STATE OF NEW HAMPSHIRE
BEFORE THE
PUBLIC UTILITIES COMMISSION
Docket No. DG 07-033
NORTHERN UTILITIES, INC.
2007 SUMMER COST OF GAS

MOTION FOR RECONSIDERATION, REHEARING AND CLARIFICATION

NOW COMES Northern Utilities, Inc. (“Northern”), by and through its
undersigned counsel, and pursuant to N.H. RSAs 541:3 and 541:4, respectfully moves the
New Hampshire Public Utilities Commission (“the Commission”) to reconsider, rehear
and clarify Order No. 24, 786. In support of this Motion, Northern states as follows:

1. On September 13, 2007, the Commission issued Order No. 24, 786 (“the
Order”) which, inter alia, changes Northern’s long-standing methodology for calculating
its cost of gas (COG) rates, directs Northemn to adjust its summer period ending balance
by recording “October sales billed in November as October sales” and orders Northern to
make a compliance filing in its winter 2007-2008 COG filing.

2. On October 1, 2007, Northern filed a Motion to Stay in which it seeks to be
relieved of the obligation to make the above-reference compliance filing until such time
as Northern’s appellate rights in the instant docket have been exhausted. At its public |
meeting held October 4, 2007, the Commission granted Northern’s Motion to Stay. See

Secretarial Letter dated October 10, 2007.



LEGAL STANDARD FOR REHEARING

3. RSA 541:4 requires that a rehearing motion “set forth fully every ground upon
which it is claimed‘ that the decision or order complained of is unlawful or unreasonable.”
RSA 541:3 authorizes the Commission to grant rehearing upon a showing that good
reason exists for such relief. Such a showing may be made “by new evidence that was
unavailable at the original hearing, or by identifying specific matters that were either
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‘overlooked or mistakenly conceived.”” Verizon New Hampshire Wire Center
Investigation, DT 05-083, DT 06-012, Order No. 24, 629 (June 1, 2006), p. 7 quoting
Dumais v. State, 118 N.H. 309 (1978).

4. As discussed more fully below, the Order is unreasonable and unlawful
because, without substantial supporting evidence, it departs from a long-standing rate
making methodology which has been continuously approved by this Commission for
approximately 30 years. The Order is unlawful because both the new accounting
methodology ordered by the Commission as well as, and even more significantly and
blatantly, the changeover or transition from the old methodology to the new
methodology result in confiscation of Company property. Moreover, the transition
method ordered by the Commission is not based on any substantial record evidence and is
inconsistent with precedent and applicable ratemaking principles. Thus, good cause

exists for the Commission to rehear, reconsider and to clarify the Order.

DISCUSSION

5. The Commission’s rejection of a long-standing methodology which has been
used to calculate rates that have been consistently found by the Commission to be just

and reasonable for a period of approximately 30 years is arbitrary and capricious and



therefore is unlawful. Moreover, given that the Order is devoid of any financial
calculations that numerically substantiate the Commission’s opinion that Northern is
over-recovering its working capital costs, or that any such alleged over-recovery results
in unjust or unreasonable rates, good cause exists for a rehearing of this matter.

6. Although the Order states that the Commission agrees “with Staff that a double
recovery of certain working capital costs occurs when interest is calculated on deferred
gas costs using accrued costs and billed revenues”, Order, p. 12, (a statement with which
Northemn strongly disagrees), the Order is completely barren of quantitative analysis to
support this finding. It does not provide a mathematical derivation; it fails to identify
which costs the Commission has determined, based on sufficient evidence, are actually
double-recovered. Nor can it. This is because there never have been any nor are there
any now.

In addition, the Order erroneously concludes that Northern’s need for working
capital associated with gas costs, and the attendant need for a return on that working
capital, is adequately captured by 6.33 days identified in the Company’s lead-lag study.
Order, p. 13. This conclusion totally overlooks and is flatly contradicted by the sworn
testimony presented by Mr. Ferro which indicates that the 6.33 day factor produced by
the lead-lag study does not fully compensate the Company for mismatches that occur
between thé Company’s actually incurred gas costs and the monthly billed revenues;
instead it is the interest on the monthly over/under-collected balances which
complements the lead/lag factor in order to properly compensate the Company for the

monthly revenue imbalances that result from volumetric swings that occur within each

season. Tr. 4/23/07 at 87. The Commission did not and cannot reconcile that factual



finding with its order and still find the Order to be based upon substantive evidence.
Therefore, Northern requests that the Commission address this issue on rehearing.

