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Q. Please state your names, business address, and titles. 

A. (Traum) My name is Kenneth E. Traum.  I am the Assistant Consumer Advocate for the 

Office of Consumer Advocate (OCA), which is located at 21 South Fruit Street, Suite 18, 

Concord, New Hampshire 03301.   

A. (Eckberg) My name is Stephen R. Eckberg, and I am a Utility Analyst with the OCA.  

My business address is the same as Mr. Traum’s. 

 

Q. Mr. Traum, does this testimony include a summary of your education and 

experience? 

A. Yes, a summary of my qualifications to testify on behalf of the OCA can be found at 

OCA Attachment 1. 

 

Q. Mr. Traum, have you previously testified before the New Hampshire Public Utilities 

Commission (Commission)? 

A. Yes, I have testified before the Commission on behalf of the OCA on many occasions.  

 

Q. Mr. Eckberg, does this testimony include a summary of your education and 

experience? 

A. Yes, a summary of my qualifications to testify on behalf of the OCA can be found at 

OCA Attachment 2. 
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Q. Mr. Eckberg, have you previously testified before the Commission? 

A. Yes, in several cases. 

 

Q. Please summarize the purpose of your testimony. 

A. Our testimony is filed on behalf of the OCA, in response to the filing by Public Service 

Company of New Hampshire (PSNH) of new Distribution rate schedules in June 2009, 

and as revised on December 15, 2009 (PSNH’s Rate Case Filing). 
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Q. Please summarize PSNH’s request regarding its Distribution sector revenue 

requirement. 

A. Based on the updated schedules dated December 15, 2009, PSNH seeks a $50,873,000 

annual permanent increase to its distribution segment revenues, a step adjustment that 

provides an additional $16,771,000 in revenues annually for a combined increase 

effective July 1, 2010 of $67,644,000.  PNSH also seeks additional rate increases through 

step adjustments of approximately $1.5 million each, effective June 30, 2011 and June 

30, 2013, related to the proposed enhancement of PSNH’s Reliability Enhancement 

Program (REP).  With regard to its new REP proposal (REP II), PSNH proposes to 

increase its distribution sector revenue requirement by $4 million as part of the 

$16,771,000 step on July 1, 2010.  PSNH also raised the issue of “attrition” and 

incorporated several proposals to address this issue through rates. 
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Q. Please summarize PSNH’s proposed rate design. 

A. PSNH proposes to allocate the proposed revenue requirement increase equally across all 

customer classes, resulting in an increase to each class of 20.95%.  Within the Residential 

Rate R, PSNH seeks to allocate a higher percentage of the revenue increase to the 

Customer Charge, from $8.93/month to $12.00/month or a 34.4% increase.  PSNH 

proposes a usage rate increase of 13.8%, to go from $0.02914/kWh to $0.03315/kWh. 
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Q. Please summarize the OCA’s recommendations concerning PSNH’s proposed 

revenue requirement increases. 

A. The OCA recommends that the Commission reduce PSNH’s proposed permanent 

increase on July 1, 2010 by at least $14,717,569.  The OCA also recommends that the 

Commission reduce PSNH’s July 2010 step increase by at least $2,428,531 and, 

therefore, decrease the total increase that will go into effect on July 1, 2010 by at least 

$17,146,100.  Because we expect the Commission Staff to file testimony on the issues of 

cost of capital, depreciation, capital recovery calculation (“CRC”) and pension and OPEB 

costs, we reserve our rights to comment and to make recommendations on those issues at 

the hearing related to any additional reductions to the proposed permanent increase and 

step adjustment.  The table below sets forth a list of proposed adjustments and the 

corresponding amounts, as well as the overall impact on PSNH’s request.  A detailed 

description of each proposed adjustment follows.   
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DE 09-035
PSNH Rate Case
Table of OCA Proposed Adjustments

Item #

OCA 
Testimony 
Reference OCA Proposed Adjustment

Impact on 
12/15/09 Updated 

Rev. Req.

Impact on 
7/1/2010 Step 

Adjustment

1 IV.A.1.a Fully Depreciated Legacy Systems $            (218,394)
2 IV.A.1.b Ice Storm Costs already recovered through 

Distribution Base rates  $            (520,000)
3 IV.A.1.c Donations $            (706,566)
4 IV.A.1.d Bus & Econ Advertising Expenses $            (332,545)
5 IV.A.1.e Incentive Compensation $         (1,338,936)
6 IV.A.1.f Payroll Vacant Positions $            (289,000)
7 IV.A.1.g Payroll Overtime $            (351,039)
8 IV.A.1.h Other Test Year Expenses $            (392,534)
9 IV.A.1.i C2 System Training $            (638,000)
10 IV.A.1.j Other Post-Employment Benefits $            (247,000)
11 IV.A.1.k Uncollectible Expense $         (1,350,000)
12 IV.A.1.l Customer Experience Employees $            (871,262)
13 IV.A.1.m Lobbying Expenses $              (60,998)
14 IV.A.1.n Electric Assistance Program $              (43,078)
15 IV.A.1.o Rate Base/Depreciation Year End 2008 $         (6,576,217)
16 IV.A.2.a 12/2008 Ice Storm Due to Lost Revenues $            (782,000)
17 IV.B.1.a Amortizations Ending by 7/1/2010 $        (1,329,000)
18 IV.B.1.b Fully Depreciated Legacy Systems $           (327,450)
19 IV.B.1.c Distribution Sector allocation of Company Electric 

Use  $         1,400,932 
20 IV.B.1 .d Hydro-Quebec Support Payments $        (5,284,503)
21 IV.B.1 .e NHPUC Assessment $        (2,346,191)
22 IV.B.1 .f Transmission O&M in Wrkg Cap $        (1,118,536)
23 IV.B.1 .g Rate Base/Depreciation Year End 2009 $         6,576,217 

TOTAL $       (14,717,569) $        (2,428,531)
As Filed by PSNH $        50,873,000 $       16,771,000 
Total Impact of OCA adjustments on PSNH 
Request 36,155,431$         14,342,469$        1 

2  
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Q. Please summarize the OCA’s recommendations concerning PSNH’s proposed 

allocation of the revenue requirement increase and rate design. 

A. The OCA recommends that the Commission approve PSNH’s proposal to allocate the 

revenue requirement increase equally across all customer classes.  Although not 

addressed specifically in PSNH’s Rate Case Filing, the OCA recommends that the 

Commission direct PSNH to use the same allocation methodology for any step increases 

approved.  The OCA does not oppose PSNH’s proposal to increase the Customer Charge 

for the Residential Rate R class by a larger percentage than the increase in the usage rate, 

though we believe that it sends an anti-conservation signal to customers as discussed 

further below.  We discuss our rate design recommendations in more detail later in our 

testimony.   

 

IV. THE OCA’S PROPOSED REVENUE REQUIREMENT ADJUSTMENTS 13 
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A. PERMANENT RATE INCREASE 

 
1. EXPENSE ADJUSTMENTS 

 
a. FULLY DEPRECIATED LEGACY INFORMATION SYSTEM INVESTMENTS 19 
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Q. Please describe the first recommended adjustment to the PSNH’s proposed revenue 

requirement for permanent rates, a reduction to expenses of $218,394. 

