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l. INTRODUCTION

Environment Northeast (“ENE”) appreciates the oppaty to submit this reply brief in
response to the briefs of the Division of Publiditiés and Carriers (the “Division”) and the
Energy Council of Rhode Island (“TEC-RI”) filed \nithe Commission on January 22, 2609.
In their initial briefs, both the Division and TER}-fail to acknowledge the economic and
environmental benefits that revenue decouplingbrarg Rhode Island ratepayers. ENE urges
the Commission to adopt revenue decoupling in ci@leave customers money through

increased energy efficiency investments.

Il. ARGUMENT

THE COMMISSION SHOULD APPROVE THE COMPANY'S REVENUE
DECOUPLING MECHANISM.

ENE continues to assert that the decoupling méstramproposed by the Company will
benefit both the environment and the economy ofd@Hsland by eliminating the Company’s
incentive to maximize its electricity sales. Hoe teasons articulated below, the Commission
should disregard the arguments made in oppositisevienue decoupling because they are

supported neither by the evidence in this dockatby the policy objectives of Rhode Islahd.

! ENE incorporates the contents of its initial birethis docket which was filed with the Commissiam January
22, 2009 as if incorporated herein. ENE does tietrpt to respond to each and every decouplingnaegti raised
by parties in this docket; nevertheless, ENE'sngitein no way indicates its assent or approvahgfgosition.

2 As in its January 29 brief, ENE focuses this brief on the Company’spmsed reconciliation mechanism, and
believes that the Commission should make indeperdbaisions on each element in the Company’'s RER.PI
ENE takes no position on the appropriateness gptbposed inflation or CapEx adjustment mechanisms.

% SeeBrief of Environment Northeast, January 22, 2GitQ12-14 (providing a detailed argument for whyerave
decoupling is a necessary tool for achieving tlstleost procurement mandate).



A. The Evidence Demonstrates a Strong Link BetweereR&y Decoupling and Energy
Efficiency.

The weight of the evidence in the record in thi<ka demonstrates that decoupling and
successful energy efficiency programs are inextticanked. Reliance by the Division and
TEC-RI upon isolated statements by the Companysaesses runs counter to the totality of the
evidence in the record. SPest-Hearing Brief of The Energy Council of Rhdsland (“TEC-

RI Brief”), January 22, 2009, at 10-12; Post-Hegtrief of the Division of Public Utilities and
Carriers (“Division Brief”), January 22, 2009, &t-53.

Through a small change in rate structure, revemgewpling provides significant
systematic and structural change in how the Companyd be compensated. Sdevember 2,
2009 Tr. 90:8-14 (King); November 4, 2009 Tr. 1A9210:7 (Tierney); Exh. EERMC-1, Direct
Testimony of Dr. Mark N. Lowry, September 15, 2080641:11-15. The goal of decoupling is
to change the financial incentives of companies National Grid; revenue decoupling separates
the revenues the Company generates from the ambueldctricity it sells._Se&xh. CLF-1,

Direct Testimony of Shanna Cleveland, Septembe2Q89, at 3-5; Exh. EERMC-1, Lowry
Direct, at 7-8. As a result, planning and investtypocesses over the course of time will no
longer include a corporate drive to maximize enesges._Segl. As a distribution company,
with decoupling, National Grid’'s fundamental manageat practices should change for the
better by facilitating practices which maximize tuser bill savings._Seid. While current
efficiency commitments may not be dramatically r@tk long-term management practices and
attitudes towards energy efficiency will changehadecoupling. Despite the Company’s strong
performance in delivering energy efficiency, thearel demonstrates that there is plenty of

opportunity to enhance National Grid’s efficiendfoes, as well as its relative standing among



other states. Sééovember ¥ Tr. at 217:1-10 (Stout). The adoption of revedaeoupling will
make a significant change in the Company’s approaefficiency—both in direct ways.¢€.,
company-administered DSM programs) and indirectssayg., support for stronger energy
codes and standards). 3eeh. CLF-1, Cleveland Direct, at 3-5; Exh. EERM{L:dwry Direct,
at 9:10-10:14; 42:1-13.

B. Different Circumstances between This Docket andkeb8943 Require a Different
Result.

The evidence in this docket demonstrates that teveecoupling is appropriate for
National Grid’s electric distribution business. efl@Gommission should not rely upon its decision
to reject a revenue-per-customer decoupling meshaim the natural gas rate case, Docket
3943. Sedivision Brief at 45-46. Moreover, the Commissghrould reject the overtures by
the Division to simply equate the revenue decogptiroposal in this docket with that in Docket
3943.

The first significant difference is that the Compdras a least cost procurement mandate
for electric service, and investments in electriergy efficiency are not statutorily capped. See
R.l. Gen. Laws § 39-1-27.7 (a)(2); compto& 39-2-1.2(f) (capping gas DSM revenue
collection at $0.15 per deca therm). Determinif@ttevel of energy efficiency investment is
“lower cost than acquisition of additional supphgtuires the Company to exercise good
judgment and objectivity. Sdé@®l Gen Laws § 39-1-27.7 (a)(2). When the Compaas/an
economic incentive to increase its sales of el@tgriobjectivity in evaluating efficiency
resources versus supply resources will suffer,Rimade Island consumers may not receive the

maximum benefit of cost-saving energy efficiencyeistments.



