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(HEARI NG COMVENCED AT 1:10 P. M)
MR. ROBERTI: (Good afternoon, everybody.
Thank you for joining us today. This is Docket 4545.
We open this docket to review electric rate issues in
antici pation of the 2015 rate design review that wl|
t ake place pursuant to 39-26. 6-24.

I think you all know about the renewabl e energy
growh program | think it's fair to say it
represents an anbitious undertaking by the state to
devel op renewabl e energy resources, and equally
necessary is to ensure that the distribution system
remai ns robust to effectuate the | egislative purpose
and this program and that the cost be allocated in an
equi t abl e manner across all custoners, including
program parti ci pants.

| want to thank our Comm ssion Council,

Ms. WIlson-Frias for advancing the ball on this.
We're trying to stay ahead of the curve, because we
have nuch to do in anticipation of the July 1, 2015
case filing by National Gid. W are attenpting here
to gather as nmuch information so that we can
facilitate an understandi ng of these issues. There
are a lot of conplicated issues. So | thank you for
all com ng here today.

It's our intention to be as transparent and open

2

Al li1ed Court Reporters, Inc. (401)946-5500
115 Pheni x Avenue, Cranston, Rl 02920
www. al | i edcourtreporters.com




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

National Gid Overview of Electric Rates - January 22, 2015

as possible. The parties sitting around the table
t oday have been very involved and have been afforded
an opportunity to hear National Gid s presentation
and will be afforded an opportunity to ask questions
as well after. After we conclude, | do want to open

it to public coment.

Wth that, let ne first do sone introductions.
My nane is Paul Roberti. |I'ma Conm ssioner here at
t he Conm ssi on. Chairman Met Corin will not be here

today. To ny left is Comm ssioner Herbert DeSi nbne.
| think it would be best to have everybody go around,
i ntroduce yourselves. Mst of you we know, clearly
National Gid and OER. If you're froman NGO, it
m ght be useful to just describe your organi zation and
your nenbership, so that the Conmm ssioners and staff
are aware of who you represent and who your nenbers
are.
Wth that, 1'll ask for appearances by Conm ssion

staff, and then we'll nove around the room

MS. WLSON-FRIAS: Cynthia WIson-Fri as,
Comm ssion's | egal counsel.

MR. NAULT: Alan Nault, Conmm ssion rate
anal yst.

MR. Bl ANCO Todd Bi anco, princi pal

pol i cy associ at e.
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MR. LABEL: WMark Label, staff attorney
for the Acadia Center. W are a foundation funded
nonprofit dedicated to advanci ng the cl ean energy
future.

M5. MALONE: Leslie Malone, also with the
Acadi a Center.

MR. ELMER:. Jerry El ner, Conservation Law
Foundati on and one of the principal authors of the
section that Conm ssioner Roberti adverted to.

MR. HANDY: Seth Handy from Handy Law. |
represent devel opers and nunicipalities in this energy
space.

M5. BESSER:  Janet Besser with the
New Engl and Cl ean Energy Council. W are a clean
ener gy busi ness association. W have 200-pl us
conpani es who are in clean energy business expandi ng
cl ean energy, solar, wind, hydro, all sorts of
di stri buted generati ons.

MS. PENNOOK: |I'm Charity Pennook, al so
wth the New Engl and C ean Energy Counci l

M5. LYONS: Karen Lyons, Attorney
Ceneral's Ofice for the D vision.

MR. RUSHER  Danny Rusher, O fice of
Ener gy Resources.

MR. KEARNS: Chris Kearns, Ofice of
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Ener gy Resources.

MR ROBERTI: | take it this is
Nati onal Gid.

MR. NEVWBERGER  Jereny Newberger with
National Gid in the energy efficiency area.

MR. ROUGHAN: Ti m Roughan, regul atory.

MR ZSCHCKKE: Peter Zschokke,
regul atory.

MR. LAFLAMVE: M ke LaFl amre, Nati onal
Gid regqgul atory.

MS. LLOYD: Jeanne Lloyd, National Gid
regul atory.

