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 1 P R O C E E D I N G 

 2 CHAIRMAN IGNATIUS:  So, we will open the

 3 hearing in DW 12-242, Concord Steam Corporation's  petition

 4 for a permanent rate increase.  On September 5th,  2012,

 5 Concord Steam filed a petition for an increase in  its

 6 annual revenue requirement of 21 percent.  The or der of

 7 notice scheduled both a prehearing conference and  a

 8 hearing on temporary rates for this morning at 10 :00.

 9 So, we'll begin with appearances 

10 please.

11 MR. TAYLOR:  Thank you.  Patrick Taylor,

12 from the firm of McLane, Graf, Raulerson & Middle ton,

13 today representing the Concord Steam Corporation.   With me

14 are Peter Bloomfield and Mark Saltsman from Conco rd Steam.

15 Mr. Bloomfield will be our only witness today.

16 CHAIRMAN IGNATIUS:  Thank you.  Good

17 morning.  And, Mr. Speidel.

18 MR. SPEIDEL:  Yes.  Good morning.

19 Alexander Speidel, for the Staff of the Public Ut ilities

20 Commission.  And, I have with me Steve Frink and Robert

21 Wyatt of the Gas & Water Division.

22 CHAIRMAN IGNATIUS:  All right.  Do we

23 have matters before Mr. Bloomfield takes the stan d?

24 MR. TAYLOR:  None from us.
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 1 MR. SPEIDEL:  None here as well.  Thank

 2 you.

 3 CHAIRMAN IGNATIUS:  Then, please, Mr.

 4 Bloomfield.  And, Mr. Patnaude.

 5 (Whereupon Peter G. Bloomfield was duly 

 6 sworn by the Court Reporter.) 

 7 MR. TAYLOR:  Before I begin my

 8 examination, Mr. Bloomfield, I'd like to mark som e

 9 exhibits for identification.  Exhibit 1 is the Pr efiled

10 Testimony of Peter Bloomfield, and the supporting

11 schedules, that were filed -- well, the entirety of the

12 Company's rate case that was filed in September.  Exhibit

13 2 is the Settlement Agreement between the Company  and the

14 Staff that was filed on October -- October 19th.  And

15 Exhibit 3 is a revised Schedule A to the Settleme nt

16 Agreement between the Company and the Staff.

17 CHAIRMAN IGNATIUS:  Thank you.  So,

18 marked for identification.

19 (The documents, as described, were 

20 herewith marked as Exhibit 1, Exhibit 2, 

21 and Exhibit 3, respectively, for 

22 identification.) 

23 PETER G. BLOOMFIELD, SWORN 

24  DIRECT EXAMINATION 
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 1 BY MR. TAYLOR: 

 2 Q. Mr. Bloomfield, please state your name, employe r, and

 3 business address for the record.

 4 A. I'm Peter Bloomfield, President of Concord Stea m, at

 5 123 Pleasant Street, Concord, New Hampshire.

 6 Q. Mr. Bloomfield, what are your responsibilities as

 7 President of Concord Steam?

 8 A. General executive/administrative activities in the

 9 business.

10 Q. And, what was your role in preparing the Compan y's

11 filing in this case, specifically with respect to

12 temporary rates?

13 A. It was either under my control or I did it.

14 Q. Mr. Bloomfield, the filing marked as "Exhibit 1 "

15 contains testimony bearing your name.  Was this

16 testimony prepared by you or under your direction ?

17 A. Yes, it was.

18 Q. Do you have any corrections or changes that you 'd like

19 to make to the filing in this case?

20 A. Yes.

21 Q. Could you please explain those for the Commissi on.

22 A. Yes.  In the Temporary Rate Petition, there was

23 reference to, in Paragraph 3, there was reference  to

24 "The Company's last authorized overall rate of re turn
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 1 was 7.19 percent."

 2 CMSR. HARRINGTON:  Excuse me.  What page

 3 are you on?  

 4 WITNESS BLOOMFIELD:  I'm sorry.  I'm on

 5 page marked "16", which is the second page of the

 6 Temporary Rate Petition.

 7 MR. SPEIDEL:  And, Commissioners, this

 8 would be in, among these two folios, it's the one  that's

 9 marked "Rate Filing 1 of 2", and it's towards the  center.

10 And, there's a -- it's towards the center of the folio

11 marked "Rate Filing 1 of 2", and there's a handwr itten

12 page "15" on the lower right-hand corner.

13 CMSR. HARRINGTON:  We're on Page 16,

14 though?

15 WITNESS BLOOMFIELD:  We're on Page 16,

16 that's right.  The Petition starts on 15.

17 MR. SPEIDEL:  Yes.

18 BY THE WITNESS: 

19 A. And, in Paragraph 3, I referenced an "authorize d

20 overall rate of return [at] 7.19 percent", and th at was

21 misstated.  We had filed a -- well, the original

22 filings we made in that case were based on a over all

23 rate of return that would have been -- that shoul d have

24 been authorized by Puc Rule of that 7.19 percent.
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 1 However, we had requested rates, following regula r

 2 rulemaking principles, that reflect a significant ly

 3 lower overall rate of return that was actually

 4 approved.  So, that was just kind of a misstateme nt

 5 that we had -- we just wanted to clarify that.

 6 CMSR. HARRINGTON:  So, what's the

 7 correct number?

 8 WITNESS BLOOMFIELD:  Well, what we had

 9 actually been -- that we actually requested durin g the

10 last rate case and that was approved was in the

11 neighborhood of 3 percent, I believe.

12 BY MR. TAYLOR: 

13 Q. And, Mr. Bloomfield, when you say "approved", t here was

14 a settlement agreement in that case?

15 A. In the 2009 -- you're talking about the 2009 ra te case

16 you're talking about?

17 Q. Yes.

18 A. Yes.  There is usually a settlement agreement, yes.

19 Q. Okay.  Thank you.  Mr. Bloomfield, subject to t hat

20 correction, is the testimony in the filing in thi s case

21 true and correct to the best of your knowledge an d

22 belief?

23 A. Yes, it is.

24 Q. Mr. Bloomfield, could you please start by givin g the
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 1 Commission a brief overview of the Company's requ est

 2 for permanent relief in this docket.

 3 A. We have filed testimony asking for a total incr ease in

 4 our usage rates, our base rates, of $862,584.  We 're

 5 asking that be -- that actually our usage rates b e

 6 increased by $549,600, and that $312,000 of costs , that

 7 is typically covered in our base rates or usage r ates,

 8 be transferred to Cost of Energy.  So that our --  in

 9 the end game, we would -- we're asking for a tota l

10 increase of 860,000, but actually our usage rates  would

11 increase only by 550,000, roughly.

12 Q. And, Mr. Bloomfield, what categories of cost do es the

13 Company propose to transfer to the Cost of Energy

14 charge?

15 A. We're asking that certain costs, operating cost s that

16 are directly related to the production of steam, the

17 purchase of water, our sewage disposal costs of o ur

18 condensate, our ash disposal costs, our chemical

19 treatment costs, and our air permit fees from the

20 state, are all directly related to how much fuel we

21 burn and how much steam we produce each and every  year.

22 Q. And, why has the Company requested that these c osts be

23 transferred to the Cost of Energy charge?

24 A. These are, as I said, they're kind of directly related

                  {DG 12-242} {10-23-12}



                   [WITNESS:  Bloomfield]
    10

 1 to our production costs.  And, we expect that, on ce the

 2 new plant comes on line, that all of -- 100 perce nt of

 3 our production costs will be coming through in th e form

 4 of Cost of Energy, and looking to try and start t o

 5 transfer some of those costs over.

 6 Q. Did the Company request an alternative treatmen t of

 7 these costs, in the event that the transfer to th e Cost

 8 of Energy charge is not approved?

 9 A. Yes.  If the costs are not approved as part of the Cost

10 of Energy, then we would ask that those costs be

11 wrapped in and included in the increase in our ba se

12 rates.

13 Q. As part of the September filing -- as part of t he

14 September filing, the Company also requested temp orary

15 rate relief.  Could you please describe the level  of

16 temporary rate relief requested.

17 A. We had requested -- the temporary rate relief, we

18 requested the full amount.  It's what we typicall y do,

19 in part, because we are -- we're a very seasonal

20 operation.  And, if our -- when our -- if the rat es are

21 not applied at the beginning of our heating seaso n, we

22 have about four months where we sell the great ma jority

23 of our product.  And, if they're -- our rates, ou r

24 permanent rates come into effect with a surcharge , then
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 1 that surcharge would really -- not really have mu ch

 2 effect on our cash flow almost until the fall and

 3 heating season.  So, as a matter of mitigating th e

 4 amount of additional surcharge that our customers  would

 5 see in the following year, it's just kind of bett er for

 6 the Company for controlling cash flow, and becaus e of

 7 our seasonal issues, that's why we have typically

 8 requested that in our previous rate case, and tha t's

 9 why we did it in this one.

10 Q. So, Mr. Bloomfield, please summarize the testim ony that

11 you provided in support of the Company's request for a

12 temporary rate increase?