A. In response to discovery, PSNH identified certain capital investments in its legacy 

customer service information system that were fully depreciated in 2009.  See PSNH’s 

Response to Tech Session 3-15 (OCA Attachment 3).  Because these costs have been 

fully depreciated, PSNH’s proposed revenue requirement for permanent rates should be 

reduced by $218,394 ($166,179 + $52,215).  Id. 
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Q. Please describe the next recommended adjustment to the Company’s proposed 

revenue requirement for permanent rates, a reduction to expenses of $520,000. 

A. In response to discovery, PSNH stated that a portion of the total December 2008 Ice 

Storm costs included in its calculation of the proposed revenue requirement for 

permanent rates, or $1,569,800, would have been incurred absent the ice storm and 

recovered through its base rates.  See PSNH’s Response to OCA 1-58 (OCA Attachment 

4).  This amount, which PSNH proposed to recover over a 59-month period, equates to 

$26,607 a month plus carrying costs, or $520,000 annually.   

 

Q. Before turning to the next recommended adjustment, do you have any other 

comment about PSNH’s request to recover its December 2008 Ice Storm Costs? 

A. Yes.  Assuming that the Commission allows PSNH to recover its 2008 Ice Storm costs, 

the Commission should require PSNH to reduce its distribution revenue requirement by 

the amount approved on an annual basis, effective July 1, 2014 when the allowed costs 

are fully recovered.   

 

c. DONATIONS 19 
20 
21 

22 

23 
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Q. Please describe the next recommended adjustment to PSNH’s proposed revenue 

requirement, a reduction in expenses of $706,566. 

A. PSNH’s updated revenue requirement (December 15, 2009) includes $695,000 related to 

charitable donations.  See PSNH Response to Tech Session 3-12 (OCA Attachment 5).  

This amount should be removed because charitable contributions should not be borne by 
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ratepayers.  See e.g., Re EnergyNorth Natural Gas, Inc., 77 N.H. PUC 354, 360 (1992).  

Because the $695,000 was originally included in PSNH’s calculation of its working 

capital requirement, that calculation must also be revised.  The revenue impact of that 

revision is a further reduction of $11,566, making the total reduction $706,566. 
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Q. Please describe the next recommended adjustment to PSNH’s proposed revenue 

requirement increase, a reduction in expenses of $332,545. 

A. In addition to other permissible advertising costs, PSNH included $327,101 of “Business 

and Economic Development Advertising” expenses in its proposed revenue requirement.  

See PSNH’s Response to Staff 3-17 (OCA Attachment 6).  PSNH failed to demonstrate 

that these advertising expenses fall within the categories of advertising activities for 

which an electric utility may recover the costs from ratepayers, specifically advertising 

related to safety or emergencies, rate or financial assistance information, employment 

opportunities, energy efficiency, or “consistent with [its] approved least cost integrated 

resource plan.”  See Puc 310.03.  In addition, the identification of these costs as 

“Business and Economic Development,” is consistent with “institutional activity” or 

“promotional activity” and “institutional advertising” or “promotional advertising,” see 

Puc 310.01 (c), (h), (d) and (i), respectively, the recovery of which from ratepayers in 

prohibited.  See Puc 310.02.  Therefore, PSNH’s revenue requirement for the purpose of 

permanent rates should be reduced by $332,545, which includes an additional reduction 

of $5,444 necessary to reflect the reduction in working capital related to this adjustment. 
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Q. Please describe the OCA’s next recommended adjustments to PSNH’s proposed 

revenue requirement, a reduction of $1,338,936 for incentive compensation 

expenses. 

A. PSNH included $5,548,255 of incentive compensation in the calculation of the revenue 

requirement for permanent rates.  See PSNH’s Response to OCA 1-4 (OCA Attachment 

7).  The OCA recommends that of this amount, $1,317,019 relating to incentive 

compensation for corporate officers of Company’s parent, Northeast Utilities should be 

recovered from the Company’s shareholders, rather than its ratepayers.  The amount 

$21,917 should also be added to the reduction related to a corresponding reduction in 

working capital needs.   

 

Q. What information formed the basis for the OCA’s recommended reduction to 

expense on this issue? 

A. The OCA’s recommendation is based upon copies of incentive plans provided by the 

Company in response to discovery, and is further informed by recent distribution rate 

cases involving PSNH’s affiliate Connecticut Light & Power Company (CL&P) at the 

Connecticut Department of Public Utilities (CT DPU). 

 

Q. Specifically, what does this amount represent?   

A. The OCA’s understanding of the information provided by the Company is that the 

$1,317.019 represents the PSNH Distribution Sector Allocation of the total amounts of 

certain Incentive Program payments made in 2008 to Corporate Officers.  Referring to 
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OCA Attachment 7 this amount represents the sum of $8,838, $251,530, and $1,056,651 

which amounts are shown in the table on page 2 of that attachment as related to 

“Corporate” Functional Area with Goals and Weightings related to “Time-Vested 

Restricted Share Units” and also the 2006-2008 Long Term Incentive Program.  

 

Q. You stated that this amount is only part of PSNH Distribution Sector Allocation 

amount to certain officers.  What was the total amount of incentive compensation 

paid to those officers? 

A. The Company provided information showing that in 2008, the NU Chairman, Mr. 

Shivery, earned $5,363,994 in bonus, annual incentive, and long-term incentive over his 

annual base salary of $1,067,404; Mr. Olivier earned $1,238,694 in bonus, annual 

incentive, and long-term incentive over his annual base salary of $550,962; NU Senior 

Vice President and General Counsel, Mr. Butler earned $1,078,067 in bonus, annual 

incentive, and long-term incentive over his annual base salary of $418,542; and NU 

Senior Vice President and Chief Financial Officer Mr. McHale earned $1,156,891 in 

bonus, annual incentive, and long-term incentive over his annual base salary of $508,654.  

Bonus, annual incentive and long-term incentive payments to these four officers as stated 

above, totals $8,837,646.  See PSNH Response to Staff 4-013-RV-01 page 2 of 5 (OCA 

Attachment 8)1.  The total compensation to these four officers, which also includes 

compensation elements other than those above, in 2008 was reported to be $14,129,666 

of which a portion was allocated to the PSNH Distribution Sector.  See PSNH Response 

to OCA 1-T-013b (OCA Attachment 9).  
 

1 The OCA has attached the redacted version of PSNH’s Response to Staff 4-013-RV-01 page 2 of 5 to this 
testimony.  The OCA will file the confidential attachment under separate cover. 
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Q. What aspects of the Company’s incentive plans have you considered in your 

recommendation on this issue? 