M5. OBRIEN: Celia OBrien, Nationa
Gid' s in-house counsel.

M5. BURNS: Terry Burns, National Gid
regul atory.

MR. ROBERTI: Wl cone, Comm ssioner
Marion Gold. Ms. WIson-Frias, are there any
adm ni strative matters that we need to address before
we proceed to National Gid s presentation?

MR WLSON-FRIAS: | don't think so.
What we posted in Docket 4545 is a little neno
expl ai ni ng what this docket is, which you did a nice
job of sunmmarizing. National Gid does have a

presentation which will also be posted on the website.
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There are extras for anybody in the audience to foll ow
al ong.

MR. ROBERTI: Wiy don't we proceed with
the presentation? Wo is going to |ead the
presentation this afternoon?

M5. OBRIEN: H . Celia OBrien for
National Gid legal. Jeanne Lloyd will start off our
presentation, and then turn it over to the other
speakers. W are pleased to have the opportunity to
provi de the overvi ew of Narragansett El ectric
di stribution rates.

MR. ROBERTI: Does everybody have a copy
of the presentation?

MS. LLOYD: The first slide just kind of
lists sort of the top six we expect to cover today.
As Celia indicated, each one of us is going to have a
different section to tal k about.

First of all, we're going to go over sone of the
basi cs, what the rate cl asses | ook |ike and sone of
the statistics associated wth each of the cl asses,
take a | ook at the overall revenue structure of the
conpany, then sone of the typical bill conponents.

M chael LaFlame is going to tal k about the
di stri bution conponents specifically and sone of the

rate nechani sns that we have associated wth the
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di stribution system Terry is going to discuss sone
of our residential assistance prograns. |'magoing to
tal k about sone of the renewabl e energy prograns we
have. Jereny will tal k about energy efficiency and
our systemreliability plan. Then Peter will finish
up with a discussion of sone principles of rate
structure and sone of the specifics of our residential
i n general service rates.

Let's start right away with the basics. Flipping
to Slide 4, what we're showing on Slide 4 is on the
| eft-hand colum is a listing of each of the
desi gnations of our rate class. Next to each one is a
descri pti on of what each class, the custonmers that are
in each of the rate cl asses.

W have two residential rate classes. Al6 is
what we call regular residential custoners. A60 is
for our | owincone custonmers. On our residential
rates, prinmarily we have individual hones, apartnents,
condos. W also do allow farns and churches to be
billed on that rate as well. The |lowincone rate is
avail able to residential custonmers who neet the
criteria who are receiving certain neans tested
benefits.

The next series of rates are general service

rates, rates available to our comercial and

7
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i ndustrial classes. CO6 is our small commercial and
i ndustrial class. Types of custoners that you m ght
find in these rate cl asses, conveni ence stores, gas

stations, snall sandw ch shops, sonetinmes stores in

strip malls, basically small er-sized custoners,

smal ler retail custoners.

G2 is what we sonetines refer to as our nedi um
general service custoner class. |It's for any custoner
who in size is greater than 10 kilowatts. Types of
custoners you mght find here would be | arger office
bui | di ngs, drug stores |ike CVS, Wil green's, | arger
retail establishnents, restaurants, that type of
est abl i shnent.

G32 is for our larger CNI custoners. Again, it's
size related. Custoners who are 200 kilowatts or
| arger are required to take service on this rate
class. These types of custoners would be | arger
grocery stores, Wal Marts, Targets, schools, hospitals,
manuf acturers, office conpl exes, things of that sort.

Rate (62 is an optional rate. It's for our
| argest custoners. |It's for, like | said, it's
optional for custonmers who are over 5 negawatts or
5,000 kilowatts. These would be the | argest
manuf acturers in the state, large universities, Naval

facilities, things like that. These are very |arge
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cust oners.

Rates B32 and B62 are the mrror i mage of G32 and
G62. The sane type of custoners would be in those
rate classes. They're larger NCI custoners. They are
back-up service rates. It's for custoners with onsite
generati on.