13 A. It's been three years now since we've gone thro ugh a

14 rate case.  We had a negative rate of return, we lost

15 money last year.  And, it's -- we had been puttin g off

16 coming back for a base rate case, expecting the n ew

17 plant to be on line by now, actually.  And, due t o

18 delays and issues that were beyond everyone's con trol,

19 we have -- we're where we are now, we're only jus t now

20 actually getting this thing off the ground.  So, we've

21 delayed longer than we expected, in terms of aski ng for

22 a new rate case.  So, we have -- that's why we're

23 coming in now, because it's just time to do it.

24 Q. And, Mr. Bloomfield, specifically, during the t est
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 1 year, you said that you were earning a "negative

 2 return".  What was the amount of the negative ret urn?

 3 A. Approximately, a negative 6 percent.  We've los t money.

 4 Q. And, to what do you attribute the Company's ina bility

 5 to earn a reasonable rate of return?

 6 A. It's a combination of a general increase in ope rational

 7 costs, personnel, operating and maintenance costs ,

 8 those types of things.  And, as well as the effec t of a

 9 decrease in some of our sales.

10 Q. Okay.  And, what does the Company view as reaso ns for

11 the decrease in sales volumes?

12 A. It's the -- the easy target are the buildings t hat

13 simply come off our system and go to natural gas,  and

14 there are some of those.  And, the rest of it, it 's --

15 as whether it's conservation effect or whether it  is

16 the fact that we've had some warm winters, there' s no

17 real -- no way, no easy way of determining how mu ch of

18 that effect is just strictly warm winters, how mu ch is

19 conservation.  So, there's definitely a combinati on of

20 that.  But is it -- it's that, natural gas, and j ust

21 kind of general reduction in sales.

22 Q. Mr. Bloomfield, what is the status of the new C oncord &

23 Steam -- Concord Power & Steam plant, sorry?

24 A. That we have begun construction, the major equi pment
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 1 has been ordered.  The financing is being finaliz ed in

 2 the next month or so.  And, we are underway.  We expect

 3 to be operational the Winter of 2013-14.  Hoping to

 4 synchronize the machine in December of 2013, but not

 5 expecting reliable operation from the facility un til

 6 later in the early Winter of 2014.

 7 Q. Moving onto the Settlement Agreement.  Mr. Bloo mfield,

 8 are you familiar with the Settlement Agreement th at is

 9 marked as "Exhibit 2"?

10 A. Yes, I am.

11 Q. And, did you participate in the process that re sulted

12 in that Settlement Agreement?

13 A. Yes.

14 Q. Mr. Bloomfield, could you please walk through t he terms

15 of that agreement for the Commission.

16 A. It is a two-part settlement.  It is giving us a  total

17 of approximately $580,000 increase in our base or  usage

18 rates -- I'm sorry, $580,000 in our revenue.  $26 9,428

19 would be in our base rates, and the Settlement

20 Agreement has agreed to transfer the $312,984 fro m our

21 base rate costs into our Cost of Energy.

22 Q. Mr. Bloomfield, Exhibit 3 is a revised Schedule  A to

23 the Settlement Agreement.  Could you please expla in for

24 the Commission what the revisions to the Schedule  A
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 1 are?

 2 A. Yes.  Schedule A was just to set out what our d eclining

 3 block rate structure would be under the proposed

 4 temporary rates.  And, there was a minor change, where

 5 the original schedule had been calculated by addi ng a

 6 fixed $2.11 per Mlb to each rate case.  And, the intent

 7 was, instead of that, was to increase each rate b y

 8 12.6 percent.  So, the total dollar is the same, it's

 9 just that the revised one, the dollars per Mlb nu mbers

10 are slightly different because of that different method

11 of calculation.

12 Q. Mr. Bloomfield, based upon the Settlement Agree ment,

13 when would temporary rates take effect?

14 A. We're requesting that temporary rates take effe ct for

15 our service rendered November 1st date.  We do re ad

16 meters at the first of each month.  And, so that we'll

17 be reading meters next week for billing.  We usua lly

18 read all of our meters in two or three days.  And , so,

19 we read all of our meters around the 1st, the end  of

20 the month and the beginning of the month, bill th at

21 out.  And, so, if it's -- we're asking that, if t hat be

22 effective November 1st, it would apply to all of the

23 meters -- all of the steam sold from November 1 t o the

24 end of November, although we won't be reading tho se
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 1 meters and sending those bills out until the firs t of

 2 December.

 3 Q. Assuming that the Commission were to approve te mporary

 4 rates as contemplated in the Settlement Agreement , and

 5 further assuming that the Commission were to ulti mately

 6 approve permanent rates at a higher level, how wo uld

 7 the difference between the two rates be reconcile d?

 8 A. We're assuming that there would be a reconcilia tion of

 9 the two rates through negotiations with the Staff , and

10 that we would apply some kind of surcharge that w ould

11 apply for the following year.

12 Q. Would the reconciliation -- I'm sorry.  Would t he

13 difference be reconciled back to November 1st?

14 A. Yes.  Yes.  Sorry.

15 Q. Mr. Bloomfield, will the Settlement Agreement, as

16 proposed, result in, in your opinion, result in j ust

17 and reasonable rates?

18 A. Yes, it will.

19 Q. And, do you believe that the Settlement Agreeme nt is in

20 the public interest?

21 A. I do.

22 MR. TAYLOR:  I have no further

23 questions.

24 CHAIRMAN IGNATIUS:  Thank you.
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 1 Mr. Speidel.

 2 MR. SPEIDEL:  Thank you, Chairman.

 3 CROSS-EXAMINATION 

 4 BY MR. SPEIDEL: 

 5 Q. Mr. Bloomfield, in your last request for an inc rease in

 6 base rates, an increase of approximately $340,000 , or

 7 6.5 percent, which was approved, you expressed th e need

 8 to keep rates low in order to retain customers.  How

 9 many customers have left the system since those r ates

10 went into effect?

11 A. That has been three years now.  There's probabl y been

12 -- probably been six or eight customers maybe, ha ve

13 gone off for one reason or another.

14 Q. Was the Winter of 2011-2012 warmer than normal?

15 A. Yes.  Yeah, something in the neighborhood of 15  percent

16 warmer than normal.

17 Q. The proposed increase in this temporary rate pr oceeding

18 is approximately $580,000, or 12 percent.  Might one

19 expect a corresponding loss of customers as a res ult of

20 this increase?  And, what steps has the Company t aken

21 to prevent that?

22 A. We have been keeping the communications open wi th our

23 customers.  Now that the new project is on, expec ting

24 people to see a light at the end of the tunnel, a nd
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 1 hoping to retain customers on that basis.  That g etting

 2 them to understand that our rates will drop

 3 significantly, once the new plant comes on line.  And,

 4 along those same lines, going back to some of the

 5 customers that we have lost over the years, and

 6 reconnecting with them and seeing if we can recov er

 7 some of those customers.

 8 Q. You have lost several customers to natural gas,  Mr.

 9 Bloomfield.  How costly is it for a customer to c onvert

10 from steam to natural gas?  And, are there any no n-cost

11 advantages to steam service compared to gas servi ce

12 that you can describe?

13 A. There's a -- the cost of converting to gas is v ery

14 dependent upon the individual buildings themselve s.

15 Some buildings are old enough that, you know, whe n we

16 first connected to them in 1938, and trying to co nvert

17 those systems to natural gas would be a challenge .

18 They don't have space for boilers.  They would ha ve to

19 put a whole addition on, they would have to put a

20 chimney on, because it's an old steam system.  So , some

21 of the customers, it could be very, very complica ted.  

22 Some of the other ones that we've lost

23 earlier -- or, in the past few years, are ones th at

24 were a forced hot water system that was -- even,
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 1 perhaps, had been gas or oil at one point, and th ey

 2 simply converted back.

 3 So, it's very difficult to say how much

 4 -- what's the cost for any one customer to conver t.

 5 But it can be very, very costly for those custome rs

 6 that are older customers.  That it could be, you know,

 7 for instance, the state buildings and the city

 8 buildings, most of the major buildings downtown c ould

 9 be very expensive for them to convert.

10 Q. But it would be fair to say that, for a oil or

11 gas-fired boiler installation, you're talking at least

12 several thousand dollars, -- 

13 A. Oh, yes.

14 Q. -- as sort of as a floor in cost?

15 A. Yes.  Exactly.  That's right.

16 Q. And, any advantages to steam service?

17 A. Oh, yes.  Any other advantages.  The primary ad vantage

18 that we provide to, over and above gas or oil or other

19 competitors, is that we provide a complete servic e and

20 we provide a complete product.  So, we have -- st eam

21 comes into their building, they have a control va lve,

22 and that's it.  As opposed to having a boiler or other

23 -- or, natural gas coming in, and having to have a

24 chimney.  And, there tends to be a lot more maint enance
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 1 and operational costs involved for customers that  are

 2 not directly fuel related with fuel versus steam.   But

 3 we -- we like to say "we provide them a finished

 4 product."  

 5 And, not only that, if they have a

 6 problem, we are manned 24 hours a day/seven days a

 7 week.  And, if there's a problem, they call us, a nd we

 8 respond immediately.  And, so, it's kind of that we're

 9 providing them as much of a service as a product.