A. The Company provided copies of : 1) the NU 2009-2011 Long-Term Incentive Program 

– Officers; 2) the 2007-2009 Amended Long-Term Incentive Program – Officers; 3) the 

NU 2008-2010 Long –Term Incentive Program-Officers; 4) the NU 2009 Annual 

Incentive Program Plan for Executives including PSNH 2009 Goals; 5) PSNH 2009 Non-

Officer Incentive Goals for Business Staff; 6) PSNH 2009 Non-Officer Incentive Goals 

for Customer Operations and; 7) PSNH 2009 Non-Officer Incentive Goals for Energy 

Delivery.  The OCA has reviewed this material, including the plan goals for officers and 

non-officers.  See PSNH Response to TS-01-TECH-003 (OCA Attachment 10)2.  

 

Q. What are the OCA’s conclusions after reviewing these incentive plans? 

A. The OCA concludes that the Long-Term Incentive Program – Officers for both 2007 -

2009, 2008 - 2010 and 2009 - 2011 are based exclusively on four equally weighted goals 

which are: 1) Cumulative Adjusted Net Income; 2) Return on Equity; 3) Credit Rating 

and 4) Total Shareholder Return relative to a comparative group of utilities.  Payments 

under these Programs apply to certain Officers who were not identified in the data 

response (OCA Attachment 10).  The OCA believes that these corporate financial goals 

clearly benefit shareholders of the Company to a far greater degree than the Company’s 

ratepayers.  It is the OCA’s understanding that for ratemaking purposes, an expense 

should be related to providing service, and should provide a benefit to ratepayers.  The 

 
2 The OCA does not have a redacted version of page 9, and PSNH has requested that the OCA not disclose that page 
publicly.  For that reason, the OCA will file the confidential portion of this Attachment under separate cover. 
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Company’s expenses included in this case for its Long-Term Incentive Program – 

Officers do not appear to meet this standard.  Therefore, the OCA recommends that the 

Commission direct the Company to recover these amounts from shareholders rather then 

from ratepayers in the requested revenue requirement.   

 

Q. What are the OCA’s conclusions regarding the other incentive compensation 

amounts included in the filing?  

A. As discussed above, the OCA has reviewed the copies of all incentive plans provided by 

the Company.  The OCA concludes that the other incentive plans listed above all include 

a wide mix of goals and metrics which address financial but also customer service, 

workforce planning and safety, stewardship (safety and environmental) goals.  These are 

very briefly summarized in the table provided by the Company in OCA Attachment 7.  

Whereas these plans address a broad mix of Company performance metrics, it is not 

possible with the information provided for the OCA to make any further recommendation 

about whether any portion of incentive payments under those plans should more 

appropriately be collected from shareholders than ratepayers.   

 

Q. Are there any goals and metrics in those plans that you wish to highlight? 

A. Yes there are.  As mentioned above, there is a wide mix of goals and metrics included in 

some of these plans and these cover a very broad range of Company issues.  For example: 

1) Implement strategy addressing anti-coal pressures; 2) Achieve Merrimack Scrubber 

Project Milestones; 3) Achieve MK2 guaranteed output increase; 4) Number of grants 

awarded in Community Development program; 5) Achieve Energy Efficiency 
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Shareholder Incentive target; and others.  While the OCA does not question whether 

these goals are reasonable from PSNH’s perspective, we do question whether any 

incentive payments earned based on such goals are appropriate for inclusion in 

Distribution Rates. 

 

Q. Does the OCA have any further recommendation regarding Incentive 

Compensation Plans?  

A. Yes.  Because Incentive Compensation is such a difficult subject area for all parties to be 

comfortable with, the OCA suggests that the Commission should take two steps to 

promote better understanding and productive engagement of all parties on this issue.  

First, we recommend that the Commission require the Company to file an annual report 

on the operation and performance of its incentive compensation plans.  The report should 

include an accounting of all amounts paid under each plan with Officers and executives 

listed individually and showing allocations to each PSNH business (generation, 

distribution, transmission), all amounts recorded as earned but not paid, and an evaluation 

of the plan's success in meeting its stated goals, including controlling overall employee 

compensation costs.  Second, the OCA recommends that the Commission engage the 

services of a consultant with special expertise in executive compensation to assist with 

the review and evaluation of these annual reports.  The OCA believes that expert services 

would be extremely beneficial to assist in this process. 
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Q. Again, what amount specifically, is the OCA recommending the Commission allow 

for incentive compensation? 

A. The Company included a request for $5,548,255.  The OCA recommends that the 

Commission direct the Company to recover $1,317,019 (as well as $21,917 related to 

working capital) of that request from its shareholders rather than its ratepayers, leaving 

$4,231,236 or approximately 76% of the Company’s request in the revenue requirement.  

 

Q. You mentioned earlier that the OCA’s recommendation was also informed by 

recent rate cases involving PSNH’s affiliate in Connecticut, CL&P.  Would you 

please address that further? 

A. Yes.  In its 2007 rate case CL&P, on its own initiative, withdrew 100% of its executive 

incentive compensation expense, in the amount of $3.511 million, and the CT DPU 

allowed CL&P to recover through rates only 75% of non-executive incentive 

compensation.   See Decision of the CT DPU, Application of the Connecticut Light and 

Power Company to Amend Rate Schedules, Docket 07-07-01, dated January 28, 2008, 

pp. 1, 58-60.3  The disallowance of 25% of non-executive incentive compensation was 

based in part upon a finding that there exists a “perceptible tilt in plan goals and 

objectives towards shareholder benefits.” Id. at p. 60.  Second, on January 8, 2010, CL&P 

filed a distribution rate case at the CT DPU.  In this 2010 rate case filing, CL&P does not 

seek recovery of any executive incentive compensation, and CL&P also only requested 

recovery of only 75% of non-executive incentive compensation.  See Executive Summary 

 
3 
http://www.dpuc.state.ct.us/dockhist.nsf/8e6fc37a54110e3e852576190052b64d/4149ff0d4a5fff4f8525755a005ad32
8/$FILE/070701-012808.doc 
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of Application of the Connecticut Light and Power Company to Amend Its Rate 

Schedules by Jeffrey D. Butler, (OCA Attachment 11).  

 

Q. Is the OCA aware of other jurisdictions where regulatory bodies have eliminated all 

or portions of incentive compensation? 

A. Yes.  The OCA is aware of a recent case in Massachusetts in which the MA Department 

of Public Utilities (DPU) excluded incentive compensation from a utility’s rates in a 

natural gas rate case.  See DPU Order issued February 2, 2009, Petition of New England 

Gas Company for a General Increase in Gas Rates, Docket 08-035 (available at 

http://www.env.state.ma.us/dpu/docs/gas/08-35/2209dpuord.pdf).  In that case, the DPU 

found that “the Company has failed to demonstrate that the Annual Incentive Plan for 

SUG’s [Southern Union Company, the parent of New England Gas] corporate employees 

and the Amended Bonus Plan for SUG’s president and senior executive vice president are 

reasonably designed to encourage good employee performance and will result in benefits 

to NEGC’s ratepayers.”  Id. at p. 99-100 (emphasis added).  In its analysis, the DPU 

stated that “[i]n order for an incentive plan to be reasonable in design, it must both 

encourage good employee performance and result in benefits to ratepayers,” and found 

that the utility did not make the requisite showing related to ratepayer benefits.  Similarly, 

in this case the incentive compensation which the OCA recommends be recovered from 

PSNH shareholders, not ratepayers, also has not been shown to provide any benefit to 

ratepayers and should therefore be excluded.   