The accounting methodology that is used to calculate the above-referenced
monthly balances has been in place for approximately 30 years. Tr. 4/23/07 at 90-91.
This long-standing methodology of tracking monthly under- and over-recoveries by
comparing actual/billed sales (i.e. bills for gas provided by Northern to its customers in a
given month) and actual/incurred gas costs (i.e. costs based on actual meter readings that
are billed by suppliers to Northern each month) to determine the monthly COG deferred
balance to which interest is applied is also in place for Northern’s Maine Division and for
its Massachusetts affiliate Bay State Gas Company (“Bay State™). Tr. 4/23/07 at 91.
Absent clear quantitative evidence that demonstrates that Northern is over-collecting its
gas costs, the Commission’s decision to abandon Northern’s long-standing accounting
methodology is unreasonable, arbitrary and unsupported by substantial evidence. It
therefore should be reconsidered.

7. The Order is also unreasonable as it lacks any discussion or analysis of
whether or how the existing methodology affects the justness or reasonableness of the
rates it produces. Consistent with the United States Supreme Court’s holding in Federal
Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944), the New Hampshire
Supreme Court has recognized that “the methodology used to set rates is irrelevant.
[citation omitted]. Instead, it is the result reached that is important...”. Appeal of
Richards, 134 N.H. 148, 164 (1991). In the instant case, the Order contains no analysis
of whether the rates produced by the existing 30-year methodology are unjust or

unreasonable. More importantly, the Order fails to make any prediction with regard to



the impact that the newly-adopted methodology will have on rates, even though Northern
has produced evidence to indicate that the new methodology will not compensate it for
bearing over- and under-collections. The absence of such analysis demonstrates the
unreasonableness of the Order and therefore constitutes good cause for reconsideration
and/or rehearing.

8. While the Order is devoid of any quantitative analysis of the effect of either
methodology on the justness and reasonableness of rates, the substantive and
uncontroverted evidence in the record does quantify the confiscatory effect that the
“accrued costs and accrued revenues” methodology has upon the Company. The
Company, therefore, should be protected from the harm created by the Commission’s
newly desired change in methodology.

In Exhibit 9 (Schedule JAF-1 Page 2 of 4) filed by Northern on April 27, 2007,
Northern demonstrates the cumulative and confiscatory effect of using the “accrued”
methodology for a full year, assuming that the transition to the new methodology occurs
properly. Exhibit 9 illustrates that the financial harm to Northemn is approximately
$75,000 annually, again, assuming that the process for transitioning to the new
methodology is proper and so that 12 months of revenues are matched with 12 months of
costs.

The financial harm plainly apparent in Exhibit 9 is produced by using the new
methodology that requires Northern to reflect and essentially advance revenues that are
associated with gas consumed by its ratepayers during the month of November but that
are not billed to all customers in November. Because some of those “new November

revenues” are neither billed nor actually received in November, the beginning balance for



the winter COG period under the new methodology will be artificially high. When this
artificially high revenue amount is compared with the actual bills for gas supplied to

Northern by its suppliers, less of a revenue shortfall is calculated and reported than under
the current methodology. In sum, this means that the monthly interest on that balance
will be lower than under the current methodology and therefore will require that Northern
bear that shortfall and assume that financial responsibility. Moreover, a reduction in the
November 2005 beginning balance will adversely impact the calculation of interest goihg
forward in perpetuity. This constitutes a permanent reduction in funds and therefore is
impermissible confiscation of Northern’s property. The Commission must therefore
reconsider its decision on these grounds.

Because the Order fails to consider the confiscatory effect associated with the

new methodology as well as that associated with transitioning from the existing
methodology to the new one, as described more fully below, good cause exists for a

rehearing of this matter.

CLARIFICATION REQUEST REGARDING TRANSITION ISSUE

9. Good cause exists for rehearing on the issue of how the Company is to
transition from the existing methodology to the new methodology. In addition to the lack
of an adequate or substantial evidentiary record on this issue, it is also unclear from the
Order exactly how the transition from “billed” to “accrued” revenues, for purposes of
calculating the deferred gas costs reconciliation balance, is to be accomplished. The
Order seems oblivious to this critical issue as there is no formal articulation of the

transition issue in the Order.



10. At this point, because of the lack of clarity in the Order, the Company’s
understanding of the Commission’s wishes with regard to the transition issue is based on
informal, off-the-record discussions with Staff and others. If that understanding of the
Order is correct, the Order produces significant additional confiscation of Northern’s
property, because it artificially reduces the beginning balance of the deferred gas cost
reconciliation account.

