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[WITNESS: Frink]

PROCEEDI NGS
(Hearing resuned at 1:05 p.m)
CHAI RVAN HONI GBERG M.
Sheehan, ready to go?
MR. SHEEHAN:. Yes, sir.
CHAI RVAN HONI GBERG  You may
pr oceed.
CROSS- EXAM NATI ON

BY MR SHEEHAN:

Q Good afternoon. |'mgoing to run through the
sane topics you did this norning with sone
followup. First, Keene.

The docket in which Liberty bought Keene
acknowl edged t hat the Conpany woul d probably
be | ooking to consolidate and grow, correct?

A. That's correct.

Q In fact, the largest -- sone of the | argest
energy users in Keene are not on the propane
air system such as the hospital, Keene
State, Markem and sone of the other
manuf act ur er s.

A. That's true.

Q If Liberty were able to get those three or
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[WITNESS: Frink]

four customers onto a new system CNG or LNG
that would nore than triple the output of the
systemas it is today, or roughly triple.

A Wll, it would -- the system today coul dn't
accommobdat e t hose custoners. So, basically
it would replace the systemand triple the
capacity.

Q Ri ght. And you understand that the plan is
to essentially build a ring around Keene with
new pi pe and go into where these | arge
custoners are.

A | haven't actually reviewed the physical
pl ans, but --

Q But the point being there's a |ot of growh
potential in Keene.

A That's what | have read, yes.

Q Ckay. Your objection to the rate
consolidation is the i ssue of subsidy, that
the EnergyNorth custoners wll pay for what
I's now t he Keene deficiency.

A Yes.

Q And as we tal ked about, it's a relatively
smal | nunber for the EnergyNorth custoners, a

couple dollars a year, and it could be a
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[WITNESS: Frink]

relatively | arge savings for the Keene
custoners; correct?

A Yes.

Q Keene custoners will have whatever the nunber
is, 20, 30 percent reduction in their
distribution rates if they nove to
Ener gyNort h.

A There's your bill analysis in rebuttal
testinony that indicates that. | don't --

' mnot sure what the -- where the cost of
gas nunbers cane from | understand the
delivery rate because that's existing
tenporary rates, but...

Q And the difference there in distribution
rates, as M. Cark testified, the fuel cost
he projects wll be conparable. The CNGis
conparable to the existing. | can't renenber
if he said slightly nore or slightly |ess.

A He said it would be slightly less was his
t esti nony.

Q And if those costs turned out to be slightly
hi gher than projected, there's still a big
delta in distribution rates. So the Keene

custonmers may still benefit even if the fuel
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[WITNESS: Frink]

>

o >» O >

cost ends up being a little higher than

pr oj ect ed.

Yes.

There's roomthere.

Yes.

And certainly if the Conpany started
designing its |large permanent facility and
saw that the entire delta would be erased by
t hose fuel costs, the Conpany woul dn't go
forward, or it would be unwi se to go forward;
correct?

Correct.

And that's sonet hing that woul d be di scussed
at future, as we propose, cost of gas

heari ngs.

You' re tal king about the investnent in the
supply plant?

Correct.

Ckay.

Is it Staff's position that any extra cost
put on the EnergyNorth custoners nakes it --
woul d support you rejecting or recommendi ng
t hat the consolidati on not occur, that

there's no de m ni nus threshol d?
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[WITNESS: Frink]

A

No. No. Actually, it's not that Staff is
opposed to the consolidation of rates. And
as wth i NATGAS, we recognize that in early
years there coul d be higher deficiency as a
result. But over tine, if it provides a
positive return, then that's typically
evaluating -- well, as you know, expansions
and ot her things, we |ook -- the Conmm ssion

| ooks for a 10-year payback. So if it's
subsi di zed for a few years, but ultimtely
benefits custoners, then Staff would be
supportive of that.

And you' ve seen that in the testinony

M. Cark did do projections through his
Phase 1, 2, 3, 4, 5 of what the cost would be
and what the potential revenues would be, and
t hey are positive; correct?

| have seen that analysis and | have seen
that they produce positive results, yes.

And he was the first to acknow edge that they
are estimates because we don't have
particul ar custonmers that wll sign up for
their particular |oads, and we have not spent

the noney and tine to do the real detail ed
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[WITNESS: Frink]

engi neering that it would require; correct?
That woul d definitely be part of it, yes.

And t he sane "chicken and egg" problem we had
w t h Hanover - Lebanon, where it's hard to talk
to custoners until you know you have the
right to talk to custoners. Fair enough?
Fai r enough.

And you nentioned briefly, and so did

M. Hall, the precedent -- the Comm ssion
precedent approving rate consolidation, where
there were substantial subsidiaries by the
acquiring entity; correct?

| don't know if the testinobny goes into how
substantial those were. But | know it

varies. There have been substantial --

There is a quote fromone of the cases in

M. Hall's testinony, where it has the rates

of the acquiring water conpany, | think it
was Penni chuck -- and the acquiree, which was
Penni chuck East -- and one was $14 per

what ever, and the other was a
dol | ar-sonething per unit, which is three or
four tines difference. Do you acknow edge

that would be a substantial cost shift, at
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[WITNESS: Frink]

| east based on those high |ine nunbers?

A Yes, |I'l|l accept that.

Q And you said water is different because you
have no choice with water.

A Right. There are many water systens that
have failed, systens that the Conm ssion has
taken into receivership. And you seek to
find soneone who has the resources and
ability to take that systemover. And in
cases like that, it's typical that they get
to nake that investnent and recover those
t hrough their overall rates.

Q And not to be flip, but if a systemhad to be

shut down, you can drill a well.

A. Not necessarily.

Q In sone areas you can't.

A CGeneral ly when a devel oper puts in a water
system it's so he'll have greater density.

He can browse those lots, and there's not the
space to put in a wll, or it violates the
regul ati ons.

Q Fair enough. And there are options -- strike
t hat .

And absent consolidation, if the
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10

Conmi ssi on does not approve our request, the
options are: Do nothing, and the Conpany
continues to |l ose noney; file a rate case,

whi ch woul d hi ke the Keene rates, and you nay
di spute how nuch, but certainly 20, 30,

40 percent, whatever the nunber is; or close

the systemdown. |Is that a fair |ist of
opti ons?
Well, another option is the Conpany could

file for consolidated rates and denonstrate
that this does indeed provide a benefit.

And obvi ously you don't think we've net that.
No, | do not. Plus, | would want to see nore
details. The saying goes, "The devil's in
the details.” 1'd |like, you know, what's in
t hose costs. WII it be included in the DCF?
To the extent there's a subsidy now of 25
cents a nonth, and we are able to grow Keene,
that will shrink as we add nore custoners.
Again, it depends on the cost of addi ng those
custonmers. We're here discussing i NATGAS,
Staff adjustnent for that, because costs were
sonmet hi ng very different than what was

originally anticipated. Timng. | |ook at
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the tenporary CNG facility. That was
supposed to go into service back in

Decenber 2016 and be | ocated behind the

mar ket pl ace facilities, and that wound up
bei ng a much bi gger project, a much bigger
undertaking, at a nmuch greater cost than was
originally envisioned. And those things
happened.

The Hanover - Lebanon franchi se that the

Comm ssi on just approved, approved
EnergyNorth rates for those custoners;
correct?

That's correct. Yes.

And there's no question that whatever the
cost of Hanover-Lebanon, it's not going to be
the sane as any particular area of the

exi sting system It mght be nore, it m ght
be |l ess; right?

Are you tal king about distribution or --
Yes.

Well, you would think that the cost of
installing a pipe is fairly uniform

Cbvi ously it depends on -- in Concord and

Manchester, it tends to be nore now, but
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[WITNESS: Frink]

A
Q

o > O >

12

that's -- | would expect installing pipes in
Lebanon and Hanover would be a fairly average
cost of what it is to install pipe anypl ace
el se.

My point was sinply that with a system as

| arge as ours, there are going to be costs
that vary, for whatever reason. Sone part of
the system s ol der and requires nore repairs.
Some part of the systemis newer and has nore
capital on the ground. And that's part of --
That's part of ratenaking, yes.

Part of ratenaking. And in the
Hanover - Lebanon situation, Staff was okay
with that distribution cost being the sane as
EnergyNorth's --

Ri ght.

-- distribution rate.

Yes.

And that's exactly what we are proposing in
Keene, that Keene pay EnergyNorth
distribution and its own cost of gas, which
woul d be uni que to Keene.

Yes.

There are a coupl e Keene issues that you
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[WITNESS: Frink]

rai sed several tines, one being the so-called
"production costs.”™ And we | ooked at a page
in the settlenment that said the production
costs woul d be anortized over five years, |
bel i eve.
Recovered, right, over five years to the
Keene cost of gas.
And then later in the settlenent agreenent it
t al ks about the Keene-specific cost of gas
t hat woul d i ncl ude production costs.
Ri ght.
And | think there's been a confusion over
what we're referring to when we use the term
"production costs,” and it mght be the fault
of the settlenent agreenent.

So I'd like to ask you, when you're
| ooking at that first reference to
"production costs" that would be included in
the cost of gas, what do you interpret that
to mean?
| interpret that to be the production costs
that were not allowed for recovery in a prior
cost of gas proceedi ng, and the Conpany is

now seeking to recover over five years

13
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>

14

t hrough t he Keene cost of gas.

You're aware that we originally proposed to
recover those costs in distribution rates in
that matter; right?

Yes.

And | think we have a schedul e here, but it
was to recover them over three years. Do you
recall that?

Yeah, | do recall that.

And as part of the settlenent agreenent, we
agreed with the OCA to nove themto the
Keene-specific cost of gas so that only the
Keene custoners woul d pay for those
Keene-specific costs. Do you understand

t hat ?

Yes.

And your objection to those costs are what?
You can |l ook at ny Staff report filed in DG
16 --

812.

-- 812. That explains what ny objection is.
Ckay. And part of that is you did not think
t he Conpany shoul d have spent what turned out

to be about $150, 000 for the response of all
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[WITNESS: Frink]

15

the various fire departnments and, | forget
t he nunber, costs related to the 24/7
coverage of the facility. |Is that the bulk
of the cost that you --

That's the bulk of the cost. | think ny

stronger objection is to the manni ng of the

plant 24/7, that that's a -- | thought it
was, in that filing, | thought it was nore
i ke $186, 000.

You' re aware that on the response cost,
there's a statute that conpelled us to pay

t hose costs.

In the investigation into that, | believe the
safety director had a different
interpretation of the rules and didn't feel

t hat what they were -- the PHVSA rul es that
allow -- that would have all owed for recovery
of those costs was not -- that this incident
didn't qualify.

"Il agree with you there was a di sagr eenent
bet ween the way the Conpany read the statute
and the Safety Division did. The statute,
for the record, is 154:8-a ll-a. And it's a

question of what is a hazardous materi al
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[WITNESS: Frink]

16

under the statute versus what's a hazardous
materi al under PHVBA law. |I'mnot going to
ask you for an interpretation. But that's
what you recall the dispute being between --
Yes, that's it.