Second, Rhode Island general laws explicitly coplate a reconciliation mechanism in
the context of least cost procurement. BRdeGen. Laws 39-1-27.7(d). The General Assembly
acknowledged a conflict between a utility’s economiotivation to maximize sales and its
obligation under least cost procurement. 8eeTo alleviate this conflict, it adopted a statytor
provision that allows this Commission to createreahdatory rate adjustment clause” to provide
“full recovery of reasonable and prudent overheadifaxed costs.”_Sei. The Company’s
decoupling mechanism will achieve this goal.

Third, unlike the natural gas industry, the Comphayg not experienced a dramatic
decline in use-per-customer on the electric sidésdjusiness; some years have seen slight
increases in sales, while there have been sligiings in others. SeR.l.P.U.C. Docket 2943,
Order 19563, January 29, 2009 at 68. OverallCiimpany has seen growth in electricity sales
since 1990, with an average of 1.3% over the pagsehrs._Se8chedule NG-APM-1 at 1. This
modest growth in sales enhances the probabilityrévenue decoupling adjustments will be
symmetrical, leading to small credits to the d®ttion rates in some years and modest
surcharges in others. SEgh. CLF-2, Cleveland Surrebuttal, October 27,2@@ 3-4; Exh.
CLF-1, Cleveland Direct at Exh. A, Lesh Report4at

Fourth, as described in ENE’s Januar}’2gief, this rate case comes during a period of
time when the federal government is disbursingiom§ of dollars to Rhode Island via the
stimulus bill. In order to receive funds from tieeleral Department of Energy, Governor
Carcieri assured the Secretary of Energy that dedguested this Commission “consider
additional actions to promote energy efficiencysistent with the Federal statutory language
contained in H.R. 1.” Se€LF-1, Cleveland Direct, Exh. C, Letter of Govear@arcieri to

Secretary of Energy Chu, February 26, 2009. Adgptevenue decoupling will unquestionably



satisfy the obligation Rhode Island has to impletriamgeneral policy that ensures that financial
incentives are aligned with helping their customess energy more efficiently and that provide
timely cost recovery and a timely earnings oppatyuior utilities.” SeeH.R. 1 at 33; sealso
Exh. CLF-1, Cleveland Direct, at 22-23.

For the above reasons, the Commission should hobmnets reasoning or its conclusions
in Docket 3943 in evaluating the Company'’s revesieeoupling proposal in the instant docket.

The evidence in this docket presents differingwitstances and requires a different outcome.

C. In States that Lead in Energy Efficiency, Decouplthe Rule, not the Exception.

The evidence in the record shows a strong corogldtetween states that lead in cost-
saving energy efficiency efforts and the adoptibresenue decoupling. Although the Division
claims that decoupling is a minority position amaheg states, a closer look at states leading the
charge for investing in cost-effective energy edincy demonstrates an undeniable correlation
between decoupling and robust efficiency polici8geDivision Brief at 42-44. Of the top 12
states in the most recent ACEEE efficiency scotkcdhave made a commitment to revenue
decoupling._Se#lational Grid, Response to Commission Record R&dLe (December 4,
2009); sealsoTr. 185:7-20 (Lowry) (concluding that “every siegbp five state [for energy
efficiency programs]...either already has decouplorgrirtually all gas or electric utilities or is
required to implement it soon by law). Far froningemarginalized as an “experiment,”
decoupling accompanies efficiency in leading statese often than not.

Moreover, the Division’s heavy reliance on the Ma@xperience with decoupling is stale
and misplaced. Sdgivision Brief at 44. As detailed in the testinyoof Dr. Tierney,

comparisons between National Grid’s proposed ddsaumechanism in this proceeding and



that seen in Maine are inapposite and inapt foersgveasons. Sdexh. NG-19, Tierney
Rebuttal at 48, n.93. Of particular note is that that unlike the proposal here, the Central
Maine Power decoupling mechanism applied to geimgréommaodity) charges as well as
distribution charges and resulted in significarfed®ls due to a low reconciliation cap. $ee

The Commission should recognize that decouplingaseasingly viewed as a
complementary policy to strong cost-saving efficieplans. The evidence supports the
conclusion that decoupling should accompany roéfigtiency efforts.

D. If the Commission Adopts Revenue Decoupling, it 8tdeliminate Back-up Rates for
Large C&I Customers.

Should the Commission approve the Company'’s revdeaeupling mechanism, ENE
believes that it is appropriate to eliminate bapk-ates for onsite generation. TEC-RI argues
that the Commission should eliminate the proposetkiup rates. SEEEC-RI Brief at 2-5. As
pointed out by TEC-RI, Rhode Island energy poliggmorts the deployment of efficient, cost-
effective distributed generation. Back-up ratemdtas an impediment to this policy goal. If
decoupling is adopted, the Company will no longdfes an economic loss when customers
install efficient distributed generation. As aukswith decoupling, back-up rates should be

eliminated.

[ll. CONCLUSION

For the foregoing reasons, the Commission shoudgptadational Grid’s proposed full
decoupling mechanism, independent of any decisitgnders regarding base distribution rates

or annual inflation and capital expenditure ratgisitinents.
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