11. Because of the ambiguity in the Order, Northern believes it may be required
to include one and one-half months of revenue, but only one month of gas costs in the
reconciliation account in the first month after the transition. This is improper. Moreover,
this “transition issue” does not impact the Company only in the first month of the new
accounting mechanism. Rather, the extra half-month of revenue in the reconciliation
account never leaves; it would improperly and inappropriately reduce the monthly COG
balances on a permanent basis. This has a significant confiscatory effect because
artificially reduced monthly COG balances will produce artificially low interest to be
applied to the recovery of Northern’s actual gas costs.

12. To the extent that the Order may be interpreted as requiring Northern to
transition to the new methodology for calculating its COG balances by using a November
2005 starting balance that contains one and one-half months of revenues (which occurs
by imputing revenues from bills that are issued in December), the Order clearly results in
confiscation of Northern’s property because of the mismatch that occurs when 12- and
one-half months of revenues are compared with 12- months of gas costs. In terms of the
magnitude of harm, for the first year alone, Northern has calculated the amount of this

financial harm to be approximately $198,000. Northern provided this information to



Commission Staff in response to Staff Data Request 2-7 (page 2 of 4) in DG 06-129. See
Attachment 1. Given the ambiguity in the Order and the fact that Staff’s interpretation of
the Order would have significant confiscatory effect, good cause exists for rehearing,
reconsideration and clarification.

13. In addition to being unclear about how Northem is to transition from the
existing methodology to the new methodology, the Order contains erroneous assertions,
which, in and of themselves, require rehearing and clarification. More specifically, in
directing Northern to shift to “full accrual accounting” the Order states: “[r]evenues
billed in the first month related to prior month sales would not be included in the first
month’s revenues under accrual accounting. October sales billed in November will not
be recorded as November revenue...[]. The summer COG reconciliation will be
similarly adjusted to record October sales billed in November as October sales...[].”
Order, p. 14. Although these statements appear to reflect the Commission’s position on
how the “new” methodology would work, in actuality, this is precisely how the existing
or “as billed” methodology works, i.e., under the current methodology, gas consumption
that occurs in October but is billed in November is not reflected as November revenue--
rather, it is recorded as October revenue. This is entirely appropriate because the
November bills that are associated with October consumption reflect the summer COG
rate. Thus, in light of the Order’s fundamentally flawed description of the new “accrual”
methodology, the Order must be reconsidered or, at the very least, clarified to reflect
more accurate descriptions of the billed methodology, accrued methodology and a
transition methodology that avoids matching 12- and one-half months of revenues with

12- months of costs.



14. Because of the highly technical nature of the issues involved in the process
for transitioning from the use of billed to accrued revenues, as well as the significant
potential and continuing confiscatory effects of that process, Northern believes that it is
critical that the Commission conduct a rehearing of this matter.

WHEREFORE, Northern respectfully requests that this honorable Commission:

A. Grant rehearing, reconsideration and clarification of its Order; and

B. Grant such further relief as it deems appropriate.

Respectfully submitted,
NORTHERN UTILITIES, INC.

By its attorneys,
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Patricia M. French

Lead Counsel

NiSource Corporate Services
300 Friberg Parkway
Westborough, MA 01581
508.836.739%4
pfrench@nisource.com

’A’“ ) /g/l./‘(/—""
Susan S. Geiger 0

Orr & Reno, P.A.

One Eagle Square

P.O. Box 3550

Concord, NH 03302-3550
603.223.9154
sgeiger(@orr-reno.com




Date: October 15, 2007

Certificate of Service

I hereby certify that on this 15th day of October, 2007, a copy of the within
Motion was sent to the Service List via electronic mail and that hard copies were hand
delivered to Attorneys Ross and Hollenberg.
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ATTACHMENT 1

. w »
Corporate Services
Patricia M. French
Lead Counsel 300 Friberg Parkway
Westborough, Massachusetts 01581
(508) 836-7394
(508) 836-7039 (facsimile)
pfrench@nisource.com

December 1, 2006
VIA OVERNIGHT DELIVERY AND ELECTRONIC FILING
F. Anne Ross, Esq.
New Hampshire Public Utilities Commission
21 S. Fruit St., Suite 10
Concord, New Hampshire 03301

Re: Northern Utilities, Inc., New Hampshire Division — DG 06-129

Dear Ms. Ross:

On behalf of Northern Utilities, Inc. (“Northern™), enclosed for filing please find an original
and two (2) copies of Northern’s responses to the following data requests issued by Staff:

Staff 2-7
Please do not hesitate to call me if you have any questions regarding this filing.