And the other cost, the "24/7 cost" we call
them your objection to including those is
that there was a snmall risk of another event
and that these costs were rather high. |Is
that fair to say?

Yes. Again, as part of ny Staff report on
that cost of gas, there's a lot of detail in
that as to why Staff objected. And I
prepared that report as to why | objected.
And we had technical sessions. W sat down
wi th the engi neers, and none of that was
presented as part of this proceeding. |
tried to get at that somewhat. But our
chief -- our director of safety isn't here
and your engineers aren't here. But fromny
participati on and fromwhat we heard fromthe
Conpany, M. Brouillard, who prepared that
response, it seened |like a high expense for a

very | ow reduction in risk.
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[WITNESS: Frink]

And you got M. Brouillard' s data responses
where he basically lays that out. W've nade
I mprovenments to the system W think there's
a small risk, but we think it's still a real
risk, so we're going to continue nanni ng

24/ 7.

Yes, Exhibit 55.

Ckay. Fair to say M. Brouillard knows nore
about the safety risks of that systemthan
you do; is that fair?

Yes, it is.

And is it also fair to say that, although a
smal|l risk, the harmthat would fl ow woul d be
very large if we had anot her event |ike we
did in Decenber of 2015?

If you had a simlar event, yes.

And in the 2015 event, there was nassive
anount s of carbon nopbnoxi de produced, and
there was at | east one person renoved
unconscious froma store, having passed out.
You're aware of that?

I'maware of what | read in the investigation
and the enhancenents that were done, the

cause -- how t he neasures addressed the

17
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[WITNESS: Frink]

cause. And there were a | ot of neasures that
were taken that greatly reduced the risk of
that incident occurring again. There was
anot her failure that the other neasures took
effect and didn't have any consequences. At
sone point it beconmes unreasonable to put in
anot her level of risk. | nean, you have a
guy out there, you have people coming from
Nashua, operators com ng from Nashua and
Manchester traveling there, being paid for
travel and overtine. You have -- okay. He
passes out, has a heart attack. Maybe you
shoul d have two people. But it becones
ridiculous at sone point. There's a certain
| evel of risk that cones with running a

di stribution system

And you just disagree with how we bal ance
that ri sk.

In this instance, yes.

You're aware that the Safety D vision was
actually in favor of 24/7 for the short term
And | woul d be, too.

And |'m pointing to Bates 058 of your

testinony, which is the report, and it's got

18
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>

A

19

a list of Liberty actions taken and the
Safety Division comments. And the action

t aken was staff the Keene production plant
24/ 7 wth experi enced Keene-based personnel
avail able. And the Safety Division's
response was, and it's longer than this, but
the bottomline was, it is questionable this
action being a long-term viable solution in

terns of cost," which suggests that it's a --
short-term it's the way to go. Fair enough?
Right. And by "short term™" | believe he
nmeant until some of these other neasures were
I mpl enent ed.

He didn't say that, did he?

Not in this report.

And the neasures that we intend to inplenent
is a tenporary CNG to shut down those

bl owers. You understand that?

That was one of the tenporary neasures, yes.
Are you al so aware these costs which you --
your other objection to including themin the
settl enent agreenent is that they should be

addr essed el sewhere; is that correct?

Yes.
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20

Q Rat her than this case.

A Yes. Again, | am against consolidating rates
in this rate case because | think the basis
for it is sinply that Keene can't afford the
$900, 000 revenue deficiency. And there needs
to be alot nore -- | amnot opposed to rate
consol idation for Keene. But this is not
adequate for Staff to nake an i nforned
judgnment as to whether this is howit should
be done.

Q I was focusing nore on the recovery of this
recent definition of the production costs.

A Ch, okay. Sure.

Q I think you said in your testinony this
nmorni ng that that shoul d be addressed
sonmewher e el se.

A. Right. | do think the Conmpany shoul d
essentially make a new filing just for the
Keene rate consolidation. And if they want
to recover those costs, then include that in
t here.

Q You' re aware that we resol ved, at | east
tenporarily, these production costs in the

812 docket. Do you recall that?
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Q

21

Yes.

We had the cost of gas hearing in the fall,
but we continued to process this issue

t hrough the spring of '17, with an order in
the fall of '17. Do you recall that?

Yes, | do.

And the order in front of ne, and I'l|l read
it to you, suggests that the agreenent was to
address the production costs in this
proceeding. It says, and this is sunmari zi ng
Staff's position, "Staff explained that

Li berty-Keene could seek to recover
production costs that would not be recovered
in COGrates in a future rate filing and that
t he prudence of those costs could be

consi dered in that future docket."

That's true.

And woul dn't that be this docket?

That is this docket, and that is why this
report is attached to ny testinony; whereas,
t he Conpany did not provide any testinony,
rebuttal testinony as to whether those costs
were -- you know, to justify those costs.

Didn't we just have that discussion, where
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[WITNESS: Frink]

the statute required it, that our --

A That was not in your testinony or rebuttal
t esti nony.

Q And the testinony you just had from M.
Brouillard explains why we staff the pl ant
24/ 7.

A That was admtted as an exhibit by Staff.

Q And t hose costs were also in the revenue
requi rement testinmony that we filed in this
case.

A. Yes, it was.

Q Ckay. So that is telling the Comm ssion from
the first day we want to recover these

production costs.

A Ri ght.
Q Ckay.
CHAI RVAN HONI GBERG M.
Sheehan, | amnow a little confused. | want

to make sure | have clear in ny mnd the
different positions the Conpany has. There's
the original filing and there's the rebuttal
filing position, which are slightly
different, and then there's the settl enent

position. And |I know conceptually, for a

22

{DG 17-048}[ Day 4 Afternoon Session ONLY]{03-22-18}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: Frink]

23

vari ety of reasons, | need to keep those
straight in ny mnd. But | thought I
understood fromthe testi nony yesterday that
the settlenent position is that the prudence
of the costs you're just discussing with M.
Frink would be dealt with in a subsequent
cost of gas.

MR. SHEEHAN: No. And that's
what | was trying to clear up. Oobviously I
haven't done it yet.

CHAI RVAN HONI GBERG No, |
t hi nk you now have nade it clear, although
your W tnesses, | believe, gave ne a
different answer yesterday when | asked them
t hi s question.

MR. SHEEHAN: And that's why |
t hink there was sone di sconnect when we say
"production costs.” Are we tal king about the
Keene - -

CHAl RVAN HONI GBERG Wl |,
could be wong, and the transcript wll tell
me if I"'mwong, but I think |I asked the
questi on about whet her the production costs

on Page 7 were different fromthe production
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[WITNESS: Frink]

24

costs |later in the docunent and was told the
answer was "Yes." And so in each instance |
believe the point I was trying to get out
was, am | being asked to rule on the prudence
of the 2015 production cost figure in this
proceedi ng? | now understand you to be
sayi ng, yes, not only under the origi nal
position and the rebuttal position, but under
the settlenent as well.

MR. SHEEHAN: Yes. And |
t hink a bigger sinplification of your
perception of the case is the difference from
the initial filing to the rebuttal filing is
mninmal. So you can really | ook at rebuttal
to settlenent. And of course, what we're
aski ng you to approve today is the
settlenment. The settl enent | anguage that we
started with on Keene, which is Page 7, |
believe, that's the one that says production
costs related to the 2015 i ncident should be
recovered through a Keene-specific cost of
gas for five years. That is the cost we just
t al ked about .

CHAI RVAN HONI GBERG.  Ri ght .
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And the exhibits to the settl ement agreenent
then presumably include those dollars in what
i s being recovered.

MR. SHEEHAN: And as we nove
down fromthe distribution rates, those
dollars are not in the $10.3 mllion
di stribution rates.

CHAI RMVAN HONI GBERG But in
your view of how the settlenent woul d be
i mpl enented, they woul d be already |i qui dated
a known anmount for the next cost of gas
proceedi ng, because you're asking us to rule
on the prudence of them now.

MR. SHEEHAN. R ght. W have

a specific anount in our filing, which,
again, for the record, is the -- this page is
fromthe permanent rate filing, Bates 063.

It's the schedule that just lists the cost, a
total of $350,000. And here it's proposed
over three years, and we've nodified that to
recover them over five years.

So, yes, we're asking you to
find that those costs were prudent in this

case, as the 16-812 order directed. And i f
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they're found prudent by approving the
settlenent, they would go into the cost of
gas this fall.

CHAI RVAN HONI GBERG  kay. I
think that I'mnot the only person who was
confused then.

MR. SHEEHAN: And of course,

t he ot her production costs --

CHAI RVAN HONI GBERG | think
we're all on the same page, understandi ng
what that neans going forward, that those
haven't been incurred. Wo knows what w ||
be i ncurred.

MR SHEEHAN: And I'Il junp to
nmy closing. W're fine with a different
proceeding this fall to approve those new
LNG OCNG costs. W don't expect to cramthat
into a two-week, regular cost of gas
pr oceedi ng.

BY MR SHEEHAN:

Q Changing to i NATGAS gas. First 1'd like to
correct | think something that you said this
nmorni ng. You nentioned the revenue that has

cone fromthe facility, and you said the
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first three years have no revenues. And |
think the correction is it went into service
in 2016, so it has only been one year plus
when we woul d be eligible to collect
revenues; correct?

R ght.

Because it took two years to get it in

servi ce.

Ri ght.

So it's only been one year of --

Since they've been in operation -- well,
since it's been in service.

So the year of Decenber 2016 to Decenber 2017
was essentially nothing, and from

Decenber '17 to the present, we've had the
vol unes that have been tal ked about in this
pr oceedi ng.

Yes.

And second, a clarification | think you've
made al ready, that the m ni nrum take-or- pay
requi rements exi st throughout the life of the
15-year contract.

It does.

And so there is sone security there that in
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your seven -- if they're not neeting their

m ni num t ake- or - pays, we coul d take what ever
enforcenent action is provided for in those
docunent s.

That's in the contract. Yes.

And those enforcenent actions include a
guaranty by M. Alizadeh, personal guaranty,
that allows us to take ownership of the
facility.

Agai n, | have ny recomrendation in that
proceedi ng as an attachnent to ny testinony,
and it points out that those guaranties -- if
I NATGAS fails, you can very wel|l be bankrupt.
And if it fails, it nmay be because the CNG
mar ket has failed and there's no value to the
asset and there's no noney in his -- behind
hi s personal guaranty.

And is it fair to say that this was all known
when -- effectively in the settl enent
agreenent, | think it was actually a
recommendati on that Staff would sign on if --
Ch, it was definitely known. That's why

we -- the escrowis part of addressing that

concer n.

28
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Q And what was known is that it's a high risk
hi gh reward project.

A. Yes, it was.

Q If it goes well, this could be a huge
noney- maker for custoners.

A Yes, that's the inpression we had.

Q And where we are now, a little over a year
into the operation, it's starting slowy;
correct?

