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PROCEEDI NGS

CHAI RMVAN HONI GBERG Good
nmor ni ng, everyone. Pl ease be seated. W're
here first to finish up Docket DG 17-048, the
hearing on the nerits, in Liberty EnergyNorth
Natural Gas rate case. | know there's going
to be a discussion of exhibits and then sone
closings for the party. Were do we want to
start? M. Sheehan.

MR. SHEEHAN: Thank you.
Before you is what's been marked as
Exhibit 78. And that is the -- consists of
the data requests and responses that M.

Mul len testified to at the cl ose of

yesterday. | went through the binder that he
had, pulling up the ones that he talked
about .

Two comments: Two of the data
requests attached the sane audit report. |
only reproduced it once in this package so
t hat you don't have that doubled. And
second, M. Millen discussed the broader
audit that the Audit Division did of the

entire rate case. He nentioned that that was
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di scussed in that audit report. | pulled the
pages that just nentioned Keene and attached
it to the back of the docunment. The entire
audit report is already in evidence, | think
attached to M. Frink's testinony, so this is
sonewhat redundant. | apol ogize for not
havi ng thi s package Bat es-nunbered
sequentially. M version of Adobe doesn't
let me do that. And if Conm ssion accepts
and lets nme replace it with a nunbered
package, | can do so. | understand Staff may
have sone comments as wel .

CHAl RVAN HONI GBERG Al |
right. You have comments on that. But we
are also going to figure out what, if any
ot her exhibits there may be objections to.

MR. SHEEHAN. M. Dexter and |
spoke before the hearing. And Don wasn't
part of the conversation. But | have no
obj ection to any of the other nmarked
exhibits, 1 through 77. | understand there
is a blank No. 39 in there sonmewhere that
somehow we m ssed, and Sandy can j ust

indicate "intentionally left blank." But
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there's nothing that this Conpany objects to.
CHAI RMVAN HONI GBERG M.
Dext er.

MR. DEXTER: | agree with the
second of what M. Sheehan said in terns of
all of the exhibits that have been submtted.
We don't have any objection, with the
exception of Exhibit No. 78. The clerk had
asked ne -- there was discrepancy in the
nunbering early on, and | just haven't had
the opportunity to sit with the clerk and M.
Sheehan to nmake sure we have all the nunbers
right. In the early part, everything from
nunber 40 on that was handed out in the
heari ngs, there's no question on. But
substantively, we have no objection to any of
the exhi bits, except No. 78, and | can
address that now if you'd |ike.

CHAI RVMAN HONI GBERG | ' m goi ng
to ask you to cone back to it. But let's
tal k about the various exhibits that were
never referenced and never picked up by any
party: 4, 5,6 6, 7, 15, 19, 20, 21. Those

are all testinonies that were never -- no
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W t ness cane, no one adopted that testinony.
It was just here.

MR. SHEEHAN: This is an issue
t hat has cone up in prior dockets. |It's the
Conpany's position that these docunents are
akin to submtting a data request w thout the
Wi tness to authenticate a particul ar data
request or the like. The Comm ssion has
authority to accept what is in effect hearsay
evi dence. These docunents are statenents by
W t nesses who did not appear, and we are
submtting them as hearsay evidence. Again,
we had this conversation before. W don't
believe it requires the affirnmati ve oath of
541-A:3. | know in the past Conm ssion has
asked for affidavits to satisfy that
requi rement. Again, we don't think it's
necessary. |If the Comm ssion orders us to do
so, we wll collect those affidavits, as to
the ones that apply to Conpany w t nesses.

CHAI RVAN HONI GBERG.  Seven may
be wong. | actually think M. Sinek and M.
Therrien may in fact have adopted their

testi nony. Though, sone of the others, is it
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your view that we need to rely on any of that
testinony to approve the settl ement?
Pr obabl y no.

MR, SHEEHAN: Correct. I
mean, all of that testinony supports the
entire rate case filing, and certainly
95 percent of this rate case filing was
uncontested. Staff chose the issues that
t hey chose, and that's how it usually works.
So, theoretically, the testinony supports the
rate case filing, which we nodified sone to
the settlenment. |Is there any particul ar
pi ece of those testinonies that are in
di spute? | don't think so. Again, those
pertain to uncontested i ssues, as a broad
st at enent .

CHAI RVAN HONI GBERG M.
Dexter, any comment on those?

MR. DEXTER: Yes. | believe
all the witnesses that Staff had, all the
W tnesses that submtted prefiled testinony
appeared and adopted it, with the exception
of M. Cunningham | believe, you know, the

rate case starts with the binder with all the
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testi noni es and noves forward. In this case,
it noved forward to a settlenent that Staff
opted not to sign. | believe it's inportant
for the Conmm ssion to have a conplete record
before it so that it can choose to approve
the settlement or not, or approve Staff's
position or not. And I'll give you one
exanpl e.

I n the binder is a marginal
cost study and an all ocated cost of service
study which lead to the rate design that was
proposed by the Conpany. The rate design
contained in the settlenent is significantly
different than the rate design that was
proposed by the Conpany, supported by those
studies and, in fact, as | wll say in ny
cl osing, goes a long way to reversing a | ong
line of precedent in terns of rate setting.

I think it's inportant that the Conm ssion
have those studies before it in order to

deci de whether it wants to adopt the customer
charges and the rate design proposal in the
settl enent.

CHAI RVAN HONI GBERG:  Ckay.
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Tell nme what you want to say about 78.

MR. DEXTER  Seventy-ei ght we
object to on two grounds: One is that it
came in | think after 5:00 |last night, and we
sinply just have not had an opportunity to
review it and have been deprived of an
opportunity to cross-exam ne the w tness
about the information.

No. 2, | haven't had a chance
to reviewit, but based on the summaries that
M. Millen gave yesterday, it strikes us as
an expansi on of rebuttal testinony. It
appears to us to be sonething nore that
shoul d have been submtted in the initial
filing, or perhaps, if an issue canme up after
the initial filing, in sonme sort of
suppl enental testinony, as was done with the
training center. But we've been here for
seven days. This was the very, very, very
final chapter of the evidentiary hearing in
this case, and we feel we're prejudiced by
this comng in at that |ate hour.

CHAI RVAN HONI GBERG Il want to

apol ogi ze for not connecting wth M.
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Sheehan. | think |I take full responsibility
for us tal king past each other last night. |
was of the view that whatever you wanted to
do, you were going to do yesterday. | did
not -- I will be totally honest with you. |
did not hear you say you intended to mark
t hat package as an exhibit. Now seeing the
transcript, I know that you did, and was told
by everyone else in the roomthat that's what
you had said, but I literally didn't hear it
when you said it. And | apol ogize for that.
So you and | m sconnected | ast night when we
tal ked. | understand what you have done and
why you have done it. | understand M.
Dexter's objection. M inclination is to
take this one under advisenent and not rule
on it, as we sit here. | understand you're
goi ng to make argunments that may be based on
it. W will rule on the objection to this
exhi bit as part of our deliberations and
or der.

Wth respect to the other
exhibits, which | think are all testinony, I

remai n concerned about transcripts being
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included in the record when there's been no
Wi tness to adopt them | know there's
different views on that. | get the argunent
t hat you're maki ng about unsworn statenents
com ng in, hearsay and all that stuff. But
there's also a statute that we've all alluded
to in various conversations about this that
may wel |l override that evidence rule. |

meant testinony. Sorry. Prefiled testinony.
Thank you for clarifying.

So we can -- again, we don't
have to rule on that. They're in. They've
been marked. It's quite possible we would
never have to allude to them

| guess | would ask all of you
in your closings to think about sonething
that |1've been westling with since the
begi nni ng of the evidentiary hearing here,
which is the existence of the settlenent in
the mddle of three different original
positions: The Conpany's original position,
or the nodified position fromthe rebuttal,
the OCA's position, and Staff's position, as

all of them have evolved to the endpoi nt
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before settl enent negotiations. |If we were
to reject any portion of the settl enent,
consi der how we are to anal yze the case from
that point. Are we then | ooking at the
Conpany's position, the OCA s position and
Staff's position separately fromthe
settlenment agreenent? |If we decide there's
el enents of the settlenent agreenent that we
di sagree with, how do we analyze it fromthat
point? How do we deal with the issues? It
seens to me we can try to accept the
settlenent and nodify it as we feel is
appropriate, which isn't really accepting the
settlenent, but it may have el enents of that,
or we are in the position of taking it as if
it were a fully contested case and deci di ng
the case that way, as if it were a fully
contested case, with no agreenents anong any
of the parties.

Anyt hi ng el se you want to say
on anyt hing before you do your cl osings?

[ No verbal response]
CHAI RVAN HONI GBERG Al |

right. M. Dexter, as we tal ked about

12
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yesterday, you're going to |ead us off.
CLOSI NG ARGUMENTS

MR. DEXTER: Thank you, M.
Chai rman, and Conm ssioners for conducti ng
this case over the last couple of weeks. 1|'d
li ke to start by talking a little bit about
Staff's role in this case. There was sone
di scussi on about Staff's role, and 1'd |ike
to give you Staff's viewof its role fromits
vi ewpoi nt and what we've tried to do in this
case over the | ast couple weeks.

So we've spent a year
exam ni ng EnergyNorth's proposal, and we had
one goal in mnd, and that was to present the
Comm ssion with a clear record on which you
coul d deci de what are just and reasonabl e
rates appropriately designed in this case.
And t he objective, as we understand it, iIs
for the Conm ssion to decide rates that would
fairly bal ance the interest of EnergyNorth,
al | customer cl asses, and woul d be consi st ent
w th years of regul atory precedent and
practice, and if there was a situation where

there was a devi ati on from precedent and

13
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practice, to explain why such a deviation was
warranted in this case. That's been our
overall goal. |In the course of doing this
goal, we have sought to narrow i ssues where
possi ble and only present to the Conm ssion

I ssues that we believe were true i ssues. And
the narrowi ng of the issues has cone through
di scovery, through updates, through
settlenent. And after all that, we've

br ought you the issues.

The best exanpl e of narrow ng
the issues that | can come up with is the
return on equity. As you know, there were
various returns on equity presented by the
various parties. And at sone point in the
process, the conprehensi ve OCA- EnergyNorth
settl enent was presented, and it included a
9.4 percent return on equity. Staff, at that
poi nt, had to decide, you know, what to do
wth this issue. W were not confortable
wth the settlenment, but were we confortable
with this very significant and conplicated
i ssue. And after consultation with our

expert w tness, we decided that we were, and

14
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so we opted as Staff not to contest the
9.4 percent settlenent and, in fact, urge
this Conm ssion to adopt it as just and
reasonable. And we did that for two reasons:
One was to sinplify this proceeding, again in
the pursuit of narrow ng issues; and
secondly, because we felt the result was
overall just and reasonable. And that's the
basi c goal of the entire case, from our
perspective, is to present a record that
supports just and reasonabl e rates.

Wien it cane to the
conpr ehensi ve settlenent, we went through the
sane anal ysis but cane to a different
conclusion. |In Staff's expert opinion, we
felt that the settl enent would not produce
rates that were just and reasonable. And
given that, we had to decide what to do. And
so Staff decided to continue to do what they
set out to do, which was, as the New Engl and
Patriots |like to say, "to do our job." And
our job was to present before you a clear
record of the various issues that were

contained in the settlenent or in the
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Conpany's proposal that did not -- we felt
would not result in just and reasonabl e
rates. And that's what we spent the | ast
coupl e weeks doi ng.

Now, this process requires us

to do that in atrial-like setting, which is
fine, because a trial-like setting can be
efficient and gets to the point. |t provides

ever ybody due process. And it's thorough,
and peopl e understand that when they cone
before the Comm ssion and take up two weeks
of your tine that, you know, the idea is to
make the points and nove on and be conci se
and clear, again, all wth the goal of
presenting clear evidence to support just and
reasonable rates. Qur goal is not to
obfuscate the record, to trick witnesses, to
confuse witnesses. The idea is to get to the
facts that will allow you to make the
deci si on.

Having said all that, I'd like
to bring out one other point. Al the
information that Staff brings to the

Conmmi ssion in these cases, essentially all
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the information, is provided by the Conpany
or other parties. Staff is not in a position
to go out and produce original information
about the Conpany's operations. So, for
exanple, if Staff tells you that 2,756 hours
were spent training at the training center by
EnergyNorth, it's because EnergyNorth told us
2,756 hours. Now, | know there's been
di scussi on about that. But | just want to
make the point that the information comes
fromthe Conpany. Wen Staff recommends that
the payroll allotment in the revenue
requi renent reflect 3.5 vacancies, it's
because the Conpany has told us that at two
points in tine there were three vacanci es and
f our vacanci es respectively, and we sinply
averaged those two. W're not in the
position to i ndependently verify whet her or
not those vacancies exist. And maybe |I'm
stating the obvious. But | just want to
poi nt that out.

The other thing we try to do
with the information that we get fromthe

Conpany is to present it in a way that's

17
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useful to you. And that's, | think, why you
hear the expression "apples to apples” so
often in the hearing room because we want to
present information that's conparable to
other information that we've gotten. And
again, the idea is to present clear

I nf or mati on.

Clear information is designed
to produce just and reasonable rates. So
what i nformation does the Conm ssion need to
deci de whether the rates are just and
reasonable? It sounds conplicated, but it's
actually very sinple. There's four things
that the Conmm ssion needs to know in order to
set rates: They need to know what the
Conmpany's incone is; they need to know what
t he Conpany's rate base is, and they need to
know what a reasonable return on that rate
base is. In terns of the reasonable return,
all the parties have agreed that 9.4 percent
Is reasonable. So that |eaves us with what's
t he Conpany's incone and what's their rate
base. |Incone has two conponents, revenues

and expenses. And rate base is a

18
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representation of the investnment that the
Conpany has nade in order to serve custoners.
That's all that's at issue in this case. And
we'll talk a little bit further about the
revenues, the expenses and the rate base.
But | want to point out that's what's at
I Ssue.