Very truly yours,

Patricia M. French
Enclosures

cC: NHPUC Service List



Northern Utilities, Inc.

New Hampshire Division

DG 06-129

Staff Request Set No. 2
Response: 7

Responsible: Joseph A. Ferro,
Manager, Regulatory Policy

Request: For each month, specify the amount of the average balance due to timing
differences, if any, between costs and revenues.

Response:  Northern bills its customers based on billing cycles throughout the month creating
a difference between the billing cycle period that generates COG collections and
the calendar month period associated with monthly gas costs. Further, the
Company begins each COG season by prorating customer consumption and
associated bills creating only approximately one-half month of COG collections for
the new COG period in that first month, which are applied to a full calendar month
of costs. This difference in revenue and cost periods, in particular the difference in
the prorated first month of the COG period, causes collections or revenues to lag
behind the monthly gas costs charged to the Company. This lag that the Company
on-going experiences is captured through the COG mechanism, specifically in the
average deferred gas cost balance, on which monthly interest is calculated. To
capture the impact of this timing difference in the average deferred gas cost
balance between costs (calendar month) and revenues (billing month), Northern
has re-calculated its deferred gas cost balances reflecting collections from
calendar month sales for both the November 2005 — April 2006 Winter period and
May 2006 through October 2006 Summer period. Page 1 (Winter) and page 2
(Summer) of Attachment Staff 2-7 presents the monthly average balances based
on this calendar month accrual of collections and also shows the average month
balance based on the billing month as-billed collections.

On the other hand, Northern’s lead-lag study captures the difference between the
lag in customers paying their bills versus the lead resulting from the Company
paying the purchased gas cost bills from the pipelines and suppliers, resulting in
net lag days of 6.33. This lead-lag study essentially captures or accounts for the
lag of billing month revenues on an annual average basis, but does not capture the
monthly differences of collections and costs in each COG season, nor the billing of
approximately one-half month of COG charges, by prorating customers’ bills, in the
first month of each COG season. Through Northern’s lead-lag study filed and
approved in DG 01-182, and thus currently used in the recovery of Working Capital
expense on purchased gas costs through the COG, this is illustrated as follows:

Lead-Lag Components Collection Lag Days Cost L ead Days Net Lag Days

Meter Read 15.20 15.20 0.00
Billing 00.00 N/A 0.00
Collection / Purchase 29.61 23.28 6.33

Total 44.81 38.48 6.33




DG 06-129
Staff 2-7
Page 2 of 2

The lead-lag study recognizes that the Company has use of the purchased gas
from the 1% to the end of the month, and thus, on average 15.2 days a month
before the end of the month. This purchase gas cost lead offsets the billing month
lag of collections of the same 15.2 days.

To assess Northern’s working capital requirement on purchased gas costs and
how such requirement stacks up against the Company recovering working capital
through the COG plus carrying charges on the deferred gas cost balance, the
Company has calculated the actual working capital expense on purchased gas
costs in Attachment Staff 2-7, page 3. This analysis reflects the application of the
lead-lag components (yielding 6.33 net lag days) to the actual gas costs and
collections presented in pages 1 and 2 of Attachment Staff 2-7. In this cash flow
analysis a 30-day lead of the costs is reflected by including such monthly costs in
the next month, while the collection lag of 36.33 days is factored by reflecting one
month less 6.33 days of the monthly collections in the next month ([# days in mo. —
6.33] / # days in mo.). The remaining collections for that month are collected in the
next month. After this cost lead and collection lag application, the monthly average
balances are derived, and then the average of the monthly average balances for
the year. On page 4 of Staff 2-7 this average monthly balance, or benchmark cash
required, is then compared with the sum of the average balance applicable to the
lead-lag working capital mechanism and the average deferred gas cost balance on
which interest is calculated and recovered, which comes from pages 1 and 2 of
Attachment Staff 2-7. This comparison shows that under accrual accounting of the
collections (calendar month) the actual monthly cash required of $3,259,442 is
much greater than the average monthly balance subject to interest through the
COG working capital mechanism plus the interest on the deferred gas cost
application. Thus, the recovery of the actual working capital expense would be
quite deficient if using calendar month collections in the Company’s calculation of
interest in the deferred gas costs. On the other hand, this schedule shows that
using the current method of as-billed billing month sales to derive the monthly
deferred gas cost balance and associated interest, there is very little difference
between the actual benchmark average monthly cash required and the
combination of the deferred gas cost and working capital mechanisms. The
Company believes that this billing month comparison does not precisely match
primarily because of the variable monthly interest rates reflected in the analysis.
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