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I. Introduction and Qualifications  1 

Q. Mr. Dowd, please state your name and business address. 2 

A. My name is William F. Dowd.  My business address is 52 Second Avenue, Waltham, 3 

Massachusetts 02451.    4 

 5 

Q. By whom are you employed and in what capacity? 6 

A.  I am employed by National Grid USA Service Company, Inc., a subsidiary of National 7 

Grid USA, and currently hold the position of Senior Vice President of Labor Relations.  8 

My responsibilities include overseeing labor relations for National Grid, including 9 

Narragansett Electric Company.  Throughout this testimony, I will refer to National Grid 10 

USA and its subsidiaries as “National Grid.”  For purposes of clarity, where I intend to 11 

refer to Narragansett Electric Company, I will refer to it as the “Company.” 12 

 13 

 Prior to being appointed to my current position in August 2007, I was the Vice President 14 

of Compensation and Benefits for National Grid.  In that capacity, I developed and 15 

implemented human resource strategy, policies and procedures relating to employee 16 

compensation and benefits for both union and non-union personnel in the United States, 17 

which included National Grid’s New England and Upstate New York utility operations. 18 

 19 

Q. Please describe your educational background and business experience.     20 

A. I received a BA degree from Bridgewater State College in Bridgewater, MA and a 21 

Masters Degree in Public Administration from Suffolk University in Boston, MA. I 22 

joined National Grid’s predecessor, the former New England Electric System, in 23 
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December 1984 and have held a variety of professional and managerial positions in 1 

Human Resources since then, primarily focused on employee benefits, compensation and 2 

labor relations.  3 

 4 

Q. Have you previously testified before the Public Utilities Commission 5 

(“Commission”) or any other regulatory commissions? 6 

A. I have not previously testified before the Commission.  However, I have testified before 7 

both the New York Public Service Commission and the Massachusetts Department of 8 

Public Utilities.    9 

 10 

II. Purpose of Testimony  11 

Q. What is the purpose of your testimony? 12 

A. The purpose of my testimony is to support the Company’s revenue requirement as it 13 

relates to employee compensation, including wages and benefits, and to discuss National 14 

Grid’s efforts to manage and control the costs of these programs.  Specifically, my 15 

testimony discusses the Company’s policies regarding employee wages and benefits and 16 

the costs associated with them for the Test Year ending December 31, 2008 and the Rate 17 

Year ending December 31, 2010  18 

 19 

III. Overview of National Grid’s Approach to Wages and Benefits 20 

Q. Please describe National Grid’s philosophy relating to employee wages and benefits 21 

and how it manages those costs.   22 

4
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A. National Grid has developed a policy that it calls its Total Rewards Program to provide 1 

employees with an overall package of wages and benefits that is market competitive, 2 

offers flexibility and choice and supports a high performance culture by directly linking 3 

performance to rewards.  By maintaining a comprehensive and competitive approach to 4 

compensation that establishes appropriate levels of pay and benefits, National Grid can 5 

attract and retain a high quality workforce and motivate employees to improve their 6 

performance.  At the same time, such an approach is cost-effective because it provides 7 

compensation that is no greater than that paid by comparable employers, but structures 8 

the compensation so that it is tied to achievement of goals that are consistent with 9 

corporate objectives.   10 

 11 

Q. Please describe National Grid’s efforts to manage or control the cost of the wages 12 

and benefits it offers. 13 

A. As part of its efforts to control the cost of our overall compensation structure, National 14 

Grid monitors the marketplace to ensure that its benefit programs are both cost-effective 15 

and sufficient to enable it to attract and retain the highly skilled workforce needed to 16 

deliver excellent customer service and achieve the financial success required by the 17 

capital markets.   18 

 19 

 The most recent changes to National Grid’s pay and benefits structure were implemented 20 

as a result of the merger process associated with the acquisition of KeySpan Corporation 21 

(“KeySpan”).  As part of the integration process related to that merger, National Grid 22 

commissioned a market analysis of its wages and benefits to help align the two 23 
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companies. While the overall value of the compensation programs at the two companies 1 

was roughly equivalent prior to the merger, the relationship between pay and benefits 2 

differed, with legacy National Grid providing more value to employees through benefit 3 

plans and less value through variable pay1.  The market analysis showed that the legacy 4 

KeySpan approach of providing less costly benefit plans but a greater level of variable 5 

pay was more in line with what other employers in the market were providing.  National 6 

Grid believed that changing its approach to be more in line with the prior KeySpan 7 

approach would be beneficial, not only because it would better position the merged 8 

company to be competitive with the compensation structure offered by other similar 9 

employers, but also because it would better align the compensation structure with 10 

National Grid’s efforts to achieve its corporate goals.  As a result, National Grid 11 

undertook to modify the benefits it offers by reducing the fixed cost components of those 12 

programs while at the same time increasing the variable component of pay.   13 

 14 

Q. What specific changes did National Grid make to its benefit plans to reduce the level 15 

of fixed costs as it shifted more compensation to the variable pay component? 16 

A. During fiscal 2009 (the twelve months ended March 31, 2009), National Grid made a 17 

number of changes in its medical, dental, and life insurance programs to reduce costs. 18 

Among other things, National Grid made the following changes: 19 

• Co-pays for office visits and prescription drugs under the health care 20 
program were increased, and a deductible/coinsurance arrangement was 21 
implemented for in-patient hospital care.  22 
 23 

                                                 
1 Base pay levels were relatively similar. 

6
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• The prescription drug program was carved out of each medical plan and 1 
was replaced in its entirety with CVS Caremark after undertaking a 2 
competitive bidding process. This approach made it possible for National 3 
Grid to generate savings by leveraging a volume discount.  4 

 5 
• In the dental program, employee premium sharing was increased from 6 

20% to 35%, benefits in the major restorative category were reduced to 7 
50% from 60%, and adult orthodontia was eliminated.    8 

 9 
• In the life insurance program, the coverage level was reduced from two 10 

times annual base bay to one times annual base pay.  11 
 12 
 13 
Q. Please explain National Grid’s approach to managing employee wage levels since it 14 

acquired KeySpan. 15 

A. As I indicated earlier and will discuss in more detail later in my testimony, National 16 

Grid’s compensation program includes two major wage components—base pay and 17 

variable pay (sometimes called incentive pay).  Both components are critical to meeting 18 

National Grid’s overall goals for the compensation program and must be considered 19 

when comparing National Grid’s compensation levels to market data. 20 

      21 

Q. Please explain why National Grid includes a variable pay component as a significant 22 

part of total compensation for its employees. 23 

A. As I noted earlier, by strengthening the link between compensation and the achievement 24 

of personal and corporate objectives, National Grid is seeking to drive employee 25 

performance in a manner that enhances its ability to meet its customer service and overall 26 

corporate objectives.  Such an approach is common today, and in fact, at companies the 27 

size of National Grid, nearly 100% of surveyed companies had variable pay plans, and 28 

over 90% of employees at those companies participated in those plans.  29 

7
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Q. There has been significant public discussion in recent months regarding the role of 1 

incentive compensation and the payment of bonuses.  How do those issues relate to 2 

the compensation structure that National Grid has implemented? 3 

A. I am aware of the recent negative press coverage surrounding bonus compensation paid at 4 

some financial companies, and the fact that this has caused some people to regard 5 

incentive compensation programs as synonymous with over compensation. Contrary to 6 

the concerns that have been raised for some of those compensation programs, however, 7 

National Grid’s approach to variable pay is designed to ensure that (1) employees’ total 8 

compensation is reasonable after considering base and variable pay on an aggregate 9 

basis, (2) variable pay is based on both the overall performance of the company and the 10 

performance of the individual, and (3) individual performance goals reflect objectives 11 

that create benefits for customers and shareholders.  If National Grid were to compensate 12 

its employees only with the level of base pay provided for under the current 13 

compensation program, it would not be competitive with others in the market and over 14 

time customers would be harmed because National Grid would be unable to attract and 15 

retain the type of qualified employees needed to provide safe, reliable and efficient 16 

service.   17 

  18 

Unlike the compensation programs that have gotten so much national attention, National 19 

Grid’s compensation program is carefully designed to use variable pay in a manner that 20 

gives employees a stake in the company’s success in achieving its objectives and 21 

provides a tangible reward to employees for performing their jobs at the highest possible 22 

level.  The variable pay component of the compensation structure is designed to provide a 23 

8
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direct and specific incentive to employees to achieve or exceed specified financial, safety, 1 

and other operating performance goals.  The financial objectives relate to earnings per 2 

share, net operating profit and cash flow.  Individual objectives relate to safety, reliability 3 

and customer satisfaction targets that are aligned with National Grid’s service quality 4 

standards and vary depending on the part of the business in which an employee works.  5 

Individual objectives also often include the successful completion of specific projects or 6 

improvement initiatives.  Attached as Schedules NG-WFD-1, NG-WFD-2, NG-WFD-3, 7 

NG-WFD-4, and NG-WFD-5 are the variable pay plan guides that are provided to non-8 

union employees.  These guides explain the performance elements of the plan and the 9 

potential value to participants for achieving them.  The Company’s revenue requirement 10 

in this case does not include the variable pay component for National Grid’s Band A 11 

executives (National Grid’s most senior executives), so I am including only the employee 12 

guides for our Band B through F employees. 13 

 14 

 Using this approach, an employee’s pay is aligned with both the financial performance 15 

and health of the company and the achievement of established performance standards that 16 

directly benefit customers.  For example, field operations employees have goals related to 17 

safety and reliability, while customer service employees have goals related to customer 18 

satisfaction.  Structuring compensation in this manner is fundamentally more cost-19 

effective than the traditional approach of using bonuses on top of base compensation that 20 

is already at a competitive level on its own because it directly links performance and 21 

compensation. 22 

   23 

9
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Q.  Does compensation for union employees also include a variable pay component? 1 

A. Yes.  The same theory that applies to non-union employees applies to union employees, 2 

which is that variable pay gives employees a stake in the Company’s performance and 3 

provides direct incentives for employees to strive to meet or exceed metrics tied to safe, 4 

reliable, and efficient performance, which, in turn, results in better service and lower 5 

costs for customers.  As with the non-union program, the variable compensation 6 

component is part of, not in addition to, the overall payroll expense that is reasonable and 7 

necessary to hire and retain quality employees.  Because this philosophy toward 8 

compensation is an important part of National Grid’s effort to deliver value to 9 

shareholders and maintain and improve customer service, including a component of 10 

variable pay as a component of compensation even for union employees has been one of 11 

National Grid’s priorities in labor negotiations. 12 

 13 

Q. Why should incentive pay be included in the cost of service in this case? 14 

A. As I noted earlier, it is critical that incentive (or variable) compensation be taken into 15 

account because it is a central part of National Grid’s compensation philosophy, and the 16 

market data National Grid has provided demonstrates that compensation levels are 17 

reasonable based on consideration of the total pay package for its workforce.  Equally 18 

important, the compensation plans are designed to encourage good employee 19 

performance, with 40% to 50% of the incentive pay being linked to individual objectives 20 

that are directly tied to established service quality measures such as safety, reliability and 21 

customer satisfaction.  The remaining portion of the incentive pay is tied to company 22 

10
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financial performance, forming the critical link between compensation and the overall 1 

financial success of the business.  2 

   3 

IV. Non-Union Wages 4 

Q. Please describe how National Grid’s compensation program is applied to non-union 5 

employees. 6 

A.  A non-union employee’s base pay generally grows over time as a result of annual merit 7 

increases, which are awarded based on individual employee performance and a 8 

comparison to the 50th percentile of market.  An employee’s base pay (and the potential 9 

for variable pay) may also increase to account for promotions, increased job 10 

responsibilities, or increased skills and competencies. Annual base pay changes, if any, 11 

go into effect on July 1 of each year.   12 

 13 

Variable pay is determined following the close of each fiscal year, but is based on award 14 

levels that are set at the beginning of the year and are tied to various corporate and 15 

personal objectives that are also set at the beginning of the year.  Results are calculated in 16 

April and May, with variable pay payments made in early June.  Both the merit increase 17 

in base pay and variable pay are linked to performance results through a performance 18 

appraisal and measurement process, with the results affecting the actual level of payout of 19 

variable pay for the year just concluded and the level of base pay for the ensuing year.   20 

 21 

Q. What amounts are included in the revenue requirement for non-union wages? 22 

11
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A. The Company’s Rate Year payroll included in operating expense for non-union 1 

employees is $22,657,396, of which $17,200,340 has been allocated from National Grid 2 

USA Service Company and $855,032 has been allocated from former KeySpan service 3 

companies.  This reflects an increase of $960,779 from the Test Year expense of 4 

$21,696,617 to reflect annual overall wage increases of 1.5% for the twelve months 5 

beginning July 1, 2009. In addition, the Company has included a 3% increase for the six 6 

months beginning July 1, 2010, which I will discuss in more detail below. 7 

  8 

Q. How does National Grid determine the pay levels for the various levels of non-union 9 

employees? 10 

A. National Grid seeks to set pay at approximately the median level for comparable 11 

companies in the northeast United States.  To determine the median pay level for non-12 

union employees, National Grid benchmarks certain positions within each salary 13 

band/level and compares overall pay for these benchmark jobs to the 50th percentile of 14 

overall pay for comparable jobs in similar size companies in the northeast industrial 15 

sector, based on market surveys.  For this purpose, National Grid participates in an 16 

annual study done by Towers Perrin, a national consulting firm.  A copy of the study for 17 

2008 is attached as Schedule NG-WFD-6.  In addition, National Grid reviews other 18 

publicly available data, such as the Salary.com survey/database called “Comp Analyst,” 19 

which is a composite of several surveys.  20 

 21 

Q. Has the Company performed a pay comparison specific to Rhode Island for its non-22 

union employees? 23 

12



THE NARRAGANSETT ELECTRIC COMPANY 
d/b/a NATIONAL GRID 

Docket No. R.I.P.U.C. ____  
Witness: Dowd 

Page 11 of 19  
 

S:\RADATA1\2009 neco\General Rate Case\Comp & Benefits (Dowd)\Testimony\Dowd Testimony (Final).doc 