What's not at issue, in
Staff's view, and this was brought up in the
Conpany's rebuttal testinony and the
cross-exam nation of M. Frink, is, quote,
unquot e, how many enpl oyees will EnergyNorth
have to lay off if Staff's position were
accepted; how many growh projects w ||
EnergyNorth have to abandon if Staff's
position is accepted; how do EnergyNorth's
rates conpare to Northern Uilities rates.
Those are not issues in this case. The issue
Is "just and reasonable rates.” And in fact,
our wtnesses went on to address those, to
poi nt out that all the recommended revenue
requirements allow for a full conpl ement of
payroll, with the exception of a couple of

vacancies. All the presentations in this

19
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case allow for the Conpany an opportunity to
earn 9.4 percent on its investnents. So
there is no reason to abandon i nvestnents.

The i ssue of rate conpari sons
to other utilities, | understand there can be
a role for that, but I don't think it plays a
role in the actual rate setting, because rate
setting is based on historical costs adjusted
for known and neasur abl e changes. And that's
what | want to get to next, the actual issues
bef ore you.

As | said, the Conpany has to
determ ne the incone | evel -- the Conmm ssion
has to determ ne the incone |evel of the
Conmpany. And the first input into incone is
revenues. So how do you determ ne what the
Conpany's revenues are? Years of precedent
tells you that you | ook at a test year, and
you don't just accept that test year as
what's -- let nme back up alittle bit.

You want to determ ne -- you
need to determ ne revenues and expenses and
rate base in what's called a "rate effective

period,"” or sonme people call it "a rate
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year." And that is because the rates that
you are going to set are going to take effect
May 1st, 2018. The way, through tradition
and precedent, the rate effective period is
set is to look at a historical period. The
hi storical period is referred to as "the test
year." There's years of precedent as to how
you adjust the test year to bring it up to a
rate effective period or a rate year and to
use that rate effective period to set rates.
And that's essentially where nost of the
I ssues that we've brought before you fall
There's two things that need
to be done to a test year. You can't just
accept the Conpany's historic information
because it's not representative of what's
going to happen in the rate year. So, sone
adjustments are nade, and they basically take
two forns: One is, is the test year
representative of a typical year of revenues
or expenses or rate base that a Conpany is
goi ng to experience; and secondly, because we
know the test year is historically old, are

t here known and neasur abl e adj ustnents that
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can be nade to bring that representati ve test
year forward into the future, into the rate
effective period. Again, very basic. But I
just wanted to start out with this because we
start throwi ng around a | ot of nunbers, and
I'"mtrying to put themin perspective.

So now what | want to do is go
t hrough the eight or nine adjustnents -- the
ei ght or nine issues that Staff has brought
bef ore you for resolution so that they can
fall into those categories that we tal ked
about. And again, we'll start with revenue
since the incone statenents start with
revenues.

To ny understanding, there is
only one issue in this case invol ving
revenues. And again, we need to nake sure
that revenues are going to be reflective of
what the Conpany experiences in the rate
effective period. So we start with the test
year. And we don't just use the test year
revenues, because the test year revenues may
not be reflective of what's going to happen

in the rate effective period. The nost
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significant revenue adjustnment that every gas
conpany nakes is for weather. The test year
may have had col der than nornal weather, it
may have had warnmer than nornal weather. But
we don't just base rates on the test year
revenues. W adjust it for normal weather.
And that was done in this case, and there was
no di spute over the adjustnent.

Secondly, there m ght be a
situation where a | arge custoner came online
during the test year, and therefore the full
year's revenues of a contracted custoner may
not be reflected in the test year. That was
the case here with the i NATGAS custoners and
t he contractual revenues that were going to
come fromi NATGAS. They needed to be
adjusted into the test year so that the test
year -- so that the rate effective period
woul d be representative. W couldn't just
take the test year nunbers in that regard.
And that adjustnment was not in controversy
either. And there were others. | pointed
themout to M. Sinek while he was

testifying, just to point out that the test

23
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year revenues need to be adjusted.

What is at issue in this case,
and it's a fairly significant issue, is what
about regular, run-of-the-mll custoners that
wer e added during the year? The Conm ssion
could just look at the test year anount, but
it would ignore the fact that EnergyNorth
routinely, historically adds a little over
one percent of custoners each year. The
exhibit in M. Therrien's testinony
denonstrates that, and M. Sinek agreed to it
when he testified on the stand. So in
Staff's view, it's inmportant that the
revenues that are laid out in the rate
effective period reflect the fact that we
have a 10-year history of adding custoners.
And if we don't make an adjustnent for that,
the revenues that go into the cal culation for
rate setting are going to be understated, and
therefore the revenue deficiency wll be
overstated. And there is no controversy as
to the nunber. In fact, as | said earlier
virtually all the nunbers in this case cone

from EnergyNorth. And our revenue

24
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requi renments witnesses took an adj ust nent

t hat was cal cul ated by EnergyNorth, and all
it does is sinply take the year-end nunber of
custoners and goes through the math and
multiplies it by an average use per custoner
and adjusts the test year revenues bunped to
year end. Not only is that appropriate
because we're trying to hit a rate effective
period, there is also a symetry involved in
t hat because we adj ust other el enments of the
equation that I'mgoing to talk about up to
test year-end | evels and beyond. And in
particul ar, what you want to look at in this
case is the rate base because there's
symmetry between rate base and revenues. In
ot her words, when the Conpany makes rate base
i nvestnents, it's often to serve new
custonmers. So if the rate base is going to
be adjusted forward, then the revenues ought
to be adjusted forward as well to create --
to keep this symmetry. Way back, 20 years
ago or so, this Conmm ssion used to use an
average rate base for ratenaki ng purposes.

And they would take a 12- or a 13-nonth
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average of the plant balances in the test
year and base rates -- set rates based on
that. Sonetine in that intervening period,

t he Conmi ssion has noved to using a year-end
rate base. And what that nmeans is you | ook
at the plant in service at year end, and you
use that in your rate-setting situation. And
so Staff's adjustnent sinply says, if we're
going to use year-end rate base for rate
setting, why wouldn't we use a year-end
custonmer count. And again, as | said,
believe that's the only adjustnent to
revenues that Staff recommends in this case.
And that's an issue that the Comm ssion needs
to decide in order to set rates.

Movi ng on to expenses, again,
because i ncome equal s revenues ni nus
expenses. There are only, by ny count, six
or seven issues that deal with expenses.

Some of themare m nor, sone of themare
maj or. W brought these to the Conm ssion
for resol ution.

First, there's an invoice that

was -- there was a paynent nmade during the
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test year to a consultant by the Conpany to
eval uate the NED pipeline. There is no
question as to its prudence or the amount or
anything like that. What we're trying to do
here is adjust the test year to a
representative level. This was a fairly

| arge invoice, | believe in the area of
$40,000. And if one were to include that
invoice in the test year w thout any

adj ustnent, that would be akin to saying,
well, the Conpany will incur that invoice
every single year. And Staff adjustnent
simply says, well, that's an unusual invoice
because it i nvolved a pipeline project to the
Nort heast, which doesn't seemto cone al ong
every year, and it's a significant anount.

We agree that the Conpany shoul d recover that
I nvoice. But mathematically, the better way
for themto recover that invoice is to build
a reasonabl e portion of that expense into the
rates, not put the whole thing in the rates.
And because rates are coll ected every year

we don't want themto collect that invoice

three or four tinmes. So, Staff's adjustnent
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sinmply takes that $42, 000 invoi ce and

all ocates one third of it to be collected

t hrough the rates. And everyone's tal ked
about a three-year rate case cycle. So at
the end of the three years, the Conpany w ||
recover that $42,000. So that was an exanpl e
of adjustnent where we nade -- to nake the
test year nore representative.

Staff has proposed three
payroll-rel ated adjustnents. One of themis
along the sane lines. W're trying to get a
representative |l evel of payroll built into
the rate so that the Conpany can recover al
its reasonabl e payroll expenses. The
Conpany's presentation did not account for
the fact that there are vacancies, that
vacancies occur. And if the Staff were -- if
t he Conm ssion were sinply to adopt the
payroll as presented by the Conpany in this
case, it would be including expenses rel ated
to vacanci es. And when positions are vacant,
they're not paid. Now, the Conpany did point
out that, you know, sonetines they have to

charge overtine and sonetines they have to
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hire tenps. But that would all be included
in the test year. So all we're trying to do
is sinply allow for one | evel of these
vacanci es -- payroll associated with these
vacancies. W're just trying to avoid doing
it tw ce.

The Conpany's presentation of
payroll in this case was a bit unusual
conpared to past precedent, and as recently
as | ast year during the electric case. M
recoll ection of the electric case | ast year
Is that the Conpany proposed a nore
traditional payroll adjustnent, which is to
| ook at your test year payroll and adjust it
for known and neasur abl e wage i ncreases.
This is what Ms. Mullinax testified to when
she was here. So you have a test year
nunber. And included in that test year
nunber woul d be what ever vacanci es exi sted,
and then you adjust that on a percentage-w se
basis for the known and neasurabl e payroll
i ncreases that we know wi ||l exist.

The Conpany in this case

presented us nore of a projected | evel of
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payroll. And again, it was different. And
except for the vacancies, it seened to have a
reasonable result. And Ms. Millinax included
this in her prefiled testinony and testified
toit while she was here, that she did the
nore traditional calculation as a check, and
t he nunber cane out reasonable. So we're
confortable with the nunber as long as it's
adj usted for vacanci es.

There were two ot her payroll adjustnents
that were included by Staff, and these don't
have to do with representative or known and
nmeasur able. These have to do wth costs that
the Conpany has incurred that in Staff's view
shoul d not be passed on to customers.

First has to do with severance pay.
There was an anount in the cost of service to
cover severance pay for enpl oyees who had
resigned. And as we | earned during the
course of the case, it was for enpl oyees who
had not voluntarily resigned, but had
involuntarily resigned, and it had to do with
rel eases i ssued by the Conpany. Now, Staff

doesn't have informati on concerning the
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specifics of the case, so we can't tell you
nore about the details. | suppose the
Conpany could if they wanted to. But as a
general matter, Staff's position is that, if
a custoner -- if an enployee involuntarily
resigns and the Conpany has to sign a -- the
enpl oyee has to sign a rel ease, there have
been circunstances that have taken pl ace that
are outside the normal course of providing
service in the utility business, and we don't
bel i eve that custoners should have to pay for
those. And again, we can't go further
because we don't know the specifics. But as
a general matter, that strikes us as costs
t hat shoul d not be passed on to custoners.
The third aspect of Staff's
payrol |l adjustment has to do with
executive -- I'"'msorry, not executive -- wth
i ncentive pay. And payroll structures are
conplicated. And we understand that Ms.
Mul I i nax testified that incentive pay is
standard in the industry. But when you | ook
at the matrix that's used to determi ne the

| ong-termincentive pay, there are goal s that
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are used. And the goals are geared towards
benefiting sharehol ders, not custoners. And
t hese are the goals that relate specifically
to things like incone and profit. And there
actually could be a situation, and -- we
talked a | ot of about incentives in the
utility industry -- there could be a
situati on where the goals of sharehol ders and
rat epayers are at odds. |In other words, if a
Conpany is trying to i ncrease earnings, one
way for themto do that could be at the
expense of things that custoners val ue, |ike
custoner service and |ine nmaintenance and
things like that. W're not saying that's
the case here. But the framework does all ow
for that. Again, we talk a | ot about
incentives. So, Staff's position on the
payroll that's associated wth goals that are
directly beneficial to sharehol ders and coul d
be detrinmental to ratepayers should be born
by shar ehol ders and therefore shoul d be
renoved fromthe cost of service.

In terns of your standard

operati ng and nai nt enance expenses, those are
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all the issues that are before the

Comm ssion. A significant additional expense
t hat the Comm ssion needs to decide on in
this case that we heard a | ot about yesterday
has to do with depreciation. And there were
two issues that Staff brought before the
Conmmi ssi on concerni ng depreci ation. One has
to do wth the average service lives of the
pl ant that gets depreciated. And we had two
experts testify on this. Staff's wtness,

M. Igbal, took I guess what | would classify
as a nore conservative approach. He | ooked
at the study that M. Normand did. And when
there was a clear answer in the study to
change an average service life, he went with
it. Wlere there wasn't a clear answer in the
study, as M. Nornmand indi cated a coupl e of

ti mes yesterday, the study doesn't al ways
provi de the answers that are reliable, M.

| gbal took a conservative approach, which was
to | eave the average service life as it was,
as it had been set in the |ast rate case.

M. Normand took a different approach, where

he relied on additional infornmation outside
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the study. Those are two different
conclusions. | guess it's up to the

Commi ssion to decide which of the experts

t hey found nost convincing. | wll say,

t hough, as a long-term-- as a general rule

I n depreciation, which is a long-term

| ong-1 ooki ng i ssue, Staff's general approach
Is that a conservative approach is the better
approach to take.

Significantly in the area of
depreciation is what to do with this reserve
I mbal ance that's accunulated. It's a fairly
significant dollar figure, and it's sonething
that Staff believes the Conm ssion shoul d
take a very, very hard look at. In this
i nstance, we're faced with the situation
where t he Conpany has under-depreciated as a
result of the |l ast study and therefore needs
to make up a deficiency of sonewhere in the
area of $10 million. M. Normand's testinony
that was filed in the case recomended t hat
this be anortized over 10 to 12 years. And
what that neans is we woul d take the $10

mllion and charge the ratepayers in this
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case approximately $1 mllion, and that would
be built into the rates. And that would
carry forward until the rates were changed
again. So it would be $1 mllion built into
the rates annually. The Conpany woul d
coll ect that annually.