A Three years fromwhen it was supposed to have
started, it is now just starting and has one
custoner. And he does have sone trailer fill
now. So, yeah, it's very -- it's early in --
well, when you put in the -- when you started
service to i NATGAS, | wouldn't know if he --
t he station was up and running -- if he had
all his commtnents done at that point. But
whet her he did or didn't, he didn't have any
custoners, apparently.

And so it is -- | don't know how his
busi ness plan's working. | know the
Conpany's three scenari os had a take-or-pay
requi rement, which was a worst-case scenari o,

and then a scenari o based on what i NATGAS was

29
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expecting, and then an accel erated scenari o.
So | would say where we're at now i s
sonet hi ng bel ow or close to the take-or-pay
requi rement, but not close to what the

I NATGAS expectations were, and well bel ow the
accel er at ed.

And even at the m ni numtake-or-pays, and
even at the increased cost, that actual cost,
there's still a positive DCF over the 15-year
life of the contract; right?

| don't knowif | ran that one out, but I
believe that's correct.

Qobviously |l ess positive than if the
construction costs were two mllion. But
it's still, again, based with the tools we
have, it should work based on these ni ni num
t ake- or - pays; correct?

I think that's true.

You' ve recommended a reduction in what we can
recover for the facility, but there's no -- |
didn't see any testinony fromyou that a
particular line itemin the 4 mllion-plus
was i nappropriate; correct?

| pretty much said that what was over the
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budget amount shoul dn't be -- custoners
shoul dn't be charged for that.
So we shouldn't have fixed the road that the
city required us to fix.
' msaying that you should have had t hat
I nformati on before you nade your filing, or
had a good idea of that before you made your
filing, and the decision may have been very
di fferent.
But that's not the question today. Today the
question is: W spent noney to fix the road.
Shoul d we have done that? And you nowhere
say we shouldn't have spent the noney to fix
t he road.
Well, | have seen, | think it's an updated
busi ness plan or sonmething in the Liberty
Consulting report that says the internal rate
of return basically went from 14 to
7 percent. And | think we said, well, we
need to go forward if we have any hope to
recover, sonething to that effect.

But when these costs started escal ating,
when you knew you needed to fix the road,

whi ch was very shortly after that order cane
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out -- or maybe before the order cane out, |
don't recall -- when you put that bid out and
found out it was going to be that much nore,
anot her -- why would you build a full
bui | d-out, which our assunption was the
reason you proposed a phase-inis to see if
the project is going to be successful. And
at that point there was no reason to think

t hat you needed that capacity in the near
future, yet -- | nmean, that was just few
nmont hs after the filing. So it's hard to

justify a $6- or $700,000 full build-out at

that point when it wasn't -- that should have
been in the proposal. And all that -- when
all that started to happen, | woul d expect

t he Conpany woul d reconsi der that project.
And | don't know what was happening with

I NATGAS at that tine. | know they were
building a facility in Wrcester and focusi ng
on that. | don't knowif they're -- again,
I|'"mpretty sure they didn't want to start
taking service until they actually had a
custoner. But, you know, | think it should

have been re-| ooked at by the Conpany, and

32
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A

maybe the decision to go forward with it

m ght have been a nore prudent deci sion.
Goi ng back to ny question, though. You did
not go through the $4 mllion and say
particular itens in that $4 mllion were

unr easonabl e.

| did not go through it itemby item and say
this cost is unreasonable.

You took the nore gl obal | ook that you just
descri bed before of what we shoul d have been
t hi nki ng as those costs increased.

That's the approach | took, yes.

Li berty Consulting al so | ooked at this
project. And simlarly, after reciting the
sequence of changes and costs, simlarly nade
no recomrendation to disallow any of these
costs; correct?

That's correct.

The Audit Division | ooked at this project as

well and simlarly nmade no recommendati ons of

any -- maybe sone snall ones, | don't
recall -- but of any large itens to be not
i ncl uded.

No, and | wouldn't expect themto nmake that
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A

reconmendat i on.

They wll flag issues, though, if they see
sonmething they think is --

That's true. On the training center, they
recogni zed there were additional costs due to
an accel erated schedul e or doing --

getting -- so, yes, | do recall that in the
audit record they did nake a reconmendati on
for disall owance, recomrended that Staff
should -- there should be disall owances
related to those costs, specific costs.

And in this case they did not.

They did not, right.

| have to say "AFUDC' once or twice. Just to
be clear, when this was up for review in
14- 091, AFUDC was not included in anyone's
DCF; correct?

Correct.

And i n the Hanover-Lebanon anal yses, AFUDC
was not included in anyone DCFs.

| don't recall, but I'll accept that.

Sane with the W ndham Pel ham project. No
AFUDCs in their anal ysis?

1l accept that.

34
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And | heard you say this norning that, nmaybe
fromnow on it may be a good idea to include.
But is it to say that has never been a

requi rement or a practice to include AFUDC in
DCF anal yses?

As far as I know, it hasn't ever been done

for EnergyNorth, or at |east not since

Li berty has been doing it. | don't know if

other utilities do that. |'d have to | ook at
the -- | could | ook at the Northern nodel and
see if that's in there. It nmay be that other

utilities, when they do a di scounted cash
fl ow anal ysis, include it.

At the end of day on i NATGAS, you're
recomrendi ng that we not recover al nost
$400, 000 per year for that project.

Until your next rate case, yes.

And that's an annual nunber. So by the next
rate case, it wll be, dependi ng on whet her
it's three or four years, $1.2 or $1.6
mllion we would not have recovered for

i NATGAS.

Correct.

And let's assune things go great and at the
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next rate case we've got nore business than
it can handle. W will never recover that
$1.2 or $1.6 nmillion that we would have | ost
during these three or four years.

A Well, there's nothing to preclude the Conpany
from as they do in other instances, tracking
that and then asking for deferred recovery.

Q Right. And that would require a Conm ssi on
order to allow us to nake that deferral and
to bring that deferral forward in the next
rate case; correct?

A | don't knowif it would require a Comm ssi on
order to actually defer those costs. But it
would certainly require a Comm ssion order to
recover those deferred costs. That's what
t he Conpany di d.

Q And the other question | have for you on that
$396, 000 nunber is the way you calcul ated it
was to take the expected revenue in year one
with the expected revenue requirenent for
year one, and that's the difference.

A Yes.

Q Wien one does a DCF, those numbers change

over tine, the expected revenue and the
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expected revenue requirenent.

Right. That's generally why the Conm ssi on

| ooks for a 10-year payback on those.

And t he revenues, especially in this case
with the m ni mum t ake-or-pays, and the
hopef ul expansion of i NATGAS, the revenues
are going to go up, and sonmewhat dranatically
if they meet their mnimumtake-or-pays;
correct?

That's certainly our hope.

And the cost of revenue requirenent will go
down over time as the project is depreciated.
Absol utel y.

So your one cal cul ation here would be small er
if we | ooked at year two, even under your
appr oach.

The revenue requirenent will go down each
year, yes. So in year two the revenue

requi rement wll be |ess.

So by asking for a $396, 000 reduction in
years 1, 2, 3, 4, depending how long, it's

hi gher than the DCF woul d show for those
years one, two, three, four --

Yes.
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And you understand that the settl enent
agreenent, to the extent it contains sone
acknow edgnent of the i NATGAS i ssue and

has -- again, it does not have a particul ar
nunber associated to it. But to the extent
It does have sonme recognition of reduced
recovery for i NATGAS, the sane concept
applies, in that, if we're short X dollars,
we'll be short X-dollars next year and the
next year until we go to the next rate case;
correct?

Well, again, | wal ked through the nunbers
this norning. There's basically $800, 000

al | ownance, a reduction of $800, 000 for all
the issues raised in the settl enent agreenent
as havi ng been a consideration in reaching
the settl enent agreenent. So, sone anount of
that, if i NATGAS was worked into that, is
refl ected, yes.

And it would be reflected each year until the
next rate case.

Correct.

And as sort of a neasure of scope, $100, 000

for a capital project is what's required
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roughly to recover a mllion-dollar
investnent. |Is that a fair benchnmark

esti mati on?

I'd have to ook at it. Ten percent? That's
not unreasonabl e.

Agai n, just as a rough neasure.

Ri ght, right.
So if you were to -- if we had agreed to not
recover a mllion dollars of the i NATGAS

facility, that would result in $100, 000
reduction in the revenue requirenent. Again,
rough mat h.
Yeah, I'"mjust going to | ook at this schedul e
and see. This is Exhibit 57. And there was,
we'll say, a $2.2 nmillion investnent, and the
revenue requirenent in year one was 155. So
that's... the annual revenue requirenent is
about 350. So I'd say it's probably nore
than 10 percent. Probably 15 percent woul d
be nore accurate. But anyway...
Ckay. Thank you.

On capacity credits, are you aware that
in both the Granite Bridge docket and in the

IRP there is a zero figure next to capacity

39
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for I NATGAS?

1l accept that.

And so when -- hopefully if the Granite
Bridge project is built and i NATGAS i s using
substantial anmpbunts of that capacity, that
would be to the benefit of the Granite Bridge
project and all of its custonmers; is that
correct?

Yes, that's correct.

And bet ween now and when the next Granite
Bridge or whatever is in place, there is
still sone benefit to custoners if there is

excess capacity that is now being picked up

by i NATGAS.
Wl |, those investigations are underway, and
it may be that the revenue requirenent -- not

t he revenue requirenent, but the deficiency,
the capacity, the load and the I RP, there may
be adjustnents made for i NATGAS. | don't
know what the final verdict was or wll be.
But it may be that a determ nation is nade
that there's a snmall deficiency.

And in the Ganite Bridge project, your
daily design day requirenent is 150, 000,
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roughly, decatherns a day. The proposed
project is for an additional 150. So it
doubles. It may be that a review of the IRP
and a review of the supply options to neet
that is sonething nmuch smaller, and i NATGAS
could be part of that. And it may be there's
an alternative to just find capacity for an
extra 10,000 or whatever that m ght be. So
to say, you know, base it on -- well, if
Granite Bridge is approved and there's a | ot
of excess capacity, then that would be a
benefit to ratepayers. But if it's not
approved, if sonething else is selected, and
if the IRP is adjusted to reflect the

I NATGAS, new devel opnents with i NATGAS, then
it may be -- harm custoners.

Staff's original testinony in this case
requested a revenue increase of about

$4 mllion; correct?

Yes.

And that was based on an ei ght-point
somet hi ng RCE.

| believe it was 8.55.

And Staff unilaterally noved to 9.4, wal ki ng
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away fromits initial proposal; correct?

Staff agreed not to -- agreed to accept the
9.4 for purposes of this proceeding. It was
a -- there are a lot of issues here, and we

didn't think that was unreasonable. So we
accepted that rather than go to heari ng and
spend several -- a good anobunt of tine on

t hat .

And t hat brought your proposal up to 5.77

t hink | heard.

That's correct.

And you know the tenporary rates are now set
at $6.75 m I lion.

Ckay.

And so if the Comm ssion were to adopt
Staff's proposal, we would have to give nopney
back, in effect.