A. Yes. Salary.com, one of the sources the Company uses for competitive pay information, 1 

analyzed the 50th percentile pay rates for the Company’s benchmark positions.  Schedule 2 

NG-WFD-7 shows the result of that analysis.  Some positions are paid less in Rhode 3 

Island than in Eastern Massachusetts, and some are paid more.  On balance, the 4 

differences are not significant enough to adopt a separate base pay structure for Rhode 5 

Island employees.  Given the large size and wide geographic dispersion of National 6 

Grid’s workforce, internal equity and consistency militate in favor of valuing positions 7 

and paying individuals using broad geographic measurements, unless the regional 8 

disparity is shown to be material.  For example, National Grid does maintain a higher 9 

base pay structure for positions located in New York City and Long Island, based on 10 

market data showing an approximate 6.4% variation. 11 

 12 

Q. Why should the non-union base wage increases in this filing be included in the 13 

Company’s cost of service? 14 

A. In this proceeding, rates are being set based on a cost of service for the twelve months 15 

ended December 31, 2010.  In order to properly reflect the calendar year 2010 cost of 16 

service, wage increases implemented during 2009 and 2010 must be incorporated to 17 

arrive at the proper level of wage expense for 2010.  Also, as shown in Schedule NG-18 

WFD-6, the Towers Perrin study, a comparison of National Grid’s non-union pay rates to 19 

the relevant market demonstrates that they are competitive and, therefore, reasonable. 20 

(See page 3 of the Towers Perrin study for the referenced comparison.) 21 

 22 

13
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 Q. What level of non-union base wage increases is included in the Company’s 2010 cost 1 

of service? 2 

A. The cost of service for 2010 reflects the 2009 non-union base wage increases of 1.5 %, 3 

which has already been announced and will become effective July 1, 2009, as well as a 4 

3% increase, which will become effective July 1, 2010.   5 

 6 

Q. Why has the Company included a non-union salary adjustment that will be effective 7 

as of July 1, 2010? 8 

A. The Company’s practice is to adjust non-union wages annually.  Although the current 9 

economic conditions have led National Grid to implement a very conservative non-union 10 

merit increase (1.5%) beginning July 1, 2009, the Company plans to implement a 3% 11 

increase effective July 1, 2010, which is consistent with historical levels.  Therefore, the 12 

cost of service for 2010 has been adjusted accordingly.   13 

 14 

V. Union Wages 15 

Q.  Does National Grid follow a similar compensation philosophy with regard to its 16 

union employees? 17 

A. Yes.  As I noted earlier, wages for union employees at National Grid generally include a 18 

variable pay component as well.  Under their collective bargaining agreements, the 19 

following unions participate in a variable pay plan that pays out if certain financial, 20 

safety, and other operating performance goals are achieved.  The International 21 

Brotherhood of Electrical Workers (“IBEW”) Locals 486 and 1345 and the Utility 22 

Workers Union of America (“UWUA”) Locals 310 and 369 participate in a variable pay 23 

14
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plan with a target payment of 3.5% of all pay.  IBEW Local 3, the Transport Workers 1 

Union (“TWU”) Local 101, UWUA Locals 318 and 350, and the United Steelworkers 2 

Union Locals 12102-03, 12012-04, 13507 and 12003 participate in variable pay plans 3 

with target payments of 1.5% to 2.0 % of base pay. 4 

 5 

Q. What is the payroll expense that is included in the Company’s revenue requirement 6 

in this case for union employees? 7 

A. The total union payroll expense for the Rate Year is $23,714,167, of which $4,274,121 8 

has been allocated from National Grid USA Service Company and $38,901 has been 9 

allocated from former KeySpan service companies.  This reflects increased wages 10 

through June 30, 2010 that have already been agreed to through the unions’ collective 11 

bargaining contracts.  Specifically, the Company (or National Grid USA Service 12 

Company, as the case may be) and IBEW Locals  486 and 1345 negotiated a four year 13 

labor agreement in May 2007 pursuant to which these union workers will receive base 14 

wage increases of 3% on May 11, 2009 and May 11, 2010. The Company (or the service 15 

company, as the case may be) and UWUA Locals 310 and 369 have agreed upon the 16 

same level of increase as part of a four year labor agreement. IBEW Local 1049 has an 17 

existing labor agreement which provides a 3.25% base rate increase on February 13, 2009 18 

and a 3.5% increase on February 13, 2010.  TWU Local 101 has an existing labor 19 

agreement which provides for a 3.5% base rate increase on October 15, 2009. United 20 

Steelworkers Union Local 13507 has an existing labor agreement that provides for a 21 

3.0% base rate increase on February 19, 2009.  United Steelworkers Union Local 12003 22 

has an existing labor agreement that provides for a 2.5% base rate increase on March 9, 23 
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2009 and March 8, 2010.  IBEW Local 3, United Steelworkers Union Locals 12012-03, 1 

12012-04, and UWUA Locals 318 and 350 all have contracts which expire in 2009 and 2 

may result in base rate increases as well.  3 

 4 

Q. What steps does National Grid take to ensure that the union wages it pays are 5 

reasonable? 6 

A. For union employees, National Grid obtains information regarding hourly pay rates from 7 

surrounding utilities to measure the competitiveness of union pay levels. Schedule NG-8 

WFD-8 shows the most recent comparison of pay levels for key union jobs among a 9 

number of New England utilities.  As the schedule shows, National Grid’s wage rates are 10 

within the range of these other utilities.  In reviewing this data, it’s important to bear in 11 

mind that there are a variety of other factors that are difficult or impossible to measure 12 

that have a significant impact on total pay under each company’s union contracts.  These 13 

include matters such as premiums, overtime rules, progression times and work rules. 14 

   15 

VI. Benefit Plans 16 

Q. Please describe the benefit package that is offered to employees of National Grid, 17 

including those of the Company. 18 

A. National Grid provides a variety of employee health and welfare and pension and post-19 

retirement benefit (“OPEB”) plans to its union, non-union and executive employees.  20 

Benefit plans are offered for medical coverage, dental coverage, life insurance coverage 21 

and long-term disability coverage.  There are also paid vacations and holidays.  In 22 

16
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addition, employees are offered a defined benefit pension plan, a defined contribution or 1 

401(k) plan and post-retirement benefits.  2 

 3 

Q. How does National Grid ensure that its benefit programs are reasonable and 4 

competitive? 5 

A. Periodically, National Grid commissions a study by outside consultants for this purpose. 6 

The consultants (Towers Perrin) collect benefit plan provisions from hundreds of 7 

employers in all sectors of the economy and use their proprietary software to measure the 8 

value of these programs.  National Grid selects twelve to fifteen comparable companies – 9 

mostly utilities – to determine the relative value of its benefit programs. Schedules NG-10 

WFD-9 and NG-WFD-10 are the most recent studies for both union and non-union 11 

benefits, respectively. The analysis is conducted for each benefit separately as well as on 12 

an entire-program basis.  It is not unusual for results to vary benefit by benefit due to 13 

unique factors associated with each company’s history and priorities.  The entire-program 14 

analysis combines all values and allows for a comparison between companies’ benefit 15 

programs.  I should note that a condition of participation is that the link between the 16 

participating company and the value of the benefits it provides not be disclosed.  The 17 

studies I am including with this testimony, therefore, mask which companies correlate 18 

with which data, other than for National Grid.  However, the names of the participants are 19 

provided in the reports, so the Commission will be aware of the companies to which 20 

National Grid’s data was compared.  As you can see from both sets of charts, National 21 

Grid benefit plans for both non-union and union employees are very close to the median. 22 

 23 
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Q. What efforts has National Grid undertaken to control costs associated with its 1 

benefit programs? 2 

A. The Company has taken many steps to control benefit costs.  Earlier, I discussed some of 3 

the changes resulting from the review undertaken as part of the acquisition of KeySpan.  4 

In addition, National Grid participates in both industry groups and benefit councils to 5 

learn best practices and stay abreast of market developments.  National Grid also seeks 6 

new ideas and suggestions from its vendors. The data provided from the Towers Perrin 7 

studies demonstrate the success of National Grid’s efforts. In addition, all of National 8 

Grid’s health and welfare benefit plans are self-insured, which affords it a greater ability 9 

to control costs than it would have under third party insurance programs.  Because these 10 

plans are self-insured, the costs for the programs are directly linked to the utilization of 11 

benefits.  National Grid’s medical plans also provide extensive health and wellness 12 

programs designed to reduce health risks and reduce the occurrence of costly diseases.  13 

This, combined with coverage for preventive check-ups and screenings, provides a 14 

benefit structure that, over time, should help to mitigate costs and improve employee 15 

wellness.   16 

 17 

Another area of cost control is in National Grid’s disability benefit program, which 18 

protects employees from the loss of income as a result of sickness or disability.  To 19 

ensure that these benefits are paid only to legitimately sick and/or disabled employees, 20 

National Grid teams up its internal nurse practitioners with a third party – Matrix – to 21 

monitor employee care, verify with treating physicians, find alternative light duty work 22 

where it is feasible and ensure as rapid a return to regular duty as reasonably possible.   23 
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Q. Were similar efforts made to control the cost of union benefit plans? 1 

A. The benefit plan changes described above occurred after the negotiations for a new 2 

agreement in May 2007.  Therefore, these changes have not yet been addressed with 3 

them.  However, National Grid self-insures the union benefit plans as well as the non-4 

union plans, and has implemented the sick/disability utilization controls with its unions as 5 

well. 6 

 7 

Q. Please describe any adjustments to Test Year expense for employee benefit plans 8 

that the Company is including in its proposed revenue requirement. 9 

A. National Grid is projecting increases of 8% in the costs associated with medical benefits 10 

for the Rate Year ending December 31, 2010, which is consistent with its actual 11 

experience and with the projections of experts and information from Towers Perrin.  For 12 

dental benefits, National Grid is projecting a 3% increase in cost which is also consistent 13 

with its experience and the advice of experts at Towers Perrin.  For all other benefits, the 14 

Company has applied the payroll escalation rate to derive the Rate Year costs. 15 

   16 

Q. What has the Company done to control its pension expense? 17 

A. National Grid has implemented a common cash balance pension plan design for all non-18 

union employees, effective with new hires on and after July 15, 2002.  This cash balance 19 

pension plan is significantly less costly than the prior final average pay type plan because 20 

of its smaller annual benefit accruals and flatter cost curve over the working life of an 21 

employee.  Both of these attributes result in lower ultimate pension costs for the 22 

Company.  National Grid has combined this approach with an aggressive participation 23 

19



THE NARRAGANSETT ELECTRIC COMPANY 
d/b/a NATIONAL GRID 

Docket No. R.I.P.U.C. ____  
Witness: Dowd 

Page 18 of 19  
 

S:\RADATA1\2009 neco\General Rate Case\Comp & Benefits (Dowd)\Testimony\Dowd Testimony (Final).doc 

and investment management campaign in its defined contribution (401k) plan, so that 1 

employees can both save more and invest more wisely and still end up with sufficient 2 

retirement income security. 3 

     4 

Q. Has National Grid implemented a cash balance plan for union employees? 5 

A. National Grid has not implemented a cash balance plan for union employees of the 6 

Company or National Grid USA Service Company, Inc.  However, IBEW Local 3 and 7 

TWU Local 101 have adopted a cash balance pension for new hires on and after October 8 

16, 2001. 9 

 10 

Q. Please describe National Grid’s efforts to contain the costs of OPEB expenses. 11 

A. National Grid has taken a number of steps to control OPEB expense. At one time, 12 

employees could retire and receive post retirement medical benefits without contribution. 13 

They also received a reimbursement for the Medicare Part B premium.  Over time, 14 

National Grid has made a number of changes so that now non-union employees pay for 15 

pre-age 65 post retirement medical insurance at the same rates as active employees.  They 16 

pay a service-based contribution for post-age 65 coverage that has a maximum company 17 

contribution of 50%, and reimbursement of the Medicare Part B premium has been 18 

eliminated.  Union employees likewise pay for pre-age 65 medical at the same rate as 19 

active employees, while post-age 65 employees receive an employer contribution toward 20 

coverage equal to $4.50 per month per year of service ($9.00 if married).  In addition, 21 

reimbursement of the Medicare Part B premium has been eliminated.  In the life 22 

insurance program, at one time, employees retired and their life insurance reduced 23 

20
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gradually to about 25% of their final base pay.  Non-union employees’ life insurance now 1 

drops immediately at retirement to $20,000 and union employees to $11,500. 2 

 3 

VII. Conclusion 4 

Q. Does this conclude your direct testimony? 5 

A. Yes. 6 
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1 Introduction 

This guide summarises the main provisions of the National Grid Annual Bonus Plan 
2007/08 (the “Plan”) and highlights the general operation of the plan.  

The Plan is intended to motivate employees to achieve the highest possible financial and 
individual performance, whilst ensuring that at all times, all safety, health and 
environment requirements are adhered to, all standards of service are achieved and 
shareholder expectations reached. In short, all our stakeholders should benefit from the 
Plan.  

Stretching financial targets and individual objectives will be set, as soon as practicable, 
after the start of the Plan year (April each year).  

2 Plan Summary 

60% of the maximum bonus opportunity will be based on financial targets and 40% will 
be based on individual objectives. 

2.1 Financial Targets 
Within the 60% for financial targets, 30% will be based on Group Earnings per Share 
(Group EPS) and the remaining amount for the financial element of the bonus will be 
based on appropriate business unit targets e.g. operating profit or any other appropriate 
targets set by the relevant Executive Director.  

2.2 Individual objectives 
Four or five key individual objectives will be set. They should be stretching, measurable 
and achievable 

When assessing achievement of the individual objectives, equal importance will be 
attributed to performance against the Leadership Qualities (see attached Appendix 1). 