M. Millen took a different
view from M. Nornmand's original testinony
and said that this should be anortized over

three years. So that neans you take the $10

mllion, basically divide it by three and put
that figure of, | think it was $2.7 mllion,
or $3 mllion rounding, into the rates, and

t hat woul d be recovered every year. And we

t al ked yesterday about some reasons why M.
Miullen did that. And then we asked M.
Normand if M. Normand agreed with that, and
he said, well, in this case, ny standard
reconmendation is two depreciation cycles, 10
to 12 years. He al so referenced anot her
approach which would be even nore
conservative, which is, if this inbal ance
falls in the range of 5 to 10 percent, then

no adjustnent is necessary. Just let the
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depreci ation go forward and have it taken
care of in the next case. That wasn't either
side's proposal. Staff adopted M. Normand's
actual recomrendation of 12 years. But M.
Nor mand di d point out that doing nothing is a
perfectly legitinate way to address this if
the balance is small enough and it falls
under that 10 percent, which it does in this
case; we calculated it to about 6 percent.

Now, M. Nornmand did say that
t his Conpany, that he didn't see at the
outset, but sees it now, that this Conpany
has nmade significant recent investnents in
mai ns and that that m ght warrant a shorter
anortization period if that investnent
strategy was to continue. But M. Nornand
said there are tines that this can't go on
forever. You know, iInvestnents go up and
down. So, again, the Commssion is left to
decide what to do wth all this.

We bel i eve depreciation is a
| ong-run i ssue, that a conservative approach
shoul d be taken, and that a 10-year -- a

12-year anortization, as originally proposed,
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will allow the depreciation rates to go
forward and wll be fair to custoners.

And we feel obligated to point
out that this Conpany was in the very same
situation at the tine of its |ast
depreci ati on study. There was an i nbal ance,
roughly the sane anpunt. | think it was $10
mllion. And in that case, it was the
opposite situation. They had
over -depreci ated, and they needed to return
nmoney back to custoners. And through
settl enent that noney was returned back to
custonmers over a 13-year period. So
W t nesses have said, well, that's what got us
in this situation in the first place. |
think the | esson that Staff would |ike, the
notion that Staff would like to bring forward
is let's not do anything drastic. Let's take
a conservative approach when it conmes to
depreci ation and anortization. And that's it
on the incone statenent. Those are the
I ssues before the Comm ssion concerning
revenues and expenses.

The third part of the formul a
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that you need to decide is rate base. And
again, rate base is the investnent that the
Conmpany nakes in order to provide service.

It generally -- not generally. It
substantially consists of plant. But there
Is a working capital requirenment. A worKking
capital requirenent is designed to allow the
Conpany to get a return on funds that it

i nvests because their noney is tied up and
they're entitled to a return. Nobody

di sputes that. A good way to look at this is
sort of the opposite -- well, let ne wthdraw
t hat sentence.

The only issue concerning
wor ki ng capital before the Comm ssion, as |
understand it, is whether or not the
Commi ssion should allow the inclusion of
prepaynents in rate base so that the Conpany
can earn this return. And Staff's position
I's, no, you should not because the worKking
capi tal associated with the prepaynents is
reflected in the working capital requirenent
as put forth in the lead/lag study. So why

do we say that? And we'll go back to the
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very first day of hearings when we went
t hrough the | ead/l ag study, page by page,
itemby item

So, first, what nakes up these
prepaynments? There's basically two factors,
a 90-percent factor and a 10-percent factor.
The 90-percent factor is property taxes, the
10- percent factor is insurance and ot her O&M
Ni nety percent of the prepaynents are
property taxes. Wiy are they prepaid?
They're paid because the towns require the
Conpany to pay themon a certain date, and
often that's in advance of the period. |
t hi nk everybody who pays a property tax bil
knows that, that you don't necessarily pay at
t he m dpoint of the fiscal year. You often
pay earlier in the fiscal year, before you're
getting the services that the town provides
you. So it's booked as a prepaynent, and it
sits on the books. How should the Conpany be
requi red -- how should the Conpany be
conpensated for the capital it has while this
prepaynment sits on the books? Well, it could

be it's conpensated through the | ead/l ag
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study. So the |ead/lag study | ooks at

vari ous expenses and revenues that the
Conpany -- that are experienced in the
Conpany's operations. And in the case of
property taxes, since it's a fairly large
cost nunber, and it's a fairly limted nunber
of bills, the Conpany studied the property
taxes, bill by bill, town by town. And we
went through all this on the very first day
of hearings. And what we denonstrated is
that for all the property taxes that are paid
by the Conpany, fromthe very day that that
bill is received and booked to the very day
it's paid, and to the very day that the
Conpany recei ves paynent fromthe custoners
to cover this, because custoners don't pay
their bills the day they're received, al

that is taken into account in the |ead/l ag
study. So the entire universe of worKking
capital associated with property taxes is

| aid out all before you. And because the

| ead/l ag study is so detailed, there's no
reason to then also put the property taxes --

the prepaid property taxes in rate base.
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That's our position in a nutshell. Now, the
Conpany will tell you that -- well, they
agree maybe in theory. But the answers cone
out differently. Qur answer to that is the
property -- the lead/lag study is the nore
detailed, reliable source on which to
evaluate its working capital needs. And
Staff has no probl emrecomendi ng that the
Conpany be conpensated for its entire working
capital needs. W just don't want themto be
conpensat ed beyond that.

Now, the 90 percent -- or the
10 percent. The 10 percent is nade up of
I nsurance and ot her O&%M expenses. Now, if
you go into the | ead/lag study, you're not
going to find a tab for insurance, but you
wll find a tab for G& And unlike with the
property taxes, | don't believe the Conpany
exam ned every single O&M expense and every
single O&M i nvoice. They took a sanple and
came up with a reasonabl e nunber that could
be applied to &M And that's what they did.
But the theory is the sanme. Even though it

wasn't done on a bill-by-bill basis, all the
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general O&M | eads and | ags are accounted for
in that study, and that's why we recomended
prepaynments not be included in the rate base.
There's one other thing | want
to say about this. This issue actually cane
up last year in the Conpany's electric rate
case, and it cane up in the Unitil electric
rate case last year. M. Millinax proposed
t he sanme adjustnents in the electric cases
| ast year, and both of those cases were
resol ved by settlenent. And since | was
involved in that settlenent, | can say that
was a reasonable all owance for this issue, in
Staff's view And we were happy to accept
the settlenent. This year, both of those
corporations, Unitil and Liberty, filed gas
rate cases. And in the Unitil case -- the
Northern Utilities case, Northern Utilities
opted not to include prepaynents in rate base
in their case, so it wasn't an issue in that
case. It is an issue in the EnergyNorth case
because they continue to put the prepaynents
in rate case. Staff is very interested in

the Comm ssion's view on this because we'd
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| i ke a precedent set that we could apply to
ot her cases, so we have the Conmm ssion's view
going forward as to what the appropriate
treatnent is for prepaynents.

There are two other rate base
Issues in this case. One is a direct rate
base issue, the other is what I'll call "kind
of a rate-basey” issue. The training center
is a rate base issue. | think, as everyone
knows, Staff has recommended that the
training center be excluded fromrate base in
its entirety, and we spent a lot of tine in
this case tal king about why. And |I'm goi ng
totry to sunmarize it here as quickly as |
can.

It all cones down to the
question of prudence, prudent investnent.
Qur understandi ng of what a prudent
Investnent Is, is what a reasonabl e person
would do in a circunstance with infornmation
that it has or reasonably should have had
when making a decision. And |I think if you
read precedent, you'll see in the case of

utilities, you would | ook at nmaybe not a
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reasonabl e person off the street, but a
reasonably inforned utility executive. So,
in other words, a person that's famliar with
t he busi ness, what kind of a decision would
t hey make, what information would they need
to nake a reasonabl e decision. And so when
this issue cane up, we asked what's the basis
for the decision, and we were given a
busi ness case. And the business case is four
years old. And it's unfortunate that so nuch
time has passed. But in fact, this is the
case where the training center was put into
rate base.

M. Millen's tal ked about
ot her dockets. The first docket was a rate
case. And the training center was not built
yet and it was proposed as a step adjustnent,
and that case was ultinately settled with no
finding on the training center. The next
case was an affiliate docket, which neans
there was a contract between EnergyNorth and
Granite State Electric having to do with the
facility. But that's not an appropriate

docket to conduct a prudence review. It's an
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affiliate docket. And |ast year the issue
cane up in the electric case, but the

el ectric case didn't have the plant in rate
base. The electric case involved the |ease,
and so there was no opportunity to reviewthe
prudence of the facility because it wasn't in
the electric conpany's rate base, only | ease
paynents were included. That case was
settled. Again, | was involved in that.

From Staff's perspective, | can say there was
a reasonable allotnment or adjustnent in that
settlenent to cover this issue. But the

i ssue was clearly teed up to be reviewed in
this case because this is where the training
center has been proposed to be put into rate
base.

So, with that little bit of background,
we asked, "What was the decision to build the
training center?" And we were provided wth
a business case, and it had a fairly sinple
analysis. It said the training center is
going to cost $1.1 million, and it's going to
save us $400, 000 a year because currently we

send our enpl oyees down to National Gid for
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training, and that's not going to be
avai | abl e anynore, or that's not the best way
to do it, and so a sinple three-year payback.
And | think anybody probably would reasonably
say, well, that sounds |i ke a reasonabl e
thing to do. Spend a mllion dollars and
save $400,000 a year. No problem But the
busi ness case didn't reflect the information
t hat a reasonable, prudent utility executive
ei ther knew or shoul d have known at the tine.
And we went through with M. Millen the
litany of expenses that any person would know
woul d be encountered when building a
building. Things |like site work and
excavati on were excluded fromthe anal ysis
fromthe very beginning. |1'mnot going to go
t hrough all the costs. They' ve been exam ned
in detail. You have Liberty Consulting' s
report that examned it in detail. But
suffice it to say there was a substanti al

li st of investnents that woul d have had to
have been nmade in order for this training
center to have been built that were not

factored into the original decision. And
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beyond that, the original decision

contenpl ated a one-story building at one
mllion dollars. And if you |look at the tine
frame for the training center, alnost

i medi ately it was determ ned that this would
be a two-story building. Cbviously, nore
stories, nore costs. And again, | encourage
t he Conm ssion to go through the anal ysis of
where these costs canme up and whet her or not
in your view you think the utility executive
t hat nmade this decision knew or reasonably
shoul d have known about these costs that cane
up. One of themis the -- well, |I'"m not
going to go through in detail. W spent a
lot of tinme on it in the hearing.

The ot her side of the equation
are the savings, okay. So, again, a fairly
sinple analysis. W're going to save
$400, 000. Over half of that $400, 000
I nvol ved instructor fees. And as one would
expect, when Liberty built its training
center, they had to have their own
instructors. So they hired two instructors.

Agai n, we don't know what those instructors
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cost. That's been asked a couple of tines.
But, you know, we know it's two full-tine
enpl oyees. | think a reasonably inforned
utility executive would know that if you
built a training center, you're going to have
to have instructors to put into that training
center. Therefore, | shouldn't take that as
a savings. So that would change the sinple
t hree-year payback analysis quite a bit.

And so then the question is:
Well, what do you do? You know, the Conpany
said the other day, we understand we can't go
back and do a better study four years ago.
And we don't want the Conmm ssion to | ook at
this with blinders and sort of hang the

Conpany up on this one busi ness case that was

put before them | think you need to take a
br oader | ook. So what type of -- what should
you do? | think the question was: Should

t he Conpany have inforned the Staff that

t here were cost overruns, or, you know,
shoul d they have chosen not to extend the
road when the city required themto extend

the road. Wat choice did they have? These
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were all things that | think the Conpany does
have to grapple with. They need to do, in
Staff's view, whatever analysis is needed on
an ongoi ng basis to convince thensel ves that
this is a good idea. And Conmm ssion G ai nD
asked, "lIs there a break point where you pull
out?" Those are, you know, things that need
to be anal yzed.

Qur problem Staff's problem
with this training center is that the only
fi nancial analysis that was ever produced was
this initial three-year payback. There was
no foll owup financial analysis. Wat we' ve
seen were statenents that, well, we had to
build a training center. There were no other
options. Wat other utilities do is not what
we want to do. W don't think it's
efficient. W think it's nore efficient to
do that. And those all may be very valid
points. But as M. Igbal testified, our job
is to look at the anal yses that the Conpany
did. And the anal yses were non-exi stent.
They were sinply statenments by the Conpany

that this was the only way to go forward. W

49

{DG 17-048} [Day 7 Hearing] {03-27-18}




© 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

bel i eve the Conpany needs to be to held to a
hi gher standard than that. W believe they
need to be held to a strict, prudent

standard, where their decisions both to start
a project and conplete a project are
supported by verifiable, robust financial

anal ysis. Now, we understand that this is
not a revenue-producing item So it's not

i ke the i NATGAS situation, which we're going
to talk about in a mnute. This is an item
that's going to be paid for entirely by the
EnergyNorth ratepayers. To the extent there
are sone savings, that's great, and that's

i mportant. But we believe an investnent |ike
this requires special scrutiny. W strongly
di sagree with counsel's statenent in the

cl osing hours | ast night that there's sone
sort of a presunption of prudence wth
respect to investnents that the Conpany
makes. |'ve never heard of a presunption of
prudence. | don't believe it exists. And in
this case, this binder came in with testinony
upon testinony, and nothi ng about the

training center. And it wasn't until the
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Comm ssion i ssued an executive letter in the
affiliate case that directed the Conpany to
put in testinony in this case that any
testinony at all cane in to the training
center. The only nmention of this training
center and the binder that cane in when the
case started was the four-point-sonething
mllion dollars plopped into rate base and an
adjustnent to reflect the | ease paynents from
the electric conpany. W don't believe that
was appropriate. Now, in the Conpany's
fairness, they responded dutifully to the
executive director's letter and put in what
we believe is a robust record. | don't think
we coul d have asked any nore questi ons about
the training center or gotten any
information. So, all the information is
presented before the Conmm ssion to make the
deci sion as to whether or not the training
center was a prudent i nvestnent.

