recent publications of
the Inter-Governmental Panel 011 Climate Change (IPCq, leads us to believe that as a
responsible company we must take a leadership role in this area.

As of the publication of this report, National Grid has embarked ori a review of this
strategy and adopted an enhanced approach to dealing with climate change and the
unique role we can play in this area.

This enhanced apprOi:lCIlwill Continue the existing efforts by the company to fIIitigate
Its emissions of greenhouse gases but also begin to expand these efforts in such
areas as exploring ways of further mitigating the CO2 emiSSionsfrom the recently
acquired electric generating plants of KeySpan. In addition, we will be taking meas·
ures to make our operations more sustainable by incorporating procedures to consid=
er carbon impacts and require mitigation of these impacts in business decisions,
greening ouFsupply chai'll aM working with academic illstitutiollS to better under-
stand climate Change. We also hope to begin to reshape energy markets through ini·
tiatives such as negotiating rate decoupling mechanisms for our distribution compa-
nies. working to move energy dispatch towards loW carbon generatiOH, implElI'ilenting
smart metering within our service territories and providing means by which our cus-
tomers and employees can begin to mitigate their emissions of greenhouse gases-,

As part of our exisfftlg initiative. ill the United States we are targetlllg to rMuce sulfur
hexafluoride (SFs) leakage, replace gas mains, continue to expand our re·conductor-
ing activity, engage in renewable energy initiatives and replace specific portions of our
vehicie fleet with higher fUel ecoJiomy vehicles by 2009.
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What follows ISa discusSion of measures National Grid is implementing to shape sensi-
ble state and federal poliCies, and strategies to reduce its direct and indirect emissions.

Working with Stafe and Federal Offieials to Develop Sensible Policies

1. Regionaf Greenhouse Gas Initiative - National Grid is part of a cooperative
effort oy Northeasterl1 and Mid-Atlantic states, in reducing CO2 emissions from large
power generation facilities, The program, known as the RegiCinalGreenhouse Gas
Initiative (RGGIj, recently issued a model rule aimed at capping and ultimately reducing
CO2 emissIoriS from fossil4ired power plants within. the Northeast. Altllough National
Grid has not owned or operated foSsil-firM plants, it has chosen to participate il1lthis
initiative because it is importaflt for the environment and it will impact the cost of the
electricity to its customers, The company wants to ensure that its customers are treat-
ed fairly in the Regionaf Greenhouse Gas Initiative process. Beginning in 2009; all
fossir-fueled power plants that produce 25 megawatts or more of electricity in the
seven partiCipating states are required to cap their CO2 emissiollS, and beginning on
January 1, 2015, reduce their emissions overall by 10 percent through 2019. National
Gild continues to lobby to protect the interests of its customers. We are also mCinitor-
ing the RGGI leakage report and its recommendations.

2. Decoupling - Decoupling is a measure employed to remove the disincentives for
utilities to promote energy efficiency and other demand reSourCeS.Decoupling breaks
the link between utiHty rev"Elnuesand sales levels. National Grid is in favor of such a
mechanism. Structured correctly, it aligns shareholder and customer interests to pro-
vide for more economicalfy and environmentally efficient resource decisions.

Natiorial Grid is actively supporting decoupling mechanisms in the various stateS in
which it operates. In New York, following the generiC decouplilig proceeding with the
Public Service Commission, the PSC issued an order dated April 20, 2007 requiring
that each utility in the state include a decoupling mechanism as part of its next rate
plan, In New Hampshire, the Pubiic Utilities Commission initiated a generic proceeding

""'P. If; h

Moving forward; National Grid will continue to be an active propollenf of decoiJpling in
the states in which it operates.

3. Federal legislation - Clearly there is a need for national policies to address the
long-term effects of global climate change. As a result; National Grid has closely mon-
itored proposed national legislation and has advoCated for Certain key components.
The Company recently developed a pCisition statement on the appropriate compo-
nents of any federal legislation to reduce greenhouse gas emissionS. The position
statement is set forth below.,

The National Grid Global
Climate Change Initiative
aims to reduce green"
house gas emissions
60 percentfrom 1990
levels by 2050.
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"Natfonal Grid Sees cUmate change as presenting both challenges and opportunitiE!s.
We will be challenged by the need to reduce our greenhouse gas emissions to assist
global efforts in mitfgating climate cnange, while at tne same time adapting' QUr large
network to the consequences of climate change. We also recognize there is a grow-
ing opportunity to expand our business in other areas that will benefit both our cus-
tomers and shareholders. With that said, there is a need for national legislation to
addrE!ss, in a consistent and comprehensive fashion, climate change issues. We
believe such federal action or legislation should call fm reduction of greenhouse emis-
sions tllat:
• Involves all sectors of the economy and an types of greenhouse gas emissions.
• Establishes a mandatory national poficy to contain and reduce US greenhouse

gas emissions.
II Provides for a market-based af=lproach to greenhouse gas reductions, Trading

should be allowed across state boundaries as well as provide the potential for
international trading.

• Requires that COz ernissiOris should be auctioned to sources and that all auction
proceeds are distributed toend·use customers' in the form of direct rebates
and/or expanded energy efficiency programs.

• Recognizes early actions or investments made to mItigate greenhouse gas reduc-
tions. Further. companies that invest in technology that reduces emissions of
gases not covered by a trading program should receive some incentive (I.e.,
enhanced capital allowances} in recognition of their proactive efforts.

• Establishes the United States. Environmental Protection Ager1cy (EPA) as the
agenoy responsible for the administration of this program.

• Incorporates a robust, verifiable offset program.
• Provides inoentives to acoelerate the development of cost-effective energy effi-

ciency programs and technologies and to stimulate growth and promote the
establishment and development of greenhouse gas-reducing technology, includ-
ing supportive tax policies. SucH incentives should be structured around energy
efficiency and security of supply and reliability.

I! Provides incentives to companies to evaluate the long-term adaptability of their
products or services tb climate Change.

ii Realigns, national energy and transportation policies to stimulate research, devel-
opment, and deployment of existing and new clean technologies on the scale
necessary to reduce greenhouse gas emissions and eliminate incentives or tech-
nologies that exacerbate climats change. Legislation should recognize the current
energy mix which includes coal, and should provide incentives for the develop-
ment of lower emitting coal technologies.

II Contains a mandatory reporting program established Iti COordinatioh with the
Securities and Exchange Commission on what material issues companies should
disclose in their regular financial reporting.

While the debate continues, we believe the, above are important components of any
national legislation that is puf into place."

Natronal Grid US Climate Change Workgroup
In order to manage the various climate change requirements and to acHieve a consis-
tent approach to this issue throughout National Grid's US operations, a workgroup
has been established. The workgroup, which is intended to act as the central clear-
inghouse for all climate change issues, meets periodically to:
Ii DiscuS"sregulatory and legislative developments
1&1 Develop and/or review company policy
~ Report on a semi-annual basis to senior management regarding achievement of

various climate change goals and commitments
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All areas of the Company that may have an interest in climate changes issues or
wnose operations may potentially impact the earth's climate are represented In the
workgroup. Among the departments currently participating are:
II Environmental
III Transmission
Ii Substation 0 & M
E Fleet
r;; FaCilitfes
II Technology Transfer
m Demahd Side Management
II Legal
II Gas
.- External Affairs

National Grid expects to increase both the scope and constituency of the workgroup
as a result of enhancements to our Climate Change fnitiative.

Reporting our Impacts

1. Voluntary Reporting Program - National Grid continues to be involved in a pro-
gram that recognizes utilities for demonstrating a commitment to voluntary approach"
es to reduce or capture greenhouse gas emissions. The program is known as the
Energy InfOrrfjation AdminiSfrti.tion's (EIA's)Voluntary Reporting of Greenhouse Gases
Program. National Grid has reported annually under this program since 1993, Our
enhanced approach wHialso result in our evaluating other greenhouse gas reporting
platformS such as The Climate Registry.

Some of the reductions reported are direct, i.e., emissions for which National Grid is
directly responsible. Methane emissions from natural gas distribution systE!m leaks
are an example. Other emissions reductions are indirect, for example; reducing elec-
tric transmission line losses by reconductoril1g, wHich in turn reduces tHe dernal1d for
electricity generation and ultimately requires less fossil fuel consumption, National Grid
estimates that for 2006, its efforts have reduced emissions of carbon dioxide by over
29,000 tons, methane by oVer 120 tons, sulfur hexafluoride by 7,400 poundS and var~
ious refrigerants by over 2,400 pounds-. Major project categories include electric line
reconductbrihg; replacement cjf leaking natlJral gas dfstributiOI1 piping; recycling of
metals, glass, plastics and paper; and energy efficiency.

For a review of trended CO2 emissions, please refer to the Key Performance Indicator
Chart at the eM Of this report.
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2. Natural Gas Star Program = Sines 1994, National Grid has been working
with other natural gas transmission companies enrolled in the voluntary EPA STAR
Program to identify aM adopt cost-effective technologies and practices to teduce
emissions 01 methane. The primary component of natural gas, methane is 21 times
more potent as a greenhouse gas than carbon dioxide (C02), In additIon to adopting
STAR Program best management maiITtenanca practices to reduce methane emis-
SiOnS,Nat1clllalGrid is replacing older, leaking natural gas main and service piping.
This leakage is the main contributor to methane emissions within the natural gas diS-
tribution compahies ih the United States, Set forth below is a chart showing natural
gas pipelfne replacements at National Grid over the past three calendar years; as
well as the methane releases eliminated as a result of such replacements.

Natural Gas Pipeline Replacement, Eliminatad Relaasas (reported on a calendar year basis)

2004 2005 2006

Miles of PiiJelinflReplaced 48 33

Natural Gas ReleasesBhtiinatsd, Met 8,864 5311

Natural Gas ReleasesEliminated,Tons 186.8 112

Note: Facfors for eliminated releases01Natural Gas vary based on type and size of pipe replaced.

19'

4508
95

Views of the upgraded and
expanded Warn Hill sub-
s{a.tion ir/ Haverhill, Mass.

3. SFe - Another significant initiative in which National Grid has been involved relates to
SFa. Sulfur hexafluoride (SFe.l is.a nonflammable, nontoxic gas that has SUperiOfcooling,
insulating, and arc-quenching capabilities in high-voltage electrical equipment. When S~
escapes into the atmosphere, it becomes a poteht gr~nhouse gas with global warming
potential that is 28,900 times greater than CO2 over a 100"year period.

Nearly SO percent of the SFa produced today is used by the power industry. National
Grid uses more than 140,000 poundS of the gas in electric substations and breakers
throughout the Northeast to ensure the refiable and safe delivery of electricity to our
customers. That usage prompted oUr subsidiaries to join the Environmental Protedtiol1
Agency's voluntary SFa Emission Reduction Partnership.

New York operations enrolled in 1999, as one of the first particfpants In the program
that tracked aM reported releases of SFa on an annual basIs. National Grid's New
England subsidiaries joined in December 2:003. To achieve the Company's goal of 57
percent reduction in SFa emissions from 2000 levels by 2008, we are targeting
replacement offirst-generation gas insulated substations (GIS) having older SF6 gas
circuit breakers. We are also monitoring SF6 uses more aggressively to identify and
prioritize lea~ing equipment, using conventional methodS and advanced laser Imaging
technol~gy. In addition. we are training employees on proper gas handling prOcedures
and on properly recording SFa returns to gas vendors.
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set forth below )s a cHart identifying historical SFa Usage and Inventory:

Historical SFe Usage and: Inventory

Year Loss jn, Pounds Loss Rate l'Jailieplate CapaGlty

2004 12.471 8.9% 140,061

:2005 12.316 8.9% 137,760

2006 12.249 8.1% 150,818

4. Our Fleet - VehiCle tailpipe emissions contribute to health and environmental
problems such as urban smog, air toxins and global warming, according to the US
~nvironmentai Protection Agency. This is why Natioria.!'Grid's Fleet Management has
takeri aggressive measures to reduce greenhouse gas emissions.

Some of the environmentally friendly habits Fieet Management has incorporated
into its operations include repfacing older vehicles with more fuel efficient ones. This
inc-reases fuel economy and decreases pollutants; In addition, Fleet Management pro-
vides utilization information to Operations so that they cail retire under-utilized vehi"
c1es, which wlll result in lower fuel consumption. But that's not all they're doing.

Currently, National Grid has four hybrid automobiles in service and one hybrid bucket
truck on order. An added bonus is the operator's platforr-n (bUcket) car) remain opera-
tional an battery power for up to two hours without having to turn on the vehicle's
engine. The truck can be fuliy recharged in iess than ten mi'nutes.

rn another signifiCaht effort, Nationa' Grid provides bio"diesel at all company fuel tanks
during warm months.

National Grid US has alSOfnformed its employees that they can do the following to
help:
~ limIT unnecessary vehicle idling
l!if Car pool or share rides
II Avoid stowand"go driving
• Avoid topping-off when refueling their vehicle. Splllea1gasoline pollutes the air

when it evaporates

5. Out Facilities - In 2005, the Facilities department embarked on an initiative
to make heating, ventilation and air conditioning (HVAC) improvements in th~
Westborough Mass. Duilding, which resulted in a 25 percent reduction in electricity
cOnsUrnption, The department also developed a detailed plan in support of the Globai
Climate Change Initiative including a review of eiectrlcal and natural gas ctmsurription
at aillocatibns, managed by Facilities and cost effective actions that can be taken to
reduce consumption.

Facilities' strategy also calls for moving toward using a 1 DO perce-nt renewable elec-
tricity source in the WestboFdugh building by 2010.

Indirect Impacts

1. Programs Prornoting energy Efficiency and Conservation - ElectriCity cus-
tomers of National Grid have a broad selection of programs to aid them in becoming
more efficient in their use of electricity. In addition to conserving energy, these pro-
grams save customers money and reduce the erriissions that are byprodLicfs oJ:
energy production.

More than half of oUr 1.7 million New England electr"lc customers have taken advan-
tage of these programs since 1987, Our residentiaf programs reached over 3DO,00D
homeOwi'\e~ and temmts, and our bu-siness programs have served an average of
3,000 businesses each year for the period from 1998 through 2007.
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Afl example of National Grid's leadership in this area was Rhode Island Governor
Donald L. Carcied's proclamation on October 16, 2007, as ''National Grid Energy
Effidency Day." He commended National Grid for its leadership in helping to improve
the quality of life for citizens by demonstrating the importance of energy efficiency,
helping customers to take control of energy costs and assisting customerS Iii offset-
ting greenhO\lse gases that contribute to global climate change.

In addition, National Grid's energy~efficiency programs were recently named among
the nation's best by the American Council for an Energy-Efficient Economy (ACEEE).
Nationa.! Grid received honors for 10 programs, the largest number of awards receivEld
by a company in the Northeast.

The following energy-efficiency programs offered by National Grid in New England
were recognized for effectiveness and inMvation in helping customer"S achieve greater
levels of energy efficiency in 2007 in their homes, bUsines'ses, and facilities:

• Appliance Management Program

• EnergyWlse
• Energy Initiative
• Design 2000Plus
• Home Performance with ENERGY STAR®/Mass'SAVE
iii Northeast ENERGY STAR® Lighting and Appliance Initiative
IB Small Business Services
• Advanceo1 Buildings
• Whole Building Assessment/Benohmarking

• GasNetworks

"ACEEE conducted this national review to recognize outstanding energy effloiency
programs and honor the people and organizations responsible for their success,"
explained Dan York, Ph.D., the ACEEE Project Directorfor this effon:. He added:
"Programs such as,National Grid's demonstrate the very real value of energy efficiency
to the customers it serves."

Martin Kushler, Ph.D., ACEEE's Utilities Program Director said, "These programs are
delivering energy savings that are critica~ in helpIng customers cope with today's high
energy cOsts, plus they make an important environmental cOntribufion because tney
help reduce greenhouse gas emissions." He added, "This is truly a 'win-win' situation,"

Since the company began offering energy-efficienoy programs in 1987, participating
customers have saved more than $2.5 billion arid more than 26 billion kilowatt hOlfr's
of electricity ~ enough to power approximately 4.3 million homes for one year. The
programs also nave redUced greenhouse gas emissions by more than 14.5 million
tons, the eqUivalent to removing 1.8 million cars from the road. Massachusetts'
Governor Patrick and New Hampshire's Governor Lynch joined Governor Corcieri
in honoring National Grid's energy efficiency programs by providing dtatfons to the
company for its excellent work in this area.,

As we move forward as a larger, more robust National Grid as a result of the merger,
energy efficiency measures will continue to be an integral part of Natronal Grid's
Global Climate Change Initiative.

To obtain more information about National Grid's US's wide range of energy
efficiency programs in the uS and how to partioipate, visit the National Grid
website at www.natfonalgridus.cOni.
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2. Forward Capacity Markets - iSO New England, the power system operator for
New England, will open its Forw<:i.rdC<:i.pacityMarket (FCM) in June 2010. The auction
to provide needed electrica~ capacity to meet growing customer demand will be in
February 2008. The rules for the FCM auction have been developed to give energy
efficiency and other demand-side rE!Souldes the opportunity, for the first time, to com-
pete on equal footing with generation to meet New England'S supply needs. National
Grid is preparing to bid the demand savings for its portfolio of programs into the
market. The qualification of energy efficiency to meet the region's supply needs may
advanCE!energy efficiency in three ways. First, revenue paid to energy efficiency proj~
ects that clear in the auction may b& reinvested in further energy efficiency. Depending
on the clearing pricEl,We estimate that first year revenues in 201O~11may' add about
6 percent to 10 percent to current program. funding levels. Second, because the FcM
is designed to promote capacity development, it is POSSiblethat progmiii budgets will
be rE!oriented to provide more demand savings. Third, available revenue streams may
inspire non-utility providers of energy efficiency (such as energy supply companies} to
increase' their efforts to develop energy efficiency projects, and increase this type of
energy efficiency in the region.

Renewable Energy Prograrns
Renewable energy utilizes natural resources such as sunlight, wind; tides and
g80-thermal heat, whicn are nafumlly replenished. Renewable energy·technorogies
range from safar power, wind power, and hydroelectricity to biomass and biofuels
for transportation. About 13 percent of primary energy comes from rehawables,
with most of this coming from traditional biomass such as wood~burning. Hydro-
power is the next largest source, providing 2-3%, and modern technologies such
as geothermal, wind. solar, and marine energy together produce less than 1% of
total world energy supply, The technical potential for their use is very large,
exceedirig all othar readily available sources.

Climate change concerns, coupled with high oil prices and increasing government
support are driving increasing renew-able energy legislation, incentives and commer-
cialization. Investment capital flowing into renewable energy climbed from $80 billion
in 2005 to a record $100 billion in 2006. National Grid views renewable energy as an
important component 0] its Global Climate Change Initiative. Set forth below is a dis~
cuss ion of how we are trying to advance renewable energy.

1. GreenUp - On April 9, 2007, the uS Department of Energy's National Renewable
Energy Laboratory- (NREL) named National Grid's renE!wable energy program, Green-
Up, to its Top 10 ranking of utility green power programs. Using the information pro-
vided by' utilities, NREL develops Top 10 rankings of utility programs in categories th<:i.t
include'total sales of renewable energy to participants and total number of customer
participants. GreenUp ranked aliI in both categories out of 600 utilities across the
United States that offer greeil power programs. Almost 24,000 National Grid cus-
tomers in New York, Massachusetts, and Rhode Island had purchased more than 156
million kilowatt-hours of renewable energy through GreenUp as of December 2006.
GreenUp requires participattng renewable energy providers to secure renewable ener~
9Y sources - such as wind, bio-energy, or hydropower. After a customer selects a
renewable energy provider, that provider notifies the utility of the cUstomer's decision.

National Grid's supply portfOliOS receive tM renewable eilergy credits on behalf of the
customer; and the Company remains responSible for all service to the customer, Costs
and other program details for GreenUp vary by state and provider.

2. Renewable Energy Trust Fund - National Grid supports and contributes to the
Massachusetts RenE!wable Energy Trust Fund. Created in 1997, the Trust is charged
with accelerating the use of cleaner sources of electricity in Massachusetts by invest-
ing in tile state's renewable energy industry. Technologies incrude solar, wind, bio-
mass, small hydro and fuel cells. A Nationar Grid executive serves on the board of
directors of the Massachusetts Technology Collaborative, the non-profit economic
development organization that administers the Trust. Ih addition, a National Grid
principal engineer has served since 2000 on several advisory boards regarding solar
phQtovoltaic (PV) systems and Tuelcells. Current WOrk is fdcLlsed 011 simplifying tne

" .

50



process for utility interconnection of PV or wind-powered energy systems on under-
ground network distribution systems, the type commonly fouhd in the center of large
metropolitan ceriters. Furiding for the Trust comes from a monthly charge to electricity
customers in Massachusetts.

3. Renewable Research - National Grid uS continues to conduct research ilito
renewable technologies. EXarnples of its.efforts iricfude~
£1 Photovoltaic systems arid component research
• Renewable energy aM storage prOject
III Residential scare wind turbine project at U Mass - Lowell

4. Renewable Portfolio Staridard - Across tM United States, 25 states and the
District of Columbia have implemented some form of a state Renewable J=>ortfolio
Standard (RPSj to ensure that part Of COnsumers' e1ectricity comes from renewable
energy sources. Massachusetts, Rhode Island and New York each have instituted
RPS obligations.

In Massachusetts, the RPS mandated that retail electric suppliers purchaSE!
1 percent of their energy from renewable resources beginning in 2003. That
percentage increases one-half percent each year until 200H, When it reaches
4 per-c€nt. Because National Grid purchases electricity for many of its customers,
the Company is covered by the mandate.

In Rhode ISland, entities that sell electrical energy to end-use customers need to pur·
chase 3 percent of their energy from renewable sources beginning in 2007,. which
gradually wfll rise to 16 percent in 2019. BElcause National Grid purchases electriCity
for many of its customers, the Company is covered by the mandate.

80th Massachusetts and Rhode Island allow for compliance through a number of
me8.hs, including througH making payments to state agencies which will use the pay-
ments to support renewable resources.

In New York, the Public Service Commission wants 25 percent Of tM energy used in
the state td come from renewable sources by 2013, New York already produces 19
percent of its energy from renewable sources, nearly all from hydropower. The New
York State Energy Research and Developmenf Authority is the agE!ncy that facilitates
auctions and enters into contracts for the renewable attributes of qualifying generators.

ENERGY STARTM
ENERGY STARTMhomes incorporate the latest technologies for energy efficiency and
comfort. 'n National Grid's service territory, 15% of the new housing market is nOW
building to ENERGY STARTMstandards, which are 15% more energy efficient than
current building codes. The program also provides additional assistance to low
rncome subsidized housing development, and workS Closely with Community Action
Programs and low income energy efficiency advocates, Community Development
Corporations, Habitat for Humanity, and the state and federal government to support
sustainable energy efficient, affordable housing.

National Grid is an active ENERGY STAR partner and has' contributed significantly
to this program by providing rebates to residential customers, who purchase Energy
STAR appliances and lighting. This has helped to raise awareness of ENERGY
STAR through advertising and contribute to ENERGY STAR standards in new
homes, For eight consecutive years, through 2007, National Grid haS received tlle
US Ellvironmental Protection AgencylDepartment of Energy ENERGY STAR Award
for its appliance and lighting program. In 2007, National Grid also received the
award for its Mass8AVE program.

51



I"

University of New Hampshire Study
National Grid believes that the potential impacts of long-term climate change on the
electric utility industry require serious consideration, particularly with respect to the
effect on the utility'S existing infrastructure, As a result of these concerns, the Company
is collaborating with the University of New Hampshire on a research project that will
evaluate the effects of long-term climate' change on our infrastructure, particularry in
areas where we have facilities located next to water bOdies. This project will inVOlve
the identification of spliGitic vulnerabilities in the transmission and distribution system
of the northeastern United States, the quantification of their likely severities, and the
development of mitigation strategies to address the most critica~vulnerabilities.

• Electric and Magnetic Fields Program
Electric aM Mag-netic Fields (EMFs) are another impcrnant errvimnmental issue that
Nation'al Grid is addressing. EMFs can be generated from a variety of sources, includ-
ing our distribution and transmfssion power fines. Because of public concern, we take
these issues seriously.

National Grid recognizes that there is some scientific evidence suggesting certain
adverse health effects are linked to electric and magnetic fields. There is alSOevidence
linking an increased risk of certain diseases to proximity to power lines, though the
cause IS not clear. The bafance of evidence remairis against both radio-frequency
and radiofrequency electric and magnetic fields causing ill health,

The World Health Organization has classified power-frequency magnetic fields as
upos s ibly"carcinogenic. National Grid's recently updated Public PositiOn Statement
on EMFs (which can be found at www.nationalgrid.com) helps set the framework
within which we continuafly aSsess the scientific evidence in this area, detem1fne a.ny
implications for the way in which we conduct our business, and explain to society
what the science is telfing us.

In all our operations. as a minimum, NatiOnal
Grid seeks to comply with regulations, guide-
lines or practices reratfng to EMFs iri the differ-
ent jurisdictions in which we operate. Where
other companies, such as telecommuniCations
operators, use our assets, we require them
Similarly to comply with the relevant regula-
tions. guidelines or practices.

In the United States, National Grid has person~
nel who are trained to respond to customer
inquiries and, when appropriate, liieasure EMF
in customer locations and along our transmis·
sion and distribution fines.
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• Waste Minimization
As part of its environmental activities, National Grid continues to be committed to
reducing the amount of solid wasfe generated. as well as its consumption of fuel.
paper, and other resources.

Minimization and proper management of waste generated and reuse or recycling of
waste materials is one of many principles defined In the Company's environmental policy.

Waste minimization policies are communicated to National Grid staff through training
materials, videos and informational and educational articles. Interna~audits of environ~
mental practices at National Grid facilities also ensure adherence to Company policy
and procedUres.

Set forth below is a chart showing generation of waste and recycling over a several
year period,

Solid Waste (tons}

Hazardous Waste (tans)

Recycled Waste (tons)

FY05

5450

324

12,262

FY06

5610

354

11,301

FY07

5627

475

10,317

Hazataous Waste
National Grid generates: hazardous and non-hazardous wastes as a routine part of its
operations, Among the sourCes of such wastes are the retirement of PCS-containing
electrical equipment, utility poles and streetlights, as well as the cleaning of manholes
and vaults of accumulated water and sediments,

The Company has establiShed erivironmental procedures and guidance documents
to ensure that all wastes are managed in accordance with regulatory requirements
and Company policy. In Fiscal Year 2007, National Grid generated 950,000 pounds
of EPA-regulated hazardous waste, (Note: This does not include waste generated as
parr of of OL1fSite Investigation and Remediation PrOgrffiil). While the Company enCOur-
ages the recycling of waste whenever possible. some wastes may be put in landfills
or incinerated,

No wastes are shipped directly across international borders from National Grid; how-
ever, some wastes are ultimately shipped across international borders for final disposal
by a vendor after consolidation at a licensed vendor Transportation Storage and
Disposal Factlity, In Fiscal Year 2007, 3,900 pounds (1,771 Kg) of lead acid battery
waste were shipped across international borders on five occasions for recycltng. This
value represents 0.·2 percent of the federally-regulated hazardous wastes generated
by National Grid,

Investment Recovery arid Recycling
Recycfin~ plays an important rofe in the Company's efforts to minirnite waste arid use
resources more efficiently. National Grid's Investment Recovery and Recycling Services
Center recycled a total of 9,803 tons of materials in Fiscal Year 2007. The facility is the
centerpiece of a corporate effort to minimize National Grid'S waste generation and
reduce costs by seeking solutions to environmental issues such as solid wa:ste~
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The Investment Recovery facility has been in operation for two decades. The facility
includes a core marketing staff that locates buyers and a team of workers that oper-
ates the equipment. The marketing sfaff of three pEjopte searches for opportunities
within the Company to locate surplus, obsolete, resalable materials, which could be
new or used; and are no longer needed by the Company, These materiafs are sold
globally through a variety of programs. A support staff of 12 people pelforms a num-
ber of tasks at the site to ready the' materials for sale.

Located in Syracuse, New York, the facility is ISO 14001 certified and processes
a variety of materials from the Company's tra.nsmission and distribution operations,
substations, corporate offices and vehicle fleet. National Grid's Investment Recovery
Center provides not only environmental and social benefits to the community, but it
also provides significant financial benefits tei the Company, Savings and [hCOme frOrt!
sold material represented approximately $11 million in Fiscal Year 2001.
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the center handles three primary categories of materials:
Scrapslrecyclables~' Non-ferrous metals, ferrous metals, processed metals,
processed wire and cable, wood products, cardboard, paper, plastics and
porcelain.
Office equipment "-Computers, furniture, excess supplies, toner cartridges,
telecommunications equipment and lighting.
Electrical equipment (for sale, decommissioning or reuse) - Generator
parts, refurbished hardware, distribution equipment, substation equipment,
transmission equipment, transformers, cable and conduit hardware meters,
switches and relays.

Among the center's services are the sale of exce$""sinventory and obsolete mater-ial;
the sale of stock materials to other utilities; and safe, environmentally sound disposal
of unusable materials.

Helping the Disabled: An Environmental Success Story
At National Grid's Investment Recovery Center, a group of 35 to 40 mentally and physi-
cally' disabled people arB'given the chance to experience a normal working life arid are
paid for their efforts. They work and are trained in the Investment Recovery warehouse,
which leaves them able, in time, to move to Similar jobs elsewhere.

These workers are given a range crf tasks, S"vchas streetlight dismantling and segrega-
~ tion of metals and packaging material. This operation will expand into the new National

Grid Northeast Distribution Center In Sutton, Massachusetts fn the fall of 20Q7.

National Grid's'
Investment
Recovery and
Recycling Services
Center provides
environmental
and social benefits
to the community.
as w'e!! as financial
benefits to
National Grid.
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• Environmerltal Compliance
Underground Storage Tank Removal Program
Natiohal Grid's Compliance with environmental rules and regulations includes pro~
grams to mitigate possible pollution sources. For example, the Company has histori-
cally stored a number of petroleum prdducts In underground storage tanks (USTs),
including gasoline and diesel fuel for motor vehicles, diesel fuel for emergency genera~
tors, motor oil for fleet garages and used oils from maintenance operations.

In 2004, National Grid undertook a study to evaluate the risk ahd cost of operating
uhdergrouhd petroleum storage tanks, focusing primarily on vehicle fuel tanks. The
study took into consideration the age and design of the tanks, potential environmental
impacts that could be caused by tank leakage, costs of operating USTs aM benefits
of maintainiilg oil-site fuel storage.

As a result of the study, it was decided that maintaining underground petroleum stor-
age In many cases posed an unduly high ehvironmeiltal' risk 8tld operating cost. hi
2005, National Grid decided to remove all underground petroleum tanks; the tanks
were replaced by above-ground tanks on a need basis only, primarfly for operation of
emergency diesel generators. Tne Company opted to go to off-site vendors tor its fuel
needs, A total of 92 underground storage tanks were removed in New York and New
Ehgfand. In additioil, six above ground storage tanks (ASTs)were removed that were
considered unnecessary or too expensive to upgrade; seven ASTs were upgraded:
and 46 Asfs Were installed as replacements for USTs. The program is ilOw complete
and no USTs remain in National Grid's current system.

New spec Regulations
To comply with Spill Prevention, Control and Countermeasure (Spcq requirements;
National: Grid has developed spec pfahs for its elElctric SUbstatiohS aild service ceh-
ters. As part of the implementation of these plans, secondary containment or spill
diversion structures have either been installed or are i'nvariouS stages of planning
or construction.

In December 2006, in response to utility and industry comments; the US EPA amend-
ed the SPCC rule to allow for strong contingency planning as ail alternative to the
installation of secondary containment for oil-filled equipment. In related rulemaking,
EPA also extended the spec compliance deadline to July 1, 2009.

National, Grid reviewed the flew spec regulations, aM plans to adopt thEl contingency
planning option for demonstrating SPCC compliance at its electric substations. This
is a significant change in policy but wfll save more than $11 mif[[on over the next
three years by eliiTiinating the need to install new Ceintainment structures at minimal
increased environmental risk. However, it will be important to maintain a good inspec-
tion program and to promptly respOnd to alarms and spilts with adequate resources.

Despite our ability to COf'nlJry with EPA reg1Jlationsusing contingency planning,
National Grid recognizes that some installations and water receptors are more sensi-
tive than others. Therefore, on a case-by-case basis, secondary containment may be
envfrohmeiltally prudent aild wlll still be instatfed. For example, installation of contain-
ment would be strongly considered where equipment is close to a drinking water or
recreational water supply,
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Environmental Audit Program
The goal of National Grid's Environmental Audit Program is to provide independent
verification and assurance to management that the Company's operations are per-
formed in accordance with applicable environmental statutes andl regulations and
conform to internal environmental policies and procedures, as well as to determine if
environmental management systems are in place to ensure continued conformailcs.

During Fiscal Year 2007. risk-based audits focused on various comj:iany sites and
assets, such as service centers, substations and transmission line rights·of-way.,
The Environmental Audit Program included three management system audits arid
18 compliance audits, covering company operations at 102 facilities, substations, and
projects. As a result of such audits, 103 nonconformances were identified and
promptly resolved by the company.

The process used for the audits was consistent" with state-of-the-art environmental
auditing protocols. Environmental issues as follows were reviewed in Fiscal Year 2007:
II air poliutiO/1control;
if asbestos management;
II Comprehensive Environmental Response, Compensation, and Liability Acf/

Emergency Planning and Community Right-to-Know Act (CERCLA / EPCRA);
II drinking water management;
II hazardous materials transportation;
II PCB management:
• solid and hazardous waste management;
• spfll prevention and cOntrol;
IS undergrouM injection control;
E underground storage tanks; and
II water pollutiori control.

Exceptions to either external regulatory requirements or internal company procedures
are noted within each report issued through the Environmental Audit Program. The
audit team also presents management with recommendations to resolve each excep-
tion noted. These recommendations are made not only to generate corredive action,
but also to request that management provide a resolution to prevent recurrence of
these exceptions.

For significant exceptions, which may have al1 impact beyond the operating area
where the exception was initially noted, the request for preventive action may expand
to cover all operating areas where similar Issues may OCcur:By requesting campI's·
hensive resolutions from management, which include both corrective and preventive
mea-sures, the Environmental Audit Program is used to strengthen National Grid;s
compliance program efforts,

As a finar measure, the ErlVl'ronmentaJiAudit Program requires tracking of all resoru~
tions to ensure that each has been fully implemented. Documentation or other physi-
cal evidence is provided to the audit team to demonstrate completion of oorrective
and/or preventive actions, aM follow-up site visits are scheduled, as necessary; to
ensure improvements to the compliance program have been made.
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Vendor Auditing
National Grid's environmental vendor audit program was established in order to pro-
vide structure to the auditing of waste disposal and recyCling vendors. THe scope of
the vendor audIt program includes hatardous waste/PCB disposal facilities, recycling
facilities aHd scrap metal facilities. On a select basis, solid waste landfills or other
types offacllities may be reviewed depending on tM cirCumstances.

The National Grid Vendor Advisory Group 0/AG) meets quarterly to discuss
vendor audit- aotivity. Membership of the VAG includes representatives from Legal,
Environmenta!, Procurement, Operations and Investment Recovery. The VAG estab-
lishes an annual audit schedule for audfttng; and reviewing selected vendors. In Fiscal
Year 2007, a total of eleven (11) on~site vendor compliance audits were conducted.

Environmental Training
It is National Grid's policy to support compliance objectives by promoting employee
environmental awareness through frequent and compreheMve training programs.

Employees involved in activities that could have a significant environmental impact ~
includfng hazardous waste management and spill response - receive training specific to
their job responsibilities and in accordance with federal, state and local requirements.

This may be accomplished in Several ways such as classroom training, video refresher
training or computer~based training. Employees are made aware of the National Grid
Environmental Policy, the requirements of the Company's Environmental Management
System, environmental procedures, and environmental guidance documents, as well
as operating procedures and applicable regulatory requirelilEints. National Grid's trairi-
ing program helps eacH employee safely perform his or her duties when handling haz-
ardous waste, oil and other hazardous materials.

Environmental Compliance Data
National Grid is.committed to maintaining compliance with all applicable envfronmental
laws, rules and regulations, and, when possible, exceeding them. When we become
aware of potential non-compliance, we move swiftly to address arid remedy the situation.

Set forth below is compliance data for Ascal Year 2007:

EnvironmentallnspectidFlS
From time to time, federal and/or state officials inspect our facilities. During Fiscal Year
2007, regulatory agencies performed a total of 22 inspEicfions at National Grid facilities
in the US.

Notices of Violation
In Fiscal Year 2007, National Grid received eight notices of alleged violations related to
its US operations, down from 9 and 14 notices in the prior two fiscal years, respec-
tively. Since receipt of these notices, we have taken corrective action to resolve the
noted deficiencies to the satisfaction of the regulatory agencies.

Summary of Notices:
1/ Faffure to submit Biennial Hazardous Waste Report
II! Enforcement Order for damage to wetlaild resource area.
II Error in manifesting and hazardous waste shipment.
II Unauthorized solid waste dumping on company right of way.
II Unauthorized dumping on vacant company property.
D Failure to follow up on and notify of a threat of a release of oil.
II Failure to submit Phase III, IV and RAO within specified trmefrarne.
• Unauthorized cutting and injuring of trees on state land_
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Penalties
In FiscaJYear 2007, National Grid received financial penalties associated with regulato-
ry noncompliance on two occasions. In September 2006 National Grid paid a penalty
of $2,925 for a hazardous waste manifest error. In March 2007, National Grid paid a
penalty of $1 ,960 for unpermitted tree cutting in the Winona State Forest.

Releases/Spills
National Grid's operations may result in spills of oil and/or hazardous materials-. These
may incftjde non-PCB oil, PCB-contaminated oil, PCB oil, diesel fUel, hydraulic: fluid,
antifreeze, mercury and refrigerant. Causes of spills may be under our control, such
as equipment failure, or beyond OUli' control such as.damage from severe weather or
third-party motor vehicle accidents. National Grid rEiSporids to all spills and enSUres.
each is properly addressed. Also, the Company categorizes each spill, with the most
significant spills being assigned a Category 1 classification. In Fiscal Year 2007,
National Grid experienced 30 Category 1 spillS and 977 Category 2 spills. The
Category 1 spills are listed below.

May 2006

May 2006

May g, 2006

May 14, 200~

Mayi6, Q006·
May 1g, 2006'

May 25,2006

May 30, 2d06

May 31,2006

June 2006

J una 1 , 2006'

June 7,2006
June 7,2006

June 14, 2006

Discovery of PCB-contaminated

son at school in RI

Receipt of a legal notice from a

Conservation Commission tdr

damage to a waHands by a
National Grid vendor

26 gallons non-PCB oil

500 gallons non-PCB 011
i0 gallonS non-PCB 611

26 gallons non-PCB oil

Release 01 bentonIte by a

vendor to a stream

7 gallons non-PCS oil
16 gallons non-PCB oil

120 gallons non-PCB 011
11 gallons non-PCB 011

7 gallOiis Iioh-PCS 011

5 gallons non-PCB all

100 gallons non-PCB 011

June i6, 2M6

June 30, 2006

July 17, 2006
July 19, 2006

July 31, 2006

August 3, 2006

AuguS't 25, 2006

August 29, 2M6
September 3, 2006

September B, 2006

October 14, 200&

detaber 17, 2d06'
October 2EJ,2006

October 30, 2006

November 16, zM6
Jahuiuy 2; 2007

Violation by- a vendor transportin~

our wastes

5 gallon::. non-PCB oil

Unknown quantity of non-PCEl oil

5 gallons non"PCB till

i35 gallons non-PCB oil

225 gallons non-PCB oil

Unknown quantity of non-PCB oil

25' gaJroils Iiciri-PC8 011

25 gallons non-PCB oil

2 gallons non-PCB olf

4 gallons PC-B-contaminatect oil

1 gallons non-PCB oil
7 galrons non-PCB oil

103 gallons non-PCB oil

15'15 gallons non-POB oil

20 gallons nOh-PCS of[

Approximately 1,541 gallons of oil were released by the 25 Category 1 oil spills for
which a spill quantity is known. hi geil8ral, most of these spills were able to be com-
pletely remediated immediately after the spill event and had no lasting impact Only
one spfllrn Fiscar Year 2007 was required to be reported in oUr financial statement. In
that incident, PCB-contaminated soil was discovered when responding to a release of
non-PCB oil from a pad mounted transformer at the Hugh Cole School in Warren,
RhOde ISland.me PCS contamination appeared to be the result of a release from a
PCB transformer that had previously been located there. The PCB-contaminated soil
was cleaned up without incidenL
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The October 2006 storm in
westem New York brought
down thousands of leaf-cov~
ered limbs; branches and
trees, along with hundreds
of miles of electrical distribu-
tion and transmission lines.

Environmental Oversight Committee
The compliance activities of the Company are closely tracked by the National Grid
Envirotlmehtal Oversight Committee. The Committee reviews allle9al notices received
from federal, state or local regulatory agencies, reviews all corrective actions, and sets
strategic direction in ways ta maintain the "state of the art" status of the Company's
environmental management system.

The October Surprise
National Grid'S concern for tile environment extend's to itS.reliability commitment, par-
ticularly in reporting storm damage. For example. unprecedented meteorological con-
ditions on October 12 - 13, 2006 in the western New York area created a heavy, wet
snowfall that resulted in Widespread vegetatioh damage and aSsociated power out··
ages. Dubbed the "October Surprise" by the media, the storm left approximately
265,000 National Grid customers without power. As a result of the storm, 220 pole-
top transformers were damaged and removed from service. Much of the damage was
due to falling trees and branches, which caused transformers to fall from utHity poles
or primary and secondary wire to break, caUSing broken bushings.

Approximately halt of the damaged transformers created oil spills that wers reported
to the New York State Department of Environmental Conservation (NYSDEC). Some
of tllese spillS were alSOreported to the National ReSPOIISeCenter, because the oil
spill traveled to waterways or stormwater sewers, A dozen additional oil spills associ-
ated with vehfde fluid spfrrs aiso were reported, thus making 87 stotm-telated oil spillS.

National Grid and its spill response contractors responded to the oil sprfls using a
ptlased approach. Considering the importance of safety to the public arid National
Grid crews, the primary focus was to first identify and report the 011spills, followed
by oil containment and piacement of visual barricades to isoiate the areas. After the
affedad areas were made safe and electrical infrastructure was restored, cfeanup and
required sampling were completed,

Despite the often adverse conditions. such as heavy rains in the weeks following the
OctobaF Storm, oil spill cleanup and site restoration were completed to the satisfac~
tion of the NY3DEC and impacted customers.

On October 17, 2007, Nationai Grid announced that it ISsupporting the broad effort to
mitigate the devastating impact of the Odober 2006 snowstorm an Western New Ymk's
trees through grants and spedal program allocations totaling $175.000, National Grid will
partner with Re-Tree WNY, the volunteer organization formed shortly after the storm with
a goal of planting 30,000 trees throughout the affected region over the next five years.
The National Grid donations include economic and charitable grants, along with an exten-
sion of an existing company program that will support munfcipalefforts to re-forest public
rights of way.
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• Site Investigation and Remediation Program
A major part of National Grid's environmental program is dedicated to investigating
and cleaning up former manufactured gas plants (MGPs) and other sites impacted
by historical industrial operations. The Company has investEld 81 significant effort to
address these' sites, which has YIelded impressive results benefiting the communities
in which National Grid operates. Investigation and remediation of MGPs are a good
example of how we have addressed past contamination, Beginnmg in tM mid 1S00$,
manufactured gas became a common source of fuel in Massachusetts; Rhode Island
and! New York. MGPs converted coal and/or oil into gas that was piped into homes
and businesses, where it was used for lighting, cooking and heating. In addition to
creating gas, MGPs created by-products such as tar and emulsions. Virtually all
MGPs were closed oy tne early 1geOs. Nationaf Grid is working to remediate residuals
from former MGP sites according to state and federal regulations under the direction
of the US Environmental Protection Agency, Massachusetts Department of Environ-
mental Protection, New York State Department of Environmental Conservation, and
Rhode Island Department of Environmental Management Nationaj Grid has a well
established SitE:ilnvestigatidn arid Remediation (SIR) program inl50th New York and
New England facilitating investigation and remediation activities.