10 Q. Thank you.  Mr. Bloomfield, how do operating co sts

11 compare to those in the last rate case?  And, wha t

12 steps have been taken to reduce or control those costs?

13 A. They have not changed significantly.  We did tr y and

14 reduce staff significantly three years ago.  And,  we

15 found we were not able to operate efficiently and

16 safely with the significantly reduced staff that we

17 had, so we had to bring some back on.

18 Q. If granted, Mr. Bloomfield, will the temporary rate

19 increase allow the Company to meet its capital an d

20 operating requirements for the rest of this year and

21 for 2013?

22 A. Yes, it will.

23 Q. Does the Company expect to have a positive rate  of

24 return for that period if the temporary rate incr ease
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 1 is approved?

 2 A. Yes, we do.  With the caveat that we have a lit tle bit

 3 colder winter than we did last year.

 4 Q. You testified that the new Concord Power & Stea m plant

 5 is expected to come on line at the end of 2013.  And,

 6 when that happens, the Company expects to be able  to

 7 reduce its costs and lower its rates.  Is the end  of

 8 2013 still the expected in-service date of the ne w

 9 plant?  And, what is the expected rate impact, th at is

10 the impact on customer bills, compared to bills a t

11 current rates?  And, you can give an answer in ge neral

12 terms.

13 A. Okay.  We're hoping to synchronize the equipmen t,

14 meaning bring the boiler and the turbine up, and

15 actually make our first electricity by the end of  --

16 end of the year of 2013.  But we don't expect to be

17 providing steam or electricity on a reliable basi s

18 until, oh, it's February or March, probably, of 2 014.

19 In terms of our cost of our product,

20 we're projecting that our costs to our customers,

21 all-in cost of energy and usage base rates, shoul d be

22 in the neighborhood of $25 or $26 an Mlb, compare d to

23 the $36 or $37 that it is now, and the 40 some od d

24 dollars it would be with these requested rates.
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 1 Q. Thank you.  Do you expect that Concord Steam wi ll make

 2 a filing with the Commission regarding its agreem ent

 3 for a steam purchase between Concord Power & Stea m and

 4 Concord Steam, the utility, from steam from the n ew

 5 plant?

 6 A. Yes, we do.  In fact, I hope to get that in in the next

 7 few weeks, actually.  That was a contract that ha s been

 8 submitted to the Commission, and tentatively appr oved.

 9 But it was not completely approved, because there  were

10 -- there were blanks in there as to what the true

11 capital cost of the facility was going to be and what

12 the actual end cost of the steam would be, becaus e it

13 was tied to the capital and operating costs.  So,  we

14 would get those, we'll have those costs defined, and

15 then resubmit this to the Commission for their

16 approval.

17 Q. And, Mr. Bloomfield, if any change in the owner ship of

18 Concord Steam Corporation, the utility, results f rom

19 the new project, or if Concord Steam were to issu e

20 short or long-term debt in connection with the ne w

21 project, you would seek Commission approval as we ll for

22 that?

23 A. Yes, we would.

24 MR. SPEIDEL:  Thank you.  Staff has no
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 1 further questions.

 2 CHAIRMAN IGNATIUS:  Thank you.

 3 Questions?  Commissioner Harrington.

 4 CMSR. HARRINGTON:  Good morning again.

 5 Just a few questions.

 6 BY CMSR. HARRINGTON: 

 7 Q. Just one question, more of a curiosity question  than

 8 anything else.  In the shoulder months, --

 9 A. Uh-huh.

10 Q. -- when we get days in October, or wherever, wh ere it

11 gets chilly enough that people require heat, but they

12 only need for maybe a couple of hours in the morn ing or

13 maybe a few hours late at night, how do you provi de

14 that?

15 A. It's simpler than you might think.  Come the sh oulder

16 months, people are starting to get cold.  They ca ll us

17 up, we turn the steam on.  And, you're right, in the --

18 you know, we'll see an increase in steam load fir st

19 thing in the morning, and then it tapers right of f

20 again in the afternoon.  And, we just maintain st eam

21 pressure.  So, as they -- as they draw on the ste am,

22 and we maintain it typically at around 90 pounds per

23 square inch, and so their heat comes on in their

24 buildings, the pressure starts to drop, so we fir e the
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 1 boilers harder to maintain that pressure.  

 2 Q. So, that during those times, you're fairly inef ficient

 3 then at providing this -- 

 4 A. Yes.  Right.  Exactly.  You know, there's times  when

 5 we're not doing much, other than, you know, on da ys

 6 like the past few days, where it's been cool in t he

 7 morning, and then warms up and it's nice and sunn y in

 8 the afternoon, it -- that's exactly right.

 9 Q. Okay.  Just a couple of other questions.  In yo ur

10 testimony, on Page 10, the lower right-hand corne r

11 "10", --

12 A. Yes.

13 Q. Where it's handwritten in.  It says -- you're t alking

14 about the "warmer than average temperatures", and  you

15 said test year of 2011 was "5.25 percent warmer",  then

16 I thought you said it was "15 percent warmer".  S o, --

17 A. Well, because we have our -- I'm mixing my dock ets.

18 Q. Okay.

19 A. This was based on the test year of the calendar  year of

20 2011.  But the heating season that we really focu sed on

21 from, basically, from November to October, so tha t the

22 heating season of last year was 15 percent warmer .

23 Q. Okay.  So, you're talking about November of 201 1 --

24 A. Yes.
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 1 Q. -- through the Spring of 2012?

 2 A. Yes.  

 3 Q. Okay.

 4 A. Exactly.

 5 Q. All right.

 6 A. Yes.

 7 Q. That clarifies that.  And, just a couple of que stions

 8 on this, you know, "transferring of costs" from t he

 9 energy charge to the base cost.  Is it safe to as sume

10 that, for every dollar that was transferred from the

11 base to the energy rate, that there was a compara ble

12 dollar decrease in the base rate to account for t hat?

13 A. Yes, that's correct.

14 Q. Okay.  So, that's a dollar-for-dollar switch?

15 A. Yes.  It would be just a swap.  That's right.

16 Q. And, there was some, obviously, a bunch of disc ussion

17 on the new facility and what's going to happen,

18 because, I mean, if we look at this, and we see, you

19 know, you're requesting permanent rates of, I gue ss,

20 over 20 percent increase.  I mean, these rate inc reases

21 aren't sustainable.  Eventually, you're going to start

22 losing more customers.  And, then, once you lose more

23 customers, you get into a spiral where then you w ill

24 raise the rates more, and then lose more customer s.
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 1 So, how confident are you in the ability for the

 2 Company to deliver, I think you said it was $26 a

 3 thousand pounds or around that figure for steam?

 4 A. So, we're -- we're very confident.  We've been through

 5 the numbers pretty thoroughly.  Of course, we are  going

 6 to have to go through the full rate case, and -- but we

 7 feel very comfortable that those numbers are very

 8 achievable.

 9 Q. And, since you're kind of splitting the company  now

10 into two entities, if I'm correct, and if I'm not ,

11 please just --

12 A. Uh-huh.

13 Q. -- jump in here.  Where, right now, you have a single

14 entity that is the -- that produces the product, the

15 steam, and then it distributes it as well, and it 's all

16 a regulated utility.  Am I correct in assuming th at?

17 A. Yes, that's right.

18 Q. And, in the future, you'll have two separate co mpanies,

19 one is a distribution company, and it will be a

20 regulated utility, and the second one is a

21 non-regulated producer of steam?

22 A. That's correct.  Yes.

23 Q. And, there will be a purchase power agreement b etween

24 the two of those then?
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 1 A. Yes.

 2 Q. And, that's what will set down the terms of -- I mean,

 3 I'm looking at such things as -- we have similar

 4 circumstances, I guess, on the electric side, whe re we

 5 have companies, like Unitil, that no longer are

 6 producing any of their own electricity, so they j ust

 7 deliver it.

 8 A. Uh-huh.

 9 Q. But they have the ability to go out and -- go o ut for

10 bids, and they have four or five different compan ies

11 come in and bid, and they, through competition, g et a

12 better price.  In the case of steam, I'm sure, if  you

13 went out for a bid, there would be no other bidde rs,

14 because there simply is no one selling the produc t.

15 A. Right.

16 Q. So, you know, over the long term, we were at le ast

17 concerned to make sure that we get a competitive based

18 price there, because you have no competition and no

19 regulation.  So, that's just --

20 A. Yes.  That's --

21 Q. -- just to let you know up front we are concern ed about

22 that.

23 A. Yes.  Yes.  No, that was -- we understood that right up

24 front.  And, that's why, when we first submitted the
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 1 Steam Purchase Contract, it was based on actual c osts,

 2 and the steam company paying its percentage of th e

 3 actual operating and maintenance and labor expens e of

 4 the facility.  But the steam portion, and looking  at

 5 total revenues into the new plant, 85 percent of the

 6 total revenues are from the sale of electricity.