The next series of rates, which begin with the
letter S, are outdoor lighting rates. S057 is for
custoner-owned lighting, which is a new rate we just
i npl emrented this sumer. S06 i s conpany-owned
lighting, but it's decorative. S10 is private area
lighting, and S14 is conpany-owned lighting. These
woul d be our nmunici pal custoners.

Final two, XOl, single custoner for this rate,
trains, Anmtrak. MOl is for merchant generator or
station power.

The next page, sane rate classes that you see.
These are just a few of the statistics related to each
one, the nunber of custoners that we serve in each
class, the total kilowatt or negawatt, our delivery
associ ated with each class. Sort of the average or
typi cal custoner that you would see in each of the
classes in terns of kilowatt hours and KW if the
custoner has a demand conponent in its rate.

Any questions at this point about any of these

9
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cl asses?

MR. ROBERTI: |If there are questions --
do you know what we nay want to do? Mbst of you have
placards. Tip it up. That way | will know, and we'l]l
et you cut in with questions. Keep the dial ogue
nmovi ng. Welcome M. Steve Sci al abba fromthe D vision
of Public Uilities and Carriers as well.

MS. BESSER  Quick question. Averages,
that's the average use per nonth?

M5. LLOYD: Yes. |It's really derived by
t aki ng the ano-usage divided by the nunber of
custoners, but it would represent nonthly usage.

MS. BESSER  Thank you.

MS. LLOYD: Sorry, nunber of bills, not
nunber of custoners. Slide 2, again, just continuing
wth sone of the basics associated with each of these
rate cl asses, since this docket is really dealing
primarily wth distribution charges, that's all |
i ncl uded on this page.

It's kind of a |look at the structure that we have
currently for each of the classes. Qur rates are
primarily one of three types. |It's a custoner charge,
whi ch woul d be a fixed nmonthly charge, denmand charge,
whi ch woul d be a per KW kilowatt charge, and a

vol unetric charge for kilowatt hour charge.
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The custoner charge you can see for each of the
rate classes is on Line 1. Wat | did on the line
under neat h each of the charges is to indicate what
percentage of the total revenue requirenent associ ated
with each class is collected in that particul ar
conponent .

For exanple, rate Al6, residential rate,
approxi mately 18 percent of the total cost of serving
that class is collected through the custoner
conmponent. The rest of it is in the kilowatt hour
charge. G32, for exanple, 30 percent is collected in
t he custonmer charge, 40 percent in the demand charge,
and the remaining 30 percent in the energy charge.

MR. ROBERTI: Can | ask you a question on
that? The 18 percent, is that for an average
custoner, say, using, typically you use 500 kil owatt
hours per nonth, or does that percentage pretty much
remai n constant across the board?

MS. LLOYD: This is constant. |It's
really tal king about the total dollars, the total
revenue requirenment applicable to the class. So if
this class was 200 mllion, like | don't know what it
is, neans 18 percent of the 200 mllion is collected
t hrough t he customer char ge.

Moving on to the next section, a quick | ook at
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the overall cost structure and sone of the typical
bill conmponents for each class. Slide 8 just gives a
qui ck |1 ook at our annual revenue on a total conpany
basis. This format is intended to be simlar or
identical, actually, to what a custoner woul d see when
they |l ook at the bill.

In other words, when they |look at their bill they
wll see each of these categories and charges
associ ated with each of these conmponents. CQur bills
are divided into two sections, delivery and supplied
service section. Under the delivery service charges,

| broke it down, again, the way we show it on the

bill. So we'll have distribution charges. | won't
list themall.
You can see how they show up on the bill. Wthin

each of these conponents we may have a breakdown of

ot her charges that roll up to these nain categories.

What |'ve done is beside each prinmary conponent, |

i ndi cated what ot her types of charges may be i ncl uded.
For exanple, in the distribution Iline on the

bill, that will include the base distribution charges

as well as our infrastructure safety and reliability,

our ISR plan charges, as well as our revenue

decoupl i ng char ge.

In the supply section we have standard offer
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service charges. W al so have a renewabl e energy
standard charge. These are each their own |line itens.
The reason you see the color coding on this chart is
because the itens that are in color are the ones we're
going to dive a little bit deeper into in the rest of
t he presentati on.