Fiscal Year 2007 AccomplishmMts in Site Remediation
In Fiscal Year 2007, Nationar Grid US was a potentially responsible party under
Superfund laws for the remediation of oVer 180 contamInated sites in New England
and New York and for resulting damages; The National Grid SIR pro~ram completed
seven environmental investigations, selected remedial strategies for three sites, com-
pleted seven remedial designs and remediations and completed work at four sites.
The Company continues to aggressively pursue cost-effective remediation strategies
through careful engineering and science-based solutions. One important accompli$h-
ment includes significant progress on sediment toxicity programs. The mission of the
sediment program is to focus remediation only 011 areas that pose Gi rea! risk to
human health' and the environment. National Grid took the leadership role in develOp"
ing the Sediment Contaminant BfoavaHabifftyAlffance (SCBA),. a group of industrfes
that work together to understand sediment bioavailability and toxicity. The scientific
validity of the sediment toxicity program was enhanced as additional samples were
collected from National Grid and SCBA member sites and analyzed. Results are
showing samples with low chemical measurements as non-toxic and others with high
chemical measurements as toxic, with chemical measurements between these two
groups showing uncertain toxicity. National Grid has funded a study to understand
and reduce the uncertainty associated with this group of samples. The EPA, in an
effort to incorporate the latest information on sediment bioavailability; issued a notice
in the Federal Register in the spring of 2007 requesting comments on the agency's
current understanding of sediment toxicity. National Grid. through SC8A. provided
detailed comments ta thti EPA outlining our sediment bioElvailability program.
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Marine armor mattresses
arid rip rap armor were
placed on the coastal
beach, and coal-tar con-
taminated sediments were
excavated from the inler"
tidal zone of Collins Cove
at low tide.

, ,

During the winter Of FY07, Natiorm:1Grid completed sediment remediation projects at
former MGPs in Salem and Danvers on the North Shore of Massachusetts. The proj-
ects represented the final stage of murti-year investigation and remediation efforts. The
land portion of the forme~ MGPs was relatively straightforward to investigate; however,
the approach, to investigation and remediation in the aquatic environment was a more
challenging undertaking, due to the Inherent complexities Of investigating, permitting,
aM conducting work in marine environments. Set forth below is a summary of these
two sites, as well as the Amsterdam, New York site,

Salem MGP, Salem, MA
The Salem MGP was the largest on the North Shore of Massachusetts· and operated
between 1B90 and the early 1950s when natural gas was introduced to the area.
Sillc€! the cessation of the MGP operations, this approximatelY 36 acre site has been
used for the storage and distribution of natural gas and the transmission of electricity.
The reJiiediation strategy involved a staged apprOach that was developed to protect
human health and the environment while not impeding the facility's operations.

The first stage in the remediation involved cutting of! contaminants that migrated
to the adjacent Gollihs CoVe. This was accomplished by installing two subsurface
barrier walls on the site in 1998, One of the walls allows the passage of groundwater
through treatment structures, which remediate the groundwater as it flows to the
cove. Subsequent remediation activities included the installation of a new storm water
drainage system followed by the capping of a portion of the terrestriaf side of the site.

Tha final stage of the site remediation involved the excavation and off-site disposal of
over 7 ,OGO cubic yards. of coal tar-contaminated sediments: from the llitertidal zone in
Collins Cove and the restcrration of the tidal flats from which the sediments were exca-
vated. The removal and back filling of the sediments was accomplished "in the dry,"
conducting the work around the tidal cyere when the flats were exposed. The excava~
tion and backfilling of 7,000 cubic yards of sediment in an area of approximately
70,000 square feet was completed in seven weeks.

In addition to the sediment remediation, approximately 1,000 linear feet of coastal
beach was capped with riprap and marine armor mattresses. Previously, the coastal
beach consisted of a surface layer of miscellaneous MGP buifding rubble and hard-
ened coal tar, 8y cappihg the beach, thE!<migration of this material to other parts of
Collins Cove is being prevented. The project was completed in April 2007.
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Danvers MGp, Danvers, MA
The batwer~ MGP. which operated between 1861 and 1906, was a smaller MGP
operation than tM one in Salem: it encompassed approximately one-third acre on the
shore of the Crane River. The former MGP operations eXIsted on two parcels of land.
One waS a vacant open space atld the other was a residence that Was cCinstructad
on the property after the MGP operations had ceased, The dense residential setting
near the MGP presented additional challenges.

The upfand remediatioll was conducted in two phases: tM first phase iilvolved the
e-xcallation and disposal of approximately 1,400 cubic yards of contaminated soil from
the vacant parcel in 1998. For the second phase, National Grid purchased the proper-
ty and removed the house in order to conduct the itlvestigation and remediation.
During the winter of 2005/06. the excavation and removal of approximately 1,600
cubic yards of contaminated soil was conducted. The area was backfilled with clean
Soil and loam, then seeded, and restored to a grassy open space.

The residential
setting presented
unique Challenges to
the project, but the
Sediment excavated
from the tidal riller
was successfully
processed on the
upland portion of
the site and trans-
ported out of the

_ neighborhood to
Ei recycling plant.

The dredging ot the coal tar-contaminated sediments in the Crane River was
conducted during tHE!late fall and winter of 2006. As was done for the Salem
dredge project, the work was conducted around the tidal cycle In the dry.
However; access to the flats was a challenge, as the river is situated apprbxi-
matelY 15 feet below the upland portion of the site, A total of approximately
2,500 cubic yards of sediment was mechanically dredged usrntJa temporary
earthen ramp access road I constructed on the river bank and a timber mat
temporary working road. The dredged material was mixed onsite with cement
pOWder fOFdrying and stabilization, and transportEld off-site for tharrrial treat-
ment. The dredge areas were backfilled with dean sand and the disturbed
wetland areas were restored. ThE!project was completed in December 2006.
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\iWJat was once a restnct-
ed area of contamlliated
soil from a formet MGP
is nOw a rofllng two acre
Waterfront properly that
will become Phase 1/ of the
Amsterdam River/ink Park.

Amsterdam (Front Street) Former MGP Site
Waterfront property in Amsterdam, New York that was the site of a former MGP is now
being developed into a lar'ge recreational park. This desirable property is on a portion of
the Mohawk River between Locks 10 and 11 of the New York State Canal System. Lush
green grass, new gravel driveway, chain-link fencing, and armor along tM riverbank aF~
now situated on the watertront property. Work to remediate thE!site and turn it into park-
land was completed on schedule in October 2006, despite massive river fiooding that
occurred in June 2006. Natlona, Grid began the cleanup, in cooperation with the New
York State OEipartmen! of Erwironmental Conservation, in March 2006.

The former MGP originally consisted of three gas holders, which had long since been
taken down when work began on the deanup. MGP contaminants fronl the produc-
Hon of gas and former storage tanks had seeped into the soil and the water at the
site, National Grid's remediation of the site included installing permanent sheetpiling
up to 70 feet below ground surface around the perimeter Of the site, permanently
encapsulating and sealing contaminated soils beneath the site, and installing an engi-
neered cover to vent gas and drain groundwater. Clean soils were used to cover the
site-, and groundwater mOnitoring and collectidli wells were installed inside the sheet-
piling to collect contaminants,

+ EnVironmental Stewardship
Overview
National Grid recognites the threats its work can pose to biodiversity and has devel-
oped programs and procedures to manage them. Threats include habitat fragmenta-
tion, destruction and alteration, and invasion by alien or invasive: speCies. In planning
and cdnstructing hew facilities and rights~ohvay, the Company consults: with federal
and state natural resource protection agencies to identify and protect sensitive habi-
tats. In sorrie eaSElS,project permits with these regulatory agencies include specific
conditions to address or control invasive' species.

Moreover, National Grid's environmental procedures and guidance for natura! resource
protection include' the use of project planning and permitting checklists, along with

_ right-of-way access, maintenance and construction best management practices.
These environmental procedures and guidance are intended to avoid or minimize over-
all envIronmental impacts, including the major threats to biodiversity; By implementing
appropriate design, work site selection, scheduling, and practices to avoid or minimize
disturbances to sensitive habitats, National Grid helps to conserve biodiversity.

Wetlands
National Grid's transmission and distribution lines travel through wetlands within New
York, Massachusetts, Rnocfe Island, New Hampshire and Vermont. We recognize a
responsibility to help protect these areas and the wildlrre that lives within them. To
ensure that our operations do not have an adverse impact on wetland resource areas"
our Envirdrimental DepartliiEint pro-vides wetland protection training to operations and
engineering personnel.

National Grid is also a participating member in the Corporate Wetlands Restoration
Partnership (CWRP}, a group aiming to preserve, restore, enhance and protect aquat-
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ie habitats throughout the US, National Grid and other corporate partners continue to
contribute money and in-kind services to CWRP. This partnership, established in
1999, was one of the first programs in the nation to enable corporations to combine
talent and resources fOr the protection, enhancement and restoration of wetlands and
other aquatic habitats. Facilitated by the Coastal America Partnership in Washington,
DC, the' CWRP enables member corporations to donate funds, which are matched
with federal and state funds to undertake restoration projects.

MOre than 300 corporate partners have contributed time and money to facilitate
selectBd projects. Since its inception in 1999, CWRP has aided in the restoration of
more that 20,000 acres and 7,000 stream miles through the monetary doriations and
in-kind serVices of its corporate partners.

Endangered Species
Some parts of National Grid's service territory provide habitats for wildlife species that
federal and/or state regulatory agencies conslder to be endangered I threatened or
species of spedal concern. SuCh wirdlife includes listed specie$ crf amphibians, rep·
tiles, birds, mammals, insects, mollusks and plants.

As an example, in New York; National Grid operates in some countles that have been
Identified by the US Department of the Interior as having OCcurrences of five endangered
spedes: the Indiana bat (Myotis sodalis), Karner Blue butterfly (Lycaeides Melissa
samuelis), piping plover (Charadrius meIOduS},shortnose sturg~oil (Acipenser brev-
iorstrum} and clubshell (Pleurobema clava).

Federally listed threatened species include the bald eagle (Haliaeetus leucocephalus),
bog turtle (ClertllllyS mUhlenbergii), Chittehango ovate amber snail (Novisuccinea chit~
tsnangoensis), Houghton's goldenrod (Solidago houghtonii); American hart's-tongue
fern (Aslenium scolopendrium var. americana), Eastern prarie fringed orchid
(Platanthera leucophea}, and Small whorled pogonia (Isotria medeoloides).

In New York; activities on National Grid rights-of-way (ROWs)
have the potential to affect or be affected by two species Iie;t~
ed as endangered by both the New York State Department
of Environmental C'onssrvatfon (NYSDECj and UnIted States
Fish and Wildlife Service (USFWS) - the Indiana bat and the
Karner Blue butterfly, The former appear to be concentrated
in certain areas of dur' Northern, Central, Northeast, and
Capital Regions, but are generally part of our assessments
statewide In instances where removal of mature timber is
required. Ths latter is generally found in the vicinity of Albany
- Glens Falls on actively managed habitats associated with
sandy soils (Glacial Lake Albany) that can support wild blue lupine and populations of
Karner Blue butterflies. The unique habitat requirements of the Karner Blue species
(oak savanna with extensiVe patches of wild lupine) ar~ common On ROWs in this
regioFi, but historically Cbuld be associated with old lake dunes near Watertown,
Rome, and Tonawanda - areas where there is agency interest in reestablishing dis-

- placed populations of both the plant and the butterfly.

National Grid is working with the USF\lVS and the NYSDEC to develop a Habitat
Conservation Plan and Incidental Take Permit for the Karner Blue butterfly in New York,
In 2006, a baseline survey of wl1dblue lupine, tne sale larval food plant fonhe Kamer
BruElbutterfly, was performed Oil various National Grid rights-of-way that provide poten~
tial habitat for this endangered insect species,

The Federal Endangered Species Act and associated state laws provide for the pro-
tection of many' of these listed sPeCIes and their habitats. In addition; state regulatory
agencies provide some protections for other rare species of plants and animals, as
well as for significant natural communities and habitats.

In planning and performing wOrk, NatiOnal Grid consults with federal anti! state agen-
cies to identify the potential occurrences of such listed species and/or their habitats,
The Company implements appropriate design, work site selection, seheduffhg, and

The Kamer Blue butterfl>~
an endangered species,
can be found on rjghts-
of-way in the Albany area,
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practices to avoid or minimize disturbances to listed spedes and their habitats.

Location of Habitats Of Species On National Conservation Lists
National Grid has been extremely proactive in its species protectIon effdrts on iands
under its controL The Company ertlplClYstwo baSic leveis of species/habitat loeational
data routineiy used in the United States. Both levels focus on rare, threatened or
endangered species of plants and animals.

For federal natural resource-based permits (e.g., wetlarldS, storm water, hazardous
waste, etc.), the application process usually requires disclosure of whether any feder-
ally-protected species are likely to' be impacted. 10 address this matter, the applicant
must query, in writing, the appiicabie federal agency charged with species protectlon ..
This includes the US Fish and Wildlife Service and the National Marine Fisheries
Service. Resuits, of their review, relative to "critical habitaf' for protected species, may
indicate no likely impact, thertlby granting clearance to the activity being proposed or,
conversely, a potential impact finding, resulting in the applicant's need to conduct sci-
entific studies to ascertain possibie project impact and proposed mitigation.

At the state-ievel, rare species protections ate even more stringent because tHe crite~
ria for listing are based on state-specific abundance and distribution, not national
parameters. However, all state lists contain the species On the nationalilst tllat have
been record ad witHin the state jurisdiction.

For example, in Massachusetts, the Naturai Heritage and Endangered Species
Program has mapped rare speCies habitat statewide. Any organization proposing
activity in those mapped habitats must file an application.< The results are similar to
the federal program, either no Impact and the project proceeds as proposed, or
applicant studies are needed to assess potential impact and appropriate mitigation.

Osprey Nesting Platforms
National Grid first erected poles for osprey nesting in Nantucket, Massachusetts
in the 19708. Ospf'ey poies in Rhode Island werE!modified in the 19aOs due to cdn~
flicts with nesting activity of ospreys. Many of the transmission and distribution struc-
tures that National Grid builds mimic dead trees, Which are the preferred nesting sites
of ospreys. Juvenile birds see these structures as excellent areas to build nests, The
open space around the poles and location next to food sources are the reason for the
nesting activity. We have erected dedicated poles for nesting', and modified existing
structures to allow safe nesting in many areas. New designs of the structures are
Incorporating features to minimize fatalities to ospreys. The c:ompany works with
wildlife representatives to mitigate conflicts with the ospreys,

In 1946, nesting sites numbered 143 in Rhode Island, this feil to 2 nests in 1967.
Reguiations restriCting the use of DOT in effeot sInce 1972 have been instrumerital
in the increase! of the osprey population. N·ational Grid has provided assistance in
approximately 25% of the nesting sites located in Rhode IslaM. Tne number of nests
has inCreaSed to 1.16 nests ill tHe most recent survey in 2006. Ospreys were once on
tHe endangered species list, but have been removed, and currently are a species of
concern in Rhode Island, New Hampshire and New York.

Guiding Principles for Siting Transmission Projects
An example of National Grid's environmentai stewardship is lt5 Guiding Priilcipies for
Siting Transmission Projects which applies envlrCinmental sensitivities to the sitiJ1gof
transmission lines. The Company's Northeast Transmission organization believes that
properly managing siting and licensing activities for transmission prOjects ISvital to
obtaining successful outcomes.

For such a projeot, a successful outcome is one in which:
II The transmission project is completed in a timely manner to address underlying

reliability and/or economic needsi
Il Transmission system technical and operational requirements are satisfied in a

prudent manner, fnciuding those of National Grid and the applicable reiiability
organiZations (e.g., ISO-New England and/or New York ISO, the Northeast Power
Coordinating Oouncil, the North American Electric Aeliabiiity Council, ana tt1e
New York State Reliability CounCil):
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II Environmenta~ anal permitting requirements are satisfied, as' specified. at the fed-
eral, state and local level:

II The public, including abutters, state and local government officials, public interest
gmups and other' interested parties, feels that it:>input has been considered and
that the implemented project represents a good-faith effort to address concerns
within the constraints of technical acceptability and overall cost to customers; and

• National (jrid's reputation is maintained, and if possible, enhanced.

Pursuit of theSe objectives is in accordance with National Grid's Framework for
Responsible Business.

The principles that follow apply to the licensing and siting activities for trans'mission
projects in the Northeast, to guide the efforts of those engaged in these activities. In
developing and presenting a proposed projed, the Company will:

Act with integrity and honesty. Beyond the obvious requirements that we not deliber-
ately make false or misleading statements, this means that we wiH:
II Provide relevant information in a timelY manner;
• Keep the relative benefits of oUr preferred approaches, or the risks or negative

characteristics of approaches we do r1Citprefer, in proper perspective; and
• Orily make promises that we are confident we will be able to keep,
II Treat all interested parties (stakeholders) with courtesy and respect.
II Consider stakeholder input on all phases of each project.
• Consider a range of reasonable solutions that are economical for consumers,

technicany feasible and within our abifity to perform.
II Consider' the human and eFivirdtlmerltal impacts, cost and techfiicar merits: of

each alternative.
II Recognize that implementing effective public involvement processes can help to

reduCe the riskS of delay.
II Recognize that timely, accurate, coordinated communications, both externally

with Independent System Operators, Regional Transmission Organizations, regu"
lators, government officials and the public, and internally among National Grid
departments, is essential to success.

• Develop licensing and siting strategies early in the life-cycle of each project.
and incorporate them at an appropriate level of detail in the strategy and
sanction papers.

II Appropriately select the level of pUblic outreach for each project arid methods
for public interaction on a project-by~project basis, reflecting the circumstances.

II Generally, we will pursue outreach approaches biased toward greater
public interaction.

II Acquire alilegaily required permits and licenses prior to beginning construotion.

National Grid's preferred approacheS for' dealing with the public, derived from the
recommendations in Dealing With an Angry Public, by Lawrence Susskind and
Parick Field (The Free Press, 1996); are to:

• Acknowledge the concerns of others.
II Encourage joint fact finding.
Ii Commit to working with affected constituencies to minimize or correct project-

related impacts [f they do occur.
I!. Accept responsibility; admit mistakes; and share power.
a Act in a trustworthy fashion at all times.
II Focus on building long-term relationships.

National Grid believes that by applying the ~ramework for Responsible Business, acting
consistently with its,Behavioral Values, and adhering to the principles stated above, it will
maximize its ability to achieve successful outcomes for transmission projects. i':l
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• Environmental Awards
National Grid's environmental programs have earned numerous awards. In Fiscal Year
2007, these included:-

TreE! Line USA.
In April 2006; for the seventh year in a row, the National Arbor Day Foundation riamed
National Grid a Tree Une USA utility for exemplary vegetation management The dis-
tindion covers the Company's service areaSi in New England and New York. The Tree
Line USA program, sponsored by the NatioMI ArDOr Day FoundatiOll in cooperation
with tne National Association of State Foresters, recognizes utilities that meet three
requirements: a program of quality tree care, annual worker training! in quality tree-care
practices, and a tree planting and public education program.

Narragansett Bay Commission (NBC)
Environmental Merit Award for Pollution Prevention.

In Juns 2006. NBC presented National Grid with an Environmental Merit Award for
Pollution Prevention for efforts to reduce contaminant concentrations In vehicle wash
effluent at the Providence facility. THe award was pr-!'Jsentedat a Greater PrDvidefice
Chamber of Commerce business meeting.

Client of the YearAward.
In June 2006, National Grid was' named the 2006 Client of the Year by the Boston
Chapter of the Socfety for Marketing ProfeSSional Services (SMPS). National Grid
was selected because of its community outreach and support for the community
during environmental remediation projects. The judges looked for a Client that has a.
cOJIsistent, fong-term commitment to excellence through the support of quality design
and construction, contributes to communication and teamwork, and has demonstrated
innovative ideas or practices that have pOSitiveresults for the community. The Company
was commended for its work in Massachusetts on the Perkins Park remediation
(Newburyport), Arlington High School remediation and Vitale remediation (Beverly).

Dunbarton, NH Right-ot-Way (ROW) ErosIon.
In August 2006. National Grid received a letter from the Dunbarton, New Hampshire
Conservation Commission that express'ed appreciation for the Company's response
to serious erosion issues that arose on Nation<:ilGrid rignts of way in 2005. The water
bars and culverts which National Grid repaired or installed are functioning properly and
no further erOSion issues have resulted.

National Grid ReceIves Award tor Use of Renewable Fuel for Fleet Vehicles.
In September 2006, the AltWheels Alternative Transportation & Energy Festival and
the Massachusetts Clean Cities Coalition announced that- Natlonal Grid received an
award as one of the four largest renewable-fuel users in Massachusetts. National
Grid used 30,055 gallons of 820 dieSel fuel in MassachUsetts in 2006. The award was
presented to PaUl Zaremba, Manager of Fleet Asset Management, on September 22,
2006 during a public ceremony at Boston's City Hall.Plaza. Boston Mayor Thomas M.
Menino and State Senator Steven A. Sadcl'our participated In the awards ceremony.

Marblehead MGP Site Remediation Cited as a Success.
[n December 2006, the Massachusetts Department of Eiwiroflmeflfal Protection
selected NatiOnal Grid's remediation of the Marblehead former MGP site as one of ten
projects to be included irl their "Brownfield's Success Stories" brochure. The brochure
contains a full page write-up of the project and photographS of the remediation and
completed project. Remediation of the one acre Marblehead MGP site resulted in the
creation of a seaside public park.

Over the years, National Grid has won the Environmental Merit Award for Pollution
Pre-vention, Energy Efficiency Awards from the US Environmental Protection Agency,
US Department of Energy, Edison Electric Institute and other organizations,. as well
as the uS EPA Region 1 Environmental Merit Award and Rhode Island State Energy
Office Certificate of Appreciation.
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• Overview
As with its service reliability and environ-
mental performance, National Grid is

So cia I Perf 0 rman c e committed to pursuing socially responsi-
ble policies and practices, The Company
has programs and proceSSeS ill place
that are responsive to the needs of

employees, customers, communities and other stakeholders,

To support this commitment, National Grid focuses attention on a range of employ-
ee evaluation, training and development activities, as well as programs aimed at
promoting inCluslori and diversity. Moreover, the Company has a well-documented
health and safety program and initiatives to promote human rights, volurrtarisil1 and
community involvement. What follOws is a report on major elements of National
Grid's social commitment.

• Our Employees
National Grid recognizes that it is through our employees that we will be successful.
The Company ISdetermined to provide financial and non-financial awards to make
sure thaI all of its people share in that success, By investing in our employees, we
are also investing in the future of our business.

Below is empli:JymefiI summary information for National Grid US in Fiscal Year 2007:

Employee and Management Summary FY07

Regular Employees {full-lime,

Regular Employees {part-time)

New Engiand Employees

New York Empioyees

Employees Terminated

t:mployees Retiring

Union Empfoyees
Percentage of Union Employees

8,270

175

3,921

4,524
200

423
5,268

62%

National Grid has a strong workforce consisting of both management and union
employees, who are represented by a number of trade organizations in the United
States. The representation is usually organized by employee group g.e., IndustriaVstaff)
and structured at a local and hatiol1al level. Collective bargaining units are in place to
deal with working conditions (health and safety, remuneration, training) and employment
conditions (hiring, promotion, downsizing), The Company currently haS collective bar-
gaining agreements With the Utility Workers Union of America, United Steel Workers,
International Brotherhood of Electrical Workers and Brotherhood oj Utility Workers.

The Company's focus is on strong communication and keeping employees aware of
changes or new initiatives. While We practice face-te-face consultation, we also use
bur intrahat, amail and internal newsletters to publish Information, answer questions
and provide other supporting matenafs, National Grid also offers a strong Internal
training program for its employees, wllo are welcome to participate in their respective>
areas ot expertige,
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National Grid US provides the following tetfrement programs and other benefits:
I! 40i (k} savings plan with a monthly company match
!l Defined benefit pension aM insutance pfaniS, including medical, dental and life
If Long-term disabHfty
III Personafized total compensation profile whicn outlines ail employee's total

compeniSation package, inclUding base salary, bonuses and benefits
• Flexibfe spending accounts allow employees to pay for out-of;pocket medical

and dental expenses and dependent care with pre-tax dollars
• Vacation ~ all employees are provided with a range of vacation days depending

on years of service with the Company

An important measute of success is through a two-way performance evaluation
process between supervisors and employees. In Fiscal Year 2007 the percentage of
performance reviews completed was not measured by the Company. Outing Fiscal
Year 2008, the non-union population is being measured for the percentage of reviews
- the goal is set at 100 percent.

• Aging Workforce
Based on workforce planning projections into the next five and iO-year periods,
National Grid detetfniried that one of the organization's greatest challenges will be
maintaining a talented and educated field force. The Company made assessments of
programs already under w<syacross the country from which it might pull co-ops and
employees to meet specific workforce needs. The biggest challenge in drawing from
schools and institutions is that relocation is often made difficult by cosf-of·living and
weather factors that create hardships and reduce interest.

Through research undertaken at National Grid, it was determined that the greatest
opportunities would be presented if:
If We worked to develop relationships with vocational/technical schools, tech prep

consortiums, the Utilities Workers Union of America, the IBEW and Workforce
Investment Boards to serve as supportive funnel groups for MW workers;

• We devefoped a curriculum that would tr'aiMrhen arid womEin to pursue careers
in the industry's field force;

• We included a National Grid-sponsored practicum that placed learning into a real
industry setting;

• Careers and opportunities within the industry and National Grid were marketed to
the public; and

II Schools and colleges were identified that included diverse, underrepresented
populations and reflected the population that National Grid serves.

Therefore, to meet the variety of National Grid's field force career needS, the Company
worked with three Massachusetts community colleges to d8velop a curriculum and a
National Grid practicum that could be undertaken in a college-credit certificate pro-
gram. National Grid applied with the' three community cofleges to seCure a.$1.9 rnHnon
US Department of Labor grant to support the first three years of the program's devel-
opment, implementation, faculty hiring, practicum and laboratory development. The
grant provided the seed money to launch the program at all three institutions in
September 2007. Additionally, National Grid hopes to replicate the model within its
service territory' in the years ahead and to share the lessons learned with utilities
across the nation. FrnaHy,National Grid received a MassaChusetts Work Force
grant for its Massachusetts community college program,
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National Grid ope-rations personnel have been-warking with key universities to ensure that
National Grid is well positioned for college recruiting. Within the Engineering program at
the colleges; there are two programs: four-year schools and two-year schools. OUr New
York busiMss has focused its four-year effort on 11 universities across the franchise area,
in particular working with five schools that have a power engineering focus.

For the two-year schools program, our New York business has identified eight commu-
nity colleges that have an Electrical Engineering associate's degree program and is
recn./iting from them specifically for distribution design positions;

Both programs have an engineer from the Oompany assigned to work with the coffege
Career Services and Engineering Departments to increase company recognition and
recr\.JitingopportunitiBS.

For field technical degrees, New
York Operations uses the model
from National Grid's Wastern Division
to modify an already existing electri-
cal engineering curriCUlUm at a two-
year community college, adding a
line worker training course, lab work
and an internship as part of a Line
Worker Certificate program. Erie
Community College graduated jts
first class in ths spring of 2007, and National Grid hired 12 graduates into its entry-
levellinEi w()rk~i' position. Hudscrn Valley Community College began its first program in
the fall of 2007; We are also working with Onondaga Community College to talk about
a similar program.

National Grid has also been selected to chair the National Education. council for the
Center for Energy Work Force Development (CEWD), a component of EEL This posi-
tidils National Grid prominently in the national discussion.

• Field Workforce Evaluation
Industry studies have indicated that an aging workforce will have a dramatic impact
across the United States. In particular; much focus has. been placed on the physical
workforcEls of electric and gas utilities where training and development is a time con-
suming and costly process. In 2005, National Grid's Customer Operations department
began evaluating the state of its field workforce and the effect of n::ltiremEil1tsover a:
five-year rolling window.

The evaluation identified a complex combination of issues taking place simultaneously.
A projected increase in retirements was compffcated by the' fact that the Company
had offered an early retiremenf package to its field workforce as part of consolidation
driven by merger activity. The short-term solution was increased reliance on contract-
ed staff, Although day-ta-day operations seemed to be in control, the CompanY stfUg- -
gled with managing moderattJ storm and emergency events solely with its internal
employees. Recruitment of individuals meeting minimal job skills criteria was compli-
cated by the competing needs of neighboring utiffties.

Judy Dunn ( photo, left),
vice president, Human

• Resources, seen here on
the Syracuse University
campus, is leading the
search for good engineers
from good correges and
Uf/kersities.
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To address this problem, the Customer Operations group implemented a five-year
staffing plan tHat supports kei factors as follOws:
Ii MairHaihing internal staffinfjlevels so that moderate storm and emergency events

can be handled without outside assistance;
a: PhaSing in workers at various stages to support progression timeframes;
II! Working to improve recruitment activity by targeting' a portion of new hires.as

individuals rated to perform certain work;
III Working with local vocational and community colleges on the development of

training programs and expanding the candidate pool.

1(1 addition, Customer Operations has focused on reviewing progression lime frames
and training methods and setting the proper level of performance expectations for its
field workerS.

• Safety & Health
At National Grid, safety is not just a priority, but also a valUe that guides our actions.
We recognize that each of us has a personal responsibility for our own safety' and the
safety of those around us. Our objective is to, achieVe zero injuries. Whlie this objectfve
is demanding, We believe it is achievable.

To help reach our zero-injuries target, we have established a Safety and Occupational
Health Policy with the fOllOwing principles:
II Meet, and where appropriate, exceed the requ(remElnts of health and safety legis~

lation, policies, and other commitments to which we subscribe;
II Ensure our assets are designed, constructed, operated and maintained to stan-

dards that promote good safety performance through the life of the asset and
when decommissioned;

III Require our contractors to demonstrate the same level of commilrnent to good
safety and occupatiOnfll health performance;

Il Actively invOlve employees in improving safety performance and ensure that they
have the skills, knowledge and resources necessary to maintain a healthy and
safe working environment;

II Identify hazards and unsafe behaviorS and manage risks associated with OUf;'
activities and deliver any improvements through an effective health and safety
management system and clear performance standards;

• Analyze incidents, that result in, or could have resulted in, injurieS, illnesses, or
asset damage to identify the causes, avoid reCUrrence arid share the lessons
with the appropriate people.

The complete Safety and Occupation Health Policy and our Vision Statement may be
viewed at www.nationalgridus.com.

Safety and Health Management
National Grid beHeves that everyone in the organization is responsible fot" good safety
and health performance. To help support and guide the organization, there are 50
safety and health professionals within the Safety, Health and Environment group. The
safety and health team alSOhelpS to enSure that management systems are in place to'
adequately control risks and facilitate continuous improvements. Below is a summary
of key areas of support:

Incident Prevention and Management
II Develop and Implement programs for the prevention of incidents that may result

in or have the potential ta result in injuries to employees and contractors.
Iii Identify injury and other incident trends and continually communicate perfonm-

ance to raise awareness"
54 II Analyze, report, and learn from incidents, including near misses, as well

as injuries.
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Medical and Hearth Services
II Provide for management of work-related and non work-related injunes and

illnesses including early mediCal intervention and treatment.
II Provida medical servfces that ensure accurate evaluation of employee capabilities,

retUril to work programs', control of absenteeism and substance abuse testing.

Contractor Management
• Support the Contracted Services Program that addresses contractor health and

safety work plans, risk assessment, job briefs, aM inCident reporting ana analy"Sis,
II Set the Same expectations as for our direct workforce.

Safety Culture & Leadership
I!l Promote safety behaviors through leadership, training, and safety observation tours.
Training
II Develop and deliver employee training programs and orientation that meets

regulatory and enhanced performance requirements,
II Provide training that addresses technical skills and qualifications, regulatory

alia company procedures. work ptactrces, safety aM healtn leadership,
Regulatory Compliance
Ell Develop and implement safety and health policies, procedures and work practices

to enSure compliance With governmental regulation and ihdustry best pr<lctices.
.- Create strategies to address emerging issues important to the business.
• Interact with regulatory agencies (Occupational Safety and Health Administration,

Department of Transportation, etc.) during inspections and during the develop-
ment of new regulations to ensure maximum business benefit.

E Manage occupational inJuries/illnessncitification, reporting, recordkeeping as
required by OSHA and state-level workers compensation regulations.

Safe-4L\6Lmksr ~~~~:l-CLil~r'1lUDr'ri.~,~~~.~!~~=
-_~:~~~:1JIl;
1:-------~~.~[iiiff2~;~
-'_:"::~¥~

Safety in the Workforce ~ "''''''''''''
After experiehcing imprdvements during the fast
several years, in Fiscal Year 2007 National Grid experienced an increase in employee
injuries that required time away from work (lost time injuries or LTfs).The number of
LTls went from 6B as of March 31, 2006 to 91 as of March 31,2007, representir1gan
increase of 32 percent. As a consequence, our lost time injury frequency rate rose
from 0.B6 in Fiscal Year 2,006 to 1.17 in Fiscal Year 2007. According to tne US Bureau
of Labor Statistics, the average Lost Workday Case Rate for utilities in the US is 1.4.
(Published 12/17/05)

National Grid
continually
reinforces the
importance of
safety for all.
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Three of the most serious LTls were directly refated to the maintenance of the electri-
cal system, On MarCh 14, 2006 an employee Was severely burned resulting in the
loss of both anns when he contacted an energized overhead line; on December 15,
2006, an employee received burns on both hands when he was working to change
a cutout; and on July 19, 2007 a trouble worker suffered burns to his face, arm and
chest while changing a cutout.

Safety Performance Summary

II Near-miss inoident reporting target was met with a 50 percent increase' over last year.

ill The Injury-free day goal was not mel. We ended with 294 injury free days and needed 306 injury free days to meet the target

• Two new online systems to manage health and safety information were successfully implemented.

•• The new Employee Safely Handbook based on the best practices in the organization was impremented.

II Annual Expert Training, conducted to ensure field workers maintain and refresh their technical skills·, was enhanced to increase the

safety components of training,

• fhe Safety Observation fours (SOTs) target of observing' 1iJ(j [:Jercent of applicable employees was nearly met, with 99,7 percent of

the employees observed while conducting work acHvities. Additionally, the number Of lours during seCOnd shifts, weekends and at

the end of the normal work day were increased to ensure that a focus Is kept ON safety throughout the work day,

II In alliance with DuPontSafety Resources, a safety assessment was performed at the end of FY07 (0 evaluate safety Improvement

progress since the 2001 DuPont assessment, to identify performance-limiting gaps and to provide recommendations that will lead

to Improvements.

II Sixty percent of alllnjuties are related to soft tisSUe or muscular injuries, In Fis'cal Year 2007 we began evaluating gaps in current

soft tissue injury prevention programs, evaluating new programs and determining shon-term and long-term Improvement strategies

to be Implemented through the neK! two years.

As a result of these incfdents, eXisting rules concerning insulating and isolating oneself
from live energy, the minimum' approach distances, from live energy, and personal pro-
tective equipment were reinforced through employee retraining. These rules are alsO
discussed during field safety observation tours and at safety meetings,.

The number of LTls also increased in our contracted workforce from 21 as of March
31, 2006 to 28 as of March 31, 2007.

Although the Company experienced a decline in performance with respect to injuries,
we did experience some positive safety results:
iii More than 40,000 Safety Observation Tours were conducted and 99.1 percent of

them indicated that the workforce was performing work in accordance With pre-
scribed work practices.

E The results crfOUF employee survey indicated that a large majority of employees
agree that the Company is committed to safety.

E Infrastructure improvements. to support safety included:
• Gas:mains replacements
• Leak surveys of all plastic and steel pipe
• Indoor substation improvement projects- 95 percent completed since 2001
• Potted porcelain cutouts ~ 150,000 have been replaced since 2002 with a

target of 45;000 per year
• Oil-Fused Cutouts - 10-year removal program began in 2003 and more

than 2,200 removed to data (34 percent)
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NeW to this yeat's
DangerZone
campaign, mobile
billboards will cruise
near construe/Ion
sires ana bUilding
sl1ppiy stores.

'~ Spower Lines Overhead?
tay Cle S' •. ara ... tay AliVe.

Public Safety
Our employees are experts at delivering energy safely to the community, but everyone
that lives and worKs around gaS arld electricity must be aware of the inherent dangers
of live energy. In Fiscal Year 2007, six people died from contact with energized lines
and equipment.

The National Grid DangerZone public safety outreach program was launched In 2005
and continUEid in .2006, The DangerZone is the minimum 1a-foot clearance that must
be observed around all overhead power lines. Most electrical contacts are indirect
through ladders, scaffolding, vehi'cles, heavy machinery and dtner equipment. The
DangerZOiiEl program consists of' billboard advertising, customer bill inserts in
multiple languages,
videos, brochures and
educational kits mailed
directly to contractors
and vocatiOnal schools
throughout the US serv-
ice territory, These
materials communicate
the dangers of direct
and iMirect comacts
with, overhead lines to contractors, construction crews; building trades students and
homeownerS. In addition to these materials, elementary schools within our service ter~
ritory requested and received more than 375,000 student booklets ano14,20D safety
videos designed to increase safety awareness among cnildrer'l,

In 2006, National Grid also communicated public safety information about operating
safely around underground utility facilities. In one year, our underground facilities were
dug into over 600 times, inconveniencing customers and creating serious publiC haz=
ards with potential for explosion, fire and electrocution.

Safety ASsessment
In alliance with DuPont Safety Resources, a safety assessment was performed at
tne eM of FiSCalYear 2007 to evaluate safety improvement prog-ress since DuPont's
2001 assessment The purpose was to identify performance-limiting gaps and provide
recommendations that wflilead to improvements. Compared with the 2001 revieW,
progress was shown in all of the "13 Essential Elements" of safety management with
certain elements, such as CGmprehensive fncident Analysis and Reports and High
Stanoards of Perforrrmnce, showing more progress thEin others. Strengths and weak·
nesses were identified and recommendations for improvements were provided, Priority
recommendations include:
III Enable/require leadership to spend more time in tne fiera.
• Improve the quality of Safety Observation Tours (SOTs) and follow-up on recom-

mendatrons and findings,
II Develop a comprehensive, long-term staffing plan to ensure adequate resources.
Il' Train managers and supervisors in safety communications, conducting SOTs, and

leading incident investigations.
Ii Cascade safety objectives and accountability to the supervisor level with greater

line of sight between each work. group and safety performance.
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The assessment also showed that:
!! The use aM availability Of required equipment and personal protective equipment

has improved.
• Field workers are seeing evidence that reported safety issues are being

addressed by management.
II Safety Observation Tours ensure that supervisory and managerial staff spend time

in the field.
II The great majority olthe workforce participates in Tuesday Morning Bafety meet-

ings and monthly safety meetings.
II Safety awareness has improved throughout thE! workforce.
a No evidence indicated that anyone condones sf1cJrtcuts to complete the job.
II People recognize they can impa.cf the safety of others.

Actions to addreiss the findings and recommendations are under way.

Performance Objecfives and Targets
National Grid sets safety and health performance objectives and targets based on key
risks. These targets are agreed to annually, although In some cases they are ongoing
targets which will be delivered over several years.

For Fiscal Year 2007; the Company set employee goals in the categories of lost time
injuries and near miss incident reporting.

In addition to thsse, targets were set for implementation of thE!safety initiatives.
Results are summarized below:

L.ost time injury free goals (stretch target) according to lines of business

Electric Distribution

320 days

Gas Operations

343 days

58

Transmission
365 days

Shared Services & IS

362 days

Safety and Health GICIbal Strategy
In Fiscal Year 2007, representatives from National Grid's US and UK Safety" Health
aM Environment (SHE) organizations worked together to identify common issues aM
develop a global strategy for continuous improvement. Strategic areas to be devel-
oped include:
• Understanding Responsibilities - implementing "Golden Rules" for working safely

and ensuring employees understand roles and responsibilities.
11II Preparing to Work Resporisibly'- strehgthening the risk assessment process.
• Measuring and Reporting - developing proactive performa.nce measures.
11II SHE Communications - providing more effective communication.
Ii Rewards and Recognition - developing new approaches to encourage the right

behaViors.
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hi additIOn, we are pursuing the following impruvernent targets':
iii Promotion of a positive safety cUltlirS by improving the leadership skills and

knowledge of supervisors.
p Improvsments In the Quality of incident investigations by ensuring root causes

and effective learning points are correctly identified and communicated, with all
incident analysis reports and actibJ1 items. completed on time. The goal IS 100
percent with a minimum threshold target of 90 percent

Iii! Rsduction and prevention of soft tissue injuries through implementation of the
soft tissue injury prevention plan.

I! Reduce LTls & LTf rate by: Target - 20 percent, Mid Target - 25 percent, Strstch
Target - 80 percsnt.

II Achieve injury-free day goals accordil1g to the Lines of Business:
• Address DuPont/National Grid Safety ASsessment recommendations inclUding:

• Enable/reqUIre leadership tt> spend more time in the field,
e Improve quality of Salely Observation Tours and follow up on

recommendations and findings;
• Develop a comprehensive, long-term staffing plan to ensure adequate

resources.
• Train managers and supervisors in safety communications, conducting

proactive Safety Observation Tours and leading incident investigations,
• Cascade safety objectives and accountability to the supervisor level with

greater line of sight between each work group arid safety performance.

• Training and Development at National Grid
National Grid provides a range of training and development programs, including
management, technical and expert training. The programs reflect the Company's
cortuiiitnient to develop Our wor'kforce and ensure that smployees are trained in
safety and other work-related issues.

Management training and professional development at National Grid provides training
needs analysis and job task analysis to advise on and coordinate a variety of contract-
ed management training courses.

In addition, the National Grid training grOup is alSOrespcmsible for a number of m-
hoUse support functions to enhance leadership development. Leadership assess-
ments; coaching and counseling for management employees including 360-degree
feedback and peer and subordinate faedback reviews are part of what they do.
Education reimbursement to employees taking college credit classes related to their
position, afDng with career counseling to employees round out the SllPPl5r! they
provide to both m,::magemeflt and represented employees.

Technical Training at National Grid in Piscal Year 2007
NeUronal Grid operates two large training centers, one near Worcester, Mass.
and the other near Syracuse, New York, both with a number of professional
classrooms; completely fitted labs and outside training yards. Two smaller training
centers, one in Albany, New York and one iri Buffalo, New York serve those divi-
sions with classrooms, labs and outside yards. Twenty seven training specfalists
are responsible for both electric and gas operations and construction training,
some safety and emergency response training, meter training, system design
training and operating systems training.
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Annual Expert Training
National Grid employees receive technical, safety, mandated and procedure refresher
training annually, as follows;
3 Days Gas Operations
2 Days Electrio Operations (overhead arid underground)
2 Days Electric Substations
2 Days Meter Services
I! Each year, new employees to technical disciplines attend "Progression Training,"

or apprenticeship training, to build skiils and knowledge while progressing withih
their new jOb. All field employees attend Annual Expert training during the year,

Safety Training Annually
Every opetations employee received one formal day of safety training during Fiscal Year
2007 - CPR/First Aid or Safety Day (a variety of safety topics covered in one day).

Weekly Safety Training
Each operations employee in the field attends what is called the Tuesday Morriing
Safety Brief. The session usually lasts about Oile hour and is a combination of safety
refresher training, incident and near-miss reviews, and discussion of various safety
related issues. Supervisors lead the meeting.

First Responder Training
Gas and Electric Hazards training was conducted for emergency services workers,
local officials, New York Public Service Oommission officials and National Grid
Operations management. The training was COriducted at i31ocatioris aCrOSSi1ine
counties in upstate New York. More than 600 emergency services officials attended.

Technical Training also has learning initiatives underway. In Fiscal Vear 2007 a class
desigMd to expose employees to a broad understandihg of the electric and gas
distribution business was developed and delivered. The class was conducted in
Syracuse one day each week over 20 weeks aM broadcast to Albany, Buffalo
and Westborough, Massachusetts, significantly saving travel time .