 7 Q. Uh-huh.  

 8 A. And, so, only roughly 15 percent is from the sa le of

 9 steam.  So, the company's -- the cogen company's,

10 Concord Power & Steam's incentive to reduce and k eep

11 costs down are significant.  Although, Concord St eam is

12 paying for essentially its share of those costs,

13 they're a small piece of their overall piece.  An d, so,

14 we're paying, basically, a three-tiered structure  is

15 how we've arranged it.  There's one piece that do es not

16 escalate, that helps pay for the debt service por tion

17 of the project.  There's a piece that does escala te by

18 a CPI-type escalator, to cover labor and O&M cost s.

19 And, then, the third piece is a fuel cost pass-th rough

20 that -- that the Concord Power will track all of its

21 fuel costs, and that gets passed through on an ac tual

22 cost basis.  Those fuel costs are -- the fuel rec ords,

23 the purchasing, everything that Concord Power doe s,

24 that this power -- this purchase contract we have
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 1 allows Concord Steam and the Commission access to  those

 2 records, to just confirm that they're being just and

 3 reasonable in their fuel pricing and fuel structu re.

 4 So, --

 5 Q. And, what's the size of the electric output of the

 6 plant?

 7 A. Twenty megawatts, roughly.

 8 Q. And, I think you're implying, maybe you're not,  so let

 9 me ask the question to make sure, that, because t he

10 majority of the output of the plant of, as far as

11 revenue, is going to come from the sale of electr icity,

12 that you're at least hoping or assuming that the

13 competitive electric market, i.e., the ability --  the

14 desire to get the price of their electricity out as

15 cheap as they can so they will be dispatched more

16 often, will hold the costs down to for the overal l

17 plant, including steam production?

18 A. Yes.  Although, we have contracted for 100 perc ent of

19 our electricity sales, long-term, fixed price -- well,

20 long-term contracts that are basically similar in

21 structure to what we just talked about how the st eam

22 was priced.  So that they -- they have an incenti ve to

23 keep their costs down, because, although their fu el is

24 a pass-through, their -- the remainder of their c osts
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 1 are at a set price.  And, so, they have got a rea l

 2 incentive to keep those other costs down.

 3 Q. And, are those -- are you at liberty to say who  those

 4 contracts are with --

 5 A. Yes.  It's the --

 6 (Court reporter interruption.) 

 7 BY CMSR. HARRINGTON: 

 8 Q. Can you tell us who you signed the contract for  the

 9 electric sales?

10 A. Yes.  The electric sales are in a number of off -takers.

11 We're selling electricity to the New Hampshire El ectric

12 Co-op; to Reading Municipal Light Department, in

13 Reading, Massachusetts; and to South Jersey Energ y, who

14 is a reseller, who will provide that electricity to

15 State of New Hampshire retail meters and City of

16 Concord retail meters.

17 Q. Okay.  And, one final question.  How is the fun ding for

18 the decommissioning of the existing plant, since you

19 have a commitment to restore that to somewhat bet ter

20 shape than it's in now, at least render it safe a nd not

21 hazardous, how do you plan on funding for that?

22 A. Well, the -- our lease requires we just simply provide

23 them with an operational plant.  So, we're just n ow

24 starting to talk about what needs to be done to s hut it

                  {DG 12-242} {10-23-12}



                   [WITNESS:  Bloomfield]
    30

 1 down and safely decommission it.  And, we're not

 2 expecting to have to invest any significant money  into

 3 that project, into that plant to decommission it.

 4 We're looking at mostly just making sure that -- that

 5 things that might get frozen or damaged get heat traced

 6 and enclosed, and everything else be basically se cured.

 7 And, so, we're talking about what needs to be don e with

 8 the State.  We haven't talked about what the cost s are

 9 and who's going to be paying for it yet.

10 Q. Okay.  So, when you say an "operational plant" then,

11 are we talking in simplistic terms then, if you j ust

12 were to shut the plant down tomorrow, you'd drain  the

13 lines, make sure nothing was energized, and basic ally

14 say "It's yours", the State, -- 

15 A. Yes.

16 Q. -- and that would be about it?

17 A. Yes.  Yes.  So, that, you know, we'd leave them  the

18 underground oil tanks, we'd leave them the

19 asbestos-covered insulation.  We'd leave them all  of

20 the joys that we've lived with for the past 30 so me odd

21 years.

22 Q. Yes.  This was my next statement.  There is no

23 requirement for you to clean of hazardous waste o r

24 anything like that?
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 1 A. No.

 2 Q. And, no requirement to lay out the plant with n itrogen

 3 or anything like that to maintain it going forwar d?

 4 A. No.

 5 CMSR. HARRINGTON:  Okay.  All right.

 6 That's all the questions I had.  Thank you.

 7 CHAIRMAN IGNATIUS:  Thank you.

 8 Commissioner Scott.

 9 CMSR. SCOTT:  Thank you.  I think we're

10 still morning.  Yes.  Good morning again.

11 BY CMSR. SCOTT: 

12 Q. On your Page 8 of your testimony, or this annot ated 13,

13 and on the bench you stated that, and, again, a l ot of

14 the commodity-related costs are better incorporat ed

15 into cost of energy as they're connected to the u sage

16 of steam.

17 A. Uh-huh.

18 Q. The more you use it, the more there is, compare d to

19 delivery service.  And, that I understand.  But, on

20 both written and verbal, you've also said "and it  makes

21 more sense, given, in the future, you'll have the  new

22 plant."  And, I understand that also.  But, and I 'm not

23 trying to jinx anything here, but, obviously, we' ve

24 been talking -- you've been talking about the new  plant
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 1 for quite a while, it's been a while coming.  Doe s this

 2 change the calculus, if, for some reason, that ei ther

 3 gets delayed again or if it just doesn't happen, how

 4 does that change the calculation or does it?

 5 A. The reasons for moving it over I think are stil l

 6 appropriate.  You know, those costs are directly

 7 related to the production of steam.  If it gets f urther

 8 delayed or something else happens, we'll deal wit h it

 9 then.  I guess we do have -- we do have contingen cy

10 plans for other ideas and other ways of surviving  into

11 the future.  But this is our best choice at this point.

12 Q. So, if I can paraphrase it, and I think it says  in here

13 anyways, so, it's not the primary reason for putt ing it

14 under Cost of Energy, the new plant, but, should that

15 happen, it makes sense in that capacity also, is that

16 fair to say?

17 A. Yes.  That's right.  Yes.

18 Q. All right.  Thank you.  And, again, I'm looking  towards

19 the future, with your future plans.  Are looking at

20 expanding your customer base or are you looking a t just

21 staying within the existing steam circuit, if you  will?

22 A. Well, we'll be putting a new steam line in from  where

23 the new plant will be, it's about 6,000 feet of n ew

24 steam line.  And, there's three or four reasonabl y good
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 1 size customers we would like to pick up along tha t

 2 route.  And, as I've said, we've got existing cus tomers

 3 that we've lost over the past few years that we'd  be

 4 looking at trying to recover.  But we're not look ing at

 5 expanding our service territory significantly at this

 6 point.  You know, we're not planning to try and g o

 7 across the river or do any kind of major expansio ns

 8 like that.

 9 Q. And, with that 6,000 feet you're talking about,  which,

10 obviously, you need to tie in.  I understand that

11 there's some residences along there.  Are you loo king

12 at trying to get residential customers also?

13 A. Yes.  There are residences.  We have one reside nce on

14 right now.  You know, mostly it's -- we have

15 commercial/industrial, if they want to tie in, we  can.

16 But, for a residence, it tends to be a little pri cy.

17 Again, if their boiler, whatever it might be, if they,

18 say, had an oil or a gas-fired boiler, and they n eeded

19 to replace it, and it was going to cost them five  or

20 $6,000, then -- then, it might make sense for the m to

21 tap into the steam system right there.  But, you know,

22 putting in even small steam pipe, it costs, you k now,

23 well over $100 a foot.  And, so, if they have 100  feet,

24 that's $10,000.  So, it's, you know, it can get p ricy
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 1 for a small residence to tie in.

 2 Q. And, earlier you were being asked the advantage s of

 3 steam, again, for, let's say, I'm a

 4 commercial/industrial customer potential.  I assu me

 5 also that one of the advantages is, obviously, I don't

 6 have a boiler, I don't have to have maintenance c rews

 7 and all the maintenance associated with that, and

 8 expertise on that end.  Is that a fair statement?   

 9 A. Yes.  Exactly right, yes.  

10 Q. Okay.

11 A. Yes.  The mechanical room is much smaller, so t hey have

12 more space they can use for -- it frees up for ot her

13 purposes.  You know, their mechanical room can be  much

14 smaller.  And, they need typically less operation  and

15 maintenance personnel and less cost to get it don e.

16 CMSR. SCOTT:  Okay.  Thank you.

17 CHAIRMAN IGNATIUS:  A few questions, Mr.

18 Bloomfield.

19 BY CHAIRMAN IGNATIUS: 

20 Q. The new line that you need to put in to connect  -- I

21 take it it's to connect the new generation plant to the

22 existing steam system, distribution system?

23 A. Yes.

24 Q. Is that contained within, physically located wi thin
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 1 your franchise territory?

 2 A. Hmm.  I would say "yes".  I never really though t about

 3 how big our franchise territory is.  But, yes, it  is.