And | astly, the "rate-basey"
item This is i NATGAS. And | say
"rate-basey” because it's alittle bit

different. Staff's not reconmendi ng a
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hundred percent rate base exclusion in this
case. Staff has tailored a recommendati on
that fits the circunstances that the Conpany
has put before us. The fundanental -- there
are two the fundanental differences between

I NATGAS and the training center: One is that
I NATGAS has the potential to produce
revenues, and significant revenues; secondly,
that the financial assessnent related to

i NATGAS was not only passed through seni or
managenment of the Conpany, but it was
actually brought before the Comm ssion. So
in this case, the analysis that | tal ked
about, what a reasonably infornmed utility
executive would do in the situation, that
deci si on was brought before the Comm ssion in
2014 because i NATGAS was goi ng to be taking
service under a Special Contract; therefore,
It needed special approval. They weren't
going to take the tariff rates. So there was
a proceeding in 2014 about i NATGAS. And what
was brought before the Comm ssion was a --
well, let nme back up.

There were a coupl e of
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anal yses that were done for i NATGAS at the
seni or nanagenent |level. One of them was
sort of a sinple payback. And then if we
pul | ed out the exhibit, the business case
that related to i NATGAS, under fi nanci al
assessnent there was a reference nade to the
Conmmi ssi on proceeding -- in other words, the
financi al assessnment would be presented to
t he Comm ssion in the Comm ssion proceedi ng.
And it was in that proceeding that the DCF
anal ysis that we've tal ked about was done.
And before the Conmm ssion had been
essentially two -- well, | guess three now,
as of yesterday, DCF anal yses. But basically
two. One was put before the Comm ssion in
2014, and then the other, which we asked for,
Staff asked for, was what would this DCF
anal ysi s show now t hat we know what the pl ant
actually cost. So | want to focus first on
the initial analysis that was brought before
t he Comm ssion in 2014.

Thi s anal ysis indicated that
$2.2 mllion would be spent and three

scenari os of revenues woul d hopefully be
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realized. And that analysis showed a
reasonabl e | evel of benefits that the Staff
relied on in recomendi ng that the Conm ssion
approve this i NATGAS contract and entered

into a settlenent with the Conpany which the

Comm ssion ultimately approved. It was based
on $2.2 nmillion, and it had sone revenue
scenarios. | wll note that in the i NATGAS
proceeding, | believe the Ofice of the

Consuner Advocate took the opposite view and
t hought that this contract shouldn't be
appr oved.

The $2.2 million is
significant. Most custoners -- in nost
i nstances, the Conpany doesn't pay for
equi pnment behind the neter. Usually
i nvestments that are nmade behind the neter --
I n other words, on the custoner's side of the
neter -- are paid for by the custoner. This
$2.2 mllion is actually dollars that the
Conpany is going to -- that the Conpany
i nvested on the custoner's side of the neter.
And the understanding was that this $2.2

mllion could be put in rate base and
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therefore paid for by all other custoners.
And accordingly, the revenues that came from
this i NATGAS arrangenent woul d al so be passed
on to other custoners. So, essentially, the
ot her customers would bear the risk of this
arrangenent, and the Conpany would earn a
return on its $2.2 mllion. And that was the
arrangenent that was set up. However, what's

been shown in this case is that the $2.2

mllion that was put before the Conmm ssion
was fl awed. | think M. Frink used the term
"the analysis was flawed."” So why was the

anal ysis fl awed?

First of all, there were $1
mllion worth of conpressors that were
i ncluded. And again, | can pull out the

exhibit, but I think we all renenber the four
| evel s of cost at the top of the exhibit. |
asked the wtness, "D d that include any

| abor associated wth installing these
conpressors?" And the wi tness said, "No,
that was just the parts.” And then the
second line on that chart, in terns of cost,

was entitled sonething like "Piping, neter,
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survey, et cetera.” And | think the third
cost was a contingency. And | forget what
the fourth cost was. And it all totalled up
to $2.2 nmllion. And as we know, the plant
ended up being over $4 nmillion, alnobst $5
mllion, if you include AFUDC.

So, in the course of this
proceedi ng, naturally Staff wanted to know
how did we get from$2.2 to $4.4 million.

And one of the things that the Conpany said
was, well, we accelerated. This was supposed
to be a two-phase project. And we

accel erated the second phase, and that led to
sone additional costs. And in |ooking at the
original analysis that the Conpany had put

in, it becane clear that the three revenue
scenari os that they had presented couldn't be
achi eved wi thout these accelerated costs
bei ng spent. And the reason | say that is
the three scenarios that were presented on

t he DCF anal ysis were called "m ni mum

t ake- or-pay," "baseline" and "accel erated.”
And the Conpany w tness stated on the stand

that, yes, in retrospect, the costs for the
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accel eration were not on this sheet, this
original DCF analysis. So what that neans is
t he anal ysis that was presented coul d never
have produced the revenues that were set
forth in the third scenario, the accel erated
scenari o, because the analysis didn't reflect
the i nvestnents that were necessary to serve
that | evel of |oad. And when one | ooks even
cl oser, one sees that the baseline assunption
had the very sane | evel of sales as the

accel erated scenario. |In other words, it
didn't have the accel erated scenario, didn't
have hi gher volunes, it had the sane vol unes
as the baseline, just accelerated. But if

t he plant investnent that was needed to serve
that | evel of |oad was not included in the
anal ysis, that second baseline | evel of
revenues coul d never have been received
either under this analysis. So, our viewis
that this analysis was significantly fl awed.
It presented a situation to the Conmm ssion

t hat never could have been achieved. Only

t he take-or-pay scenario could have been

achi eved. Now, the analysis was presented on
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sort of a fast-track review back in 2014.

The Conpany asked for a 30-day approval, and
| think they got approval in 90 days.

Anyway, so the record on that case speaks for
itself.

So there were other things
that led to the cost overruns -- well, the
cost increases that got us from2.2 mllion
to 4.4 mllion. And again our question was:
Coul d t hese have been included in the
original analysis? Wat was it about these
expenses that prevented the Conpany from
putting these in the original analysis so
that a reasonably prudent decision could have
been nmade back in 2014? And again, M. Hal
went through themin a fair anount of detail,
and M. dark in a fair anpunt of detail.

But what | recall fromthat was a substantia
| evel of expenses for asphalt and concrete.
Now, we all visited the facility and we all
saw there's an awful | ot of asphalt and
concrete at the facility. Not that it's not
needed, it just happens that that's what

struck ne when | saw the facility. So if you
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go back and | ook at the original analysis and
ask -- | think the nunber was 1.5 mllion in
asphalt and concrete -- and ask, well, where
was that in the original analysis? Wll,
again, we only had the four cost itens in the
original analysis: Conpressors, contingency,
land is the fourth one that | couldn't
remenber, and then this catch-all piping,
nmet ers, survey, et cetera, $650,000. Wll,
if the asphalt came in at a mllion or a
mllion and a hal f, or whatever it cane in
at, | asked the wtness to break it down for
me and he couldn't. But | think if you read
M. Hall's testinony, he nentions asphalt and
concrete a couple of tinmes. And both tines
there was a fairly high nunber attached to
it. It's about a mllion to a mllion and a
hal f dollars of asphalt and concrete. Any
reasonably infornmed utility executive woul d
know that this plant can't be built wthout a
substantial anmpbunt of asphalt and concrete.
Again, it goes back to the original decision.
Secondl y, the Conpany deci ded

to what I'lIl call "weatherize" sone
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conponents of the equipnent. | think they
said they took sone equi pnment that was going
to be left to the elenents and put a canopy
over it and took other pieces of equipnent
that were going to be covered with a canopy
and went to a three-sided building. Fair
enough. We're not in a position to judge
whet her or not that sounds |ike a good idea.
Sounds like a good idea to us. But what is
it about this design that cane up later in

t he process that couldn't have been

di scovered or shoul d have been di scovered
when the original anal ysis was put together?
We don't believe the weather conditions in
New Engl and got any worse or anything |ike
that. Qur conclusion fromall this is that
the initial analysis was not a robust

anal ysis, and it excluded many, many expenses
and i nvestnents that either were known or
shoul d have been known. And worse than that
is the fact that it couldn't even produce the
revenues that were put forth on the page.

So, fromthe outset, |ike the training

center, we feel that the analysis was fl awed
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and produced a flawed result. And again, the
Conpany was hit wth sone changi ng

ci rcunstances. Wat are we supposed to do,
not build the road? | feel conpelled to
poi nt out that this case was going on in -- |
think the case was filed in April of 2014,
and t hey asked for 30-day approval. |

beli eve the hearing was held June 15, 2014
and t he deci sion approving the Speci al
Contract was July 30th, 2014. M. dark
testified that the first he heard about the
road, needing to extend this road, re-pave
the road all the way down to the facility,
was sonething like in an e-mail on sonet hi ng
i ke June 18th, 2014. |In other words, it was
happeni ng at the sanme tine. Now, do | fault
t he Conpany for not comng in and telling the
Conmmi ssi on before the decision was entered
that things had changed? | guess if it was
just the road, you know, and no one -- |

don't know. | just want to point that tine
line out for you and | et you deci de whet her
or not you think the Conpany nmanaged this

proj ect appropriately.
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But | wll say that there was
sone tal k yesterday about a worst-case
scenari o and whether or not the take-or-pay
revenues which are contractual ly guaranteed
Is the worst-case scenario. And M. Frink
was very clear about this in his testinony.
The worst-case scenario in this instance is
that i NATGAS just doesn't continue to do
busi ness. And there were sone protections
built into the original agreenent through the
original case, | believe after consultation
wth Staff, that would protect EnergyNorth
and the custoners in a worst-case scenario
t hat nay have invol ved an escrow account that
has a limted time frane and that the escrow
account is succeeded by a personal guaranty
from soneone fromi NATGAS. But those are
personal guarantees. It's just that. It's a
personal guaranty. And the Conpany has sai d,
well, if all goes wong, we'll end up owni ng
the facility. Staff doesn't find that to be
very conforting because the Conmpany woul d
t hen end up owning the facility, and the

reason it's closed i s because there's no
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custoners. So we think that's the worst-case
scenari o.

And | asked at the end of a
very, very long day yesterday if M. Millen
woul d have -- you know, one of the anal yses
that the Conpany put in showed that there was
a net present value, even with all cost
overruns, that there was a net present val ue
of about $212,000. And | asked M. Millen
woul d he go into senior managenent's office
and recomrend that the Conpany spend $4.5
mllion to earn $212,000, and he said he
would. And on rebuttal, | think M. Sheehan
appropriately pointed out that in that
$212,000 was already a return for the utility
and that the utility would earn its full
return and that the $212, 000 was sort of
"extra on top of that.”" He didn't use those
words. Those are ny words. Wen | thought
about it, the question | really should have
asked M. Mullen was: |If you were to go to
t he ratepayers and ask the ratepayers for $4
mllion, would the ratepayers agree to put up

$4 million with the possibility of earning
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$212, 000? Because that's what's really shown
on that sheet. The Conpany woul d get full
return on their $4 million investnent, and
it's only the excess that's going to be

fl owed back to custoners. | would submt
that the ratepayers would say no, we're not
interested in putting up $4 nmillion so that
we have the possibility of getting $212, 000
back. And then there were other scenari os,
and that doesn't include AFUDC. But I'm
going to |l eave that where it is.

| believe that conpl etes our
I ssues on rate base. So what we've gone
t hrough are the revenue issues, the expense
I ssues and rate base.

And t he next thing that
happens in a rate case is once the revenue
deficiency is decided, the Conm ssion has to
deci de who's going to collect this revenue
deficiency, howis it going to be spread to
custoners, over what charges. And that's a
process that's referred to as "rate design
and revenue allocation.” |In this instance,

the Conpany put in what I'll call a "fairly

64

{DG 17-048} [Day 7 Hearing] {03-27-18}




© 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

65

traditional” rate design and revenue

al l ocati on schene. They did an all ocated
cost study, which | believe is either
required by rules or precedent. They did a
mar gi nal cost study, which is required by
rules or precedent. And they presented
custonmer charges, and they went through the
standard rate design process. And the
underlying principle in rate design in New
Hanmpshire, for | think at |east the |ast 20
years, is to balance all the rate design
goal s that we tal ked about with M. Therrien.
But general ly speaki ng, the Conpany --
general |y speaking, the studi es produced
mar gi nal costs to serve that are higher than
what the Conpany's current rates reflect,
particularly in terns of custoner charges.
In other words, they go through the margi nal
cost study, and they cone up with a very high
nunber of the marginal cost to serve. And
general |y speaking, there is a novenent

t owards nmargi nal cost base rates. And the
Conpany general ly proposes not to nove

entirely towards what the studi es show, but
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to make a gradual novenent towards the
underlying margi nal cost to serve. And it's
a great sinplification -- I'"'msorry. It's a
sinplification of a conplex area, but that's
essentially, | believe, what has gone on.
And | believe it's what happened in this
case. And the Staff had no problemwth
that. We reviewed the studies. W've seen
t hem before. There was not hi ng unusual in
the rate design or the class allocation
issues in this case. And we spent very
little tinme in our testinony tal ki ng about

t hat i ssue.

