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INTRODUCTION

Please state your name address, and position with KeySpan Energy Delivery
New England.

My name is Paul M. DeRosa. My business address is 52 Second Avenue,

Waltham, MA 02451. My title is Lead Pricing Analyst.

On whose behalf are you testifying?
I am testifying on behalf of EnergyNorth Natural Gas, Inc. d/b/a KeySpan Energy

Delivery New England ("KeySpan™). References in my testimony to “KeySpan”

or the “Company” will refer to EnergyNorth, unless otherwise denoted.

Please summarize your educational background, and your business and
professional experience

I earned a Bachelor of Science from Boston University in 1975 and a Masters of
Business Administration from Suffolk University in 1981. I joined Boston Gas
Company in 1981, and subsequently KeySpan in 2000, holding various positions
in the accounting, marketing, sales and rates areas. Currently, I am responsible
for performing the financial and profitability analysis for the Company’s capital

investments in New England.

Have you previously testified in regulatory proceedings?

Yes, I testified in Boston Gas Company, D.P.U. 96-50 (1996) (Phase I), regarding

the Company’s allocated cost of service study and the Company’s marginal cost
study. I also participated in preparing analyses for several base-rate proceedings

including Boston Gas Company, D.P.U. 88-67 (1988), Boston Gas Company,
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D.P.U. 90-55/17/18 (1990), Boston Gas Company, D.P.U. 92-259 (1992), Boston

Gas Company, D.P.U. 93-60 (1993) and, most recently, Boston Gas Company,
D.T.E. 03-40 (2003). In those cases, my responsibilities were in the areas of the
test-year cost-of-service, cost-of-service allocation, marginal cost, rate design and

rate of return analyses.

What is the purpose of your testimony?

My testimony presents the Company’s calculation of the annualized costs for the
on-system alternatives to the Concord Lateral Upgrade, which are referred to in
the testimony of Mr. Stavrakas as the LNG Project Alternative and the Propane
Project Alternative. The annualized costs represent the revenue requirement that
would be recovered from customers to provide the Company with the return of
and on its investment in the on-system facilities. The annualized costs for these
alternatives include capital costs, the return on equity, interest expense,
depreciation, property taxes, income taxes and the annual operations and
maintenance costs. The analysis that I prepared to calculate the annual revenue
requirement for the LNG and Propane Project Alternatives is provided herewith

as Exhibits PMD-1 through PMD-3.

What are the LNG and Propane Project Alternatives included in your
analysis?

I developed annualized revenue requirements for three on-system options
referenced as the LNG and Propane Project Alternatives. These alternatives are

as follows:
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1. The addition of LNG facilities (with liquefaction) to add 25,000 dth/day of
output on the existing LNG site in Concord, NH;

2. The addition of LNG facilities (without liquefaction) to add 25,000 dth/day of
output on the existing LNG site in Concord, NH; and

3. The addition of propane facilities to add 25,200 dth/day of output to the 200
psig system in Concord (15,000 dth/day) and to the 200 psig system in Nashua
(10,200 dth/day).

How did you determine the annual revenue requirement for each of these
project alternatives?

First, I determined a number of inputs that are needed to perform the calculation.
These inputs are listed in Exhibits PMD-1 through PMD-3 for each of the three

on-system alternatives.

The first input is the direct and indirect capital cost for each alternative. As noted
in the testimony of Mr. Stavrakas, the capitalized costs for Alternatives 1 through
3 above, were $64,040,000 (LNG with liquefaction); $46,680,000 (LNG without

liquefaction), and $37,870,000 (propane air), respectively.

Indirect costs include the overheads that are normally assigned to capital projects,
such as employee benefits associated with the direct labor on the project. The
overhead “adder” sued in the calculation is the contractor overhead rate specific to

New Hampshire.

The Company depreciated the capital cost of each on-system alternative over a
useful life of 30 years and a tax life of 20 years, which is consistent with general

accounting and ratemaking practice. Internally, KeySpan uses a 20-year tax
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depreciation schedule for evaluating capital investments and adheres to a

depreciation schedule reviewed by the Massachusetts Department of Public

Utilities, in Boston Gas Company, D.P.U. 96-50 and Boston Gas Company,

D.T.E 03-40.

To perform the next step of the calculation, the Company used the capital
structure most recently reviewed and approved by the Commission in a base-rate
proceeding for EnergyNorth (DR 91-212). Under this capital structure, the debt
and equity ratios consist of 46.96% for long term debt, 3.72% for short term debt
and 49.33% for common stock, which represents a 50/50 capital structure

consistent with general utility practice.