The ot her charges, transm ssion, transition and
standard offer, although inportant parts of the bill,
obvi ously we're not going to dig into this in this
particul ar presentation. The slide under annual
revenue indicates exactly that, the annual revenue
that we bill custoners through each of those
conponents during the year.

Next we |ist what the percent that conmponent
represents of the total overall bill or overal
revenue. The cross-reference slides indicate that
|ater on we're going to deal with each of these
conponents. That tells you where in the presentation
you can find the deeper guide for each one.

Next page is the very sane thing, only at the
rate class level. So all I've really done here is to
take those total revenue dollars and show for each
rate class how nuch in total those custoners are
billed in each category throughout the year.

MR. ROBERTI: Any questions?
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MR. LABEL: Slide 8, when it all totals
up to $1 billion exactly, is that the actual nunber?

M5. LLOYD: That is, when you say the
actual nunmber, | nean, that is what each of these
conmponents during a representative year would, that is
what the total would be.

MR. LABEL: Thanks.

M5. BESSER |Is this nunber fromthe test
year of current rates?

M5. LLOYD: What |'ve done is |I've taken
the nost recent filing in each of those particul ar
categories. Unfortunately, our filings occur,
fortunately or unfortunately, different tines
t hr oughout the year.

They sonetines represent different periods. The
rate period m ght be April through March. In another
category it mght be January through Decenber. They

do not all line up to the sane tine frane. | took the
nost recent 12 nonths in each of the filings that we
subm tted.

In Slide 10 --

MR, KEARNS: Just a coupl e of questions.
On Page 8 under energy efficiency, is that strictly
the electric, or is that electric and gas?

MS. LLOYD: Everything here is just
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electric. The LIHEAP enhancenent plan is also a
conbi ned el ectric and gas program Al 1've done is
" m showi ng the el ectric piece of each of those
conponent s.

MR KEARNS: In terns of the long-term
contracting in terns of annual revenues, what this is
representing, are these nunbers also factoring the
remunerati on i ncentive paynent?

M5. LLOYD: Anything that is running
t hrough the rates, yes.

Slide 10 is the sanme information really, only at
a typical bill level. This is what a custoner truly
woul d see if they open the bill fromus. These are
based on the rates that are currently in effect, based
on the type of custoner that is shown at the top.

I haven't included all of the rate classes here,
just because it tends to nake the slides busy. |
pi cked three of our prinmary classes. |'mjust show ng
for those three classes what the typical bill would
| ook |i ke based on, for exanple, a residential
custoner, 500 kilowatt hours per nonth. Based on our
current charges is what each custoner would be billed
on a nonthly basis.

MS. BESSER. Wy t he renewabl e ener gy

distribution as a credit?
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MS. LLOYD: The renewabl e energy
di stribution includes two charges; the net netering
and | ong-termcontracting for renewabl e energy
recovery. The way we set that charge, it's a
f orward-1 ooki ng charge. W estimte what we think
we're going to incur in the upcom ng six-nonth peri od.

That cost is based on what we expect to pay under
the contracts that we've executed | ess what we expect
to, the proceeds we expect to receive fromselling the
products in the market, the energy to | ZONE (sic)
energy nmarket and renewabl e energy credits.

For this particul ar six-nmonth period, we expect
sonme of those contracts to be below market. It has
resulted in a credit for this particular six-nonth
peri od.

MR. DESI MONE: | thought the LIHEAP
enhancenent charge was 73 cents per nonth?

MS. LLOYD: That is a good point. I'm
glad you said it. On our bills we show t he charges,
and then a separate line itemw ||l show gross earnings
taxes. Just due to space | had on the chart, | put
t he gross earnings taxes in each of the conponents.

So it's 73, the LIHEAP charge of 73 cents, including

the gross earnings tax. Thank you for bringing that

up.
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Next section is going to | ook at sone of our
distribution rate nechani sns, and Mke wll take over
at this point.