Now, in this instance, the
settl enent produces a significantly different
result. Again, | just want to point this out
to the Conmm ssion. The custoner charges in
the settlenment, at least wth respect to
residential custoners, reversed that novenent
that |1've been tal ki ng about, which has been
the rate case precedent for the last 10 or 20
years, and it significantly reduces custoner
charges to the residential class. And it

also flattens the two bl ocks of the rates.
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And Staff is not taking a position whether
that's a good idea or a bad idea. W just
want to point that out to you, that the
settl enent contains a significant change in
rate design policy and precedent, in that it
noves in the opposite direction of what the
under | yi ng studi es show.

Now, coupled with the rate
desi gn proposal in this case is a decoupling
proposal. And these have been | unped
t oget her because they are linked. And the
Conpany, as they were not quite required to
do, | think, but |I think they took the
opportunity that the Conmm ssion provided in
t he EERS docket and provi ded a decoupling
mechanism | believe it's the first tine
that any utility has proposed the decoupling
provision in this case, although, as | say
that, I'mrem nded of what M. Kreis told us
about from 2008. So nmaybe it's not the first
time. It's the first tinme since EERS.

And Staff | ooked at their
decoupling proposal. And their decoupling

proposal was presented by M. Therrien. And
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as we went through with M. Therrien, it
contai ned an el aborate, detail ed history of
decoupling in New Hanpshire and stated in
many, many pl aces that decoupling is needed
to sever the link between the utility's sales
and earnings so that they would be free to
pronote energy efficiency. And they would
not suffer fromthis disincentive that is
built into the process whereby they nake nore
money if they nake nore sales. The idea is
this way they'll nmake the sane anmount of
noney, irrespective of their sales |evel.
Sever that link so that they will be free to
pursue energy conservation. And | think
everybody agrees that's what's behind
decoupling. That's the goal we're trying to
pr onot e

The Staff's -- and | shoul d
say that the Staff al so proposed a decoupling
provision in this case. M. |lqbal proposed a
decoupling provision in this case. The
problem Staff has with the decoupling
proposal that ultimately ended up in the

settlenent is that it incorporated a
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weat her-nornal i zati on aspect to it. And I
keep being tenpted to call it "a wolf in
sheep's clothing.” 1In other words, we have
this energy efficiency goal and we want to do
decoupling. So we'll do decoupling, and then
we'll bring in this weather nornalization,

i ke a Trojan Horse. But there's nothing

i nherently evil about this

weat her nornmalization. |It's not necessarily
wrong or necessarily right. So I'mgoing to
call it "a beagle in sheep's clothing." You

know, it's got sone appeal, okay. But | just
want -- again, our goal here is to clarify
the record for the Comm ssion. So let's be
clear what this is, and let's be clear as to
t he magni tude of what this is and whet her or
not it relates to energy efficiency.

| f the Conmm ssion had want ed
to insulate the Conmpany fromthe inpacts of
weat her, | think the Comm ssion would have
I ssued a series of orders that said let's
i nsul ate the Conmpany fromthe inpacts of
weat her .

Now, we've gone through this
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before at length in the hearing. But rates
are set on nornmal weather. And in col der
W nters, gas utilities nmake nore revenues,
and in warnmer winters they nmake a | ower | evel
of revenues. And those sw ngs have been --
have fallen in the | ap of the Conpany. The
Conpany has had to manage those swings. This
"beagle in sheep's clothing” will renopve that
and all ow themto adjust up and down,
dependi ng on what the weather is. Again,
not hi ng i nherently wong with that, but let's
at | east be clear about what we're doing.

If the Conmm ssion w shed to sever the
| i nk between sal es and earni ngs and t her eby
pronote energy efficiency, the Conm ssion
coul d acconplish all that by adopting M.
I gbal ' s decoupling provision, because it does
all the things that M. Therrien -- that the
settl enent provision does, but it does not
weat her-nornalize. So I'mgoing to | eave it
at that.

You have two choices to take before you
i n decoupling. One keeps the weat her

situation status quo; that's M. Igbal’s.
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The settl ement nmakes a fairly significant
shift in years of precedent concerning who
bears the risk of weather. And | wll point
out that when we asked the w tnesses several
tinmes which is the bigger inpact, they all
agreed that the weather-normalization
adjustnment on the bill -- we had a sanple
bill -- was going to be significantly | arger
t han the ot her aspect of the decoupling
nmechani sm such so, that the weather
normal i zati on would be on the bill and be
done every nonth to snoboth out the
fluctuations. And the other portion of the
decoupl i ng, which we believe would take care
of the energy efficiency disincentive, would
just be included in the LDAC, like all the
ot her char ges.

So, in a typical rate case, we
woul d be done. W' ve covered cost of
service, rate base. W've had a coupl e of
prudence di scussions. W' ve covered rate
design. In this case, we've covered
decoupling. But we have one nore issue we

have to deal wth, and that has to do wth
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what to do with the Keene Division.

Staff has stated in this case
they are proposed to the Conpany's -- they
are opposed to the Conpany's proposed roll-in
of the Keene Division into EnergyNorth for
two reasons, primarily. One is the -- two
reasons that are related. One is that
they' re concerned about cross-subsidy. Now,

t here's been di scussion about how big the
cross-subsidy is. 1Is it significant, is it
not significant? Should custoners in
Manchester pay for customers in Keene, and so
on and so forth. Qur concern here is that
there really isn't enough information to know
how big a cross-subsidy this is. W know on
t he basis of the historic test year that the
subsidiary was in the area of $900, 000. And
| believe there was sone provisions in the
settl enent that would have reduced that
subsidiary to $700, 000, or sonething like
that. But we do not know what the actual

cost of converting the Keene systemis. W
do not know how nmany custoners the Conpany is

going to get. W don't know how profitable
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those extensions are going to be. This is
new territory. Taking an existing propane
system and putting natural gas -- conpressed
natural gas or liquified natural gas through
it is something that this Comm ssion has no
experience with, to ny know edge, and nor
does the Conpany. So we can't sit here and
tell you that it's going to be an expensive
proposition. But | will say that Staff is
concerned about that, and we believe the
Commi ssi on shoul d be concerned about that.
We al so have concerns based on
our review of things |like the training center
and i NATGAS. W are weary of long-term
capital cost projections. And so, based on
t hose concerns, Staff has recomended t hat
this consolidation not take place at this
time, that the Conpany present a fully
allocated -- and when | say "all ocated,"
al |l ocated between the divisions -- a fully
st and- al one, typical cost of service, rate
base, revenue deficiency cal culation for the
Keene Division, and present a detailed

busi ness plan that will denonstrate that
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Keene has the opportunity to make a profit
all the tine -- over tine. And even over a
long termis appropriate, like the DCF
anal yses are done, to show that there is sone
opportunity, a reasonable opportunity for
this cross- shifting to be m nim zed.
Secondly, we al so believe that
t he Keene custoners should be protected from
this expansion, simlar to what was done up
in the other areas of the expansion. The
protection -- and by that | nean Lebanon and
Hanover. The protection that's built into
this settlenent agreenent is a protection to
limt the cross-subsidy. And we think
that -- Staff thinks that's an inportant
aspect. In other words, it does provide sone
protection to the existing EnergyNorth
custonmers that they not be required to
over -- that they not be required to
cross-subsidi ze the Keene custoners. But in
our view, what's |lacking fromthe settl enent
is any protection fromthe Keene custoners as
this project gets rolled out and costs are

i ncurred.
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So, those conplete ny
comments. In closing, | would ask that the
Commi ssion carefully review the 75-plus
exhi bits that we put before you over the
course of these past two weeks. W, Staff,

I n our expert opinion, reconmmend that you not
adopt the settlenent that was entered into by
t he Consuner Advocate and the Conpany, again,
because taken as a whole, we believe it wll
not produce just and reasonable rates.

W thank the Conmm ssion for their tine
over these past couple weeks. W appreciate
the effort that was put into the case by the
Conpany and by the Consuner Advocate. And we
wi sh you well in your deliberations and
deci si ons. Thank you.

CHAI RVAN HONI GBERG  Thank
you, M. Dexter.

Let's take a five-m nute
br eak.

(Brief recess was taken at 11:29 a.m,
and the hearing resuned at 11:43 a.m)
CHAI RVAN HONI GBERG M.

Kreis, you're up.
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MR. KREI'S: Thank you, M.
Chai rman, and thank you to all three
Commi ssioners and all the parties for their
t houghtful attention to this proceeding as it
has been unfol ding over the | ast few days.
It's been quite an odyssey.

RSA 541- A: 31, Paragraph V(a)
says, "Unl ess precluded by | aw, infornal
di sposition may be nmade of any contested case
at any tinme prior to the entry of a final
deci sion or order by stipulation, agreed
settl enent, consent order or default."”

RSA 541- A: 38 says, "Except to
the extent precluded by | aw, i nfornal
settl enent of matters by non-adjudicative
processes i s encouraged. This section does
not require any party or other person to
utilize informal procedures or to settle a
matter pursuant to infornal procedures.”

And finally, Rule PUC 203. 20
says, in Paragraph (b), "The Comm ssion shall
approve a disposition of any contested case
by stipulation, settlenent, consent order or

default, if it determnes that the result is
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just and reasonabl e and serves the public
interest."

This is a contested case
wi thin the neaning of the Administrative
Procedure Act and the Comm ssion's rul es that
has been presented to you as a settl enent
within the neaning of the provisions | have
just quoted. Al of the parties to the case
have agreed upon a resolution of all of the
i ssues, and the record adduced at hearing
anply denonstrates that the result is just

and reasonabl e and serves the public

I nt er est.

It 1s also, as far as | know,
a historic case. | know of no other
proceedi ng -- and perhaps there is one, but

|'ve never seen it in the 18 years |'ve been
hangi ng around the agency -- in which all of
the parties to a contested case have settl ed,
but w thout the explicit support and assent
of the Comm ssion Staff. How you handle this
particular situation will send a nessage to
the utilities, to other litigants, and

certainly to ny office. The situation throws
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into sharp relief the role in a proceedi ng
l'i ke this of the Conm ssion Staff, of which,
as everyone knows, | am a proud al ummus.

Rul e PUC 203.01, that's the
very begi nning of the Comm ssion's rules on
how it handl es adj udi cati ve proceedi ngs,
says, and | quote, "Wen participating in an
adj udi cati ve proceedi ng, the Conmm ssion Staff
shall be subject to the rules in this part in
t he same manner and to the sane extent as a

party." This teaches us in plain English that
the Staff of the Conm ssion is not a party.
It's just subject to the rules and nust abi de
by its limtations as if it were a party.
Thi s, of course, helps those of us who are
parties, or representatives of parties, and
it helps the Comm ssion.

How does it do these things?
Well, in nost adjudicative organi zati ons,
I ncluding the four for which I have worked
ot her than this one, the deciders have
advi sors. But the advisors get to do all of

their advising strictly behind cl osed doors.

Had the 2010 EnergyNorth Natural Gas rate
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case been handled that way by this
Comm ssion, the world would never have known
that two of the Conmm ssion's nbost senior and
respect ed advi sors, Tom Frantz and MarKk
Nayl or, were virulently opposed to revenue
decoupl i ng because, and here |I'm quoting from
Page 4 of their prefiled testinony in that
docket, "Traditional cost of service
rat emaki ng has been in place for decades and
is not a systemthat is broken.” In our
system when the Conm ssion gets advice |ike
that fromits Staff experts, that advice is
subject to all of the skeptical scrutiny that
di scovery and hostil e cross-exam nation from
very notivated parties can produce. And we
have seen this process at its best here.
Your Staff has been forthright and incisive
Wth respect to scrutinizing the terms of the
settlenent agreenent. And the parties have
had a full and fair opportunity to expose the
flaws in Staff's argunents, which are nany.
The OCA has made no secret of
the fact that revenue decoupling is the nost

I mportant issue to us in this case. But we
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did not consider or analyze this question in
I solation, and the settl enent agreenent does
not address the issue in isolation either.
Prior to signing the settl enent agreenent,
Li berty was requesti ng a whoppi ng, big
revenue increase of $14.5 mllion, an
outrageously high return on equity of
10. 3 percent, and a great |eap backwards in
terns of rate design via massive increases to
its fixed charges. Ranping up fixed charges
i's an anat hema to ratepayer advocates
ever ywhere because that puni shes custoners
for doing everything we want and you shoul d
want custoners to do.

Via the settl enent agreenent,
Li berty gets the proverbial "haircut."
Nearly a third of their requested revenue
Increase is gone. The ROE is down to a just
and reasonable 9.4 percent. And to the
Conpany's great credit, it has agreed to
reduce fixed charges to a level that is $2
| ower than the current fixed charge for R 1
cust oners.

Now, | have just a few things
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to say about all of that. Staff |ikes that
9.4 percent ROE, and well they should. But
t he Conmi ssi on cannot consi der that
particul ar piece of the outcone in isolation.
It appears as a specific figure in the
settl enent because the PUC has nmade crystal
clear that it wll not approve "black box"
settlenents that fail to disclose what return
i s reasonabl e for Conpany shareholders. In
fact, | would like to rem nd everyone that
9.4 percent is well north of the ROE
reconmended by our expert w tness of
8.4 percent. And our expert wtness, Pradip
Chat t opadhyay, is the very best in the
busi ness. The Staff seens to think you
shoul d enbrace the sane conprom se we reached
with Liberty on ROE and then chip away at
sone of the other conprises and
accommodati ons to which we agreed. You nust
not do that.