The overall cost of capital was determined using a long-term debt rate of 7.25%
and a short-term debt rate of 5.28%. These rates were identified by the
Company’s treasury group as (1) consistent with the prevailing debt market as of
the time of filing; and (2) consistent with the short and long-term debt costs
presented to the Commission in Data Request Tech 1-1 from Docket DG 06-122.
For the return on common equity, the Company used the approved cost of equity
from the Company’s most recent base-rate proceeding before the Commission,
which is 10.39% (from DR 91-212). This rate remains consistent with the return
on equity granted to the Company in more recent rate filings across its

jurisdictions.
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The computation of the annual revenue requirement incorporates two tax rates,
L.e., the income-tax rate and the property-tax rate. The income-tax rate used in the
computation is 41.0125%, consisting of a federal tax rate of 35% and a state tax
rate of 9.25%. The current commercial property-tax rate for Concord, NH is

1.92%. The inflation rate used in the calculation is 2.50% per year.

What is the next step taken in your analysis?

Once these input to the calculation were determined, I computed the weighted
cost of capital to determine the annual return on the investment. For this
computation, the long-term debt ratio of 46.96% is multiplied by the long-term
debt rate of 7.25% for a weighted cost of long-term debt of 3.40%. The short-
term debt ratio of 3.72% is multiplied by the 5.28% short term debt rate for a
weighted cost of short-term debt of 0.2%. Lastly, the common stock ratio of
49.33% is multiplied by the rate of return on common equity of 10.39% to derive
a weighted cost of equity of 5.13%. The sum of these factors results in a

weighted cost of capital amount of 8.73%.

Next, I computed the after-tax cost of capital. This figure is the weighted cost of
capital minus the tax deductible interest expense. The formula for the after-tax
capital calculation consists of the long-term debt component of 3.40%, plus the
short term debt component of 0.2% calculated above, times 1 minus 41.0125%
(58.9875%) or 2.12%, plus the common equity component of 5.13%. The sum of

these factors is 7.25%, which represents the after-tax cost of capital.
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Next I computed the interest on debt, which is the long-term debt component of
3.40% times the annual rate base amount. Similarly, I calculated the return on
common equity, which is the annual rate-base amount times the common equity

component of 5.13%.

Then I calculated the book depreciation amounts as the original capital investment
divided by 30, representing the useful life of the asset. This was followed by the
yearly tax depreciation amounts. The original investment is placed on a 20
MACS scheduled to develop the tax depreciation amounts. The difference each
year between book depreciation and tax depreciation is the deferred tax amount.
These items are calculated to develop the taxable income amount of the
investment. This formula is the return on common equity minus tax depreciation
plus book depreciation plus the deferred tax divided by the inverse of the
combined income rate (1 minus 41.0125%). This figure, representing the taxable
income amount of the investment, is then multiplied by 41.0125% tax rate to

calculate the annual tax expense.

The final two items involved in the annual revenue requirement calculation were
the property tax amount and the annual O&M expenses. The property tax
calculation is 1.92% times the net plant amount of each alternative for each year,
and the Company’s annual O&M expenses are generated from the Company’s

historical financial data, escalated each year by the 2.5% inflation factor.
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The annual revenue stream for each alternative is thus determined by adding the
annual interest expense on debt incurred for the investment, the annual return on

common equity, the annual income tax expense, the annual property tax expense

and the annual expenses associated with O&M.

The net present value (NPV) of the 30-year revenue stream required to provide a
return of and return on the system investment is calculated using the after-tax cost
of capital figure of 7.25%. This NPV value was levelized by using a payment
calculation of the NPV amount based on the after-tax rate base and the 30-year
useful life. The levelized amounts for each on-system alternative were used in

Mr. Poe’s analysis to compare them to the cost of the Proposed Agreement.

What are the results of your analysis?

As set forth in Exhibits PMD-1 through PMD-3, the annual revenue requirement
for the LNG Project Alternative is $11,007,428 (with liquefaction) and
$8,135,325 (without liquefaction). The annual revenue requirement for the
Propane Project Alternative is $6,451,308.

Does this conclude your testimony?

Yes. It does.



EXHIBIT PMD - 1

LNG Project Alternative (w/Liquefaction)

CARRYING CHARGE CALCULATION

INPUT DATA
VARIABLE INPUT
Plant Data
CAPITALIZED COST $64,040,000
BOOK LIFE 30
SALVAGE VALUE 0%
MACRS LIFE 20

Capital Structure

LONG TERM DEBT 46.96%

PREFERRED 0.00%
COMMON 49.33%
SHORT TERM DEBT 3.72%
Cost of Capital
LONG TERM DEBT 7.25%
PREFERRED 0.00%
COMMON 10.39%
SHORT TERM DEBT 5.28%
WTD COST OF CAPITAL 8.73%
AFTER TAX COST / CAP 7.25%
Tax Data
TAX RATE 41.01%
ITC RATE 0.00%
REVENUE TAX RATE 0.00%
PROPERTY TAX RATE 1.92%
PROPERTY INSURANCE 0.00%
PROPERTY TAX BASIS 2 (Based on Deg

1 = Original Cost -
2 = Depreciated Bal

Misc. Data
INFLATION RATE 2.50%
PROP TAX ESC RATE 0.00%
RETURN BASIS 3 (Ending Balan«

1 = Begin of Year -
2 = Avg Begin & End
3 =End of Year

ANNUAL O & M $2,680,000

Exhibit PMD-1
Page 8
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Tax Depreciation Schedule