Well, you also will be inplenenting a step
adj ustment at the sanme tine, so you won't be
gi vi ng noney back.

But it's less than the tenporary rates.

But that's irrelevant. But yes, it is |ess.
Has Staff done any anal ysis to detern ne what

effect the proposed rate level will have on
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t he Conpany's operations?

Yeah. It would return a 9.4 percent return
on equity.

Has it determ ned how many enpl oyees may have
to be laid off to neet the new budget ?

It reflects the nunber of enployees the
Conpany has included in their filing.

Did you analyze how it affects our growth

pr oj ect s?

If you -- | don't see how that woul d i npact
grow h projects. |If you have a project that
Is promsing and it neets your requirenents
of the line extension policy, then | would
expect you -- by law, by tariff, you' d have
toinstall that line extension. So | don't
expect the Conpany to stop | ooking to expand
its system

But it is $3- or $4- or $5 million per year

| ess than what the Conpany has proposed in
this settlenent; correct? Four and a half
mllion dollars | ess?

Well, one thing is that 5.7 does not include
Keene. And we're not ruling out that you

make a filing for Keene and get recovery of
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sone of the deficiency associated wth Keene.

Q I "' mgoing back just quickly to i NATGAS. |
think you did say at the end that you agree
that it was used and useful, and you agreed
that it could be in rate case; correct?

A Yes. Correct.

Q Doesn't that presune a finding by the
Conmmi ssion that the costs were prudent?

A. Yes, |I'l|l accept that.

Q Utimtely, M. Frink, the goal of this whole
proceeding is to get rates that are just and
reasonabl e; correct?

A Yes. Absolutely.

Q And there are nmany ways to get there. You
can start fromthe bottom and assenbl e each
line itemand build a rate, as we typically
do when putting the case together; correct?

A Correct.

Q And once you' ve done that exercise, then you
can, in effect, negotiate what's a nunber
that works for all parties; correct?

A. That's correct.

Q And in this case, the parties that are

typically at opposite ends, the custonmers at

44
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one end and the Conpany on the other, have
reached an agreenent on $10.3 mllion and the
other terns of this settl enent.

Wll, the OCA represents residenti al

rat epayers. They do not represent
comrerci al /industrial ratepayers. And so the
OCA and the Conpany have reached an agreenent
that they obviously feel results in just and
reasonabl e rates.

And what constituency do you think Staff
represents in this proceedi ng?

Staff takes a -- we take a bal anced approach,
and we want to do what's best for the Conpany
and what's best for the ratepayers.

And you place no weight on the fact that

t hose two players have reached an agreenent

that is quite a distance from what you' ve

pr oposed.
Based on our analysis, that's what -- yes.
The proposed rate increase of $10.3 mllion,

if put into effect, you understand that it
woul d still be less than the existing
Nort hern rates.

| didn't conpare to the Northern rates.

45

{DG 17-048}[ Day 4 Afternoon Session ONLY]{03-22-18}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: Frink]

46

There's a different cost of service for
Northern than there is for Liberty.

Q But the rates are, at the end of the day,
what need to be just and reasonable. And
Nort hern has rates that have been determ ned
to be just and reasonabl e that are higher
than Liberty's.

A. Based on the cost of service. You can't
conpare your rates to Northern's rates and
say these are fair. That's not how it works.
What does it cost you to provide that
service? Wat is a reasonable return? And
that's the rates you -- the Conmm ssion w ||
decide is just and reasonable. It has no --
what ever everybody gets has no beari ng.

Q We respectfully disagree.

Ckay.

>

Q We' ve done the anal ysis, top of the envel ope,
and there's about a 13 percent difference in
distribution rates at the residential |evel
now. If the settlenent agreenent were to go
in effect wwth existing Unitil rates, does
t hat surprise you?

MR. DEXTER:  (bj ecti on.
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There's nothing in this record that talks
about Northern's rates, whether they're

hi gher or | ower than EnergyNorth's rates.
It's just a conpletely unfounded questi on.

CHAI RVAN HONI GBERG | doubt
it's unfounded. It may be treated as a
hypot heti cal here, though.

So why don't you just assune
what M. Sheehan says is true, wthout
subscribing to the facts underlying it.
Assunme that that's the difference between
Northern's rates and Liberty's rates.

W TNESS FRI NK:  Ckay.

MR. SHEEHAN: Well, | actually
asked t he question, having someone who j ust
wor ked t hrough the Northern rate case, that
he may have know edge of what Northern's
rates are.

CHAI RMVAN HONI GBERG He may,
but | think he -- it's true. He may. Wy
don't you ask himthat.

BY MR SHEEHAN:
Q Do you have know edge of what Northern's

distribution rates are as conpared to
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Li berty' s?
| have not nmde that conpari son.

MR. SHEEHAN: That's all |
have. Thank you.

CHAI RVAN HONI GBERG M.
Kreis.

MR. KREI'S: Thank you, M.
Chairman. Let ne snuggle right up to the
m cr ophone so as to avoid trouble for the

court reporter.

CRCSS- EXAM NATI ON

BY MR KREI S

Q

A

M. Frink, | just have very few questions for
you.

You tal ked at great |ength during your
di rect and your cross-examn nation about
I NATGAS. And | thought | heard you say that
the settlenment agreenent, if it's adopted by
t he Conm ssion, would preclude any further
argunent in future cases about the prudence
of expenditures related to i NATGAS. Did |
under st and your testinony correctly?

That is correct. The way | look at it, if
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t he Conm ssion were to accept Staff's
reconmendation, as | already stated, those
costs would be in rate base. And when they
came in for the next rate case, they woul d be
in there. It could be -- it's not so nuch
that we're questioning the prudence of the
costs, it's nore a question of they presented
one thing for approval of a Special Contract
t hat had significant risks, and the actual
wor k wound up costing a lot nore. And so, in
essence, it |looks like a bad investnent. So
we' ve made an adjustnent to the revenue

requi rement, but we're not suggesting that
they -- we're not suggesting it be done by
taking -- by not having that in rate base.
We're just saying, in essence, right now it
does not | ook like a good investnment. |t may
turn around. We'Ill look at it again in the
next rate case. And if we think it was a bad
investnent, if it looks -- if i NATGAS goes
belly up and everything' s |ost, then, again,
we're not goi ng back and sayi ng, okay, here's
the 2.2 mllion in the original proposal that

we signed off on, you shouldn't get recovery
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>

A
Q

on that. Because we recognized at that tine
that was a risk. And actually, in that
proceedi ng the OCA opposed the contract,

but -- so we're not saying they shouldn't
recover sonething. W're not saying that the
work they did was i nprudent. What we're

sayi ng, the Conm ssion nade a deci sion that
supported and recommended that deci si on based
on the profitability of that project as
represented by the Conpany, and the ri sks.
And even in that proceeding, on the stand as
a panel with the Conpany, we tal ked about the
fact that, okay, if this project w nds up
costing twce as nuch as we antici pated, then
we woul d be on the hook for -- you know, that
could be the subject of a future rate case.
That was a | ong answer.

Yeah, it was.

But one of the highlights I think I heard is
that Staff believes that the Conpany shoul d
recover sonething in connection wth i NATGAS;
correct?

Yes.

You' re concerned, in part, because the actual

50
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cost of the project exceeded the original

estimates of the cost that were filed with

t he Conmi ssi on.

More than doubl ed.

You would like the opportunity in the future

to chall enge the prudence of certain

I nvest nent deci si ons associ ated w th i NATGAS.

That's what | heard you testify.

Yeah.

So here's a question, and | pose it in all

earnestness. |I'mnot trying to be cheeky.

I*"mgoing to read you sonme | anguage fromthe

settl enent agreenent, from Page 14. It says,

"The Settling Parties agree that the

Comm ssion's approval of this Agreenent wl |

not constitute continui ng approval of, or

precedent for, any particular principle or

I ssue related to the revenue requirenent.”
And so ny question for you is: Wy does

t hat | anguage, "shoul d be adopted by the

Comm ssi on by approving the settl enent

agreenent,” not allow for exactly the kind of
future prudence review that you would like to

be able to undertake on behalf of the Staff,
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and frankly, that | mght like to be able to
undertake on behalf of residential utility
custoners?

A. I'"mnot sure we don't have that right w thout
t hat .

Q Well, I'"mjust trying to understand why you
oppose the settl enent agreenent. And one of
t he grounds that you gave for opposing it is
you think it unhealthily ties Staff's hands,
and presumably the Conm ssion's hands, in the
future with respect to i NATGAS and the
prudence of the expenditures in connection
with that project.

A I"msorry. | think I msled you or we m ssed
on what | was trying to say.

| do have a problemw th the Keene

production costs, the i NATGAS gas costs.
It's not -- what Staff's recommended is an
adjustnment in this proceeding and that we're
going to watch this. And if it doesn't turn
around, then we | ook for adjustnment in the
next proceeding. That's all it is.

Q And so ny question to you is: Wat is it

about this settlenent agreenment that thwarts
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Q

t hat obj ective you just stated?

Well, that the settl enent agreenent, as |

wal ked t hrough two very specific itenms in the
settlenent, the rate of return and the
depreci ation adjustnent, that only | eaves
800,000 in total for -- to address all the

ot her adjustments and concerns that Staff
had, i NATGAS bei ng one of them And we don't
feel that's adequate. So, again, it's a

bl ack box. | can't -- you can't say what it
is. The Conpany can't say what it is. But I
think it's safe to say, whatever it is, isn't
conparable to what Staff is recommending. |If
you want to say that, okay, it accounts for
300, 000, 400,000, but it's the total that
matters. This is a conprehensive bl ack box
revenue requirenent. There's only 800, 000
avai | abl e for anything other than the

adj ustment, which we don't agree with, for

t he depreciation and the adjustnment for the
revenue requirenent. So it's not -- it's

mai nly just the size that's the problem and
it's a cunmul ative effect.

Thank you. | guess ny question about all of
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that is: Isn't your analysis -- and if |

m ght summari ze it, you seemto just be
suggesting that the OCA did not extract
enough fromthe Conpany in order to nake the
results of the settlenent agreenent just and
reasonable. That's basically the essence of
your critique; correct?

Ckay. 1'll go wth that.

Ckay. And the settlenent is actually not
conpl etely a black box because it does pin
down ROE; correct?

That's correct.

But that doesn't necessarily nean that the
ROE itself isn't part of the bargain and that
ei ther the Conpany or the OCA gave up
sonet hi ng, and sone of the value in the
settl enent agreenent is enbedded in that ROE
nunber; true?

That was part of negotiations to cone up wth
the 10. 3, yes.

Ckay. You talked a little bit about your
concerns about the |l arge group of Liberty
custoners paying for, or basically providing

rate relief to the Keene custoners. And t he
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conpari sons -- you tal ked about conpari sons
to the absorption of Connecticut Valley

El ectric Conpany by Public Service Conpany
and al so sone of the water conpany
transactions that have had simlar effects;
ri ght?