• Inclusion and Diversity
US Inclusion and Diversity steering Group Mfssion Statement
Nati'ollal Grid is committed to creating a climate that values, res-peets, appreciates,
and celebrates the unique differences of all employees/ stakeholders, and customers.
With that in mind, the Company has formed a US Inclusion and Diversity Steering
Group to develop, implement and institutionalize strategies: that result in a more inclu-
sive and diverse workforce at National Grid.

National Grid's Mission Statement provides:

''We witl develop and operate our business in a way that results in a more inclu-
sive and diverse culture. This will enable us to attract and retain the best people,
imprQve-Qur-effectivenessrdeliveJ:-Superio( performance-and enhance.the,suc~- ~~
cess of the Company.

We will ensure all our employees, tegardless of race, gender; gender identity,
nationality, age, disability, sexual or/entation. religion and background, have the
opportunity to develOp to their fiJlfpotential. W~will prevent tJftificiallfr prejudicial
barriers from getting in the way eHtheir development.

We wiff continually increase the diversity of our workforce in order to reflect the
composition of the communities In which Weserve, at all feversof the company.

We wlff be widely perceived by both internal employees a.ndextema.1stakehold-
ers as a company that values diversity, and as a company of choice, across
diverse communities.
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iNTRODUCING THE

Multicultural
Network

We beheve:
II Fostering diversity ISeveryone's responsibility,
II Open, honest and respectful' communication is the cornerstone of

good business,
II A positive approach to Inclusion and Diversity is not a "nice to have" but

is fundamentally the right thing to do for us as a business.

Governance Structures, Employee Networks and Local [ncIusion and Diversity

Task Forces
National Grid has a corporate Inclusion and Diversity Council that moni-
tors inclusion and diversity pJ'ogress arid advises the CoilipaHy on overall
strategy. Employee networks are supported and cultivated. These include
NewNetUSA (a group for new hires managed and run by new hires),
WiN (Women in
Networks), and
ONE Diverse
Community (multi;
cultural network).
Regional incluSiOn
and diversity task
forces alSOare
maintained. These
teams of employ-
ees support awareness and celebratory inclusion and diversity activities
to reach field force and divisional staff.

Inclusion and Diversity Staff'
National Grid has a Director of Inclusion and Diversity and a Senior
Kumar! Resources Diversity Representative On staff.

Leadership Accountability
National Grid holds leadership accountable for inclusion and diversity through the
goals tequiremehts of its management performance process.

External Benchmarking
National Grid participated in the Human Rights Campaign Corpomte EqW3.lityIndex
and Diversity Inc's Top 100 survey for the first time in 2006. The Company remains
committed to' participating in these benchmarking forums going forward.

National Grid's
Inclusion arid
diversifyaelivities
include awareness
and cele'bration
events" as well as
employee networks.

Set forth below is diversity data for FY07:

Average Salary Average Salary
Gender: Female % Female Male "10 Mals Total Female Male

Sr Mgmt 57 24.57% 175 75.43% 232 $148,871 $145,799-
Mid Mgmt 824 28.65% 2052 71.35% 2876 $ 67,539 $ 80,047
Admin 127 97.69% 3 2.31% 130 $ 42.884 $ 37,801
Field 1185 22.12% 41"73' 77.88% 5358---5> 50,6~--$-63,427--

Ethnicty White % White Minority % Minority Tatar

Sr Mgmt 226 97.41% 6 2.59% 232
Mid Mgmt 2659 92.45% 217 7,5-5% 2876
Admin 127 97.695~ 3 2;31% 1:m
Field 4827 90.095;; 531 9;91% 5358

% Between % Setween
Age Groups Under 30 UliCler 30 30" So 30 ·50 >50 "I. dver 50 Total

SrMgmt 0 0,00% 141 60.78% 91 39.22% 232
Mid Mgmt 161 5,60% 1731 60.19% 984 34.21% 2876
Admin 4 3.08% 65 50.00% 61 46.92% 130
Field 223 4.16% 3i20 58.23% 2015 37j6196 5358
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Supplier Diversity Advancements
The Company participated for the first time in The 2006 Diversity lnc Top 50
Companies for Diversity® survey, one of the most highly recognIzed and comprehen-
sive benchmark surveys for overall diversity in the United States.

In its seventh year, The Diversity Int Top 50 Companies for Diversity® survey uses
standard parametric and non~parametric statistical techniques. Competition increased
tHis year, with 317 oompanies participating, a 100 percent increase over the last three
years and a 24 percent increase dver last year.

The survey is composed of four major components: Executive Office Commitment;
Human Capital, Corporate Communications and SuppHer Diversify. Natronal Grid fared
best in the latter category. The Company was measured on the quality and intensity of
its slfpplier~diversity effort. Measurements included:
II Percent of procurement going to minority-owned businesses
II Percent of procurement going to women-owned businesses
•• Tier II (sUbcontractor) spending
• Third-party certificaticm
II AUditing supplier-diversity results

National Grid achieved a score of 62,1 compared to 55.4 for the average of all com-
panies for supplIer diversity: Overall, the Company achieved a score of 23 versus a
35.8 average, which means that it did better than 23 percent of the total.

National Grid's Procurement operation has sharpened its foCUSaM stepped up its
proactive s-trategy implementation with respect to supplier diversity. That includes
improving its supplier database (working to upgrade and qualify women and minority-
owned businesses), increasing its external presence among minority vendor communi-
ties and thinking about the best way to improve Tier II spending as a large purchaser.
This lasf area is Critical to a large company such as National Grid in terms of establishing
a logical approach to bulk buying. Tier II relates to large suppliers the Company might
purchase from and how they are doing with their diversify commitment.

HRC Survey Participation
National Grid also participated In HRC's Corporate Equity lndel<.This survey is rooted
in LGBT (Lssbian, Gay, Bisexual, Transgender) diversity and equality - how the
Company treats LG8t employees.

WIth a sCore of 75 oLlt of 100, NatiCina~Grid performed well for the first time partici-
pating. The Company scored higher than the average score of 67 among the 27 utili-
ties that participated, and was the highest among the six utilities participating for the
first time this year.

• Human Rights
The way National Grid works and how it invests affects people's lives and tHeir rights.
The Company's operations are in countries where respect for human rights is general-
ly high, but our impact stretches around the globe, most notably through the supply
chain. We need to De Sure oUr human rights policies - set out in our Public Position
Statement an Human Rights - are upheld wherever we work.

National Grid puts its public commitment to human rights into practice in
several ways:
1 Out Framework for Responsible BusineSS.

The Framework defines the princfples by which We Hianage oUi' business, sets
the context for corporate governance, and helps us take account of economic,
environmental and social factors in our decisions. It includes a specfflc prinCipfe
to respect human rights, as well as other principles covering many individual

62 rights:, such as the right to safety, the right to nan-discrimination, and the right
to freedom from bribery and corruption,
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2 Setting- the Can {ext - PUblic Position Statement on Human Rights.
An important first step in respecting human rights was publicly setting out our
commitment to protect human rights within our sphere of influence and to ensure
that our own operatfons are a.force for good, wherever we operate in the world.
In May 2003, the National Grid Board approved its Public Position Statement 011

Human Rights, which states that all employees are responsible for having a high
regard for human rights. In particular:
• The Soard has overall responsibility for ensuring that human rights

considerafions are integral to the way in which existing operations and
new business opportunities are developed and managed.

• Managers and supervisors provide visible leadership that promotes
human rights as an equal priority to other busfnEiss issu-es,

• We are all responsible for ensuring that our day-to-day actiOnS and
behaviOrs protect the human rights of those with whom we Work and
those that are affected by our operatfons. wherever we operate hi the world.

3 Influencing the Debate - Business Leaders Initiative on Human RfghtS.
Natfonal Grid is a founding member of the Business Leaders Initfative On Human
Rights (BLlHR), a grOUjJOf 14 multi-national companies. BlIHR aims to develop
practical ways of applying the aspirations of the Universal Declaration aT Human
Rights within a business context and to i'nspire other businesses to do likewise,

4 Defining What We Do - The Human Rights Matrix.
The Human Rights Matrix was developed in 2004 by National Grid as its contri-
bution to BLlHR's commitment to advance simple, practical tools to afiow other
bUSInesses to assess their impacts on humarl rights and identify associated risks
and opportunities. The matrix is a mapping tool that can be uSEidto quickly
assess the connection between a company's business activities, and human
rights. SpecificallYr the matrix provides insight into activities regarded as essential,
expected and desirable behavior.

5 !Early Identiffcation of RiskS and OppMunities - Due Diligence.
We have now developed a two-stage prOcess for tM due·diligence of human
rights risks and opportunities related to potential new business through the use
of protocols developed with the assistance of Amnesty InternatiOnals UK busi-
lIeSS group,

6 Managing our Risks = Human Rights and Supply Chain Training.
The 2004 reView of the National Grid Human Rights Matrix highlighted the need
to better understand any potential human rights risks arisin£j as a result of Our
increasingly giobal supply chain, To improve cbhtrbl iri this area, our UK and US
supply chain management teams have completed basic human rights training;
and we have carried out an initial assessment of the fuil range of materials and
Services pUrchased across the Company to establish if and where there might be
human rights issues in our supply chain,

7" Taking a Leadership Stance ~ General Advocacy.
Finally, an important part of developing National Grid's approach to human
rights is encDuraging others, particularly those we work with, to do the same.

Through these steps, National Grid is taking a proactive stance to protect
human rights.

63

80



64

• Community Involvement
As part of its social commitment, National Grid has a long-standing tradition of invest-
ment in the community, through both the activities of our employees and Cur finaflcial
contributions. We are literally connected to more than four million customers in nearly
900 communities across our service territory. Just as our customers and communities
are diverse, so too is oUr corporate giving program to' meet those varied needs. Our
efforts are targeted at improving and enriching the lives of a broad range of people in
the communities where we live and work.

To that end, the Company has given generously with time, talent and financial support
to hundreds of flon-profit organizatiOnS throughout OUrservice territmy. We Mve giveri
preference to organizations that provide support for health and sodal services'; envi-
ronmental protection, education, cultural institutions and dvic organi'zatiOris.

The folloWing statistics refer to our Fiscal Year 2007 giving.

United Way
Each year, National Grid employees organize a United Way campaigl1 at all company
locations to beilefit more than 40 local United Way crrapters throughout our service
territory in New York and New England. Money is collected through employee payroll
deductions, cash, personal checks, retiree donations and various fund-raising activities.

In Fiscal Year 2007, employees and retirees exceeded the National Grid goal of raising
$1 million by nearly $3D,000. With National Grid's dollar-for-dollar match, the com-
bined tot;:[1by National Grid and its employees was nearly $2.1 million.

In addition to the financial contributions; employees have been active participants and
voiunteers with the United Way. Some participate on local United W;:[y chapter boards.
others serve as loaned executives and many more volunteer to help with local proj-
ects, including the United Way's annual Day of Caring, wilen volunteers provide the
manpower necessary to help local organizations with facility repairs, painting and
other cleanup activities.

Share the Warmth - Energy Fuel Assistance Programs
Second only to the United Way giving, National Grid donates Ci considerable sum of
mOney"towards energy ruel assistance programs to help houssholds that are having
extreme difficulty making their heating or electricity bill payments.

In Massachusetts and Rhode Island, the program is calied The GoOd Neighbor Energy
Fund (GNEF), and it is administered by the Salvation Army. The GNEF is a cooperative;
effort among Massachusetts and Rhode Island utilities. In its 22nd year, the GNEF has
raised more than $20 million and assisted nearly 96,000 families.

In New York, a similar pro~ram called the Care and Share Fuel Fund is sponsored
solely by National Grid for its customers and is administered by the Red Cross, The
fund provides gn:Jntsto households in which a member is 60 years old or older and
meets eligibility criteriai, by receiving disability incom8' or having a medical emergency.

Since its inception in 1984, Care and Share has raised more than $7 million and
assisted almost 34,OOD families,

National Grid encourages its empioyees and custbrflers to contribute tb the respective
funds in their state, and then we match these donations up to a specified maximum.
To further encourage the general public to contribute, we often pay for promotional
advertising as well as provide dOnation envtllopes with the electric and gas bills.
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Nati6tlal Grid
provides enetgy-
related maten'als'
arid programs to
elementary schools
throughout its
service territory.
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The objective is to educate students on the need for safety around electricity and to
promote energy cot1servatioil to help sustain future generations - all at FiI5 cost to
the schools" These programs and materials enhance and complement teachers'
curricula, arid they instil[ positive messages and lasting impressions. During a 20-
year span, NatiOrial Grid has reached more than i rriillidn students face to-face
through its. classroom programsl and has shipped nearly 4 million booklets, videos
aM posters w teachers.

Coltural
Cultural events provide an opportunity to listen to some of the greatest music ever
written, view artist renderings of scenes and people from places both far and near,
and enjoy the squeals of delight as-children see ilew animals- 01' historic artifacts for
the first time. We believe these cultural organizations help build and preserve the' fab~
ric of our communities.,

To help support these programs and experiences, National Grid contributes to a range
of organizations, including the Adirondack Theater Festival (Glens Falls, NY), Buffalo
Philharmonic Orchestra (Buffalo, NY), Mass; Museum of Contemporary Art; Syracuse
Symphony (Syracu~e, NY), the: Museum of Science c:indTechnology (Syracuse, NY),
Providence Performirig Arts Center (Rhode Island), Roger Williams Park Zoo
(Providence, RI) and the Worcester Art Museum (Worcester, Mass,)

In Massachusetts, National Grid's involvement with the Worcester Art Museum has
provided free admission to the museum on Saturday mornings to the general public,

"Since National Grid first began supporting this program in 1995, the Museum
has wefcomed mOre than 182,000 visitors free-of-charge during the Free Saturday
Mornings program," said Anne Sadick, corporate, foundation and government grants
coordinator for the museum. "The Worcester Art Museum is grateful and honored to
have your sponsdr'Ship of this valuable program."

Education - An Investment in Our Future
National Grid considers education an important investment in our society's future and
has fong been a strong supporter of educational organizations.

In addition to ifs charitable cOntributions 10 several educational institutions aM pro-
grams, the Company has
partnered with elementary
schools throughout its serv-
ICe territory Tormore than 20
years, offering free eriergy-
related resource materials,
irtc':ludingelectricity' safety'
classroom programs, edu·
cational booklets, posters
and videos. Each school
year, Natronal Grid ships more than 25D,OOO energy-related materfals per teachers.'
requests and presents mote that1 2,00[} dlassr(Jorri electricity programs reaChing
more than 50,000 students,
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The Samuel
Huntington Public
SelVice Award is
presented annually by
Jennifer HUntington
(center), chairman
of the Samuel
Hunlington Fund.
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Engineering College Sponsorships
National Grid maintains a well-developed relationship with several key universities in
our service area and supports activities ranging from basic research to internships to
student capstone design programs. Universities also serve as a resource' for Natloilal
Grid staff who seek access to the talented expertise of educators for problem~solving,
as well as access to emerging research that could have a future impact on the energy
delivery business.

Following is a list 01engineering cOlleges we support:
Clarkson University Union College
Rensselaer Polytechnic Institute UMass Lowell
Syracuse University Worcester Polytechnic Institute
University of Buffalo University of Rhode Isrand
Northeastern University University of New Hampshire

Junior Achievement
For more than 30 years, National Grid employees have been actively involved with
focal Junior Achievement (JA) programs. Each year numerous employees volunteer to
present JA classroom lessons to hundreds of students. Empioyees are also involved
with JA's Company or Entrepreneur Program, Where a team of employee volunteers
guides students in forming their oWn companies. Students manufacture and sell a
product and perform all normal business record keeping, including selling stock.

In addition to corporate financial support and mentors in the classroom, our employ-
ees serve on JA boards and participate in fundraising events. National Grid and our'
individual employees have been recognizad often with awards for dedication to,
participation in, and support of JA programs.

National Grid Scholarship Programs
The Samuel Huntington Public Service Award was created in 1988 in memory of the

late pr£:lsident aM Chief executive officer of thE!former
New England Electric System- now National Grid.
Samuel Huntington was an advocate of pUblic service,
having spent a year in Nigeria teaching science and math-
ematics before pursuing his career in industry.

The ,:rward, funded by colleagues, family and friends at
National Grid, offers grants of $10,000 each to two gradu-
ating cofiege seniors on the basis of their academic
records, personal accomplishments and proposal for a
public service project anywhere in the world.

The Samuel Huntington Award has enabled fiH:Jrethan 30
college graduates to give back to their local and interna"
tional communities through public service projects.

Environmental
Each year National Grid and its employees sponsor and participate in Earth Day
cleanup activities, as wefi as in Arbor Day and tree plantIng donatfons to schools,
municipal offices, parks and other community facilities. Wa support educational pro~
grams and a variety of partnerships with various. non-profit environmental organizations.

National Grid believes education is key and has been a long-time supporter of the
New York, Massachusetts and Rhode Island Envirothons, an environmental education
program for high school students that culminates in an annual statewide competitive
event. The goal of the Envirothon is to increase awareness about environmentaf issues
and help students gaiN a better understanding of natural resource issues, as well as
cultivate their desire to ream more about local, state, national and global environ-
ments. In additfon to finanCial support and In·kind services, National Grid employees,
including arborists, foresters and environmental engineers, volunteer their time h'elping
to organize and judge the state competitions,

Health and Social Ssrvices
Ensuring tha health, safety and well being of our friends; families and neighbors
strengthens our communities, By particlpatin~::rwith and donating fuhds to health and
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social service organizations, National Grid aims to share in the responsibility of caringi
for our communitieS.

In addition to TInanDialcontributions frum the Compariy, National Grid employee~ par-
ticipate in local events such as th8 American Heart Walk, the American Cancer
Society's Relay for Lifel AIDS walksl the Juvenile Diabetes Research Foundation Walk
to Cure Diabetes, arid li1entoririG programs with iocal Boys and Girfs Clubs of
America, to name a few.

Matching Gifts, Employee Volunteer Grants and Chairman's Awards
Matching Gifts
National Grid's Matching Gifts Program maximizes employees' donations to eligible
non-profit organizations, Through the program, qualified gifts are matched dollar for
doliar by the Company, up to a maximum of $3,500 per employee, per year.

Our err1ployees support diverSE!organizations ranging from Harvard University arid
the Make a Wish Foundation to the Pan-Massachusetts Challenge and the American
Heart Association, as examples. In FY07, National Grid rTIa:tCMdmOr~ than $476,000
of employee donations to more than 600 different organizations.

Employee Volunteer Grants
National Grid established the Employee Volunteer Grants ProGram to recognize
employees who are actively involved with nan-profit organizations within their commu-
nities; employees. apply for grants on behalf of their volunteer activities. we Select
requests that meet specific criteria and then make a financial donation to thos8 organ~
izatfons in the name of the employee volunteer. The program ISadministered by a
committee that meets twice a year to review and select applications for grants. The
maximum grant is $2,000.

In Fiscal Year 2007, grants totaling more tllan $30,000 were disfributed to organiza-
tions that included senior centers, schools, Boy Scout troops; Boys and Girls Clubs,
fire departrrients, Uttle League teams and various health and service organizations.

Chairman's Awards
1112004, National Grid established the US Chairman's Awards for Safety, Health and
Erwir-onmental Achievement to encourage innovatfon aM continuoLfs improvernent in
these areas. All employees, or teams of employees, are eligible for nomination. The
employee Or taam, through excEiptional affort. or all innovative idea, must clearly
demonstrate a contribution to safety, health or environmental improvements for
employees or the general public.

A winner of each category is sEllectEid,as'well as an overall winner. Winning teams
and/or indiViduals are presented with a check of $20,000 to donate to a charity of
their choice. The overall winner receives an additional $10,000 to donate .

• The Future
In August 2007, National Grid acquired KeySpan Corporation of Brooklyn I New York.
As a result of the acquisition, National Grid becomes the second largest utility in the
Uhited States by number of customers. With this growth 0] the Company, sustainabiJi-
ty, reliability, and social issues will become an even more critical component of the
Company's operations.

Toward tnose ends, National Grid has set a number of priorities going fOrwara. These
ir1clude improving safety performance; int8grating thE!KeySpatli acquisition~ delivering
on the capital investment program; improving reliability levels in the United States;
focusing on the development of employees. continuing to mitigate climate change
through programs, policies and procedures; and enhancing value for shareholders,
customers, employees and the communities we serve.

With its strong, committed Workforce, National Grid is wail-pOSItioned to meet these 67
objectiVes, fulfill growing demand for safe and reliable electricity and natural gas, and
continue to grow in the process.
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Summa:ry of Key Periorman'ce Indicators for National Grid US (FY 2007)

Indicators Historical Performance

Square Miles in Service Area

Number of Customern

Miles ofTransmissiol1
and Dislributiol1

Electnofty DelrJered (1Wh)

FY05: 29,000 Sq. Miles.
FY 06: 29.000 SQ. Miles
FY 05: 3.2 Mfliion
FY 06: 3.3 Million
FY 05: 72.000 Distnbution, 14,000 Miles
Transmission and Subtransmissiol1
FY 06; 9,000 Miles Transmission, 72,000
Miles Distribution

FY OS: 67,458,979 (TWhj
FY06; 67,968,792 (1Wh)

• C!

FY 2007 Performance

29,000 Sq. Miles

FY 01; 3.3 Million

8,000 Mires of Transmission
Overhead
89 miles of Underground cable
11 ,800 M~es of Natural Gas
Pipeline lines
12,000,820 1Vvh

Cl , :0, ,_ ~

Number of Customers- Taking Advantage
of Low Income Customer Assistance
WMBE Spending

t-:: -:. .•• I ,

16,000

$35 Million

Energy Use (KWh)

Weter Use (Gallons)

Percentage of Electridty Purcnased by
National Grid from Renewable Sources (%,
Fuel Use/Fleet (Gallonsl

COt Emissions [Tons/yr.)

Methane Emissions (Tons/yr,}

SF. Emissions (lbs/yr.)

CFCs &. HCFCs (Ibs/yr.)

FY 05: 113,97a.248
FY 06~ 937,916,095

FY05: 54.923,578
FY06: 35.521,9:39
FY 05~ 51%
FY06: 42%

FY 05; 3,183,308
FY 06:

2004: 27,354
2005; 17,968

2004:224
2005: 138
2004: 12,471
2005~ 12,316

2004: 6,431
2005: 4,818

107,420,083

40,275,086

45%

2/193,124

2006: 126

2006: 12,249

2006: 2,4·13

382,7 45 CustomersPartiCipation by ReSiCiential and i3'U'slhSS!l
Customers in Energy Effici~c~~ ..Pr:?_g~ra_m_s _

Total Ufetlme MWh Savings due to :M71 ;061
Energy Efficiency Programs

475 tons

5,627 tons

10,:317 Ions

30 Category 1
977 Category 2

Hazardous Waste Generated (Tons) FY 05: 354 tons
FY 06: 354 tons

Ndn"hazar'dous Waste Generated (Tons) FY 05: 5610 tons
~~------------_·-FY·l'l€h-5610 tons
Recycled Waste (Tons! FY 05~ 11 ,:301 tdns

FY 06: 11 ,301 tons
Spills FY 05: 20 Category 1

695 Category 2-
FY 06: 38 Category 1

i,044 Categ •..d_IY.._2 _

NOVs Pf 05~14 8
FY 06: 9

Number of Employees
LTls in WorkforCe/Contractors
Amount of Moriey Given as
Corporale Philanthropy

8,270
91
$2,054,982
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The table below shows how this report
aligns with the tilobal Reporting Initiative
(GRI) Performance i'MicawfS, which we
use as an important guide and reference

point. While we are working toward meeting the GRI reporting protocols, for several
indicators befow. We currently only partfaliy meet the recbrtlrtiendEid standard.

rndicator
Description Pagels)

Strategy and Analysis

1,1~ Statement by the OEO

Organizational Profile

5-6

11-12

11
11
11
11;12;51

15,49,50

11
11

11

11

Name of organization

Primary brands, prcrducfs, or services
Operational structure of organizatIon

Location of organization headquarters

Countries In which the Company
has operations

Natur~ of ownership and legal for'm

Markets serviced

Scale of the reporting organization

Significant changes during the
reporting period

AwardS received during the
reporting period

Report Parameters

2.10

2.6
2,7

2.8

2.9

2,1

2.2
2,3

2.4
2.5

3,1 Reportingl period

3.2 Date of most recent previous report

3.3 Reportingcycle
3.4 Contact point for questions regarding

tlie report or its cOntents
Report Scope and Boundary

g

9-10

10

10

3.5
3.6
3.7

3.11

Process for defining report content

Boundary of the report

Stahl any speCific limita.tions on
thE!scope or boundary of the report

Significant changes from previous
reporting period

8-10

9-10

9

9=10
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4.8

4.16*

4.17

Indicator
Description

GRI Content Index

3.12 Table identifying the location of the
standard disclosures in the report

Assurance

8.18 Pdlicy and current practice<with
respect to securing external assurance
for the report

GC:Hlerna.Fice

Internally developed statements
of mission or values

4.9 Procedures of the highest
governance body for overseeing
the organization's identification
and management of economic,
Eltlvirunmental, and social performance

Commitment to External Initiatives

4.13 Memberships in associatIons

Stakeholder Engagement

4.14 Stakeholder gruups engagement by
the organization

4.15 Identification and selection
of stakeholders

Approaches to stakeholder engagement

Key topics and COflCE!msraised
through stakeholder engagement

Economic Performance
EC3 Coverage of the organization's defined

benefit plan obligations

ECS Development and impact of
infrastructure investments and
services provided primariiy for
public benefit through commercial,
in-kind, or pro bono engagement

Environmental

Pagels)

69-79

10,80

13-15

13-15

16

9-10

9-10,23

9, 23

8, 9

52

19-20

EN5

EN6

EN?

ENi2

EN13

Energy saved due to conservation
and efficiency Improvements

Initiatives to provide energy-efficient
or renewable energy based products
and services, and reductions in Einergy
requirements as a result of these initiatives

Initiatives, to reducE! indirect. energy
consumption and reductions achieved

Description of significant impacts of
activities, products'·, and services on
biodiversity in protected areas and
areas of high biodiVersity value outside
protected areas,

Habitats protected OJ'restored

32

31~34
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EN14

EN16

EN18

Indicator
Description

strategi~s; currant actions, and future
plans for managing impacts on biodiversity

Total direct and indirect greenhouse
gas emissions by weighf

Initiatives to reduce greenhouse gas
emissions and redUctions achieved

EN19 Emissions of ozone-depleting substances
by weight

EN22' Total weight of waste by type and
disposal method

EN23 Total number and volume of
significant spills

EN24 Weight. of transported, Imported,
exported, Or treated wasta deamed
hazardous under the terms of the
Basel Convention Annex I, II, HI,and VIII,
and percentage of transported waste
shipped international[y

EN26 Initiatives to mitigate environmental
impacts of products and services,
and extent of impact mitigation

EN28 Monetary value of significant fines and
total number of non-monetary sanctions
for nOil-compiiance with environmental
laws and regulations

Social Petf6rfffance

Pagels)

68

31

36-37,68

40-41

36

40

LA.1

LA.4

LA.7*

LA10

LA.11

LA.13

LA14

Total workforce by employment type,
employment contract. and region

Percentage of employees covered by
collective bargaining agreements

Rates- of injury, occupational diseases, lost
days, and absenteeism, and number of
work-related fatalities by region

Average hours of training per year per
employee by employee category

Programs for skills management and
lifelOng leathing that support the
continued employability of employees
and assist them in managing career
endings

Composition of governance bodies
and breakdown of employee-s per
category according to gender, age
group, minority group membership,
and other indicators of diversity

Ratio of basic salary of men to
women by employee category

51

5i

55-57

60

60

62
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Indicator
Description

Society

S02 PercentagEf and total number of
business units analyzed for risks
related to corruption

S03 Percentage of employees trained
in organization's anti-corruption
policies and procedures

804 Actions taken In response to
int: idents of (':orruptlon

S05 Public policy positions and participation
in public policy development and lobbying

S08 Monetary value of significant fines
arid total number of non~monetary
sanctions for non-compliance with
lawS and regulations

Electric Utility Supplement

Pagels)

15

13=15

13-15

16

40

EU1*

EtJ2

EU24

EU25*

EU30

EtJ37

B.J40

Percentage of population servBd in area
of operation, according to category
(e..g., rural, commercfal, residentiai, etc.)

Length of transmission and
distribution lines

Processes to ensure retention and renewal of
skilled workforce

Participatory decision making processes
with communities and outcomes of
engagement

Programs, including those in partnership
with government, to assist underprivileged,
low-income or vulnerabfe customers to
afford electricity connection and
consumption

Demand~side management programs
including residential, commerciai and
industrial programs

Approaches for conductfng alternatives
analysis of new investments

11, 12

13

51-54.60

47-48

19-2-0

* Partial conformance - defined as completing at least 60% of the content required
by the GRI Guideline.
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• ESS Verification Statement
Assurance Statement of the Certified Environmental Auditor

ESS Group, Inc. (ESS) was hired 15yNational Grid US (NationaJIGrid) to conduct ari
independent review of its Corporate Responsibility Report for Fiscal Year 2007 (the
Report). The purpose of the review was, to determine the level of National Grid's con-
formance to the GRI Guidelines, including tne draft Electric Utility Sector Supplement.

Under the direction of a RABOSA Certified EnVironmental Auditor, an audit plan was
developed and implemented with the assistance of EBB. The audit plan called for the
review of applicable GRI Guidelines, inCluding the- draft Electric Utility SectoF
Supplement, as determined by National Grid.

The audit team determined that National Grid conformed with 63 out of the total 163
GRI Guidelines, as listed in the table below. Descriptions of GRI GUidelines are listed
elsewhere in the report.

1.1 (Partial'l 2.1 2.2 2.3 2.4 2.5 2.6

2.7 2.8 2.9 2.10 3.1 3.2 3.3

3.4 3.5 3.6 3.7 3.11 3.12 3.13

4.8 4.9 4.13 4.14 4.15- 4.16 (partial) 4.11

EC3 EC8 ENS EN6 ENi i:N12 EN13

EN14 EN16 8~18 Et'Ji9 EN22 (Partial) EN23 EN24

EN2B EN28 LA1 LA4 LA, (PartiaO LAW LA11

LA13 LA14 SO~ 803 804 805 S08
EUi (f'artiaij EU2 EU24 EU25 (Partia~ EU30 EU37 EU40

• Partial conformance is defined by completing at least 50% of the content required by the GRI
Guideline.

As clearly stated by National Grid, this was tne first year in wllich the GR~GUidelines
were considered as part of the Report. It is the understanding of the reviewers that
future reports will take into account additional GRI GuldeITnes.

Julfe T. Davies
RABQSA Certified Environmental Auditor

ESS GrouP. [hC. is a mUltidisciplinary environmental engineering and consulting firm located in Wellesley.
MassacHUsens and East Providence, Rhode Island. EBS has extensive experience reiated to environmental
compliance and auditing in the US energy and Industnai sectors.
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• Notes

Photography: Unless noted; National Grid sites; employees and activities were pho-
tographed by National Grid's Randy Calkins, The Cover-and environmental images on
page 23 WerE!photographed by Patrick Pacheco Zephyr, Pelham, Mass. The Ward Hill
substation images are by David Parnes Photography, Concord, Mass. The line hard-
ening image on page 19 is by James Bell Of tile UK.
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INTRODUCTION

Would you please state' your name~ address and business affiliation?

My name is Paul M. Normand. I am a principal with Management Applications

Consulting, Inc. ("MAC"), 1103 Rocky Drive" Suite 201, Reading, Pennsylvania

19609.

Please describe MAC.

MAC is a management consulting finn which provides rate and regulatory

assistance including depredation services for electric, gas and water utilities.

Would you please sU:liunarize your education and business experience?

This information is contained in Attachment PMN-I.

What are your responsibilities in this proceeding?

I am responsible for the preparation of the depreciation study for National Grid

NH ("the Company"), which includes coordinating data collection, ensuring the

reasonableness of the data and properly Feflecting any accounting adjustments.

Beyond data collection, I am responsible for the' performance and interpretation of

statistical analyses and the preparation of appropriate schedules to reflect the

results ofthe study.

PURPOSE 011'TESTIMONY

Please discuss the purpose oryout testimony.

Our consulting firm has been retained by National Grid NH to conduct a

depreciation rate study.

- 3 -
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1 III. DEPRECIA TION STUDY

2 Q.
3 A.

4

5
6
7
8
9

10
11
12
13
14
15

16

17
18
19
20
21
22
23
24
25
26
27

28

29
30

31

32 Q.
33 A.
34

What is the definition of depreciation?

The National Association of Regulatory Utility Commissioners (NARUC) has

adopted the following definition of depreciation:

"Depreciation, i, as applied t(} depreciable utility plant, meal1S the
loss in service value not restored by current maintenance incurred
, ···z /- . , . fi' if-111connectzoH wz!J1 t uz consumptlol1 or prospectlve re rernent 0
utility plant in the course of service fi'om causes whlch are I010wn
to be in current operation and against which the utility is not
protected by insurance. Among the causes to be given
consideration are wear and tear, decay, action of the elements,
inadequacy, obsolescence, changes in the art, changes in demand
and requirements of public authorities.

Another commonly referenced definition of depreciation is that of the American

Institute of Certified Public Accounts (Alep A)~

Depreciation accounting is a system of accounting which aims to
distribute the cost or other basic value' of tangible capital assets,
less salvage (if any) over the estimated useful life of the unit (which
may be a group of assets) in a systematic and rational manner. It
is a process of allocation, not of valuation, Depreciation for the
year is the portion of the total charge under such a system that is
allocated to the year. Although the allocation may properly take
into account occurrences during the year, it is not intended to be a
measurement of the effect of all such occurrences.

The two foregoing citations are found on pages 13 and 14, respectively, of

"Public Utility Depreciation Practices," August 1996, by the NARUC Staff

Subcommittee on Depreciation.

The AICPA definitioh helps clarify the NARUC definition in that it brings to the

description the process of allocation of cost.

What is the purpose of conducting a periodic book depreciation rate study?

Consistent with the definitions above, the purpose of a depreciation study is to

develop depreciation accrual rates reflective of engineering judgment, current
~4~
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8
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15

16

17

18

19

20

21

22

23
24

industry and specific company experience, and current projections for the future,

relative to the particular depreciable assets under study. In other words, these

accma! rates are prospective in nature. The importance of judgment and

proj ections, as to the future cannot be over emphasized as the accrual rates

developed are for the near-term future, not the past. The objective of depreciation

as an element of the cost of service is to provide for the appropriate and equitable

recovery of the investments in depreciable assets over a life term that assures the

full recovery of the investrhetlts less estimated net salvage.

Have you pr'epared a depreciation study for National Grid NH?

Yes. The results of this study are shown in a report entitled, "Depreciation Rate

Study - Depreciation Accrual Rates Based On Gas Plant in Service at December

31,2006" ("the Depreciation Study") identified as Attachment PMN~2.

What procedures did you employ in compiling the· depreciation study?'

First, the depreciation study databases Were created. The Company provided

MAC with available property accounting history to develop databases for each

relevant account to December 31. 2006. The Company also provided MAC with

recent plant account level gross salvage and removal cost history. In addition, ]

inspected the actual physical plant facilities in New Hampshire and herd

discussions with Company personnel concerning matter'S" relevant to this

depreciation study.

The historical data was analyzed using computerized statistical routines and the

output was evaluated in light of the data from the Company, the character of the

depreciable assets, knowledge gained during property inspections, MAC's

experience with like assets, and engineering knowledge and judgment Final

~5 ~
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calculations were then made to develop the recommended accrual rates for each

category of plant as shown in the Depreciation Study (Attachment PMN~2)

section entitled "Accrual Rate Schedule."

You previously referred t.o "statistical analyses." Please explain what is

meant by this t.erm.

This term tefers, to Simulated P1ant Record ("SPR") life analysis, a well known

and welI accepted technique employed in depreciation studies. Its purpose is as a

tool that can assist in estimating the average life of an asset. An SPR life analysis

can be perfonned whenever there is an adequate volume and frequency of

additions and retirements.

SPR life analyses are known by SOmeas "semi-actuarial life analyses." The SPR~

Balances analysis used in these studies is an iterative procedure in which certain

values (survivor factors) from empirical survivor curves (Iowa curves) are applied

to a company's actual, recorded annual additions to generate theoretical surviving

year~end balances. The procedure identifies the empirical curves that best

simulate the actual ending balances in a specified band of years. As an example,

the bands of balance years simulated in these studies were primarily 17 years

(1990 to 2006) and 10 years (1997 to 2006).

The Iowa survivor curves used in our analyses were developed in the 1930s at

Iowa State University; they are empirical curves whose eCfuations are published,

along with tables of various values; e.g., survivor factors at various ages. Iowa

curves are widely accepted in the industry as a common and convenient means of

communicating and calculating technical depreciation parameters.

- 6 -
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As mentioned previously, the SPR life analyses of property history can be helpful

in. estimating the life of some historical investments, a starting point in the life

estimation process; however, it must be noted that Hfe analysis is not life

estimation. Unfortunately. life analysis can only provide an indication as to what

has happened in the past. In performing a depreciation study such as the one in

this:case, the goal is to estimate what will occur in the future, not merely measure

the past

Did you employ any other analyses other than SPR to assist in the life

estimation process?

Yes. The pattern of annual additions to and retirements from the plant accounts

were also reviewed to determine the relative volumes of capital activity. The

volume changes can often assist in. explaining why life and/or curve changes

appear in. the mortality analyses.

In evaluating the SPR life analyses, you previously stated that you also

considered input from the Company. What type of information did you

consider?

MAC also conferred with the Company to determine if there were any

occurrences, changes in policy, procedures, equipment, or practices which might

affect serviCe life; salvage, Or removal cost associated with depreciable assets.

The major consideration was to determine whether indications of the past would

likely be representative of the near~term future.

Can you give any examples of specific input provided to you by the Company

which influenced your life estimates?

- 7 -
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Yes, For example, the Company expects to replace and retire a much greater

level of mains and services in the foreseeable future as compared to historical

experience.

Your answers to previous questions indicate judgment and experience are

significant elements in life estimation and in the interpretation of statistical

analyses. Do other depreciation experts and authoritative sources concur?

Yes, the literature is unambiguous on this point. For example, page 1.1 of the

New York State Department of Public Service publication, "Computer Supported

Property Mortality Studies," published in 1971, states:

The purpose of an actuarial mortality study of publlc utility
propej'ty is to' make d statistiea! determinatian of a representative
life table and average sendee life. The method used to derive these
quantities in this report is that of smoothing and extending the
retirement ratiO's.

It must be clearly understaod that the camputer procedure
explained in Section II accomplishes electronically only thase
camputations which have had to' be dane manually, and nathing
else. Because af the camputer's large stO'rage capacity and
extremely fast running time, it is able to' calculate a great deal
mare than has elf(!1'been obtained manually in the past.

Tile Camputer exercises nO'judgment, reflects nO' apinians ar
campany palicies and daes not farecast the future. The camputer
programs are merely the results of applying certain mathematical
farmulae to a set of statistics abtained fi"O'maccounting f'ecords -
and, based an these data and farmulae give an indicatian of what
has been tlte retirelnent experience a/the past and what would be
the future life pattern if the same experience were canstant aver
the entire life O'fthe surFiving praperty under study.

Under nO' circumstances shauld it be canstrued that a specific
indicated seniice life and lift table develaped by this camputer
process must necessarily be used as the life table and average
set'Vice life in arriving at a final estimate of annual and accrued
depreciatian. Stress is placed on the fact that the selected life
table and average service life finally used, whether or nat

- 8 -
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developed by program PSU-2 or PSU~2A must be the enghzeer's
best estimate for the property ilnder study,

Can you provide other citations?

Mr. Alex E. Bauhan, the person who developed the SPR-Balances method ofIife

analysis, cites the need for exercising judgment in his paper in which the method

was introduced to the industry. In his paper, given in April 1947, to the National

Conference of Electric and Gas Utility Accountants of the American Gas

Association (AGA) and Edison Electric Institute (EEl), under the heading,

"Multiple Indications," he states:

The method reads the past and not the future, and has no way of
telling which patterns will be fOllowed il1 the future. Neither the
actuarial or any other statistical process can eliminate this
dilemma. Only by the exercise of reasonable judgmem, 01' by the
passage of time, can a selection be made.

In discussing the Retirement Experience Index, regarding the situation where the

index is '~poor or valueless," Mr. Bauhan states:

In all such cases, for estimating purposes, the result of the analysis
should be discarded and a judgment figure should be substituted in
place of it. In those cases where the experience index is only fair,
the result should be examined critically, and if it is not supported
by reasoned Judgment, it should be'accordingly modified.

Mr, Bauhan's paper is found in the Edison Electric Institute Publication No. 51-

23, titled, "Methods of Estimating Utility Plant Life" p-ublished in 1952; the

foregoing citations are found on pages 61 and 63, respectively.

The Retirement Experience Index (REI) is the percentage of the accumulated

retirements with the given Iowa curve from the oldest capital addition, e.g., if the

oldest addition was 1930, by convention it would be 70.5 years old at year-end

2000. If the Iowa curve in question was a 35-year L 1.0, the REI would be 96;

- 9 -
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that is, the 35~year L 1.0 Iowa curve shows 4 percent surviving at age 70.5 years,

and 100 percent less 4 percent equals 96 percent.

In summary, life estimates consider many factors, including the importance of

• if: d" d- -IniOnne- JU gment.

Have you employed your judgment in this depreciation study?

Yes. In the course of the depreciation study, MAC has conferred with Company

management and operating personnel, conducted property inspections, reviewed

and considered the types of property in the various primary plant accounts, and

performed life analyses of the history of the property. MAC also relied upon its

experience in doing, similar studies as engineers and consultants in evaluating,

interpreting and estimating the life analysis of utility property.

What was the purpose of the property inspections that you conducted?

The inspections were· intended to accomplish several functions. First and

foremost, the inspections: verified that the assets identified on the Company's

books actually exist. Second, the inspections verified that the assets continue to

be maintained and are useable. In addition, inspections facilitate discussions

regarding the existing facilities with the Company personnel; these discussions

provide a better understanding of the overall system; the equipment, and ongoing

changes and improvements to the facilities.

What is the total composite annual accrual rate which results from your

depreciation study?

The composite of the proposed straight line, whole life individual account rates

detailed in the depreciation study is 2.91% as shown in Schedule A, column 8 of

- 10 -
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the report along with the details for each account. These proposed accrual rates

do not include any amortization of the depreciation reserve variance.

The accrual rate Schedule A, the "Schedule of Depreciation Accrual Rates~ Whole

Life Schedule with Amortization of Reserve Variance!" also presents the

differences (variances) between the actlial book depreciation reserves and our

computed (theoretical) reServes. In addition, these differences were amortized on

an annual basis which will eliminate any reserve variances over the average

remammg life of the various accounts. The composite accrual rates with

remaining life amortization are shown in column 17 of Schedule A with the

composite overall rate of2.76%.

Can the Company utilize remaining life as an appropriate technique to

recover the un depreciated capital investments of the Company?

Yes, it Can. The report presents an analysis of the Company's depreciable assets

showing whole life and remaining life accrual rates on Schedule A. The average

remaining life technique shown in columns 16 and 17 of Schedule A incorporates

all of the Company's cost elements unique to each account and calculates an

appropriate accrual rate that will assure full recovery of all of the relevant costs -

no more, no less. The remaining life technique factors in the average service life

with the survival characteristics, net salvage for each account, along with

recognizing the level of accrued depreciation in arriving at the final recommended

accrual rate,

Is the average remaining life technique a well recognized approach to use in

developing appropriate accrual rates?

- 11 - ,,
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Yes, it is. The remaining life technique is used extensively in the industry today.

In fact, the NARUC manual on page 65 correctly addresses the proper use of the

remaining life technique as follows:

The desirability of using the remaining life technique is that any
necessmy adjustments of depreciation reserves, because of
changes to the estimates of life on net salvage, are accrued
automatically Ovel·tlte remaining life afthe property.

Your depreciation study concludes (on page 10) that the net salvage (NS)

estimates are lower (more negative) than those in the existing depreciation

accrual rates, Why are your estimates lower?

My estimates are lower than the existing because I have adjusted the proposed

estimates toward the actual net salvage realized by the Company. The proposed

estimates are very conservative representatives of actual experience, based on the

data provided to us; i.e., the proposed net salvage values are considerably less

negative than the actual Company experience.