Years
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Rate

3.75%
7.22%
6.68%
6.18%
5.71%
5.28%
4.89%
4.52%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
2.23%
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LNG Project Alternative (w/o liquefaction

CARRYING CHARGE CALCULATION

INPUT DATA

VARIABLE INPUT

Plant Data

CAPITALIZED COST $46,680,000

BOOK LIFE 30
SALVAGE VALUE 0%
MACRS LIFE 20

Capital Structure

LONG TERM DEBT 46.96%
PREFERRED 0.00%
COMMON 49.33%
SHORT TERM DEBT 3.72%
Cost of Capital
LONG TERM DEBT 7.25%
PREFERRED 0.00%
COMMON 10.39%
SHORT TERM DEBT 5.28%
WTD COST OF CAPITAL 8.73%
AFTER TAX COST / CAP 7.25%
Tax Data
TAX RATE 41.01%
ITC RATE 0.00%
REVENUE TAX RATE 0.00%
PROPERTY TAX RATE 1.92%
PROPERTY INSURANCE 0.00%
PROPERTY TAX BASIS 2 (Based on Depreciated Balance)

1 = Original Cost -
2 = Depreciated Bal

Misc. Data
INFLATION RATE 2.50%
PROP TAX ESC RATE 0.00%
RETURN BASIS 3 (Ending Balance)

1 = Begin of Year --
2 = Avg Begin & End
3 =End of Year

ANNUAL O & M $2,040,000



ANNUAL RESULTS

LNG Project Alternative (w/o liquefaction)

CURRENT
LINE LEVELIZED
NO. ITEM DOLLARS
1 INTEREST ON DEBT $976,499
2 RETURN ON PREF $0
3 RETURN ON COMMON $1,389,868
e —
5 RETURN $2,366,367
6
7  DEPRECIATION $1,556,000
8
9 INCOME TAX $759,585
10 DEFERRED TAXES $206,754
L
12 INCOME TAX $966,340
13
14 REVENUE TAX $0
15 PROPERTY TAX $609,897
16 ANNUAL O & M $2,636,722
L2
18 OTHER $3,246,618
19 s e
20

21 TOTAL INVESTMENT

Exhibit PMD-2
Page 12
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TAX DEPRECIATION TABLE
Years Rate
1 3.75%
2 7.22%
3 6.68%
4 6.18%
5 5.71%
6 5.28%
7 4.89%
8 4.52%
9 4.46%
10 4.46%
11 4.46%
12 4.46%
13 4.46%
14 4.46%
15 4.46%
16 4.46%
17 4.46%
18 4.46%
19 4.46%
20 4.46%
21

2.23%
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Exhibit PMD-3
EXHIBIT PMD - 3 Page 15

Propane Project Alternative

CARRYING CHARGE CALCULATION

INPUT DATA

VARIABLE INPUT

Plant Data

CAPITALIZED COST $37,870,000

BOOK LIFE 30
SALVAGE VALUE 0%
MACRS LIFE 20

Capital Structure

LONG TERM DEBT 46.96%
PREFERRED 0.00%
COMMON 49.33%
SHORT TERM DEBT 3.72%
Cost of Capital
LONG TERM DEBT 7.25%
PREFERRED 0.00%
COMMON 10.39%
SHORT TERM DEBT 5.28%
WTD COST OF CAPITAL 8.73%
AFTER TAX COST/ CAP 7.25%
Tax Data
TAX RATE 41.01%
ITC RATE 0.00%
REVENUE TAX RATE 0.00%
PROPERTY TAX RATE 1.92%
PROPERTY INSURANCE 0.00%
PROPERTY TAX BASIS 2 (Based on Deg

1 = Original Cost -
2 = Depreciated Bal

Misc. Data
INFLATION RATE 2.50%
PROP TAX ESC RATE 0.00%

RETURN BASIS 3 (Ending Balant
1 = Begin of Year -

2 = Avg Begin & End

3 =End of Year

ANNUALO & M $1,540,000



ANNUAL RESULTS

Propane Project Alternatives

CURRENT
LINE LEVELIZED
NO. ITEM DOLLARS
1 INTEREST ON DEBT $792,203
2 RETURN ON PREF $0
3 RETURN ON COMMON $1,127,556
. e—
5 RETURN $1,919,758
6
7  DEPRECIATION $1,262,333
8
9 INCOME TAX $616,227
10 DEFERRED TAXES $167,733
L e——
12 INCOME TAX $783,961
13
14 REVENUE TAX $0
15 PROPERTY TAX $494,790
16 ANNUAL O & M $1,990,466
L /e —
18 OTHER $2,485,256
L s ——
20

21 TOTAL INVESTMENT
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TAX DEPRECIATION TABLE

Years

[N, N A . L . W -
§8€35\o:‘1mmprAo©°°\'®°’#wN

Rate

3.75%
7.22%
6.68%
6.18%
5.71%
5.28%
4.89%
4.52%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
4.46%
2.23%
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