A. That's correct. Yes.

Q And you di stinguish this situation fromthose
situations based on the fact that water and
electricity are essentially vital
commodi ties, and nost people can't sinply
refuse to do business with their water or
electric utility; whereas, natural gas
custoners, they have alternatives. That's
what | heard you say.

A. That's correct.

Q It is true, though, wouldn't you agree, that
it isn't always that easy for a natural gas
custonmer, say one living in Keene, to just
wal k away from natural gas and sw tch
to sonething different.

A Right. Well, first, it's a propane conpany.
And you're right. |It's not easy for a

customer to convert to a different energy
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sour ce.
But thi nking about the | arger body of Liberty
custoners, the fact that there's at | east

t hat potential to stop using natural gas and
rely on sone other fuel, doesn't that tend to
mlitate in favor of an arrangenent |i ke
this? Because, after all, the greater body
of PSNH custoners and the greater body of

wat er conpani es and those | arge water
conpani es that took over snaller ones, they
can't wal k away.

That's true.

I think the last question | want to pose
slightly delicately, because you -- well, you
briefly menti oned decoupling. And I would

li ke to nmention decoupling. And the reason
want to nention it only briefly is that it is
ny understanding that M. Igbal is really
presenting the Staff's perspective on
decoupl i ng.

The experts will be taking the stand after

ne.

| ndeed. But you did say, or at |east |

t hought | heard you say, that your concern
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about the decoupling provisions in the

settl enent agreenent relate to the weat her
adj ust nent provi si ons.

That is nmy primary concern, yes.

So it's not your only concern.

Well, there's sone rate design issues | think
tied to that. But, again, that wasn't ny
area of expertise, or ny testinony didn't
address that. | know what the prinmary issue
is, and that would be the weatheri zati on
[sic].

Thank you. | appreciate that clarification,
if only to help ne and ny col |l eagues prepare
for tonorrow s proceedi ngs.

MR. KREI'S: Those where ny
only questions for this witness, M.
Chai r man.

CHAl RVAN HONI GBERG Al |
right. | think we're going to take a short
10-m nute break. We'll try to keep it to 10
m nut es.

(Brief recess taken at 2:10 p.m and
t he hearing resuned at 2:30 p.m)

CHAI RVAN HONI GBERG.  Conmi si on
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er Bail ey.

QUESTI ONS FROM CAOWM SSI ONERS:

BY COWM SSI ONER BAI LEY:

Q
A

Q

Good afternoon.

Good afternoon.

Can you go over with me the Liberty-Keene
revenue deficiency? The Conpany has, | guess
inits rebuttal testinony, cone up with a
revenue deficiency of 870-sonething thousand
dollars; right?

Yes.

And you think that that nunber is too high
and that there are things that should cone
out of that nunber.

Yes.

And sonme of that is because there were costs
outside the test year?

Yes.

Is that the Keene, the 24/7 2015 costs?

The production, both. Sone of the Keene
incident. And | don't know where those
costs -- when those cane in and when they
were paid and when they fell off. They were

deferred. So sone of those nay have been
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appropriately included in the test years,
sone probably not. WlIl, and then the
producti on costs, sone of those production
costs were from | think carried over from
the prior cost of gas, and sone were from
what was not allowed for recovery in that
cost of gas. So those span a coupl e years,
too. Sone may have fallen in the test year
and sone out of the test year. So | can't
gi ve you a dollar anount as to what costs
were out of the test year and which ones were
In the test year.

Q So you don't have a nunber for nme that you
think is a revenue deficiency for Keene
because this case was not, in your opinion
not dealing wth that issue.

A Staff's position in this case is that you
should not all ow consolidated rates. And
Keene di d not propose -- and the Conpany did
not propose rates for Keene. So we didn't
| ook at the -- there weren't rates specific
to Keene. | nean, one approach the Conpany
coul d have taken was: Here's Keene rates.

Based on revenue requirenment, this is what it
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would l ook like. This is the Conpany's and
this is what we're going to do under

consol idated rates. They just did
consolidated rates. So there was no proposed
rates for Keene other than they're going to
get EnergyNorth's rates. So we didn't go

I ndi vi dual by individual expense, revenue
analysis. W sinply said there should be a
Keene filing and -- either for consolidated
rates that denonstrates the benefit or a rate
case for Keene. So that's -- we didn't do
the detail ed anal ysi s.

Now, as | said, | have ny
reconmendation, the Staff report fromthe
cost of gas proceeding as to what we thought
were i nprudent costs and what the manni ng of
t he 24-hour plant cost was in there. So if
you wanted to pick out sone costs that has
sone support as to what we considered to be
unr easonabl e or not prudent, you could find
that. The Conpany never had an opportunity
to respond to those costs because the
settlenent said they woul d be deferred and

addressed in a future -- could be addressed
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in a future distribution rate case. There's
no guaranty that they were going to seek
recovery of those deferred costs. But they
have, and it does need to be addressed.
Those costs need to be addressed if you're
going to approve the settl enent agreenent.

Q If we were going to approve the --

A O actually, if you didn't approve the
settl enent, you would have to. If you
approve the settlenent, you essentially
address those costs.

Q Right. So if we don't approve the
settl enent --

A Wel |, dependi ng on whet her you require them
to do a Keene filing or a supplenental filing
for rate consolidation. You could treat it
basically as a step adjustnent if you approve

consol i dated r at es. There woul d be X anpunt

I ncrease all owed for EnergyNorth. | nean, it
w Il be your order. You can approach it
however .

Q Right. There's nothing in the record that we
coul d deci de what the appropriate revenue

deficiency for the Keene systemis at this
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Q
A

62

poi nt .

True. But there's no Keene rates to --
you're not setting Keene rates, other than
giving them Liberty's rates. There is no
rate proposal for Keene other than just
saying they're going to get Liberty's rates.
These are the proposed Liberty rates.

But in their rate filing, the

870, 000- what ever dollars --

That's reflected in their --

In the rebuttal testinony?

-- in the rebuttal testinony, in their filing
and in the settlenent.

So it's settled under the 10. 3.

Yes.

So they said it was going to cost

870- somet hi ng t housand. W don't know what
the actual cost is. And they're asking us to
approve a settlenent that includes --

All the costs that nake up that. Well, sone
of the costs would be shifted to the cost of
gas.

The supply production costs and the --

| nci dent costs.
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-- incident costs?

Those, yes.

Ckay. About the incident costs. Yesterday,
| believe M. dark and M. Hall testified
that we were not nmaking a prudency

determ nation on the incident costs and that
that woul d be made in the next cost of gas
rate if we approve the settlenent. D d you
hear that?

Yes, because they said that. But that isn't
correct. And | think that was clarified
today, that if you approve this settl enent,
those costs are not going to be contested in
the cost of gas because the settlenent says
t hese costs should be recovered through the
Keene cost of gas over five years. So you
can't approve the settlenent and then say
Staff says this isn't -- you can't recover
these, it's inprudent. |It's too |late. You
make your finding here if you approve the
settl enent.

And your testinony is that those costs are
not prudent -- were not prudent? O sone of

those costs were not prudent?
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Yes. Well, if it ever got down to, if they
say they'd file for recovery of these costs
as part of the Keene rates or as a possible
add-on to the EnergyNorth rates as part of
consolidation, then | would seek to have the
safety director file testinony on it because
he is the expert. | sat in on technical
sessions. | have ny interpretation. | am
not the safety expert that our director is.
And |'m sure their engi neering people are
better attuned as to what the risks are and
what the enhancenents -- what percentage of
risk was elimnated by these nmultiple
enhancenents they put in and what anount of
ri sk was addressed by having the plant nanned
around the clock. So that's the kind of

anal ysis that the engi neers do and not so
much the finance guys.

And didn't we issue an order that said that
we were going to deal with that very issue in
this rate case, whether those costs were
prudently incurred?

The settlenent said that coul d be addressed

in a-- or would be nore appropriately
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addressed in a distribution rate case. So if
t he Conpany -- the Conpany coul d have el ect ed
not to seek recovery of those costs. They
did put themin their Keene revenue

requi rement, which in essence is their
EnergyNorth revenue requirenent, | guess.

But they -- we ook at it as there are no
Keene rates here. Those expenses tied to
Keene rates, we are against rate
consolidation in this proceeding. W're just
pul ling out this Keene revenue requirenent
and dealing with the EnergyNorth rates.

Ckay.

QUESTI ONS BY CHAI RVAN HONI GBERG

Q

M. Frink, if we hypothetically were to think
t hat consolidation of rates conceptually nade
sense, even at this tinme, on terns simlar to
what happened i n Hanover and Lebanon, al ong

the sane theory, how would we go about then

determ ning what to do with the Keene revenue
deficiency which Staff hasn't yet dealt with?
I'"mtrying to make sure that if that were the
direction we wanted to go, that we had in the

record the infornati on we needed to nake that
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happen. Because |'m al so concerned about
what's in the record with respect to the 2015
i nci dent costs, because it's a little unclear
to me what's in the record supporting that,
supporting those nunbers. Can you help ne
out here?

A I wish 1 could. | don't think there's a -- |
don't think there's enough in the record for
you to say this is what -- | don't think it
woul d be fair to the Conpany to disall ow
those costs. There really hasn't been
testinony. There are reports from Staff
regardi ng the investigation regarding the
production costs that suggest they shoul dn't
be in there. But the Conpany never really
had a chance to respond to that. And so |
don't know how you go about doing that.

| can appreciate wanting to consoli date
rates at this time. And | think the
Conpany's taken sone positive steps in that
direction. But | don't know that addi ng
$900, 000 to the EnergyNorth rates is fair. |
don't think sone of those costs are prudent

or fit inthere. But | really don't think
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it's been adequately addressed through this
proceeding. And partly that's Staff's

deci sion to approach it the way we did, that,
okay, we don't think this should be rate
consolidation, so we're going to close rate
consolidation and we'll deal wth the Keene
revenue requirenment rates when they cone in
for Keene rates.

But even in a case where all parties,
including Staff, are on the settlenent, we
can't approve the settlenent unless it neets
t he underlying standards set by law. And
prudency, use and useful ness, those have to
be -- | guess prudence could be stipul ated by
all the parties. Used and useful ness could
be stipulated by all the parties. W'd still
need record support probably. But when not
everyone is on a settlenent, the parties who
are not Staff maybe agree, but Staff doesn't,
which is the case here, we need to have in
the record sonet hing, sonme testinony | think,
sonme docunentati on that woul d support the
prudence, use and useful ness of the assets

being put in the rate case; right?
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Yes.

So what's -- maybe this question should be
addressed to M. Sheehan. But you | ooked at
this record, probably know it as well as
anyone. \What did the Conpany put in to
support the 2015 incident costs and the
subsequent costs they incurred?