MR, LAFLAMME: Thank you, Jeanne, and
t hank you for providing us the opportunity to be here
and present today, Conmm ssioners Roberti, DeSi none and
all of the attendees. Wen it canme to ny attention
that this was intended to be a tutorial kind of basic
presentation of what it is our rates actually are
intended to do, how they interact with one another,
|"ve been doing this a long tine. | guess | live it
every day. | assune everybody has the sane kind of
focus as we all do here.

Il think it's worthwhile just to take a coupl e of
m nutes and kind of ground us all into really what
does National Gid do. W are a nonopoly. W're the
| ast of the natural nonopolies in this country. Wth
t hat cones sone obligations and sone rights as well.

I have been school ed to adopt a regul atory
conpact kind of ideology for the ability to be a
nonopol y, or for the benefit of being a nonopoly. W
have to provide our services to custoners. |It's an
obligation. It has to be provided in a
nondi scrimnatory way. Nondiscrimnatory in terns of

access and al so nondiscrimnatory in terms of cost.
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We have to do that.

Now, wth that obligation cones certain rights.
Wth that rights systemwe have the right to recover
our costs. The costs are approved by this Comm ssion
who have the sonetines unenvi abl e position of having
to make difficult decisions.

I would like to think in Rhode |Island we have
been bl essed with a Conm ssion that has taken on sone
hard decisions. | think it has always acted in both
preserving a stable and strong utility conpany and
al so keeping the interest of custoners at heart.

Basically we're a cost recovery business. W
I ncur costs on behalf of our customers to provide our
service to custoners. W present themto the
Conmmi ssion for approval, review and approval.

Then we bill those rates. Bottomline is, we are
a cost recovery business. W do our very best in rate
desi gn and cost allocation. W have wth us today
Peter, Jeanne and Terry who know nore about cost
all ocation and rate design than | do.

Certainly our desire here is to provide a set of
rates that are equitable and recogni ze the cost
causation principles and attenpt to get to a pl ace
where custoners are payi ng what they shoul d be payi ng

for the services that they're getting.
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| ve been asked to present the kind of the
di stribution charges. The distribution charges really
represent our base rates. That is the lion's share of
what our distribution business is funded by. That is
where we earn a majority of our return for our
sharehol ders. W are a public conpany.

Wiile | know the folks at this table |I've worked
wth for many, many years, nore years than I'd like to
admt, but it's been certainly a great ride. There is
a return conponent in that. W need to coll ect
dol l ars for our sharehol ders.

Whil e we preserve the interest of our custoners,
| think very well in ternms of what it is we present to
t he Conmm ssion, we al so have a fiduciary
responsibility to insure that our sharehol ders, the
i nvestors in our business, are also afforded the
opportunity to earn a fair rate of return, which is
also part of that regulatory conpact. That we are
afforded the ability to recover our costs, including a
return on those investnents.

Wth that as a foundation, | guess we could turn
to Slide 12. Again, follow ng Jeanne's | ead here and
t he col or coordination, Jeanne, | nust admt, did the
bull work on putting this presentation together. |

hope it flows. | think it does.
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The distribution, I'mnot sure what color that
is, but that ties to the nunber that you saw on the
previ ous page. As you can see, our total distribution
charges for an annual period as in effect today
recovers a little over $261 mllion. The lion's share
of that, obviously, is our base rates. Those are the
rates that Jeanne tal ked about in terns of bionetric
charges for kilowatt hours, demand charges for peak
demands, and then custoner charges, which are the
fixed nonthly charges that we bill our custoners.

So each of these individual charges and,
actually, a couple of other concepts I'll Dbe
di scussing in turn on the follow ng pages. [|If we turn
to Page 13, this kind of tenplate of distribution
rates, you'll see is one that is held throughout this
present ati on.

For each of the individual rate categories,
you're going to see a page that |l ooks like this. It
descri bes the purpose of the rate, the peak season of
rate changes, effective dates, the anbunt that we're
recovering currently over an annual period, and then
ot her pertinent information.

So basically our base rates are established via a
base rate case that the conpany either on its own

accord files wwth the Conmm ssion generally as a result
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of earning a return for its shareholders at a rate
| ess than is reasonable. It provides cost recovery,
as | nentioned earlier, of our entire cost of service.