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 
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f. PAYROLL – VACANT POSITIONS 1 
2 
3 

4 

5 

6 

7 

8 

9 

10 

11 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $289,000. 

A. In discovery PSNH identified six employee positions that were vacant in 2009 but for 

which PSNH included $284,269 in test year expenses for the purpose of calculating 

permanent rates.  See PSNH’s Response to TS 01-015 (11/18/09) (OCA Attachment 12).  

The known and measurable change in these costs (i.e., the lack of these costs) in the 12 

months following the test year requires a reduction to expenses of $289,000 for purposes 

of calculating permanent rates, which includes a working capital adjustment of $4,731.4   

 

g. PAYROLL – OVERTIME 12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

                                            

Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $351,039. 

A. PSNH used estimated amounts to calculate a pro forma expense increase associated with 

employee overtime.  In its updated Rate Case Filing (December 15, 2009), PSNH 

replaced estimates with actual 2009 data for expense items including Pension, OPEB, and 

Medical costs.  PSNH’s overtime estimates should likewise be replaced by 2009 actual 

data.  This recalculation, using actual data ($1,654,815-1,281,383 = $345,293) results in a 

reduction to expenses of $345,293.  The OCA’s total reduction for this issue also includes 

a working capital adjustment of $5,746.  See PSNH’s Responses to OCA 4-4 (OCA 

Attachment 13) and Tech Session 3-17 (OCA Attachment 14), p. 3 of 3.  

 
4 See Re Pennichuck Water Works, Inc., 89 N.H. PUC 537, 541 (2004) (“The Commission … traditionally uses a 
historical ‘test year’ methodology to establish a utilities revenue requirement.  The Commission examines a thirteen 
point average of the utility’s rate base during the twelve month test year with pro rata modifications to operation and 
maintenance expenses for ‘known and measurable’ changes in the twelve months following the test year.”). 
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h. OTHER TEST YEAR EXPENSES 1 
2 
3 

4 

5 
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19 

20 

                                            

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $392,534. 

A. Certain test year expenses included in PSNH’s proposed revenue requirement were at 

levels much higher than in the preceding two years.  To normalize these expenses, the 

OCA calculated three year averages for, and recommends corresponding adjustments to, 

the following expenses listed below by FERC account, for a total reduction to expenses 

of $392,534, which includes $6,425 related to working capital. 

• Account 58899 (Misc. Distribution Expenses - Other)5 – reduce costs associated 

with distribution system inventory write-offs included within the total test year 

costs for this account by $97,033.6  See PSNH’s Response to OCA 3-1 (a) (OCA 

Attachment 15). 

• Account 59199 (Maintenance of Structures – Other)7 – reduce the total test year 

costs for this account by $47,410.8  See PSNH’s Response to OCA 1-T-13 (h), 

Attachment (unnumbered) pp. 1 and 5 (2008 and 2007, respectively) (OCA 

Attachment 16); and PSNH’s FERC Form 1 for 4th Quarter 2006, p. 322, line 147 

(OCA Attachment 17). 

• Account 59206 (Distribution Substation Maintenance – Installation/Removal 

Mobile Routine) – reduce the contractor costs included within the total test year 

 
5 For PSNH’s description of this account, please see PSNH’s Volume 4, FERC Accounts - Transmission and 
Distribution Expenses Tab, p. F6-21. 
6 (PSNH Request) – (OCA Recommended Allowance of 3 year average) = OCA Recommended Reduction.  
$178,500 – ($46,800+$19,100+$178,500)/3 = $97,033. 
7 For PSNH’s description of this account, please see PSNH’s Volume 4, FERC Accounts - Transmission and 
Distribution Expenses Tab, p. F6-22. 
8 (PSNH Request) – (OCA Recommended Allowance of 3 year average) = OCA Recommended Reduction. 
$270,047 - ($219,595 + $178,268 + $270,047)/3 = $47,410. 
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1 

2 
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5 

costs for this account by $212,333.9  See PSNH’s Response to OCA 3-1 (d) (OCA 

Attachment 15). 

• Account 923FR (NUSCO FR)10 – reduce the total test year costs for this account 

by $29,333.11  See PSNH’s Response to OCA 3-1 (g) (OCA Attachment 15). 

 
i. “C2” SYSTEM TRAINING 6 

7 
8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

                                            

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $638,000. 

A. PSNH’s test year expense includes $1,011,000 in costs for training related to PSNH’s C2 

system12 despite the fact that PSNH has assigned a 10-year life to the recovery of the C2 

system investment.  See PSNH’s Responses to OCA 1-57 (OCA Attachment 18) and 

OCA 3-1 (e) (OCA Attachment 15), and page 18 of the PUC Audit Report (OCA 

Attachment 19).  The OCA recommends that the training costs be recovered over a 

period of three years, with carrying costs, resulting in a reduction to test year expense of 

$638,000, as calculated by PSNH in its Audit Response to the PUC Audit 

recommendation, suggesting that as an alternative the C2 costs be amortized over three 

years.   

 
9 (PSNH Request) – (OCA Recommended Allowance of 3 year average) = OCA Recommended 
Reduction.  $535,000 - ($97,000 + $336,000 + $535,000)/3 = $212,333. 
10 See PSNH’s Volume 4, FERC Accounts – Administrative and General Expenses Tab, p. F10-19. 
11 (PSNH Request) – (OCA Recommended Allowance of 3 year average) = OCA Recommended Reduction. 
$44,000 - ($0 + $0 + $44,000)/3 = $29,333.   
12 “C2” is PSNH’s upgraded billing and customer information system. 
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j. OTHER POST-EMPLOYMENT BENEFITS (OPEB) 1 
2 
3 

4 

5 

6 

7 

8 

9 

10 

11 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $247,000. 

A. In response to discovery, PSNH identified an error in its revised Rate Case Filing 

(December 15, 2009) related to its updated OPEB expense calculations.  See PSNH’s 

Response to Tech Session 3-4, page 1 (OCA Attachment 20).  Therefore, expenses for 

purposes of calculating the revenue requirement for permanent rates should be reduced 

by $247,000 (OPEB costs of $243,000 and a return on working capital of approximately 

$4,000).  Id. 

 

k. UNCOLLECTIBLE EXPENSES 12 
13 
14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $1,350,000. 