They did not put anything in, in support

of -- I think they -- well, | shouldn't speak
for the Conpany. |'m guessing the fact that
they didn't -- well, | guess the fact that we

raised it and said this shoul d be addressed
in a distribution rate case, and then they
cane in and sought recovery and didn't
address it falls on the Conpany. They

pr obably shoul d have said we've included

t hese costs. It's been identified as an
Issue in a prior docket, and this is why we
think it's prudent. That wasn't done. Staff
didn't go in and say, okay, we've identified
t hese costs that you' ve put in here, and that
was the issue of a prior docket, and so --

I mean, those costs were part of the cost of

gas case that was filed in the fall of 2016,
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| think; right?

A Yes.

Q This is not a nenory test, but do you recall
was there testinmony and docunentati on
associ ated with those costs at that tine?

A What you have is Staff's report that covers
all that, and it's attached to ny testinony.

So what happened is, at the hearing

Comm ssi oner Scott stated that he understood
that there were -- it was the first tinme the
Conmpany had sought recovery of production
costs. And Comm ssioner Scott said, well,
aren't sone of those production costs rel ated
to the 24-hour manning of the plant? W have
real concerns about these. W want the
parties -- well, Staff and the Conpany, and
maybe OCA -- to neet and discuss this. W
t hen hel d sone technical sessions, issued
di scovery. Staff subsequently filed the
report with recommendati ons, and ultinmately
t here was settlenent reached on it that they
didn't recover -- they got to recover sone
costs. Sone costs they did not recover, and

sone costs were left to be addressed in a
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future rate case, or if the Conmpany sought
recovery, it would be addressed in a future
rate case. But that report, Staff's
recommendation, is in the -- attached to ny
testinony. So it's in this proceeding.

CHAI RVAN HONI GBERG  Thank
you.

BY COWM SSI ONER BAI LEY (CONT' D) :

Q And that's where | was going to go next.
just couldn't renenber where it was.

I n your report attached to your
testi nony, you have a whol e section that says
Keene production costs should not be included
In the cost of gas rates.

A. That's correct.

Q But didn't | hear you say earlier that it
made sense to put the -- especially if we
were going to consolidate the distribution
rates, that it made sense to put the
production costs now in cost of gas rates?

O am |l thinking -- tal ki ng about two
di fferent things?
A You' re tal king about two different production

costs. So the Conpany is proposing to have a
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Keene-specific COG And if you consolidate
rates and you do a Keene-specific COG as in
Hanover - Lebanon, they're going to make an
investnent to build a -- or expect to build a
CNG LNG facility. Those costs, production
costs, that would go in the cost of gas. But
that is what | was referring to when |I'm
saying that's appropriate, that the
producti on costs should be in the Keene cost
of gas going forward. But those costs that
were in the last, in that cost of gas for the
"16-' 17 winter period, those were -- | don't
feel those were appropriate to be in there,
and ny report expl ai ns why.

Q Can you refresh ny nenpory? So your position
Is that those 2015 production costs that are
unr esol ved should be in the distribution
rates, in the Keene distribution rates,;
correct?

A R ght.

Q The prudent ones.

A In the cost of gas, production costs
hi storically for Keene, up until that cost of

gas, had al ways been reflected in delivery
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rates. So when New Hanmpshire Gas cane in for
their rate cases, the enpl oyees at the plant,
the plant, all that stuff was in their
delivery rates. And at one point in that
"16-'17 winter period, for that winter

peri od, the Conpany decided that those costs
that were reflected in delivery rates were

I nadequate to recover the production costs

t hey were experiencing for Keene. And so

t hey sought recovery through that, saying our
tariff says -- includes -- | forget the exact
wordi ng. But we objected to that. W said,
you know, those aren't variable rates. Cost
of gas is a mechanismto deal with
fluctuating energy rates. There's no
transportation | oad here. There's no
conpetition. You don't have marketers. This
IS -- those stable costs should be in your
delivery rates.

Because that's where they al ways were --
Right. And there would be a part in the
delivery rates to recover that.

And since they'd al ways been treated that

way, It would have benefited the Conpany to
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get them through cost of gas rates so they
didn't have to deal with it in a rate case.
And you were saying these are costs that

hi storically had been dealt with in a rate
case, and so wait until a rate case.

That's correct. And then there was al so the
i ssue of sone of those production costs we
didn't feel were prudently incurred. W
didn't feel, once the Conpany had installed a
nunber of neasures that addressed the risks
that precipitated the Decenmber 2015 i nci dent,
once those were in place and functi oni ng,
that there was a need for the continued
manni ng of the plant at a very high cost.

And | believe in that cost of gas, because it
i ncl uded deferred costs froma prior -- the

| ast year and a forecast cost, it was a
pretty good nunber. So that's on top of
bei ng a production cost, we also didn't think
It was prudent.

Ckay. I n response to a question M. Sheehan
asked you about, | think it was about

i NATGAS, he said, "Didn't you say that

I NATGAS i s used and useful ?* Do you renenber
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t hat ?

A Well, | actually did say that. It is used,
it is useful, yes.

Q Ckay. But does that necessarily

automatically nean it's prudent?

A You're right. | don't think it does.
Q Ckay.
A So | could -- for instance, they did the full

build-out. Now, | don't think, given the
circunstances at the tine, that was a prudent
decision. And so | could say that probably,
you know, nmaybe that shouldn't be in a rate
case, because why didn't you wait to see how
t he mar ket devel oped and then see if you
needed it before you actually spent that
noney. They said there were savings that
justified it. W never saw the savings. |
can't speak to that.

So, yeah, just because it's used and
useful doesn't necessarily nean it was a
prudent i nvestnent.

Q | think your testinony is, if | can sumarize
it, and you can tell ne if | understand it,

that the risk to custoners that i NATGAS goes
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bankrupt and ends up not paying the m ni nrum
take-or-pay in the years past the surety
guaranty, or whatever it's called, the escrow
amount, is nmuch greater because the costs
have nore than doubled? |Is that basically it
in a nutshell?

A No.

Q O the risk to custoners -- the anpunt of
risk to customers is nmuch greater?

A. Not -- well, the risk to i NATGAS hasn't
changed because | don't know what their costs
wer e, except obviously they took service nuch
| ater. They didn't have a custoner for the
first year. So | don't inmagine that people
are beating down their door. But the risk is
really to the Liberty ratepayers.

Q That's what | neant by "custoner.”

A Yeah. They are the ones that -- the cost of
this project nore than doubl ed because of the
del ay, the financing costs fromthe -- the
AFUDC on the initial project, which wasn't
identified in the initial project, was
51, 000, and what they wound up being is close

to 450,000. So that is a -- those obviously
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have a nmuch greater inpact on the revenue
requi renent that the Conpany's asking the
custoners to pay.

Q And if their projections are correct and they
get all the usage, then it will be a benefit
to custoners.

A It will be a benefit to the Conpany and to
the custoners, even if you disallowthe
400, 000 for three years. They're going to --
hopefully sales will grow and they'll have a
positive return. It will reduce the revenue
requi renment going forward. |In between rate
cases the Company w Il keep that extra noney
and they'll recover their full costs. That
coul d happen even if you disall ow 400, 000
here. It doesn't nean they're not eventually
going to get full recovery of that cost.

Q But on the other hand, if that doesn't happen
and i NATGAS doesn't materialize or goes out
of busi ness, then custoners are on the hook
for all of that. That would be stranded
costs if nobody was using the facility?

A Right. |If the facility had no value and --
the contract wth i NATGAS, the Conpany does

{DG 17-048}[ Day 4 Afternoon Session ONLY]{03-22-18}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: Frink]

Q
A

Q

have the rights to --

Sue themin court.

Well, no. Actually, they purchase the
equi pnent .
Ch, okay.

They have the option to buy i NATGAS' s
equi pnmrent at whatever the -- | believe it's
t he book value. | could be wong about that.
But anyway, they could acquire that system
and maybe nake it work. But odds are, if
I NATGAS fails, there's not a big denmand for
that, for those services. So you're right.
It could all wnd up stranded cost.

Wiat Staff has done here is | ooked at
t he i npact on ratepayers, the inpact that is
due to what was either overspendi ng or
m smanagenent of the project. This is nore
t han doubl e what they had represented to the
Comm ssion and to Staff that this project was
going to cost. And the associated ri sks
obviously were a lot less, and so --
Can | stop you there?
Sure.

It's ne. The associated risks were a | ot
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| ess when the project cost $2.2 mllion? |Is
t hat what you're sayi ng?

Yes.

That was ny first question on this topic.
Ch, you're absolutely right.

Ckay. Thank you.

Well, if you |l ook at the exhibit, the one I
submtted this norning, that shows the first
year revenue requirenents, Exhibit 57.

Yeah. kay. Go ahead.

Yeah, you see a revenue requirenment of 348
the first year at their projected cost, and
t he actual revenue requirenent and actual
cost nowis 552. So it's a huge difference.
Well, wait a mnute. You conpared 348 to
5527

Right, right. You're right. But this
assunes -- that's the net figure when you
take out the take-or-pay volunes or sales
revenues.

So you woul d conpare 155 to 552; right?

As to how that inpacts ratepayers, yes.
Ckay. Wiile we're here, on Line 52, the tax

rate, 39.41 percent, is that the new tax rate
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or is that the old tax rate?

That is the old tax rate.

Ckay. I n response to one of the questions
about whet her you thought that even since the
costs cane out the way they were, you thought
that there would be a positive return on the
net present value basis in the discounted
cash fl ow nodel ?

Wl l, the question that was put to ne was
absent AFUDC - -

Ch,that was ny question. That was going to
be ny questi on.

If you turn to Exhibit 46, that was the
Conpany's di scounted cash fl ow anal ysi s
updat ed for actual cost, including AFUDC.

All right. dve ne a second. Al right.

And if you -- Line 46, the discounted cash

fl ow anal ysis, reflects revenue at the

t ake-or-pay |l evel and includes these paynents
over 15 years. And over the 15-year period

t he net present value is 228, or a negative.
The project actually produces a negative
return over the 15 years.

That's if they only get the m ni num
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t ake- or - pay?

O | ess.

Yeah. Well, they can't get |ess than the
m ni num t ake- or - pay, can they?

O course they can. The Conpany coul d go
bankr upt .

Ch, all right.

CHAI RVAN HONI GBERG.  Before
you |l eave that, there is a personal guaranty
associated with the take-or-pay; is there
not ?

W TNESS FRI NK:  Yes, there is.

CHAI RVAN HONI GBERG  So t hat
guarantor would al so have to fail

W TNESS FRINK: That's
correct.

CHAI RVAN HONI GBERG And it's
possible that if one fails, the other fails.

W TNESS FRI NK: Ri ght .

There's a correlation there. [|f his business
fails, there's a good chance his finances
aren't too good.

CHAI RVAN HONI GBERG But there

was anot her | ayer of protection in there.
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W TNESS FRI NK:  Yes.

BY COVM SSI ONER BAI LEY:

Q

Ckay. Back to the AFUDC. |Is the AFUDC in
this anal ysi s?

It is. If you go to Line 10, you'll see
AFUDC actual $435, 510.

So this is the DCF analysis with all the
costs for the actual costs plus the AFUDC?
Yes.