What plant accounts did you consider in your proposed net salvage (NS)

calculations?

The net salvage factors incorporated into the proposed accrual rates were

consistent with those included in the Company's existing accrual rates as shown

below:

22

PhmfAccount

1356 Mains
1359 Services
1372.1 Office Equipment

- 12 -

Proposed NS

-15%
~70%
5%

Existing NS

-10%
-60%
5%
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As I mentioned earlier, these updated NS factors were only adjusted slightly from

existing levels based on our calculations in order to be very conservative and yet

. h d-·' f-move In te proper ·lfectlOn 0 cost recovery.

CONCLUSION

Does this complete your testimony?

Yes.

- B-

13



Attachment PMN-l

Qualifications of
Paul M. Normand

Attachmenf PMN-1
National Grid NH

DG 08-009
Page 1 of 4

14



Attachment PMN-1
National Grid NH

DG 08-009
Page 2 of 4

PAUL M.NORMAND
Principal

Experience in the electric, gas, and water industry includes project management of various cost
analyses" engineering system planning and design functions, and detailed electric power loss
analyses. Also, experienced in the analysis and preparation of economic and plant data, revenue
requirements and presentation before state and federal regulatory agencies. Presented expert
testimony on behalf of utilities in over 30 applications before regulatory commissions,

EXPERIENCE:

1984 ~Present MANAGEMENT APPLICATIONS CONSULTING, INC.
Principal consultant providing consulting services to industry in planning,
pricing, and regulation. Extensive experience in analyzing power systems for
power loss studies and regulatory issues.

Assist in gathering and updating property accounting data for depreciation
studies.
Review and analyze life analyses relating to simulated plant balances and
actuarial data.
Perform property inspections to aid in service life estimation and salvage and
removal cost estimations.

1983 ~ 1984

1976~1983

P. M. NORMAND ASSOCIATES
Independent consultant providing services to the utility industry in cost
analyses, regulatory services and expert testimony.

GILBERT/COMMONWEALTH, Reading, Pa.
Director, Rate Regulatory Services ~Administrative and fiscal responsibility for
rate and regulatory services nationally for electric, gas, and water utilities.
Additional responsibilities included all marketing, research and development
efforts, and contract negotiations for all studies, performed by the Regulatory
Service Department. Provided consulting service to utilities in project
management, personnel staffing, and future development efforts.

Manager, Austin, Texas Office ~Responsibility for the overall administrative
and business aspects for the department in the Southwest.

Senior Management Consultant ~Responsibilities induded project management
of various electric- and gas cost-of-service studies.
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1975~1976

1971 - 1974

1966 - 1970

EDUCATION:

SOCIETIES:

Attachment PMN-1
National Gtid NH

DG 08-009
Page 3 Of 4

PAUL M. NORMAND / Page 2
{ContinuedL

Consulting Engineer - Prepared class and time-differentiated! cost-of- service
studies, revenue requirements exhibits, and expert testimony for fonnal rate
proceedings before regulatory agencies. Perfontled forecasted ten-year cost-of~
service studies by customer classes. Analyzed and prepared transmission
(wheeling) rates based On cost-of-service.

Engineer - Derived system demand and energy loss factors and customer load
characteristics required for cost-of-service results and related rate schedules.

WESTINGHOUSE ELECTRIC CORPORATION, Pittsburgh, PA
Responsible for the procurement of electrical/electronic control equipment and
power cables for the nuclear reactor control system. Assisted in the
development of procedures for the seismic testing of various electronic
equipment related to reactor contro1.

NEW ENGLAND ELECTRIC SYSTEM, Westborough, Massachusetts
E . fr . t . .. ," 'h"fi- aI"xpenence am vanous sys em aSSIgnments 1fi conjUnctIOnWit - arm
education. Assigned to the Transmission and Distribution Department with
responsibilities in several voltage conversiort efforts and system planning.
Development of network modeling techniques, load flow, and fault study
analyses for the system planning department.

D.S.NAVY
Aviation electronic technician with responsibilities for maintenance and
trouble~shooting of electronic communication equipment

B.S,E.E., Electrical Engineering, Northeastern University, 1975
M.S.E.E., Electrical Power Systems, Northeastern University, 1975

Graduate Studies - MBA Program, Lehigh University and Albright College,
1977 to 1980

Institute of Electrical and Electronic Engineers
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APPEARANCES AS EXPERT WITNESS~

New Hampshire Public Utilities Commission
Massachusetts Department of Public Utilities
Federal Energy Regulatory Commission
Maine Public Utilities CommIssion:
Public Utilities Commission of Texas
Arkansas Public Service Commission
Louisiana Public Service Commission
lIlinois Commerce Commission
Kentucky Public Service Commission
Missouri Public Service Commission
New Jersey Board of Public Utilities
New York Public Service Commission
Pennsylvania Public Utility Commission
Delaware Pubiic Service Commission
Maryland Public Service Commission
Indiana Utility Regulatory Commission
Kansas Corporation Commission

PAPERS AND PRESENTATIONS:'

I1Probability of Dispatch Costing Method for Electric Utility Cost-of-Service
Analysis." Co~authored with P. S. Hurley, presented to Edison Electric Institute
Rate Research Committee May 4, 1982.

"Costing Strategies under Changing Marketing Goals and Long Ternl
Investment Growth.1I Presented to Missouri Valley Eleotric Assooiation
(MVEA), Kansas City, MO, November 13, 1991.
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February 15,2008

Mr. John O'Shaughnessy
Director - Rate Case Management & Load Forecasting
Nationa~ Grid NH
One MetroTech Center, 13th Floor
Brooklyn, NY 11201-3850

Dear Mr. O'Shaughnessy:

In accordance with the authorization of your organization, Management Applications Consulting,
Inc, (MAC) has. completed a depreciation rate study of the depreciable gas utility property of
National Grid NH's plant in service as-of December :31,2006. The· results of this study are
presented in the attached report.

The study was accomplished by our organization, with the assistance of Ms. Najat Coye and
others within your organization. Our depreciation study deve1ops-accrual rates defined as
straight line, broad group, whole life and remaining life.

We appreciate the opportunity to have been of service.

Respectfull y;

MANAGEMENT APPLICATIONS CONSULTING, INC.

Paul M. Normand

Enclosures

PMN/rjp
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Gas Plant in Service at December 31, 2006

I. FOREWORD

This report presents the results of a detailed study of the relevant characteristics of the
depreciable gas plant in service of National Grid NH's property. The recommendations
regarding annual depreciation accrual calculations have been developed on plant in service at
December 31, 2006 and are applicable until subsequent studies indicate the need for revision. In
our opinion; based on our analyses, experience and judgment, the straight line, broad group,
whole life depreciation accrual rates- developed herein will provide for the proper and timely
recovery of capital invested in the depreciable gas properties.
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II. SUMMARY

A FINDINGS

Management Applications Consulting, Inc. ("MAC") has completed a study of the
service life characteristics of certain capital investments of National Grid Nlrs ("the
Company") depreciable gas property as of December 31,2006. The study develops
average service lives, mortality characteristics, net salvage estimates, whole life accrual
rates, average remaining lives, the amortization of the reserve variance, and accrual rates
with amortization for each depreciable investment group (suba:ccounts and accounts).

Net salvage is gross salvage less cost to retirelremove. Based upon tilese elements; the
study develops straight line depreciation accrual rates using the whole life technique with
and without the amortization of reserve variances over the average remaining lives.

1. Results

This depreciation study developed average service life (ASL) estimates for all
plant accounts with a composite of 44.4 years for Total Depreciable Gas Plant as
shown on Schedule A.

The results shown in Schedule A, columns 8 and 17, also develop a composite for
all depreciable gas plant of a 2.91% whole life rate and a 2.76% remaining life
rate.

2. Curve Tvpes

The most commonly recognized curve type 01' frequency distribution is the "bell
curve." Om depreciation study used a group of well recognized distributions
known as the Iowa cllrves which were developed in the 1920s and 1930s at Iowa
State University and are the most widely used and accepted curves in the industry
for establishing survivor curves and average service life.
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3. Net Salvae:e

The overall objective of depreciation is to recover the original cost investment
ress any salvage values plus the removal Cost according to the various Uniform
Systems of Acc-ounts. The accrual rates proposed in this study reflect net salvage
values based upon the most recent actual historical experience Mthe Company,
modified by our judgment and experience. Our analyses detennined less net
salvage (more negative) than that authorized in the existing rates.

Whole Life
Balarlce at Proposed Accruals Accruals Remaining

12/3] 106 Net Salvage wlo Net with Net Life
plant $000 Eactor' SalvaE!e ($000) Salvalte ($000) Accruals

Function
Structures 3,293 1.00 109.6 109.6 38.0
Production 8,994 1.00 299.4 299.4 79.8
'Frans. & Dist. 240,747 1.35 4,984.8 6,740.2 6,797.1
General 9,176 0.96 5t4.7 493.1 3] 8.]

Total
Depreciable Plant 262,210 1.30 5,908.7 7,643.0 7,233.0

In order to provide additional information with respect to the cost of removal
component included in the proposed Accrual Rates, Schedule A, columns (8) and
(17), a separate calculation was undertaken to isolate the COR component with
the results shown in column (18).

The following table summarizes our proposed depreciation results as presented on
the attached depreciation schedule:

'Net salvage factor is unity (one) minus the estimared percent net salvage.
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Account Description

Accrual Rate
With Net
Salvage (%)

Cost of
Removal

Component (%)

Structures
1308.1 Production Plant Structures 3.33 0.00
1308.6 Distribution System Structures 3.33 0.00
1308.7 General and Miscellaneous Structures: 3.33 0.00

Production Equipment
1330 Other Production Equipment 3.33 0.00

DIstribution Equipment
1356 Mains 1.92 0.25
1358 Pumping and Regulating Equipment 3.33 0.00
1359 Services 4.25 1.75
1360 Customers' Meters and Installations 2.86 0.00

General Equipment
1372.1 Office Equipment 5.28 0.00
1374 Stores Equipment 3.33 0.00
1376 Laboratory Equipment 6.25 0.00
1377 General Tools and Implements 5.26 0.00
1378 Communication Equipment 6.67 0.00
1379 Miscellaneous Genera] Equipment 6.67 0.00

E. RECOMMENDATIONS

Based on our results of analyzing the Company's depreciable property, we recommend
the following:

1. The Company request approval of the accrual rates shown in column (8) of the
accrual rate Schedule A included in this report.

2. Future reviews of these accrual rates should be undertaken on a periodic basis.
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III. INTRODUCTION

A. STUDY AUTHORIZATION

In the fourth quarter of2007, Management Applications Consulting, Inc. (MAC), of
Reading, Permsylvania was authorized to conduct a depreciation rate study of National
Grid NH's gas utility properties.

The study included detailed analyses of the depreciable gas plant in service at December
31, 2006 for the purpose of recommending depreciation accrual rates reflective of current
facts and projections. The techniques used were those generally recognized and accepted
in the industry and included analyses of historical plant investment experience and of the
Company's forecasts of expected capital, as well as reviews of recent available cost of
removal (COR) and salvage experience.

B. DEFINITION OF DEPRECIATION

The overall objective of depreciation is to provide an orderly recovery of capital
investment in depreciable property in a systematic and rational manner over a life term
that assures full recovery of that investment. Regulatory accounting also provides for the
amortization of any costs of removal expected to be incurred less anticipated salvage. i.e.,
net salvage, at the time the property is finally retired or removed from service by
incorporating net salvage adjustments into the annual depreciation accrual rates. This
approach ensures that these costs will be properly recovered by those using the facilities
over the useful service life of an asset.

There are several definitions of depreciation. The defmitions promulgated by the Federal
Energy Regulatory Commission (FERC) and the National Association of Regulatory
Utility Commissioners (NARUC) are essentially identical. Following is the NARUC
definition:

"Depreciation ", as applied to depreciable electric (gas) plant, means the
loss in service value not restored by current mai17tenGnce, i11curred in
connection with the consumption or prospective retirement of electric
(gas) plant in the course of service from causes which Gte known to be in
current operation and against which the utlHty is nol protected by
insurance. Among the causes to be given consideration are 'wear and tear,

. decay, action of the elements, inadequacy, obsolescence, changes in the
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art, changes in demand and requirements afpublic authorities (and, in the
case o/natural gas companies; the exhaustion of not ural resource:,).

C. GENERAL APPROACH TO CONDUCTING DEPRECIA nON STUDIES

The MAC depreciation study analyses are consistent with the generally accepted
approaches employed in the industry to determine appropriate annual depreciation
accrual rates. In addition to reviewing and analyzing historical accounting records,
engineering judgment is used in assessing historical experience as a possible factor to
consider into the future. To this end, MAC becomes fa.nliliar with the property and its
operations via site inspections and discussions with appropriate management personnel as
to past practices and experience, as well as future plans and expectations, which could
have had or may yet affect mortality patterns, average service lives, cost of removal or
salvage, These approaches to preparing a depreciation study are typical of the industry.

D. DEPREClA nON SYSTEM

Our depreciation system for this study consisted of using a straight line; broad group,
average whole life depreciation method which uses the same accrual factor each year
over the service rife of the various plant accounts and subaccounts being analyzed. Due
to the existence of very large quantities of assets, utility plant is generally grouped into
broad groups of plant accounts and subaccounts ill which the unit of measure is the
original cost do lIar, as opposed to individual property units.

Finally, deprec-iable plant must be recovered over a defmed period of time; and OUf

depreciation model used the whore life technique for calculating the annual accruar rates
proposed. These rates are derived by using an estimated service life and include the
calculated net salvage for each plant account:

. 100% - Net Salva!!e
Whole LIfe Accrual Rate = AS' L' +':verage ervlce Iole:

The account-by-account results are presented in the attached Schedule of Depreciation in
column (4) without any net salvage and column (8) with the net savage factored into the
proposed accrual rate.
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IV. DEVELOPMENT OF DEPRECIATION STUDY
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IV. DEVELOPMENT OF DEPRECIATION STUDY

A. DATABASE

The starting point of our depreciation study is the development of a database which
utilizes the Company's additions, retirements, adjustments, transfers and plant balances
by depreciable account and subaccount. OUf analyses varied by account in order to
develop appropriate databases from which to prepare our study based on available data.

B. ANAL YSIS OFHISTORY

The historical life analysis employed in this study was the ~imulated flant Record -
Balances (SPR_BAL). The SPR-BAL analysis was introduced in 1947 by Mr. Alex
Bauhan of Public Service Electric and Gas and is widely used and accepted in the
industry.

The analyses are triaI-and-error procedures in which the survivor statistics for various
empirical (usually Iowa) curves are applied to the actual annual addition amounts to
generate simulated year-end balances which are then compared to actual year-end
balances. The best-fitting life is found for each curve type, and the curve-life
combinations are ranked according to the sum of the squared differences between actual
and simulated balances. In the procedure, there are three key statistical reliability
indications developed for each curve-life combination. They are: the conformance index
(CI)" which is mathematically interrelated to the sum of the squared differences between
the book and simulated balances; the retirement index (RI); and the cycle index. The
retirement index is the percent retired from the oldest addition with the given indicated
cunre~life combination., The cycle index is the age of the oldest addition as a percent of
the maximum probable life of the given curve-life combination. Maximum £robable Life
(MPL) is the age at which the survivor curve drops to zero surviving. With a standard
belIlsymmetrical curve, the MPL is twice the average service life.

Life analyses of history, such as the SPR analyses, represent only part of the input that
must be reviewed in arriving at the final recommended service life.
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c. SALVAGE. CQS] O£...EEMO~AL AND NET SALVAGE ANALYSIS

The Company provided historical gross salvage and removal cost infoDnation by plant
account for the 2000 through 2006 period which was: reviewed and applied to only these
plant accounts, The Company's actual recorded salvage and removal c,osts were related
to the retirements to develop annual and dollat-weighted, multi-year composite net
salvage percentage values.

Out review of the data shows very little gross salvage associated with Distribution plant
retirements; i.e., net salvage is primarily net removal cost as shown below:

Net Salvage (NS) = Gross Salvage (GS) - Cost of Removal (COR)

Recent experience has shown that the cost of removal has generally been far greater in
magnitude than gross salvage resulting in a negative net salvage which can vary
significantly by account.

The inclusion of net salvage in determining the annual accrual rate for each account is a
well recognized and appropriate calculation. Recognizing the uniqueness of each
account's COR history in arriving at the final accrual coupled with the corresponding
plant balances properly synchronizes and weights the results. This. approach ensures: that
the cost of net salvage is recovered from those generations of customers benefiting from
the asset over its service life. Our proposed net salvage and cost of removal are shown in
the attached Schedule A.

The Company's available historical net salVage is but one input considered, along with
Our experience and judgment, in arriving at our final net salvage factor's. For National
Grid, our review resulted in the following recommendations:

Description Account
- - - ""Net Salvage - - - -
Proposed Existing

Mains
Services
Office Equipment

356
359
372.1

-15%
-70%
+5%

~10%
-60%
+5%

Zeta net salVage is proposed for all other plant in this study as it was in the prior study,
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V. DISCUSSION OF RESULTS

A. BACKGROUND

The development of appropriate book depreciation accrual rates is a subjective process in
which the primary task is life estimation. Many believe that life analysis is the primary
point; certainly one should collect property history and analyze this information to
identify whatever "evidence" can be gleaned therefrom, but life estimation is not life
analysis.

One lUust recognize weaknesses and peculiarities in the life analysis employed, be
generally aware of the equipment in the group being analyzed, be aware ofthe industry
estimates for like equipment, and make every effort to obtain qualitative, first hand input
relative to the particular company and equipment under study.

In connection with the latter point, we have solicited from National Grid personnel their
input as to their upgrade/replacement plans, projections, and any circumstances which
have or might yet impact upon the elements of depreciation rates. We have also made
property inspections to familiarize ourselves with the equipment, the system, and the
environment in which it functions. We visited the facilities, looked at their outward
physical appearance and discussed them with our "tour guide(s)". The purpose of the
inspections was to familiarize us with the equipment and the environment in which it
functions and to observe housekeeping, maintenance and construction practices.

Property inspections give us an opportunity to discuss with our tour guides the facilities
history and expected future, a sort of facilities conference on-the-go, Furthermore, in
some regulatory jurisdictions a depreciation rate study done without an inspection tour is
tenned a "paper study" and is not readily accepted; It is our professional opinion that an
inspectiol1ltour is cost effective and a necessary step in a proper depreciation rate study.

B. AP~LICATION OF COST RECOVERY

The whole life accrual rate is a function of two variables: the estimated net s:alvage
(salvage less. cost to retire) and the average service life of the group. The continued use
of accrual rates properly developed at one point in time as a function of all circumstances
known and projected at that time can be assumed to be appropriate for a limited number
of years; however; if the lives and net salvage are not re-estimated periodically, the rates
may not provide the appropriate recovery of capital.
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The primary reason for periodic reviews is that utility property is not as static as one
might think. The equipment, technoJogy~ life expectations, mortality characteristics,
salvage and removal costs, and demands of the public all change. Also, the Company
may institute new or revised accounting policies or procedures or they may change
operations in some way, all of which may impact the average lives of the dollars. As
mentioned previously, our unit of meaSure is the dollar; we develop average dollar life
estimates-not the estimated life of poles or meters, per se. Periodic studies should be
undertaken to detect such changes and to reflect them in forward-looking depreciation
accrual rates.

Obviously, when a change in either net salvage or Tifeexpectations is observed, the book
depreciation reserve compared to the computed or theoretical reserve immediately
appears as either over or under accrued. Realistic trends in either the service life or net
salvage Calmot generally be discerned on an annual basis; therefore, if such changes
begin to occur immediately upon completion of a depreciation rate study. the effect of the
change will not be fully observed and reflected in revised accrual rates until the next
study is performed.

In general, the variance in the reserve is simply the theoretical reserve based on an
updated set of factors as developed in a depreciation study and the existing book reserves
which reflect the historical reserve adjustments previously approved. The theoretical
reserve calculation, however, is based on a new set of accrual rates. and applying these
results to the current plant balances as if they were constant histdrical factors "rill result
in a variance. Obviously, there will usually be changes in depreciation rates followed by
changes in theoretical reserves and resulting variances.

One reasonable method to eliminate this difference (variance) between the book and
theoretical depreciation reserve is to amortize the variance over some reasonable time
period~ as previously mentioned. By this we mean one complites the annual deprecation
accrual in the normal marmer and each year adds to or subtracts from that normal accrual
an amortization amount, derived as described previously.

Opponents of the use of a remaining life accrual rate are concemed that the amortization
of the reserve variance which is implicit in the remaining life rate method may occur too
rapidly when the rate is applied to plant balances, especially if those balances are
increasing rapidly, The use of a whole life accrual rate-with (plus or minus) an arumal
amortization amount can correctly eliminate such concerns and can be easily
accomplished,

For some categories of property, particularly mass properties, statistical mortality studies
of past retirement experience may provide historical indications of the disper~ion of
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retirements and of average service life, jf there has been sufficient retirement activity
over a reasonable period of time. Such information may provi-de some indication as to
what to expect in the future; however, it should not be taken for granted that the future
will mirror the past! especially when present policies, plans, or external circumstances
indicate otherwise. For example, if a Company eliminates its sizable meter repair/rebuild
operations; such a change will likely result in a shorter average service life for meters, In
such instances, as well as when rellable retirement expelience is lacking, reliance rhust be
placed upon informed judgment in the establishment of expected average service lives
and accrual rates.

C. h-YERAGE SERVICE LIFE AND SURVIVOR CURVES

Survivor curves are graphical representations of the surviving property for each age for
the life of a group of assets, such as a plant account. The survivor curve selection from
analyses of the Company's database for each account then establishes the average and
remaining life for that group. TIlese survivor curve characteristics are generally best
reflected for utility property by the use of a well established system of generalized
survivor curves known in the industry as fowa curves. Each curve can be identified by
two components in our study, For instance; for Account 356, Mains, our recommended
curve is the 60~year R 1.0, The 60 represents the average service life, and the other
component is the shape of the curve. A brief COmmenthere is that an "L" designation
indicates skewness to earlier retirements while an "R'" designation indicates skewness
towards later retirements; the point of reference being the average service life, the mode
of the curve.

For some accounts, such as Office Equipment (372J), we recommended an "S" type
which i~a symmetrical curve and indicates that the:greatest frequency of retirements
occurs, at the average service life. Finally, the number following the letter for each curve
represents the height of each curve' with the higher values representing a reduced range
and maximum life.

Historical average service life (ASL) indications were developed using the Simulated
Plant Record - Balance (SPR-BAL) method for the life analyses of National Grid's
depreciable group assets as recorded and identified by accounts and subaccounts. Our
final recommendations for each account were based on many factors which considered
input from Company personnel, property inspections of the facilities along with our
experience and Judgment of similar properties as has been discussed throughout this
report.
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The following table lists the ASL and curve type selected for each account based on our
analyses:

Account

Structures
1308.1
1308.6
1308.7

Description

Production Plant Structures
Distribution System Structures
General and Miscellaneous Structures

30.0
30.0
30,0

Curve Type

R 1.0
R 1.0
R 1.0

Production Equipment
1330 Other Production Equipment

Distribution Equipment
1356 Mains
1358 Pumping and Regulating Equipment
] 359 Services
1360 Customers' Meters and Installations

General Equipment
1372.1 Office Equipment
1374 Stores Equipment
1376 Laboratory Equipment
1377 General Tools- and Implements
1378 Communication Equipment
1379 Miscellaneous General Equipment

30.0

60.0
30.0
40.0
35.0

18.0
30.0
16.0
19.0
15.0
15.0

R 1.0

R 1.0
S 0.0
R4.0
R 2.5

S 4.0
SQ

S 5.0
S 6.0
R 3.0
S 5.0
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Schedule A

Schedule of Depreciation Accrual Rates
Whole Life S~hedule

with Amortization of Reserve Variance
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Attachment PMN-2
National Grid NH

DG 08-009
Page 26 of27

WHOLE LIFE SCHEDULE WITH AMORTIZATION
OF RESERVE VARIANCE
EXPLANATORY NOTES,

The Schedule includes indicated (theoretical) reserves both with and without net salvage, the
allocation of the book reserve, and the reserve variance. It also shows the development of the
remaining life accruals, in that the remaining life accrual is made up of two components~the normal
whole life accrual plus the amortization of any tes-etve variance.

The following is an explanation of each column of the Schedule:

1. Column (1) presents the book balance for each account or sub-account at the
indicated date.

2. Column (2) labeled IiDISP TYPEil
' is designated as either Fotecast at some selected

Iowa curve type as discussed in the text.

3. Column (3) indicates the direct weighted average dollar service life in years fat each
investment group.

4. Column (4) is:the unadjusted whole life accrual rate developed by dividing unity by
Columrt (3), and expressing the quotient as a percentage.

5. Column (5) is the whole life accrual with no salvage adjustment; based upon the
average service life associated with each investment group. These accruals are
developed by multiplying Column (1) by Column (4).

6. Column (6) is the percent net salvage expectation; net salvage equals gross salvage
minus removal cost

7. Column (7) is the salvage factor, derived by subtracting the (signed) net salvage ratio
from unity; e.g., a salvage factor of I. Ia is the result of 1.00minus an expected net
salvage ratio of minus 0.10; i.e., 1.00 - (-0.10) = 1.10.

8. Column (8) is the whole life accrual rate, reflecting adjustment for net salvage
expectations; it is developed by multiplying Column (4) by Column (7), and
expressing the product as a percehtage.

9. Column (9) is the whole life accrual, adjusted for net salvage expectations. It is
developed by multiplying Column (8) by Colu111fi (1).
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Attachment PMN;2
National Grid NH

DG 08-009
Page 27 of27

WHOLE LIFE SCHEDULE WITH AMORTIZATION
OF RESERVE VARIANCE
EXPLANATORY NOTES

10, Column (10) shows indicated depreciation reserves, unadjusted for net salvage
expectations, calculated on the basis of the average service life and dispersion
characteristics (or forecasts) associated with each investment group.

11. Column (11) is the indicated depreciation reserve, adjusted for net salvage
expectations by multiplying Column (l0) by Column (7).

12. Column (12) "ALLOC. BOOK RSY. @12/31/06"containsbookreservesallocated
to accounts, or sub-accounts from the functional book reserve level on the basis of
the adjusted indicated reserves in ColUIhn (11). If book reserves are known and
maintained at a finer level, or only at a larger level, these figures are used or
allocated as appropriate.

13. Column (13) shows the difference between adjusted indicated reserves (CoIufi1fiI I)
and allocated book reserves (Column 12); i.e., Column (l I) minus Column (12).

14. Column (14), "ARL" (Average Dollar Remaining Life) contains the weighted
average dollar remaining life. Average remaining life composites for two or more
investment groups are derived by dividing unadjusted net plant (Column I minus
Column I0) by the unadjusted whole life accl1lal (Colurrm 5).

15. Column (IS), "AMORT. OF RESERVE VARIANCEi
\ shows the result of dividing

the indicated reserve variance in CoIu:rnn (13) by the estimated remaining life in
Column (14).

16. Column (16), "ACCRUAL WITHAMORT;" is the sum of the whole life accrual in
Column (9) and the indicated reserve variance accrual in Column {IS).

17. Column (I 7), j'ACCRUALRATE W;AMORT,"'is the resultofColumrt (16) divided
by Column (I), with the quotient multiplied by 100 tOo COnvertto percentage.

18 The column labeled "COitRA.TE'· is the cost ofremovat percent that is included
in the accrual rate with net salvage.
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GLOSSARY OF ACRONYMS AND DEFINED TERMS

ACRONYM DEFINED TERM
AFUOC Allowance for Funds Used During Construction

r1 Beta

b represents the retention rate that consists of the fraction of
earnings that are not paid out as dividends

bxr Represents internal growth

CAPM Capital Asset Pricing Model

CCR Corporate Credit Rating

CE IComparable Earnings

OCF IDiscounted Cash Flow

FERC i Federal Energy Regulatory Commission

FFO Funds from Operations

FOMC Federal Open Market Committee

g Growth rate

GCR Gas Cost Rate

;IGF Internally Generated Funds

LOC Local Distribution Companies

Lev Leverage modification

LT Long Term

M&A Merger and Acquisition

MLP Master Limited Partnershi'ps

PUHCA Public Utility Holding Company Act

r represents the expected rate of return on common equity

Rf Risk-free rate of return

Rm Market risk premfum

RP Risk Premium

s Represents the new common shares expected to be issued by a
firm

sxv Represents external growth

S&P Standard & Poor's

v Represents the value that accrues to existing shareholders from
sellinQ stock at a price different from book value

- 3 -
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1" INTRODUCTION AND SUMMARY OF RECOMMENDATIONS

2 Q. Pleasestate your name, occupation and business address.

3 A. My name is Paul Ronald Moul. My business address is 251 Hopkins Road,

4 Haddonfield, New Jersey 08033-3062. I am Managing Consultant of the firm P.

5 Moul-&- Associates, an independent financial and regulatory consulting firm. My

6 educational background, business experience and qualifications are provided in

7 Attachment PRM-1, which follows my direct testimony.

8 Q. What is the purpose of your testimony?

9 A My testimony presents data, analysis, and a recommendation concerning the

10 appropriate rate of return on common equity that should be used in the

11 determinatfon of the revenue requirement for EnergyNorth Natural Gas, Inc. d/b/a

12 National Grid NH ("National Grid NH" or the "Company"). Additional evidence is

13 contained in Attachments PRM-2 through PRM-10, which follow my direct

14 testimony. The items covered in these attachments provide additional detaned

15 information concerning the explanation and application of the various financial

16 models upon which I rely. My analysis and recommendation are supported by the

17 detailed financial data contained in Attachments PRM-11 through Attachment

18 PRM~21.

19 Q. Based upon your analysis, what is your conclusion concerning the

20 appropriate rate of return on common equity for the Company in this case?

21 A. My conclusron is that the Company should be afforded an opportunity to earn a

22 rate of return on common equity of 11.50%.

23 Q. Please provide an overview of the Company.

24 A. The Company is an indirect wholly-owned SUbsidiary of National Grid USA.

25 Natural Grid USA provides electric delivery service fo approximately 5 million

26 customers in Massachusetts, New Hampshire, New York,- and Rhode Island;

- 4 -
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1

2
3
4

5

6

7

8
9
10
11
12
13
14 a,

15 A.

16

17
18
19
20
21
22

23
24
25
26

natural gas distribution service to approximately 3.4 million customers In

Massachusetts, New Hampshire, New York, and Rhode Island; and el'ectric

transmission in the New York and the New England region.

The Company provides natural gas distribution service to approximately

84,000 customers located in southMcentraland central regions of New Hampshire

and in Berlin, NH. In 2006, approximately 39% of throughput was to' residential

customers, approximately 32% of throughput was to commercial customers, and

approximately 29% of throughput was to industrial, large volume, interruptible and

transportation customers. Nationar Grid NH obtains its gas supplies from

producers and marketers and has transportation arrangements through a

connection with one interstate pipeline. The Company has arrangements for

underground storage of natural gas and owns, "queffed natural gas and propane

facilities to supplement flowing gas.

How have you determined the cost of common equity in this case?

The cost of common equity is established using capital market and financial data

relied upon by investors to assess the relative risk, and hence the cost of equity,

for a natural gas utility, such as National Grid NH. In this regard, I relied on four

(4) well~recognized measures of the cost of equity: the Discounted Cash Flow

("DCFlt
) model, the Risk Premium ("Rplt

) analysis, the Capital Asset Pricing Model

("CAPM't and the Comparable Earnings ("CE") approach. My testimony describes

each of the methods, the results of each method, and my conclUSionregarding the

appropriate cost of common equity based on a consideration of those methods.

J understand that the Commission has relied on the DCF model in the past,

and hence I have addressed this method first in my testimony. However, r

consider this method to have certain flaws and limitations, which indicate that

exclusive reliance on it is inappropriate. My testimony wili discuss the probrems

5



1 their tariff. and (vii) have at least 60% of their assets subJeot to utility regulation.

2 The companies in the proxy group are identified on page 2 of Attachment PRM-12.

3 ] will refer to these companies as the "Gas Group" throughout my testimony.

4 Q. How have you performed your: cost of equity analysis with the market data

5 for the GasGroup?

6 A. f have applied the models/methods for estimating the cost of equity using the

7 average data for the Gas Group. I have not measured separately the cost of equity

8 for the individual companies within the Gas Group, because the determination of

9 the cost of equity for an individual company has become i'ncreasingly' problematic,

10 By employing group average data, rather than individual company's analysis, I

11 have helped to minimize the effect of extraneous influences on the market data for

12 an individual company.

13 Q. Please summarize your cost of equity analysis.

14 A. My cost of equity determination was derived from the results of the

15 methods/models identifi'ed above. In general, the use of more than One method

16 provides a superior foundation to arrive at the cost of equIty. At any point in time,

17 any single method can provide' an incomplete measure of the cost of equity

18 depending upon extraneous factors that may influence market sentiment. The

19 specific application of these methods/models will be described later in my

20 testimony. The following table provides a summary of the indicated costs of equity

21 using each of these approaches.

-7-
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DCF

RP

CAPM

Comparable Earnings

Average
Median
Mid-point

Gas Group

9.84%

11.44%

13.45%

13.90%

12.16%
12-.45%i
11.87%

1

Z

3

4

5

6

7

8

9 Q.

10 A.

11

12

13

14

15

16

17

Focusing upon the market model approaches (Le., DCF, RP and CAPM) to

estimating the cost of equity, the average equity return is 11.58% (9.84% + 11.44%

+ 13.45% = 34;73% .;- 3). The market measures of the cost of equity have been

emphasized because they reHect fundamentals present In the stock and bond

markets, rather than the business cycle, which is the principal determinant of the

Comparable Earnings approach., From these measures, I recommend that the

Commission set the Company's rate of return on common equity at 11.50%.

NATURAL GAS RISK FACTORS

What factors curr~ntly affect the business risk of natural gas utilities?

The competitive; regulatory and economic risks facing gas utilities are different

today than formerly. Market-oriented pricing, open access for gas transportation,

and changes in service agreements mean that natural gas utilities have been

operating in a more complex environment with time frames for decision-making

considerably shortened. Of particular concern for the Company, the recent high

prices and volatility in natural gas commodity prices has had a negative impact on

its customers, and has resulted in declines in average use per existing customer.

Higher commodity prices mean higher customer bills, as the cost of delivered gas

- 8 -
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1 is recovered through the GCR mechanism, With higher gas costs, the likelihood of

2 more intense regulatory scrutiny exists and the risk of disallowances is increased.

3 Since there IS no opportunity to earn a profit on the cost of gas, the risks

4 associated with gas procurement are especially acute when commodity costs are

5 high, Higher and volatHegas costs may also result fn further declines in average

6 use per existing customer and in fewer new customers selecting natural gas to

7 meet their energy needs.

8 As the competitiveness of the natural gas business increases, the risk also

9 increases. With the availability of customer~ownedtransportation gas, along with

10 delivery of uncertain volumes to dualwfuel customers, risk will continue to be

11 elevated as large end~usersobtain for themselves the range of unbundled service

12 offerings which are currently available from the interstate pipelines for the local

13 distribution utilities.

14 a. Does the Company (ace competftion in its natural g-asbusiness?

15 A. Yes. The changes fostered by the Federal Energy Regulatory Commission's Order

16 636 have promoted competition among and between pipelines and distributors

17 through bypass facilities and placed more responsibilities on local distribution

18 companies, such as National Grid NH, to manage the upstream acquisition and

19 delivery functions- both from a reliability and price perspective. While larger

20 customers have made their own gas supply arrangements; the customers that

21 remain sales customers tend to be lower load factor customers that tend to be

22 more expensive to serve.

23 a, How does the Company;s throughput to large volume users affect its risk

24 profile?

25 A. The Company's risk profile is inflUencedby'natural gas sold/delivered to its thirteen

26 largest customers, which represent 22 million decatherms of throughput. Large

- 9 -
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1 volume users, which have traditionally used transportation service, have the ability

2 to bypass the L.DC system; Indeed, the Company has identified four of these

3 customers that represent a potential for bypass. Success in this aspect of the

4 Company's market is subject to the business cycle, the price of alternative energy

5 sources, and pressures from competitors. Moreover, external factors can also

6 influence the Company's throughput to these customers because cost factors can

7 impact their operations relative to alternative facilitfes located outside the

8 Company's service territory.,

9 a. prease indicate how its construction program affects the Company's risk

10 profile.

11 A. The Company is required to undertake investments to maintain and upgrade

12 existing facilities in its service territory. To maintain safe and reliable service to

13 existing customers, the Company must invest to upgrade its infrastructure. The

14 rehabilitation of the Company's infrastructure represents a non-revenue producing

15 use of capital. The Company had 179 miles (or approximately 14%) of its

16 dIstribution mains constructed of cast iron and unprotected steel pipe as of year-

17 end 2006. Also, the Company has 10,316 (or approximately 16%) of its services

18 constructed of unprotected steel and cast iron. The Company projects its

19 construction expenditures will be approximately $135 million in the period 2007-

20 2011. Of that amount, the Company expects to internally generate about 50% of

21 its construction expenditures before the payment of dividends.

22 Q. How should the Commission respond to the issues facing the natural gas

23 utilities and in particular National Grid NH?

24 A. The Commission should recognize and take into account the heightened

25 competitive environment and the risk it poses in the natural gas business in

26 determining the cost of capital for the Company, and provide a reasonable

~10-
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1 opportunity for the Company to actually achieve its cost of capital. It should also

2 recognize that the Company is subject to risk related to earnings attrition and

3 regulatory Jag, since its ongoing costs are susceptible to inflation.

4 FUNDAMENTAL RISK ANALYSIS

5 Q. Is it necessary to conduct a fundamental risk analysis to provide a

6 framework for determining a utility's cost of equity?

7 A. Yes. It is necessary to establish a company's relative risk position within its

8 industry through a fundamental anatysis of various quantitative and qualitative

9 factors that bear upon investors' assessment of overall risk. The qualitative factors

10 that bear upOh the Company's risk have already been discussed, The quantitative

11 risk analysis follows. The items that influence investors' evaluation of risk and their

12 required returns are described in Attachment PRM-3. For this purpose, I compared

13 the Company to the S&P Public Utilities, an industry-wide proxy consisting of

14 various regurated businesses, and to the Gas Group.

15 Q. What are the components of the S&PPublic Utilities?

16 A. The S&P Public Utilities is a widely recognized index that is comprised of electric

17 power and natural gas companies. These companies are identified on page 3 of

18 Attachment PRMw13.

19 Q. What criteria:did you employ to assemble the GasGroup?

20 A. I set forth the criteria that I employed to assemble the Gas Group above and will

21 not repeat it here.

22 Q. Why have you imposed a selection criterion that includes a percentage of

23 g-as assets?

24 A. In order to align the cost of equity determination to the gas business, I have

25 employed screening criteria that impose a limitation on the non-gas businesses of

26 the proxy companies. In this regard, there are three principal financial variables

- 11 -
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l' that could be employed to measure the role of non-gas business of a firm. These

2 are: revenues, operating income, and assets employed. i imposed a screening

3 criterion whereby 60°/0 of a company's assets must be devoted to the gas business

4 to be included in the Gas Group.

5 I did not use revenues for this purpose because the margins on other

6 business segments are generally dissimilar to the gas distribution business.

7 Energy trading is a case in point, which would make revenue comparisons

8 incompatible because of the small margins associated with this business segment.

9 I also did not use operating income for this purpose because of the margin

10 issue discussed above. In addition, some non-regulated business segments may

11 incur losses due to start-up, or other reasons, that can distort the percentage

12 calculations.

1-3 I did use an asset screening criteria (the percentage of gas assets)

14 because it best describes the amount of capital that a firm devotes to each

15 business segment. It is the potential return on that capital that represents the

16 primary focus of investors when they value the securities of a firm.

17 The Gas Group has the following percentage of its operations from the gas

18 utility business: revenues 70%, income 69%, and assets 86%. These

19 determinations were made to the extent that information was revealed in each

20 companis 2006 annual report.

21 Q. Is knowledge of a utility's bond rating an important factor in assessing its

22 risk and cost of capital?

23 A. Yes. Knowledge of a company's credit quality rating is important because the cost

24 of each type of capital is directly related to the associated risk of the firm. So while

25 a company's credit quality risk is shown directly by the rating and yield on its

26 bonds, these relative risk assessments also bear upon the cost of equity. This IS

- 12 -
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1 because a firm's cost of equity is represented by its borrowing cost plus

2 compensation to recognize the higher risk of an equity investment compared to

3 debt.

4 Q. How do the bond ratings compare for the Company, the Gas Group, and the

5 S&P Public Utilities?

6 A. The Company does not have a bond rating because it has no debt that is held by

7 outside Investors. The corporate credit rating ("CCR") for National Grfd USA is A~

8 from Standard and Poor's Corporation ("8&P"), and the Long Term ("lT") issuer

9 rating is A3 from Moody's Investors ServIces ("Moody's"). The CCR desIgnation by

10 S&P and LT issuer rating by Moody's focus upon the credit quality of the issuer of

11 the debt, rather than upon the debt obligation itself. The average credit quality of

12 the Gas Group is an A from S&P and A3 from Moody's. For the S&P Publfc

13 Utilities. the average composite rating is BBB+ by S&P and Baa1 by Moody·s.

14 Many of the financial indicators that I will subsequently discuss are considered

15 during the rating prooess.

16 Q. How do the financial data compare for National Grid NH, the Gas Group, and

17 the S&P Public Utilities?

18 A. The broad categories of financial data that I will discuss are shown on Attachments

19 PRM-11, PRM-12, and PRM-n. The data cover the five-year period 2002-2006. r

20 should note that 1 have removed the goodwill recorded on the Company's balance

21 sheet from the common equity account for the purpose of my analysis shown on

22 Attachment PRM-11. The important categories of relative risk may be summarized

23 as follows:

24 Sfze. In terms of capitalization, NaUonal Grid NH is smaller than the

25- average size of the Gas Group, and very niuch smaller than the average size of

26 the S&P Public UtHities. All other things being equal, a smaller company is riskier

-13 -
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1 than a larger company because a given change in revenue and expense has a

2 proportionately greater impact on a small firm. As I will demonstrate later, the size

3 of a firm can impact its cost of equity. This is the case for the Gas Group and

4 National Grid NH.

5 Market Ratios. Market-based financial ratio$j such as earnings/price ratios

6 and dividend yields, provide a partial measure of the investor-required cost of

7 equity. If all other factors are equal, investors will require a higher rate of return for

8 companies that exhibit greater risk, in order to compensate for that risk. That is to

9 say, a firm that investors perceive to have higher risks will experience a lower price

10 per share in relation to expected earnings.1

11 There are no market ratios available for the Company because National

12 Grid USA owns its stock. The five-year average priceMearnings multiple for the

13 Gas Group was fairly similar to that of the S&P Public Utilities. The five-year

14 average dividend yields were somewhat higher for the Gas Group as compared to

15 the S&P Public Utilities. The average market-to-book ratios were somewhat higher

16 for the Gas Group than the S&P PubliC Utilfties.

17 Common Equitv Ratio.-. The level of financial risk is measured by the

18 proportion of long-term debt and other senior capital that is contained in a

19 company's capitalization. Financial risk is also analyzed by comparing common

20 equity ratios (the complement of the ratio of debt and other senior capital). That is

21 to say, a firm with a high common equily ratio has lower financial risk, while a firm

22 with a low common equity ratio has higher financial risk. The five~year average

23 common equity ratios, based on permanent capital, were 56.9% for NatIonal Grid

1 For example, two otherwise similarly situated firms each reporting $1.00 in earnings per
share would have different market prices at varying levels of risk (Le., the firm with a higher level
of risk wil~have a lower share value, while the firm with a lower risk profile w11lhave a higher
share value),

- 14-



2 case, as explained in the testimony of Mr. O'Shaughnessy, the Company's

1 NH, 52.4% for the Gas Group, and 41.2% for the S&P Public Utilities, For this r

2

3 common equity ratio that will be used in the weighted average cost of capital

4 calculation is 50%,

5 Return on Book Eauitv. Greater variability (i.e., uncertainty) of a firm's

6 earned retUTnSsignifies relatively greater levels. of risk, as shown by the coefficient

7 of varlation (standard deviation +' mean) of the rate of return on book common

8 equity. The higher the coefficients of variation, the greater degr~e of variability.