As the settl enment agreenent
specifies on Page 14, "This agreenent is
expressly conditioned on the Conm ssion's

acceptance of all its terns, w thout change
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or condition.” If the Conm ssion does
ot herwi se, both we and Li berty have reserved
the right to withdraw the agreenent, at which
poi nt we are back to square one. And let ne
be clear: The OCA takes that right which we
reserve for ourselves very seriously.
think I mght have heard the Chairnman suggest
that the options before the Conmm ssion are
the terns of the settl enent agreenment or the
resol uti ons proposed by the vari ous parties
in their prefiled testinony. | respectfully
di sagree with that view of the choices that
are presently before the Comm ssion because
of the way the settl enent agreenent is
structured. If the Comm ssion chooses not to
adopt the settlenent agreenent, we're really
back to square one. And we woul d expect and
request the right to appear at further
heari ngs and defend the original positions we
took in our prefiled testinony. Anything
| ess rai ses serious due process issues.

We take very seriously our
responsibility to | ook at the revenue

requirenents a utility is requesting and
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evaluate it skeptically and thoroughly. As
has been anply docunented on the record here,
this proceeding rai ses sone very serious

I ssues about prudence and about the propriety
of sinply absorbing the Conpany's Keene
service territory into the Conpany's greater
service territory and consolidating their
rates.

W all took that field trip
over to i NATGAS the other day. The silence
t here was deafening. Yes, there are issues
with the way this Conpany plans and t he way
it deploys capital. But poor planning does
not automatically equal inprudence. That's
not the way it works. M/ ultinmate point
about the revenue requirenent and the other
i ssues is that we, neaning the OCA, took a
hard and t horough | ook at the evidence on al
of the issues that were raised in this
proceedi ng, both the issues focused upon by
our witness, M. Brennan, and the issues so
t horoughly investi gated and di scussed by the
Staff's much vaster arny of w tnesses. W

assessed the litigation risk, and we cane to




© 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

a reasonabl e conprom se with the Conpany.
Any inplication that we were not vigilant in
defending the interests of residential
custonmers is utterly without basis in fact.

| shoul d al so point out,
recalling fondly the rather pointed coll oquy
| had with the Chairman on this subject
several days ago, that the settl enent
agreenent contains the standard | anguage
about the non-precedential effect of its
terms. | agree that the settl enent agreenent
implicitly asks you to nmake prudence
det erm nati ons about expenditures that may
not have been entirely prudent. | agree that
we won't want to be re-litigating i NATGAS and
the training center in perpetuity. But I
guar ant ee you that when this Conpany is back
for its next rate case, as it has promsed to

do after the 2020 test year at the |atest, we

w Il | ook anew at everything this Conmpany has
inits rate base, and we hope you will do the
samne.

Whi ch brings nme to decoupling.

Wiy is decoupling the nost inportant issue in
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this case, from our perspective as the
advocates for residential utility custoners?
It's because of the Holy Grail of all
cost-effective energy efficiency, the energy
efficiency resource standard, which, in ny
judgnent, is the nost inportant thing the PUC
can provide for residential utility
custonmers -- indeed, all custoners. Energy
efficiency is sinply the cheapest and best
way to neet the next unit of denand. The
Comm ssi on acknow edged as nuch in DE 15-137.
The settl enent agreenent in
Docket DE 15-137 was a caesarean birth. And
one of the concessions we had to nmake in that
case was the adoption of the so-called
"LRAM " the | ost revenue adj ustnent
mechanism The utilities insist on being
made whol e for the revenue they | ose by
pronoting energy efficiency. But the LRAMis
frankly an awful mechanism It is itself a
form of revenue decoupling -- that is, it
severs the connecti on between sal es and
revenues. But it is a classic exanple of

"heads | win, tails you | ose" regul ati on.
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The LRAM sinply assunes the utilities |ose a
certain anpbunt of revenue, requires themto
prove absol utely not hi ng, and never provides
relief to customers even if the Conpany's
sales actually increase. Fortunately, we at
| east managed to get the utilities to agree
to propose sone kind of alternative to the
LRAM But they aren't required to do so
until their first rate case after 2020. To
its great credit, Liberty beat the deadline
by at | east three years and proposed a
decoupl i ng mechani sm here.

You have heard anple testinony
here that decoupling is a sound concept and
shoul d be adopted in this case. Qur wtness,
Dr. Johnson, Liberty's witness, M. Therrien,
and Staff's witnesses, M. |Iqgbal and M.
Frink, have all agreed that decoupling is a
symmetrical mechanismthat is the right thing
to do so as to elimnate the so-called
"t hr ough- put incentive."

| ndeed, it appears that the
only point of contention here is the

so-called "real-tine weat her-nornali zati on
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mechani sm that is included in the decoupling
provi sions of the settlenent agreenent. And
let ne be clear: It was not Liberty that

i ntroduced real -tine weat her nornalization
into the conversation. W did that via the
prefiled testinony of our wtness, Dr.
Johnson. And as reflected on Page 15 of Dr.
Johnson's prefiled testinony, he got the idea
fromthe Regul atory Assistance Project, the
sane organi zati on of trusted Comm ssion

advi sors whose views on decoupling seened to
formthe basis of Staff's perspective on the
subj ect.

What is wwong with real-tine
weat her nornmalization, according to Staff?
Wll, they say, it doesn't nake up revenues
| ost to ratepayer-funded energy efficiency.
And they're right. But as the Conm ssion
made cl ear at Page 21 of its January 16, 2009
order closing its investigation into energy
efficiency rate nechani sns, the so-called
"conpr ehensi ve approach” to revenue
decoupling m ght be the npbst sensible

approach when proposed as we've done here in
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a rate case. Mreover, as M. Therrien and
Dr. Johnson testified, real-tinme weather
normal i zation is hardly untethered fromthe
br oader goal of all cost-effective energy
efficiency, a universe that is greater than
our relatively nodest ratepayer-funded
prograns. They told you that when revenues
are fully decoupled fromsales, it can have a
transformati ve effect on the corporate
culture of a utility, sonething we m ght see,
for exanple, in utility support for inproved
and nore contenporary building codes. As it
happens, our state is currently mred in a
drastically outdated version of the Energy
Effi ciency Code, and we desperately need the
utilities to go with us to the State House
and get that changed.

Beyond t he unpersuasi ve claim
of no connection to energy efficiency, the
Staff's opposition to real -ti ne weat her
normal i zati on veers into the subjective and
even the irrational. The auditors won't be
able to figure it out, they conplain, wthout

any evidence. It sends the wong price
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signals, they say, w thout produci ng evidence
t hat any custoners woul d respond to signals
enmbedded in one line of the bill when

over shadowed by countervailing fluctuations
in the much I arger commobdity charges. They
agreed that the testinony on hel pful cash
flow effects is correct as a factual matter,
but they say it's not really symetri cal
because, if | understand Staff correctly, the
utility has a lot nore cash at stake than any
i ndi vi dual custoner does. But if that's the
way utility regul ati on worked, then conpanies
woul d al ways wi n because, in proportional
terms, they always have nore at stake than
any i ndividual custoner does, except perhaps
t hose in the nost abject poverty. Rather

t han marshal facts in opposition to the

weat her provisions of our decoupling plan,
Staff offered a bunch of adjectives. The
Comm ssion should see this for what it is,
echoes of the historic opposition to revenue
decoupling at the Staff |evel, so
enphatically stated by Messrs. Frantz and

Nayl or ei ght years ago. The Conmm ssioners
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have always |l ed the Staff when it cones to
decoupling and other forns of progress in
rate design, and you should do so here.

Staff characterized in its
cl osi ng argunent that the
weat her - nor nal i zati on provi sion of our
decoupling plan is a "beagle in sheep's
clothing.” Inreality, it's actually "the
dog that didn't bark." The basis for
real -time weat her nornalization has been
succinctly sumrmari zed by the Regul atory
Assi stance Project. The benefit for
consuners is that rates go down and usage and
bills go up, so sharp bill increases are
noder at ed sonewhat. The benefit to the
utility is that rates go up when usage goes
down, which tends to stabilize earnings and
allow a | ower capital structure that
ultimately saves noney for custoners.

And by the way, you heard
testinony in this case that the M ne PUC
recently approved a 9.5 percent ROCE for
Northern Utilities. W can't say that the
di fference between that RCE and the RCE in
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our settlenent agreenent, 10 basis points,
accounts for decoupling, but we can't say it
doesn't either.

My | ast point about decoupling
is simlar to the neta point | previously
made about the settl enment agreenent in
general. You can't consider the decoupling
provisions in the agreenent in isolation.
They are part of a conprehensive approach to
designing rates so they are fair and are
conduci ve to progress. The Conpany quite
reasonably sought a hefty increase in fixed
charges because that's how utility
sharehol ders like to nake up revenue |lost to
energy efficiency. But that is the wong
approach. Decoupling is the right approach.
And so we persuaded this forward-thinking
utility to give ground on fixed charges and
enbrace an approach to rate design,
conpr ehensi ve decoupling, that is a wn-wn
for custoners and sharehol ders ali ke.

Now, it's true that ny office
represents only residential custoners. W do

not purport to represent the interests of
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commercial and industrial custoners. But we
are not oblivious to those interests. And we
note in this case there is not one shred of
evidence that the interests of the custoner

cl asses diverge in any way. For good or ill,
no representatives of commercial or industry
custoners chose to intervene in this case.

So, as to the settlenent that
is before you, the only conclusion the record
allows you to draw is that the custoners and
shar ehol ders are united here. The decoupling
pl an and the settl enent overall is just and
reasonabl e and serves the public interest.

As you know, Conmm ssioners, the Conmm ssion is
tasked by statute with serving as the arbiter
of the interests of utility sharehol ders and
the interests of utility custoners. There is
nothing to arbitrate here. Before you is a
reasonabl e agreenent, the result of hundreds
of hours of hard work, subjected to the

ri gorous scrutiny it deserves, first from
your Staff and now from you.

On behal f of residenti al

utility custoners, we therefore urge you to
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approve the agreenent and send a signal to
all of the ratepayers and the utilities in
this state that we're not stuck in Twentieth
Century approaches to utility regul ati on.
Thank you.

CHAI RMVAN HONI GBERG.  Thank
you, M. Kreis. WM. Sheehan.

MR. SHEEHAN: | know it's not
the customin this building, but |I have no
objection to questions if the Conmm ssioners
have any.

The statute that governs your
review of this case has been m squoted today,
not on purpose. The Conm ssion shall be the
arbiter between the interests of the customer
and the interests of the regulated utilities.
We often use the word "sharehol der.” Now,
certainly regulated utilities include
sharehol ders. But the regulated utilities
al so include its enpl oyees and, frankly, how
we treat our custoners. O course, the
better the enpl oyees work, the happier the
custoners are. That does benefit the

shar ehol der s. But renenber, it's the
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interests of the people here in New Hanpshire
as wel | .

| fully support what you just
heard from M. Kreis. As we have done in
this case, we have divided tasks. And
t hi nk you' ve heard a commendabl e def ense of
our positions on the decoupling and the rate
design. | will not go further into that,
except to repeat the fact that it was a big
nove for us to accept the decoupling proposal
that you have in front of you and to accept
the rate design changes that are acconpanyi ng
with that. And | repeat, and I w |l repeat
several tinmes howthis is a single settl enent
t hat you cannot, | submt, carve up. As M.
Krei s nentioned when quoting the statute, by
filing a settl enent agreenent, we have both
in effect given up our opportunity to defend
the original filings we made. W are not
here defending the $14.5 mllion case, which
we coul d have done. W gave up that
opportunity to get the benefits that are in
the settlenent agreenent. So | don't think

t he Comm ssion has the record to take that
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settl enent agreenent and carve it up. And in
a recent exanple, say on Issue X, the Conpany
proposed a mllion dollars, Staff proposed
zero, and we are representing to you that

t here was sonme acconmmodation for that in the
settlenent. And let's assune you concl ude
that the right nunmber for that is zero. How
do you reduce the settl enent agreenent by
some nunber, not know ng what anmount of that
mllion dollars is in the settl enent
agreenent? So you either reduce a mllion
doll ars, and we say that was nore than was
accounted for in the settlenment, or you cone
up wth sone other nunber for which there is
no support in the record. So | believe, to
t he Comm ssion Chairman's question, the
options you have are Staff's position or the
settlenment agreenent. And if you stray from
that, and of course you have the authority
to, then M. Kreis and I wll evaluate

whet her we exerci se our option under the
settlenent to say that has upset the
settlenent. W weren't able to defend the

mllion dollars in ny hypothetical as we had
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provided in our initial filing, and we want
to do that. So | think that is the franework
you have here.