If they only get mninumtake-or-pay, it's
not a positive return.

Right, if they only get take-or-pay or |ess,
it's not a positive return.

Are the Excess Revenue or Deficiency, Line
49, are those nunbers annual nunbers or
cumul ati ve nunbers?

Those are cumul ative. Yeah, it's a difficult
w th... we should have broken out the revenue
and revenue requirenent by year. |t would
have been easier to followif they

had i ncluded -- had done this cunul atively.
But if cunulatively at the 15th year they
have 1.3 mllion, howis there a net present

val ue of negative 228? |Is that just the
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di scounted cost of noney from1.3 mllion?

A The -- okay. R ght, that would be the
di scount ed.

Q And you can go froma positive nunber to a
negati ve nunber by di scounting?

A Well, yeah. | nean, so you have to | ook at
what the cash flows are and what their -- so
you're losing noney in the early years when
it's -- that's why you do these di scounted
cash fl ow anal yses, because the investnent is
upfront and has a huge cost, and the revenues
cone in over tine and they erode. So you
have to -- basically, if you use an Excel
spreadsheet, you just pick up those 15 years
and put in the discount nunber, and this is
what you get.

Q Ckay. Thanks. | think when you were tal king
about, possibly it was i NATGAS deferring the
costs, the excess costs, the costs were over
what they originally gave us, you said we
coul d defer those costs and allow full
recovery of those in a future rate case?

A Wiat | said is the Conpany could elect to

track these revenues and the | osses. And i f
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in their next rate case, say they had
accelerated sales and it's a huge hit and it
actual ly reduces the revenue requirenent in
the next rate proceeding, and if they
di sal |l ow 400, 000 a year, then they could cone
back and say, well, look, in these years we
actually exceeded what the revenue
requirenent is. W'dlike to -- it's been a
benefit to the ratepayers. W'd like to
recover sonme of that. W're going to add
it -- you know, we deferred this, and we
would i ke to add it in this rate case. And
the project will pay for it. |It's already
exceedi ng both the revenue requirenent and
the -- well, the revenue requirement over
that period that we lost. So | think that
woul d be reasonable on the Conpany's part. |
woul d consider that, and | imgi ne the
Conmm ssion would, too. So that's one option.
Again, at this point, it's not
profitable, and it's still not |ooking |ike
it's going to achi eve what was expected when
you approved the contract.

All right. | have one |ast question. And
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"1l ask, and | don't know if | should or
not, but... can you think of any risk-sharing
mechani smthat we could craft that would
protect EnergyNorth and Keene custoners if we
were goi ng to consol i date?
Wll, as | nentioned earlier, | think the
Lebanon- Hanover nodel does that. So that's
one. You've already crafted one, as far as
I ' m concer ned.
Ch, we could -- yeah, | guess we coul d,
because Lebanon- Hanover, they're going to pay
the sane distribution rates as EnergyNorth,
so that would just apply to the cost of gas
pi ece of it.
Right. The risk sharing covers both the
production rate base and the delivery rates.
Back it up. | don't think the stenographer
got that.
Ckay. The sharing nechani smin Hanover and
Lebanon provides a risk sharing for the rate
base itens that are recovered through both
the delivery rates and the cost of gas.
Ckay. Thank you. That's all | have.

CHAI RVAN HONI GBERG Comm ssi o
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QUESTI ONS BY COW SSI ONER G Al MO

Q
A

Q

Good afternoon, M. Frink.

Good afternoon.

I have only a few questions. Sone of them
w il actually be a repeat of yesterday's
questions, so it'll give you an opportunity
to respond to those.

Menory test.

So, Exhibit 56 is your testinony. | have a
question relative to Page 14, Bates 14. And
you di scuss what | think you refer to as "a
death spiral.” So, starting on Line 8,
"A@ven the magni tude of the Liberty-Keene
revenue deficiency, if recovered solely from
Keene custoners, the rate inpact on

Li berty- Keene custoners could lead to
customer | osses and precipitate a death
spiral.” So ny question to you is how do you
avoid that "death spiral"?

Wl l, when New Hanpshire Gas was i n Keene,

t hey -- Keene has al ways been a break-even
proposition, at best. And going even before

New Hanpshire Gas bought it, New Hanpshire
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Gas actually would inplenent rate pl ans.
They'd do a customer survey and see how their
rates conpared to propane rates. And
basically it was the market that determ ned
their rates. They'd conme in to the

Comm ssion, kind of |ike what Concord Steam
used to do. They'd conme up with a rate pl an
and i npl enent the increase over a nunber of
years what they didn't collect. So, say they
cane in and said, | think one was |ike a
$300, 000 revenue requi renent increase. Well
they actually inplenented it in three stages:
$100, 000, $100, 000, $100,000. They
under-col | ected year one $200, 000, and t hat
was deferred. And then the next year they
wer e under a hundred. Then, once those three
years were up, they had that revenue

requi renment, and they got to start recovering
the deferred revenues over basically the next
three years. So, basically they went six
years with small increases that kept them --
|l et them earn or break even or earn a nodest
return, for the nost part. And that's how

they dealt wth it.
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I will say, before they bought it, the
owner had a propane and utility service. He
sold the propane service, which was
80 percent of the business, and he actually
approached the Conmm ssion at a cost of gas
proceedi ng, suggested he was going to shut
down the utility. But he found a buyer, and
that -- at the time the expectation was there
was going to be a natural gas line built that
coul d serve Keene, and that didn't cone to
fruition. And they inquired about shutting
down the system But based on the C arenont
experience, they would rather continue to
operate it at a nobdest return than go through
t he process of shutting the thing down. So
that's basically how they ran the system

And then EnergyNorth cane in, and they
were in alittle different position. They
consol idated rates. So, rather than
deferring it and recovering later fromthe
Keene custoners, you know, |letting the nmarket
set it, basically their initial proposal was
to keep rates low by shifting those costs to

EnergyNorth. And that's now in the
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settlenmnent that's -- in the rebuttal, | don't
know if -- the settlenment now actually does
| eave nore of those costs -- will recover

nore of those costs from Keene, and there's a
much smal |l er anount that would go to the
EnergyNorth custoners. But, again, the
details are lacking. | don't know what woul d
be in the cost of gas rates and what's goi ng
to be going to EnergyNorth's distribution
rates.

On the next page, Page 15, starting at the
top, it says, "Liberty has chosen to address
t hat concern by addressing the Liberty-Keene
revenue deficiency through rate
consol i dati on, reducing Keene rates at a cost
to all other custoners, despite the fact that

doing so would violate the 'no net harm
standard that was satisfied in part by
Li berty agreeing to keep separate rates.”

So ny question is: If there is a
consol i dati on, how are we | ooking at this?
Are we to apply a "public good/ public
interest” standard or "no net harnt standard?

Well, Liberty, when they acquired the
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Conpany, were very optimstic, and | think
they still are, that Keene can produce a
profit over a reasonable period of tine.

They provided sone DCF anal ysis. There's
sone potential load growth. So if | was nore
confortable with their cost estimting and
their revenue, you know, what they expect for
customers, then | think it could produce a
profit going forward. But that's why ny

recommendation is let themfile sonething

t hat denonstrates it and |I'l|l support it.
So is it possible, or would you be willing to
accept a cost shift, be it nomnal or -- is

there a specific nunber where cost shifting
woul d nmake sense if in the long termyou see
t he val ue of --

Ch, absolutely, yes.

Do you care to comment specifically on the 37
cent nunber that was di scussed yesterday?
What nunber? Ch, you nean the 37 per

nont h --

Yes.

-- revenue rate inpact?

Four and a half dollars a year, right.
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A Yeah. It's like | said, you could take any
expense, take a mllion-dollar expense and
divide it by the | oad of the 90, 000
custoners, and it has a de m ni nus i npact.
So, yeah, | agree that when you shift costs
froma very snall systemto a very | arge
system it will have a limted inpact.

Q So, yesterday, one of ny final questions to
M. Hall had to do with the inpact of your
testinony and the effect that it could
have -- or the effect that it nay have on
them getting custoners going forward. So |
wanted to give you the opportunity to respond
to the assertion that your testinony can

serve as a barrier to getting future

cust oners.
A. I am not buying that.
Q Ckay.
A I don't know how cl osely custoners in Keene

are followng this. Wat they' re going to
want to know is what's ny cost going to be.
And they have to know if Liberty is going to
make that kind of investnent, then they're

going to be around for a while.
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Ckay. Switching gears briefly to i NATGAS. |
think this norning you stated that you don't
share, | think you referred to it as "the

Conmpany's confidence,” that the m ni nrumtake

this year will be enough absent -- or to
cover the rollover. |Is that --
Right. | think i NATGAS, based on the sal es,

the very limted sales we've had to date and
t he circunstances associated wth those
sales, it's unlikely -- and you woul d expect
t he heaviest load to be in the winter

nonths -- it doesn't | ook promsing to ne.

So they woul d basically recover whatever

sal es revenues they get at the i NATGAS rate,
and then they'll have to pay the shortfall at
the i NATGAS gas rate. And so in

Decenber 2018, if they haven't achieved

$600, 000 i n sal es, they've achi eved $500, 000,
then i NATGAS w Il have to wite a check as

t hough t hey bought 100 decat hernms nore.

So then the requirenment for 2018 is 600.

What do you see as -- and there was basically
nothing in 2017. So then they need all 600

this year?

91
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[WITNESS: Frink]

A

92

Ri ght.

Can you see themgetting 300 this year, just
t he share associated with this cal endar year?
| really don't know. | only know what's in

t he Conpany's testinony. They talked to the
I NATGAS owner, and | imagi ne they know better
than | do.

I knowit's been a |ong day for you, so thank
you for taking ny questions.

My pl easure.

QUESTI ONS BY CHAI RMAN HONI GBERG ( CONT' D) :

Q

Most of ny questions have been answered. But
foll ow ng up on sonmethi ng you were just
tal ki ng about with Conm ssioner G ai nbo and

t he Keene situation, fromyour answers to
questions from M. Sheehan, Conm ssi oner
Bai | ey and Comm ssi oner G ai o, woul d you
agree that there's noney to be nmade i n Keene
for a gas utility?

The problemis there's never, to ny

know edge, been a CNG LNG satellite system
a utility system that has been in operation.
' munaware of any of them other than on a

tenporary basis. And I"'mnot -- | don't know
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what the CNG market is fromwhat the

Conpany -- for 2014, when they cane forward
wth this project, we had a | ot of

di scussions. The providers, the CNG
providers, the CNG station owners, we talked
to end users. | called Dartnouth Hospital.

| researched what the | oad | ooked |ike in New
Hampshire. | knew nuch nore then, and | knew
it was risky then. It's in ny report. But

' mnot sure how that market has devel oped
and what it | ooks like now, other than what

t he Conpany has put in their testinony or
testified to.

Ckay. That's fair. Then what | would
followup with doesn't make any sense.