9 For the five-year period; the coefficients of variation were 0.424 (2.8% + 6.6%) for

10 National Grid NH, 0.058 {0.7% -+ 12,1%} for the Gas Group, and 0.159 (1.7% 4-

11 10.7%) for the S&P Public Utilities. National Grid NH has greater risk due to its

12 higher earnings variability as compared to the Gas Group.

13 D.peratina Ratios-. I have also compared operating ratios (the percentage of

14 revenues consumed by operating expense, depreciation, and taxes other than

15 income).a The five-year average operating ratios were 90.2% for National Grid

16 NH, 87.6% forthe Gas Group, and 84.0% for the S&,p Public UtilTties.

17 Coveraqe. The fevel of fixed charge coverage (Le., the multiple by which

18 available earnings cover fixed charges, such as interest expense) provides an

19 indication of the earnings protecti'on for creditors. Higher levels of coverage, and

20 hence earnings protection for fixed charges, are usually associated with superior

21 grades of credit\vorthiness. The five-year average interest coverage (excluding

22 Allowance for Funds Used During Construction ("AFUDC)") was 2.61 tJmes for

23 National Grid NH, 4.20 times for the Gas Group, and 2.89 times for the S&P PUblic

24 Utilities.

The complement of the operating ratio is the operating margin which provides a measure
of profitability. The higher the operating ratio, the lower the operating ma.rgih.

- 15 -
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1 Qualitv_otEarninQs. Measures of earnings quality usually are revealed by

2 the percentage of AFUDC related to income available for common equity, the

3 effective income tax rate, and other cost deferrals. These measures of earnings

4 quality usually influence a firm's internally generated funds because poor quality of

5 earnings would not generate high levels of cash flow. Quality of earnings has not

6 been a significant concern for National Grid NH, the Gas Group, and the SSP

7 Public Utilities.

8 Internallv Generated Funds. Internally generated funds ("IGF") provide an

9 important source of new investment capital for a utility and represent a key

10 measure of credjt strength. Historicallyr the five"year average percentage of IGF to

11 capital expenditures was 99.4% fOf National Grid NH, 92.1% for the Gas Group,

12 and 110.1% fOfthe S&P Public Utilities.

13 Betas. The finanCial data that I have been discussing relate primarily to

14 company-specific risks. Market fisk for firms with publicly-traded stock is

15 measured by beta coefficients. Beta coefficients attempt to identify systematic risk,

16 Le., the risk associated with changes in the overall market for common equities.3

17 Value Line publishes such a statistical measure of a stock's relative historical

18 volatility to the rest of the market. A comparison of market risk is shown by the

19 Value Line beta of .86 as the average for the Gas Group (see page 2 of

20 Attachment PRM~12),and .95 as the average for the SSP Public Utilities (see page

21 3 of Attachment PRM~13).

22 Q. Please summarize your risk evaluation.

23 A. The risk of National Grid NH parallels that of the Gas Group in certain respects. In

3 The procedure used to calculate the beta coefficient published by Value Line. is described
in Attachment PRM-9. A common stock that has a beta less than 1.0 is considered to have less
systematic risk than the market as a whole and would be expected to rise and fall more slowly
than the rest of the market A stoCk with a beta above 1.0 would have more systematic risk.

- ] 6 -
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1 DISCOUNTEDCASH FLOWANALYSIS

2 Q. Please describe your use of the Discounted Cash Flow approach to

3 determine the cost of equify.

4 A. As noted above, I used the DCF method as one indicator of the cost of equity to be

5 taken into consideration with other methods. The details of my use of the DCF

6 approach and the calculations and evidence in support of my conclusions are set

7 forth in Attachment PRM=5. I will summarize them here. The Discounted Cash

8 Flow ("0CF") model seeks to explain the value of an asset as the present value of

9 future expected cash flows discounted at the appropriate risk-adjusted rate of

10 return. In its simplest form, the DCF return on common stocks consists of a current

11- cash (dividend) yield and future price appreciation (growth) of the investment.

12 Among other limitations of the model, there is a certain element of

13 circularity in the DCF method when applied in rate cases. This is because

14 investors"-expectations for the future depend upon regulatory decisions. In turn,

15 when regulators depend upon the DCF model to set the cost of equity, they rely

16 upon investor expectations that include an assessment of how regulators wHl

17 decide rate cases. Due fa this circularity, the DCF model may not fully reflect the

18 true risk of a utility.

19 As I describe in Attachmenf PRM~5r fhe DCF approach has other limitations

20 thai diminish its usefulhess in the ratesetting process when the market

21 capitalization diverges significantry from the book value capitalization. When this

22 situation exists, as it does here, the unadjusted DCF method will lead to a

23 misspecified cost of equity when it is applied to a book value capital structure.

24 Therefore, the DCF method must include an adjustment to account for this

25 vanance.

26 Q. Please explain the dividend yield component of a DCF analysis.

- 18 -
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1 A. The DCF methodology requires the use of an expected dividend yield to establish

2 the investor-required cost of equity. Fer the twelve months ended December 2007,

3 the monthly dividend yields of the Gas Group are shown graphically on Attachment

4 PRM-14. The monthly dividend yields shown on Attachment PRM-14 reflect an

5 adjustment to the month-end prices to reflect the build up of the dividend in the

6 price that has occurred since the last ex~dividend date (Le., the date by which a

7 shareholder must own the shares to be entitled to the dividend payment = usually

8 about two to three weeks prior to the actual payment). An explanation of thiS

9 adjustment is provided in Attachment PRM-5.

10 For the twelve months ending December 2007r the average dividend yield

11 was 3.67% for'the Gas Group based upon a calculation using annualized dividend

12 payments and adjusted month-end stock prices. The dividend yields for the more

1-3 recent six- and three- month periods was 3.77%, for both periods. I have used, for

14 the purpose of my direct testimony, a dividend yield of 3.77% for the Gas Group,

15 which represents the six-month average yield.

16 For the purpose of a DCF calculation, the' average dividend yIelds must be

17 adjusted to reflect the prospective nature of the dividend payments Le., the higher

18 expected dividends for the future; because the DCF is an expectational mode[ that

19 must reflect investor anticipated cash flows for the Gas Group. 1 have adjusted the

20 six~month average dividend yield in three different, but generally acceptedr

21 mannersj and used the average of the three adjusted values as calculated in

22 Attachment PRM-5. That adjusted dividend yield is 3.86% for the Gas Group.

23 Q. Please explain the underlying factors that influence investors' growth

24 expectations.

25 A As noted previously, investors are interested principally in the future growth of their

26 investment (Le., the price per share of the stock). As I explain in Attachment PRM-
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1 5, future earnings per share growth represents their primary focus because under

2 the constant price-earnings multiple assumption of the DCF model, the price per

3 share of stock will grow at the same rate as earnings per share. In conducting a

4 growth rate analysis, a wide variety of variables can be considered when reaching

5 a cOnSensus of prospective growth. The variables that can be considered include:

6 earnings, dividends, book value, and cash flow stated on a per share basis.

7 Historical values for these variables can be considered, as well as- analysts'

8 forecasts that are widely available to investors.

9 A fundamental growth rate analysis also can be formulated, which consists

10 of internal growth ("b x r"); where 'Ir" represents the expected rate of return on

11 common equity and "b" IS the retention rate that consists of the fraction of earnings

12 that are not paid out as dividends. The internal growth rate can be modified to

13 account for sales of new common stock -- this is called external growth ("s x v"),

14 where "s" represents the new common shares expected to be issued by a firm and

15 "v" represents the Value that accrues to existing shareholders from selling stock at

1'6 a price different from book value. Fundamental growth, which combInes internal

17 and external growth, provides an explanation of the factors that cause book value

18 per share to grow over time. Hence, 81 fundamental growth rate analysis is

19 duplicative of expected book value per share growth,

20 Growth also can be expressed in multiple stages. This expression of

21 growth consists of an initial "growthfl stage where a firm enjoys rapidly expanding

22 markets, high profit margins, and abnormally high growth in earnings per share.

23 Thereafter, a firm enters a "transition" stage where fewer technological advances

24 and increased product saturation begin to reduce the growth rate and profit

25 margins come under pressure. During the "transition'; phase, investment

26 opportunities begin to mature, capital requirements decline, and a firm begins to

- 20-
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1 payout a larger percentage of earnings to shareholders. Finally, the mature or

2 "steady-state" stage is reached when a firm's earnings growth, payout ratio, and

3 return on equity stabilizes at levels where they remain for the life of a firm. The

4 three stages of growth assume a step~down of high initial growth to lower

5 sustainable growth. Even if these three stages of growth can be envisioned for a

e firm, the third "steady-state" growth stage, which is assumed to remain fixed in

7 perpetuity, represents an unrealistic expectation because the three stages of

8 growth can be repeated during the life of a business. That is to say, the growth of

9 a firm may ramp-up and ramp-down in cy-cles over time.

10 Q. What investor-expected growth rate is appropriate in a DCF cafcu·lation?

11 A. Investors consider both company-specific variables and overall market sentiment

12 (I.e., level of inflation rates, interest rates, economic conditions I etc.) when

13 balancing their capital gains expectations with dividend yield requirements. I follow

14 an approach fhat is not rigidfy formatted because investors are ndt influenced by a

15 single set of company-specific variables weighted in a formulaic manner.

16 Therefore, in my opinion, all relevant growth rate indicators using a variety of

17 techniques must be evaluated when formulating a judgment of investor expected

18 growth.

19 Q. What company-specific data have you considered in your growth rate

20 analysis?

21 A r have considered the growth in the financial variables shown on Attachment PRM-

22 15 and 16. The bar graph provided on Attachment PRM-15 shows the historical

23 growth rates in earnings per share, dividends per share, book value per share, and

24 cash flow per share for the Gas Group. The historical growth rates were taken

25 from the Value Line publication that provides these data. As shown on Attachment

26 PRM~15, historical growth in earnings per share was in the range of 5.50% to
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8.07% for the Gas Group.

Attachment PRM-16 provides projected earning's per' share growth rates

taken from analysts' forecasts compiled by IBES/First Call, Zacks; and

Reuters/Market Guide and from the YaJueLine publication. IBES/First Call, Zacks,

and Reuters/Market Guide represent reliable authorities of projected g-rowtl1 upon

which investors rely. The IBES/First Call, Zacks, and Reuters/Market Guide

forecasts are limited to earnings per share growth, while Value Line makes

projections of other financial variables. The Value Line forecasts of dividends per

share, book value per share, and cash flow per share have also been included on

Attachment PRM-16 for the Gas Group.

Although five-year forecasts usually receive the most attention in the growth

analysis for DCF purposes, present market performance has been strongly

influenced by shorHerm earnings forecasts. Each of the major publications

provides earnings forecasts for the current and subsequent year. These short-term

earnings forecasts receive prominent coverage, and indeed they dominate these

publications. While the DCF model typically focuses upon long-run estimates of

earnings, stock prices are clearly influenced by current and near4erm earnings

forecasts.

What specific evidence have you considered in the DCF growth analysis?

As to the five-year forecas-t growth rates, Attachment PRM-16 indicates that the

projected earnings per share growth rates for the Gas Group are 5.18% by

IBES/First Call, 5.50% by Zacks, 5.24% by Reuters/Market Guide, and 5.03% by

Value Line. The Value Line projections indicate that earnings per share for' the

Gas Group will grow prospectively at a more rapid rate (i.e., 5.03%) than the

dividendS per share (i.e., 4.29%), which indicates a declining dividend payout ratio

for fhe future. As indicated earlier, and in Attachment PRM~5, with the constant
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price-earnings multiple assumption of the DCF model; growth for these companies

will occur at the higher earnings per share growth rate, thus producing the capital

gains yield expected by investors.

What conclusion have you drawn from these data'?

Ideally historical and projected earnings per share and dividends per share growth

indicators would be used to provide an assessment of investor growth expectations

for a firm; however, the circumstances of the Gas Group mandate that the greater

emphasis be placed upon projected earnings per share growth .. In this regard, it is

worthwhile to note that Professor Myron Gordon, the foremost proponent of the

DCF model in rate cases, concluded that the best measure of growth in the DCF

model is forecasts of earnings per share growth.4 Hence, to follow Professor

Gordon's findings, proJections of earnings per share growth, such as those

published by fBES/First Call, Zacks; Reuters/Market Guide, and Value Line,

represent a reasonable aSSeSSment of investo'r expectations.

It is appropriate to consider all forecasts of earnings' growth rates that are available

to investors. In this regard, I have considered the forecasts from IBES/First Call,

Zacks, Reuters/Market Guide and Value Line. The IBES/First Call, Zacks, and

Reuters/Market Guide growth rates are consensus forecasts taken from a survey

of analysts that make projections of growth for these companies. The IBES/First

Call; Zacks, and Reuters/Market Guide estimates are obtained from the Internet

and are widery available to investors free-of-charg'e. First Call is probably quoted

most frequently in the f[nancial press when reporting on earnings forecasts. The

Value Line forecasts are also widely available to investors and can be obtained by

subscription or free-of-charge at most public and collegiate libraries.

4 "Choice Among Methbds of Estimating Share Yield," The Journal of Portfolio
Management, spring 1989 by Gordori; Gordon & Gourd.
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1 The forecasts of earnings per share growth, as shown on Attachment PRM-

2 16 provide a range of growtH rates of 5.03% to 5.50%. Although the DCF growth

3 rates cannot be established solely with a mathematical formulation, it is my opinion

4 thaf an investor-expected growth rate of 5.25% is within the array of earnings per

50 share growth rates shown by the analysts' forecasts.

6 Q, Are the dividend yield and growth components of the DCF adequate to

7 explain the rate of return on commonequitywhen it is used in the calculation

8 of theweightedaveragecost of capital?

9 A. Only if the capital structure ratios are measured with the market value of debt and

10 equity. If book values are used to compute the capital structure ratios, then an

11 adjustment is requirE1d.

12 Q. Pleaseexplainwhy.

13 A. If regulators rely upon the results of the DCF (which are based on the market price

14 of the stock of the companies analyzed) and those results are used in computing

15 the weighted average cost of capital with a book value capital structure, those

16 results will not reflect the degree of financial risk associated with the capital

17 structure shown by the market capitalization. When the price diverges from book

18 value, the potential exists for a finandal risk difference, whereby the capitalization

19 of a utility measured at its market value contains relatively less debt and more

20 equity than the capitalizati'on measured at its book value.

21 This shortcoming of the DCF has persuaded one regulatory agency to

22 adjust the cost of equity upward to make the return consistent with the book value

23 capital structure. Provisions for this risk difference were made by the Pennsylvania

24 Public Utility CommiSSion in the following cases;

25
26
27

• January 10, 2002 for Pennsyfvanfa~American Water Company in Docket No. R-
OOD16339 -- 60 basis points adjustment.
August 1, 2002 for Philadelphia Suburban Water Company in Docket No. R-
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1 00016750 ~~80 basis points adjustment.
2 January 29, 2004 for Pennsylvania-American Water Company in Docket No. R-
3 00038304 (affirmed by the Commonwealth Court on November 8, 2004) -- 60
4 basis points adjustment.
5 August 5, 2004 for Aqua Pennsylvania, Inc. in Docket No. R-00038805 -- 60
6 basis points adjustment
7 December 22, 2004 for PPL Electric Utilities Corporation in Docket No. R-
8 00049255 -- 45 basis points.
9 February 8/ 2007 for PPL. Gas LJtifities Corporation. in Docket No. R-00061398 -
10M 70 basfs points adjustment.
11
12 It must be recognized that in order to make the DCF results rerevant to a utility's

13 capitalization measured at book value (as is done for rate setting purposes), the

14 market-derived cost rate cannot be used without modification. As I will explain

15 later in my testimony, the resufts of the DCF model must be modified to account for

16 differences in risk when the book value capital structure contaihs more financial

17 leverage than the market value capital structure.

18 Q. Is your leverage adjustment to the DCF model dependent upon the market

19 valuation or book valuation from an investor's perspective?

20 A. The onry perspective that is important to investors is the return that they can realize

21 on the market value of their investment As I have measured the DCF, the simple

22 yield (DIP) plus growth (g) provides a return appficabJe strictly to the price (P) that

23 an investor is willing to. pay for a share of stock. The DCF formula is derived from

24 the standard valuation model: P = DI (k-g), where P = price, D = dividend, k = the

25 cost of eqUityj and 9 = growth in cash flows. By rearranging the terms, we obtain

26 the familiar DCF equation: k= D/P+g. All of the terms in the DCF equation

27 represeni investors' assessment of expected future cash flows that they will

28 receive in relation to the value that they set for a shan::j of stock (P), The need for

29 the leverage adjustment arises when the results of the DCF model (k) are to be

30 applied to a capital structure that is different than indicated by tile market price (P).

31 From the market perspective, the financial risk of the Gas Group is accurately
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1 measured by the capital structure ratios calculated from the market capitalization of

2 a firm. If the ratesetting process utilizes the markel capitalization ratfds; then no

3 additional c:lnalysisor adjustment would be required, and the simple yield (DIP)

4 pius growlh (g) components of the DCF would saHsfy the financial risk associated

5 with the market value of the equfty capitalization. Since the ratesetting process

6 uses a different set of ratios calculated from the book value capitalization, further

7 analysis is required to synchronize the financial risk of the book capitalization with

8 the required return 011 the book value of the equity. This adjustment is developed

9 through precise mathematical calculations, using well recognized analytical

10 procedures that are widely accepted in 1he financfal literature. To arrive at that

11 return, the rate of return on common equity is the unleveraged cost of capital (or

12 equity return at 100% equity) plus a term(s) reflecting the increase in financial risk

13 resulting from the use of leverage in the capital structure. Multiple terms are used

14 in the case of both debt and preferred stock. The resulting return j'sthe one that is

15 necessary for the utility to earn on its own book value capital structure to reflect the

16 financial risk that varies from the return that applies to the market value capital

17 structure.

18 Q, Are there specific factors that influence market-to-book ratios that determine

19 whether the leverage adjustment should be made?

20 A No. The leverage adjustment I use is not intended, nor was it designed, to address

21 the reasons that stock prices vary from book value. Hence; any Observations

22 concerning market prices relative to book are not on point. The leverage

23 adjustment I use deals with the issue of financial risk and is not intended to

24- transform the DCF result to a book value return through a market-to-book

25 adjustment. Again, the leverage adjustment that I propose is based on the

26 fundamental financial precept that the cost of equity is equal to the rate of return for
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25 Q.

26

an unleveraged firm (Le., where the overall rate of return equates to the cost of

equity with a capital structure that contains 100% equity) plus the additional return

required for introducing debt and/or preferred stock leverage into the capital

structure; This is the foundation of the principai fhat capital structure influences the

cost of equity.

Further, as noted previously, the high market prices of utiHtystocks cannot

be attributed solely to the notion that these companies are expected to earn a

return on equity that differs from their respective costs of equity. Stock prices

above book value are common for utility stocks, and indeed non-regulated stock

prices exceed book values by even greater margins. In this regardj according to

the Barron's issue of January 7, 2008, the major market indices' market-tn-book

ratios are well above unity. Utility stocks trade at a multiple of 2.75 times, book

value which is below the market multiple of other indices. For example, the S&P

500 index trades at 2.80 times book value; the S&P Industrial index is at 3.46 times

book value, and the Dow Jones Industrial index is at 3.85 times book value. It is

highly doubtful that the vast majority of all firms operating in our economy are

generating retums far in excess of their cost at capital. Certainly, in our free-

market economy, competition should contain such "excesses" if they indeed eXISt.

Finally, the leverage adjustment adds stability to the final DCF cost rate.

That is to say, as the market capitalization increases relative to-its book value, the

leverage adjustment increases while the simple yield (DIP) plus growth (g) result

declines. The reverse is also true that when the market capitalization declines, the

leverage adjustment also declines as the simple yield (DIP) plus growth (g) result

increases,

What are the implications of a DCF derived return that is related to market

value when the results are applied to the book value of a utilityJ s
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1 capitalization?

2 A. The capital structure raUos measured at the utility's book value show more financial

3 leverage, and higher risk, than the capitalization measured at its market values.

4 Please refer to Attachment PRM-5 for the comparison. This means that a market-

5 derived cost of equity, using models such as DCF and CAPM, reflects a level of

6 financial risk that is different from that shown by the book value capitalization.

7 Hence, it is necessary to develop a cost of equity that reflects the higher financial

8 risk related to' the book value capitalization used for ratesetting purposes, Failure

9 to make this modification would result in a mismatch of the lower financi'al risk

10 related to market varue used to measure the cost of equity and the higher financial

11 risk of the book value capital structure used in the ratesettirig process. That is to

12 say, the cost of equity for the Gas Group that is related to the 54.44% common

13 equity ratio using book value has higher financial risk than the 6829% common

14 equity ratio using market values. Because the ratesetting process utilizes the book

15 value capitafization, it is necessary to adjust the market-determined cost of equity

16 for the higher financial risk related to the book value of the capitalization,

17 Q'. How is the DCF~determined cost of equity adjusted for the financial risk

18 associated with the book value of the eapitaliz-aticm?

19 A. In pioneering work, Nobel laureates Modigfiani and Miller developed several

20 theories about the role of leverage in a firm's capital str-ucture. As part of' that work,

21 Modigliani and Miner established that, as the borrowing of a firm increases, the

22 expected return on stockholders' equity also increases. This principle is

23 incorporated into my leverage adjustment which recognizes that the expected

24 return on ~qujfy increases to reflect the increased risk associated with the higher

25 financial leverage shown by the book varue capital structure, as compared to the

26 market varue capital structure that contains lower financial risk. Modigliani and
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1 Miller proposed several approaches to quantify the equity return associated with

2 various degrees of debt leverage in a firm's capital structure. These formulas point

3 toward an increasE! in the equity return associated with the higher financial risk of

4 the book value capital structure. Simply stated, my leverage adjustment contains

5 no factor for a particular market-to-book ratio. It merely expresses the cost of

6 equity as the unleveraged return plus compensation for the additional risk of

7 introducing debt and/or preferred stock info the capital structure. There can be no

8 dIspute that a firm's financial risk varies with the relative amount of leverage

9 contained in its capital structure. As detailed in Attachment PRM~5, the Modigliani

10 and Miller theory shows that the cost of equity increases by 0.54% (9.65% - 9.11%)

11 when the book value of equity, rather than the market value of equity, is used to

12 compute the weighted average cost of capital.

13 Q. Please provide the DCF return based upon your preceding discussion of

14 dividend yield, growth~and leverage;

15 A. As explained previousiYr I have utilized a six-month average dividend yield

16 ("01 IPo") adjusted in a forward-looking manner for my DCF calculation. This

17 dividend yield is used in conjunction with the growth rate ('Ig Ii) previously

18 developed. The DCF also includes the leverage modification ("lev.") required when

19 the book val'ue equity ratio is used In determining the weighted average cost of

20 capital in the ratesetting process rather than the market value equity ratio related to

21 the price of stock. The cost of equity must also include an adjustment to cover

22 flotation costs ("flat."). The factor used to develop the modification that would

23- account for the flotation costs adjustment is provided in Attachment PRM-6 and

24 Attachment PRM-17.

25 Q. What DCF cost rate have you calculated?

26 A. The resulhng DCF cost rate is:
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= k x flat. = K

Gas Goup 3.86% + 5.25% +' 0.54% = 9.65% x 1.02 ~ 9.84%

1 As I have explained throughout my testimony, each method/model of the cost of

2 equity contains certain assumptfons that are not optimal. The DCF results

3 provided above are one of several methods that I have used to measure the rate of

4 return on common equity for the Company. Although the Commission has used

5 the DCF model in the past, it has less significance in this case. Indeed, the DCF

6 model IS proViding atypical results. That is to say, the low DCF returns can be

7 traced in part to the unfavorable investor sentiment for the gas companies. As

8 shown on page 5 of Attachment PRM~20, the gas distribution companies are

9 viewed as relatively unattractive investments and are ranked 80 out of 98

10 industries by Value Line for probable performance over the next twelve months. In

11 comparison, the regional electric companies are ranked 59 i'n the East, 65 in the

12 Central and 82 in the West; while the water companies are ranked 91 for probable

13 performance over the next twelve months. The significance of thiS low ranking is

14 that performance for the gas companies is expected to be subpar; thereby

15 indicating that the DCr: results will not provide a cost of equity indication that

16 corresponds with the results of the other methods/models. Indeed, the DCF results

17 for the Gas Group are low, while the CAPM results show a much higher result for

18 the Gas Group. This raises serious questions regarding the reliability of the DCF

19 results for the Gas Group. Notwithstanding these failings, I have submitted a DCF

20 calculation so the Commission will have that information. I have not ignored the

21 DCF results, but rather r have assigned no more than equal weight to DCF than the

22 two other methods (risk premium and CAPM) that I rely on.

23 As indicated by the DCF result shown above, the flotation cost adjustment
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1 adds 0.19% (9.84% - 9.65%) to the rate of return on common equity for the Gas

2 Group. In my opinion, this adjustment is reasonable for reasons explained in

3 Attachment PRM-6. The DCF result shown above represents the simplified (i.e.,

4 Gordon) form of the model that contains a constant growth assumption. J should

5 reiterate, hOWeverlthat the DCF indicated cost rate provides an explanation of the

6 rate of return on common stock market prices without regard to the prospect of a

7 change in the price-earnings multiple. An assumption that there will be no change .

8 in the price-earnings multiple is not supported by the realities of the equity market,

9 because price-earnings mulUplesdo not remain constant, which is another reason

10 why the results of the DCF have limited usefulness in this case.

11 RISK PREMIUM ANALYSIS

12 Q. Please describe your use of the Ri'sk Premium approach to determine the

13 cost of equity"

14 A. The details of my USeof the Risk Premium approach and the evidence in support

15 of my conclusions are set forth in Attachment PRM-8. I will summarize them here.

16 With this method, the cost of equity capital is determined by corporate bond yields

17 plus a premium to account for the fact that common equity is exposed to g'reater

18 investment risk than debt capital. As with other models of the cost of equity, the

19 Risk Premium approach has its limitations, including an accurate assessment of

20 the future cost of corporate debt and the measurement of the risk-adjusted

21 common equity premium.

22 Q. What long-term public utility debt cost rate did you use in your risk premium

23 anarysls?

24 A. In my opinIon, a 6.00% yield represents 8i reasonable estimate of the prospective

25 yield on long-term A-rated public utility bonds. As I will subsequently show, the

26 Moodls index and the Blue Chip forecasts support this figure,
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The historical yields for long~term public utility debt are shown graphically

on page 1 of Attachment PRM~18. For the twelve months ended October 2007,

the average monthly yield on Maddy's A-rated index of pUblic utility bonds was

6.03%. For the six and three-monfh periods ended October 2007, the yields were

6.18% for both periods. During the twelve-months ended October 2007, the range

of the yields on A-rated public utility bonds was 5.80% to 6.30%.

What forecasts of interest rates have you considered in your analysis?

J have determined the prospective yield on: A-rated public utility debt by using the

Slue Chip Financial Forecasts ("Blue Chip") along with the spread in the yields that

I describe in Attachment PRM-7. The Blue Chip is a reliable authority and contains

cons·ensus forecasts of a variety of interest rates compiled from a panel of banking,

brokerage; and investment advisory services. In early 1999, Blue Chip stopped

publishing forecasts of yields on A~rated public utility bonds because the Federal

Reserve deleted these yields from its Statistical Release H.15. To independently

project a forecast of the yields on A-rated public utility bonds, 1 have combined the

forecast yields on long-term Treasury bonds published on January 1 i 2008, and the

yield spread of 1.25%, that is supported by the data shown on pages 3 and 4 of

Attachment PRM-18 and explained in Attachment PRM-7. For comparative

purposes, I also have shown the Blue._Chip forecasts for Aaa •.rated and Baa-rated

corporafe bonds:

A-rated Public Utili'ty
Year
2008
2008
2008
2008
2009
2009

Quarter
First

Second
Third
Fourth
First

Second

Blue Chfp Financial Forecasts
Corporate 3D-Year'

Aaa-rated Baa~rateq TIE!as;LllY
5.4% 6.4% 48%
5.5% 6.5% 4.5%
5.5% 6.6% 4.6%
5.6% 6.7% 4.7%
5.7% 6.8% 4.8%
5.8%, 6.9% 4.9%
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_SprE!ad_
1.25%
1.25%,
1.250/00
1.25%
1.25%
1.25%

Yield
5.75%
5.75%
5.85%
5.95%
6.05%,
6.15%
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1 Q. Are there additional forecasts of interest rates that extend beyond those

2 shown above?

3 A. Yes. Twice yearly, Blue Chip provides long~term forecasts of interest rates. In its

4 December 1, 2007 publication, the Blue Chip published forecasts of interest rates

5 as follows:

Blue Chip Financial Forecasts

Averaqes
2009-13
2014-18

Corporate
Aaa-J'ated Baa-rated
6.0% 7.0%
6.1% 7;0%

3D-Year
Treasury
5.2%
5,:3%

..A-rated Public Utility
Spread Yield
1.25% 6.45%
1.25% 6.55%

6 Given these forecast interest rates, a 6.00% yield on A-rated publlo utility bonds

7 represents a reasonable expectation.

8 Q. Howdid you determine the equity risk premium for public utilities?

9 A. Attachment PRM~8 provides a discussion of the finanoial returns that J relisd upon

10 to develop the appropriate equity risk premium for the S&P Public Utilities. I have

11 calculated the equity risk premium by comparing the market returns on utility

12 stocks and the market returns on utility bonds. I chose the S&P Public Utility index

13 for the' purpose of measuring the market returns for utility stocks. The S&P Public

14 Utility index is reflective of the risk associated with regulated utilities, ratHer than

15 some broader market indexes, such as the S&P 500 Composite Index. The S&P

16 Public Utility index is a subset of the overall S&P 500 Composite index. Use of the

17 S&P Public Utility index reduces the role of judgment in establishing the risk

18 premium for public utilities. With the equity risk premiums developed for the S&P

19 Publlc Utilities as a base, I derived the equity risk premium for the Gas Group.

20 Q. What equity risk premium fot the S&P Public Utilities have you determined

21 for this case?

- 33 -
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1 A. To develop an appropriate risk premium, I analyzed the results for the S&P PubliC

2: Utilities by averaging (i) the midpoint of the range shown by the geometric mean

3 and median and (ii) the arithmetic mean. This procedure has been employed to

4 provide a comprehensive way of measuring the central tendency of the historical

5 returns. As shown by the values set forth on page 2 of Attachment PRM~19,the

6 indicated risk premiums for the various time periods analyzed are 5,37% (1928"

7 2006), 6.40% (1952-2006), 5.61% (1974~2006), and 5.83% (1979~2006). The

8 selection of the shorter periods taken from the entire historical series is designed to

9 provide a risk premium that conforms more nearly to present investment

10 fundamentals, and removes some of the more distant data from the analysis.

11 Q. Do you have further support for the selection of the time periods used in

12 your equity risk premium determination?

13 A Yes. First; the terminal year of my analysis presented in Attachment PRM-19

14 represents the returns realized through 2006. Second, the selection of the initial

15 year of each period was based upon the events that I described in Attachment

16 PRM-8. These events were fixed in history and cannot be manipulated as later

17 financial data becomes available. That is to say, using the Tr'easury-Federal

18 Reserve Accord as a defining event, the year 1952 is fixed as the beginning point

19 for the measurement period regardless of the financial results that subsequently

20 occurred. Likewise, 1974 represented a benchmark year because it followed the

21 1973 Arab Oil embargo. Also, the year 1979 was chosen because it began the

22 deregulation of the financial markefs. As such, additional data are merely addedlto

23 the earlier results when they become available, clearly showing that the periods

24 chosen were not driven by the desired results of the study.

25 Q. What conclusions have you drawn from these data?
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1 A. Using the summary values provided on page 2 of Attachment PRM-19, the 1928-

2 2006 period provides the lowest indicated risk premium, while the 1952~2-006

3 period provides the highest risk premium for the S&P Public Utilities. Within these

4 bounds, a common equity risk premium of 5.72% (5.61% + 5.83% := 11.44% +- 2)

5 can be calculated from data covering the periods 1974~2006 and 1979"2006.

6 Therefore, 5.72% represents a reasonable risk premium for the S&P Public Utilities

7 in this case,

8 As noted earlier in my fundamental risk analysis, differences in risk

9 characteristics must be taken into account when applying the results for the S&P

10 Public Utilities to the Gas Group. [recognized these differences in the

11 development of tne equity risk premium in this case. I previously enumerated

12 various differences in fundamentals between the Gas Group and the S&P Public

13 Utilities, including size, market ratios, common equity ratio, retum on book equity,

14 operating ratios, coverage, quality of earnings, Internally generated funds, and

15 betas. In my opinion, these differences indicate that 5,25% r'epresents a

16 reasonable common, equity risk premium in this case. This represents

17 approximately 92% (5.250je> + 5.72% = 0.92) of the risk premium of the S&P Public

18 Utilities and is reflective of the risk of the Gas Group compared to the S&P Public

19 Utilities.

20 Q. What common equity cosf rate would be appropriate using this equity risk

21 premiumand the yield on long~termpUblicutility debt?

22 A. The cost of equify (I.e., "k") is represented by the sum of the prospective yield for

23 long-term public utility debt (I.e., "i") and the equity risk premium (Le., "RP"}. The

24 Risk Premium approach provides a cost of equity of 11.44%as shown below.
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i + RP = k + flat. = K
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A.

6.00% + 5.25% = 11.25% + D,19% ~ 11.44%

CAPITAL ASSET PRICING MODEL

Have you used the Capital Asset Pricing MOdel to measure the Cost of equity

in this case?

Yes, r have used the Capital Asset Pricing ModeJ ("CAPM") in addition to my other

methods. As with other models of the cost of equity, the CAPM contains a variety

of assumptions that I discuss in Attachment PRM-9. Therefore, this method should

be used with other methods to measure the cost of equity, as each will

complement the other and wiH provide a result that will alleviate the unavoidable

shortcomings found in each method.

What are the features of the CAPM as you have used it?

The CAPM uses the, yield on a risk-free interest bearing obligation plus a rate of

return premium that is proportional to the systematfc risk of an investment. The

details of my use of the CAPM and evidence in support of my conclusions are set

forth in Attachment PRM-9. 10 compute the cost of equity with the CAPM, three

components are necessary: a risk-free rate of return ("Rf'), the beta measure of

systematic risk ("11"), and the market risk premium ("Rm~Rf') derived from the total

return on the market of equities reduced by the risk-free rate of return. The CAPM

specifically accounts for differences in systematic risk (Le., market risk as

measured by the beta) between an individual firm or group of firms and the entire

market of equities. As such, to calculate the CAPM it is necessary to employ firms

with traded stocks. In this regard, I performed a CAPM calculation for the Gas

Group. In contrast, my Risk Premium approach also considers industry- and

company-specific factors because it is not limited fo measuring just systematic risk;
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1 As a consequence, the Risk Premium approach is more comprehensive than the

2 CAPM. In addition, the Risk Premium approach provides a better measure of the

3 cost of equity because it is founded upon the yields on corporate bonds rather than

4 Treasury bonds,

5 Q. What betas have you considered in the CAPM?

6 A. For my CAPM analysis, I initially considered the Value Line betas. As shown on

7 page 1 of Attachment PRM-20, the average beta is .86 for the Gas Group.

8 Q. What betas have you used in the CAPM determined cost of equity?

9 A. lhe betas must be reflective of the financiar risk associated with the ratesetting

10 capital structure that is measured at bool< value. Therefore, Value Line betas

11 cannot be used directly in the CAPM, unless those betas are applied to a capital

12 structure measured with market values. To develop a CAPM cost rate applicable

13 to a book value capital structure, the Value Line betas have been unleveraged and

14 releveraged for the common equity ratios using book values using the Hamada

15 formula. This adjUstment has been made with the formula:

16 13/= f5u [1 + (1~t) DIE + PIE]

17 where 111=- the leveraged beta, f1u := the unleveraged beta, t = income tax rate, D:::

18 debt ratio, P ::::preferred stock ratio, and E = common equity ratio. The betas

19 published by Value Line have been calculated with the market price of stock and

20 therefore are related to the market varue capitalization. By using the formula

21 shown above and the capital structure ratios measured at its market values, the

22 beta would become .66 for the Gas Group if it employed no leverage and was

23 100% equity financed. With the unleveraged beta as a base. I calculated the

24 leveraged beta of 1.02 for the Gas Group associated with book value capital

25 structure. The betas and their corresponding common equity ratios are:
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Market Values
Beta Common Equity Ratio Beta

0.86 68.29% 1.02

Book Values
Common Equity Ratio

54.44%

1 The leveraged beta that I wilf employ in the CAPM cost of equity is 1.02 for the Gas

2 Group.

3 Q.. What risk-free rate have you used in the CAPM?

4 A. For reasons explained in Attachment PRM=7, I have employed the yields on 20-

5 year Treasury bonds using both historical and forecast data. to match the longer-

6 term horizon associated with the ratesetting process. As shown on pages 2 and 3

7 of Attachment PRM-20, I provided the historical yields on Treasury notes and

8 bonds. For the twelve months ended October 2007, the average yield on a 20=

9 year Treasury Bond was 4.94%, as shown on page 3 of that attachment. For the

10 six- and three-months ended October 2007; the yields on 20-year Treasury bonds

11 were 5.02% and 4.89%, respectively. During the twelve=months ended october

12 2007, the range of the yields on 20-year Treasury bonds was 4,78% to 5.29%. As

13 shown on page 4 of Attachment PRM-20, forecasts published by Blue_Chip on

14 January 1, 2:008 indicate that the yields on long-term Treasury bonds are expected

15 to be in the range of 4.5% to 4.9% during the next six quarters. The longer term

16 forecasts described previously show that the yields on Treasury bonds will average

17 5.2% from 2009 through 2013 and 5.3% from 2014 to 2018. Hence, I have used a

18 4.75% risk-free rate of return for· CAPM purposes, which reflects the recent easing

19 of monetary policy by the Federal Open Market Committee.

20 Q. What market premium have you used in the CAPM?

21 A. As developed in Attachment PRM-9, the market premium is developed by

22 avera!;jing historical market performance (Le., 6.5%) and the forecasts (Le.,

23 8.28%). For the historically based market premium, r have used the arithmetic
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1 mean. The resulting market premIum is 7.39% (6.5% + K28% := 14,78% + 2),

2. which represents the average market premium using historical and forecast data.

3 Q. Are there adjustments to the CAPM results that are necessary to fully reflect

4 the rate of return on common equity?

5 A. Yes. The literature supports an adjustment relating to the size of the company or

6 portfolio for which the calculation is performed. There would be an understatement

7 of a firm's cost of equity with the CAPM unless the size of a firm is consi'dered.

8 That is to say, as the size of a firm decreases, its risk and; hence, its required

9 return increases, Moreover, in his discussion of the cost of capital, Professor

10 Brigham has indicated that smaller firms have higher capital costs then otherwise

11 similar larger firms (see Fundamentals'of Financial Management, fifth edition, page

12 623); Alsor the Fama/French study (see "The Cross~Sectionof Expected Stook

13 Returns"; The Journal of Finance, June 1992) established that size of a firm helps

14 explain stock returns. In an October 15, 1995 article in Public Utility Fortnightly,

15 entitled "Equity and the Small~Stock Effect," it was, demonstrated that the CAPM

16 could understate the cost of equity significantly according to a company's size.

17 Indeed, it was demonstrated in the SSBr Yearbook that the costs of equity for

18 stocks in lower deoHes(Le., smaller stocks) were in excess of those shown by the

19 simple CAPM. In this regard, the Gas Group has an average equity market

20 capitalization of $1,775 million; which would make it a low cap portfolio. As noted

21 previously, the Company is even smaller than the Gas Group, which would place it

22 in the micro-cap category, which commands an even higher size adjustment. The

23 low cap market oapitaHzationwould indicate a size premium of 1.76%. Absent

24 such an adjustment, the CAPM would understate the required return. However, for

25 my CAPM analysis, ~have adopted a more conservative size adjustment of 0.97%,
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which represents the- mid-cap adjustment, because the market cap of the Gas

Group was near the threshold of the midcap group.

What result have you determined using the CAPM?

Using the 4.75% risk~free rate of return, the leverage adjusted beta of 1.02 for the

Gas Group, the 7.39% market premium, the size adjustment, and the flotation cost

adjustment, the folfowing resuft is indicated.

Rf + 13 x ( Rm-Rf ) + size =

Q.

A.

1

2

3

4

5

6

Gas Group 4.75% + 1.02 x ( 7.39% ) + 0.97% = 13.26% + 0.19% = 13.45%

7 COMPARABLE J::ARNINGSAPPROACH

8 Q. How have you applied the Comparable Earnings approach in this case?

9 A. The technical aspects of the Comparable Earnings approach are set forth in

10 Attachment PRM-10. Because regulation is a substitute for competitivelyw

11 determined prices, the returns realized by non-regulated firms with comparable

12 risks to a public- utility provide useful insight into a fair rate of return. In order to

13 identify the appropriate return; it is necessary to analyze returns earned (or

14 realized) by other firms within the context of the Comparable Earnings standard.

15 The firms selected for the Comparable Earnings approach should be companies

16 whose prices are not subject to cost~based price ceilings (Le., non-regulated firms)

17 so that circularity is avoided. There are tvvo avenues available to implement the

18 Comparable Earnings approach. One method would involve the selection of

19 another industry (or industries} with comparable risks to the public utility in

20 question, and the results for all companies within that industry would serve as a

21 benchmark. The second approach requires the selection of parameters that

22 represent similar risk traits for the public utility and the comparable risk companies.

23 Using this approach, the business lines of the comparable companies become
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24 A.

25

26
27
28

29

30
31
32
33

unimportant. The latter approach is preferabre with the further qualification that the

comparable risk companies exclude regulated firms. As such, this approach to

Comparable Earnings avoids the circular reasoning implicit in the use of the

achieved earnings/book ratios of other regulated firms·.. The United States

Supreme Court has held that

A public utility is entitled to such rates as will permit it to earn
a return on the value of the property which it employs for the
convenience of the public equal to that generally being made
at the same time and in the same general part of the country
on investments In other business undertakings which are
attended by correspondIng risks and uncertainties.... The
return should be reasonably sufficient to assure confidence
in the financial soundness of the uUlity and should be
adequate, under efficient and economical management. to
maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public
duties, !2U:t~efJeldWater Works vs. Pl,lbliG. Service
Commission, 262 U.S. 668 (1923).

Therefore, it is important to identify the returns earned by firms that compete for

capital with a public utility. This can be accomplished by analyzing the returns of

non-regulated firms that are subject to the competitive forces of the marketplace.

How have you implemented the Compai"able Earnings approach?

To identify the comparable risk companies, the Value Line Investment Survey for

Windows was used to screen for firms of comparable risks. The Value line

Investment Survey for Windows includes data Oni approximately 1700 firms.

Excluded from the selection process were companies incorporated in forefgn

countries and master limited partnerships (MLPs), In order to implement the

Comparable Earnings approach, non~regulated companies were selected from the

Value Line Investment Survey for Windows that nave six categories (see

Attachment PRM-10 for definitions} of comparability designed to reflect the risk of

the Gas Group, These screening criteria were based upon the range as defined by

the rankings of the companies in the Gas Group. The items considered were:
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mlsspecification contained in market models when the market capitalization and

Timeliness Rank, Safety Rank, Financial Strength, Price Stability, Value Line

betas, and Technical Rank. The identities of the companies comprising the

Comparable Earnings group and its associated rankings within the ranges are

identified on page 1 of Attachment PRM-21.

Value Line data was relied upon because it provides a compreHensive

basis for evaluating the risks of the comparable firms. As to the returns calculated

by Value Line for these companies, there is some downward bias in the figures

shown on page 2 of Attachment PRM~21, because Value Line computes the

returns on year-end rather than average book value. If average book values had

been employed, the rates of return would have been slightly higher. Nevertheless,

these are the returns considered by investors when taking positions in these

stocks. Because many of the comparability factors, as well as the publ'ished

returns, are used by investors for selecting stocks, it is an appropriate database for

measuring comparable return opportunities;

What data have you used in your Comparable Earnings analYSIS?