The performance assessment will result in a rating using the National Grid Rating Scale 
of 1 to 5 (See Appendix 2). 

 

3 Performance Reviews 

Your manager will discuss performance against targets and objectives with you on a 
regular basis throughout the year. An interim review will be undertaken part way through 
the year to formally assess progress and a year end review will be undertaken to assess 
final performance. It is both your responsibility and your Manager’s to ensure these 
discussions take place, they are effective by clearly articulating progress and 
expectations; and they provide an opportunity for constructive two way dialogue.   

4 Worked Example 

The attached example shows how the assessment process works. The example is 
based on an employee who has a maximum bonus opportunity of 70% of salary. 60% of 
the bonus is based on financial targets and 40% on individual objectives. 
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On this basis, 42% of salary is based on financial targets and 28% of salary is based on 
individual objectives.   
 
See Appendices 3 and 4 and read in conjunction with the following notes. 

 
4.1 Notes to Example 
 

The Company achieves stretch performance (21%) for Group EPS and target (6.3%) for 
Business Unit Operating Profit.  Business Unit Cashflow is based on achieving between 
Threshold and Target (1.93%).  See Appendix 3. 

 

     21%      - Group EPS + 

     6.3%     - Business Unit Operational Profit + 

  1.93%    - Business Unit Cashflow  

 29.23%   - Total   

In this example, the manager determines the employee frequently exceeds expectations 
with regard to performance objectives and strongly demonstrates the Leadership 
Qualities.  The manager therefore determines the employee will be in a 2/1 position 
overall (i.e. Performance Objectives “v” Leadership Qualities) with an overall rating of 2 
(Frequently Exceeds Expectations) and that 80% of the maximum available for individual 
performance will be paid. See Appendix 4. 

As such 80% x 28% = 22.4%. This is then added to the total for financial targets 
(29.23%).  Consequently, the bonus achieved is 52% (rounded) out of a bonus 
maximum of 70%.  Therefore, the employee will receive 52% of their salary as a 
bonus.  

Note: There is discretion to reduce payments to take account of significant safety or 
service standard incidents. 

5 Payment of the Bonus  

Your bonus is payable in June and is subject to tax withholdings.  

6 Ceasing to be employed  

If you cease to be an employee during the Plan year, a discretional cash payment may 
be paid to you, but this will depend on the circumstances of your leaving.  

7 Limitations of the Plan 

The Company may amend, suspend or terminate all or any part of the Plan at any time.  

Participation in, and the operation of, the Plan will not form part of or affect your contract 
of employment or your employment relationship, nor will they give you the right to 
continued employment. Participation in one year of the Plan does not indicate that you 
will participate, or be considered for participation, in any years. You are not entitled to 
any compensation or other benefit in respect of the Plan.  
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APPENDIX 1 

 

 

Leadership Qualities 

 

    

♦ Lives the National Grid values 

 

♦ Creates the future 

 

♦ Consistently delivers great performance 

 

♦ Builds relationships 

 

♦ Develops self and others 

 

 

 

 

Full details of the Leadership Qualities are included in the Performance For 
Growth Guidelines. 
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APPENDIX 2 

 

National Grid Rating Scale Definitions 

Creates Exceptional Value (1) — to achieve an overall rating in this category means the 
employee creates exceptional value in most, if not all, business objectives and 
leadership qualities, frequently exceeding expectations, and achieving maximum 
measures of success.  Employees in this category: 

 Drive optimal results while demonstrating extraordinary leadership.   
 Demonstrate role model behaviour in capabilities appropriate to role. 

  
Frequently Exceeds Expectations (2) — to achieve an overall rating in this category 
means the employee frequently exceeds expectations in most, if not all, business 
objectives and leadership qualities, achieving above target measures of success.  
Employees in this category: 
 

 Excel at contributing to achievement of targeted goals within their job role and  
      frequently achieve above target levels. 

 Deliver strong results while demonstrating strong leadership.   
 Demonstrate great strengths in qualities appropriate to role. 

 
Consistently Meets Expectations (3) — to achieve an overall rating in this category 
means the employee consistently meets expectations and has exceeded in a few 
business objectives and leadership qualities. Employees in this category:  
 

 Consistently contribute to achievement of the success of the business unit by meeting 
all goals and exceeding some. 

 Are reliable and dependable in the performance of day-to-day and stretch objectives.  
 Consistently demonstrate leadership qualities. 

 
Meets Most Expectations (4) — to achieve an overall rating in this category means the 
employee meets most expectations in business objectives and leadership qualities, 
achieving some target measures of success.  Employees in this category:  
 

 Contribute to achievement of goals and success of the immediate business area.   
 Have one or more business objectives that have not been fully realised.  
 Demonstrate most of the leadership qualities. 

More Is Expected (5) — to receive an overall rating in this category means that more is 
expected of the employee in order to achieve target measures of success and/or to 
improve a significant shortcoming in one or more business objectives and/or 
leadership qualities.   Employees in this category: 

 Meet minimum requirements of the job; and have required job skills. 
 Deliver results asked for, but do not demonstrate strong initiative to contribute to the 

success of the team or the work without direction.    
 Deliver limited added value to the business area.  
 Employees in this category need to work closely with their immediate manager and HR 

to take actions that will improve and sustain performance at target levels.    
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 Dear colleague 

 
During 2007, we made significant changes to our Company including the merger with 
KeySpan (which has doubled the size of our US operations) and the reorganisation of 
our activities around Global Lines of Business.   

In order to realise our potential, we need to improve performance across the business 
on a financial basis, but also in everything we do. We have started this work by 
identifying ways to fully integrate our operations and deploy best practice and common 
processes across the organisation.  

This performance philosophy flows through to our annual bonus plan, which after 
having operated Performance For Growth in 2007/08 for Bands A and B, will be 
cascaded down in 2008/09 to Band D (UK) and Band F (US). 

This guide provides information about how the annual bonus plan will operate and your 
Manager will discuss this further with you over the next few weeks.  

 
 Steve Holliday 
 Chief Executive 
 

1 Introduction 

This guide summarises the main provisions of the National Grid Annual Bonus Plan 
2008/09 (the “Plan”) and highlights the general operation of the plan. The Plan has 
been approved by the Executive Directors and they have absolute discretion over the 
operation and design of the Plan (see section 7 for further detail). 

The Plan is intended to motivate employees to achieve the highest possible financial 
and individual performance, whilst ensuring that at all times, all safety, health and 
environment requirements are adhered to, all standards of service are achieved and 
shareholder expectations reached. In short, all our stakeholders should benefit from 
the Plan.  

Stretching financial targets and individual objectives will be set, as soon as 
practicable, after the start of the Plan year (April each year).  

2 Plan Summary 

50% of the maximum bonus opportunity is based on financial targets and 50% is 
based on individual objectives. 

2.1 Financial Targets 
Within the 50% for financial targets, 20% is based on Group Earnings per Share 
(Group EPS) and the remaining amount for the financial element of the bonus will be 
based on appropriate Line of Business/Shared Services/IS (“LOB”) targets e.g. 
operating profit or any other appropriate targets set by the relevant Executive 
Director.  
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2.2 Individual objectives 
Four or five key individual objectives are set. They should be stretching, measurable 
and achievable. 

When assessing achievement of the individual objectives, equal importance is 
attributed to performance against the Leadership Qualities (see attached Appendix 1). 

The performance assessment will result in a rating using the National Grid Rating 
Scale of 1 to 5 (See Appendix 2). 

 

3 Performance Reviews 

Your manager will discuss performance against targets and objectives with you on a 
regular basis throughout the year. An interim review will be undertaken part way 
through the year to formally assess progress and a year end review will be 
undertaken to assess final performance. It is both your responsibility and your 
Manager’s to ensure these discussions take place. They can be effective only by 
clearly articulating progress and expectations; and by providing an opportunity for 
constructive two way dialogue. Assessment of performance against individual 
objectives is based on the what and how ratings as shown below. 

 

 

 

4 Worked Example 

The attached example shows how the assessment process works. The example is 
based on an employee who has a maximum bonus opportunity of 40% of salary. 50% 
of the bonus is based on financial targets and 50% on individual objectives. 

On this basis, 20% of salary is based on financial targets and 20% of salary is based 
on individual objectives.   
 
See Appendices 3 and 4 and read in conjunction with the following notes. 
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4.1 Notes to Example 
 

The Company achieves stretch performance (8%) for Group EPS and target (5.4%) 
for LOB Operating Profit.  See Appendix 3. 

 

     8.00%     - Group EPS + 

     5.40%     - LOB Operational Profit 

 13.40%     - Total   

 

In this example, the manager determines the employee frequently exceeds 
expectations with regard to performance objectives and demonstrated the Leadership 
Qualities.  The manager therefore determines the employee will be in a 2/2 position 
overall (i.e. Performance “v” Leadership Qualities) and that 80% of the maximum 
available for individual performance will be paid. See Appendix 4. 

As such 80% x 20% = 16%. This is then added to the total for financial targets 
(13.4%).  Consequently, the bonus achieved is 29.4% out of a bonus maximum of 
40%.  Therefore, the employee will receive 29.4% of their salary as a bonus.  

Note: There is discretion to reduce payments to take account of significant safety, 
service standard incidents and environmental issues. 

5 Payment of the Bonus  

Your bonus is payable in June and is subject to tax withholdings.  

6 Ceasing to be employed  

If you cease to be an employee during the Plan year, a discretional cash payment 
may be paid to you, but this will depend on the circumstances of your leaving.  

7 Limitations of the Plan 

The Company may amend, suspend or terminate all or any part of the Plan at any 
time.  

Participation in, and the operation of, the Plan will not form part of or affect your 
contract of employment or your employment relationship, nor will they give you the 
right to continued employment. Participation in one year of the Plan does not indicate 
that you will participate, or be considered for participation, in any future years. You are 
not entitled to any compensation or other benefit in respect of the Plan.  
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APPENDIX 1 

 

 

Leadership Qualities (the “how”) 

 

    

♦ Lives the National Grid values 

 

♦ Creates the future 

 

♦ Consistently delivers great performance 

 

♦ Builds relationships 

 

♦ Develops self and others 

 

 

 

 

Full details of the Leadership Qualities are included in the Performance For 
Growth Guidelines. 
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APPENDIX 2 

Performance Rating Definitions (the “what”) 

Creates Exceptional Value (1) — to achieve a rating in this category means the employee 
creates exceptional value in most, if not all, business objectives, frequently exceeding 
expectations, and achieving maximum measures of success. Employees in this category: 

 Frequently achieve stretch levels of performance 
 Drive optimal results     

Frequently Exceeds Expectations (2) — to achieve a rating in this category means the 
employee frequently exceeds expectations in most, if not all, business objectives, 
achieving above target measures of success. Employees in this category: 

 Excel at contributing to achievement of targeted goals within their job role and 
frequently achieve above target levels. 

 Deliver strong results.   

Consistently Meets Expectations (3) — to achieve a rating in this category means the 
employee consistently meets expectations and has exceeded in a few business 
objectives. Employees in this category:  

 Consistently contribute to achievement of the success of the business unit by 
meeting all goals and exceeding some. 

 Are reliable and dependable in the performance of day-to-day and stretch 
objectives. 

Meets Most Expectations (4) — to achieve a rating in this category means the employee 
meets most expectations in business objectives, achieving some target measures of 
success. Employees in this category:  

 Contribute to achievement of goals and success of the immediate business 
area.   

 Have one or more business objectives that have not been fully realised.  

More Is Expected (5) — to receive a rating in this category means that more is expected 
of the employee in order to achieve target measures of success and/or to improve a 
significant shortcoming in one or more business objectives. Employees in this 
category: 

 Meet minimum requirements of the job; and have required job skills. 
 Deliver results asked for, but do not demonstrate strong initiative to contribute 

to the success of the team or the work without direction.    
 Deliver limited added value to the business area. 
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 Dear colleague 

 
During 2007, we made significant changes to our Company including the merger with 
KeySpan (which has doubled the size of our US operations) and the reorganisation of 
our activities around Global Lines of Business.   

In order to realise our potential, we need to improve performance across the business 
on a financial basis, but also in everything we do. We have started this work by 
identifying ways to fully integrate our operations and deploy best practice and common 
processes across the organisation.  

This performance philosophy flows through to our annual bonus plan, which after 
having operated Performance For Growth in 2007/08 for Bands A and B, will be 
cascaded down in 2008/09 to Band D (UK) and Band F (US). 

This guide provides information about how the annual bonus plan will operate and your 
Manager will discuss this further with you over the next few weeks.  

 
 Steve Holliday 
 Chief Executive 
 

1 Introduction 

This guide summarises the main provisions of the National Grid Annual Bonus Plan 
2008/09 (the “Plan”) and highlights the general operation of the plan. The Plan has 
been approved by the Executive Directors and they have absolute discretion over the 
operation and design of the Plan (see section 7 for further detail). 

The Plan is intended to motivate employees to achieve the highest possible financial 
and individual performance, whilst ensuring that at all times, all safety, health and 
environment requirements are adhered to, all standards of service are achieved and 
shareholder expectations reached. In short, all our stakeholders should benefit from 
the Plan.  

Stretching financial targets and individual objectives will be set, as soon as 
practicable, after the start of the Plan year (April each year).  

2 Plan Summary 

50% of the maximum bonus opportunity is based on financial targets and 50% is 
based on individual objectives. 

2.1 Financial Targets 
Within the 50% for financial targets, 20% will be based on Group Earnings per Share 
(Group EPS) and the remaining amount for the financial element of the bonus will be 
based on appropriate Line of Business/Shared Services/IS (“LOB”) targets e.g. 
operating profit or any other appropriate targets set by the relevant Executive 
Director.  
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2.2 Individual objectives 
Four or five key individual objectives are set. They should be stretching, measurable 
and achievable. 

When assessing achievement of the individual objectives, equal importance is 
attributed to performance against the Leadership Qualities (see attached Appendix 1). 