 4 It's the City of Concord.  So, I'm sure -- I know  it's

 5 within the City of Concord.  So, --

 6 Q. All right.  And, is your franchise all of the C ity of

 7 Concord?

 8 A. Yes.

 9 Q. Okay.  And, once all of this is completed, I ta ke it

10 Concord Steam will retain ownership of all of the

11 underground distribution facilities?

12 A. Yes.

13 Q. Its ownership will stop at the line where the

14 connection moves from the distribution out of the  new

15 plant to the plant itself?

16 A. Yes.  Yes.  In terms of, there will be a couple  of

17 meters, and some valves and stuff.  And, at the

18 building envelope, that will be the point where C oncord

19 Steam will be responsible for that underground st eam

20 line from that point, to where it connects into o ur

21 system, it will be part of our regular distributi on

22 system.

23 Q. And, the new generation plant, you're calling " Concord

24 Power", is that correct?  
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 1 A. Concord Power, yes.

 2 Q. And, will you be an officer of both entities?

 3 A. I expect to be a limited partner in the new fac ility.

 4 So, we will be operating that plant.  That our ex isting

 5 operations personnel that are now operating Conco rd

 6 Steam, will be hired by Concord Power & Steam and  no

 7 longer work for Concord Steam.  So, the Concord S team

 8 employee base will drop from fifteen or sixteen t o four

 9 or five.  And, Mark Saltsman and I will be managi ng the

10 new plant as operators, essentially, of the new

11 facility.

12 Q. All right.  Have you calculated what the effect  would

13 be for a typical bill, if both the temporary rate

14 proposal and the requested Cost of Energy rate we re

15 approved as filed?

16 A. Yes, I have.

17 Q. And, if you've got actual numbers, as opposed - -

18 percentages are really hard to work with, especia lly

19 when you're shifting buckets, --

20 A. Uh-huh.

21 Q. -- and that one's going up and one's goes down.   So,

22 depending on which thing we're looking at, they c an

23 look -- it can moderate or look quite extreme.  S o, if

24 there's sort of an all-in what the customer sees,  if
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 1 all of those changes were in effect November 1, w hat

 2 would the impact be?

 3 A. So, you're asking if the temporary rate and Cos t of

 4 Energy, is that what you're asking?

 5 Q. Yes.

 6 A. Yes.  So, with the temporary rate and the Cost of

 7 Energy, what we consider -- we classify our custo mers

 8 in three general sizes; small, medium, and large.   A

 9 small customer, it's annual bill would increase

10 approximately $600, where it might be -- previous ly it

11 will be $4,700 a year, that might increase to abo ut

12 $5,300 a year.  Our medium customer -- which is a bout a

13 15 percent increase.  And, our medium customer, t here

14 would be from $27,000 to $30,000.  And, large cus tomer

15 would go from $134,000 to $150,000.

16 Q. And, are those all about a 15 percent increase?

17 A. Those are all about 15 percent, yes.

18 Q. And, then, the expectation is, another year or so, and

19 everything would drop significantly with the new --

20 A. Significantly, yes.

21 Q. All right.  When you said that you had experien ced a

22 "negative 6 percent return", what period of time were

23 you calculating that on?

24 A. That was the calendar year or fiscal year of 20 11.
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 1 Q. Is that also the test year in the rate case?

 2 A. Yes, it is.

 3 Q. And, what's your authorized return, last author ized?

 4 A. We had requested roughly a 3 percent return las t time.

 5 We're asking for about a 6 percent return this ti me.

 6 Q. Is it correct that, in this docket, we'll be lo oking at

 7 all of the -- not today, in temporary rates, but in the

 8 ultimate resolution of the permanent rate case, w e'll

 9 be looking at all of the changes that are necessa ry for

10 bringing the new plant on line or will that be ye t

11 another docket?

12 A. That will be yet another docket.

13 Q. So, the references to a PPA coming in, some of the

14 other details, they're being looked at as part of  the

15 overall picture of where we're heading, but they' re not

16 teed up for approval yet?

17 A. That's correct.  Yes.

18 CHAIRMAN IGNATIUS:  Any further

19 questions?  Commissioner Harrington.

20 CMSR. HARRINGTON:  Yes, I just had one

21 additional question.

22 BY CMSR. HARRINGTON: 

23 Q. As far as the Forward Capacity Market goes, I s ee your

24 new facility is going to be coming on line, you s aid
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 1 syncing, and to be full power in March or so of 2 014.

 2 So, they would be eligible, if they had a capacit y

 3 supply obligation, to participate in the power ma rket

 4 in June of 2014.  Do they have a capacity supply

 5 obligation for that time?

 6 A. No, we don't at this point.  We do -- we did en ter into

 7 the Forward Capacity Market.  We had an obligatio n, but

 8 expecting to -- and, actually, we were supposed t o come

 9 into effect initially 2011, June of 2011.  And, b ecause

10 of delays, we've been able to delay it for two ye ars.

11 But, as of June 2013, we lose that, that slot.  S o,

12 we're going to have to re-enter into the rebiddin g

13 market on that.

14 Q. Okay.  So, you'll be coming in as a -- rebiddin g in as

15 a new supplier then?

16 A. Yes.

17 Q. Okay.  And, in your purchase power agreements t hat you

18 mentioned you have with various entities there, y ou

19 mentioned the Co-op, Reading, and so forth.  Woul d any

20 of those be considered out-of-market contracts?  And,

21 is that --

22 A. All of them are, actually.

23 Q. All of them are, okay.  That's what I thought.  So,

24 have you given thought to how you're going to dea l with
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 1 the minimum offer price review that you would be

 2 subject to, which I think, for a biomass facility , is

 3 somewhere in the vicinity of $20 a kilowatt-month ?

 4 Since the market tends to clear at below four, I' m

 5 assuming you're not counting on any capacity paym ents

 6 for this?

 7 A. The capacity -- the majority of our contracts a re fully

 8 wrapped, including capacity and fuel and RECs.  A nd,

 9 so, they take all of those risks.  So that we hav e

10 capacity payments structured to us based on a cer tain

11 amount, irrespective of what the ISO actual price  is.

12 Q. Okay.  So, you -- they buy your capacity, in th e case

13 of, let's say, New Hampshire Co-op buys your capa city.

14 And, then, if -- I guess what I'm trying to get

15 straight is, you won't really have any capacity t o

16 sell, though, will you?  I'm just trying to get t o how

17 that works.

18 A. That's right.  We'll have a very small amount o f

19 capacity to sell as a result of our --

20 Q. Well, maybe I should reword my question to make  it

21 clear.

22 A. Yes.

23 Q. Okay.  The capacity supply obligation goes to t he

24 generator, in your case, your Concord Steam, and then
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 1 you can sell that capacity to somebody else, so t hat

 2 they can meet their capacity obligation as part o f

 3 paying their capacity bill to the ISO.  But, in t he

 4 case of a new biomass facility, that's bidding in  as a

 5 new supplier, you're most likely, since these are

 6 out-of-market purchase power agreements, the way that

 7 the rules are being proposed right now, you'll be

 8 subject to the minimum officer price review, whic h is

 9 in the vicinity of over $20, which, unless for so me

10 reason you were the most efficient biomass plant in the

11 history of the world, I don't see how you're goin g to

12 get that down to the three or four dollars where the

13 market clears, or maybe even lower.  So, effectiv ely,

14 you will not have any revenues from capacity.  An d, I'm

15 just wondering, if you're making that assumption when

16 you come up with your $26 a thousand pounds of st eam?

17 A. Yes.  Yes.  The revenues going into Concord Pow er &

18 Steam, they're -- we're not counting on any signi ficant

19 amount of capacity --

20 Q. Okay.

21 A. -- as a result of that.  But you have to keep i n mind

22 that the financing for and the revenues for Conco rd

23 Power & Steam are not affecting Concord Steam, per se,

24 in terms of what they can sell their ISO-New Engl and

                  {DG 12-242} {10-23-12}



                   [WITNESS:  Bloomfield]
    42

 1 capacity in isn't going to effect our pricing and  our

 2 structure.

 3 Q. If their revenues were to go down on the electr ic side,

 4 they wouldn't have to compensate for that somepla ce

 5 else?  

 6 A. Our steam contract does not allow for that.

 7 CMSR. HARRINGTON:  Okay.  It will be

 8 interesting to see that contract then.  Thank you .

 9 WITNESS BLOOMFIELD:  Yes.  Yes, you

10 will.

11 CHAIRMAN IGNATIUS:  Thank you.  Any

12 redirect, Mr. Taylor?

13 MR. TAYLOR:  I have none.

14 CHAIRMAN IGNATIUS:  All right.  Then,

15 you're excused, Mr. Bloomfield.  Thank you.

16 WITNESS BLOOMFIELD:  Thank you.

17 CHAIRMAN IGNATIUS:  Mr. Speidel.

18 MR. SPEIDEL:  Yes, Chairman.  I would

19 like to call Stephen Frink to the stand.

20 CHAIRMAN IGNATIUS:  Please do.

21 (Whereupon Stephen P. Frink was duly 

22 sworn by the Court Reporter.) 

23 STEPHEN P. FRINK, SWORN 

24  DIRECT EXAMINATION 
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 1 BY MR. SPEIDEL: 

 2 Q. Okay, Mr. Frink.  Could you please state your n ame and

 3 place of business.