Wth respect to i NATGAS, what started to
come into ny head during the di scussion today
Is that this sounds |ike the Scrubber divided
by 100, where the Conpany started to nove
forward on a project with a cost estimate
early, and in this case naybe before shovel s
were put in the ground. That cost estinate
doubl ed. Went up by a lot, anyway. W had

litigation for years over what shoul d happen
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[WITNESS: Frink]

with the Scrubber. Now, naybe that's because
it's a hundred tines |arger than what we're
t al ki ng about here.

What shoul d have happened when t he cost
esti mates went up? Should they have --
shoul d t he Conpany have conme back with the
new estimates and cone to Staff and said
we've got different cost estimates, we still
want to go forward, or we need to nake a
j udgnment about whether to go forward?

A | do think they should have nade a
suppl enental filing and said this has changed
and this is what it |ooks |like now, which is
radically different than what we presented
| ast nonth. And | think then -- | don't know
what the | egal inplications would have been
with i NATGAS. At that point they may have
signed a contract with themor had to
renegotiate sonmething with i NATGAS. | really
don't know. But | do think it would have
made a | ot of sense for the Conpany to notify
t he Comm ssion that there had been really --
t hat the project had changed dranmatically.

Q Anot her parallel wth the Scrubber situation

94
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[WITNESS: Frink]

95

iIs the deferral concept, because that's what
happened with their part of the Scrubber
costs; they were deferred. There was an
anmount that was put into rates, but a big
chunk was deferred. | heard a discussion

t hat sounded simlar here, that sonething you
t hought m ght make sense woul d be to defer
recovery of the i NATGAS costs and cone back
and revisit them once we have a better, once
everyone has a better sense of whether

I NATGAS is a boom or bust.

R ght.

CMSR. BAI LEY: But your
reconmendation here is a little bit different
because you're saying they can only recover
t hose deferred costs if they make enough
nmoney to recover them unlike the Scrubber
where that never happened.

CHAl RVAN HONI GBERG  That's
not a perfect parallel.

W TNESS FRINK: Right. M
t esti nony does not say anythi ng about
deferring the cost or deferring the

di screpancy between what their revenue
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requirenent is and what they're actually
recovering if this adjustnent were approved.
| ' m suggesting that the Conpany could do
that. And if it turned out to be successful
and they actually did recover those, actually
di d have sal es that covered those costs, and
they cane in a future or next rate proceedi ng
and denonstrated to us that, okay, you didn't
| et us recover these costs, but the project
nore than paid for it, custoners were better
off for it, we'd |like to recover and put them
In our rates now, you know, over three years,
you know, we |ost three years, and over the
next three years we'd |like an opportunity to
recover those, | think I would certainly
consi der supporting that.

CHAI RVAN HONI GBERG  That was
all I wanted to ask about.

M. Dexter, do you have any
further questions for M. Frink?

MR. DEXTER: Yes, just a few

REDI RECT EXAM NATI ON
BY MR DEXTER

Q Isn't the essence of Staff's position on
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I NATGAS that the analysis that was presented
to the Conmi ssion, which was the sane

anal ysis that was used by seni or nanagenent
to deci de whether to pursue this project, had
i nsufficient costs based on what the Conpany
knew or should have known at the tinme?

Based on what the Conpany shoul d have known
at the tine that -- you're right. There were
definitely insufficient costs reflected in

t he proposal for approval of the Speci al
Contract.

And didn't the Conpany's witness testify that
costs of the accel erated buil d-out were not
built into Exhibit 46 -- I'msorry --

Exhi bit 38, which was the DCF anal ysis that
was used to justify the project at

$2.2 mllion?

Right. M. Hall testified that the

di scounted cash flow anal ysis that had the
$2.245 mllion in it, with a proposed
bui | d-out for the accel erated schedule, did
not include the cost of that build-out in the
DCF anal ysi s.

That was actually M. dark --
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Ws it M. O ark?
| believe it was M. d ark.

So the revenues that were presented
coul d never have been achieved with the cost
| evel that was there at the accelerated --
under the accelerated scenario. |Is that your
under st andi ng?

Yes.
And in fact, the volunes under the
accel erated scenario are no higher than the
basel i ne scenario. They're just accel erated;
Is that correct?
| believe so. Do you have the exhibit nunber
on that?
Yes. It's No. 37 -- 38. |If you go to Bates
Page 3.
| don't have that exhibit with ne.
MR. DEXTER Can | provide a

copy to the witness?

(Docunent handed to wi tness.)
So I'm | ooking at Exhibit 38. And on Page 3,
' m 1l ooking at the Baseline Assunption Level.
There's not a |ine nunber, but you can -- the

top line under -- in the mddle of the page,
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[WITNESS: Frink]

Basel i ne Assunption Level. And right bel ow
it 1s Annual Estimated Revenue at Baseline
Level. If you look at, for instance, year
SixXx -- so the years are across the top -- and
you cone down to the Annual Estimated Revenue
at Baseline Level, you'll see 1,229,600. If
you | ook at the Accel erated Sal es Assunption
Level, the first line says Annual Esti nated
Revenue at Accel erated Level. That 1,229, 600
of sales is identical to the nunber for the
basel i ne assunmption in year six. So, year
four accel erated and year six baseline are
the exact sane. And if you go down the |line,
It appears to be the case all the way

t hrough. Because actually when you get to
the 1.4 mllion, it stays the sanme through

t he remai nder of the years. So, from year
eight on in the baseline, it's 1.4 mllion
whi ch ny understandi ng was t he i NATGAS
estimate of what their purchases woul d be.
And t he accel erated sal es assunption
apparently just neant they expected to

achi eve that | evel that i NATGAS was

forecasting earlier --

99
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l*"msorry. Go ahead.
That woul d just stay the sane. Basically
just nmove things up to that nunber up two
years.
Right. So is the inescapable conclusion from

this that the costs that were presented on
that schedule did not reflect investnents
that were necessary to neet the | oad under
the two scenarios | abel ed "baseline” and
"accelerated"? |Is there any other way to
read that, that you see?

No, because it was ny understandi ng that they
had to do the phased build-in. That second
$600- to $700, 000 cost was necessary
basically to add the two conpressors that
were needed to neet the accel erated sal es

| evel .

Thank you. Were you in the room when M.
Clark testified that the conpressor cost

I ncl uded parts, but not | abor?

I|"msure | was.

Do you recall that there was no | abor on this
cost associated with the conpressors?

Yes.
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Q Were you also in the room when they tal ked
about the cost overruns regardi ng concrete

and asphalt totaling roughly $1.7 mllion --

or $1.5 mllion?
A. | followed all that, yes.
Q And do you recall the |line of questioning

that said in the original estimate on the
exhi bit that you' re holding, Exhibit 37, that
t he asphalt and concrete costs were incl uded
in the line, Piping, Mter Set, Survey, Et
Cet era?

A Yes.

Q So, isn't it true that it's Staff's position
that this analysis couldn't possibly have
captured the asphalt and concrete costs
because there just isn't roomin that
$615, 000 figure?

A You're right, there's no roomin there. So I
don't see how they could possibly have had it
In there.

Q So again I'll go back to ny origina
question. The essence of Staff's adjustnent
in this case is that the decision to go

forward was not prudent because it was not
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based on a robust, prudent analysis. |I|s that
the essence of Staff's position in this case?
At tinme of the investnment, the analysis --
the analysis is flawed. It doesn't
necessarily nean that it wasn't prudent. |If
they had put in the right costs, then under
their scenario -- we already know under the
take-or-pay requirenent it wasn't prudent
based on the net present value analysis. |If
you had included the build-out in the future
years for the others, it may not have been
prudent either. So it nay be that the
decision -- if done correctly, they would
have all been inmprudent. But | don't know --
at this point it |looks |ike an inprudent
decision. Tine wll tell. But it is fair to
say that this analysis was fl awed.
Thank you. | just have one ot her question.
In response to questioning by the
Consuner Advocate, he asked, and I'm
par aphrasing, is the essence of Staff's
problemwith the settl enent that not enough
dollars were extracted fromthe Conpany in

the revenue requirenent figure? Do you

{DG 17-048}[ Day 4 Afternoon Session ONLY]{03-22-18}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O
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recall that question?

Yes, | do.

And do you recall your answer was, yes, that
was essentially it?

That is... that was ny answer, yes.

And woul d you agree that that's anot her way
of saying that the $10.3 million revenue
requi renment settled upon was too high to
represent a just and reasonable settlenent in
this case?

Absol ut el y.

MR. DEXTER  Ckay. | don't
have anything further.

CHAl RVAN HONI GBERG Al |
right. Thank you, M. Frink. | don't think
we' re doi ng any other substantive business
t oday, so you can probably just stay where
you are.

|s there anything we need to
di scuss before we adjourn for the day? Hang
on, M. Kreis. Yes, M. Kreis.

MR KREIS: | just wanted to
note, while we're rem niscing about ny

questions for M. Frink, when | asked him
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about decoupling earlier, he responded with a
reference to "weatherization," when he really
meant to say "weather nornalization." Since
those are two very different things, | just
wanted to nmake sure the record i s accurate.

W TNESS FRI NK: He is
absolutely right. And | knew when | said it,
and | didn't correct the record at that tine.
So, thank you for correcting the record. |
did nean to say "weat her nornalized."

CHAI RVAN HONI GBERG Al |
right. So what are we going to be starting
Wi th tonorrow norning?

MR. SHEEHAN:. Decoupl i ng.

CHAI RVAN HONI GBERG Decouplin
g. Weather-nornalized or otherw se.

MR. SHEEHAN:. Staff and OCA
have put in the settlenent agreenent for
approval, and it consists of two panels: One
was at the very beginning, and this is sort
of Part B of that presentation. And it's
just the timng of people being avail able
makes it tonorrow.

MR. DEXTER. And that panel
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wll be M. Therrien and Dr. Johnson.

CHAI RVAN HONI GBERG  And best
guess, M. Sheehan, at this tinme do you
expect to be calling a rebuttal w tness?

MR SHEEHAN: Yes.

CHAI RVMAN HONI GBERG  Anyt hi ng
el se we need to do?

[ No verbal response]

CHAI RVAN HONI GBERG Al |
right. W're adjourned for the day. Thank
you.

(Wher eupon the Afternoon Session of
Day 4 of the hearing was adjourned at

3:37 p.m)
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CERTI FI CATE

|, Susan J. Robidas, a Licensed
Short hand Court Reporter and Notary Public
of the State of New Hanpshire, do hereby
certify that the foregoing is a true and
accurate transcript of ny stenographic
notes of these proceedi ngs taken at the
pl ace and on the date herei nbefore set
forth, to the best of ny skill and ability
under the conditions present at the tine.

| further certify that | am neither
attorney or counsel for, nor related to or
enpl oyed by any of the parties to the
action; and further, that | amnot a
rel ati ve or enployee of any attorney or
counsel enployed in this case, nor am|

financially interested in this action.

Susan J. Robi das, LCR/ RPR
Li censed Shorthand Court Reporter
Regi st ered Prof essional Reporter
N.H LCR No. 44 (RSA 310-A:173)
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