The performance assessment will result in a rating using the National Grid Rating 
Scale of 1 to 5 (See Appendix 2). 

 

3 Performance Reviews 

Your manager will discuss performance against targets and objectives with you on a 
regular basis throughout the year. An interim review will be undertaken part way 
through the year to formally assess progress and a year end review will be 
undertaken to assess final performance. It is both your responsibility and your 
Manager’s to ensure these discussions take place. They can be effective only by 
clearly articulating progress and expectations; and by providing an opportunity for 
constructive two way dialogue. Assessment of performance against individual 
objectives is based on the what and how ratings as shown below. 

 

 

 

4 Worked Example 

The attached example shows how the assessment process works. The example is 
based on an employee who has a maximum bonus opportunity of 30% of salary. 50% 
of the bonus is based on financial targets and 50% on individual objectives. 

On this basis, 15% of salary is based on financial targets and 15% of salary is based 
on individual objectives.   
 
See Appendices 3 and 4 and read in conjunction with the following notes. 
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4.1 Notes to Example 
 

The Company achieves stretch performance (6%) for Group EPS and target (4.05%) 
for Business Unit Operating Profit.  See Appendix 3. 

 

     6.00%     - Group EPS + 

     4.05%     - LOB Operational Profit  

 10.05%     - Total   

 

In this example, the manager determines the employee frequently exceeds 
expectations with regard to performance objectives and demonstrated the Leadership 
Qualities.  The manager therefore determines the employee will be in a 2/2 position 
overall (i.e. Performance “v” Leadership Qualities) and that 80% of the maximum 
available for individual performance will be paid. See Appendix 4. 

As such 80% x 15% = 12%. This is then added to the total for financial targets 
(10.05%).  Consequently, the bonus achieved is 22.05% out of a bonus maximum of 
30%.  Therefore, the employee will receive 22.05% of their salary as a bonus.  

Note: There is discretion to reduce payments to take account of significant safety, 
service standard incidents and environmental issues. 

5 Payment of the Bonus  

Your bonus is payable in June and is subject to tax withholdings.  

6 Ceasing to be employed  

If you cease to be an employee during the Plan year, a discretional cash payment 
may be paid to you, but this will depend on the circumstances of your leaving.  

7 Limitations of the Plan 

The Company may amend, suspend or terminate all or any part of the Plan at any 
time.  

Participation in, and the operation of, the Plan will not form part of or affect your 
contract of employment or your employment relationship, nor will they give you the 
right to continued employment. Participation in one year of the Plan does not indicate 
that you will participate, or be considered for participation, in any future years. You are 
not entitled to any compensation or other benefit in respect of the Plan.  
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APPENDIX 1 

 

 

Leadership Qualities (the “how”) 

 

    

♦ Lives the National Grid values 

 

♦ Creates the future 

 

♦ Consistently delivers great performance 

 

♦ Builds relationships 

 

♦ Develops self and others 

 

 

 

 

Full details of the Leadership Qualities are included in the Performance For 
Growth Guidelines. 
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APPENDIX 2 

Performance Rating Definitions (the “what”) 

Creates Exceptional Value (1) — to achieve a rating in this category means the employee 
creates exceptional value in most, if not all, business objectives, frequently exceeding 
expectations, and achieving maximum measures of success. Employees in this category: 

 Frequently achieve stretch levels of performance 
 Drive optimal results     

Frequently Exceeds Expectations (2) — to achieve a rating in this category means the 
employee frequently exceeds expectations in most, if not all, business objectives, 
achieving above target measures of success. Employees in this category: 

 Excel at contributing to achievement of targeted goals within their job role and 
frequently achieve above target levels. 

 Deliver strong results.   

Consistently Meets Expectations (3) — to achieve a rating in this category means the 
employee consistently meets expectations and has exceeded in a few business 
objectives. Employees in this category:  

 Consistently contribute to achievement of the success of the business unit by 
meeting all goals and exceeding some. 

 Are reliable and dependable in the performance of day-to-day and stretch 
objectives. 

Meets Most Expectations (4) — to achieve a rating in this category means the employee 
meets most expectations in business objectives, achieving some target measures of 
success. Employees in this category:  

 Contribute to achievement of goals and success of the immediate business 
area.   

 Have one or more business objectives that have not been fully realised.  

More Is Expected (5) — to receive a rating in this category means that more is expected 
of the employee in order to achieve target measures of success and/or to improve a 
significant shortcoming in one or more business objectives. Employees in this 
category: 

 Meet minimum requirements of the job; and have required job skills. 
 Deliver results asked for, but do not demonstrate strong initiative to contribute 

to the success of the team or the work without direction.    
 Deliver limited added value to the business area. 
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Dear colleague 
 

During 2007, we made significant changes to our Company including the merger with 
KeySpan (which has doubled the size of our US operations) and the reorganisation of 
our activities around Global Lines of Business.   

In order to realise our potential, we need to improve performance across the business 
on a financial basis, but also in everything we do. We have started this work by 
identifying ways to fully integrate our operations and deploy best practice and common 
processes across the organisation.  

This performance philosophy flows through to our annual bonus plan, which after 
having operated Performance For Growth in 2007/08 for Bands A and B, will be 
cascaded down in 2008/09 to Band D (UK) and Band F (US). 

This guide provides information about how the annual bonus plan will operate and your 
Manager will discuss this further with you over the next few weeks.  

 
 Steve Holliday 
 Chief Executive 
 

1 Introduction 

This guide summarises the main provisions of the National Grid Annual Bonus Plan 
2008/09 (the “Plan”) and highlights the general operation of the plan. The Plan has 
been approved by the Executive Directors and they have absolute discretion over the 
operation and design of the Plan (see section 7 for further detail). 

The Plan is intended to motivate employees to achieve the highest possible financial 
and individual performance, whilst ensuring that at all times, all safety, health and 
environment requirements are adhered to, all standards of service are achieved and 
shareholder expectations reached. In short, all our stakeholders should benefit from 
the Plan.  

Stretching financial targets and individual objectives will be set, as soon as 
practicable, after the start of the Plan year (April each year).  

2 Plan Summary 

50% of the maximum bonus opportunity is based on financial targets and 50% will be 
based on individual objectives. 

2.1 Financial Targets 
Within the 50% for financial targets, 20% will be based on Group Earnings per Share 
(Group EPS) and the remaining amount for the financial element of the bonus will be 
based on appropriate business unit targets e.g. operating profit or any other 
appropriate targets set by the relevant Executive Director.  

2.2 Individual objectives 
Four or five key individual objectives are set. They should be stretching, measurable 
and achievable. 
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When assessing achievement of the individual objectives, equal importance is 
attributed to performance against the Leadership Qualities (see attached Appendix 1). 

The performance assessment will result in a rating using the National Grid Rating 
Scale of 1 to 5 (See Appendix 2). 

 

3 Performance Reviews 

Your manager will discuss performance against targets and objectives with you on a 
regular basis throughout the year. An interim review will be undertaken part way 
through the year to formally assess progress and a year end review will be 
undertaken to assess final performance. It is both your responsibility and your 
Manager’s to ensure these discussions take place. They can be effective only by 
clearly articulating progress and expectations; and by providing an opportunity for 
constructive two way dialogue. Assessment of performance against individual 
objectives is based on the what and how ratings as shown below. 

 

 

4 Worked Example 

The attached example shows how the assessment process works. The example is 
based on an employee who has a maximum bonus opportunity of 20% of salary. 50% 
of the bonus is based on financial targets and 50% on individual objectives. 

On this basis, 10% of salary is based on financial targets and 10% of salary is based 
on individual objectives.   
 
See Appendices 3 and 4 and read in conjunction with the following notes. 
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4.1 Notes to Example 
 

The Company achieves stretch performance (4%) for Group EPS and target (2.7%) 
for Business Unit Operating Profit.  See Appendix 3. 

 

   4.00%     - Group EPS + 

   2.70%     - LOB Operational Profit + 

6.70%     - Total   

 

In this example, the manager determines the employee frequently exceeds 
expectations with regard to performance objectives and demonstrated the Leadership 
Qualities.  The manager therefore determines the employee will be in a 2/2 position 
overall (i.e. Performance “v” Leadership Qualities) and that 80% of the maximum 
available for individual performance will be paid. See Appendix 4. 

As such 80% x 10% = 8%. This is then added to the total for financial targets 
(6.70%).  Consequently, the bonus achieved is 14.70% out of a bonus maximum of 
20%.  Therefore, the employee will receive 14.70% of their salary as a bonus.  

Note: There is discretion to reduce payments to take account of significant safety, 
service standard incidents and environmental issues. 

5 Payment of the Bonus  

Your bonus is payable in June and is subject to tax withholdings.  

6 Ceasing to be employed  

If you cease to be an employee during the Plan year, a discretional cash payment 
may be paid to you, but this will depend on the circumstances of your leaving.  

7 Limitations of the Plan 

The Company may amend, suspend or terminate all or any part of the Plan at any 
time.  

Participation in, and the operation of, the Plan will not form part of or affect your 
contract of employment or your employment relationship, nor will they give you the 
right to continued employment. Participation in one year of the Plan does not indicate 
that you will participate, or be considered for participation, in any future years. You are 
not entitled to any compensation or other benefit in respect of the Plan.  
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APPENDIX 1 

 

 

Leadership Qualities (the “how”) 

 

    

♦ Lives the National Grid values 

 

♦ Creates the future 

 

♦ Consistently delivers great performance 

 

♦ Builds relationships 

 

♦ Develops self and others 

 

 

 

 

Full details of the Leadership Qualities are included in the Performance For 
Growth Guidelines. 
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APPENDIX 2 

Performance Rating Definitions (the “what”) 

Creates Exceptional Value (1) — to achieve a rating in this category means the employee 
creates exceptional value in most, if not all, business objectives, frequently exceeding 
expectations, and achieving maximum measures of success. Employees in this category: 

 Frequently achieve stretch levels of performance 
 Drive optimal results     

Frequently Exceeds Expectations (2) — to achieve a rating in this category means the 
employee frequently exceeds expectations in most, if not all, business objectives, 
achieving above target measures of success. Employees in this category: 

 Excel at contributing to achievement of targeted goals within their job role and 
frequently achieve above target levels. 

 Deliver strong results.   

Consistently Meets Expectations (3) — to achieve a rating in this category means the 
employee consistently meets expectations and has exceeded in a few business 
objectives. Employees in this category:  

 Consistently contribute to achievement of the success of the business unit by 
meeting all goals and exceeding some. 

 Are reliable and dependable in the performance of day-to-day and stretch 
objectives. 

Meets Most Expectations (4) — to achieve a rating in this category means the employee 
meets most expectations in business objectives, achieving some target measures of 
success. Employees in this category:  

 Contribute to achievement of goals and success of the immediate business 
area.   

 Have one or more business objectives that have not been fully realised.  

More Is Expected (5) — to receive a rating in this category means that more is expected 
of the employee in order to achieve target measures of success and/or to improve a 
significant shortcoming in one or more business objectives. Employees in this 
category: 

 Meet minimum requirements of the job; and have required job skills. 
 Deliver results asked for, but do not demonstrate strong initiative to contribute 

to the success of the team or the work without direction.    
 Deliver limited added value to the business area. 
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 Dear colleague 

 
During 2007, we made significant changes to our Company including the merger with 
KeySpan (which has doubled the size of our US operations) and the reorganisation of 
our activities around Global Lines of Business.   

In order to realise our potential, we need to improve performance across the business 
on a financial basis, but also in everything we do. We have started this work by 
identifying ways to fully integrate our operations and deploy best practice and common 
processes across the organisation.  

This performance philosophy flows through to our annual bonus plan, which after 
having operated Performance For Growth in 2007/08 for Bands A and B, will be 
cascaded down in 2008/09 to Band D (UK) and Band F (US). 

This guide provides information about how the annual bonus plan will operate and your 
Manager will discuss this further with you over the next few weeks.  

 
 Steve Holliday 
 Chief Executive 
 

1 Introduction 

This guide summarises the main provisions of the National Grid Annual Bonus Plan 
2008/09 (the “Plan”) and highlights the general operation of the plan. The Plan has 
been approved by the Executive Directors and they have absolute discretion over the 
operation and design of the Plan (see section 7 for further detail). 

The Plan is intended to motivate employees to achieve the highest possible financial 
and individual performance, whilst ensuring that at all times, all safety, health and 
environment requirements are adhered to, all standards of service are achieved and 
shareholder expectations reached. In short, all our stakeholders should benefit from 
the Plan.  

Stretching financial targets and individual objectives will be set, as soon as 
practicable, after the start of the Plan year (April each year).  

2 Plan Summary 

50% of the maximum bonus opportunity will be based on financial targets and 50% 
will be based on individual objectives. 

2.1 Financial Targets 
Within the 50% for financial targets, 20% is based on Group Earnings per Share 
(Group EPS) and the remaining amount for the financial element of the bonus is 
based on appropriate Line of Business/Shared Services/IS (“LOB”) targets e.g. 
operating profit or any other appropriate targets set by the relevant Executive 
Director.  

2.2 Individual objectives 
Four or five key individual objectives are set. They should be stretching, measurable 
and achievable. 
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When assessing achievement of the individual objectives, equal importance is 
attributed to performance against the Leadership Qualities (see attached Appendix 1). 

The performance assessment will result in a rating using the National Grid Rating 
Scale of 1 to 5 (See Appendix 2). 

 

3 Performance Reviews 

Your manager will discuss performance against targets and objectives with you on a 
regular basis throughout the year. An interim review will be undertaken part way 
through the year to formally assess progress and a year end review will be 
undertaken to assess final performance. It is both your responsibility and your 
Manager’s to ensure these discussions take place. They can be effective only by 
clearly articulating progress and expectations; and by providing an opportunity for 
constructive two way dialogue. Assessment of performance against individual 
objectives is based on the what and how ratings as shown below. 