 4 A. Stephen Frink.  And, I work at the Public Utili ties

 5 Commission.

 6 Q. What is your title and job description?

 7 A. I'm the Assist Director of the Gas and Finance

 8 Division.

 9 Q. Mr. Frink, do you have a document in front of y ou dated

10 October the 19th, with a cover letter from myself ?

11 A. Yes, I do.

12 Q. And, would you be able to describe this documen t in

13 general terms?

14 A. This is the "Direct Testimony of Stephen P. Fri nk".

15 And, it was prepared by me.

16 Q. Would you care to adopt the conclusions and the

17 statements made in this testimony today?

18 A. Yes, I would.

19 MR. SPEIDEL:  I would request that this

20 be marked as "Exhibit 4".  Thank you.

21 CHAIRMAN IGNATIUS:  So marked for

22 identification.

23 (The document, as described, was 

24 herewith marked as Exhibit 4 for 
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 1 identification.) 

 2 BY MR. SPEIDEL: 

 3 Q. Mr. Frink, do you have any specific changes you 'd like

 4 to make to your testimony today?

 5 A. I do not.

 6 Q. Could you give a general summary of your testim ony

 7 please.

 8 A. Yes.  I support the Settlement Agreement reache d

 9 between the Company and Staff that agrees to a

10 temporary rate increase of 12 percent.  It is

11 considerably lower than the Company's proposed

12 temporary rates.  It's below what I calculated th e

13 Company would be entitled to under normal ratemak ing

14 procedures, based on the 2011 test year.  That wa s with

15 no adjustments.  And, so, we have agreed to somet hing

16 lower than what the Company appears is merited.

17 But, again, we are greatly concerned

18 with the fact that this is a substantial increase .

19 It's got a -- can have a large impact on customer s, and

20 customers do have options.  And, the new plant is n't up

21 and running.  And, there's always concern that na tural

22 gas is competitively priced and could -- customer s

23 could leave the system.  And, we're very apprecia tive

24 of the fact the Company has taken efforts to
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 1 communicate with customers and try to retain thos e

 2 customers.  But one of the best ways to retain th em is

 3 to keep prices a low as possible.

 4 That said, the Company did lose money in

 5 2011, and businesses can't operate at a loss over  the

 6 long term.  And, so, it was felt that this 12 per cent

 7 is sufficient for the Company to meet its needs, and

 8 balances the needs of the customers by limiting t he

 9 increase, while still allowing Concord Steam to s atisfy

10 its capital and operating requirements.

11 The Settlement also provides for the

12 transfer of certain costs that have historically been

13 recovered through delivery rates into the cost of

14 energy.  And, some of those costs may be related to

15 system maintenance.  They are production costs.  But,

16 just as with the natural gas utilities, there are

17 certain production costs that are required for sy stem

18 maintenance, for pressure support that, for insta nce,

19 on the gas side, if you -- up in, for EnergyNorth , up

20 in Tilton, the gas pressure is not sufficient to

21 provide gas in the winter period without actually

22 running the peaking plants to keep the pressures up.

23 So, a percentage of that cost is reflected in the

24 delivery rates.  So, transportation customers tha t
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 1 don't use any of the Company's energy -- gas supp lies

 2 still pays a percent of that peaking plant costs,  both

 3 the capital costs and the commodity costs.  So, t here's

 4 a similar situation that exists here for Concord Steam.

 5 They produce some steam, mainly to keep their lin es wet

 6 during the summer period for maintenance purposes .  If

 7 they had enough sales during the summer, that tha t was

 8 enough to meet that need, then that might not be

 9 necessary, but it is.  And, somehow we have to co me up

10 with a number that's reflective of that.

11 And, we haven't really addressed this

12 issue in the past, because, until recently, all

13 customers paid all the costs through the cost of energy

14 and usage rates.  But, recently, we've had a numb er of

15 special contracts that have been entered into.  A nd,

16 particularly just this past year or so, the State  and

17 the City have entered into special contracts.  Th at's a

18 substantial load.  And, those customers will pay

19 increases in the cost of energy, but will not be paying

20 increases on usage rates, which are set for the t erms

21 of the special contracts.  So, it's very importan t to

22 get those numbers correct.  

23 And, so, it may be, in the next rate

24 case, or even in this rate case, we'll need a cos t of

                  {DG 12-242} {10-23-12}



                      [WITNESS:  Frink]
    47

 1 service study performed.  We haven't done that in  the

 2 past, it's expensive for a small company.  The lo ads

 3 that were subject to special contracts were very

 4 limited, but this is a -- this is an issue that d oes

 5 need to be addressed, and we will be addressing i t as

 6 part of the permanent rates.  And, once that's do ne,

 7 there will be a proposal, a recommendation by Sta ff,

 8 possibly a settlement, but the Commission will --  we'll

 9 develop a record and the Commission will have a c hance

10 to rule on that when setting permanent rates.

11 And, that pretty much covers my

12 testimony.

13 Q. Now, Mr. Frink, does that cost transfer issue h ave any

14 impact on the temporary rate increase contained i n the

15 Settlement?

16 A. The Settlement allows for a $582,000 increase i n

17 overall rates.  And, if we didn't transfer that 3 12,000

18 into Cost of Energy, then the remaining balance t hat

19 was -- that was implemented through the usage rat es as

20 part of the Settlement, they would be increased b y the

21 corresponding amount.  So, if we didn't allow the  full

22 312, say we took ten percent out, that ten percen t

23 would simply be -- would have been reflected in t he

24 usage rates, because, again, the determination is  the
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 1 Company needs a 12 percent increase to satisfy th eir

 2 operating needs for the short-term.

 3 Q. Mr. Frink, could you provide a summary of the S taff's

 4 review process for Concord Steam's rate case, inc luding

 5 the Petition on Temporary Rates?

 6 A. Yes.  For temporary rates, because the filing, I forget

 7 when specifically this was filed, October 5th, I

 8 believe?

 9 Q. September the 5th.

10 A. September 5th.  There was very limited time for

11 discovery.  We did issue two rounds of discovery.

12 We've had a technical session with the Company.  We had

13 settlement discussions and ongoing discussions wi th the

14 Company to arrive at this Settlement.  We will be

15 issuing further discovery.  There will be a -- th e

16 Commission, the PUC Audit Staff will be a full au dit --

17 will do a full audit of the Company's books and

18 records.  And, there will be further technical

19 sessions, there will be testimony, and a hearing on

20 permanent rates when all is said and done.

21 Somewhere, we haven't proposed a

22 schedule at this point, but that's to be discusse d.

23 One concern is, these rates, although they're goi ng to

24 be permanent rates, from what you've heard from t he
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 1 Company, they're building a new plant, and rates are

 2 expected to drop.  So, in essence, this rate incr ease

 3 is somewhat of a temporary rate increase.  And, t hat is

 4 a consideration in setting permanent rates, at le ast we

 5 feel it should be.  And, so, the Company expects to

 6 file something regarding the new plant and the pu rchase

 7 agreement for the steam.  I think that that will play

 8 into all of this, so it may extend this process o ut a

 9 little longer than would normally be the case.

10 Normally, I would expect to have this case comple ted

11 within a matter of maybe four more months, but, b y the

12 Spring of 2013, we expect to have a -- have this

13 resolved.

14 Q. So, Mr. Frink, would it be fair to say that, gi ven that

15 Mr. Bloomfield had testified about filing the ste am

16 purchase agreement updates and ancillary informat ion in

17 a few weeks, that at some point in November we de velop

18 an ongoing schedule for this case?

19 A. Yes.  That's my expectation.

20 MR. SPEIDEL:  Okay.  Thank you very

21 much.  No further questions.

22 CHAIRMAN IGNATIUS:  Thank you.

23 Questions, Commissioner Harrington?  Oh.  Right.

24 Cross-examination would be appropriate, I'm sorry .
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 1 MR. TAYLOR:  If I could just take a

 2 moment.

 3 (Short pause.) 

 4 MR. TAYLOR:  We have no questions.

 5 Thank you.

 6 CHAIRMAN IGNATIUS:  See, I beat you to

 7 it.  Just the efficiency of the Commission.  

 8 CMSR. HARRINGTON:  Good morning, Mr.

 9 Frink.  Just a few questions.  

10 BY CMSR. HARRINGTON: 

11 Q. I'm just trying to get a few things, make sure I'm

12 clear on this.  In one way, it seems as if you're

13 talking about the temporary rates being lower tha n the

14 Company would actually merit.  It kind of talks a bout

15 -- sounds like you're kind of postponing the

16 inevitable.  But, then, you went onto talk about the

17 projected or the prospect of lower rates under th e new

18 company when they build a new facility.  Is this kind

19 of -- are you kind of presenting this as sort of a

20 package deal?  So, in other words, when the rates , when

21 the higher rate impact of permanent rates, which you

22 say is probably going to be higher than the tempo rary

23 rates, comes into effect, you'll also be -- the

24 customers will also be hearing about the lower fu ture
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 1 rates that are going to come from the new facilit y, and

 2 that will be an inducement to not to scare them o ff?