A. In its initial filing, PSNH estimated 2009 total company uncollectible expense as 

$6,270,000 and allocated 35%, or $2,195,000, to distribution.  See PSNH’s Volume II, 

Bates pp. 91-92.  In its update PSNH increased these amounts to $10,128,000 and 

$3,545,000, respectively.  See PSNH’s Updated Rate Case Filing dated December 15, 

2009, Baumann Attachment p. 8a of 15.  On December 29, 2009, PSNH provided a 

monthly breakdown of uncollectibles in 2009.  See PSNH’s Response to Tech Session 3-

8 (OCA Attachment 21).  This monthly breakdown revealed that uncollectible accruals 

and accounts written off increased dramatically in the second half of 2009, beginning 

around the time that PSNH filed its permanent rate case.  Because PSNH disclosed this 

new information only two weeks before the due date of the OCA’s testimony, the OCA 

  18 



DE 09-035 PSNH Distribution Service Rate Case 
Direct Testimony of Traum and Eckberg on behalf of the OCA 
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3 

4 

5 

6 
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8 

was unable to explore the reasons underlying this dramatic increase in uncollectible 

expense.  In addition, PSNH’s updated Rate Case Filing (December 15, 2009) does not 

provide sufficient explanation for this increase in light of its burden to prove that these 

expenses are just and reasonable.  Therefore, the OCA recommends that the Commission 

reject PSNH’s update of uncollectible expense, and instead use the amount included in 

PSNH’s original Rate Case Filing, resulting in a reduction to expense used to calculate 

permanent rates of $1,350,000. 

 
l. CUSTOMER EXPERIENCE EMPLOYEES 9 

10 
11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $871,262. 

A. PSNH included in its updated Rate Case Filing (December 15, 2009) an expense of 

$857,000 for 2010 increases in Customer Experience (CE) costs, specifically related to 

the hiring of 16 additional full-time CE employees.  See PSNH’s Updated Rate Case 

Filing dated December 15, 2009, Cormer/Baumann Attachment, p. 9 of 15.  These 2010 

costs are not known and measurable in the test year or the twelve months following the 

test year and as such should be excluded from the calculation of the revenue requirement 

for purposes of permanent rates.  See Order No. 24,371 page 8.  When working capital of 

$14,262 is added, the total adjustment is $871,262. 
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m. LOBBYING COSTS 1 
2 
3 
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Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $60,998. 

A. In response to discovery, PSNH agreed to remove for the revenue requirement $60,000 

paid to the law firm of Rath, Young and Pignatelli for lobbying activities.  See PSNH’s 

Response to OCA Audit 10 (OCA Attachment 22).  Due to timing, PSNH’s updated Rate 

Case Filing did not include this expense reduction.  With working capital, the total 

adjustment is $60,998.   

 
n. ELECTRIC ASSISTANCE PROGRAM 11 

12 
13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction to expenses of $43,078. 

A. In response to discovery, PSNH indicated that it is amortizing over five years the 

capitalized costs of $215,392 related to the development of the Electric Assistance 

Program (EAP) software.  See PSNH’s Responses to Tech Session 3-14 (OCA 

Attachment 23) and OCA 4-3 (OCA Attachment 24).  The annual cost included in the 

revenue requirement for permanent rates is $43,078 ($215,392 / 5).  In its order 

approving the EAP, the Commission stated, “There is a related issue as to whether utility 

start-up and ongoing O&M costs should come out of the program fund or whether they 

should be considered to be a restructuring charge and otherwise funded.  Because these 

are costs that are specific to this program, we believe they ought to be funded through 

this program.”  Re Electric Utility Restructuring, Order No. 23,573, November 1, 2000, 
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2 

at p. 19.  Therefore, the OCA recommends that these EAP software costs be recovered by 

PSNH through the EAP portion of the System Benefits Charge.   

o. RATE BASE/DEPRECIATION FOR YEAR END 2008 3 
4 
5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 
17 

 
Q. Please describe the OCA’s next recommended adjustment to PSNH’s proposed 

revenue requirement, a reduction of $6,576,217. 

A. PSNH used a year-end rate base and depreciation expense values to calculate its revenue 

requirement for permanent rates (December 31, 2008).  For a variety of reasons, 

including the rate base requirement of the Commission’s rules and prior interpretation of 

this requirement,13 the OCA recommends that the Commission reject PSNH’s use of a 

year-end rate base and depreciation expense values for the purpose of calculating 

permanent rates.  Instead, the OCA recommends that the Commission use a 5-quarter 

average of 2008 rate base and actual 2008 depreciation expense.  This recommendation 

equates to a reduction in the revenue requirement for permanent rates of $6,576,217.  

 

2. REVENUE ADJUSTMENTS 
 

a. DECEMBER 2008 ICE STORM LOST REVENUE 18 
19 
20 

21 

                                            

 
Q. Please describe the first recommended adjustment to the Company’s revenue 

requirement for permanent rates, which is an increase in revenues of $782,000. 

 
13 See Puc 1604.07(s) (rate base shall be filed on either a thirteen-month or five-quarter average basis) and, for 
example, Testimony of Steven E. Mullen in DE 06-028 (PSNH’s last distribution rate case), dated December 8, 
2006, p. 7, lines 11-22 (“chapter 1600 of the Commission's administrative rules set forth the necessary filing 
requirements for filing a rate case.  As part of those requirements, NH Admin. Rules Puc 1604.07(s) specifies that 
the rate base shall be filed on either a thirteen-month or five-quarter average basis. While technically PSNH met this 
requirement by starting with a five-quarter average rate base, the Commission has longstanding precedent regarding 
the use of a thirteen-month or five-quarter average rate base for the purposes of calculating revenue requirements.  
In addition, PSNH has created a mismatch between rate base and revenues by failing to make any adjustment to 
annualize its revenues to recognize additional revenue from those new customers who began taking service during 
the year and for whom any related capital additions would be fully reflected in year-end rate base”). 
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A. The test year, 2008, was not typical in terms of sales and revenues because of the ice 

storm that occurred in December.  In response to discovery, PSNH quantified its loss of 

sales and revenues caused by the 2008 Ice Storm as $782,000.  See PSNH’s Response to 

OCA 1-74 (OCA Attachment 25).  Therefore, to make the test year more representative, 

PSNH’s test year revenues should be increased by that amount. 

 
B. STEP INCREASE 

 
1. EXPENSE ADJUSTMENTS 

 
a. AMORTIZATIONS ENDING BEFORE JULY 1, 2010 11 

12 
13 

14 

15 

16 

17 

18 

19 

20 

 
Q. Please describe the first recommended adjustment to the Company’s proposed step 

adjustment, which is a reduction to expenses of $1,329,000. 

A. In response to discovery, PSNH has identified three accounts that will be fully amortized 

before the proposed step adjustment takes effect on July 1, 2010.  See PSNH’s Response 

to OCA-Audit-2 (OCA Attachment 26).  The impact on PSNH’s revenue requirement is a 

reduction of $1,329,000.  Id.  This reduction was not included in PSNH’s revised filing 

dated December 15, 2009. 

 

b. FULLY DEPRECIATED LEGACY INFORMATION SYSTEM INVESTMENTS 21 
22 
23 

24 

25 

26 

 
Q. Please describe the next recommended adjustment to the Company’s proposed step 

adjustment effective July 1, 2010, which is a reduction to expenses of $327,450. 