 

 

4 Worked Example 

The attached example shows how the assessment process works. The example is 
based on an employee who has a maximum bonus opportunity of 10% of salary. 50% 
of the bonus is based on financial targets and 50% on individual objectives. 

On this basis, 5% of salary is based on financial targets and 5% of salary is based on 
individual objectives.   
 
See Appendices 3 and 4 and read in conjunction with the following notes. 

 
 
 
 
 

Narragansett Electric Company 
d/b/a National Grid 
Docket No. R.I.P.U.C. ____ 
Schedule NG-WFD-5 
Page 3 of 8

61



 

  

 
 
 
 
 
4.1 Notes to Example 
 

The Company achieves stretch performance (2%) for Group EPS and target (1.35%) 
for Business Unit Operating Profit. See Appendix 3. 

 

     2.00%    - Group EPS + 

     1.35%     - LOB Operational Profit 

  3.35%     - Total   

 

In this example, the manager determines the employee frequently exceeds 
expectations with regard to performance objectives and demonstrated the Leadership 
Qualities.  The manager therefore determines the employee will be in a 2/2 position 
overall (i.e. Performance “v” Leadership Qualities) and that 80% of the maximum 
available for individual performance will be paid. See Appendix 4. 

As such 80% x 5% = 4%. This is then added to the total for financial targets (3.35%).  
Consequently, the bonus achieved is 7.35% out of a bonus maximum of 10%.  
Therefore, the employee will receive 7.35% of their salary as a bonus.  

Note: There is discretion to reduce payments to take account of significant safety, 
service standard incidents and environmental issues. 

5 Payment of the Bonus  

Your bonus is payable in June and is subject to tax withholdings.  

6 Ceasing to be employed  

If you cease to be an employee during the Plan year, a discretional cash payment 
may be paid to you, but this will depend on the circumstances of your leaving.  

7 Limitations of the Plan 

The Company may amend, suspend or terminate all or any part of the Plan at any 
time.  

Participation in, and the operation of, the Plan will not form part of or affect your 
contract of employment or your employment relationship, nor will they give you the 
right to continued employment. Participation in one year of the Plan does not indicate 
that you will participate, or be considered for participation, in any future years. You are 
not entitled to any compensation or other benefit in respect of the Plan.  
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APPENDIX 1 

 

 

Leadership Qualities (the “how”) 

 

    

♦ Lives the National Grid values 

 

♦ Creates the future 

 

♦ Consistently delivers great performance 

 

♦ Builds relationships 

 

♦ Develops self and others 

 

 

 

 

Full details of the Leadership Qualities are included in the Performance For 
Growth Guidelines. 
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APPENDIX 2 

Performance Rating Definitions (the “what”) 

Creates Exceptional Value (1) — to achieve a rating in this category means the employee 
creates exceptional value in most, if not all, business objectives, frequently exceeding 
expectations, and achieving maximum measures of success. Employees in this category: 

 Frequently achieve stretch levels of performance 
 Drive optimal results     

Frequently Exceeds Expectations (2) — to achieve a rating in this category means the 
employee frequently exceeds expectations in most, if not all, business objectives, 
achieving above target measures of success. Employees in this category: 

 Excel at contributing to achievement of targeted goals within their job role and 
frequently achieve above target levels. 

 Deliver strong results.   

Consistently Meets Expectations (3) — to achieve a rating in this category means the 
employee consistently meets expectations and has exceeded in a few business 
objectives. Employees in this category:  

 Consistently contribute to achievement of the success of the business unit by 
meeting all goals and exceeding some. 

 Are reliable and dependable in the performance of day-to-day and stretch 
objectives. 

Meets Most Expectations (4) — to achieve a rating in this category means the employee 
meets most expectations in business objectives, achieving some target measures of 
success. Employees in this category:  

 Contribute to achievement of goals and success of the immediate business 
area.   

 Have one or more business objectives that have not been fully realised.  

More Is Expected (5) — to receive a rating in this category means that more is expected 
of the employee in order to achieve target measures of success and/or to improve a 
significant shortcoming in one or more business objectives. Employees in this 
category: 

 Meet minimum requirements of the job; and have required job skills. 
 Deliver results asked for, but do not demonstrate strong initiative to contribute 

to the success of the team or the work without direction.    
 Deliver limited added value to the business area. 
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COMPETITIVE ASSESSMENT OF NON-UNION 
COMPENSATION 

 

Introduction 

National Grid asked Towers Perrin to conduct a competitive assessment of the Company’s 

compensation relative to the energy services marketplace.  The analysis was focused on the 

exempt non-union workforce with salary levels ranging from $40,000 to approximately 

$190,000.  The research addressed the competitiveness of base salary and base salary plus 

incentive compensation relative to the marketplace.   

In addition to reviewing the competitiveness of National Grid pay, we were also asked to 

research the prevalence of incentive compensation in energy services companies for 

employees at these levels.  Thus, the second section of this outline addresses the prevalence 

of incentive compensation in the marketplace. 

Towers Perrin’s research was conducted by Michael Carter and Richard Meischeid, both 

Principals of the firm.  A description of Towers Perrin and biographies for Michael Carter 

and Richard Meischeid are contained in the Appendix I and II, respectively.  

Approach to Assessing Pay Competitiveness and Determining the 
Prevalence of Incentive Compensation 

Market pay information was gathered from Towers Perrin’s 2008 Energy Services Middle 

Management and Professional Compensation Database.  This survey is the most 

comprehensive middle management and professional compensation database for the U.S. 

electric and gas industry.  Selected descriptive information about the database follows below: 

          2008    

 Participating companies        123 

 Number of incumbents reported   116,000  
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For this specific analysis, market pay data, including base salary and annual incentives, was 

gathered for a cross-section of over 400 National Grid positions covering over 5000 

incumbents.  National Grid compensation was compared with surveyed levels among: 

• All 2008 survey participants nationally (123 energy services companies) 

• Energy Services Companies with Revenues Over $6 billion plus selected large 

regional utilities (38 participants). 

The comparison against all survey participants provides a snapshot of National Grid 

competitiveness against a broad sample of companies.  The comparison with larger utilities 

provides a snapshot of Company competitiveness against companies of similar size.  Lists of 

participating companies included in both survey samples are included in Appendix III. 

We assessed the overall competitiveness of pay for all National Grid positions combined, but 

also arrayed our findings by salary level to illustrate competitiveness at relevant 

organizational levels within National Grid. 

Market data reflects survey participants’ salaries in effect as of April, 2008 and incentives 

largely reflect 2008 payouts for the 2007 fiscal year performance.  National Grid data reflect 

salaries in effect as of November, 2008 and incentives reflect June 15, 2008 awards paid for 

fiscal year 2007 performance (April 2007 through March 2008). 

Incentive compensation market prevalence information was gathered from Towers Perrin’s 

2007 and 2008 Energy Services Middle Management and Professional Compensation 

Database.   

Two years’ data (2007-2008) on bonus practices was gathered to not only capture practices 

in 2008, but to also detail trends in bonus practices over the last two years.  We have arrayed 

bonus prevalence information for all survey participants as well as for energy services 

companies with revenues over $10 billion.  Names of participating companies in the 2007 

and 2008 surveys are provided in Appendix IV and Appendix V. 

 

Narragansett Electric Company 
d/b/a National Grid 
Docket No. R.I.P.U.C. ____ 
Schedule NG-WFD-6 
Page 4 of 16

71



National Grid USA 3 

November 14, 2008 
 

 

Findings – Competitiveness of Pay 

The analysis shows that National Grid actual salaries and salaries plus 2008 actual incentive 

payouts are competitive with the broad (all participants) sample of companies and somewhat 

below similarly sized energy services companies. 

 

National Grid Compensation as a Percent of Market 

 All Participants Similar-Size Companies 
Base Salary 102% 99% 

Base Salary Plus Incentives 99 94 

 
National Grid’s competitiveness, when viewed by salary level, generally follows 
the trend of the consolidated findings illustrated above. 
 

National Grid Compensation as a Percent of Market 

All Participants Similar-Size Companies 

Market  Salary Bands Salary 
Salary Plus 
Incentive Salary 

Salary Plus 
Incentive 

$  40,000 − $  60,000 111% 107% 110% 104% 

$  60,000 − $  80,000 102 99 100 95 

$  80,000 − $100,000 102 100 99 95 

$100,000 − $120,000 101 98 98 93 

$120,000 − $140,000 99 95 100 95 

$140,000 − $160,000 94 86 95 87 

>$160,000 83 77 81 74 

Average 102% 99% 99 94 

 
 
The data also indicates that, on average, larger energy services companies in the marketplace 

have higher levels of compensation.  Given that National Grid is among the largest energy 

services companies, we believe the more appropriate comparison is with companies of 

similar size (in terms of revenue). 
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Findings – Prevalence of Incentive Compensation 

The data in Towers Perrin’s Energy Services surveys clearly demonstrate that incentive plans 

are prevalent in U.S. energy services companies and have become a standard component of 

the compensation package provided to employees.  The results from both the 2007 and 2008 

surveys indicate that over 95% of the participants have incentive compensation programs and 

offer incentive pay to their employees.    

The two charts below capture the prevalence of incentive compensation eligibility at 

different pay levels among all participating energy services organizations and in energy 

services companies with revenue greater than $10 billion, respectively.  The charts detail the 

number of incumbents reported by participants, the percentage of these incumbents eligible 

at different salary levels as well as the percentage of incumbents actually receiving awards.     

The first chart indicates that when we examine the results for all participating organizations, 

over 90% of the incumbents are eligible and receive incentive compensation. 

Percentage of Incumbents Eligible For and Receiving Incentive Awards:   

Total Sample of Energy Services Participants 

Base Salary Range
# Incumbents 

Reported % Eligible
% 

Receiving
# Incumbents 

Reported % Eligible
% 

Receiving

$40,000 to $45,000 1,082 91% 89% 935 88% 87%
$45,000 to $50,000 1,795 90% 87% 1,507 91% 90%
$50,000 to $55,000 2,605 89% 83% 2,702 88% 85%
$55,000 to $60,000 3,922 88% 82% 3,683 92% 89%
$60,000 to $65,000 5,163 92% 88% 4,476 94% 92%
$65,000 to $70,000 6,126 94% 90% 6,048 94% 93%
$70,000 to $75,000 7,840 94% 91% 7,813 95% 94%
$75,000 to $80,000 9,442 95% 92% 8,819 96% 94%
$80,000 to $85,000 10,367 95% 92% 10,142 96% 95%
$85,000 to $90,000 11,049 95% 93% 9,653 96% 95%
$90,000 to $95,000 10,133 95% 93% 8,790 96% 94%
$95,000 to $100,000 8,679 94% 93% 7,031 95% 94%
$100,000 to $110,000 12,343 95% 94% 9,231 97% 96%
$110,000 to $120,000 6,731 96% 95% 4,798 96% 95%
$120,000 to $130,000 3,895 96% 95% 2,502 97% 97%
$130,000 to $140,000 2,158 96% 95% 1,383 98% 97%
$140,000 to $150,000 1,258 97% 96% 734 97% 96%
$150,000 to $160,000 774 95% 94% 468 99% 98%
$160,000 to $170,000 478 96% 95% 249 99% 99%
$170,000 to $180,000 271 96% 96% 170 99% 98%
$180,000 to $190,000 150 90% 90% 87 99% 99%
Greater Than $190,000 125 89% 89% 97 100% 99%

2008 2007
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The prevalence of incentive eligibility and payment of awards is even higher in larger energy 

services companies (defined as organizations with revenues greater than $10 billion).   

Percentage of  Incumbents Eligible For and Receiving Incentive Awards:   

Energy Services Companies with Revenues over $10 billion 

 

Base Salary Range
# Incumbents 

Reported % Eligible
% 

Receiving
# Incumbents 

Reported % Eligible
% 

Receiving

$40,000 to $45,000 573 97% 95% 384 99% 98%
$45,000 to $50,000 955 96% 93% 581 100% 98%
$50,000 to $55,000 1,284 97% 90% 1,112 99% 96%
$55,000 to $60,000 1,874 98% 92% 1,600 100% 98%
$60,000 to $65,000 2,615 99% 96% 1,914 100% 99%
$65,000 to $70,000 3,018 98% 97% 2,801 100% 99%
$70,000 to $75,000 3,969 99% 98% 3,698 100% 99%
$75,000 to $80,000 5,017 99% 98% 4,346 100% 99%
$80,000 to $85,000 5,475 98% 98% 5,097 100% 99%
$85,000 to $90,000 6,181 98% 97% 4,941 100% 99%
$90,000 to $95,000 5,894 99% 98% 4,777 100% 99%
$95,000 to $100,000 5,163 99% 99% 3,905 100% 100%
$100,000 to $110,000 7,406 99% 99% 5,222 100% 99%
$110,000 to $120,000 4,171 99% 99% 2,792 100% 99%
$120,000 to $130,000 2,442 99% 99% 1,413 100% 100%
$130,000 to $140,000 1,377 99% 99% 762 100% 100%
$140,000 to $150,000 807 99% 99% 380 100% 100%
$150,000 to $160,000 502 99% 99% 256 100% 100%
$160,000 to $170,000 311 99% 98% 138 100% 100%
$170,000 to $180,000 178 98% 97% 97 100% 100%
$180,000 to $190,000 113 99% 99% 43 100% 100%
Greater Than $190,000 92 100% 100% 58 100% 100%

2008 2007
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Observations 

Based on the analysis of the market data we conclude that National Grid compensation (both 

salaries and incentive levels) are competitively aligned with national market levels, but 

slightly below energy services companies of similar size.  The data also shows that  

incentives are prevalent at the pay levels we examined and are almost universal.  Today, 

nearly all utilities use annual incentives as a component of their total cash compensation 

program.  

To attract and retain talented employees in today’s highly competitive market; companies 

must offer a competitive total rewards program, including compensation, retirement 

program, health and welfare benefits, and learning and development opportunities.  Annual 

incentives are used widely in the utility industry and have become a standard component of 

the compensation package provided to employees.  The increased use of incentives reflects a 

shift in the overall mix in compensation in the industry to emphasize pay for performance.  