 3 A. That is definitely a consideration.  Just as th e

 4 Company held off on filing a rate case, to the po int

 5 where they were suffering losses.  Again, I don't  think

 6 anybody wanted to see the Company come in and ask  for a

 7 substantial increase in rates without the prospec t of

 8 lower rates at some future time.  And, this has b een in

 9 the works for a number of years.  And, there are

10 customers that have given up and lost -- and left  the

11 system.  And, without a hard date and some furthe r

12 evidence that this is actually going to take plac e, and

13 in the not-too-distant future, then, yes, that is

14 definitely a consideration.

15 It is -- I do think of it as a package

16 deal.  I think the Company has always treated it that

17 way.  They have never come in for, since I've bee n

18 here, over 20 years, there have been a number of

19 permanent rate increases, and they have never ask ed for

20 the full amount that they would be entitled to un der

21 traditional ratemaking, cognizant of the fact tha t

22 there are alternatives.  It is not so much the

23 Commission setting their rates as it is the marke t

24 setting their rates.  And, that continues to be a
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 1 concern.  Hopefully, with a new plant, we will re sort

 2 back to traditional ratemaking, and customers wil l

 3 benefit, as well as the Company.

 4 Q. Okay.  Thank you for that.  I'm trying to get o ne other

 5 thing straight, is this -- whether it be costs go ing

 6 into the Cost of Energy or the usage base rates.  And,

 7 my first reaction was, "well, why does it make a

 8 difference, at least in the short term?"  I reali ze,

 9 when they get to the new facility, there's going to

10 quite a bit of difference there, but under the pr esent

11 structure.  Then, you started talking something a bout

12 some special contracts, and that they're going to  pay

13 with -- they only pay the -- they don't pay the u sage

14 rate or they don't pay the Cost of Energy.  Could  you

15 elaborate on that?  I wasn't quite following what  you

16 were getting at there.  

17 A. There have been, for instance, when Concord Ste am

18 acquired the new schools, that was under a specia l

19 contract.  And, the special contract locks in the  usage

20 rate.  It does not lock in the meter rate, it doe s not

21 lock in the Cost of Energy.  They will be paying

22 whatever the Cost of Energy is throughout the ter m of

23 that contract.  And, I forget the length of that

24 contract.  It's at least ten years.  And, again, there
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 1 are other special contracts that have the same

 2 provisions.  And, the State and City make up at l east

 3 40 percent of the load, I forget exactly what the

 4 percentage is, they're a significant amount of Co ncord

 5 Steam's load.  And, their usage rate is not locke d in

 6 at this point in time, but it will be when the ne w

 7 plant comes on line.

 8 So, it's very important to make sure

 9 that, when that is done, that the energy rates tr uly

10 reflect energy, and that the usage rates truly re flect

11 usage.  Because, if there are energy components i n the

12 usage rate, then it will be the customers that ar e not

13 under a special contract that will be paying thos e

14 increases, even though more appropriately should be

15 being paid by everybody.  So, that is -- that is now an

16 issue where it wasn't in the past.  And, it certa inly

17 behooves us to get it right as part of the perman ent

18 rates.  For this immediate proceeding, it really

19 doesn't make a difference.

20 Q. So, I guess what you're saying is, in the past,  whether

21 it was a dollar charged to the Cost of Energy or a

22 dollar charged to the usage rate, it was a dollar  being

23 paid by everybody, so it really didn't make that much

24 difference?
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 1 A. That is correct. 

 2 Q. And, now, we're saying that, in the future, it will

 3 make a difference.  And, based on your testimony,

 4 you're saying that there's system maintenance tha t

 5 should be reflected in the delivery rates.  There  was a

 6 question I think of Mr. Bloomfield, that, you kno w,

 7 some of the maintenance is definitely still in th e

 8 usage rates, when they were talking about trying to

 9 minimize steam loss and so forth.  And, so, what you're

10 saying is Staff has been unable to determine a

11 reasonable approximation of which percentage shou ld be,

12 and therefore recommends that the full amount of those

13 test year expenses be transferred.  Is that for t he

14 temporary rates only and you'll be coming up with

15 something more definitive for the permanent rates ?  You

16 know, 80 percent of the costs should be transferr ed,

17 20 percent not, whatever?

18 A. Yes.  That is the plan.  And, I would like to c orrect

19 myself.  When I said that "not moving those costs  into

20 the COE really has no effect at this point", that 's not

21 true to the extent that, again, the schools are p aying

22 a --

23 Q. Schools are not --

24 A. -- fixed usage cost.  So, that 312,000 that's b een
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 1 shifted into the cost of energy, and it's our bel ief

 2 that most of that belongs there, the school will be

 3 paying those costs.  Whereas, if it wasn't shifte d in,

 4 they would not be paying their share of those cos ts.

 5 Q. And, so, for right now, for the temporary rates , the

 6 full amount is being brought over.  So, let's jus t --

 7 I'm just going to make up numbers.  Let's just sa y

 8 that's $100.  And, you find out, through your fur ther

 9 review of this, that actually only $80 should hav e been

10 transferred, and 20 should have stayed over with the

11 base rate.  Is that reconciled as part of the per manent

12 to temporary rate reconciliation as well or is th at

13 just --

14 A. Yes.  That would definitely be what, if it is

15 determined that 20 percent or whatever the approp riate

16 percent is, then at that point you could adjust t he

17 energy rate, and just reflect it as part of the

18 over/undercollection.  So, when we set permanent rates,

19 we could at that time say "okay, 20 percent of th ose

20 expenses should have been in the Cost of Energy.  You

21 can -- we'll refund that to customers, essentiall y,

22 through next year's Cost of Energy rates."  And, when

23 we set the permanent rates, we'll -- that will re flect

24 that 20 percent in permanent rates.
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 1 CMSR. HARRINGTON:  All right.  Thank

 2 you.  That's all I have.

 3 CHAIRMAN IGNATIUS:  Commissioner Scott.

 4 CMSR. SCOTT:  Good morning.

 5 BY CMSR. SCOTT: 

 6 Q. On Page 1 of your -- of this, your prefiled tes timony,

 7 you, in the bottom, Line 22, you reference a nine  and a

 8 half percent return on equity, and then you say " as

 9 approved for Northern Utilities".  Is that for

10 illustrative purposes or --

11 A. That is just for illustrative purposes.

12 Q. That's a help.  Thank you.  Earlier, also you

13 mentioned, I know somewhat -- there was somewhat of a

14 guess on the time frame for getting the permanent  rate

15 resolved, if you will.  If unforeseen circumstanc es

16 happen again in the construction of the new plant , or

17 whatever, gets delayed, slid again, what's -- do you

18 have a feel for what the impact of that would be?

19 A. Well, it won't change the Company's needs.  The y used a

20 2011 test year, and they pro formed those expense s,

21 what they're expecting at the existing plant.  An d,

22 that won't change.  The way the new plant plays i nto

23 this is more -- is, again, in the past, it's been  the

24 market that sets the rate.  So, I think, even tho ugh,

                  {DG 12-242} {10-23-12}



                      [WITNESS:  Frink]
    57

 1 traditionally, this is what they're financing and

 2 operating and capital needs are, this is just to meet

 3 that.  It's been -- they have been not doing that ,

 4 because they don't want to lose customers.  And, if

 5 this plant is pushed off, it increases the risk o f

 6 losing those customers.  Which, if you lose a cus tomer,

 7 if they pay money to convert to another system, a nd

 8 install a gas system, then I think the odds of ge tting

 9 those customers back are pretty slim, at least in  the

10 near term.  

11 Then, I think that plays into it.  And,

12 the Company and Staff and the Commission may want  to do

13 something less than what they would otherwise do.   If

14 they know it's going to open on January 1st of 20 14,

15 then I suspect it's a lot different than if that is

16 2015.

17 CMSR. SCOTT:  Thank you.

18 BY CHAIRMAN IGNATIUS: 

19 Q. Mr. Frink, Mr. Bloomfield testified that the la st

20 authorized return was 6 percent?  I'm sorry, that 's the

21 wrong number.  Three percent?

22 A. That's actually pretty close.  But, just a litt le

23 background, the Department of Revenue taxes Conco rd

24 Steam and other utilities based on -- in part, ba sed on
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 1 what their allowed rate of return is.  I remember , in

 2 the prior rate case, getting a call from somebody  at

 3 the Department of Revenue asking me what their al lowed

 4 return was.  And, I said, "well, we set rates bas ed on

 5 something well below the allowed return."  And, t hey

 6 said, "Well, it doesn't matter.  They have the

 7 potential to earn this allowed return."  So, in t he

 8 last rate case, when we determined the rates, we said,

 9 "okay, even though, traditionally, you know, this  would

10 be a reasonable return, this is the return you've

11 actually requested, approximately 3 percent, that 's

12 what we're going to approve here."  So, it was an

13 effort to reflect the actual return that Concord Steam

14 could be expected, and, through those means, redu ce

15 their tax bill to be reflective of what their act ual

16 income was expected to be.

17 Q. And, in looking at your testimony, the bottom o f

18 Page 1, in Line 21, you say that you evaluated th eir

19 deficiency "based on an unadjusted test year and an

20 overall rate of return of 7.35 percent".  Why was  that

21 number used?