I have used both historical realized returns and forecast returns for non-utility

companies; As hoted previously, I have not used returns for utmty companies in

order to avoid the circularity that arises from using regulatory-influenced returns to

determine a regulated return. It is appropriate to consider a relatively long

measurement period in the Comparable EarnIngs approach in order to cover

conditions over an enfire business cycle. A ten~yearperiod (5 historical years and

5 projected years) is sufficient to cover an average business cycle. Unlike the DCF

and CAPM, the results of the Comparable Earnings method can be applied directly

to the book value capitalization because, the.nature of the analYSISrelates to book

1

2

3

4

5
6

7

8

9

10

11

12

13

14

15 Q.

16 A.

17

18

19

20

21

22

23

24

25
26

value. Hence, Comparable Earnings does not contain the potential

- 42-
40



1 book value capitalization diverge significantly. The historical rate of return on book

2 common equity was 14.3% using the median value as shown on page 2 of

3 Attachment PRM-21. The forecast rates of return, as published by Varue Line are

4 shown by the 13.5% median values also provided on page 2 of Attachment PRM-

5 21.

6 Q. What rate of return on common equity have you determined in this case

7 using the Comparable Earnings approach?

8 A. The average of the historical and forecast median rates of return is:

Historical Forecasf Average

Comparable Earnings Group 14.30% 13.50% 13.90%

9 CONCLUSION ON RATE OF RETURN

10 Q. What is your conclusion concerning the Company's cost of common equity?

11 A As discussed previously, it is essential that the Commission consider a variety of

12 techniques to determine the Company's rate of return on common equity because

13 of the limitations/infirmities that are inherent is each method. Based upon the

14 application of the variety of methods and models. that I have used, it is my opinion

15 that the reasonable rate of return on common equity is 11.50% for the Company.

16 Q. Does this conclude your prepared direct testimony?

17 A. Yes.
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t EDUCATIONAL BACKGROUND, BUSINESS EXPERIENCE
2 AND QUALIFICATIONS

3 I was awarded a degree of Bacheror of Science in Business Administration by Drexel

4 University in 1971. While at Drexel, I participated in the Cooperative Education Program

5 which included employment, for one y-ear,with American Water Works Service Company, Inc.,

6 as an internal auditor, where J was involved in the audits of several operating water'companies

7 of the American Water Works System and participated in the preparation of annual reports to

8 regulatory agencies and assisted in other general a'ccountingmatters.

9 Upon graduation from Drexel University, I was employed by American Water Works

10 Service Company, Inc., in the Eastern Regional Treasury Department where my duties

11 included preparation of rate case exhibits for submission to regulatory agencies as well as

12 responsibility for various treasury functions of the American water Works Systemis thirteen

13 New England operating subsidiaries.

14 In 1973, I joined the Municipal Financial Services Department of Betz Environmenta~

15 Engineers, a consulting engineering firm, where, I speciaITzedin financial studies for municipal

16 water and wastewater systems.

17 In 1974, I joined Assodated UtHityServices, Inc., now known as AUS Consultanfs.

18 held various positions with the Utility Services Group of AUS Consultants, concluding my

19 employment there as a Senior Vice President

20 In 1994, I formed P. Mout & Associates, an independent financial and regulatory

21 consulting firm. In my capacity as Managing Consultant and for the past twenty-nine years,-I

22 have continuously studied the rate of return requirements for cost of service regulated firms.

23 In this regard; I have supervised the preparation of rate of return studies that were employed in

24 connection with my testimony and In the past for other individuals. [have presented direct
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1 testimony on the subject of fair rate of return, evaluated rate of return testimony of other

2 witnesses, and presented rebuttal testimony.

3 My studies and prepared direct testimony have been presented before thirty (30)

4 federal, state and municIpal reguratory commissions, includJng: the Federal Energy

5 Regulatory Commission; state public utility oommissions in Alabama, Connecticut, Delaware,

6 Florida, Georgia', Hawaii, Illinois, Indiana, Iowa, Kentucky, Mainel Maryland, Massachusetts,

7 Michigan, Minnesota, Missouri, New Hampshire, New Jersey, New York, North Carolina, Ohio,

8 Oklahoma, Pennsylvania, Rhode Island, South Carolina, Tennessee, Texas, Virginia, aM

9 West Virginia; and the Philadelphia Gas Commission. My testimony has been offered in over

10 200 rate oases involving electric power; natural' gas distribution and transmission, resource

11 recovery, solid waste collection and disposal, telephone, wastewater, and water service utility

12 companies. While my testimony has involved principally fair rate of return and financial

13 matters; I have also testified on capital allocations, capital recovery, cash working capital,

14 income taxes, factoring of accounts receivable, and take-or-pay expense recovery. My

15 testimony has been offered on behalf of municipal and investor-owned public utilities and for

16 the staff of a regulatory commission. I also testified at an Executive Session of the State of

17 New Jersey CommiSSion of Investigation concerning the BPU regulation of solid waste

18 collection and disposal.

19 I was a co-author of a verified statement submitted to the Interstate Commerce

20 CommiSSionconcerning the 1983 Railroad Cost of Capital (Ex Parte No. 452). I was also co-

21 author of comments submitted to the Federal Energy Regulatory Commission regarding the

22 Generic Determination of Rate of Return on Common Equity for PUblicUtilities in 1985, 1986

23 and 1987 (Docket Nos. RM85..-19~OOO,RM86-12-000, RM87-35-000 and RM88-25-000).

24 Further', I have been the consultant to the New York Chapter of the National Association of
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1 Water Companies, which represented the water utility group in the Proceeding on Motion of

2 the Commission to Consider Financial Regulatory Policies for New York Utilities (Case 91-M-

3 0509). I have also submitted comments to the Federal Energy Regulatory Commission in its

4 Notice of Proposed Rulemaking (Docket No, RM99-2-000) concerning Regional Transmission

5 Organizations and on behalf of the Edison Electric Institute in its intervention in the case of

6 Southern California Edison Company (Docket No, ER97-2355-000).

7 In late 1978, I arranged for the private placement of bonds on behalf of an investor-

8 owned public utility. I have assisted in the preparation of a report to the Delaware PUblic

9 Service Commission relative to the operations of the Lincoln and Ellendale Electric Company.

10 I was also engaged by the Delaware P.B.C. to review and report on the proposed financing

11 and disposition of certain assets of Sussex Shores Water Company (P.S.C. Docket Nos. 24~

12 79 and 47-79). I was a co-author of a Report on Proposed Mandatory Sofid Waste Collection

13 Ordinance prepared for the Board of County Commissioners of Collier County, Florida.

14 I have been a consultant to the Bucks County Water and Sewer Authority concerning

15 rates and charges for wholesale contract service with tHe City of Philadelphia. My municipal

16 consurting experience also included an assignment for Baltimore County, Maryland, regarding

17 the CityJCounty Water Agreement for Metropolitan District customers (Circuit Court for

18 Baltimore County in Case 34/153/87-CSP-2636).

19 I am a member of the Sodety of Utility and Regulatory Financial Analysis (formerly the

20 National Society of Rate of Return Analysts) and have attended several Financial Forums

21 sponsored by the Society, I'attended the first National Regulatory Conference at the Marshall-

22 Wythe SchObl of Law, College of William and Mary. I also attended an Executive Seminar

23 sponsored by the Colgate Darden GradUate Business School of the University of Virginia

24 concerning Regulated Utility Cost of Equity and the Capital Asset Pricing Model. In October
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1 1984, I attended a Standard & Poor's Seminar on the Approach to Municipal Utility Ratings,

2 and in May 1985, I attended an S&P Seminar on Telecommunications Ratings.

3 My lecture and speaking engagements include:

Sponsor

New Engfand Gas Assoc,
Water Committee of the
National Association
of Regulatory Utility
Commissioners Florida
Public Service Commission
and University of Utah
Water COillmittee of the
National Association
of Regulatory Utility
Commissioners, Florida
PUblic Service Commission
and University of Utah
National Society of
Rate of Return Analysts

Exnet and Bruder, Gentile &
Marcoux, lLP
Electric Utility
Business Environment Conf.
New England Gas Assoc.
National Society of Rate
of Return Analysts
American Water Works
Association

Occasion

Thirty~eighth Financfal Forum Society of Utility & Regulatory
Financial Analysts

Thirty-third Financial Forum Society of Utility & Regulatory
Financial Analysjs
Pennsylvania Bar Institute

Sixteenth Annual
Eastern Utility
Rate Seminar

Pennsylvania Public Utility
Law Conference:
Non-traditional Players
in the Water Industry
EEl Member Workshop Edison Electric Institute
Developing Incentives Rates:
Application and Problems
The Sixth Annual
FERC Briefing
Seventh Annual
Proceeding
Financial School
Twenty-Fifth
Financial Forum
Rate and Charges
Subcommittee
Annual Conference
Rates School
Seventeenth Annual
Eastern Utility
Rate Seminar

Twentieth Financial
Forum

Date

July 2000

December 2000

April 2006

April 2001

June 1992

February 2000

March 1994

May 1993
April 1993

May 1992
October 1989

October 1988

May 1988

4
5
6
7
8
9
10
11
12
13
14
15
16
1.7
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
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1 October 1987 Fifteenth Annual Water Committee of the
2 Eastern Utility National Association
3 Rate Seminar of Regulatory Utility
4 Commissioners; Florida
5 Pubfi'c Service Commission
6 and University of Utah
7 September 1987 Rate Committee Anierican Gas Association
8 Meeting
9 May 1987 Pennsylvania National Association of
10 Chapter Water Companies
11 annual meeting
12 October i986 Eighteenth National Society of Rate
13 Financial of Return
14 Forum
15 October 1984 Fifth National American Bar Association
16 on UtlHty
17 Ratemaking
18 Fundamentals
19 March 1984 Management Seminar NeWYork State Telephone
20 Association
21 February 1983 The Cost of Capital Temple University, School
22 Seminar of Business Admin.
23 May 1982 A Seminar on New Mexico State
24 Regulation University, Center for
25 and The Cost of Business Research
26 Capital and Services
27 October 1979 Economics of Brown University
28 Regulation
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1 RATESETTING PRINCIPLES

2 Traditional cost of service regulation, as implemented by a regulatory agency engaged

3 in ratesetting, such as the CommissIon, serves as a substitute for competition. In setting

4 rates, a regulatory ageiicy must carefUlly consider the public's interest in reasonably priced, as

5 well as safe and reliable, service. The level of rates must also provide the public utility and its

6 investors with an opportunity to earn a rate of return for the public utility and its investors that

7 is commensurate with the risk to which the invested capital IS exposed so that the public utility

8 has access to the capital required to meet its service responsibilities to its customers. Without

9 an opportunity to earn a fair rate of return, a public utility will be unable to attract sufficient

10 capital required to meet its responsibiliti'es over time.

11 It is important to remember that regulated firms must compete for capital in a global

12 market wi'th non~regulated firms, as well as municipal,- state and federal governments.

13 Traditionally, a public utility has been responsible for providing a particular type of service to its

14 customers within a specific market area. Although this relationship with customers has been

15 changingj a regulated utility remains quite different from a non-regulated firm which is free to

16 enter and exit competitive markets in accordance with available business opportunities.

17 As established by the landmark Bluefield and Hope cases,1 several tests have been

18 articulated through which the regulator can determine the fairness or reasonableness of the

19 rate of return. These tests include a determination of whether the rate of return is (f) SImilar to

20 that of other financially sound businesses having similar or comparable risks, (ii) sufficient to

21 ensure confidence in the financial integrity of the public utility, and (ill) adequate to maintain

22 and support the credit of the utility, thereby enabling it to attractj on a reasonable cost basis,

1 Bluefield Water Works &. Impmvement Co. v. P.S.C. of West Virginia, 262 U.S. 679 (1923)
and F.P.C. v. Hope Natural Gas Co., 320 U.S. 591 (1944).
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1 the funds necessary to satisfy its capItal requirements so tnat it can meet the obligation to

2 provide adequate and reliable service to the public.

3 A fair rate of return must not only provide the utility with the ability to attract new

4 capital, but it must also be fair to existing investors. An approprIate rate of retum which may

5 have been reasonable at one point in time may' become too high or too I'owat a subsequent

6 point i'n time, based upon changing business risks, economic conditions and alternative

7 investment opportunities. When applying the standards of a fair rate of return, It must be

8 recognized that the end result must provide for the payment of interest on the company's debt,

9 the payment of dividends on the company's stock, the recovery of costs associated with

10 securing capital, the maintenance of reasonable credit quality for the company, and support of

11 the company's financial condition, which today would include those measures of financial

12 performance in the areas of interest coverage' and adequate cash flow derived from a

13 reasonable level of earnings.
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1 EVALUATrON OF RISK

2 The rate of return required by investors is directly linked to' the perceived level of risk.

3 The greater the risk of an investment, the higher is the required rate of return necessary to

4 compensate for that risk, all else being equal. Because investors will seek the highest rate of

5 return available considering the risk involved, the rate of return must at least equal the

6 investor-required, market~determined cost of capital if public utilities are to attract the

7 necessary investment capital on reasonable terms.

8 In the measurement of the cost of capital, it is necessary to assess the risk of a firm.

9 The level of risk for a firm is often defined as the uncertainty of achieving expected

10 peiidrmance, and is sometimes viewed as a probability distribution of possible outcomes.

11 Hence, if the uncertainty of achieving an expected outcome is high" the risk is also high. As a

12 consequence; high risk firms must offer investors hi'gherreturns than low risk firms, which pay

13 less to attract capital from investors. This is because the level of uncertainty, or risk of not

14 realizing expected returns, establishes the compensation required by investors in the capital

15 markets. Of course, the risk of a firm must also be considered in the context of its ability to

16 actually experience adequate earnings which conform with a fair rate of return, Thus, if there

17 is a high probability that a firm will not perform well due to fundamentally poor market

18 conditions; investors will demand a higher return.

19 The investment risk of a firm is comprised of its business risk and financial risk.

20 Business risk is all risk other than financial risk, and is sometimes defined as the staying

21 power of the market demand for a firm's product or service and the resulting inherent

22 uncertainty of realiZing expected pre-tax returns on the firm's assets. Business risk

23 encompasses all operating factors; e,g" productivity; competition, management ability, etc.

24 that bear upon the expected pre-tax operating income attributed to the fundamental nature of a
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1 firm's business. Financial risk results from a firm's Useof borrowed funds (or similar sources

2 of capital with fixed payments) in its capital structure, Le;; financial leverage. Thus, if a firm diel

3 not employ financial leverage by borrowing any capital, its investment risk would be

4 represented by its business risk;

5 It is important to note that in evaluating the risk OT regulated companies, financial

6 leverage cannot be considered in the same context as it is for non-regulated companies.

7 Financial leverage has a different meaning for regulated firms than for non-regulated

8 companies. When rates are set for regulated public utilities; the cost at service formula gives

9 the benefits of financial leverage to consumers in the form of lower revenue requirements,

10 since the cost of borrowed funds is generalfy lower than the cost of equity invested in the

11 company; For non-regulated companies, all benefits of financial leverage are retained by the

12 common stockholder. Although retaining'none of the benefits, regulated firms bear the risk of

13 financial leverage. Therefore, a regulated firm's rate of return on common equity must

14 recognize the greater finanCial risk shown by the higher leverage typically employed by public

15 utilities.

16 Although no single index or group of indices can precisely quantify the relative

17 invesiment risk of a firm, financial analysts use a variety of indicators to assess that risk. For

18 example, the creditworthiness of a firm is revealed by its bond ratfngs.. If the stock is traded,

19 the price-earnings multlpfe, dividend yield, and beta coefficients (a statistical measure of a

20 stock's relative volatility to the rest of the market) provide,some gauge of overall risk; Other

21 indicators, whi'ch are reflective of business risk, include the variability of the rate of return on

22 equity, which is indicative of the uncertainty of actually achieving the expected earnings;

23 operating ratios (the percentage of revenues consumed by operating expenses, depreciation,

24 and taxes other than income tax), which are indicative of profitability; the quality of earnings,
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1 which considers the degree to which earnings are the product of accounting principles or cost

2 deferrals; and the lever of internally generated funds. Similarly, the proportion of senior capital

3 in a company's capitalization is the measure of financial risk which is often analyzed in the

4 context of the equity ratio (i.e., the complement of the debt ratio);
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1 COST OF EQUlTY--GENERAL APPROACH

2 Through a fundamental financial analysis, the relative risk of a firm must be established

3 prior to the determination of its cost of equity. Any rate at return recommendation which lacks

4 such a basis will ineVitably fail td provide a utility with a fair rate of return except by

5 coincidence. With a fundamental risk analysis as a foundation; standard financial models can

6 be employed by using informed judgment. The methods which have been employed to

7 measure the cost of equity include: the Discounted Cash Flow (ItDCFIt)modeJ, the Risk

8 Premium ("RP") approach; the Capital Asset Pricing Model ("CAPMIt) and the Comparable

9 Earnings (ItCE")approach.

10 The traditional DCF model, while useful in providing some insight into the cost of

11 equity; is not an approach that shoUld be relied upon exclusively. The divergence of stock

12 prices from company-specific fundamenfals can provide a misleading cost of equity

13 calculation. As reported in The Wall StreetJ~umal on June 6, 1991, a statistical study

14 published by Goldman Sachs indicated that only 35% of stock price growth in the 1980's could

15 be attributed to earnings and interest rates. Further, 38% 6f the rise in stock prices during the

16 1980's was attributed to unknown factors. The Goldman Sachs study highlights the serious

17 limitations of a model; such as DeF, which is founded upon identification of specific variables

18 to explain stock price growth. That is to say, when stock price growth exceeds growth in a

19 company's earnings per share, models such as DCF will misspecify investor expected returns

20 which are comprised of capital gains, as well as dividend receipts. As such, a Combinationof

21 methods should be used to measure the cost of equity.

22 The Risk Premium analysis is founded upon the prospective cost of long--termdebt,

23 i.e., the yield that the public utility must offer to raise long-term debt capital directly from
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1 investors. To that yield must be added a risk premium in recognition of the greater risk of

2 common equity over debt. This additional risk is, of course, attributable to' the fact that the

3 payment of interest and principal to creditors has priority over the payment of dividends and

4 return of capital to equity investors. Hence, equity investors require a higher rate of return

5 than the yield on long~termcorporate bonds.

6 The CAPM is a model not unlike the traditional Risk Premium. The CAPM employs the

7 yield on a risk-free interest~bearingobligation, plus a premium as compensation for risk. Aside

8 from the reliance on the risk-free rate of return, the CAPM gives specific quantification to

9 systematic (or market) risk as measured by beta.

10 The Comparable Earnings approach measures the returns expected/experienced by

11 other non-regulated firms and has been used extensively in rate of return analysis for over aI

12 half century. However, its popularity diminished in the 1970s and 1980s with the

13 popularization of market-based models. Recently, there has been renewed interest in thiS

14 approach. Indeed, the financial community has expressed the view that the regulatory

15 process must consider the returns that are being achieved in the non-regulated sector so that

16 public utilities can compete effectively in the capita! markets. With additional competition

17 being introduced throughout the traditionally regulated public utility industry, returns expected

18 to be realized by non~regulated firms have become increasingly relevant in the ratesetting

19 process. The Comparable Earnings approach considers directry those requirements, and it fits

20 the established sfandards for a fair rate of return set forth in the landmark deCisions on the

21 issue of rate of return. These decisions require that a,fair return for a utility must be equal to

22 that earned by firms of comparable risk,
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1 DISCOUNTED CASH FLOW ANALYSIS

2 Discounted Cash Flow ("DCFIf
) theory seeks to explain the value of an economic or

3 financial asset as the present value of future expected cash fldWS discounted at the

4 appropriate risk-adjusted rate of return. Thus, if $100 is to be received in a single payment 10

5 years subsequent to the acquisition of arLassetj and the appropriate risk-related interest rate is

6 8%, the present value of the asset would be $46.32 (Value = $100 +- (1.08)1o) arising frbm the

7 discounted future cash frow. Conversely, knowing the present $46.32 price of an asset (where

8 prfce = varue), the $100 future expected cash flow to be received 10 years hence shows an

9 8% annual rate of return implicit in the price and future cash flows expected to be received.

10 In its simplest form, the DCF theory considers the number of years from whiCh the cash

11 flow will be derived and the annual compound interest rate which reflects the risk or

12 uncertainty associated with the cash flows. It is appropriate to reIterate that the dollar values

13 to be discounted are future cash flows,

14 DCF theory is flexible and can be used to estimate value (or price) or the annual

15 required rate of return under a wide variety of conditions. The theory underlying the DCF

16 methodology can be easily illustrated by utmzing the investment horizon associated with a

17 preferred stock not having an annual sinking fund provision. In this case, the investment

18 horizon is infinite, which reflects the perpetuity of a preferred! stock. If P represents J:1rice,Kp is

19 the required rate of return on a preferred stock, and 0 is the annual dividend (P and 0 wifh

20 time SUbscripts), the varue of a preferred share is equal to the present value of the dividends to

21 be received ih the future discounted at the appropriate risk"adJusted interest rate, Kp. In this

22 circumstance:
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Po= DI + D2 . + Dl+., .. + DII
(1+ Kp) (1+ Kp / (1 + Kp l (1+ Kp l

If 01 = 02= 0 j = ... Dn as is the case for preferred stock, and n approaches infinity, as is the

case for non-callable preferred stock without a sinking fund, then this equation reduces to:

p == Dr
o Kp

This e-quation can be used to solve for the annual/ate of return on a preferred stock when the

current price and subsequent annual dividends are known, For example, with 01 = $1.00, and

Po = $10, then Kp = $1,00 + $10, or 10%.

The dividend discount equation, first shown, is the generic DCF valuation model for all

equities, both preferred and common. While preferred stock generally pays a constant

dividend, permitting the simpiification subsequently noted, common stock dividends are not

constant. Therefore, absent some bther simplifying condition, it is necessary to rely upon the

generic form of the DCF. If, however, it is assumed that 01, D2' 03, ••• On are systematfcally

related to one another by a constant growth rate (g), so that Do (1 +- g) = 01J 01 (1 +- g) = O2/ o~
(1 + g) = 03 and so on approaching infinity, and if Ks (the required rate of return on a common

stock) is greater than g, then the OCF equation can be reduced to:

D} Do(! + g)
Po~__ or Po=-----

Ks-g Ks-g

16 which is the periodic form of the "Gordon" model.1 Proof of the DCF equation is found in all

1 Alfnough the popular application of the DCF model is often attributed to.the work of Myron J.
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1 modern basic finance textbooks. This DCF equation can be easily sOlved as:

D (l+g)Ks= 0 + g
Po

2 which is the periodic form of the Gordon Model commonly applied in estimating equity rates of

3 return in rate cases, When used for this purpose, Ks is the annual rate of return on common

4 equity demanded by investors to induce them to hard a firm's common stock. Therefore, the

5 variables Do, Po and g must be estimated in the context of the market for equities, so that the

6 rate of return, which a publiC utility is permitted the opportunity to earn, has meaning and

7 reflects the investoNequired cost rate.

8 Application of the Gordon model with mark-et derived variables is straightforward. For

9 example, using the most recent prior annualized dividend (Do) of $0.80, the current price (Po)

10 of $10.00, and the investor expected dividend growth rate (ffJ of 5%, the solution of the DCF

11 formut~ provides a 13.4% rate of return. The dividend yield component In this instance is

12: 8.4%, and the capital gain component is 5%, which together represent the total 13.4% annual

13 rate of return required by investors. The capital gain component of the total return may be

14 calculated with two adjacent future year prices. For example, in the eleventh year of the

15 holding period, the price per share would! be $17,1'0 as compared with the price per' share of

16 $16,29 in the tenth year which demonstrates the 5% annual capital gain yield.

17 Some DCF devotees believe that it is,more appropri'ate to estimate the required return

18 on equity with a model Which permits the use of multiple growth rates. This may be a plausible

Gordon in the mid-1950's, J. 8. Williams exposited the DCf:' model in its present form nearly two
decades earlier.
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1 approach to DCFj where investors expect different dividend growth rates in the near term and

2 long run. If two growth rates, one near term and one long-run; are to be used in the context of

3 a price (Po) of $10.00, a dividend (Do) of $0.80, a near-term growth rate of 5.5%, and a long~

4 run expected growth rate of 5.0% beginning at year 6, the required rate of return is 13.57%

5 solved with a computer by iteration.

6 Dividend Yield

7 The historical annua~ dividend yield for the Gas Group is shown on Attachment PRM~

8 12. The 2002~2006 five-year average dividend yield was 4.2% for the Gas Group. The

9 monthly dividend yields for' the twelve months ending in Decernber 2007 are shown graphically

10 on Attachment PRM.;14. These dividend yields reflect an adjustment to the month-end closing

11 prices to remove the pro rata accumulation of the quarterly dividend amount since the last ex-

12 dividend date.

13 The ex~dividend date usually occurs two business days before the record date of the

14 dividend (i.e., the date by which a shareholder must own the shares to be entitled to the

15 dividend payment usualfy about two to three weeks prior to the actual payment). During a

16 quarter (here defined as 91 days), the price of a stock moves up ratably by the dividend

17 amount as the ex...dividend date approaches. The stockl5oprice then falls by the amount of the

18 dividend on the ex-dividend date. Therefore, it is necessary to calculate the fraction of the

19 quarterly dividend since the time of the last ex-dividend date and to remove that amount from

20 the price. This adjustment reflects normal recurring pricing of stocks in the market, and

21 establishes a price that will reflect the true yield on a stock.

22 A six~month average di-vidend yield has been used to recognize the prospective

23 orientation of the ratesetting process as explained in the direct testimony. For' the purpose of

58



Attachment PRM~5
National Grid NH

DG 08-009
Page 5 of 13

1 a DCF calculation, the average dividend yields must be adjusted to reflect the prospective

2 nature of the dividend payments, I.e..•the higher expected dividends for the future rather than

3 the recent dividend payment annualized. An adjustment to the dividend yield component,

4 when computed with annualized dividends, is required based upon investor expectation of

5 quarterly dividend increases.

6 The procedure to adjust the average dividend yield for the expectation of a dividend

7 increase during the initial investment period will be at a rate of one~halfthe growth component,

8 developed below. The DCF equation, showing the quarterfy dividend payments as Do, may be

9 stated in this fashion:

I' Do (1 + gl + Do (1 + gl + Do (1 + g / + Do (1 + g /
,\. == ,,' + g

Po

1a The adjus": lent factor" based upon one-half the expected growth rate developed in my direct

11 testimony, is 2.625% (5.25% x .5) for the Gas Group, which assumes that two dividend

12 payments will be at the expected higher rate during the initial investment period. Using the

13 six~monthaverage dividend yield as a base, the prospective (forward) dividend yield is 3.85%

14 (3.75% x 1.02625) for the Gas Group.

15 Another DCF model that reflects the discrete growth in the quarter1ydividend (O(j) is as

16 follows:

K = Do (1 + g lJ +Do (1+ giO + Do (1 + g /5 + Do (l + g lOO- - .---------+ g
Po

59



Attachment PRM-5
National Grid NH

DG 08w009
Page 6 of 13

1 This procedure confirms the reasonableness of the forward dividend yield previously

2 calculated. The quarterly discrete adjustment provides a dividend yield of 3.87% (3.75% x

3 1.03260) for the Gas Group. The use of an adjustment is required for the periodic form of the

4 DCF in order to properly recognize that dividends grow on a discrete basis.

5 In either of the preceding DCF dividend yield adjustments, there is no recognition for

6 the compound returns attributed to the quarterly dividend payments. Investors have the

7 opportunity to reinvest quarterly dividend receipts. Recognizing the compounding of the

8 periodic quarterly dividend payments (Do), results in a third DCF formulation;

9 This DCF equation provides no further recognition of growth in tile quarterly dividend.

10 Combining discrete quarterly dividend growth with quarterly compounding would provide the

11 following DCF formulation, stating the quarterly dividend payments (Do):

12 A compounding of the quarterly dividend yield provides another procedure to recognize the

13 necessity for an adjusted dividend yield. The unadjusted average quarterly dividend yield was
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1 0.9375% (3.75% -;-4) for the Gas Group. The compound dividend yield would be 3.85%,

2 (1.009496,4-1) for the Gas Group, recognizing quarterly dividend payments in a forward-looking

3 manner. These dividend yields conform with investors' expectations in the context of

4 refnvestment of their cash dividend.

5 For the Gas Group, a 3.86% forward-looking dividend yield is the average (3.85% +

6 3,87% + 3,85% = 11.57% -;-3) of the adjusted dividend yield using the form Do/Po (1+. 5g), the

7 dividend yield recognizing diScrete quarterry growth, and the quarterly compound dividend

8 yield with discrete quarterly growth.

9 Growth Rate

10 If viewed in its infinite form, the DCF model is represented by the discounted value of

11 an endless stream of growing dividends. It would, however, require 100 years of future

12 dividend payments so that the discounted value of those payments would equate to the

, 3 present price so that the discount rate and the rate of return shown by the simplified Gordon

14 form of the DCF model would be about the same. A century of dividend receipts represents

15 an unrealistic investment horizon from almost any perspective. Because stocks are not held

16 by investors foreVer, the growth in the share value (i.e., capital appreciation, or capital gains

17 yield) is most relevant to investors' total return expectations. Hence, investor expected returns

18 in the equity market are provided by capital appreciation of the investment.as well as receipt of

19 dividends, As such, the sale price of a stock can be viewed as a liquidating dividend which can

20 be discounted alonQiwith the annual dividend receipts during the investment holding period to

21 arrive at the investor expected return.

22 In its constant growth form, the DCF assumes that with a constant return on book

23 common equity and constant dividend payout ratio, a firm's earnings per share, dividends per
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1 share and book value per share will grow at the same constant rate, absent any external

2 financing by- a fir-m. BecauSethese constant growth assumptions do not actually prevail in the

3 capital markets, the capital appreciation potential of an equity investment is best measured by

4 the expected growth in earnings per share. Since the traditlonaf form of the DCF assumes no

5 change in the price-earnings multiple, the value of a firm's equity will grow at the same rate as

6 earnings per share. Hence, the capital gains yield is best measured by earnings per share

7 growth using company~specificvariables.

8 Investors consider both historical and projected data in the context of the expected

9 growth rate for a firm. An investor can compute historical growth rates using compound

10 growth rates or growth rate trend lines. Otherwise, an invesfor can rely upon pUblishedgrowth

i1 rates as provided in widery~circurated,influential publicatfons. However, a traditfona~constant

12 growth DCF analysis that is limited to such inputs suffers from the assumption of no change in

13 the price-earnings multiple, I.e., that the value of a firm's equity will grow at the same rate as

14 earnings. Some of the factors which actually contribute to investors' expectations of eamings

15 growth and Whichshould be considered in assessing those expectations, are: (i) the earnings

16 rate on existing equity, (ii) the portion of earnings not paid out in dividends, (iii) sales of

17 additional common equity, (iv) reacquisition of common stock previously issued, (v) changes in

18 financial leverage, (vi) acquisitions of new business opportunities, (vii) profitable liquidation of

19 assets, and (viii) repositioning of existing assets. The realitfes of the equity market regarding

20 total return expectations" however, also reflect factors other than these inputs. Therefore, the

21 DCF model contains overly restrictive limitations when the growth component is stated in

22 terms of eamings per share (the basis for the capital gains yield) or dividends per share (the

23 basis for the infinfte dividend discount model). In these situations, there is inadequate

62



Attachment PRM~5
National Grid NH

DG 08-009
Page 9 of 13

1 recognition of the capital gains yields arising from stock price growth which could exceed

2 earnings or dividends growth.

3 To assess the growth component of the DCF, analysts' projections of future growth

4 influence investor expectations as explained above. One influential publication is The Value

5 Line Investment SurveYWhichcontains estimated future projections of growth. The Value Line

6 Investment Survey provides growth estimates which are stated within a common economic

7 environment for the purpose of measuring relative growth potential. The basis for these

8 projections is the Value Une 3 to 5 year hypothetfcal economy. The Value Line hypothetical

9 economic environment is represented by components and subcomponents of the National

10 Income Accounts which reflect in the aggregate assumptions concerning the unemployment

11 rate, manpower productivity, price inflation, corporate income tax r'ate, high-grade corporate

12 bond interest rates, and Fed policies. Individual estimates begin with the correlation of sales,

13 earnings and dividends of a company to appropriate components or subcomponents of the

14 future National Income Accounts. These calculations provide a consistent basis for the

15 publfshed forecasts. Value Linels evaluation of a specific company'"sfuture prospects are

16 considered in the context of specific operating characteristics that influence the published

17 projections. Of particular importance for regulated firms; Value Line considers the regulatory

18 quality, rates of retum recently authorized, the hfstoric ability of the firm to actually experience

19 the authorized rates of return, the firm's budgeted capital spending, the firm's financing

20 forecast, and the dividend payout ratio. The wide drculation of this source and frequent

21 reference to Value Line in financial circles indicate that this publication has an influence on

22 investor judgment with regard to expectations for the future,
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1 There are other sources of earnings growth forecasts. One of these sources is the

2 Institutiorial Brokers Estimate System ("IBES"). The IBESservice provides data on consensus

3 earnings per share forecasts and five-year earnings growth rate estimates. The publisher of

4 IBES has been purchased by Thomson/First Call. The IBES forecasts have been integrated

5 into the F'irst Call consensus growth forecasts. The earnings estimates are obtained from

6 financial analysts at brokerage research departments and from institutions whose securities

7 analysts are projecting earnings for companies in the First Call universe of companies. Other

8 services that tabulate earnings forecasts and publish them are Zacks Investment Research

9 and Market Guide (which is provided over the Internet by Reuters). As with the leES/First Call

10 forecasts, Zacks and Reuters/Market GUide provide consensus forecasts collected from

11 analysts for most publlcally traded companies.

12 In each of these publications, forecasts of earnings per share for the current and

13 subsequent year receive prominent coverage. That is to say, IBES/First Call, Zacks,

14 Reuters/Market Guide, and Value Line show estimates of current-year earnings and

15 projections for the next year.. While the DCF model typically focuses upon long-run estimates

16 of growth, stock prices are clearly influenced by current and near-term earnings prospects.

17 Therefore, the near~term earnings per share growth rates should also be factored into a

18 growth rate determination.

19 Although forecasts, of future performance are investor influelicing2, equity investors

20 may also rely upon the observations of past performance. Investors' expectations of future

21 growth rates may be determined, in part, by an analysis of historical growth rates. It is

2 As shown in a National Bureau of Economic Research monograph by JoM G. Cragg and
Burton G. Malkiel, Expectations, and the Structure of Share Prices, University of Chicago Press 1982.
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1 apparent that any serious investor would advise himself/herself of historical performance prior

2 to taking an investment position in a firm. Earnings per share and dividends per share

3 represent the principal financial variables which influence investor growth expectations.

4 Other financial variables are sometimes c-onsidered in rate case proceedings; For

5 example, a company's internal growth rate, derived from the return rate on book common

6 equity and the related retention ratio, is sometimes considered. This growth rate measure is

7 represented by the Value Line forecast i'BxR" shown on Attachment PRMM16. Internal growth

8 rates are often used as a proxy for book value growth. Unfortunately, this measure of growth

9 is often not reflective of investor-expected growth. This is especially important when there is

10 an indication of a prospective change in dividend payout ratio, earned return on book common

11 equity, change in market-to-book ratios or other fundamental changes In the character of the

12 business. Nevertheless, I have also shown the historical and projected growth rates in book

13 value per share and internal growth rates.

14 LeverageAdiustment

15 As noted prevfousfy; the divergence of stock prices from book values creates a conflict

16 within the DCF model when the results of a market-derived cost of equIty are applied to the

17 common equity account measured at book value in the ratesetting context. This is the

18 situation today where the market price of stock exceeds its book value for most companies"

19 This divergence of prics and book value also creates a financial risk difference, whereby the

20 capitalization of a utility measured at its market value contains relatively less debt and!more

21 equity than the capitalization measured at its book value. It is a well~acceptedfact of financial

22 theory that a relatively higher proportion of equity in the capitalization has less financIal risk

23 than another capital structure more heavily weighted with debt. This is the situation for the
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1 Gas Group where the market value of its capitalization contains more' equity than is shown by

2 the book capitalization. The following comparison demonstrates this situation where the

3 market capi'taUzation IS developed by taking the "Fair Value of Financial Instruments"

4 (Disclosures about Fair Value of Financial Instruments ~~Statement of Financial Accounting

5 Standards ("FAS") No. 107) as shown in the annual report for these companies and the

6 market value of the common equity using the price of stock. The comparison of capital

7 structure ratios is:

Gas
Group

Long-term Debt
Preferred Stock
Common Equity

Total

Capitalization at Market Value
(F(3irVaILJe) ...

31.52%
0.19%

68.29%.. . -. - -- .

100'.00%

Capitali'zation at Book Value
... (Carrying Amounts)

45.29%
0.26%

54.44%

100,00%

8 With regard to the capital structure ratios represented by the carrying amounts shown above,

9 there are some variances from the ratios shown on Attachment PRM-12. These variances

10 arise from the use of balance sheet values in computing the capital structure ratios shown on

11 Attachment PRM-12 and the use of the Carrying Amounts of the Financial Instruments

12 according to FAS 107 (the Carrying Amounts were used in the table shown above to be

13 comparable to the Fair Value amounts used in the comparison calculations),

14 With the capital ratios calculated above, it is necessary to first calculate the cost of

15 equity for a firm without any leverage. The cost of equity for an unleveraged firm using the

16 capital structure rafios calculated with market values is:
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1 ku = ke - (((ku - r) 1-t) D / E ) - (ku - d ) P / E

2 8.43%;;:: 9.11% - (((8.43%-6.18%) .65) 31.52%/68.29%) ~ (8.43% - 6.1"2%) 0.19%/68.29%

3 where ku = cost of equity for an all-equity firm, ke::: market determined cost equity, i = cost of

4 debe, d == dividend rate on preferred stock4, 0 = debt ratio, P = preferred stocK ratio, and E :::

5 common equity ratio. The formula shown above indicates that the cost of equity for a firm with

6 100% equity is 8.43% using the market value of the Gas Group's capitalization. Having

7 determined that the cost of equity is 8.43%j for a firm with 100% equity, the rate of return on

8 common equity associated With the book value capital structure IS:

9 ke = ku + (((ku - i ), 1-t) DIE ) + (ku - d ) P / E

10 9.65% =8,43%+ (((8.43%-6.18%) .65) 45.29%/54.44%) + (8.43%-6.12%) 0.26%/54.44%

3 The cost of debt is the sIx-month average yield on Moody's A rated public utilify bonds.

4 The cost of preferred is the sfx-month average yield on Moody's "a" rafed preferred stock.
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1 FLOTATION COST ADJUSTMENT

2 The rate of return on common equity must be high enough to avoid dilution when

3 additional common equity is issued. In this regard, the rate of return on book common

4 equity for public utilities requires recognition of specific factors other than just the market-

5 determined cost of equity. A market price of common stock above book value is necessary

6 to attract future capital on reasonable terms in competition with other seekers of equity

7 capital. Non-regulated companies traditionally have experienced common stock prices

8 consfstentry above book value. For a public utmty to be competitive in the capital markets,

9 similar recognition should be proVided, given the understated Value of net plant investment

10 whi'ch is represented by historical costs much lower than current cost. Moreover, the market

11 value of a public utility stock must be above book value to provide recognition of market

12 pressure, issuance and selling expenses which reduce the net proceeds realized from the

13 sale of new shares of common stock. A market price of stock above book value will

14 maintain the financial integrity of shares previously issued and is necessary to avoid dilution

15 when new shares are offered.

16 The rate of return on common equity should provide for the underwriting discount

17 and company issuance expenses associated with the sale of new common stock. It is the

18 net proceeds, after payment of these costs that are available to the company, because the

19 issuance costs are paid from the initial offering price to the public. Market pressure occurs

20 when the news of an impending issue of new common shares impacts the pre-offering price

21 of stock. The stock price often declines because of the prospect of an increase in the

22 supply of shares. The difficulty encountered in measuring market pressure relates to the

23 time frame considered, general market conditions, and management action during the

24 offering period. An indication of negative market pressure could be the product of the
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1 techniques employed to measure pressure and not the prospect of an additional suppiy of

2 shares related to the new issue,

3 Even in the situation where a company will not issue common stock during the near

4 term, the flotation cost adjustment factor should be applied to the common equity cost rate.

5 A public utility must be in a competitive capital attraction posture at aU times, To deny

6 recognition of a market value of equity above book value would be discriminatory when

7 other comparable companies receive an allowance in this regard. Moreover, to reduce the

8 return rate on common equity by failing to recognize this factor would likewise result in a

9 company being less competitive in the bond market, because a lower resulting overall rate

1() of return would provide less competitive fixed-charge coverage. [t cannot be said that a

11 public utility's stock price already considers an allowance for flotation costs. This is because

12 investors in either fixed-income bonds or common stacks seek theIr required rate of return

13 by reference to alternative investment opportunities, and are not concerned with the

14 issuance costs incurlecl by a firm borrowing long-term debt or issuing common equity,

15 Historical data concerning issuance and selling expenses (excluding market

16 pressure) is shown on Attachment PRM~17. To adjust for the cost of raising new common

17 equity capital, the rate of return on common equity should recognize an appropriate multiple

18 in order to allow for a market price of stock above book value. This would provide

19 recognition for flotati'on costs, which are shown to be 3.9% for public Offerings of common

20 stocks by gas companies from 2002 to 2006, Because these costs are not recovered

21 elsewhere, they must be recognized in the rate of return. Since I apply the flotation cost to

22 the entire cost of equity, I have only used a modification factor of 1.02 which is applied to the

23 unadjusted DCF-measur-e of the cost of equity to cover issuance expense. If the
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1 modification factor were applied to only a portion of the cost of equity, such as just the

2 dividend yield, then a higher factor would be necessary.
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1 INTEREST RATES

2 Interest rates can be viewed in their traditional nominal terms (Le_. the stated rate of

3 interest) and in real terms (Le., the stated rate of interest less the expected rate of inflation).

4 Absent consideration of inflation, the real rate of interest is determined generally by supply

5 factors which are influenced by investors' willingness to forego current consumption (Le., to

6 save) and demand factors that are influenced by the opportunities to derive income from

7 productive investments. Added to the real rate of interest is compensation required by investors

8 for tne inflationary impact of the declining purchasing power of their income received in the

9 future. While interest rates are clearly influenced by the changing annual rate of inflation, it is

10 important to note that the expected rate of inflation that is reflected in current interest rates, may

11 be quite different than the prevailing rate of inflation.

12 Federal Reserve Board ("Fed") policy actions, which impact directly- short-term interest

13 rates, also substantially affect investor sentiment in long-term fi'xed-income securities markets.

14 In this regard, the Fed has often pursued policies designed to build investor confidence in the

15 credit markets. Formative Fed policy has had a long history, as exemplified by the historic 1951

16 Treasury-Federal Reserve Accord, and more recently, deregulation within the financial system

17 which increased the level and volatility of interest rates. The Fed has indicated that it wiH follow

18 a monetary policy designed to promote non-inflationary economic growth.

19 Rates of interest vary by the type of interest bearing instrument. Investors require

20 compensation for the risk associated with the term of the investment and the risk of default. The

21 risk associated with the term of the investment is usually shown by the yi'eld curve, Le., the

22 difference in rates aCross maturities. The typical structure is represented by a positive yield

23 curve which provides progressively higher interest rates as the maturities are lengthened. Flat
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1 (1.e., relatively level rates across maturities) or inverted (i.e., higher shorHerm rates than long~

2 term rates) yield curves occur less frequenHy,

3 The risk of default is typically associated with the creditworthiness of the borrower.

4 Differences in interest rates can be traced to the credit quality ratings assigned by the bond

5 rating agencies, such as Moody's Investors Service, Inc. and Standard & Poor's Corporation.

6 Obligations of the United States Treasury are usually considered to be free of default risk, and

7 hence reflect only the real rate of interest, compensation for expected Inflation, and maturity

8 risk.