A. In response to discovery, PSNH identified certain capital investments in its legacy 

customer service information system which will be fully depreciated in 2010.  See 
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PSNH’s Response to Tech Session 3-15 (OCA Attachment 3).  Therefore, PSNH’s 

proposed step adjustment effective July 1, 2010 should be reduced by $327,450.  Id. 

 
c. DISTRIBUTION SECTOR ELECTRICITY USE  4 

5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

 
Q. Please describe the OCA’s next recommended adjustment to the Company’s 

proposed step adjustment effective July 1, 2010, which is an increase in expenses of 

$1,400,932.   

A. In PSNH’s most recent Energy Service rate docket, DE 09-180, the Commission stated 

that “the value of company use of energy not related to generation should be removed 

from the ES rate and recovered through distribution rates.”  See Order No. 25,061, dated 

December 31, 2009, at p. 31.  PSNH quantified the cost of company use of energy for the 

test year as $1,378,000, which was based upon an ES rate of 8.96¢/kwh, which is the 

2010 rate approved by the Commission in Order No. 25,061.  Therefore, the OCA 

recommends that PSNH’s proposed step adjustment be increased by $1,400,932, which 

includes a working capital adjustment of $22,932. 

 

d. HYDRO-QUEBEC SUPPORT COSTS 18 

19 

20 

21 

22 

23 

24 

Q. Please describe the OCA’s next recommended adjustment to the Company’s 

proposed step adjustment, which is a decrease in expenses of $5,284,503. 

A. The Company’s filing included $5,198,000 of Hydro-Quebec support expense in its 

Distribution rate increase request.  See Baumann Schedule 1, Attachment page 15a of 22 

in Volume II, Bates page 000110.  Since these costs are Transmission related, not 

Distribution related, they should be recovered through TCAM, rather than through 
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Distribution rates.  In response to discovery, PSNH did not object to this approach.  See 

PSNH Response to OCA 03-013 (OCA Attachment 27). 

 

Q. Is this the total amount of the OCA’s recommended adjustment for this issue? 

A. No.  In addition to the $5,198,000, an additional reduction to expense of $86,503 should 

be made to reflect a corresponding adjustment to Working Capital.  Therefore, the total 

amount of the OCA’s recommended adjustment for this issue is $5,284,503. 

 

Q. Do you have any additional comments regarding this recommended adjustment? 9 

A: Yes.  The OCA recognizes that the Hydro-Quebec support costs charged to PSNH will be 

recovered through TCAM which is a fully reconcilable adjustment clause.  The OCA 

believes that the overall impact of this adjustment will reduce PSNH’s attrition related 

risks.   

 

e. NHPUC ASSESSMENT 15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. Please describe the OCA’s next recommended adjustment to the Company’s 

proposed step adjustment, which is a reduction in expenses of $2,346,191. 

A. The NHPUC Audit Report dated December 2, 2009 stated, in Audit Issue #8 on pages 36 

and 37 (See OCA Attachment 28), that as the PUC Assessment amount is calculated 

based on the Company’s Total Operating Revenues, so the assessment should be applied 

directly to each individual PSNH business sector - Distribution, Generation, 

Transmission.  The Audit Report recommended that as Distribution sector revenues 

represented 29.83% of the Total Operating Revenues, only 29.83% of the Assessment 
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should be applied to, and recovered through, Distribution rates.  The OCA agrees with 

the Audit Staff’s recommendation.   

 

Q. What is the OCA’s reason for supporting this recommendation in the Audit? 

A. As with the prior adjustment, the OCA believes it is appropriate to recover costs from all 

sectors of PSNH’s business, not only Distribution.  

 

Q. Does the Audit Report’s recommended allocation of 29.83% of the assessment to the 

Distribution Sector account for the full amount of the OCA’s recommended 

$2,346,191 adjustment? 

A. No.  The Audit recommended an adjustment of -$2,160,826 to align the total assessment 

amount with the Distribution Sector portion of 29.83%.  The OCA believes that figure 

needs to be increased for two reasons:  First, in the Company’s Updated Filing made 

December 15, 2009, which was made after the Audit Report was issued, PSNH made an 

adjustment by increasing the total assessment by $209,435.  See Hall Attachment page 4a 

of 15, line 15).  The $209,435 again represented 100% of the total proposed adjustment.  

It should, therefore, be reduced by 70.17% (100% - 29.83%) or $146,960.  Second, a 

reduction in the total distribution sector revenue requirement of $38,405 should be made 

for a corresponding reduction in Working Capital related to the assessment related 

reduction of $2,307,786 ($2,160,826 + $146,960).  

Therefore, the OCA’s recommendation is that the Distribution sector revenue 

requirement be reduced by $2,346,191 as the total of all components related to this issue.  
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Q.  Do you have any additional comments regarding this recommended adjustment? 

A: Yes.  The OCA recognizes that the remainder of the NHPUC Assessment charged to 

PSNH will be recovered through TCAM and ES which are fully reconcilable adjustment 

clauses.  The OCA believes that the overall impact of this adjustment will reduce the any 

attrition-related risks that PSNH might face.   

 

f. TRANSMISSION RELATED O&M IN WORKING CAPITAL 7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. Please describe the OCA’s next recommended adjustment to the Company’s 

proposed step adjustment, which is a reduction in expenses of $1,118,536. 

A. The Company’s filing shows that $67,213,000 of Retail Transmission O&M expense is 

included in the Working Capital calculation for recovery through Distribution rates.  See 

Baumann Schedule 3B, page 4 of 11 in Volume II, Bates page 000152, on line 2.  This 

inclusion adds $1,118,536 to the Distribution sector revenue requirement.  Consistent 

with the three previous adjustments, the OCA believes this amount should be removed 

from this filing and recovered as appropriate through TCAM as it is a Transmission 

related expense.   

 

Q. Does the OCA have any additional comments about this adjustment? 

A. Yes.  The OCA believes that shifting the cost recovery of Transmission related working 

capital to the fully reconcilable adjustment TCAM reduces PSNH’s attrition related risks. 
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g. RATE BASE/DEPRECIATION FOR YEAR END 2009 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Q: What is the OCA proposing related to the step adjustment for effect on July 1, 2010 

on this issue? 

A: The OCA is proposing to use year end 2009 rate base and depreciation expense effective 

with the July 1, 2010 step adjustment.   In OCA adjustment IV.A.1.o we did not support 

the Company’s proposal to use year end 2008 rate base and depreciation for purposes of 

the reconcilable permanent rate increase, but rather, a 5 quarter average.   With this 

adjustment, the OCA is, in effect, now including year end 2008 rate base with the 2009 

additions.   This results in a counter-balancing $6,576,217 adjustment to OCA’s 

adjustment IV.A.1.o for rates effective July 1, 2010.    