22 A. That is the Company's actual capital structure.   And,

23 with using a 9.5 return on equity, generally, you  have

24 cost consultant experts that come in and tell you  what
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 1 is a reasonable return.  It would be very difficu lt to

 2 come up with one of those for Concord Steam.  But  just

 3 because the Company -- that the Commission has us ed

 4 9.67, 9.75, in this case, 9.5, which is a fairly recent

 5 one, I elected to use this very recent return on equity

 6 that was approved as part of another settlement.

 7 Q. If you were to evaluate the books and records o n file

 8 using the 3 percent authorized return, would you still

 9 find a deficiency warranting temporary rates?

10 A. I didn't run it that way.  I -- let me see what  the

11 results were.  It might not, because, at 3 percen t, I

12 believe the capital structure, which is on Page 1 2,

13 common stock makes up 64 percent of the Company's

14 capital structure.  So, a 3 percent return would have a

15 substantial impact on the weighted cost rate.  So , it

16 may not -- it may not have a deficiency.

17 But, again, that 3 percent, I don't

18 think anybody would invest in Concord Steam for a

19 3 percent return.  And, actually, I seriously dou bt

20 that they would invest in Concord Steam at even

21 something at 9.5, but that's -- but, if we were t o use

22 3 percent, it may not.  Again, I didn't run that,  but I

23 could.

24 Q. So that, I'm just looking at the statute, and t he
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 1 authority that we have to order temporary rates a t

 2 378:27.  Says that the commission may authorize

 3 temporary rates if we find it's "in the public

 4 interest", and that "the temporary rates shall be

 5 sufficient to yield not less than a reasonable re turn

 6 on the cost of the property used and useful...les s

 7 accrued depreciation", and that's based on the bo oks

 8 and records on file with the Commission.

 9 So, in your view, is the amount that you

10 are supporting in the temporary rate agreement

11 constitute a reasonable return or based on a reas onable

12 return?

13 A. Under the circumstances, I would call it a "rea sonable

14 return".

15 Q. And, do we know what that number is?  Is it usi ng the 9

16 -- I'm sorry, the 7.35 percent in your calculatio ns?

17 A. It is just barely break-even.  It's something l ess than

18 1 percent.

19 Q. I'm sorry, you'll have to explain that.  I'm no t

20 following you.

21 A. I'm saying the return that the Company will -- is

22 expected to have under temporary rates is under

23 1 percent.

24 Q. All right.  I think one last question I wanted to ask
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 1 you about.  The reference to the special contract s that

 2 the City and the State have entered into, are tho se

 3 currently in place or are they proposed?

 4 A. Those special contracts have been approved.  An d, I

 5 believe they're in place.  But, again, the actual  --

 6 they're not -- the provisions don't provide for a  set

 7 usage rate at this point in time.  That will be s et

 8 when the new plant comes into service and rates a re

 9 established at that point in time.

10 Q. So, is the City and is the State receiving powe r right

11 now pursuant to those contracts?  Receiving steam ,

12 excuse me?

13 A. Not at this point, no.  Again, I guess those co ntracts

14 take effect when the new plant comes into service .  So,

15 the Commission has approved these special contrac ts,

16 but it's all, and, actually, I remember reading t his in

17 the Concord  Monitor , that these -- there was an out by

18 the City if the plant wasn't in service on Januar y 1st

19 of 2014.  So, that I think that's the -- the effe ctive

20 date is maybe January 1st, 2014, or when the plan t

21 comes into service.  I'd have to go back and look  at

22 that, the contract itself.

23 Q. So, until those contracts are actually into eff ect, the

24 City and the State are receiving -- certain City and
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 1 State buildings are receiving steam under traditi onal

 2 rates?

 3 A. Tariffed rates, yes.

 4 Q. And, the reference that Mr. Bloomfield made to a resale

 5 arrangement with South Jersey Energy, that all re lates

 6 to how the energy -- how the steam is supplied wh en the

 7 new plant is in effect and the special contracts go in?

 8 A. No.  I believe -- I believe that agreement is s trictly

 9 related to the electric sales to the City and Sta te.

10 It has nothing to do with the steam sales.

11 Q. Good.  That makes me -- I was getting so confus ed.

12 Good.  All right.  So, that's unrelated, and real ly a

13 whole nother provision of service, from Concord P ower &

14 Steam, not from Concord Steam?

15 MR. BLOOMFIELD:  Yes. 

16 CHAIRMAN IGNATIUS:  All right.  I have

17 no other questions.  Mr. Speidel, any redirect?

18 MR. SPEIDEL:  No redirect.  Thank you.

19 CHAIRMAN IGNATIUS:  All right.  Then,

20 Mr. Frink, you're excused.  Thank you.

21 On procedural matters, I should have

22 mentioned at the beginning, and forgot to, we -- this was

23 also a prehearing conference, and time to take re quests

24 for intervention.  We received none, and there wa s no one
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 1 here this morning seeking intervention.  We also require

 2 an affidavit of publication demonstrating that th e notice

 3 was published and we received that.  So, thank yo u.  Any

 4 other procedural matters, other than striking the

 5 identification on the exhibits?  

 6 (No verbal response) 

 7 CHAIRMAN IGNATIUS:  Is there any

 8 opposition to striking the identification and mak ing them

 9 full exhibits in the docket?

10 MR. TAYLOR:  No opposition.

11 CHAIRMAN IGNATIUS:  We'll do that.  We

12 have a customer of Concord Steam here.  Sir?

13 MR. LILLIOS:  Yes.

14 CHAIRMAN IGNATIUS:  Is there anything

15 you would like to say before we conclude?

16 MR. LILLIOS:  No, it's beyond me, this.

17 No thank you.

18 CHAIRMAN IGNATIUS:  All right.  Well, we

19 appreciate you coming.

20 MR. LILLIOS:  Well, I enjoyed listening

21 to how you go about this.  

22 CHAIRMAN IGNATIUS:  You're welcome.

23 MR. LILLIOS:  Increasing the utility

24 rates, it's quite educational.
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 1 CHAIRMAN IGNATIUS:  You're welcome

 2 anytime to come and to make comments.

 3 MR. LILLIOS:  Thank you.

 4 CHAIRMAN IGNATIUS:  Then, final

 5 closings.  Mr. Speidel.

 6 MR. SPEIDEL:  Yes.  Thank you, Chairman.

 7 Staff supports the acceptance of the Settlement j ointly

 8 filed by the Company and Staff for temporary rate s.  We

 9 believe that the rates proposed within the terms of the

10 Settlement are just and reasonable, and will offe r Concord

11 Steam needed rate relief at the present time, in light of

12 its impending construction of a new plant by its

13 affiliate, and an expected reduction in steam rat es

14 provided by that affiliate.  But, in this interim  period,

15 we do need to have a viable company for this heat ing

16 season.  We believe that these temporary rates wi ll help

17 to guarantee that.

18 And, we also appreciate the

19 consideration of the Commission for the late fili ng of the

20 Settlement.  As Mr. Frink mentioned, we had had q uite a

21 few rounds of discovery and other -- excuse me --  informal

22 consultations that led to this being filed as lat e as it

23 was.  But, in any event, we do appreciate the

24 consideration of the Commission for this late-fil ed
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 1 Settlement and a waiver of the five-day filing ru le.  And,

 2 we also thank the Company for its cooperation in answering

 3 Staff's questions.  Thank you.

 4 CHAIRMAN IGNATIUS:  Mr. Taylor.

 5 MR. TAYLOR:  Concord Steam -- Concord

 6 Steam respectfully requests that the Commission a pprove

 7 the Settlement Agreement as presented to it today .  As

 8 demonstrated in the Company's filings, and as con firmed by

 9 the testimony of Mr. Bloomfield and Mr. Frink her e today,

10 Concord Steam is under-earning considerably relat ive to

11 its prior authorized rate of return in the last g eneral

12 rate increase -- last general rate case.  And, we  believe

13 there is a sufficient record for the Commission t o support

14 a temporary rate increase.

15 The Settlement Agreement that is before

16 the Commission today is a result of a compromise between

17 the Company and the Staff.  We believe the rates set forth

18 therein are just and reasonable, and that the Set tlement

19 Agreement is in the public interest.  We also bel ieve that

20 the transfer of certain steam-related -- steam

21 production-related costs to the Company's Cost of  Energy

22 charge as described in the Agreement is appropria te, and

23 moves the Company's charge structure closer to wh at it

24 will look like when the new steam plant comes on line.  
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 1 The Company is very appreciative of the

 2 efforts of the Staff to work with the Company and  reach

 3 this Settlement Agreement.  And, we look forward to

 4 working with the Staff in a constructive way thro ughout

 5 the remainder of the case.  The Company also appr eciates

 6 the opportunity to be heard today.  And, I thank you.

 7 CHAIRMAN IGNATIUS:  I understand you are

 8 seeking a November 1 effective date in this docke t, as

 9 well as the other.  And, we recognize that and we  will

10 meet that deadline.

11 Unless there's anything further, we'll

12 take all of this under advisement and stand adjou rned.

13 (Whereupon the hearing ended at 11:38 

14 a.m.) 
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