9 Public Utilitv Bond Yields

10 The Risk Premium analysis of the cost of equity, which is discussed in Attachment PRM-

11 8,.is represented by the combination of a firm's borrowing rate for long-term debt capital plus a

12 premium that is required to reflect the additional risk associated with the equity of a firm. Due to

13 the senior nature of the long-term debt of a firm, its cost is lower than the cost of equity due to

14 the prior claim whiChlenders have on the earnings and assets of a corporation.

15 As a generalization, all interest rates track to varying degrees of the benchmark yields

16 establis·hed by the market for Treasury securities. Public utility bond yields usually reflect the

17 underlying Treasury yield associated with a given maturity plus a spread to reflect the specific

18 credit quality of the issuing public utility. Market sentiment can alsO'have an influence on the

19 spreads as described below. The spread in the yields on public utility bonds and Treasury

20 bands varies with market conditions, as does the relative revel of interest rates at varying

21 maturities shown by the yield curve.

22 Pages 1 and 2 of Attachment PRM-i8 provide the recent history of long-term public

23 utility bond yields for the rating categories of Aa, A and Baa (no yields are shown for Aaa rated

24 public utility bonds because this index has been discontinued); The top four rating categories of
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1 Aaa, Aa, A, and Baa are known as "investment gradesj, and are generally regarded as eligible

2 for bank investments, under commercial banking regulations. These investment grades are

3 distinguished from "junk" bonds which have ratings of Sa and below.

4 A relatively ICinghistory of the spread between the yields on long~termA-rated public

5 utility bonds and 20~yearTreasury bonds is shown on page 3 of Attachment PRM-18. There, it

6 is shown that those spreads were about one percentage point during for the years 1994 through

7 1997. With the aversion to risk and flight to quality described earlier, a significant widening of

8 the spread in the yields between corporate (e.g" public utility) and Treasury bonds developed in

9 1998, after an initial widening of the spread that began in the fourth quarter of 1997; The

10 significant widening of spreads in 1998 was unexpected by some technically savvy investors, as

11 shown by the debacle at the Long-Term Capital Management hedge fund. When Russia

12 defaulted its debt on August 17, some investors had to cover short positions when Treasury

13 prices spiked upward. Short covering by investors that guessed wrong on the relationship

14 between corporate and Treasury bonds arso contributed to the run-up in Treasury bond prices

15 by increasing the demand for them. This helped to contribute to a widening of the spreads

16 between corporate and Treasury bonds.

17 As shown on page 3 of Attachment PRM-18, the spread in yields between A~rated

18 public utility bonds and 20~year Treasury bonds were about one percentage point prior to,

19 1998; 1.32% in 1998, 1.42% in 1999, 2.01% in 2000, 2.13% in 2001, 1.94% in 2002, 1.62% in

20 2003, 1.12% in 2004, 1.01% in 2005, and 1;08% in 2006. As shown by the monthly data

21 presented on pages 4 and 5 of Attachment PRM-18, the interest rate spread between the

22 yields on 20-year Treasury bonds and A-rated pUblicutility bonds was 1.09 percentage points

23, for the twelve~months ended October 2007. For the six- and three-month periods ending
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1 October 2007, the yield spread was 1.16% and 1.29%, respectively. Spreads widened with

2 the development of the credit crunch in the third quarter of 2007.

3 Risk-Free Rate of Return in the CAPM

4 Regarding the risk-free rate of return (see Attachment PRM-9), pages 2 and 3 of

5 Attachment PRM~20provide the yields on the broad spectrum of Treasury Notes and Bonds.

6 Some practitioners of the CAPM would advocate the use of short~termtreasury yields (and

7 some would argue for the yields on 91-day Treasury Bills). Other advocates of the GAPM

8 would advocate the use of longer-term treasury yields as the best measure of a risk-free rate

9 of return. As Ibbotson has indicated:

10 The Cost of Capital in a Regulatory Environment. Wheh discounting
11 cash flows projected over a long period, it is necessary to discount
12 them by a long-term cost of capital. Additionally, regulatory
13 processes for setting r'atesoften specify or suggest that the desired
14 rate of return for a regulated firm is that which would allow the firm to
15 attract and retain debt and equity capital over the long term. Thus,
16 the long-term cost of capital is typically the appropriate cost of capital
17 to use in regulated ratesetting, (Stocks, Bonds, Bills and Inflation -
18 1992Yearbook, pages 118~-119)
19
20 As indicated above, long-term Treasury bond yields represent the correct measure of the rjsk~

21 free rate of return in the traditional CAPM. Very short term yields on Treasury bills should be

22 aVOidedfor several reasons. First, rates should be set on the basis of financial conditions that

23 will exist during the effective period of the proposed rates. Second, 91-day Treasury bill yields

24 are more volatile than longer-term yields and are greatly influenced by FOMC monetary policy,

25 poHticai, and economlo situations. Moreover, Treasury bill yields have been show-n to be

26 empirically inadequate for the CAPM. Some advocates of the theory would argue:that the risk-

27 free rate of return in the CAPM should be derived from quality ICihg-termcorporate bonds.
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RISKPREMIUMANAL '{SIS

The cost of equity requIres recognition of the risk premium required by Common

3 equities over long-term corporate bond yields. In the case of senior capital, a company

4 contracts for the Useof long-term debt capital at a stated coupon rate for a specific period of

5 time and In the case of preferred stock capital at a stated dividend rate, usually with provision

6 for redemption through sinking fund requirements. In the case of senior capital, the cost rate

7 is known with a high degree of certainty because the payment for use of this capital is a

8 contractual obligation, and the future schedule of payments is known. In essence, the

9 investor-expected cost of senIor capital is equal to the realized return over the entire term of

10 the issue, absent default

11 The cost of equity, on the other hand, is not fixed, but rather varies with investor

12 perception of the riSKassociated with the common stock. Because no precise measurement

13 exists as to the cost of equity, informed Judgmentmust be exercised through a study of various

14 market factor'Swhich motivate investors to purchase common stock. In the case of common

15 equity, the realized return rate may vary significantly from the expected cost rate due to the

16 uncertainty-associated with earnings on common equity. This uncertainty highlights the added

17 risk of a common equity investment.

18 As one would expect from traditional risk and return relationships, the cost of equity is

19 affected by expected interest rates. As noted in Attachment PRM-7, yields on long~term

20 corporate bonds traditionally consist of a real rate of return without regard to inflation, an

21 increment to reflect investor perception of expected future inflation, the investment horizon

22 shown by the term of the issue until maturity, and the credit risk associafed with each rating

23 category.
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1 The Risk Premium approach recognizes the required compensation for the more risky

2 common equity over the less risky secured debt position of a lender. The cost of equity stated

3 in terms of the familiar risk premium approach is;

4 k=i+RP

5 where, the cost of equity (Uk') is equal to the interest rate on long-term corporate debt ("i'j,

6 pIUs·an equity risk premium ("RP7 which represents the additionaf compensation for the riskier

7 common equity,

9 The equity risk premium is determined as the difference in the rate of return on debt

10 capital and the rate of return on common equity. Because the common equity holder has only

11 a residual claim on earnings and assets, there is no assurance that achievedi returns on

12 common equities will equal expected returns. This is quite different from returns On bonds,

13 where the investor realizes the expected return during the entire holding period,. absent

14 default. It is for this reason that common equities are always more risky than senior debt

15 securities. There are investment strategies available to bond portTolio managers that

16 immunize bond returns agalnst fluctuations in interest rates because bonds are redeemed

17 through sinking funds or at maturity, whereas no such redemption is mandated for publio utility

18 common equities.

19 It is well recognized that the expected return on more risky investments will exceed the

20 required yield on less risky investments. Neither tne possibility of default on a bond nor the

21 maturity risk detracts from the risk analysis; because the common equity risk:rate differential

22 (i.e,; the investor-reqUired risk premiUm) is always greater than the return components on a

23 bond. It should also be noted that the investment horizon is typically long-run for both
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1 corporate debt and equity, and that the risk of default (Le., corporate bankruptcy) is a concern

2 to both debt and equity investors. Thus, the required yield on a bond provides a benchmark or

3 starting point witn which to track and measure the cost rate of common equity capital.. There is

4 no need to segment the bond yield according to its components, because it IS the total return

5 demanded by investors that is important for determining the risk rate differential for common

6 equity. This is because the complete bond yield provides the basis to determine the

7 differential, and as such, consistency requires that the computed differential must be applied to

8 the complete bond yield when applying the risk premium approach. To apply the risk rate

9 differential to a partial bond yield would result in a misspecification of the cost of equity

10 because the computed differential was initially determined by reference to the entire bond

11 return.

12 The risk rate differenUal between the cost of equity and the yield on long-term

13 corporate bonds can be determined by reference to a comparison of holding period returns

14 (here defined as one year) computed over long time spans, This analysis assumes that over

15 long periods of time investors' expectations are on average consistent with rates of return

16 actuaUy achieved. Accordingly, historical holding period returns must not be analyzed over an

17 unduly short period because near4erm realized resufts may not have fulfilled investors'

18 expectations, Moreover, specific past period results may not be representative of investment

19 fundamentals expected for the future. This is especially apparent when the holding period

20 returns include negative returns which are not representative of either investor requirements of

21 the past or investor expectations for the future. The short:..run phenomenon of unexpected

22 returns (either positive or negative) demonstrates that an unduly short historical period would

23 not adequately support a risk premium analysis. It is important to distinguish between
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1 investorsi motivation to invest, which encompass positive return expectations" and the

2 knowledge that losses can occur. No rational investor would forego payment for the use of

3 capital, or expect loss of principal, as a basis for investing. Investorswill hold cash rather than

4 invest with the expectation of a loss.

5 Within these constraints, page 1 of Attachment PRM-19 provides the historical holding

6 perfod returns for fhe S&P Public Utility Index which has been independently computed and

7 the historical holding period returns for the S&P Composite Index which have been reported in

8 Stocks, Bonds, Bills and Inflation published by Ibbotson & Associates. The tabulation begins

9 with 1928 because January 1928 is the earliest monthly dividend yield for the S&P Public

10 Utility Index. I have considered all reliable data for this study to avoid the introduction of a

11 particular bias to the results. The measurement of the common equity return rate differential is

12 bas-edupon actual capital market performance using realizedlresults. As a consequence, the

13 underlying data for this risk premium approach can be analyzed with a high degree of

1:4 predsion. Informed professional judgment is required only to interpret the results of this study-,

15 but not to quantify the component variables.

16 The risk rate differentials for all equities, as measured by the S&P Composite, are

17 established by reference to long-term corporate bonds. For public utilities, the risk rate

18 differentials are computed with the S&P Public Utilities as compared with public utility bonds.

19 The measurement procedure used to identify the risk rate differentials consisted of

20 arithmetic means, geometric means, and medians:for each series. Measures of the central

21 tendency of the results from the historical periods provide the best indication of representative

22 rates 0( return. In regulated ratesetting, the correct measure of the equity risk premium is the

23 arithmetic mean because a utility must expect to earn its cost of capital in each year in order to
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1 provide investors with their long-term ex-pectations. In other contexts, such as pension

2 determinations, compound rates of return" as shown by the geometric means, may be

3 appropriate. The median returns are also appropriate in ratesetting because they are a

4 measure of the central tendency of a single period rate of return. Median values have als6

5 been considered in this analysis because they provide a return which divides the entire series

6 of annual returns in half and are representative of a return that symbolizes, in a meaningful

7 way,.the central tendency of all annual returns contained within the analysis period. Medians

8 are regularly included in many investor-influencing publications,

9 As previously noted, the arithmetic mean provides the appropriate point estimate of the

10 risk premium. As further explained in Attachment PRM-9, the long-term cost of capital in rate

11 cases requires the use of the arithmetic means. To supplement my analysis, I have also used

12 the rates of return taken from the geometri'c mean and median for each series to provide the

13 bounds of the range to measure the risk rate differentialsl This further analysis shows that

14 when selecting the midpoint from a range established with the geometric means and medians,

15 the arithmetic mean is indeed a reasonable measure for the long-term cost of capital. For the

16 years 1928 through 2006, the risk premiums for each class of equity are:

S&P S&P
Composite Public Utilities

Arithmetic Mean 5.8H% 5.41%

Geometric Mean 4.25% 3.35%
Median 10.17% 7.29%

Midpoint of Range 7.21% 5.32%

Average 6.54% 5.37%
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1 The empiri'calevidence suggests that the common equity risk premium is higher for the S&P

2 Composite Index compared to the S&P Public Utilities.

3 If; however, specific historical periods were also analyzed in order to match more

4 closely historical fundamentals with current expectations, the results provided on page 2 of

5 Attachment PRM-19 should also be considered. One of these sub-periods included the 54-

6 year period, 1952-2006. These years follow the historic 1951 Treasury-Federal Reserve

7 Accord which affected monetary policy and the market for government securities.

8 A further investigation was undertaken to determine whether realignment has taken

9 place subsequent to the historic 1973 Arab Oii embargo and during the deregulation of the

10 financial markets. In each case; the public utility risk premiums were computed by using the

11 arithmetic mean, and the geometric means and medians to establish the range shown by

12 those values. The time periods covering the more recent periods 1974 through 2006 and

13 1979 through 2006 contain events subsequent to the initial oil shock and the advent of

14 monetarism as Fed policy, respectively., For the 55~year, 33"year and 2Bpyearperiods, the

15 public utility risk premiums were 6.40%, 5.61%, and 5.83% respectively, as shown by the

16 average of the specffic point-estimates and the midpoint of the ranges provided on page 2 of

17 Attachment PRM-19.
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1 CAPITAL ASSET PRICING Mo.DEL

2 Modern portfolio' theory provides a theoretical explanation of expected returns on

3 portfolios of securities. The Capital Asset Pricing Model e'CAPMi
') attempts to describe the

4 way prices of individual securities are determined in effiCient markets where information is

5 freely available and is reflected instantaneously in security prices. The CAPM states that the

6 expected rate of return on a security is determined by a risk-free rate of return plus a risk

7 premium which is proportional to the non-diversifiable (or systematic) risk of a security.

8 The CAPM theory has several unique assumptions that are not cornmon to most other

9 methods used to measure the cost of equity. As with other market-based approaches; the

10 CAPM is an expectational concept. There has been significant academic research conducted

11 that found that the empirical market line, based upon historical datal has a less steep slope

12 and higher intercept than the theoretical market line of the CAPM. For equities with a beta

13 less than 1.0, such as utility common stocks, the CAPM theoretical market line wilr

14 underestimate the realistic expectation of investors in comparison with the empirical market

15 line which shows that the CAPM may potentially misspecify investors' required return.

16 The CAPM considers changing market fundamentals in a portfolio context The

17 balance of the· investment risk, or that characterized as unsystematic, must be diversified.

18 Some argue that diversifiable (unsystematic) risk is unimportant to investors. But this

19 contention is not completely justified because the business and financial risk of an Indivlduaf

20 company, including regulatory risk, are widely discussed within the investment community and

21 therefore influence investors in regulated firms. In addition, I note that the CAPM assumes

22 that through portfolio diversiffcatlon, investors wilf minimize the effect of the unsystematic

23 (diversifiable) component of investment risk. Because it is not known whether the average
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1 investor holds a well-diversified portfolio, the CAPM must also be used with other models of

2 the cost of equity.

3 To apply the traditional CAPM theory, three inputs are required: the beta coefficient

4 ('{3"), a risk4ree rate of return tRf') , and a market premium ("Rm - Rf'? The cost of equity

5 stated in termS of the CAPM is:

6 k = Rf +{3 (Rm - Rf)

7 As previously indicated, it is important to recognize that the academic research has

8 shown that the security market fine was flatter than that predicted by the CAPM theory and it

9 had a higher intercept than the risk-free rate. These tests indicated that for portfoli'os with

10 betas less than' 1.0, the traditional CAPM would understate the return for such stocks.

11 LIkeWise, for portfolios with betas above 1.0; these companies had lower returns than

12 indicated by the traditional CAPM theory. Once again, CAPM assumes that through portfolio

13 diversification investors win minimize the effect of the unsystematic (diversifiable) component

14 of investment risk. Therefore, the CAPM must also be used with other models of the cost of

15 equity, especially when it is not known whether the average public utility investor holds a well-

16 diversified portfolio.

17 Beta

18 The beta coefficient is a statistical measure which attempts to identify the non-

19 diversifiable (systematic) risk of an individual security and measures the sensitivity of rates of

20 return on a particular security with general market movements. Under the CAPM theory, a

21 security that has a beta of 1.0 should theoretically provide a rate of return equal to the return

22 rate provided by the market. When employing stock price changes in the derivation of beta, a

23 stock with a beta of 1.0 should exhi'bit a movement in price which would track the movements
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1 in the overall market prices' of stocks. Hence, if a particular investment has a beta of 1.0, a

:2 one percent increase in the return on the market will result; on averagel in a one percent

3 increase in the return on the particular investment. An investment which has a beta less than

4 1.0 IS considered to be less risky than the market.

5 The beta coefficient C'{3") , the one input in the CAPM application which specifically

6 applies to an individual firm, is derived from a statistical application which regresses the

7 returns on an individual security (dependent variable) with the returns on the market as a

8 whole (independent variabre). The beta coeffidents for utility companies typically describe a

9 small proportion of the total investment risk because the coefficients of determination (R2
) are

10 low.

11 Page 1 of Attachment PRM-20 provides the betas published by Value L.ine. By way of

12 explanation, the Value Line beta coefficient is derived from a "straight regression" based upon

13 the percentage change in the weekly price of common stock and the percentage change

14 weekly of the New York Stock Exchange Composite average using a five-year period. The

15 raw historical beta is adjusted by Value Line for the measurement effeot resulting in

16 overestimates in high beta stocks and underestimates in low beta stocks. Value Line then

17 rounds its betas to the nearest .05 increment. Value Line does not consider dividends in the

18 computation of its betas.

19 Market Premium

20 The final element necessary to apply the CAPM is the market premium. The market

21 premium by definition is the rate of return on the total market less the risk-free rate of return

22 ("Rm~· Rf"). In this regard, the market premium in the CAPM has been calculated from the totaf

23 return on the market of equities using forecast and historical data. The future market return is
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1 established with forecasts by Value Line uSing estimated dividend yields and capital

2 appreciation potential..

3 With regard to the forecast data, I have relied upon the Value Line forecasts of capital

4 appreciation and the dividend yield on the 1,700 stocks in the Value Line Survey. According to

5 the January 4, 2008 edition of The Value Line InYT~.ent. S_y'l"'{eYSummary and lodex, (see

6 page 5 of Attachment PRM-20) the total return on the universe of Value Line equities is:

7
8
9

10
11

Median Median
Dividend Appreciation Total
Yield + Potential - Return

As of January 4, 2008 1.9% + 10.67%1 = 12.57%

12 The tabulation shown above provides the dividend yield and capital gains yield of the

13 companies followed by Value Line. Another measure of the total market return is provided by

14 the DCF return on the S&P 500 Composite index. As shown below, that return is 13.49%.

DCF Result for the S&P 500 Composite
DIP ( 1+.5g ) + g = k

1.88% ( 1.05750 ) + 11.50% = 13.49%

where: Price (P) at 31-Dec-2007 = 1468.36
Dividend (D) for 3rd Otr. '07 = 6.90
Dividend (D) annualized = 27.60
Growth (g) First Call EpS :=: 11.50%

15 Using these indicators, the total market return is 13.03% (12.57% or 13.49% = 26.06% + 2)

16 using both the \lalueLine, and S&P derived returns. With the 13.03% forecast market return

17 and the 4.75%) risk-free rate of return, a 8.28% (13.03% -' 4.75%) market premium wourd be

18 indicated using forecast market data.

1 The estimated median appreciation potential is forecast to be 50% for 3 to 5 years hence.
The annual capital gains yield at the midpoint of the forecast period is 10.67% (i.e., 1.50.25 - 1).
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1 With regard to the historical data, I provided the rates of return from long-term historical

2 time periods that have been widely circulated among the investment and academic community

3 over the past several years, as shown on page 6 of Attachment PRM-20. These data are

4 published by Ibbotson Associates in its Stocks, Bonds, Bmsand Inflation ("SBBI"); From the

5 data provided on page 6 of Attachment PRM-20, I calculate a market premium using the

6 common stock arithmetIc mean returns of 12.3% less government bond arithmetic mean

7 returns of 5.8%. For the period 1926-2006, the market premium was 6.5% (12.3% - 5.8%). J

8 should note that the arithmetic mean must be used in the CAPM because it is a single period

9 model. It is further confirmed by Ibbotsonwho has indicated:

10 Arithmetic Versus GeometriC' Differences
11 For use as the expected equity risk premium in the CAPM, the
12 arithmetic or simple difference of the arithmetic means of stock
13 rnarket returns and riskless rates is the relevant number. This
14 IS because the CAPM is an additive model where the cost of
15 capital is the sum of its parts. Therefore, the CAPM expected
16 equity risk premium must be derived by arithmetic, not
n geometric, subtraction.
18
19 Arithmetic Versus Geometric Means
20 The expected equity risk premium should always be calculated
21 using the arithmetic mean. The arithmetic mean is the rate of
22 return which, when compounded over multiple periods, gives
23 the mean of the probability distribution of ending wealth
24 values. This makes the arithmetic mean return appropriate for
25 computing the cost of capital. The discount rate that equates
26 expected (mean) future values with the present value of an
27 investment is that investment's cost of capital. The logic of
28 using the discount rate as the cost of capital IS reinforced by
29 noting that investors will discount their (mean) ending wealth
30 values from an investment back to the present using the
31 arithmetic mean; for the reason given above. They will
32 therefore require such an expected (mean) return
33 prospectively (that is, in the present looking toward the future)
34 to commit their capital to the investment. (Stocks, Bonds, Bills
35 andJnflation ~1996Yearbook, pages 153-154)
36
37 For the CAPM, a market premium of 7.39% (6.5% + 8.28% = 14.78% + 2) would be
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1 reasonable which is the average of the 6.5% using historica~data and a market premium of

2 8.28% using forecasts.
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1 COMPARABLE EARNINGS APPROACH

2 Value Line's analysis of the companies that it follows includes a wide range of financial

3 and market variables, including nine items that provide ratings for each company. From these

4 nine items, one category has been removed dealing with industry performance because, under

5 approach employed, the particular business type is not significant. In addition, two categories

6 have been ignored that deal with estimates of current earnings and dividends because they

7 are not useful for comparative purposes. The remaining six categories provide relevant

8 measures to establish comparability. The definitions for each of the six criteria (from the Value

9 Line Investment Survey - Subscriber Guide) follow:

10 Timeliness Rank
11
12 The rank for a stock's probable relative market performance in
13 the year ahead. Stocks ranked 1 (Highest) or 2 (Above
14 Average) are likely to outpace the year-ahead market. Those
15 ranked 4 (Below Average) or 5 (Lowest) are not expected to
16 outperform most stocks over the next 12 months. Stocks
17 ranked 3 (Average) will probably advance or decline with the
18 market in the year ahead. Investors should try to limit
19 purchases to stocks ranked 1 (Highest) or 2 (Above Average)
20 for Timeliness.
21
22 Safety Rank
23
24 A measure of potential risk associated with individual common
25 stocks rather than large diversified portfolios (for which Beta is
26 good risk measure). Safety IS based on the stability of price;
27 which includes sensitivify to the market (see Beta) as well as
28 the stock's inherent volatility, adjusted for trend and other
29 factors including company SiZ6j the penetration of its markets,
30 product market volatility, the degree of financial leverage, the
31 earnings qualitYI and the overall condition of the balance
32 sheet. Safety Ranks range from 1 (Highest) to 5 (Lowest).
33 Conservative investors should try fa limit purchases to equities
34 ranked 1 (Highest) or 2 (Above Average) for Safety.
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EinanciaLStrenqth

The financial strength of each of the more than 1,600
companies in the VS II data base is rated relative to all the
others. The ratings range from A++ to C in nine steps. (For
screening purposes, think of an A rating as "greater than" a B).
Companies that haVe the best relative financial strength are
given an A++ rating, indicating an ability to weather hard times
better than the vast majority of other companies. Those who
don't quite merit the top rating are given an A+ grade, and so
on. A rating as low as C++ is considered satisfactory. A rating
of C+ is well below average, and C is reserved for companies
with very serious financial problems. The ratings are based
upon a computer analysis of a number of key variables that
determine (a) financial leverage, (b) business risk, and (c)
company size, plus the judgment of Value Line/s analysts and
senior editors regarding factors that cannot be quantified
across~thewboard for companies. The primary variables that
are indexed and studied include equity coverage of debt,
equity coverage of intangibles, "quick ratio"j accounting
methods, variability of return, fixed charge coverage, stocl<
price stability, and company size.

Price Stabilitv Index

An index based upon a ranking of the weekly percent changes
in the price of the stock over the fast five years. The lower the
standard deviation df the changes, the more stable the stock.
Stocks ranking in the top 5% (lowest standard deviations)
carry a Price Stability Index of 1'00; the next 5%, 95; and so on
down to 5. One standard deviation is the range around the
average weekly percent change in the price that encompasses
about two thirds of all the weekly percent change figures over
the last five years. When the range is wide, the standard
deviation is high and the stock's Price Stability Index is low.

A measure of the sensitivity of the stocl<iS price to overall
fluctuations in the New York Stock Exchange Composite
Average. A Beta of 1.50 indicates that a stock tends to rise (or
fall) 50% more than the New York Stock Exchange Composite
Average. Use Beta to measure the stock market risk inherent
i'n any diversified portfolio of, say, 15 or more companies.
Otherwise, use the Safety Rank, which measures totar risk
inherent in an equity, inclUding that portion attributable to
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market fluctuations. Beta is derived from a least squares
regression analysis between weekly percent changes in the
price of a stock and weekly percent changes in the NYSE
Average over a perfod of five years. In the case of shorter
price histories, a smaller time period is used, but two years is
the minimum. The Betas are periodically adjusted for their
fang-term: tendency to regress toward 1.00.

TechnicaLRank

A prediction of relative price movement; primarily over the next
three to six months. It is a function of price action relative to
all stocks followed by Value Line. stocks ranked 1 (Highest)
or 2 (Above Average) are likely to outpace the market. Those
ranked 4 (Below Average) or 5 (Lowest) are not expected to
outperform most stocks over the next six months. Stocks
ranked 3 (Average) will probably advance or decline with the
market. Investors should use the Technical and Timeliness
Ranks as complements to one another.

11[2907.1
Feb 20 1008 i2;14 AM
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2006 2005 2004 ~QO} ;zqQ~
(MillIOns lif Doll.OiI

Amount of Capital Employed
Permanent Capital $ 120.1 S 117.4 S 111.6 $ i4S,j $ 140.0
Short· Tertii Deb! $ 40.2 S 53.7 S 64.4_ _5_,42:,L _S_~,6 ..
fotal Capitaf $ 160.3 S 171.2 S 176.0 S 169.1 S 143.6

Capital Structure Ratios
Based on Permanent Captial: Averaoe

Long-Term Debt 33.3% 34.1% 35.Ei% 54.B% 57.6% 43.1%
CommON EquitY' [11 66.7% 65.9% _()4.2%_ __45.2%. 42.4%' 56.9%

100,0% 100.0% 100.0% 100.0% _100,0% 1QQ.O~h
Sased on Total Capital:
Tolal Debt incl. Short Term 50,0% 54.B% 59.3% 60.9% 58.6% 56.7%
Common Equity 111 50.0% 45.2% 40.7% 39.1% 41.4% 43.3%

.100.0% 100.0% 100mh 100.0% 100.0% 100.0%

Rate of Return on Book Common Eqully 111 3.5% 7.B% 8.0%· 9.90/. 3.7% 6.6%

Operating Raila m 95.6% 92.6% 90.1% 86.7% 86.0% 90.2%

Coverage incl. AFUDC PI

Pre-tax: AlIlnteresl Charges 2.21 x 4.00 lG 2.48 X 3.39 x 1.24 x 2.6S lG
Post-tax: All Interest Charges 1.81 x 2.85 X 1.93 X 2.19 x 1,15 x 1.99 x

Coverage ext!. AFUtiC iJ!

Pre-tax: All Interest Charges 2.iO x 3.94 x 2.45 x 3.33 x 1.21 x 2.61 x
Post-tax:' All Interest Charges 1'.(0 x' 2.19 x i.90 x 2.14 x 1 13 x 1.93 x

Qualily of Earnings & Cash Flow
AFCllncome AvaH, for CommOri Equity 13.5% 3.4% 3.9% 4.8% 18.3% 8.8%
EffectiVe Income tax Rate 33.2:% 38.2% 37.1% 50.1% 36.1% 38.9%
Internal Cash GeneratlonlConsfruction ,Ji 93.8% El1.El% i30A% 160.9% 50.1% 99.4%
Gross Cash Flowl Avg. Total Debt 151 16.7% 9.B% 1Ei.5% %.2% 10.7% 18.4%
Gross Cash Flow Interesf Coverage <el 5.33 J( 4.10 )( 4.24 x 7.B3 x 2.11 j( 4,71 j(

See Page 2 for Notes.
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Attachment PRM-11
National Grid NH

DG 08-009
Page 2 of 2

Enen~\lNorth Natural Gas, Inc" d/b/a National Grid NH
Capitalization and Financial Statistics

2002~2006, InclusIve

Notes:

(1) Excluding AcCUmulated Other Comprehensive Income ("OCI") from the equity account..

(2) Tolal operating expenses, maintenance, depredation and taxes other than incom~ as a
percentage of operating revenues.

(:?) Coverage calculations represent the number of times available earnings, both including and
excluding AFUDC {allOWancefor funds used during construction} as reported in its entirety, cover
fixed charges.

(4) Internal casn generation/gross construction is the percenta'ge of gross construction expenditures
provided by internally-generated funds from operatIons after pay-menlof all cash dividends
dIvided by gross construction expendItures.

(5) Gross Cash Flow (sum of net income, depredation, amortIzation, net deferred income taxes and
investment tax credits', less AFUDC) as a percentage of average total debt.

(6) Gross Cash Flow (sum of net Income, depreciation, amortization, net deferred income taxes and
investment tax credits, less totai AFUDC) plus intere'st charges; divided by interest charges,

(7) Common dividend coverage is the relationship of internally generated funds from operations after
payment of preferred stock dividends to common dividends paid.

Source of Information: Audited Financial Statements by Deloitte Touche Tohmatsu
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Amounl of Capital Employed
Permanenl Capital
Short-Term Debl
Total Capital

Markel-Based Financial Ralios
Pnce-Eamings- Multiple
MarkeilBook Ralio
Dividend Yield
Dividend Payout Ratio

Capital Structure Ralios
Based on Perrhanen! Capital:
Long.ierm Oebt
Preferred Stock
Common I::quityl2l

Based on Tofal Capital.
Total Debt inel. Short Term
Preferred Stock
Common Equity m

Rate' of Relum on Book Common Equity 12)

Operating Ratio (3)

coverage inel. AFUDC (4)

Pre-tax: All Interest Charges
Post-tax: All Interest Charges
Overall Coverage: Mint. &. Pfd. Div.

Coverage exel. AFUDC 141
Pre-lax: Allinteresl Charges
Pcisl·lax:: Alllnteresl Charges
Overall Coverage: AlllnL &. Pfd. Div.

Quality of EaITiings &. Cash Flow
AFClh'\come AvaiL foF Common I::quity
t::ffeetive [Flcome fax Rate

Intemal Cash GeneratfonlConstru elian 15}

Gross Cash Flew! Avg. Taial Debt(51

G Foss Casn Flow Interest Covera-ge (7)

Common Dividend Coverage (ii,

See Puge 2 for Noles.

Attachment PRM-12
National Grid NH

DG 08-009
Page 1 of 2

Gas. Grauo

Capitalization and Financial Statistics'1j

2002-2006. Inclusive

2006 2005 2PQ4 .. ~QO;' 20P4
IMi~lons of Deliars)

$ 1,900A S 1,823.5 $ 1,530.7 $ 1,233.7 $ 1,136.9
$ 263.5 S 187.8 $ 141.9 $ 218.6 $' 138.3
$ 2,163.9 S 2,011.3 $ 1,672.6 $ 1,452.3 $ 1.275.2

~A\le@ge_
16 x 16 x 15 x 14 x 17 x 16 x

192.9% 198.4% 187.4% 180.9% 170.3% 186.0%
3.7% 3.7°;0' 4LO~{' 4.5q~ 4.9~b. 4.2%
59.4% 59.6% 61.4% 61.5% 82.4% 64.9%

4S.4% 4£.1% 45:7% 4S.7% 51.1% 47.2%
0.5% 0.4% 0.5% 0.3% 0.4% 0.4%
53.2% 53.5% 53.8% 5:;'0% 48.5% 52.4%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

53.8% 51.9% 50.9% 55.2% 56.1% s:l£%
0.4% 0.4% 0.4% O.3~0' 0.40/0 O.4Clb

45,8% 47,7% 48.7% 44.5% 43.4% 45.0%
100.0% 100.0% 100,0% 100.0% 100.0% 100.0%

12.4% 12.2% 12.1% 13.0% 11,0% 12.1%

89.1% fJ9.1·% 88.1% 8S.7% 84.9% 87.6%

4.14 ~ 4.43 x 4.61)( 4.44 ~ 3.41 j( 4.22 x
2.92 x 3.11 x 3.22 x 3.11 x 2.51 X 2.97 ~
2.91 x 3.10 x 3.21 x 3.10 x 2.49j( ~.96 it

4.11 x 4.41 x 4.59)( 4.42 x 3.45 x 4.20 x
2.89 x :UDx 3.20 x 3.09 x 2.49 x 2.95 x
2.88 x 3.08 x 3.19 x 3.08 x 2.47 x 2.94 x

1.Bc{h aL9~h 1.2% 1.2% 1.4% 1.3%
38.5% 38.1% 38.0% 38.1% 38.7% 38.3%
78.0% 84.6% 94.4% 120.4% 82.9% 92.1%
18.9% 20.3% 22.0% 22.6% 18.2% 20.4%
4.15 x 4.53 x 5.28 x, 5.32 ~ 4.0$ x 4.67 x
3.10 x 3.08 x 3,50 x 3:7'1 x 3.16 x 3,31 x
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AUachment PRM-12
National Grid NH

DG 08~009
Page 2 of 2

(;as Group
CapifalizatioFi and Financial Statistics

2002-2006. Inclusive
Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved
results for each individual company in the group.

(2) EXcluding Accumulated Other Comprehensive Income ("QCI") from the equity account.
(3) Tota~operating expenses, maintenance, depredation and taxes other than income taxes as a

percent of operating revenues.
(4) Coverage calculations represent the number of times available earnings; both including and

excluding AFUDC (allowance for funds used during construction) as reported in its entirety,
covet fixed charges,

(5) Internal cash generation/gross construction is the percentage of gross construction expenditures
provided by internalfy-generated funds from operations after payment of all cash dividends
divided by gross construction expenditures.

(6) Gross Cash P'low (sum of net income'; depreciation, amortization, net deferred income taxes and
irwestment tax credits, les$ total AFUDC) as a percentage of average total debt.

(7) Gross Cash Flow (sum of net Income, depreciation, amortizatfon; net deferred income taxes and
investment tax credits, less total AFUDC) plus interest charges, divided by interest charges.

(8) Common dividend coverage is the relationship of internally~generated funds from operations
after payment of preferred stock dividends to common dividends paid.,

Basis of SelectIon;
The Gas Group includes companies that (i) are engaged in the naturaf gas distribution business, (ii)
have publicly~traded common stock, (Hi) are contained in The Value Line Investment Survey, (iv) they
have not recenUy cut or omitted their dividend, (v} they are riot currently the target of a merger or
acquisition, (vi) they operate with weather normalization and/or decoupling tariff feature&, and (vir)
they have at least 60% of their assets subject to utility regulation,

CorporateCredit Ratings Stock S&P Stock Value Line
Ticker Company Moody's S&P Traded Ranking Befa

ATG AGL Resources, Inc. A3 A· NYSE A~ 0.85

ATO Atmos EnergyCorp. Baa3 BBB NYSE B+ 0.85
NJR NewJersey ResourcesCorp Aa3 A+ NYSE A 0.85
NWN NorthwestNatural Gas A3 AA- NYSE 1:3+ 0.90

PNY Piedmont Natural Gas Co. A3 A NYSE A- 0.85

SJI South Jersey Industries, Inc. Baa2 8B8+ NYSE B+ 0.85
WGL WGL Holdings,Inc. A2 AA- NYSE B+ 0'.85

Average A3 A B+ 0.86

Note: Ratingsare those of utility subsidiaries

Source of Information: Utility COMPUSTAT
Moody's Investors Service
Standard & Poor's Corporation
S&P Stock Guide
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Amount of Capital Employed
Permanent Capital
Short-Term Debt
Total Capital

Markel-Based Financial Ratios
Price-Earnings Mulliple
Market/Book Ralio
Dividend Yield
Dividend Payout Ratio

Capital structure Ratios
Based on Permanenl Captial:
Long-Term Debt
Preferred Sfock
Common Equity 12)

Based on Total Capital:
Total Debf incl. Short Term
Preferred Stock
Common Equity 12}

Rate of Return on Book Common Equity!2'

Operating Ralio (3)

Coverage incl. AFUDC (4)

Pre·tax: All Interest Charges
Post-fax: All Interest Charges
dveraii Covetage~ Ail Inl. S. Pid_ Div.

Coverage excl. AFUDC 14)

Pre-tax: All Interest Charges
Post-lax; All Interesf Charges
Overall Coverage: Allin!. & Pfd, Div.

Quality of Earnings & Cash Flow
AFC/lncome Avail. for Commdn Equity
Effeclive Income Tax Rate
Intemal Cas!; Generation/Construction (5)

Gross Cash Flowl Avg. Tolal Debt (E1

Gross Cash Flow Inierest Coverage 17)

Common Dividend Coverage (a]

See Page 2 for Notes.

Attachment PRM-13
National Grid NH

DG 08-009
Page 1 of 3

Standard & Poor's PuJ?.IjpjJJl.!!.tle§
Capitalization and f'inancial Statislicslll

2002-2006. Inclusive

;!OPl:l fO ()5 ~004 2003 2002
(Million. of 0'011••• )

S. 15,146.0 $ 14,261.2 $14,164.3 $ 14,259.5 S 13,850.0
S 516.4 S 480.8 S 279.5 $ 266.9 S 913.6
S 15.662.4 S 14,742.0 S 14.443.8 S 14.526.4 S 14,763.6

Average.
16 x 16 x 15 x 1~ x 14 x 15 X

206.6% 201.8% 182.4% 150.6°,~ 152.2% 178.7%
3.5% 3.5% 3.8% 4.2% 5.0% 4.0%
56.3% 57.2% 70.3% 58,8% 72.8% 63.1%

54 ..1% 55.6% 57.4% 59.3%, 60.4% 57.4%
1.1% 1.3% 1.5% 1.6% 1.B~'D 1.5%

44.7% 43.2% 4U)% 39. 1",j, 37.8% 41.2%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

56.1% 57.7% 59.0% 60.7% 63.1% 59.3%
1.1°}0 1.2°/~ 1.5t}b 1.6°/0/ 1.7% 1.4%

42.8% 41..1% 39.5% 37.7% 35.2% 39.3%
100.0% 100.0%. 100.0% 100.0% 100.(l% 100.0%_

12.3% 11.4% 11.5% 10.0% 8.1% 10.7%

81.2% 85.2% 84.4% 84.8D,f. 84.5% 84.0%

3.42 x 3.20 x: 3.02 x 2.51 x 2,41 x 2.92 x
2,~J( 2.54 x 2.42 x 2.12 x 1.99 x 2.34 ~
2.61 j( 2.50 J( 2.31'l x 2.IT7x 1'.95 x 2.30 ~

3.38 x 3.17 x 2.99 l( 2.53 x 2.37 x 2.89' x
2.60 x 2.51 x 2.39 x 2.0B x 1.95 x 2.31 x:
2.56 x 2.47 x 2.35 x 2.03 x 1.90 x 2.26, x

2.4~Q O.9Q,b 3,0% 1.7% 2.6% 2..,1%
32.4% 31'.3% 26.2% 40.3% 29.0% 31.8%,
95.6% 108.3% 127.0% 127.8% ~H,8% 110,1%
23.8% 21.3% 21.1% 20.8% 19.0% 21.2%
4.57 x 4.42 x 4.42 x 4.41x 4.07 x 4.3& x
4.41 x 4.41 x 5.00 x 5.27 j( 4.23 x 4.65 x:
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Attachment PRM-1,3
National Grid NH

DG 08-009
Page 2 of 3

~ta[ld.ard ~._Poor'sPublic Utilities
Capitalization and Financial Statistics

2002-2006; Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic
average of the achieved results for each individual company in the group.

(2) ExcludIng Accumulated Other Comprehensive income ("OCI") from the
equity account

(3) Total operating expenses, maintenance, depreciation and taxes other than
income taxes as a percent of operating revenues.

(4) Coverage calculations represent the number of times available earnings,.
both inc~udingand excluding AFUDC (allowance for funds used during
construction) as reported in its entirety; cover fixed charges.

(5) Internal cash generation/gross construction is the percentage of gross
construction expenditures provided by internally-generated funds from
operations after payment of all cash dividends divided by gross construction
eXpenditures.

(6) Gross Cash Flow (sum of net income, depreciation, amortization, net
deferred income taxes and investment tax credits, less total AFUDC) as a
percentage of average total debt.

(7) Gross Cash Flow (sum of net income, depreciation, amortization, net
deferred income taxes and investment tax credits, less total AFUDC) plus
interest charges, divided by interest charges.

(8) Common dividend coverage is the relationship of internally-generated funds
from operations after payment of preferred stock dividends to common
dividends paid.