Thus, incentive compensation is not “additional” or “optional” compensation that employers 

provide to employees, but a required element in the compensation program and a necessary 

cost of doing business.  Moreover, incentive compensation offers businesses a vehicle to 

maintain a portion of compensation in variable form, that is paid only if results are delivered, 

rather than increasing fixed costs by delivering all elements of cash compensation in the 

form of salary.  
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DESCRIPTION OF TOWERS PERRIN  

 

 

Towers Perrin is a global professional services firm that helps 
organizations around the world optimize performance through 
effective people, risk and financial management.

Our Human Capital Group provides global human resource 
consulting and related services that help our clients effectively 
manage their investment in people. Our areas of focus include:

Workforce Effectiveness: Defining the people and skills you 
need — and when and where you need them — and the 
culture and environment required to sustain high performance

Total Rewards Effectiveness: Identifying the optimal 
investment in, and mix of, pay, benefits and other rewards to 
attract, retain and engage employees, and designing programs 
that deliver value for cost

MANAGING CHANGE
Change strategy, leadership support 
and culture management
Talent management, including 
succession planning and employee 
engagement
HR and reward communication
Employee and organization research
Culture and program assessments
Performance linkage analysis
Workforce analysis and planning
M&A support

MANAGING BENEFITS
RETIREMENT

Benefit strategy and program design
Retirement financial management
Actuarial services
Compliance 
Asset consulting
Asset/liability forecasts

HEALTH AND WELFARE
Health care strategy  
Program governance, measurement 
and monitoring
Design and pricing
Care/disease management
Pharmacy benefit consulting
Disability management
Dental and life insurance consulting

MANAGING PAY
Executive compensation strategy 
and program design
Director compensation and 
plan design
Broad-based reward strategy and 
program design 
Total rewards optimization
Performance management
Job evaluation
Sales compensation and 
measurement 
Compensation administration

BUILDING AN EFFECTIVE
HR ORGANIZATION

HR function strategy  
HR function design
HR sourcing strategy
HR service delivery strategy

Web portal design and application 
development

Employee/manager self-service
HR technology

Systems consulting
ERP (HRMS) implementation, 

including Oracle/PeopleSoft and SAP
Administration

Open enrollment
Benefit statements
Online SPDs

USING DATA FOR DECISION
SUPPORT

Comp Online™
Benefits Online™
Executive Compensation 
Resources (ECR)™
Industry, region and custom 
surveys

OUTSOURCING THROUGH
EXCELLERATEHRO™

Benefit administration
Compensation management
Payroll
Recruiting and staffing
Workforce development
Workforce administration

Visit us at www.towersperrin.com

Human Resource Function Effectiveness: Understanding 
the role, structure and capability of the HR function in 
delivering the right environment and rewards, and the delivery 
mechanisms best suited for the company and its needs

Operational and Financial Effectiveness: Creating an 
efficient and cost-effective financial, governance and 
administrative infrastructure for people programs.

We approach all our work from a single perspective: Does it 
help deliver measurable business results to your organization?

Establishing a link from HR programs, to employee behavior, 
to business results guides everything we do. Our services are 
focused on helping companies manage people costs and 
risk, enhancing employee and organizational performance, 
delivering HR services more efficiently, and managing small-
and large-scale change, particularly in a merger, acquisition 
or divestiture. 
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BIOGRAPHIES: 
MICHAEL CARTER AND RICHARD MEISCHEID 

 

MICHAEL CARTER 

Mike Carter is a Principal of Towers Perrin and Head of the New England Executive 
Compensation practice.  His field of specialization is in the design and installation of key 
executive short- and long-term incentives, total reward systems, field sales programs and 
performance management programs. 

In his 29 years with Towers Perrin, Mike has worked on numerous compensation 
assignments for a variety of industrial, energy, service and financial services companies 
including:  BIC Corporation, BJ’s Wholesale Club, CEMEX, DENTSPLY International, 
Eastern Bank, Grupo Modelo, IDEXX Pharmaceuticals, Iron Mountain, Massachusetts 
Medical Society, National Grid and TD Banknorth. 
 
Prior to coming to Boston in 1981, Mike worked at Towers Perrin's Caracas and New York 
consulting offices.  Mr. Carter received his Bachelors and Masters degrees from the 
University of Miami. 

RICHARD MEISCHEID 

Mr. Meischeid is a Managing Principal with responsibility for directing Towers Perrin’s 
compensation consulting practice in the east region. He joined Towers Perrin in 1978 and 
was elected a Principal of the firm in 1983.  

Richard has over twenty-five years experience in working with Boards of Directors and 
management on executive compensation issues.  He has long-term relationships with several 
clients where he serves as the compensation consultant to the board and management 
including:   

American Electric Power, Circuit City, Equitable Resources, Exelon, Hercules, Nicor, PPL 
Corporation, Sierra Pacific, Southern Company, Sunoco, PSEG, The VF Corporation, TXU, 
UGI and Unisys. 

Richard is a frequent presenter at compensation and industry meetings on a wide range of 
topics including annual and long-term incentive plan design, board of director compensation 
and governance. 

Before joining Towers Perrin, Richard was associated with The Wharton School of the 
University of Pennsylvania, where he served as a graduate teaching assistant.  He was a 
founding member of The Wharton Entrepreneurial Center. Richard graduated from 
St. Francis College in 1970 and earned an M.B.A. from The Wharton School in 1978. 
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2008 U.S. CDB Energy Services Middle Management and Professional Database
Participant Listing – November 2008  
 
 
 
 
 
Company 
 
AGL Resources 
Allegheny Energy 
Allete 
Alliance Pipeline 
Alliant Energy 
Ameren 
American Electric Power 
Areva NP 
Ashmore Energy International 
ATC Management 
Avista 
Bechtel Bettis 
BG US Services 
California Independent System Operator 
Calpine 
CenterPoint Energy 
Central Vermont Public Service 
CH Energy Group 
City Public Service 
Cleco 
CMS Energy 
Colorado Springs Utilities 
Consolidated Edison 
Constellation Energy 
Covanta Energy 
Crosstex Energy 
Dominion Resources 
DPL 
DTE Energy 
Duke Energy 
Duquesne Light 
Dynegy 
East Kentucky Power Cooperative 
Edison International 
Electric Energy 
Electric Power Research Institute 
El Paso Corporation 
El Paso Electric 
Enbridge Energy 
Energy Future Holdings 
Energy Northwest 
Entergy 
E.ON U.S. 
EPCO 
Epcor 
Equitable Resources 
Eugene Water & Electric Board 
Exelon 
FirstEnergy 
Fluor 
FPL Group 
Garland Power & Light 

Company 
 
Great Plains Energy 
Great River Energy 
Hawaiian Electric 
IDACORP 
Idaho National Laboratory 
Integrys Energy Group 
JEA 
KAPL 
Knight 
Lower Colorado River Authority 
McDermott 
MGE Energy 
Mirant 
Nebraska Public Power District 
New York Independent System Operator 
New York Power Authority 
Nicor 
NiSource 
Northeast Utilities 
Northrop Grumman Newport News 
NorthWestern Energy 
NOVA Chemicals 
NRG Energy 
NSTAR 
NW Natural 
OGE Energy 
Oglethorpe Power 
Old Dominion Electric 
Omaha Public Power 
ONEOK 
Otter Tail 
Pacific Gas & Electric 
PacifiCorp 
Pepco Holdings 
Pinnacle West Capital 
PNM Resources 
Portland General Electric 
PPL 
Progress Energy 
Public Service Enterprise Group 
Puget Energy 
Questar 
Reliant Energy 
Salt River Project 
SCANA 
Seminole Energy Services 
Sempra Energy 
Sierra Pacific Resources 
Southern Company Services 
Southern Union Company 
Spectra Energy 
STP Nuclear Operating 
SUEZ Energy North America 

Company 
 
Targa Resources 
TECO Energy 
Tennessee Valley Authority 
TransAlta 
TransCanada 
UIL Holdings 
UniSource Energy 
Unitil 
USEC 
Vectren 
Westar Energy 
Westinghouse Electric 
Williams Companies 
Wisconsin Energy 
Wolf Creek Nuclear 
Xcel Energy 
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2008 U.S. CDB Energy Services Middle Management and Professional Database
Participant Listing -- November 2008
Companies with Revenues Greater than $6 Billion Plus Selected Regional Energy Services Companies

Company Company
Allegheny Energy Fluor
Ameren FPL Group
American Electric Power Integrys Energy Group
Calpine NiSource
CenterPoint Energy Northeast Utilities
CMS Energy NOVA Chemicals
Consolidated Edison NRG Energy
Constellation Energy NSTAR
DCP Midstream ONEOK
Dominion Resources Pacific Gas & Electric
DTE Energy Pepco Holdings
Duke Energy PPL
Edison International Progress Energy
Enbridge Energy Public Service Enterprise Group
Energy Future Holdings Reliant Energy
Entergy Sempra Energy
EPCO Southern Company Services
Exelon Williams Companies
FirstEnergy Xcel Energy
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2007 CDB Energy Services Middle Management and Professional Database
Participant Listing – November 2008 
 
 
Company 
 
AES Southland 
AGL Resources 
Allegheny Energy 
Allete 
Alliance Pipeline 
Alliant Energy 
Alyeska Pipeline Service 
Ameren 
American Electric Power 
Areva NP 
Ashmore Energy International 
ATC Management 
Atmos Energy 
Avista 
Black Hills Power and Light 
California Independent System Operator 
Calpine 
CenterPoint Energy 
Central Vermont Public Service 
CH Energy Group 
Cheniere Energy 
City of Austin 
City Public Service 
Cleco 
CMS Energy 
Colorado Springs Utilities 
Consolidated Edison 
Constellation Energy 
Crosstex Energy 
Dominion Resources 
DPL 
DTE Energy 
Duke Energy 
Duquesne Light 
Dynegy 
East Kentucky Power Cooperative 
Edison International 
Electric Energy 
Electric Power Research Institute 
El Paso Corporation 
El Paso Electric 
Enbridge Energy 
Energy Future Holdings 
Energy Northwest 
Enron 
Entergy 
E.ON U.S. 
EPCO 
Equitable Resources 
Eugene Water & Electric Board 
Exelon 

Company 
 
FirstEnergy 
FPL Group 
Great Plains Energy 
Hawaiian Electric 
IDACORP 
Idaho National Laboratory 
ITC Holdings 
JEA 
KAPL 
KeySpan 
Lower Colorado River Authority 
McDermott 
MGE Energy 
Mirant 
Nebraska Public Power District 
New York Independent System Operator 
New York Power Authority 
Nicor 
Northeast Utilities 
Northrop Grumman Newport News 
NorthWestern Energy 
NRG Energy 
NSTAR 
Nuclear Management 
NW Natural 
OGE Energy 
Oglethorpe Power 
Old Dominion Electric 
Omaha Public Power 
ONEOK 
Otter Tail 
Pacific Gas & Electric 
PacifiCorp 
Pepco Holdings 
Pinnacle West Capital 
PNM Resources 
Portland General Electric 
PPL 
Progress Energy 
Public Service Enterprise Group 
Puget Energy 
Questar 
Reliant Energy 
Salt River Project 
Santee Cooper 
SCANA 
Seminole Energy Services 
Sempra Energy 
Sierra Pacific Resources 
Southern Company Services 
Southern Union Company 

Company 
 
Spectra Energy 
STP Nuclear Operating 
SUEZ Energy North America 
Targa Resources 
TECO Energy 
Tennessee Valley Authority 
TransAlta 
TransCanada 
UIL Holdings 
UniSource Energy 
Unitil 
USEC 
Vectren 
Westar Energy 
Westinghouse Electric − Energy Division 
Williams Companies 
Wisconsin Energy 
Wolf Creek Nuclear 
Xcel Energy 
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2007 CDB Energy Services Middle Management and Professional Database 
Participant Listing – November 2008 – Companies with Revenues Greater Than $10 Billion 
 
Company 
 
American Electric Power 
Consolidated Edison 
Constellation Energy 
Dominion Resources 
Duke Energy 
Edison International 
Energy Future Holdings 
Entergy 
EPCO 
Exelon 
FirstEnergy 
FPL Group 
ONEOK 
Pacific Gas & Electric 
Public Service Enterprise Group 
Reliant Energy 
Sempra Energy 
Southern Company Services 
Williams Companies 
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2008 U.S. CDB Energy Services Middle Management and Professional Database
Participant Listing – November 2008  
 
 
 
 
 
Company 
 
AGL Resources 
Allegheny Energy 
Allete 
Alliance Pipeline 
Alliant Energy 
Ameren 
American Electric Power 
Areva NP 
Ashmore Energy International 
ATC Management 
Avista 
Bechtel Bettis 
BG US Services 
California Independent System Operator 
Calpine 
CenterPoint Energy 
Central Vermont Public Service 
CH Energy Group 
City Public Service 
Cleco 
CMS Energy 
Colorado Springs Utilities 
Consolidated Edison 
Constellation Energy 
Covanta Energy 
Crosstex Energy 
Dominion Resources 
DPL 
DTE Energy 
Duke Energy 
Duquesne Light 
Dynegy 
East Kentucky Power Cooperative 
Edison International 
Electric Energy 
Electric Power Research Institute 
El Paso Corporation 
El Paso Electric 
Enbridge Energy 
Energy Future Holdings 
Energy Northwest 
Entergy 
E.ON U.S. 
EPCO 
Epcor 
Equitable Resources 
Eugene Water & Electric Board 
Exelon 
FirstEnergy 
Fluor 
FPL Group 
Garland Power & Light 