That bei ng said, we have spent
a lot of tine on the conponent el enents of
this case, and | think it serves to
illTustrate the reasonabl eness of the
settlenent. As we go through each of these
topi cs, you can see where Staff had
recommended di sal |l owances or renoval s of
costs to get to their nunber, and we hope
t hrough the cross-exam nati on and
presentati on of our case we showed you t hat
t hose di sal |l owances are not proper. Those
reductions are too high. And if you do the
back- of -t he-envel ope math that you certainly
can do, you'll say, oh, the nunbers in the
settl enent agreenent are reasonable. Are
they perfect? Are they exactly what we woul d
have done as a Conmission if we had gone |ine
by Iine? Perhaps not. But that's not your
job. It is to come up with a just and
reasonabl e settl enment.

| anal ogize to a nore typical
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settl enent where the Staff has joi ned, as was
the case in the G anite State rate case j ust
a year ago. In that case, we effectively
said we've agreed on a nunber, and we as a
group politely said you don't have to | ook
under the hood to see how we got to that
nunber. W're all here saying it's a just
and reasonabl e nunber. W're all here saying
we' ve done our honmework. We're confortable
wth it. And yes, you asked questions. But
there was not an analysis of, well, how
exactly did you get to that nunmber. | submt
that the agreenent we have here today should
be deserving of the sane kind of deference,
if you wll.

| used the phrase "presunption
of prudence" yesterday. And although | agree
with M. Dexter that that does not appear in
Conmm ssion orders, as far as | could find,
the concept is obvious, and I wll use it
today. As an aside, | did find it nentioned
in sone far away states |long go, so it's not
a totally foreign phrase. | believe M. Hal

dug it out of his distant nenory or the
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di stant nenory of one of his forner
col | eagues.

CHAI RVAN HONI GBERG How ol d
is M. Hall again?

MR. HALL: A hundred
forty-seven.

MR, SHEEHAN: State secret.

We don't file all the support
for every nunber in our rate case, obviously.
If we did so, the rate case filing would
literally be hundreds of boxes of docunents.
What we do is we file all the schedul es that
have all that conponent data rolled up into
sort of high-level nunbers. And | use the
H - Li ne project as an exanpl e.

In 2016, we built 5 mles of
| arge pi pe north of Concord al ong Route 106.
In dollar terns, that was the | argest
EnergyNorth project ever. It was budgeted at
$12 million. It canme in at $10 million on
time. That project involved years of
engi neering, years of planning, a full
constructi on season. W had pi pe ordered

from sonewhere in New Jersey. W had
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hori zontal drill conpanies com ng from ot her

pl aces. W had contracts, invoices, purchase

orders, tinesheets, paynents. |If we had to
prove that $10 mllion investnent again, that
proj ect al one would have taken a week. It's
unreasonable. In fact, the Conm ssion

doesn't require the Conpany to do all that
information for every item of cost or expense
or revenue in its rate case. W include
t hose costs in appropriate schedules wth
appropri ate descriptions, but we don't
provide all that backup. There are many
other projects in this rate case that would
simlarly have thousands of pages of support.
And this is from M. Tisha
Sanderson's testinony in this case: Qur 2018
capi tal budget was $64 nillion, 81 projects;
11 of themwere over a mllion dollars. 1In
that $64 nmillion, our budget variance was
$150, 000, .24 percent. In 2017, we had an
$82 mllion capital budget, 59 projects,
again 11 over a mllion dollars. The budget
vari ance was | arger, about 9 percent, largely

due to the budgeting we had done for
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Hanover - Lebanon, which didn't pan out in '17.
Again, none of that is in detail in this
filing, but it's all in the filing.

And going to the presunption
of prudence, what Staff does when they get a
filing like ours is they review the whol e
thing. But Staff simlarly can't attack and
make us go through the steps of every issue.
They will exami ne, they will focus, and they
will pick the issues they think are
appropriate for review. Qoviously, we know
whi ch i ssues they picked here. And that's
when -- so the presunption is the H-Line is
prudent. Put in our case, we had w tnesses
swear to the fact it was prudently done. And
if Staff does not challenge it, in effect
it's presuned prudent. It's those other
cases where Staff says wait a m nute.
Training center. W don't think that's
prudent. We put up an argunent why it's not
prudent, and we offered testinony to that
effect. Now the presunption has fallen. Now
we do have to step forward and prove it's

prudent. W have to present the evidence
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t hrough the di scovery process, rebutta
testi nony, whatever. So the presunption of
prudence does exist, and it has to exist to
make the system worKk.

The two | argest capital
projects that Staff focused on here, of
course, were the training center and the
I NATGAS project. |'Il note that both of
these projects started in or before 2014, at
a tinme when we admtted we were havi ng
problems with sonme of our estimating, sone of
our budget approvals and the |like. Those
have been the subject of Liberty Consulting' s
initial report and continues to be the
subj ect as we addressed these particul ar
problems. | do note, also, fromthose
nunbers | gave you about 2016 and 2017, that
we are doing really well on these topics now.
To the extent Staff has rai sed questions
about our ability to estimte and budget and
run projects going forward, | think our
recent record in '16, '17 and this year is
proving that that's | ess of a concern, and

should frankly be I ess of a concern for the
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Conmmi ssi on going forward, understandi ng you
will still |look over our shoul der every step
of the way.

So, on the i NATGAS i ssue.
First, in response to some of M. Dexter's
comments, he spent a lot of tinme critiquing
the initial estimate and the initial DCF. |
just want to note that those docunents were
bot h before the Comm ssion, before the Staff,
before the OCA in that docket and were
approved. Yes, there were shortconmngs in
t hose docunents. Yes, maybe they could have
been, and in fact sone of them were, explored
t hrough di scovery in that docket. But
remenber that the Comm ssion did approve
them And that approval was not limted to a
$2 mllion project. It was approved for a
nunber of reasons. First, the contract
contained a m ni rum take-or-pay provision.
It included that the DCF was positive, even
wth its shortcomngs. It included that
I NATGAS provi de security. That security
included a mllion plus in escrow, a personal

guaranty of M. Alizadeh; a corporate
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guaranty of his conmpany that owns several CNG
fueling stations, including one in Nashua,

all of which are in use; and ultimately a
right to take the station fromi NATGAS i f
they fail. That project has the potential to
be a huge w nner for both the Conpany and
custoners. M. Frink was clear that it was a
ri sky project at sone level. And with risk
you have a risk of a high return and risk of
bunps in the road. So far, the only bunp in
the road has been it's taking a while to get
going. |It's been on service for a year now.
Vol umes are starting to ranp up. W all hope
for the best.

We acknow edge the original
estimate was |low. We expl ained the reasons
for the higher costs. M. Dexter went into
sonme of them W re-ran the DCF even wth
the actual costs, and it's still positive.
And as we di scussed yesterday, that positive
nunber means the Conpany woul d not | ose nobney
on that project, nor would custoners. And in
response to M. Dexter's argunent that the

positive was only a coupl e hundred thousand
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doll ars, renmenber that's a standard we apply
for all our construction projects. Anytine
we are doing a line extension, we don't have
to show we're going to make a | ot of npbney on
that |line extension. W have to showit is a
net positive for the investnent. Qur tariff
requires, for big projects, a DCF that's
positive, and for smaller projects, that we
do the formula of six years or eight years of
revenue to pay for it. Prudence does not
determ ne whether it was consistent with the
estimate but whether the costs incurred were
prudent .

After explaining all the
reasons for the increase cost in i NATGAS,
note that Staff presented no contrary
evi dence. They never said you shouldn't have

spent $400,000 on this item you should have

spent 300. In fact, when M. Frink was on
the stand, | pushed himon that. He said,
"No, | don't have a problemw th the cost."

There is no evidence in the record that says
we spent inprudently on i NATGAS. None. And

recall that both Staff and the Audit D vi sion
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reviewed all those costs. M. Frink also
acknow edged that the i NATGAS facility is
used and useful. By definition, if the costs
were "prudent” and it's "used and useful ," it
should go in rate base at full recovery.

Staff's recommendati on, of
course, is to renove about $400, 000 fromthe
revenue requirement, which is roughly half,
and that Staff could cone back -- | nean the
Conpany could cone back in its next rate case
and recover the difference. Again, there is
no provision in regulatory | aw, ratemaking
law, that allows for such a path in rate
base, half out of rate base, or partially in
and partially out. Staff proposed no
mechani smthat would allow that to happen.

Al so, the figure that Staff
used to be renoved fromthe revenue
requirenment is inproper. It was based on
year one of the DCF anal ysis. So, year one
is always the worst year. That's the purpose
of a DCF analysis is to show early years
you're behind, and it's made up in later

years. To renpbve year one nunber fromthe
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entire revenue requirenent neans we w |
experience the worst year for every year
until that is adjusted again.

At the close of M. Frink's
t esti nony, counsel, through direct
questioning, tried to nodify the testinony to
say their real argunment for inprudence was
once the Conpany understood the costs were
hi gher, there shoul d have been sone kind of
ti me-out, re-evaluation, re-|look, and that
our decision to proceed was inprudent. And
this was not part of their testinony but was
rai sed t hrough exam nation. As you heard
yesterday, we did do that. W notified Staff
and t he Conmi ssi on about a year after we
started the project about the costs, where
t hey were expected to go, which turned out to
be al nbost exactly what they ended up being,
just about $4 nmillion. Staff took no action.
Staff nade no recommendation. Staff didn't
call us back in. Staff didn't file anything
with the Comm ssion to say wait a m nute,
t hey are going inprudently. It is

unreasonabl e and unfair for Staff now to
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fault us for not advising them of the
progress when we did, and for not suggesting
t hat they woul d have paused the project, when
they did not. There is no factual or |egal
basis to deny full recovery for i NATGAS.

The ot her capital project, of
course, is the training center. O course,
I"mshifting order mdstream | apol ogi ze.

M. Dexter made a point of
defining "prudence" in the context of the
training center as "the reasonable utility
executive," what did that person know at the
time of the training center decision to go
forward and as it evolved. In fact, we have
in the record the testinony of that
reasonable utility executive, and that is
M. Smth. M. Smth was the HR director at
the tinme of the -- he was the force behind
the training center. He was in charge of
training. And the nost concrete exanple of
his thinking is in response to one of the
data requests that has been nentioned a few
tines and is attached to M. Millen's

testinony fromJduly of 2017 at Bates 31. And
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t he substance of that response has been
carried forth in various different ways. But
it is the argunent that the anal ysis was not
a spreadsheet analysis; it was what are our
options. W need to train our enployees. W
need to train our enployees the way we think
they should be trained and the way people in
our conpany think they should be trained. So
our options are, and we've been over this in
great detail, that we have another buil ding
of our own, Manchester as the nost obvi ous,
but it didn't work out. W don't have
Nati onal Gid avail abl e anynore. The ot her
conpani es don't have things that we could
pi ggyback on. And there are no ot her
providers of training in New Hanpshire.
M. Smth includes a specific line in that
exhibit. "Liberty also searched the | ocal
area for another source of training and found
no gas or electric training avail abl e that
woul d in any way conme close to neeting our
needs. "

So the analysis that Staff is

asking us to do in this docket, the
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conpari son cost for OQption A to Option B,
wasn't done because there were no ot her
options that even cane close. And even when
| asked M. Igbal, if we could have found an
option to neasure financially and put it next
to the cost for the training center, and if
we decided the training center provided the
better training, weren't we prudent for

pi cki ng what's better training? And again,
M. lgbal, understandably, as he had to, he
does not -- he's not an expert on training.
No one has chal | enged our decisions on what
trai ni ng our enpl oyees need, how nuch
training, who should be trained. In this
buil ding are certainly Staff nenbers who have
t hat expertise, and they offered no

t esti nony.

So, again, how do we prove a
negati ve? How do we nove sonet hing that has
not been raised by Staff and Conm ssi on?
What we have in this case, by the absence of
testinony, is saying our training nethods,
our training protocols are reasonable. And

since what we're doing as training is
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reasonabl e, the only way that it could be
done is through the training center.
The other thing to renmenber
about the training center is, just |ike
I NATGAS, Staff conceded that it does not have
a problemwth any of the conponent costs.
It has a vague objection to it being too
much. But again, they did not point to a
single line itemof cost we spent that we
shoul d not have spent. So, again, the
conbi nati on of reasonable costs, that it is
used and useful, that it is used for prudent
training, there's no | egal or factual basis
to deny recovery of the training center.
Going to a couple of the
accounting issues. First, depreciation. |
also will not spend too nuch tine on this.
M. Nornmand descri bed the process he used for
each category of years. It is part
mat hemati cal nodel, it is part experience, it
is part judgnent. Altogether it equals the
depreci ati on study. The purpose of doing a
depreci ation study is to align your

depreciation with what it shoul d be.
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M. lgbal's critique was, when
t he mat hemati cal nodel didn't work or didn't
come up with a good, confortabl e nunber, he
defaulted to what was already in place. CQur
response is it's not just a mathenati cal
nodel that dictates. Qur depreciation is
judgnent, the experience that goes along with
it. So, each tine M. Normand had to go
t hrough that process -- and you heard what he
went through. He certainly isn't a radical
trying to get a particular result. And his
exanples of the electronic neter gi znos and
conputer software, his average |lives are
still on the conservative end. And agai n,
remenber that the settlenent agreenent did
not adopt whol esale M. Normand's nunbers.
We di d noderate sone of the changes closer to
Staff's position.

On the reserve and i nbal ance,
Staff's position is to recover the
approximately $9 mllion over 10 or 12 years,
which is roughly a mllion a year. Conpany's
original position was three years, which is

approximately $3 mllion a year. The
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conpromi se in the settl enent agreenent is

five years, which is approximately $2 nmillion
a year. It is roughly hal fway between the
original proposal and Staff's proposal. It

is a reasonabl e conprom se of this issue.
And t he reason for that conprom se, and you
heard it from M. Normand, if we do nothing,
given the Conmpany's grow h, the reserve
i mbal ance will grow. And in three years,
when we're back, it won't be 9 or 10 mlli on,
it wll be 10 or 12 or 14, whatever it turns
out to be, and we wll sinply have ki cked
t hat i ssue down the road.