SourCe of Information: Annual Reports to Shareholders
Utility COMPUSTAT
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Allegheny Energy
Ameren Corporation
American Electric PoWer
eMS Energy
CenterPoint Energy
Consolidated Edison
Constellation Energy Group
DrE Energy Co.
Dominion Resources
DUKe Energy
Edison Int'l
Efltergy COJl].
Exelon Corp,
FPL Group
FirstEhEirgy' Corp,
Integrys Energy Group
Keyspan Energy
NICOR Inc.
NiSourCE! Inc.
PG&E Corp.
PPL Corp.
Pirit'iacle West Capital
Progress Energy, Inc.
Public Servo Enterprise Inc.
QUesta:FCorp.
Sempra Energy
Southern Co.
TECO Energy
TXU CORP
Xcel Energy Inc

AveFage for S&P utilittes

Attachment PRM-13
National Grid NH

DG 08-009
Standard & Poor's Public Utilities Page 3 of 3

Company Identities (1}

Common S&P ValUe
Credit R<:iting (21 __ Stock Stock Line

Ticker . MoQ9Y'S S&P Traded Rankin(1 Beta

AYE Baa3 BB+ NYSE 8~ 1.85
AEE A2 BB8+ NYSE A~ 0.75
AEP Baa2 BBB NYSE B 1.20
eMS Ba1 88 NYSE C 1.45
CNP Baa3 BBB NYSE B 0.65
ED Ai A NYSE B+ 0.65
CEG A3 BBB+ NYSE B 0.95
DTE Baa1 BBB NYSE B+ 0.70
D Baa1 BBB NYSE B+ 0.95
DUK Baa2 BBB NYSE B+ 1.20
EIX Baa1 8B8+ NYSE B 1.05
ETR Baa2 BBB NYSE B+ 0.85
EXC A3 BBB+ NYSE B+ 0.80
FPl., Ai A NYSE A- OliO
FE Baa2 BBB NYSE B+ 0.75
TEG Ai A~ NYSE B 0.85
KSE A3 A NYSE 8 0.85
GAS Ai AA NYSE 8 1.15
NI Baa2 BBB NYSE B 0.80
PCG Baai EiElB NYSE B 1-10
PPL 8aa1 A- NYSE 8 1.00
PNW BEia2 8BB- NYSE A- 0.90
PGN Baa1 BBB NYSE B+ 0.80
PEG Baa1 BB8 NYSE 8+ 0,90
STR A2 A- NYSE A~ 0.90
SRE A2 A NYSE B 1.00
SO A2 A NYSE A- 0,65
TE Baa2 888- NVSE B- 1.00
TXU Baa3 B8B- NYSE B 1.05
XEL A3 BBB+ NYSE B 0.80

Baa1 BBB+ B 0.95

Note: (11 Includes companies contained in S&P Utif[ty CompustaL AES Corp. and Dynegy;
Inc. are not included.
(21 Ratings are those of utility subsidiaries

Source of Information: Moody's Investors Service
Standard & Poor's Corporation
Standard & Poor's Slock Guide
Value Line Investment Survey for Windows
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Nftlljflif Gns h;t1~trv
AniJ~ysis.or Public Dffennps or Gammon Slock

Y~ijts 2002-2006

Attachment I?RM-17
National Grid NH

DG DB-DDS
Page 1of 1

f.\oU AGL SOUTHEfiN AlMos \iECTREN SEMPRA PIEDMONT UGI
UTlU~~ Re~~urt,;f, .fESOURC'S .!!.t.llot.l CD'< 'NoRGY CORP, Et.lERGY NATURAL ~

bal~ or bH~nng l12Slico'i 11/29l2oo2 ill1t2tlQ3 8'/5.1200; EIlB/ice::! 817r.2003 1010r.1003 rl~0i20IT4 ~i1Bi2004

No .01 5-NareS .offered lODO~ 11<00~ 2,.100 5.800 9,500 4,000 6,500 15,000 .01.250 7,500
Dol;;n amI 01 offi!!nn~ ISOOOI S :;!!JjJjDEj i 00.4'00 123,2"00 f 152,000 101,:140 i4a',205' $ 420,000 'e(j,6~~ S 240.750-

Frice 10 -pub!i'= 2~.000 S 24.200 22,000 16.000 25 ~10 22.8'0 28000 ~ 42,50Ci 3:t1Oo-

Under .••.•nler'5 dfscounlS
and ~i'iimii510fi ~ S one D.770 ~ 1013 ~ ~ !> 1.400 S 1-404----

Gross Proceeds 2:.'!.2S:i ~j4M 21.230 ,5440 ~4.2er 22:1jl~ ':!1..160 41,O'iCi 30,89&

Eslim.atad company
IS!lUilnce expen-ses ~ ~ 0,045, ~ 0,005 . S 0,O,4B. _$_.0,033_ NA .$'_0,020_-."--

Nel proceeds to:
compilny p~r !ihiET-E" ~ :s 23.388 21185 S. 15.351 5. 24:202 .. ,5 ..... .21.,885. .~ ... 27, 12T .. . ~.... ~1.01Ci.. .5 ...30.675:,

Un'CIeKoolrilers dJsc.cunt
BS ;; pe~nl6f Ii"~ftngprlf.e 33% 3 Q';il 3.5% 35% 4 O~~) 3,5'Jo\. 30'10 3.5% 4.4%

f~suance ewpens.e
••.5 -il percent of ortenn!)' prj~ H6 ti 41!.\, 1l.2i71, .06"':':1 .04';~ {1.2% ~ W 0.1%

TotalluLJi7H1Ce Clnd
5e~!ng e)Cpense as
i'i§ a piii(tvnt of eff-l'!1'i"i'ig pile! ~ ~ ;l.lj; ~ ~ Ul> ~ ~ :L!ili

NORTHweST LACLEDE SoUTHERN AfMOs AGb SOUTH'EIiN s'EMco Chesapeilke
t.lI\TURI\L G~OUP UNION~ AQUiLA ENoRGY RoSoURCES UNION CD, --"""!DL utlHtid!i;'

Dale c; Off~r!ng 3}30i::!Od4 5161200.; 1I1S'i::!'[lD4 81Hli200~ 10r21110IT4 ~iiigi2.o(1.4 217,"005 B/£i120DS 1i/iS/2DO:S

No, or shares. offered {COOl 1.200 1,500 11,000 40,000 14,QlJO 8,000 1~.013 4,300 SOO,3
Doitar amt of l:lnering (5000' 37,20'0 S 40.200 208,250 $ 10';>,000 348,500 ;>87,898 $ 342,698 $' 27,17& 5 18,068

Price to publiC "]1 JXll1 26.800 18750 2,550 24750 310'0 23,000 ~ 832Ci :30100

Un.derwrit~f"$£jfscoul1ts
and c::om.mlu,1on ~ ~ 0,658 ~ 0,660 ~ 5 o,too s:: 0-2:53 5 1 •.125

GHJI.'! Prc[:Jl!~::lti ;>8960 25.0;!g: 18,064 2451 23,780 30,080 22,300 6.067 28.075

Estimated company
iUU.jUla! I!XpC!hMtS _~ 0.'.46" ,5_.0,667 _.s __ 0.06' ~~N_I\_~ Nt< ~ ~ ~ 5 6',37&

Nel proCeed! LO
company per sh-are S. 29844 .. $ .25 ~~2 S... . .1~003 .. ~ $ 23160 ~ ~ ....L...i!!2!. ..l....lli2!.

~
Uridl';7.vtjtif"ri diif:](int
015 a ptre;ent 01 -offering price 33% 33"";' 3.5"':r:~ ~~~ o IN. 3,0% 3 C••• O,fF.4, 07% 35"

b.;uaii¢e l"!"·pi!n~e
as oil p!rcent 01 offering prie.e 0.5% Q.31l-1. D.51ii,' !it, ~ O,l~, 0_3% Lr& '.2'l-i, O.:l~,

T6t~J IssUiii1ce aM
s.eltHlg b:>:.pense af!.
a!l. a p~rcenl of offering :pnce ~ Wi U}, ~ ~ ;w, ~ ~ il$t ~

S'o!-lrce of i'nform<:rHol1_ Pl,lbli: Utility Ftnl1nciJl Trnck~r
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Interest Rates for Investment Grade Public Utility Bonds
Yearly for 2001-2006

andJhe Twelve Months Ended Octooer 2007

Aa A Baa
Year;; Rated Rated Rated Average

2002 7.19% 7.37% 8,02% 753%
2003 6..40% 6.58% 6.84% 6.61%
2004 6.04% 6.16% 6.40% 5.20%
2005 5.44% 5.65% 5.93% 5.67%
2006 5.84% 6.07% 6.32% 6.08%

Five-Year
Average 6.18% 6.37% 6.70% 6.42%

Months

Nov-06 5.61% 5.80% 6.04% 5.82%
Dee-06 5.62% 5.81% 6.05% 5.83%
Jan-07 5.78% 5.96% 6.16clfo 5.96%
Feb-07 5.73% 5.90% 6.10% 5.91%
Mar-07 5.66% 5.85% 6.10% 5.87%
Apr~07 5.83% 5.97% 6>.24% 6.01%
May-07 5.86%i 5.990/0 6.23% 6.03%
Jun-07 6.18% 6.30% 6.54% 6,,34%
Jul-07 6.11% 6.25% 6,49% 6.28%
Aug-07 6.11% 6.24% 6.51% 6.28%
Sep-07 6.10% 6.18% 6.45% 6.24%
Oct-07 6.04% 6.11% 6.36% 6.17%

Twelve-Month
Average 5.89% 6.03% 6.27% 6.06%

Six-Month
Average 6.07% 6,18% 6.43% 6.22%

Three-Month
Average 6.08% 6.18% 6.44% 6.23%

Source: Mergent Bond Record

Attachmer'\t PRM-18
N-ational Grid NH

DG 08-009
Page 2 of 5

104



9.
00
%

8,
00
%

TO
O
%

6i
.0
0%

5,
00
%

4.
00
%

3.
,0
0%

2.
00
%

1.
00
%

Y
ie
ld
s.
on

A
-r
at
ed

Pu
bl
ic

U
til
ity
'B

on
d!
sa

nd
S
pr
ea
dl
s
ov
er

20
-Y
ea
r
Tr
ea
su
rie

s

.
,

.
-

-
-

-
-

-
-

-
//

--
---
-

,--~
-

---
-'

-
-~

-.•
•
..
.. .•
•
..
.•
.
.•
..
•
.. - -

---
0.
00
%

19
94

19
95

1,
99
6

19
97

19
98

19
99

2Q
OO

20
01

20
02

20
0:
3

20
04

20
05

20
06

-A
-r
at
ed

P
ub
lic
.u
til
ity
'I

B
.,3
1%

7'
.8
9%

,
7.
75
%

7.
60
%

7.
04
%

7:
.6
2%

B
.2
4%

7.
76
%

1.
37
%

6.
5B
%

6'
.t6
%

5.
65
%

6:
.0
7%

l-
-

Sp
re
ad

V
5,
.
2.
0,
,)'
ea
r
I

0.
82
%

0.
94
%

0.
92
%

0.
,9
1%

1.
32
%
,

1,
.4
2%

2.
,0
1%

2.
1,
3%

1.
94
%
.

1.
62
%

1.
12
%

to
.1

%
1.
08
%

..
.l
.

a U1

~ z~ llJ:
;y

~.
3

g
(\l

"U
O
llJ
;:
!.

~
G
J
G
i"
U

m
la

...,
;0

W
-~
C
i~

010
Z

~
-oI

(D
t!1
,(Q



'#.
oa
r0

o;::;;;:
o
LO
N

?ft
oa
N

Attachment PRM~18
National Grid NH

DG 08~009
Page 4 of 5

106



A r[]l~a PLlbhc Ulility son:::!s Attachment PRM-1B
cv~r 2d-Vellr TJeDSmies National Grid NH

A-mlf'd ... 20:-'year Tr:es-suneS' .. DG 08·009
Year PUbIH:' Uti·Hi.., ~ Spreod . Page 5 0[5

Dec-98 6.91"" 5.36% 1.55%
Jon-99 591% 545% i.52%
FeD-99 7.09% 566% 1.43%
Mal-99 7 ::m~~( 567% 139%
Apr-99 i'~% 5_62% 1.40'~~
Mo"y-99 7.47% 608% 1.:39%
Jun-99 7.74% 636'"' 1.38%
Jut-99 7.714i 626% 1,43%
Aiiil·99 7.91% 5,43% 1.48%
Sop"99 7,63% 650% 143%
OcHi9 6.06% 5.65% 1040%
1'10.·99 7.94% 6.46% 146%
D~C:"9S 6,14%' 6.69% 1.45%
Jon.QO 8.35% 5.85% 1'.49%
Fol;-OO 9.25% 6.54% 1.71%
Mar-'ClC 6.26% 6.39% 1.90%
Apr.OO 8..29% 5.t6% 2.11%
MB"y':.OD 9.70% 6.55% 2.15%
Jun--OO 6.36li- £.26% 2.0B%
Jut-OO 6.25% 6.20% 2.05%
Aull'OO 9.13% 6.02% 211%
S.p-OO 92-3% 6.09% 2.14%
001-00 6.14\\ 6.04% ;1,10%
No.-OO 6.11% 5.96% 213%
Oot·OO 7~% 5.64% 2.20%
Jon·01 7.60%' 565% 2.15%
Feo.01 774% 552'% 2',12'%
Mar-01 7.69% 549% 2.19%
Apr-01 794% 5.76% 2.1£%
M.y--D1 7.99% 592% 2.07%
Juri·01 7.65% 5.62% 2.03%
Jut·O! 778%' 5.75% 2.03%
Aug·01 7.59% 5.59% 2.01%
Sop-01 775% 5.53% 2.22C}i)
Oct·01 7.63% 5.34% 2.29%
Nov.Q1 7.57% 533'1' 2.24%
Dec...o1 7.63% 575% 2.07'%
Jliri·02 7.66% 5.69% 1.97'11
Feo.02. 754%' 5.61'1' 1.93%
Mor-02 7.76% 5.93% 1.93%
Apr-D2 7.57% 565% 1..72%
"'.)f-02 7.52% 5.61% 1.71%
Jun-02 742% 5.65% 1.77%
Jul.Q2 7.3"% 5.51% 1.60%
Aug-02 717r,t 5.19% 1.99%
SOP.02 7.09% 4.67% 2.21%
001-02 7.23% 5.00% 2.2-3%
Nov-o:! 1."4% 5'.04% <.10%
0.c-02 7.07% 5.01% 2.0'6%
Jon-03 7.07% 5.02% 2.05%
Feb-03 6.93% 4,67% 2106%
Mot-03 6.79'~ 4.62% 1.91'i;
Apt-03 6.64% 4.9'% 1.73%
May-O:ll 6.36% 4.52% U14%
Jun-O:3 ~..2'% 4.34% 1.81%
Jut.Q3 6.57% 4.92% 1.65%
Aug-03 6.78% 5.39% 1.39%
Sop-oj ~.56% 5.11% 1.35%
Oct-OJ 643% 5.21% 1.22%
NO\l+OJ 6.37% 5.,7% 1.20%
0 •• -03 9.27% 5,11% 1.16%
Jan-D4 6 t5% 5.0"% 1.14%
Fei>-04 6.15% 4.94% 1.21%
Mar-04 597% 4.12% 1.25%
Apr-C4 a.35% 5'16% 1.19%
M.y-Q4 662% 546% 1.16%
Juri-04 646'"' 545% 101%
Ju~04 627% 5'.24% 1 QJ%
AUg-04 6.14'"' 507~. 1.07%
Sep-04 596% 469% 1.09%
dd·1i-4 5.94% 4.85% 1.09'%
Nov-04 5.97% 4.69% 1.09%
Dec:-04 5.92% 489% 1.04'%
Jan·05 5.78% 4.n% 1.0"%
Feb-05 5.61% 4.61% 1.00%
Mar·05 5.63% 4.69% 0.94%
Apr-OS 5.64% 4,75% 0,89%
May-OS 5.53% 4.5ii% D.9ni'
Jun...QS 540% 4.3S% 1.05%
Jul-D5 5.51% 4.49% 1.03%
Aug.QS 5.50% 4:5J% li:91%
Sep.oS 5.52% 4.51% 1.01%
Od·05 5.79% 4,74% 1.05%
No.-DS 568% 4.a3~L L05%
0.0·05 580% 4.73% 1.07%
Jan.QG 5.15% 4.65% 1.-10%
Feb-OB 562% 4.73% 1_09%
Mar-OS 599% 4.91% 107%
Apr-06 6.29% 5.22% 1.07%
"' •.y-OG 642% 5.35% 107%
Jun...lJ6 6.40% 5.29% 1.11%
Jul-llE' 6.37'1ii 525% 1.12%
Aug-05 620% 5DB% 1.1;)%
Sep"()5 800% 4.93% 1.07%
001-06 598% 494% 1.0Jl%
NOli-OS 560% 4.18% 1.02%
00t-05 5.01% 4.76% 1.03%
Jari.Q7 5.96% 495% 101%
Feb-li7 590% 493% 0.97%
Mar-07 585% 4.81% 1.04%
Apr..()7 597% 495% 1_0"2%
Moy-d1 599% 4.M% 10'1%
JUn-07 630% 5.29% 101%
Jut-07 6.25% 5.19'1> 1,06%
Aug"()7 6 24% 5.00% 1.24%
Sep.Q7 618% 464% 1.34%
Od-07 61'% 403% 1.28%
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Attachment PRM~19
Natiohar Grid NH

sa P..ComcDsrle. Index ..and. S&P.. Publ'lc.Utlll.iv .index
DG 08-009

Lana- T'errn CQrDor,llle and P'iJbl{c uiiiltv Bonds Page ,of2
Yearly Tolal Returns

192B-'2M6

5&P S&P Long Term Public
Composite Public Ull~iy Corporate UlI~ly

~ Inde~ Index ~ ~
1926 43.61~iJ 5'747% 2.64% 3 D8%
1929 ~842% 1'.O2~[1 3.27"IiJ :2.34%
1930 -24.90% ~·21.96% 7.96% "174%
1931 ~3.34'li> -35.90% -1.65% =11 n%
'-932 -fl. 19'}i, -O.54~{1 10.62% 7.25%
1933- 53.99% ·21.67% 1036% ·382%
1934 -,44'.:. -2041% 1384% 2261%
1935 -4"1,67°'\t 16.63% 9.61'11. ;i;oMi,
1935 33.92.% 20.69% 6.74% B 30%
1937 ·35.03% ·37.04% 2.75% ·4.05%
1931> 3112% 2~ 45% 6~13% e 11%
1939' ·0.41% 11,;26% 3.97% 676%
1940 ,976% ·17.15% 3.39(;";] 4.45%
1941 -11.59% -31.57% 2.73% 215%
1942 20_jll~i~ 15_39% 1.60u,i, 3.81%
;943 259"0% 40,07% 2_83% 7.04%
1944 19.15% 1B.03% 4.7jv;t a 29%
194ei 3644% 53.3:3% 4.08% 5.92%
194& ·6.07% 126% 1.72% 298%
1947 5,71% -1316% -2.34% -1.Hi%
1946 550% 4.01~i, 4.14% 2.65%
1949' 1B.79% 3L391~:' 3.3;% 716%
195D 31.71% 3.25% 2.12% 2.01%
1951 2402% 1863% -269% ~2.77%
1952 1B.37% 19,25% 3,52% 2.99%
1953 -0,99% 7.BSI}\, 3.41% 2,OB~~,
1954 52 621\{~ 2'4,72% 5.39% 7.57%
1~55 31.56%1 11.:26% 0.48% 0.12%
1'966 5.55% 5.C6i~'-' -5.S;% r6.25%
1951 al0,7S% 6.36% B.t1!);, j 58%
;S68 43.36r'i,;:., 40.70% -':-.22% Ci1-e~~
1959 11.96% tA9% -0.91% -229%
1960 0.47% 20.26% 9.07% 9ch%
1961 26 B9~{.,. 29.33% 4.62% 4.65%
1962 ·8,73'J-il ·244% 7.95% 6.55%
1963 22.80% 12,36%' .2.19~"" 344%
1964 1648% 1591'lli 477% 4.94'!i1
1965 12.45~'~ 4,6n, -0.46% 0.501};,
1966 -10,06% -446% 0.20% ·345%
1967 23,98% -0,63% -.1,95% -:3.63%
;966 11.06% 10.32% 2.57% 1.87%
1959 -8.50% -1542% -B.09% -6.66'%
1910' 01 01t!~ H'.56% 18.37% 15.90%
1971 14.31%. 241% 11.01% 1'-.59%
1972 1698% 6.15% 1.2B% 118%
1973 <14,66% .-181l7%· 1.14% 242%
1974 -26.47% -21.55% ·3.06% +5.28%
1975 37,20'11. 44 49~. 14.64r:,~] Ht5D%
1976 23.84% 3181% 16.65% 19.04%
1977 ·7.18% e 64% 1.71% 5.22%
1~76 6.56% -3,71% -0,07% -0.98%
1919 1644% 13.58% -4.18% ~2_75%
1960 32,42% 15.08% -2".751l/{, ·0.23%
1981 ·4.91% 11.74% -1.24% 4.27'l.~
1982 21.41% 26,52% 42.56% 3352%
19B3 22,51% :m01% 6.25% 10_33%
1964 6.27% 26,04% 1666% 14.82%
1965 32.16~~ 33.05% 30.09% 26'.48'%
1966 1647% 28' 53% 1!1.8S"';] 111.16%
1987 5,~3% -:.t92~:' -0.21% .:to::!'%
1968 16,61% 1S.27~:;' 10.10% ld.19~~
1989 3149% 47.60% 16.23% 1561%
1990 '3.17% ·-2.57% 6.7B% 813%
1991 30.55~;" 14.61%. '9.89% 19_:!5%
1992 767% 8.10% 9.39% B.65%
1:993 9991' 14Al-~,) 13 i9% 10.59%
1994 13;% -79,fi};, -S.76% -4.72~'
1995 37.-1,3%, 4:1,15% 21.20% 22.81%
1996 23.07%· 3,14% 1.40% 3_04%
1997 33.36%y 24,69% 1295% 11.39%
1996 2B.58%, 14,82~·"': 10.76% 944%
1999 21.04% -B B5~;; -1,45% "'1_69~%

2000 -9.11% 59,70% 12.67% 9-45%
2001 ·U6·8% -30',41% 1065% 5.B5%
2'002 -22.10% -30.04% 16.33% 1.63%
2M3 28.70% 2611~~ 5.27% 10.01%
2004 10,87'j~t 24.22% B.72% 6.03%
2005 4,91~' 16.79% 5.67% J.02%
2006 1~,80% 20,95% 3.24% 3 94~c

Geometnc Mean 1010% 8.60% 5.65% 545%
Afllhmellc Mean 12,03% 11 14'!t 6,17% 573fli.
Standard DevI81lOn 2·0,13% 22·.55% 6.57'>:\ 7.69%

108Median 14,31% 11,74% 414% 4 45~~



Tabulation of Risk Rate' Differentials fo~
S&P Public Utility Index and Public Utility Bonds

For the Years 1928-2006.1952-2006. 1974-20Q§., and 1979-2006

Attachment PRM-19
National Grid NH

DG OB-009
Page:2 of2

Average
of the

Point Midpoint
...........Ri3f1ge: Fstimotte:, of Range
Geometric Arithmetic and Point

Tci.tal Returns. Mean Median Midpoint_ Mean Estimate................... - .................. --.-

1928-2006
S&P Public Utility Index 8.80% 11.74% 11.14%
Public Utility Bonds 5045"/0 4.45% 5.73%

Risk Differential 335% 7,;29% 5.32% 5.41% 5.37%- ..-.....-...-

1952-2Q06
S&P Public Utility Index 10.99% 13.5B% 12.53%
Public Utility Bonds 6,17% 4.94% 6.47%

Risk Differentiar 4,82% El·§4%· 6.73% 6,06% _6.40%-_ ...... -- ...... --

1974~20Q6
S&P Public Utility Index 12.79% 15.08% 14.77%
Public Utility Bonds 8.55% S.65% 8.90%

Risk Differential 4.24% 6.43%, 5.34% 5.87% 5.61%

1979-2006
S&P' Public Utility If!de>:: 13.42% 15.94% 15.27%
Public UtiITtyBonds 8,96% 9.05%, 9,29% .

Risk Differenlial 4.46% 6.89% 5.68% 5.98% 5.83%
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Value Line Betas

Gas Group

AGL Resources, Inc_ 0.85
Atmos Energy Corp. 0.85
New Jersey Resources Corp. 0.85
Northwest Natural Gas 0.90
Piedmont Natural Gas Co. 0.85
South Jersey Industries, Inc. 0.85
WGL Holdings, Inc. 0.85

Average 0.86

Source of Information:
Value Line Investment Survey

December 14; 2007
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Yields fdr Treasury Constant Maturiti'es
Yearly for 2002-2006

and the Twefve Months Ended October 2007

Years 1-Year 2,-Year 3-Year 5-Year 7-Year 1!)·Year 20-Year

2002 2.00% 2.64% 3.10% 3.82% 4.30% 4.61% 5.43%
2003 1;24% 1.65% 2.10(% 2.97% 3.52% 4.02% 4.96%
2004 1.89% 2.38% 2.78% 3.43% 3.87% 4.27% 5.04%
2005 3.62% 3.85% 3.93% 4.05% 4,15% 4.29% 4.64%
2006 4.93% 4.82% 4.77% 4.75% 4.76% 4.79% 4.99%

Five-Year
Average 2.74(1/0 3.07% 3.34% 3.80% 4.12% 4.40% 5.01%

Months

Nov~06 5.01% 4.74% 4.64% 4.58% 4.58% 4.60% 4.78%
Dee-OS 4.94% 4.67% 4.58% 4.53% 4.54% 4.56% 4.78%
Jan-07 5.06% 4.88%; 4.79% 4.75% 4.75% 4.76% 4.95%
Feb-07 5.05% 4.85% 4.75% 4.71% 4.71% 4.72%:1 4.93%
Mar-07 4;92% 4.57% 4.51% 4.48% 4.50% 4.56°/~ 4.81%
Apr-07 4.93% 4.67% 4.60% 4.59% 4.62% 4.69% 4.95%
May-07 4.91% 4.77% 4.69% 4.67% 4.69% 4.75% 4.98%
Jun~07 4.96% 4.98% 5.00% 5.03% 5.05% 5.10% 5.29%
Jul-07 4.96% 4.82% 4.82% 4.88% 4.93% 5.00%:1 5.19%
Aug-07 4.41% 4.3,1% 4.34% 4.43% 4.53% 4.67% 5.00%
Sep-07 4.14% 4.01% 4.06% 4.20% 4.33% 4.52% 4.84%
Oet-07 4,10% 3.97% 4.01% 4.20% 4,33% 4530'/0 4.83%

Twelve-Month
Average 4.79% 4.60% 4.57% 4.59% 4.63% 4.71%:1 4.94%

Six~Month
Average 4.59% 4.48% 4.49% 4.57% 4.64% 4.76% 5.02%

Three-Month
Average 4.24% 4.10% 4.14% 4.28% 4.40% 4.57% 4.89%

Source: Federal Reserve statistical release H.15
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The forecast of Treasury yields
per the cbnsensus of nearly 50 economists

reported in the Blue Chip Financiai Forecasts dated January 1, 2008

1~Year 2~Year 5-Year 10-Year 30-Year
Treasury Treasury Treasury Treasury Treasury

Year Quarter Bill Note Note Note Bond

2008 First 3.4% 3.3% 3.6%;. 4.1% 4.5%
2008 Second 3.4% 3.4% 3.7% 4.1% 4.5%
2008 Third 3.5% 3.5% 3.8%:> 4.2% 4.6%
2008 Fourth 3.6% 3.6% 4.0% 4,4% 4.7%
2009 First 3.8% 3.8% 4.1%:- 4.4% 4.8%
2009 Second 3.9% 4.0% 4.2%:- 4.6% 4.9%
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Basic Series: Summary Statistics lif Annual Total Returns

from 1926 to 2006
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Morningstar. lilc 31
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Comparable. EarnintisApproach
Using Non-Utility Compa'nies with

Timelines-s of 3 & 4; Safety Rank of 1 & 2; Financial Strength of B+, B++ & Ai
I:li.~JL~t~9!J.i,tx..QfJ!!L{~_1.QO~~e.tFl.sJ;>L8_5_t!L_!:!O..i....~l)dTechnical Rank of 3 & 4

TimelinesSi Safety Financial Price Technical

............Cornpan,y Industry, Rank Rank Strength Stability Beta Rank

Avery Dennison CHEMSPEC 4 2 A 90 0.90 3
Bank of Hawaii BANK 3 2 B++ iOn 085 3
Campbell Soup FOODPROC 3 2 B++ 100 n.85· 3
Cincinnati Financial INSPRPTY 3 .2 B+-+ 100 0'.85· 3
City National Corp. BANK 4 2 B++ 95 0.85 3
Commerce Bancshs. BAN'KMID 3 1 A 100 0.85' 3
Int'l Flavors & Frag. CHEMSPEC 3 2 B++ 95 0.85 3
Mercury General fNSPRPIY 3 2 B++ 95 n,85 3
Northrop Grumman DEFENSE 3 1 A 95 0.85 3
Old Nat'l Bancorp BANKMID 3 :1 B++ 90 0.90' 3
Pitney Bowes OFFICE 3 1 A 100 0.85, 3
PNC Financial SeN. BANK 3 2 B++ 95 0.90 3
Regions Financial BANK 4 1 A 95 0.90- 3
Reinsurance Group INSLIFE 3 1 A 95 0.85 4
Scripps (E.W,) 'A' NWSPAPER 3 2 B+ 95 0.85 3
Weis Markets GROCERY 3 1 A 90 0.85 3
Whitney Holding BANK 4 .2 B+' 90 .......0.fjD- 3

Average 3 ...4 B+:t: 95 0.86 3

Gas Group Average 4 2 Bf.+ 100 0.86" 3

Source of InFormation: Value LIne Investment Survey for Windows, December 2007
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Comparable EarninQs Approach
F'fve -Year Average Historical Earned Returns

for Years 2002-2006 and
Pro[ected3c5 Year~etums

Projected
Company ... 2002 2003 2004 2005 2006 Average 2009-12

Avery Dennison 26.5% 20.1% 19,8% 22.3% 22.5% 22.3% 20.5%
Bank of Hawaii 11.9'% 17.0% 21.3% 26.2% 26.3% 20.5% 19.5%
Campbell Soup 161.8% 74.7% 55.7% 38.5% 82.7"10 31.0%
Cincinnati FinanCial 5.4% 6.2% 8.4% 9.2% 7.3% 7.3% 7.5%
City National Corp 16.3%' 15.3% 15.3% 16.1% 15.7% 15,7% 15.0%
Commerce Bancshs. 14.1% 14.2% 15.4% 16,7% 15.2% 15,1% 13.0%
Int;1 Flavors &. Frag. 32.0% 26.9% 21.5% 20.1% 23.6% 24,8% 26,5%
Mercury General 10.2% 14.1% 18.4% 15,1% 11.8% 13.9% 13.5%
Northrop Grumman' 4.8% 4.8% 6.4% 7.4% 9.2% 6.5% 12.0%
Ord Nat'l Bancorp 14.8% 9.8'% 9.6% 12.1% 12.4% 11.7% 13.5%
Pitney Bowes 67.0% 52.3% 46.0% 48.1% 87.0% 60.1% 44.0%
PNC Financial Servo 17.5% 15.5% 16.0% 15.5% 14.0% 15.7% 14.0%
Regions Financial 14.8% 14.6% 8.1% 9.4% 6.5% 10.7% 10.5%
Reins'urance Group 10.5% 8.5% 9.9% 8.9% 10.4'% 9.6% 11.5%
Scripps (EW.) 'A' 15.2% 13.6% 13.8% 13.6% 15.4% 14.3% 12.5%
Wefs Markets 1'0.4% 9.5% 10.0% 10.5"j,j 8.9% 9.9% 100%
Whitney Holding 11,t)% 11.7% 10.7% 10.6% 13.0% 11.6% 10.0%

Average 20.7% 16.7%

Median 14.3% 13.5%
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1 I.

2 Q.
3 A.

4

5

6 Q.

7 A.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Introduction and Qualifications

Please state your full name, business address and title.

My name is Susan Fleck. My business address is 52 Second Avenue, Waitham,

MA 02451. I am Vice President of Engineering Standards and Policy for

Nadonal Grid USA.

Please describe your educational background and professional experience;

I received a B.S. in Civil Engineering from Camegie~Mellon University in 1980.

In 1989, I received an M.RA. with a finance concentration from Boston

College. From 1980 to 1981, I worked as an engineer for Columbia Gas

Transmission Company in the Measurement and Regulation Department. In

1981, I joined The Brooklyn Union Gas Company as an Engineer, where I

remained until 1982. From 1982 to 1985, I was employed by Consolidated

Edison Company as an Associate Engineer in the Gas Operations Departinent.

In 1985, I joined Boston Gas Company as a Measurement and Design Engineer.

I remained with Boston Gas through the end of 2000, progressing through

numerous positions including: Superintendent Distribution Administration,

Director Distribution System Planning, Group Leader Distribution System

Design, Construction Engineer, Vice President Engineering and Gas Control,

and Vice-President Engineering and EnVIronmental Management. Following

the acquisition of Boston Gas Company by KeySpan Corporation, l relocated to

New York and was named Vice-President NYC Gas Operations for KeySpan

Energy Delivery New York Following the acquisition of KeyS pan Corporation

by National Grid pIc in August of 2007, I returned to New England and was

~2 -
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1

2 Q.
3 A.

4

5

6 Q.
7 A.

8

9

10 Q.
11

12 A.
13

14

15

16

17

18

19

20

21

22
23 II.

24 Q.

named to my current position.

Are you a member of any professional organizations?

Yes. r am a: member of the Amerioan Gas Association and ourrent Chair of the

Operations Mafiaging Committee. I am also a member of the American Society

of Civil Engineers.

Have you ever testified before a regulatory agency?

Yes. When I was with Boston Gas Company, I testified before the

Massachusetts Department of Public Utilities in support of a proposal to

uprate the intermediate pressure distribution system.

Would you briefly describe your current areas of responsibility for

National Grid?

In my position as Vice-President of Engineering Standards and Policy, I

have several areas of responsibility. First, I am responsible for ensuring

Gas Operations' compliance with all state and federal codes and

standards related to gas pipeline safety. This includes responsibility for

reporting and communications with regulatory agencies. Second, I am

responsible for review, development and communications of all internal

company policies, codes and standards related to gas pipeline safety.

Third, Iam responsible for material specifications and review of material

failures. Finally, r am responsible for coordination of the company's

research and development activities that relate to gas pipeline safety.

Purpose of Testimony

What is the purpose of your testimony?

- 3 -
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9 III.
10 Q.
11 A.
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13
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15 Q.
16

17 A.

18

19

20
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23

My testimony: (i) describes the gas operations of EnergyNorth Natural Gas, Inc.

dJb/a National Grid NH ("National Grid NH" or the "Company") and its. proposed

system investment plans; (ii) discusses capital improvements to the National Grid

NH system since its· acquisition by KeySpan Corporation and (iii) explains how

National Grid NH will address the service quality commitments that are

incorporated in the merger settlement agreement approved by the Commission in

Order No. 24,777 dated July 12, 2007.

National Grid NH Oueratiofis and System Investment Plans

Would you please pl"dvide 311 overview of National Grid NH's operations?

National Grid NH distributes natural gas to approximately 84,000 residential,

commercial, and industrial customers in 30 cities and towns in southern and

central New Hampshire as well as to the City of Berlin in northern New

Hampshire.

When were National Gdd N-n's delivery rates last reviewed by the

Commission?

I understand from the Company's regulatory personnel that the Company's

revenue requirement was last Set in an order issued in 1993 in Docket DR 91-212.

Thus, it has been fifteen years since the Company's last general rate case. During

that time, the Company has been able to maintain tate stability through sales

growth, merger synergIes and cost reductions, and efficiency programs.

However, inflation, investment in non-growth related capital projects designed to

improve the safety and relIability of the Company's distribution system and other

4
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increases in the Costs of providing service to customers have caught up with the

Company and affected its financial performance, necessitating its request for a

rate increase. Since the Company's acquisition by KeySpan Corporation in 2001,

the Company has invested $62 million in non-growth capital projects. In

addition, National Grid NlI plans to invest an additional $40 million in fion-

growth related capital projects over the next 2 years.

Would yon please describe the major capital projects undertaken by the

Company since its acquisition by KeySpan Corporation that are included in

rate base in this case?

Significant distribution system investment projects undertaken since 2001 include

the constfilction of the distribution line that provides service to the AES Granite

Ridge Generating facility in Londonderry (foI1fierIy knoWii as AES Londonderry)

and upgrades to the Company;s Tilton line.

The AES Granite Ridge project involved the construction of a 2.8 mile natural gas

, 1-' fr- ak- . th- C d-L 1- f- h- T G P' I'pipe me-om a t - -e statton on -e oncor - atera 0 -t -e ennessee as lpe me

Company system to the AES 720 megawatt gas-fired electric generating station in

Londonderry. Service to the AES facility is provided in accordance with a

negotiated gas transportation agreement. As part of the transaction, AES also

agreed to provide National Grid NH with access to firm transportation capacity

held by AES on the Tennessee Gas Pipeline system during the peak winter period

under a Natural Gas Firm Peaking Agreement. Pursuant to a. settlement between

the Company, the PUC Staff ffild the Office of the Consumer Advocate, the

Commission approved the Company's construction plans and specifications, the

- 5 -
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1 Gas Transportation Agreement and the Natura! Gas Peaking Agreement in Order

2 No. 23,657 dated March 22, 2001. On November 18, 2002,.in accordance with

3 the requirements of the Commission order, the Company submitted a report of the

4 capitalized costs of the project, which amounted to $7,100,691. The main

5 extension has since been placed in service and is used and useful in providing

6 servIce.

7 The Tilton line is a 22 mile distribution main that originates at the Concord Take

8 Station and extends to the Tilton LNG Plant The line traverses the City of

9 Concord and the Towns ofPernbroke, Loudon, Canterbury,Northfield and Tilton.

10 Approximately 4,700 customers in 10 municipalities are served from the Tilton

11 line. In 2002, the Company undertook a project to upgrade the Tilton line. At the

12 time, the Tilton line consisted entirely of 6-inch thin wall (0.141-inch wall

13 thickness) pipe with a maximum allowable operating pressure ("MAOP") of 200

14 psig. In addition, there were 232 farm tap regulators located along the main. The

15 plan provided for the Company to parallel the 22 miles of existing pipe with 12-

16 inch pipe, down-rate the existing 6~inchpipe and remove the farm taps. The goal

17 of the project was to support the Company's: forecasted growth expectations and

18 to improve system reliability through the installation of more durable pipe and by

19 reducing reliance on LNG and liquid propane facilities and trucking. Between

20 2003 and 2006; the Company completed the first phase of the project. This

21 included:

22

23

• In 2003; the Company installed 4.5 miles of i2-inch pipe (originating at the

Concord Take Station).

- 6 -
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• In 2004, the C-ompany installed an additional 1.8 miles of 12~inch pipe and

down~rated approximately 6.5 miles of 6-inch pipe. The Company also made

modifications to the Concord Take Station facility.

• In 2005, the Company replaced 183 buried farm tap regulators with

prefabricated units in vaultS'~ completed engineering design work for the

remainder of the pipeline and ni.ade modifications to the take station at Tilton.

The total cost of the Phase I work was $9.7 million, a significant portion of

which waS offset by a contribution from Tennessee Gas Pipeline.

At the conclusion of Phase I, the Company determined that actual growth in the

areas served by the Tilton line was slower than had been forecasted in 2002.

Thus; the Company suspended work until addItional customer growth or other

considerations warranted further upgrades. The Company currently expects to

resume work in the 2009/2010 timeframe.

Were these the only two significant capital improvement ptojects since 2001?

No. Attachment SLF-1lists a nmnbel of other major distribution system projects

undertaken by the Company during that time frame.

Are all of these projects used and useful In providing serVIce to the

Company's customers?

Yes. All of these projects are operational and providing service to the Company's

customers.

What are the Company;s future system investment plans?

As noted above, National Grid NH plans to invest an additional $40 million in

non-growth related capital projects over the next 2 years. This is comprised of

7



ass"ets.

encroachments and other similar situations; $17.9 million of reliability and system

integrity projects and $1.2 million of capital equipment purchases. Although the

Iron/Bare Steel Replacement Program ("emS"). Under that provision of the

.-mam

This level of s-pending is over and above any

$20.8 million of mandated work due to public works projects;

the tei111Sof the agreement approved by the Commission, the Company expects to

settlement, the Company agreed to work with Staff each year' to establish

key elements of the EnergyNorth Merger Rate Agreement approved by the

appropriate target levels for reliability related capital spending. As required by

Company's distribution system has been well maintained on a historic basis, a

which are subject to higher corrosion and leak levels. For that reason; one of the

Commission in Order 24, 777. dated July 12, 2007, was the inclUSIon of a Cast

portion of the system still consists of cast iron and bare steel mains and services,-

Company's infrastructure. Moreover. the process put in place as a result of the

Please explain what you mean by a risk-based methodology of assessing the

• 1- $-3 1 '1-1-'approxnnate y . fil IOn.

pipe segments to be replaced by the Company. The Company's initial

meet with Staff to engage in technical sessions and reach agreement on the final

2009) includes plans to replace approximately 4.76 miles of pipe at a cost of

incremental replacement proposal for fiscal year 2009 (12 months ending March

merger settlement is consistent with the Company's efforts to move towards a

required spending that results for public works projects that impact the

risk-based methodology of assessing the performance of its distribution system

1

2

3

4

5

6

7

8

9

10

11

]2

13
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15
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19

20
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22

23 Q.
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6
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8

9

10

11

12 Q.
13

14

15 A.

16

17

18

19

20

21

22

23

performance of the Company's distribution system assets.

The delivery infrastructure used to provide service to customer homes and

businesses encompas-ses a broad range of system components of varying material,

vintage and operation and maintenance histories, The objective of a risk-based

methodology is to identify by category the mains and services most likely to be

leak prone and to establish a preventive program to replace those assets.

The Company will achieve this objective through its efforts to comply with

applicable state and federal pipeline safety requirements, as well as through the

development and application of internal O&M standards that are designed to set

optimal thresholds for asset integrity and system maintenance across all operating

areas within the National Grid service territory,

Is this approach consistent with the Federal Distribution Integrity

Management program tllat is under discussion at the Pipeline Hazardous

Materials Safety Administration ("PHMSA")?

Yes. As the Chairperson of the American Gas Association Operations

Management Committee, I am aware that PHMSA is planning on issuing draft

regulations in April 2008, which would impose new requirements on LDC

pipeline operators. These regulations are designed to move away from a

"command and controP' framework establishing O&M codes and standards.

Under the new regulatory plan, pipeline operators like National Grid NH would

be required to establish O&M work plans based on an assessment of system

maintenance requirements and asset integrity. This new system would require the

pipeline operator to conduct risk assessments of system maintenance requirements

- 9 -
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2

3 Q.
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5 A.
6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 IV.

21 Q.
22

23

and asset integrity considerations and to bear responsibility fDr maintaining its

system within acceptable risk tolerances.

Are there any significant factors that may affect the Company's future CIBS

spending levels?

As noted above, the Company has proposed a $3.1 million budget for the eIBS

program for fiscal year 2009. We expect to continue eIBS spending at similar

levels in future fiscal years. However, a key feature of the program agreed upon

in the Merger Rate Agreement allows for the possibility of changed circumstances

going forward. Significantly, each year the Company will review its system and

prioritize the cast iron and bare steel main segments that are candidates; for

replacement and set an appropriate budget level based on leak history as weIl as

its mandated capital investment requirements for the remainder of the system.

The Commission staff will have an opportunity to review the Company's proposal

and determine if the spending level is appropriate under the particular

circumstances of that fiscal year, taking into aCcoUntthe bill impact to customers.

Thus, to the extent there are circumstances: that affect the need for and the ability

of the Company to ramp up or ramp down the program in any particular yeat

those circumstances can be fully explored prior to implementation.

Service Quality

The merger settlement provides that the Company will comply with certain

emergency response time standards beginning in Janoary 2008. Has the

Company made any changes to its operations as a result of that agr-eement?

- 10-
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1

2

A. Yes. The emergency response time standards to which the Company agreed are

set forth at Exhibit EN~4 of the merger settlement and reproduced below:

3

4

5

6

7

8

9

10

] ]

]2

13

14

]5

Emergency Response Performance· Measures

Performance Measures Response Time Percent to Achieve

Normal Business Hours 30 Minutes 82%
45 minutes 90%
60 minutes 97%

After Hours 30 Minutes 80%
45 minutes 86%
60 minutes 95%

WeekendslHolidays 30 Minutes 76%
45 minutes 84%
60 minutes 94%

To meet these emergency response performance targets, the Company developed

and implemented a capacity enhancement strategy that has allowed it to reduce

emergency response time after hours and on weekends, the times when historical

performance was below the agreed upon targets. Key considerations in the

development of the strategy of where and when to stage staff included the vast

geography of the Company's service territory and the extremely small number of

leak calls, received. The key components of our capacity enhancement strategy

include:

1. Add six (6) incremental FTE's and optimize shifts to extend staffing during

time periods when calls are most likely to come in.

2. Add a dedicated Service Supervisor.

3. Enhance focus in Dispatch to closely monitor and manage dispatch wait times,

travel times and drive effective assignment decisions.

= 11 -
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1

2

3

4

5

6

7

8

9 Q.
10

11

12 A.

13

14

15

16 •

17

18

4. Introduce Standby Initiatives to improve off-hours response times through:

a. Strategic placement of standby resources

b, Increased standby options

c. Standby Incentive Pilot.

The annual cost of these changes is $1.2 million. In accordance with section 7 N

(3) of the EnergyNorth Merger Rate Agreement, the Company has included these

incremental costs for recovery in this filing. They are shown on Exhibit EN 2~2~

2.
The merger settlement also provides that by the end of 2008, the Company

will anSWer 80% of calls within 30 seconds. Has the Company made any

changes to its operations to comply with this provision?

Although the can center is not within my area of responsibility and control, I have

obtained information regarding this area from the appropriate Company

personneL The Company has made the following changes to its operations in

order to' comply with this provision:

Additional customer service representatives ("CSR") were trained on National

Grid NH procedures to expand the number of CSRs available to handle National

Grid NH calls.

19 • Call queuing priorities were adjusted to consider the higher service level

20 commitment for National Grid NH calls.

21 • CSR shifts were evaluated and subsequently adjusted to better align with National

21 Grid NH call patterns = i.e., more CSRs available to handle calls when they

- 12 -
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2

3 Q.

4 A.

amve. The Company will continue to monitor its performance levels and make

further adjustments as needed.

Does that conclude your' testimony?

Yes. It does.
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