 

V. ALLOCATION OF REVENUE REQUIREMENT AND RATE DESIGN 12 

13 
14 
15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

A. PERMANENT RATES - INTER-CLASS REVENUE REQUIREMENT ALLOCATION 
 
Q. Please summarize PSNH’s proposed allocation of the revenue requirement. 

A. PSNH used an embedded Cost of Service methodology in performing its Per Book and 

Pro forma Cost of Service Studies (“COSS”), filed with its original Rate Case Filing.  In 

response to discovery, the company stated “although an embedded class-by-class cost 

study is a consideration in determining revenue requirements by class of service, PSNH 

[did not propose] to use the embedded cost of service study to reallocate revenue 

requirements due to the complexity and controversy associated with such use.”  PSNH’s 

Response to Staff 1-33 (OCA Attachment 29).  As PSNH acknowledged in discovery, an 

“embedded cost of service study is only one measure of how costs should be allocated” 

between rate classes.  Id.  PSNH went on to state “In order to perform a rigorous rate re-
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design, one might want to consider other measurements as well, such as a marginal cost 

of service study,” PSNH Rate Case Filing, Testimony of Stephen R. Hall, Volume 1, p. 5, 

lines 10-11, and “the amount of change from existing rate level that would result, the 

number of customers in individual rate classes, the bill impact on individual customers, 

the bill impact on customers taking end use services, observed variations in cost studies 

from year to year, overall rate level, and anticipated changes to other rate components.”  

PSNH’s Response to OCA 1-64 (OCA Attachment 30).  See also PSNH’s Response to 

Staff 1-34 (OCA Attachment 31) (“rigorous re-design of rates” requires consideration of 

“all options” including a marginal cost study); and PSNH’s Response to Staff 2-89 (OCA 

Attachment 32) (similar). 

 

Q. What is the OCA’s recommendation with regard to PSNH’s proposed allocation of 12 

the revenue requirement? 

A. The OCA supports PSNH’s proposed allocation of the revenue requirement and 

recommends that the Commission approve it.  As PSNH stated in discovery: 

Any cost of service study requires a host of assumptions about how 
costs should be allocated to classes, and how costs should be 
recovered from customers once class-by-class allocation is 
determined (i.e., through customer, demand or energy charges). 
Such issues frequently result in significant disagreement among 
various parties to a rate case.  There is no "right" or "wrong" 21 
answer with respect to cost allocation or rate design; rather, they 22 
are more a matter of judgment.  Because cost allocation and rate 
design can produce significant changes among and between classes 
of customers, they tend to be controversial. Therefore, PSNH does 
not propose relying exclusively on the embedded cost of service 
study for rate design or reallocation of revenue requirements 
because of the honest differences of opinion that arise over various 
methodologies. 

23 
24 
25 
26 
27 
28 
29 
30  
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PSNH’s Response to Staff 3-26 (OCA Attachment 33) (emphasis added).   
 
The OCA agrees that these rate making principles of gradualism and rate continuity are 

important considerations and supports the Company’s applications of these principles in 

its proposed inter-class allocation of the revenue requirement. 

 

B. PERMANENT RATES – INTRA-CLASS RATE DESIGN 

Q. Please summarize PSNH’s proposed intra-class rate design. 

A. PSNH proposed increasing the Residential customer charge by a higher percentage than 

the increase in the energy charge.  Specifically, PSNH proposed to increase the customer 

charge by 34.4% and to increase the usage charge by 13.8%.   

 

Q. What is the OCA’s recommendation with regard to PSNH’s proposed rate design 

for the Residential class? 

A. Recognizing that the actual percentages will change based upon the final revenue 

requirement determination, the OCA does not oppose PSNH’s proposed rate design for 

the Residential class.  In taking this position, we are mindful that a higher percentage 

increase to the fixed customer charge, coupled with a lower percentage increase to the 

energy usage charge, sends a counter-conservation price signal to customers.  We also 

point out that although this proposal is not decoupling per se, it is a step toward de-

linking the connection between sales and revenues to the Company by shifting revenues 

to a fixed charge (the customer charge) and away from a variable charge (the charge 

based on energy usage).  While this may be a positive change for the utility, it does 

impact customers and should be considered in a broader context of what are the 
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appropriate ratemaking mechanisms that send the proper signals to customers, while 

taking into account a utility’s revenue and profit requirements.  The OCA views the 

proposed rate design changes as one way to address PSNH’s concerns about attrition, 

which is discussed further below.  The higher percentage increase to the Residential 

customer charge will guarantee more revenues to PSNH at a time when PSNH is being 

encouraged to promote less usage through energy efficiency programs, and during a 

weakened economy.  The OCA believes that these issues warrant further discussion and 

consideration by the Commission as the State seeks to encourage conservation and 

efficiency by consumers to meet important energy policy goals.   

 

C. STEP ADJUSTMENTS – REVENUE ALLOCATION AND RATE DESIGN 
 
Q. What is the OCA’s recommendation with regard to the allocation of revenues and 

rate design related to PSNH’s proposed step adjustments?   

A. PSNH proposes three step adjustments:  July 1, 2010; July 1, 2011; and July 1, 2013.  

The 2011 and 2013 step adjustments relate to PSNH’s Reliability Enhancement Program 

proposals, which are discussed in the next section of our testimony.  To the extent that the 

Commission approves these step adjustments, the OCA recommends that the revenue 

increases associated with each step be allocated equally across all customer classes and 

tariffed Distribution rates. 
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Q. Please summarize your understanding of PSNH’s Reliability Enhancement Program 

(REP) proposals. 

A. Based upon PSNH’s Rate Case Filing, PSNH’s responses to discovery, and discussions 

with PSNH’s representatives in technical sessions, the OCA understands the Company’s 

REP proposal to include the following four components.  See, e.g., Testimony of Steven 

M. Johnson, Volume 1, Bates p. 000027 and Bates p. 000031, and PSNH’s Response to 

Tech Session 3-2 (OCA Attachment 34).  First, PSNH proposes to incorporate into the 

rate base used to set permanent rates approximately $25 million of distribution-related 

capital additions placed into service pursuant to the existing REP (REP I) between July 1, 

2007 and December 31, 2009.  This translates into a revenue requirement of $3 million 

annually.  Second, PSNH proposes to incorporate into test year expenses the $8.2 million 

in O&M associated with REP I.  Third, PSNH proposes to establish a new REP program 

(REP II), for a period of four years, and include within the July 1, 2010 step adjustment 

an additional $4 million in revenue annually, to fund REP II.  Fourth, as part of REP II, 

PSNH proposes two additional step adjustments, one on July 1, 2011, and the other on 

July 1, 2013, an additional $1.5 million each, in order to recognize REP II capital 

investments in base rates. 

 

Q: What is the total amount for REP I and REP II? 

A: PSNH’s REP proposals increase their revenue requirement by $18.2 million:  $3 million 

for REP I rate base; $8.2 million for REP I O&M; $4 million for REP II; and $3 million 
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for REP II step adjustments.  This amount does not include the REP I test year operating 

expenses. 

 

Q. What are the OCA’s recommendations concerning PSNH’s REP proposals? 

A. The OCA recommends that the Commission approve most aspects of PSNH’s REP 

proposals.  Specifically, the OCA does not oppose the inclusion of REP I capital 

additions in rate base for purposes of calculating the new revenue requirement, or the 

establishment and funding of REP II.  The OCA also does not oppose the proposed step 

adjustments in REP II so long as the review process used for REP II, including approval 

and tracking of the capital projects, is consistent with the existing process used for REP I.  

