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Re: DG 14-101 Northern Utilities, Inc.
Petition for Authority to Issue $50,000,000 in Long Term Debt
Staff Recommendation for Approval

Dear Ms. Howland:

On April 14, 2014, Northern Utilities, Inc. (Northern or the Company) filed a
petition pursuant to RSA chapter 369 for authority to issue securities. Northern proposes
to issue and sell at par, by private sale, unsecured promissory notes not to exceed
$50,000,000. Northern’s petition included the direct testimony of David Chong, Director
of Finance and Assistant Treasurer for Unitil Service Corporation, which provides
various professional and administrative services to Northern. Additional information
related to the filing was provided in response to Staff data requests. After review of the
filing and discovery, Staff recommends Commission approval of Northern’s request by
order nisi.

Northern is targeting to issue $40,000,000, to be sold at par by private placement
to institutional investors. Northern is targeting a mix of 10-year and 30-year issuances
with fixed coupon rates not to exceed 6.5% and projected financing costs of $505,000.
Northern anticipates several investors participating in this offering and has requested
approval of up to $50,000,000 in new long-term debt. Setting the cap above the target
offering will provide the Company the flexibility to accommodate multiple bids if
favorably priced. For example, if Northern were to receive favorable pricing on investor
bid offers for $20,000,000 and $25,000,000 the Company would be able to accept both
bids at the proposed terms, terms which would be subject to change if the Company had
to reduce the allocations to the investors to satisfy a $40,000,000 limit.

The majority, if not all, of the proceeds of the debt issuance will be used to repay
short-term debt, which had a balance of $42,953,112 as of December 31, 2013. Northern
uses internally-generated funds supplemented with short-term debt to fund capital
projects, projects related to the provision or installation of meters, services and mains,
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including the replacement of outdated bare steel mains. Northern’s capital spending
since the last financing' has totaled $114 million. If the proceeds from the debt issuance
exceed the outstanding short-term debt, the excess funds can be expected to help fund
Northern’s 2014 projected capital spending of $18 million or to be used for other lawful
general corporate purposes.

Staff has thoroughly reviewed the financing as presented by Northern. The
financing is routine in that the proposed use of funds is appropriate, the amount is not
excessive, the cost of the financing is reasonable, the expected interest rate is consistent
with that of other entities with similar credit ratings, there will not be a deleterious effect
on capitalization (current debt-to-equity ratio of 55:45 compared to pro forma debt-to-
equity ratio 56:44), and there will be no discernible impact on rates (pro forma capital
structure and cost of debt results in a $70,255 decrease in the projected revenue
requirement for the Northern Step Adjustment effective May 1, 2015).% Staff thus
supports Northern’s financing request.

Sincerely,
7) e
te

S en P. Frink
Assistant Director, Gas & Water Division

cc: Liberty Utilities

! Financing approved by Commission Order 25,068 issued January 22, 2010 (Docket No. DG 09-239).
? May 1,2015 Step Adjustment approved by Order 25,653 issued April 21, 2014 (Docket No. DG 13-086).
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