Company 
 
Great Plains Energy 
Great River Energy 
Hawaiian Electric 
IDACORP 
Idaho National Laboratory 
Integrys Energy Group 
JEA 
KAPL 
Knight 
Lower Colorado River Authority 
McDermott 
MGE Energy 
Mirant 
Nebraska Public Power District 
New York Independent System Operator 
New York Power Authority 
Nicor 
NiSource 
Northeast Utilities 
Northrop Grumman Newport News 
NorthWestern Energy 
NOVA Chemicals 
NRG Energy 
NSTAR 
NW Natural 
OGE Energy 
Oglethorpe Power 
Old Dominion Electric 
Omaha Public Power 
ONEOK 
Otter Tail 
Pacific Gas & Electric 
PacifiCorp 
Pepco Holdings 
Pinnacle West Capital 
PNM Resources 
Portland General Electric 
PPL 
Progress Energy 
Public Service Enterprise Group 
Puget Energy 
Questar 
Reliant Energy 
Salt River Project 
SCANA 
Seminole Energy Services 
Sempra Energy 
Sierra Pacific Resources 
Southern Company Services 
Southern Union Company 
Spectra Energy 
STP Nuclear Operating 
SUEZ Energy North America 

Company 
 
Targa Resources 
TECO Energy 
Tennessee Valley Authority 
TransAlta 
TransCanada 
UIL Holdings 
UniSource Energy 
Unitil 
USEC 
Vectren 
Westar Energy 
Westinghouse Electric 
Williams Companies 
Wisconsin Energy 
Wolf Creek Nuclear 
Xcel Energy 
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2008 U.S. CDB Energy Services Middle Management and Professional Database 
Participant Listing – November 2008 – Companies with Revenues Greater Than $10 Billion 
 
 
 
Company 
 
American Electric Power 
Consolidated Edison 
Constellation Energy 
Dominion Resources 
Duke Energy 
Edison International 
Entergy 
EPCO 
Exelon 
FirstEnergy 
Fluor 
FPL Group 
Integrys Energy Group 
ONEOK 
Pacific Gas & Electric 
Public Service Enterprise Group 
Reliant Energy 
Sempra Energy 
Southern Company Services 
Williams Companies 
Xcel Energy 
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S:\RADATA1\2009 neco\General Rate Case\Comp & Benefits (Dowd)\Schedules\[Schedule NG-WFD-7.xls]MRPs Narragansett Electric Company
d/b/a National Grid
Docket No. R.I.P.U.C. ____
Schedule NG-WFD-7
Page 1 of 1

Narragansett Electric Company
2009 Regional Pay Scales

Job Code Job Title Salary Band
2009 NE MRP 

(000's)
2009 Prov. 

MRP (000's) Diff %
1400 Administrative Assistant F1 $48.00 $45.10 -6.0%
3000 Analyst (Budget) E1 $66.74 $65.20 -2.3%
2000 Asc Analyst (Budget) F2 $54.05 $52.80 -2.3%
2000 Asc Analyst (Benefit) F2 $54.10 $52.40 -3.1%
2500 Asc Engineer F2 $60.00 $63.60 6.0%
3500 Engineer E1 $72.00 $79.30 10.1%
3600 Envrmtl Engineer E2 $92.00 $88.90 -3.4%
3101 HRIS Analyst E1 $66.74 $68.10 2.0%
3100 Human Resources Rep E1 $66.74 $65.20 -2.3%
2003 Lead Analyst (Budget) D1 $97.76 $98.10 0.3%
2003 Lead Analyst (Benefit) D1 $97.76 $93.80 -4.1%
2003 Lead Analyst (HRIS) D1 $97.76 $97.90 0.1%
8101 Lead LR Rep D1 $97.76 $102.10 4.4%
3041 Lead Sr Engineer D1 $104.00 $108.10 3.9%
4605 Lead Sr Env Engineer D1 $104.00 $104.00 0.0%
8623 Mgr HR Systems D1 $97.76 $119.20 21.9%
5500 Prin Engineer D2 $113.00 $126.40 11.9%
4601 Prin Evrmtl Engr D1 $104.00 $112.40 8.1%
8507 Project Manager D1 $97.76 $111.50 14.1%
4560 Sr Acctg Analyst E2 $80.84 $79.30 -1.9%
4500 Sr Engineer E2 $92.00 $92.30 0.3%
4101 Sr HRIS Analyst E2 $80.84 $85.20 5.4%
4100 Sr Human Resources Rep E2 $80.84 $78.40 -3.0%
8745 Superintendent D1 $97.76 $102.90 5.3%
7465 Supervisor E1 $66.74 $65.50 -1.9%
7410 Svr Accts Payable E2 $80.84 $77.20 -4.5%
8622 Svr T & D E2 $90.00 $88.10 -2.1%
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S:\RADATA1\2009 neco\General Rate Case\Comp & Benefits (Dowd)\Schedules\[Schedule NG-WFD-8.xls]Wage Comparison Summary Narragansett Electric Company
d/b/a National Grid

Docket No. R.I.P.U.C. ____
Schedule NG-WFD-8

Page 1 of 1

NATIONAL GRID USA COMPANIES

UNION WAGE COMPARISONS

TROUBLE CREW 1/C LINE LEAD 1/C O&M METER SR. CUST
COMPANY SHOOTER LEADER WORKER SPLICER SPLICER WORKER WORKER SERV REP

N-STAR $38.84 $38.36 $36.44 $35.04 $34.81 $36.41 $35.09 $31.84

CONN. LIGHT & POWER 36.93 37.04 36.06 35.80 35.00 35.00 33.09

WESTERN MA ELEC 35.23 36.29 35.27 35.40 34.65 34.99 32.93

UNITED ILLIMUNATING $35.46 $37.19 $35.46 None $32.74 $35.46 $35.46 $29.20

PEABODY  (Muni) None None $36.24 None None None $31.17 $23.69

TAUNTON  (Muni) None None $42.59 None None None $35.39 $25.81

UNITIL $34.12 $36.46 $33.45 $36.56 $33.17 $31.08 $30.35 Non Union

PSNH None Non-Union $32.30 None None $30.46 $29.84 Non Union

CENTRAL MAINE POWER

NATIONAL GRID - NY $39.87 $39.87 $36.00 $36.52 $33.21 $31.92 $31.92 $16.58

NATIONAL GRID - NE* $39.41 $39.41 $36.00 $37.70 $34.30 $35.05 $31.38 $22.76

Median Rate $36.93 $37.19 $36.00 $36.16 $34.30 $35.00 $32.43 $24.75

Average Rate $37.12 $37.80 $35.98 $36.17 $33.98 $33.80 $32.66 $24.98

Maximum Rate $39.87 $39.87 $42.59 $37.70 $35.00 $36.41 $35.46 $31.84

04/08/2009
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Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS ADDRESS? 1 

A. My name is Kimbugwe A. Kateregga. My business address is 17595 S. Tamiami 2 

Trail, Suite 212, Fort Myers, Florida  33908. 3 

Q. WHAT IS YOUR OCCUPATION? 4 

A. I am a Vice President and Consultant of Foster Associates, Inc. 5 

I. QUALIFICATIONS 6 

Q. WOULD YOU BRIEFLY DESCRIBE YOUR EDUCATIONAL TRAINING 7 

AND PROFESSIONAL BACKGROUND? 8 

A. I received a B.Sc. (Eng.) degree in Civil Engineering from Makerere University in 9 

Uganda and a M.Sc. degree in Management Science from the University of Wales in 10 

1982.  I also received a Ph.D. degree in Engineering Valuation from Iowa State Uni-11 

versity in 1987.  The subject of my Masters thesis was forecasting equipment lives 12 

and my Doctoral research and dissertation addressed technological forecasting mod-13 

els and their applications in capital recovery.  I have made presentations to regulators, 14 

committees, and conferences on capital recovery issues, published articles in the field 15 

of depreciation and technological forecasting and taught college level mathematics 16 

and statistics. I am a member of Phi Kappa Phi, the American Association of Cost 17 

Engineers and the Society of Depreciation Professionals. 18 

Q. WHAT IS YOUR PROFESSIONAL EXPERIENCE? 19 

A. I joined the firm of Foster Associates in 1986 as a Staff Consultant and specialist in 20 

depreciation.  Prior to joining Foster Associates, I was employed as a Research Assis-21 

tant at Iowa State University.  I served under contract in this capacity between 1983 22 

and 1986 to investigate marginal cost pricing issues and the application of techno-23 

logical forecasting models in predicting the service life of industrial property.  The 24 

findings of this research have been implemented in the telecommunications industry. 25 

Q.  HAVE YOU PREVIOUSLY TESTIFIED BEFORE A REGULATORY BODY? 26 
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A. Yes. I have testified in several proceedings before the Arizona, Arkansas, Montana, 1 

New York, New Jersey and Rhode Island public service commissions.  2 

II. PURPOSE OF TESTIMONY 3 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 4 

A. Foster Associates was engaged by National Grid to conduct a 2009 depreciation rate 5 

study for electric properties owned and operated by The Narragansett Electric Com-6 

pany (NEC) d/b/a National Grid. The purpose of my testimony is to sponsor and de-7 

scribe the study conducted by Foster Associates. Current depreciation rates were 8 

adopted pursuant to a Settlement Agreement in Docket No. 2290.    9 

III. DEVELOPMENT OF DEPRECIATION RATES  10 

Q. WOULD YOU PLEASE EXPLAIN WHY DEPRECIATION STUDIES ARE 11 

NEEDED FOR ACCOUNTING AND RATEMAKING PURPOSES? 12 

A. The goal of depreciation accounting is to charge to operations a reasonable estimate 13 

of the cost of the service potential of an asset (or group of assets) consumed during an 14 

accounting interval. A number of depreciation systems have been developed to 15 

achieve this objective, most of which employ time as the apportionment base. 16 

Implementation of a time-based (or age-life system) of depreciation accounting 17 

requires the estimation of several parameters or statistics related to a plant account. 18 

The average service life of a vintage, for example, is a statistic that will not be 19 

known with certainty until all units from the original placement have been retired 20 

from service. A vintage average service life, therefore, must be estimated initially 21 

and periodically revised as indications of the eventual average service life becomes 22 

more certain. Future net salvage rates and projection curves, which describe the ex-23 

pected distribution of retirements over time, are also estimated parameters of a de-24 

preciation system that are subject to future revisions. Depreciation studies should be 25 

conducted periodically to assess the continuing reasonableness of parameters and ac-26 

crual rates derived from prior estimates. 27 
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The need for periodic depreciation studies is also a derivative of the ratemaking 1 

process which establishes prices for utility services based on costs. Absent regula-2 

tion, deficient or excessive depreciation rates will produce no adverse consequence 3 

other than a systematic over or understatement of the accounting measurement of 4 

earnings. While a continuance of such practices may not comport with the goals of 5 

depreciation accounting, the achievement of capital recovery is not dependent upon 6 

either the amount or the timing of depreciation expense for an unregulated firm. In 7 

the case of a regulated utility, however, recovery of investor-supplied capital is de-8 

pendent upon allowed revenues, which are in turn dependent upon approved levels 9 

of depreciation expense. Periodic reviews of depreciation rates are, therefore, essen-10 

tial to the achievement of timely capital recovery for a regulated utility. 11 

It is also important to recognize that revenue associated with depreciation is a 12 

significant source of internally generated funds used to finance plant replacements 13 

and new capacity additions. This is not to suggest that internal cash generation 14 

should be substituted for the goals of depreciation accounting. However, the poten-15 

tial for realizing a reduction in the marginal cost of external financing provides an 16 

added incentive for conducting periodic depreciation studies and adopting proper 17 

depreciation rates. 18 

Q. WHAT ARE THE PRINCIPAL ACTIVITIES INVOLVED IN CONDUCTING 19 

A DEPRECIATION STUDY? 20 

A. The first step in conducting a depreciation study is the collection of plant accounting 21 

data needed to conduct a statistical analysis of past retirement experience. Data are 22 

also collected to permit an analysis of the relationship between retirements and real-23 

ized gross salvage and removal expense. The data collection phase should include a 24 

verification of the accuracy of the plant accounting records and a reconciliation of the 25 

assembled data to the official plant records of the company. 26 

The next step in a depreciation study is the estimation of service life statistics 27 

from an analysis of past retirement experience. The term life analysis is used to de-28 
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scribe the activities undertaken in this step to obtain a mathematical description of 1 

the forces of retirement acting upon a plant category. The mathematical expressions 2 

used to describe these forces are known as survival functions or survivor curves. 3 

Life indications obtained from an analysis of past retirement experience are 4 

blended with expectations about the future to obtain an appropriate projection life 5 

curve. This step, called life estimation, is concerned with predicting the expected re-6 

maining life of property units still exposed to the forces of retirement. The amount of 7 

weight given to the analysis of historical data will depend upon the extent to which 8 

past retirement experience is considered descriptive of the future. 9 

An estimate of the net salvage rate applicable to future retirements is usually 10 

obtained from an analysis of the gross salvage and removal expense realized in the 11 

past. An analysis of past experience (including an examination of trends over time) 12 

provides a baseline for estimating future salvage and cost of removal. Consideration, 13 

however, should be given to events that may cause deviations from the net salvage 14 

realized in the past. Among the factors which should be considered are the age of 15 

plant retirements; the portion of retirements that will be reused; changes in the 16 

method of removing plant; the type of plant to be retired in the future; inflation ex-17 

pectations; the shape of the projection life curve; and economic conditions that may 18 

warrant greater or lesser weight to be given to the net salvage observed in the past. 19 