However, the OCA, opposes, and recommends that the Commission deny, PSNH’s 

proposal to incorporate REP I O&M expenses in test year O&M expenses.  Instead, 

PSNH should recover the $8.2 million associated with REP I O&M activities within the 

context of the REP I program, as required by the settlement agreement and Commission’s 

Order in PSNH’s last distribution rate case, DE 06-028.  See Public Service Company of 

New Hampshire, DE 06-028, Petition for Approval of Delivery Service Rates, Order No. 

24,750 (May 25, 2007), pp. 4, 6, 8, 11,and 23. 

 

Q. Why does the OCA recommend the continuation of REP I? 

A. REP I was created as a five-year program, and the OCA believes that the continuation of 

REP I is necessary in order for the Commission and interested stakeholders to evaluate 

this program’s effectiveness and its impact on system reliability.  At this early juncture, 

only half-way through REP I, the OCA believes that there is insufficient data upon which 
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any such conclusions may be drawn.  For example, PSNH’s Weather Normalized System 

Average Interruption Duration Index (SAIDI) data appears to show possible downward 

trends in 2007 and 2008.  However, when the 2007 and 2008 data is viewed within the 

context of SAIDI data provided for 2002-2008, a regression line fitted to the data shows 

an upward trend in Weather Normalized SAIDI.  See PSNH’s Response to OCA 1-008, 

(OCA Attachment 35).  In addition, the 2008 value that PSNH provides for Weather 

Normalized SAIDI is 92.19.  This value does not appear to be significantly different than 

the values for 2002 and 2003 of 97.58 and 99.32.  For all of these reasons, the OCA 

believes that it is premature to end REP I by including the REP expenditures in 

distribution base rates.    

Q. Before you discuss the next issue, do you have any other comments concerning 

PSNH’s REP proposals? 

A. Yes.  As we will discuss in the next section of our testimony, the OCA takes the position 

that approval of PSNH’s revenue requests related to REP I and II represents an offset to 

attrition. 

 

VII. ATTRITION 17 
18 
19 

20 

21 

22 
23 
24 
25 
26 

 
Q. In its Rate Case Filing, PSNH discusses its concerns about, and the need to address, 

attrition.  What is attrition? 

A. In its filing, PSNH stated: 

Attrition has been defined by the New Hampshire Supreme Court 
as ‘an erosion in the earning power of a revenue-producing 
investment.  This erosion is a complex phenomenon, the result of 
operating expenses or plant investment, or both, increasing more 
rapidly than revenues.  If attrition occurs, the result would be that 
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PSNH’s Rate Case Filing, Testimony of Gary A. Long, Volume 1, p. 3, lines 7-11, citing 

New England Telephone & Telegraph Co. v. State of New Hampshire, 113 N.H. 92, 97 

(1973).   
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Q. To what does PSNH attribute the attrition that it believes it is facing? 

A. Generally, PSNH ascribes its attrition to “additions to rate base to meet system 

requirements and the decline in overall kilowatt-hour sales.”  PSNH’s Rate Case Filing, 

Testimony of Gary A. Long, Volume 1, p. 4, lines 2-3. 

 

Q. Does PSNH’s Rate Case Filing include any proposals to address attrition? 

A. Yes.  PSNH’s original filing included several proposals that address attrition, including: 

1) use 2008 year-end rate base and depreciation values for permanent rates; 2) use of a 

step adjustment effective July 1, 2010; 3) use of 2009 year-end rate base and depreciation 

values for the July 1, 2010 step adjustment; 4) recognition in base rates of REP I capital 

investment, valued at approximately $3 million dollars; 5) a new REP program including 

$4 million in additional revenues and two step adjustments with values of approximately 

$1.5 million each; and 6) changes to rate design which shift revenue recovery away from 

customer usage to the fixed customer charge paid by all Residential customers.  PSNH’s 

updated Rate Case Filing (December 15, 2009) also includes additional pro forma 

adjustments to the twelve months after the test year which help to offset attrition. 
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Q. What is the OCA’s recommendation with regard to PSNH’s concerns about 

attrition? 

A. As discussed in previous sections of our testimony, the OCA recommends, or does not 

oppose, Commission approval of nearly all of PSNH’s proposals to address attrition.  

However, the OCA does oppose the use of 2008 year-end rate base and depreciation 

values for the purpose of calculating new permanent rates, as well as several pro forma 

adjustments to expenses proposed by PSNH.   

 

Q. Do you have any other comments about PSNH’s concerns about attrition? 

A. Yes.  First, with regard to reduced sales due to increased energy efficiency, PSNH’s 

energy efficiency programs enable PSNH to earn a Shareholder Incentive of between 0 

and 12%, typically budgeted at 8% each year.  For 2010, PSNH has projected an 

incentive of $1,130,336, or 8% of the 2010 budget for the “Core” programs budget in DE 

09-170.  Second, in PSNH’s last rate case, DE 06-028, the OCA supported PSNH’s 

proposal to revise its Line Extension Policy as a way to offset attrition and to ensure that 

the Company recovers the costs of costly line extension from those customers that 

receive them.  The Commission recently approved this change in DE 08-135, Order No. 

25,046 (November 20, 2009).  As implementation is given time to occur, the impact on 

earnings erosion or attrition due to line extensions should be greatly reduced.  Third, with 

regard to PSNH’s REP proposals, the more reliable PSNH’s distribution system, the more 

sales and revenues PSNH has the opportunity to generate, which should also act as an 

additional offset to attrition.  Fourth, although we do not provide testimony about the 

appropriate rate of return, reserving this issue as one we may comment on in closing at 
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the hearing, we must add that all of the actions taken to reduce PSNH’s attrition also 

reduce PSNH’s risk that it will not earn its allowed rate of return.  Fifth, the OCA has 

also proposed shifting the recovery of certain costs from Distribution rates to the TCAM 

or to Default Energy Service.  Those rates are fully reconcilable and significantly reduce 

any risk related to those costs.  Lastly, the OCA believes that attrition should first be 

addressed by PSNH itself, before it looks to customers for relief.  PSNH should 

constantly strive for greater productivity as well as reduced expenses wherever possible 

and consistent with its duties to provide safe and adequate service.  For example, the 

OCA recommends to the Commission that it require PSNH, and Northeast Utilities, to 

review and reduce its executive compensation in recognition of the significant instability 

and uncertainties of the economy.   

 
VIII. CONCLUSION 13 

14 
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Q: Does this conclude your testimony? 15 

A: Yes, although as we stated at the beginning of our testimony, we do expect the 

Commission Staff to file testimony on the issues of cost of capital, depreciation, capital 

recovery calculation (“CRC”) and pension and OPEB costs, and we wish to reserve our 

rights to comment and to make recommendations on those issues at the hearing related to 

any additional adjustments to the proposed permanent increase and step adjustment.   
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