As an asi de, counsel presented
a growh chart, | think it was in M.
Therrien's testinony, show ng over the 10
years it was a l-percent equity growh. O
course, that picks up the higher growth
years, recent years under Liberty, and the
| ower growth years under National Gid. In
t he Conpany's IRP which was filed last fall,
Bates 29 of the initial plan, the CAGR -- and
| forget exactly what that acronym stands

for -- was projected at 2.7 percent for the
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next five years. So, for the foreseeable
future, there is still going to be aggressive
grow h, which leads into the concept that the
reserve inbalance will growif we don't do
sonmething to address it. The five years in
the settl ement agreenent is a reasonable step
towards that. Conmpound annual growh rate.

Sone of the other accounting-type
adjustnments that Staff nade, one is the
year-end custonmer count. There are basically
two ways to figure the Conpany's revenue for
a rate case. W did one nethod, Staff
proposes a different method. They're just
two ways to cut the apple. Wat we propose
Is reasonable. Yes, there's another way to
do it, and yes, they nmay cone up to a
di fferent nunber. But there's nothing
I nherently wong with what we did. It's
what's often done in rate cases.

The NED costs are insignificant. The
argunent is we routinely hire experts. The
fact that this one was tied to a particul ar
project that failed is irrel evant.

The severance pay | think everyone

113
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under st ands wel | .

That | eaves us wth Keene. Two issues
i n Keene, of course: The consolidation and
t he production costs. In 14-155, when
Li berty acquired Keene, it was common
know edge that we intended to do a couple
things. One was a rate consolidation that's
here before you now, and a second was to grow
Keene t hrough conversion to CNG and LNG W
want to grow Keene. There's a |lot of growth
potential there. M. Hall -- M. dark
testified that three of the obvious,
reachabl e custonmers will triple the output
al one. But we cannot continue with the
propane-air system |It's old. It's on |and
we don't own. It has a |lease that wll
expire. And frankly, it's not the best fuel.
Rate consolidation is necessary for this
growth and the long-termviability of Keene.
These infer not having a sufficiently
detai l ed business plan as was testified. W
can't go to custoners until we know what
we're charging them |It's a "cart before the

horse" probl em
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The rate consolidation subsidy is
negligible, 25 cents a nonth for EnergyNorth
custoners at the beginning. And we have
built in protections to nake sure we start
reduci ng that i mmediately, and that's the
$200, 000 provisions in the settlenent
agreenent. Conmm ssion precedent supports
rate consolidations in this exact kind of
situati on where we have a struggling utility
t hat needs help froma larger utility. And
we can bear a subsidy for a while until
t hi ngs get better.

And | ast, there are no other options for
Keene. W filed a rate case. The rates are
going to junp. | forget the nunbers
testified to, but substantially. |If we do
not hi ng, then we just continue to | ose noney
on Keene, or a w nd-down, which is in no
one's interest.

Does the record contain -- | think this
was a question fromthe Bench -- all the
support, all the elenents of the Keene rates
that are requested in this proceedi ng? And

the answer is yes. |If you go through the
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list of schedules in the permanent rate
filing attachnents, there is an index of
schedul es at Bates 37-38. There are 17
schedul es pertaining solely to Keene, and
they're all denoted with a "K' in the
description of the schedule, "RR' for revenue
requi renment, "-K' or dash sonething. Those
are all the financials that woul d conprise a
separate Keene rate case and, in fact,
conprise the portions of our requested
revenue for Keene. W have the revenue
requi renment of EnergyNorth. W built the
revenue requirenment for Keene. W added the
two together. Al that information is in the
record before you.

COW SSI ONER BAI LEY: M.
Sheehan, can you tell ne what exhibit that
I S?

MR, SHEEHAN: It's in the
Dane- Si nek pernmanent rates testinony, one of
the early ones.

Staff did object to
consol i dati on. Staff did not object to,

specifically object to any part of that
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revenue deficiency related to Keene, aside
for the production costs, if | renenber
right.

We ask that you approve the
rate consolidation with the risk-sharing
provision that we have. This is truly a
ri sk-sharing nechanism W're at risk for
recovering if we don't grow. And in return,
we received an agreenent in the settl enent
agreenent to consolidate. W respectfully
submt that no further conditions or
mechani sms are supported by the evidence with
regard to Keene or are necessary. One of the
reasons stated by Staff for further
conditions is, again, the historic problens
we may have had with estimating and carryi ng
t hrough projects. Qur recent history shows
that is not a concern. And al so, understand
that both i NATGAS and the training center
were kind of one-offs for the Conpany. Those
were new ki nds of projects we didn't have
experience with. Putting pipe in the ground
we do all the tine. W're really good at it.

That's what Keene will be is putting pipe in
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t he ground.

| n Keene, as in everywhere
el se, we are governed by our |ine extension
policies and our tariff which requires
certain anal yses to be done, and precludes us
fromstarting construction until we have
certain custoner commtnents. Those
certainly benefit us. W're certainly not
going to go forward with projects we don't
have the confort that we will neet the
revenue goi ng in.

Production costs. Although a
small dollar item it's also caused and
occupied a lot of tine here. The Conm ssion
directed that the Keene production costs,

whi ch are the response costs for the 2015

event and the 24/7 costs -- that's not all of
them but that's the lion's share -- should
be addressed in this rate case. "W wi ||

address the issue of the prudence of an
amount of deferred production costs if and
when Li berty- Keene seeks recovery of those
costs as part of a delivery rate filing."

That's Order 26, 048, the settlenent of the
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production cost issues in the cost of gas.

As di scussed yesterday with
M. Millen, we included production costs in
our filing. The Audit D vision reviewed
them Under the so-called "presumed prudent
standard,” it was then up to Staff to decide
whet her this woul d be one of those issues
that it would chall enge, which would then
trigger Liberty's obligation to conme forward
with all the proof. Even though Staff
requested di scovery on this, as we
illustrated yesterday, and Liberty provided a
substantial anmount of information in this
docket and others, Staff still did not take a
position in this case. Staff testinony was
the cost, quote, may or may not be, close
quote, prudent. M. Frink's testinony at 12.
Staff never firnmed up this "nmay or nay not"
into a "is inprudent.” So our interpretation
woul d be that the presunption of prudence
woul d arise. Although this is certainly a
little grayer than the normal presunption of
prudence situation, like the H -Line, it

shoul d apply. Nonet hel ess, we have provided
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nore than sufficient evidence on which you
coul d make a specific finding of prudence as
to both el enents of production costs.

There are two prudence
questions: Was it prudent to staff the plant
24/ 7? Was it prudent to pay the response
costs? There is in the record, regardl ess of
the new exhibit fromthis norning, evidence
from our engineering, gas control personnel,
who have decades of experience, supported by
seni or managenent, deciding that the risk of
an extrene event was still possible, although
unli kely, which justified the cost of 24/7
coverage. The sinple thinking fromthe
Conmpany's perspective: |Inmagine if this
happened agai n and that soneone got hurt. W
have actual know edge that the Keene system
could fail. W knowit did fail, and we know
t he consequences of such a failure. Staff
presented no conpeti ng evidence. Again, the
Safety Division was silent in this case.
There is nothing in the record that
reconmends not recovering those 24/7 costs.

They just keep raising the issue. You shoul d
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l ook at it. You have no expert evidence
contradicting Liberty's engineers, and that's
no basis on which to find our decision to
staff the plant 24/7 as inconsistent --

i mprudent. |'msorry.

As to the response costs,
approxi mately $200, 000, it's nore of a |egal
argunent. RSA 154:8-a required us to pay.

It states, "Any person whose act or om ssion
caused the actual or threatened di scharge of
hazardous materials or toxic wastes which
resulted in the reasonabl e and proportionate
response of police, fire, energency

pr epar edness or emergency response equi pnent,
shall be responsi ble for paynent of the cost
of the equi pnent use or replacenent..."

The di sagreenent woul d be over what's the
definition of "hazardous materials." Yes,
that could be litigated. It was the
Conpany's judgnent that we would | ose that
argunent of whether this is hazardous --
whet her the rel ease of propane and carbon
nonoxi de, as happened i n Decenber, is a

rel ease of hazardous materi al . The statute
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woul d have been construed by a state court
judge if we refused to pay, and we concl uded
that a state court judge would Iikely not
accept the interpretation of "hazardous
material” as to not include the propane that
was rel eased.

The ot her major factor in our
deci sion to pay the response cost was the,
for lack of a better word, politics of the
situation. Imagine the public relations
di saster that it would be if we didn't pay.
Remenber that after our systemfailed, very
concentrated propane went through our system
causi ng appliances to burn too rich, causing
t he rel ease of carbon nonoxi de and unbur ned
pr opane, causing a conpl ete shutdown of our
system and pani cked calls from peopl e al
over town. Keene's reaction, not know ng the
extent of the danger, called for help.

Havi ng found one person unconscious, the fire
departnent, with Liberty's help, went to
every single house, knocked on doors to make
sure everyone was okay and to re-light their

appl i ances when the event was over. |If we
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refused to pay these costs in a town where we
hope to grow and provide service for the
conmi ng decades, the $200, 000 we may have
saved will just pale in conparison. It's a
very snmall and reasonabl e cost to pay under
t hose circunstances.

Let's go back to the broad
outline of this case. The Conpany proposed a
rate increase of $14 million; Staff, 4. The
settlenent is at 10.3; Staff has increased to
just under 6. | respectfully ask that you
resist the tenptation to | ook for hard
nunbers inside that 10.3, as we di scussed
before. 1It's not fair in the settl enent
process, and it would not be accurate. There
is no basis on which you could find any hard
nunbers within that 10.3 mllion, even the
nunbers that seemto be cal cul able, |ike the
reserve i nbal ance. Those are all part of a
give and take. All parts of the settl enent
have val ue, not just the nunbers that are
easy to isolate, but all the others.
Decoupling, rate design, timng of the

reserve i nbal ance, cal cul ati on of the reserve
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I ntbal ance, mechanics of the Keene

consolidation, you sinply cannot assign a

val ue to each and every conponent.
Renenbering that the overall

goal of this proceeding is determ ning just

and reasonabl e rates and not to deci de who

Wi ns or |oses any particular issues, | can

offer a few suggestions of how to determ ne

whet her it is reasonable. First, |ook at the

gui de post of nunbers, the starting points of

the parties. The settlenent nunber is

reasonably within them |In fact, in the

14-180 case, where there was a conplete

"bl ack box" that did frustrate Staff, that

was really what they were left with as a

measure of the reasonabl eness: Were's the

starting point? And in that case, Staff

didn't even file testinony. And the

Conmm ssion was left with we have a starting

poi nt, we have a settled nunber, and we trust

that the parties and Staff did the

i nvestigati on necessary to cone up with a

r easonabl e nunber.

Second, | ook to the nunbers
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that we did dive into in this case: The
$500, 000 for the training center, | submt

t hat that nunmber should not be disall owed at
all; the $400, 000 reduction for i NATGAS, |
suggest the argunent for that is weak as

wel l; the production costs, although a snall
sanpl e, an exanple of the Staff's
unreasonabl e positions in this case; the rate
desi gn novenent; the decoupling proposal.

And then renenber that the settl enent
agreenent still contains conpromn ses on all

t hese i ssues. W reduced our revenue
requirement by $4 mllion a year. You can do
the math in nany ways to see how we get to
that figure with all the issues we discussed.
But renmenber to include a value |less than the
obvi ous nonetary issues. Qur agreenent to
accept decoupling that is -- I'"msorry. Yes.
Remenber, in addition to just the nobnetary
concessi ons, we nade agreenments to policy
deci sions and practices that were different
fromour initial filing, and that's the
decoupling, the rate design, the perfornmance

nmetrics I n Keene. Al of these are thrown
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into that $4 million bucket of conprom ses
and concessions we nade to reach a settl enent
with the OCA and, frankly, to try to reach a
settlenent with Staff. And last, | do think
it's appropriate to conpare to Northern
They provide the sane service in the sane
state, wth the sane enpl oyee pool, wth the
sane financial market, and |largely the sane
cust oner pool, regulated by the sane
Commi ssion. The rates provided in this
settl enment agreenent, which add about $5 a
nmonth to customer bills, are |ower than
Northern's rates. Again, that's not the "be
all and end all,"” but it is a neasure of
r easonabl eness.

To concl ude, you face the
choi ce between two resol utions of this case:
A settl enent agreenent which includes all
that it includes, and Staff's $5.7 mllion.
We respectfully submt that Staff's
recommendati on i s unreasonable. [|'mnot sure
why Staff is taking such a position, but it's
patently unreasonable. W would be returning

nonies fromthe day you i ssue the order. Nor
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do I think you have the authority and the
record evidence to pick sone rate | evel
that's between Staff's and the settl enent
agreenent, as | discussed at the opening.
The settl enent agreenent represents a
careful ly thought-out, vigorously-negotiated
resolution of all issues in this docket. By
bal ancing the interests of the custonmers who
are part of the settlenent agreenent and the
utility, its enployees, sharehol ders and
custoners, | hope you find that this
settlenent results in just and reasonabl e
rates. Thank you.

CHAI RVAN HONI GBERG  Thank
you, M. Sheehan.

All right. Before we wap up,
"Il just restate the situation with
exhibits. You' ve all agreed to strike |I.D
on Exhibits 3 through 77; 1 and 2 were from
the hearing last June. Wth respect to 78,
there's an objection pending which we'll rule
on in due course.

| s there anything el se we need

to do before we close the hearing?
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MR KREIS: | just want to

say, M. Chairnan, for the record, that we

have no objection to the adm ssion of No. 78.

CHAI RVAN HONI GBERG  Thank
you, M. Kreis.
Anyt hi ng el se?
[ No verbal response]
CHAl RVAN HONI GBERG Al |
right. Wth that, we'll close the hearing
and take the matter under advi senent and

i ssue an order. Let's go of the record.

(Wher eupon the Day 7 hearing was
adj ourned at 12:48 p.m)

128
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