A comprehensive depreciation study will also include an analysis of the ade-20 

quacy of the recorded depreciation reserve. The purpose of such an analysis is to 21 

compare the current balance in the recorded reserve with the balance required to 22 

achieve the goals and objectives of depreciation accounting if the amount and timing 23 

of future retirements and net salvage are realized exactly as predicted. The difference 24 

between the required (or theoretical) reserve and the recorded reserve provides a 25 

measurement of the expected excess or shortfall that will remain in the depreciation 26 

reserve if corrective action is not taken to extinguish the reserve imbalance. 27 
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Although reserve records are typically maintained by various account classifi-1 

cations, the total reserve for a company is the most important measure of the status 2 

of the Company’s depreciation practices and procedures. Differences between the 3 

theoretical reserve and the recorded reserve will arise as a normal occurrence when 4 

service lives, dispersion patterns and salvage estimates are adjusted in the course of 5 

depreciation reviews. Differences will also arise because of plant accounting activity 6 

such as transfers and adjustments, which require an identification of reserves at a dif-7 

ferent level from that maintained in the accounting system. It is appropriate, there-8 

fore, and consistent with group depreciation theory, to periodically redistribute 9 

recorded reserves among primary accounts based on the most recent estimates of re-10 

tirement dispersion and salvage. A redistribution of the recorded reserve will provide 11 

an initial reserve balance for each primary account consistent with the estimates of 12 

retirement dispersion selected to describe mortality characteristics of the accounts 13 

and establish a baseline against which future comparisons can be made. 14 

Finally, parameters estimated from service life and net salvage studies are inte-15 

grated into an appropriate formulation of an accrual rate based upon a selected de-16 

preciation system. Three elements are needed to describe a depreciation system. The 17 

sub-elements most widely used in constructing a depreciation system are shown in 18 

Table 1 below. 19 

Methods Procedures Techniques

Retirement Total Company Whole-Life
Compound-Interest Broad Group Remaining-Life
Sinking-Fund Vintage Group Probable-Life
Straight-Line Equal-Life Group
Declining Balance Unit Summation
Sum-of-Years'-Digits Item
Expensing
Unit-of-Production
Net Revenue

Table 1.  Elements of a Depreciation System  20 
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These elements (i.e., method, procedure and technique) can be visualized as 1 

three dimensions of a cube in which each face describes a variety of sub–elements 2 

that can be combined to form a system. A depreciation system is therefore formed by 3 

selecting a sub-element from each face such that the system contains one method, 4 

one procedure and one technique. 5 

IV. 2009 DEPRECIATION RATE STUDY 6 

Q. DID NEC PROVIDE FOSTER ASSOCIATES PLANT ACCOUNTING DATA 7 

FOR CONDUCTING THE 2009 DEPRECIATION STUDY? 8 

A. Yes, they did. The database used in conducting the 2009 study was assembled by ap-9 

pending 1995–2008 plant and reserve activity to the data base used in conducting the 10 

1995 study. Detailed accounting transactions were extracted from the CPR system 11 

and assigned transaction codes that describe the nature of the accounting activity. 12 

Transaction codes for plant additions, for example, were used to distinguish normal 13 

additions from acquisitions, purchases, reimbursements and adjustments. Similar 14 

transaction codes were used to distinguish normal retirements from sales, reimburse-15 

ments, abnormal retirements and adjustments. Transaction codes were also assigned 16 

to transfers, capital leases, gross salvage, cost of removal and other accounting activ-17 

ity considered in a depreciation study. 18 

Prior to 1993, Narragansett Electric estimated the ageing of plant activity for 19 

distribution mass plant accounts (Accounts 364.00 through 373.00) using an esti-20 

mated projection life and curve for each account. Although theoretically sound for 21 

accounts in which population parameters are known, in practice this method is 22 

somewhat circular. The recorded plant activity is dependent upon the estimated pa-23 

rameters which are themselves developed from the plant activity they generate. 24 

Foster Associates was engaged by Narragansett Electric in 1993 to develop age 25 

distributions for Accounts 364.00 through 373.00 that would be used to initiate a 26 

first-in, first-out (FIFO) ageing process. The new age distributions at December 31, 27 
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1992 were used to populate the Company’s CPR system in September 1993. Minor 1 

adjustments were recorded for January – September 1993 activity. The data base 2 

used in the current study for these accounts contains opening age distributions at De-3 

cember 31, 1992, and FIFO plant activity for 1993 through 2008. Plant installed 4 

prior to 1966 is classified in a 1966 vintage. 5 

The data base used in the 1995 study for all other transmission, distribution, 6 

and general plant Accounts 390.00 (Structures and Improvements) and 397.00 7 

(Communication Equipment) was constructed from the Company’s CPR system by 8 

Company personnel. These plant records provided plant activity over the period 9 

1969 through 1994 and age distributions of surviving plant at December 31, 1994. 10 

Age distributions of plant exposed to retirement at the beginning of each activity 11 

year were obtained by adding (or subtracting) transaction amounts to the coded age 12 

distributions of surviving plant at the end of 1994. Coded age distributions of surviv-13 

ing plant at the end of 1994 were then removed from the data base. This conversion 14 

of the data base from a reverse construction of the historical arrangement to a for-15 

ward construction was made to facilitate appending post–1994 transactions to the 16 

data without removing or adjusting prior coded transactions. 17 

The accuracy of the assembled data base for all accounts-except the FIFO mass 18 

accounts-was verified over the period 1969–1994 in the 1995 study by comparing 19 

the unadjusted plant history schedules derived in the study with the Company’s 20 

ledger reports. The mass accounts were reconciled for post-1993 activity reflecting 21 

the FIFO ageing process. 22 

The accuracy and completeness of the database used in conducting the 2009 23 

study was confirmed by Foster Associates for activity years 1995–2008 by compar-24 

ing additions, retirements, transfers, adjustments and ending plant balance to the 25 

regulated investments reported by NEC in FERC Form 1 electric plant in service re-26 

ports. Age distributions of surviving plant at December 31, 2008 were reconciled to 27 

the CPR.  28 
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Q. DID FOSTER ASSOCIATES CONDUCT STATISTICAL LIFE STUDIES FOR 1 

NEC PLANT AND EQUIPMENT? 2 

A. Yes, we did. As discussed in Schedule NG-KAK-1, all plant accounts were analyzed 3 

using a technique in which first, second and third degree polynomials were fitted to a 4 

set of observed retirement ratios. The resulting function can be expressed as a survi-5 

vorship function, which is numerically integrated to obtain an estimate of the average 6 

service life. The smoothed survivorship function is then fitted by a weighted least-7 

squares procedure to the Iowa-curve family to obtain a mathematical description or 8 

classification of the dispersion characteristics of the data. Service life indications de-9 

rived from the statistical analyses were blended with informed judgment and expecta-10 

tions about the future to obtain an appropriate projection life curve for each plant 11 

category.  12 

Q. DID FOSTER ASSOCIATES CONDUCT A NET SALVAGE ANALYSIS FOR 13 

NEC PLANT AND EQUIPMENT? 14 

A. Yes, we did. A five-year average analysis of the ratio of realized salvage and cost of 15 

removal to associated retirements was used in the 2009 study for all depreciable cate-16 

gories to: a) estimate realized net salvage rates; b) detect the emergence of historical 17 

trends; and c) establish a basis for estimating future net salvage rates. The banding 18 

analysis produced inconclusive indications of future net salvage ratios for reasons 19 

outlined below. 20 

Prior to the 1995 study, depreciation rates used by NEC did not include a net 21 

salvage component; a net salvage rate of zero percent was implied for all plant ac-22 

counts. While the 1995 study included a consideration of net salvage, accrual rates 23 

and reserves were developed at the function level for net salvage and by primary ac-24 

count for investment accruals. Upon implementation, NEC combined the function 25 

net salvage rates within the investment rate for each primary account and continued 26 

to record depreciation accruals and realized net savage in function level reserves. 27 
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In 2004 NEC migrated to a plant accounting system supported by Power Plant. 1 

Function reserves were disaggregated in the conversion process to initialize reserves 2 

by primary account. Accordingly, the earliest activity year in which realized net sal-3 

vage is identifiable by primary account is 2004. This limited history (combined with 4 

significant variability in realized net salvage as a percent of retirements) necessitated 5 

an examination of how net salvage is charged to work orders and a back–casting of 6 

current practices to prior activity years. 7 

Starting in 2004 the Company allocates net salvage to retirement work orders 8 

by applying appropriate ratios to associated capital additions. Statement E of Sched-9 

ule NG-KAK-1 provides a computation of the composite ratio applied to primary 10 

distribution account additions over the period 2004–2008. The resulting ratios were 11 

applied to the sum of all additions over the period 1969–2008 for actual aged ac-12 

counts and over the period 1993–2008 for FIFO aged accounts. The implied net sal-13 

vage derived from this computation was expressed as a ratio to the sum of 14 

retirements recorded over the corresponding period of additions to obtain a -29.02 15 

percent as an estimate of future net salvage rates. A composite future net salvage rate 16 

of –30 percent was, therefore, selected as a placeholder for all distribution accounts 17 

pending the realization of additional activity years from which net salvage rates 18 

among primary accounts may be distinguished.1  19 

Q. DID FOSTER ASSOCIATES CONDUCT AN ANALYSIS OF RECORDED 20 

DEPRECIATION RESERVES? 21 

A. Yes. Statement C of Schedule NG-KAK-1 provides a comparison of NEC recorded, 22 

computed and redistributed reserves at December 31, 2008. The recorded reserve was 23 

$552,926,186 or 40.6 percent of the depreciable plant investment. The corresponding 24 

computed reserve is $529,418,359 or 38.9 percent of the depreciable plant invest-25 

                                                                        
1 A similar analysis of transmission accounts yielded unrealistic results as a consequence of insuffi-
cient data. The current approved future net salvage of –20 percent was retained for all transmission ac-
counts. 
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ment. A proportionate amount of the measured reserve imbalance of $23,507,827 will 1 

be amortized over the composite weighted-average remaining life of each rate cate-2 

gory using the remaining life depreciation rates proposed in this study. 3 

Q. IS FOSTER ASSOCIATES RECOMMENDING A REBALANCING OF 4 

DEPRECIATION RESERVES FOR NEC? 5 

A. Yes, a redistribution of recorded reserves is considered appropriate for NEC at this 6 

time. Offsetting reserve imbalances attributable to both the passage of time and pa-7 

rameter adjustments recommended in the current study should be realigned among 8 

primary accounts to reduce offsetting imbalances and increase depreciation rate sta-9 

bility. Recorded reserves should also be realigned to establish reserves for subac-10 

counts created subsequent to the adoption of current depreciation rates. 11 

Recorded reserves for transmission and distribution plant accounts were rebal-12 

anced by multiplying the calculated reserve for each primary account within a func-13 

tion by the ratio of the function total recorded reserves to the function total 14 

calculated reserve. The sum of the redistributed reserves within a function is, there-15 

fore, equal to the function total recorded depreciation reserve before the redistribu-16 

tion. Reserves for general amortizable categories were adjusted by replacing 17 

recorded reserves with current measured theoretical reserves and distributing any re-18 

serve imbalances to depreciable categories within the general plant function.  19 

Q. WOULD YOU PLEASE DESCRIBE THE DEPRECIATION SYSTEM CUR-20 

RENTLY APPROVED BY THE COMMISSION FOR NEC? 21 

A. Current depreciation rates were developed for each primary account using a deprecia-22 

tion system composed of the straight–line method, vintage group procedure, remain-23 

ing–life technique. 24 

The formulation of an account accrual rate using the currently approved depre-25 

ciation system is given by: 26 
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1.0 Reserve Ratio Future NetSalvage RateAccrual Rate .
Remaining Life

− −
=  1 

A remaining–life rate is equivalent to the sum of a whole-life rate and an amor-2 

tization of any reserve imbalance over the estimated remaining life of a rate cate-3 

gory. Stated as an equation, a remaining-life accrual rate is equivalent to 4 

 1.0 Average NetSalvage Computed Reserve Recorded ReserveAccrual Rate
Average Life Remaining Life

− −
= +  5 

where both the computed reserve and the recorded reserve are expressed as ratios to 6 

the plant in service. 7 

Q. IS FOSTER ASSOCIATES RECOMMENDING A CHANGE IN THE 8 

DEPRECIATION SYSTEM FOR NEC? 9 

A. No, we are not. It is the opinion of Foster Associates that the currently approved sys-10 

tem will remain appropriate for NEC, provided depreciation studies are conducted pe-11 

riodically and parameters are routinely adjusted to reflect changing operating 12 

conditions. It is also the opinion of Foster Associates that amortization accounting is 13 

consistent with the goals and objectives of depreciation accounting and remains ap-14 

propriate for the approved amortization categories. 15 

V. SUMMARY 16 

Q. WOULD YOU PLEASE SUMMARIZE THE DEPRECIATION RATES AND 17 

ACCRUALS FOSTER ASSOCIATES IS RECOMMENDING FOR NEC IN 18 

THE 2009 STUDY? 19 

A. Table 2 below provides a summary of the changes in annual rates and accruals result-20 

ing from adoption of the parameters and depreciation system recommended in the 21 

2009 depreciation study. 22 
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Foster Associates is recommending primary account depreciation rates equiva-1 

lent to a composite rate of 3.20 percent. Depreciation expense is currently accrued at 2 

rates that composite to 3.34 percent. The recommended change in the composite de-3 

preciation rate is, therefore, a reduction of 0.14 percentage points. 4 

A continued application of current rates would provide annualized depreciation 5 

expense of $45,473,702 compared with an annualized expense of $43,499,404 using 6 

the rates developed in this study. The proposed 2009 expense reduction is 7 

$1,974,298. The computed change in annualized accruals includes a reduction of 8 

$799,031 attributable to an amortization of a $23,507,827 reserve imbalance. The 9 

remaining portion of the change is attributable to adjustments in service life and net 10 

salvage statistics recommended in the 2009 study.  11 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 12 

A. Yes, it does. 13 

Function Current Proposed Difference Current Proposed Difference
A B C D=C-B E F G=F-E

Transmission 2.29% 2.20% -0.09% 5,232,396$     5,038,030$     (194,366)$     
Distribution 3.53% 3.35% -0.18% 37,932,216 36,085,736 (1,846,480)
General Plant 4.07% 4.19% 0.12% 2,309,090 2,375,638 66,548

Total 3.34% 3.20% -0.14% 45,473,702$   43,499,404$   (1,974,298)$  

Accrual Rate 2009 Annualized Accrual

Table 2. Current and Proposed Rates and Accruals
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