Wien | say our entire cost of service, it
recovers all of our operating expenses, you know,
things |i ke wages and operations and mai nt enance
expenses, property taxes, incone taxes, also includes
a return of and on our investnent.

I"msure it cones as no surprise that an electric
utility is a very capital intensive business. W
spend a | ot of noney maintai ning and shoring up our
system That investnent cones at a cost.

When you hear a return of and on, it really
represents two things. Return of is sinply
depreci ati on expense. |If you assune an asset i s going
to last 50 years, a Polaris piece of wire is going to
| ast 50 years and it cost $50, we need to recover
$1 a year for 50 years to cover that investnent.
That's the return of.

The return on that asset is sinply the interest
or carrying charge that the conpany needs to recover
to actually fund the cost of the capital. In that
sane $50 scenario, we, National Gid, have to raise
$50. We do that in generally one or two ways. W go

out and borrow noney fromthe bank. That is very easy

Al li1ed Court Reporters, Inc. (401)946-5500
115 Pheni x Avenue, Cranston, Rl 02920
www. al | i edcourtreporters.com




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

National Gid Overview of Electric Rates - January 22, 2015

22

t o understand what that cost, to go out and borrow $25
at 5 percent. | knowit's going to cost me 5 percent
of $25, or a dollar and a quarter. However, we al so
rai se capital from shareholders or equity. That is
the return on equity.

You will see we talk about return of equity in
several places here. That actually represents the
profit that we attenpt to earn for the benefit of our
sharehol ders. W have to, we have to conpete with
ot her conpanies to raise that capital. You, as an
i nvestor, can take your dollar and invest it in
Nati onal Gid, buy a dollar share of National Gid, or
you can buy a dollar share in Coca-Cola and/ or Pepsi.

MR. ROBERTI: Wth the exception of
Conmi ssi oners.

MR, LAFLAMME: Wth the exception of
Conmmi ssioners. Good point.

We actually do conpete. What we need to provide,
we need to provide a |l evel of earning that is
attractive enough for investors to actually want to
invest in National Gid. That is probably the biggest
contended issue in a rate case is what that return on
equity is.

It's established through the rate case process.

It's discovered. It's reviewed, and ultinmately that
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provi des our profit on our base rates.

So these rates, once they're set, are in place
until we file or are asked to file. Because the
Conmmi ssion on its own accord could file to have us
cone in and file for a base rate investigation. The
rates are in effect and do not change until anot her
base rate case is adjudi cated and another order from
t he Conm ssi on cones out.

As was shown earlier, we are currently billing
rates that are designed to recover $251 nmillion. So
that is our total cost of service today for
Narragansett Electric. W'II|l tal k about revenue
decoupling and how that plays into the equation here.

Utinmately that is what it is we're attenpting to
recover on an annual basis. The wei ghted average cost
of capital, very last itemon this page, is
7.17 percent. That is what we, that is the return of
our investnent. So that $50 nunber that we tal ked
about before, we al so, besides recovering that $1 of
depreci ati on expense, we would recover 7.17 percent of
that, which is $3.58, sonmething |like that, on that
i nvestment. W' ve recovered that return.

That is intended to pay the cost of capital,

I nterest expense, and return on sharehol der

I nvest nent .
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MS. BESSER: This is helpful. Sonewhere
in the presentation are you going to tal k about how,
what el enent of the bill -- I"'mmssing the word --
but is the custoner charge, demand charge, kil owatt
hour charge that these costs are recovered in?

MR. LAFLAMVE: All three.

MS. BESSER: These costs are recovered in
all three conponents you see on the bill?

MR. LAFLAMVE: Utimately rate design is
that. W have a $251 mllion pie. Qur rate
al l ocation fol ks determ ne what conponents of the base
charges are going to recover that $251 mllion. |
think that was the subject of a previous slide that
actually broke out the percentages of those.

M5. BESSER That's right. |'msetting
this up for a |l ater question.

MR. LAFLAMVE: You're quizzing ne. Thank
you.

If we nove on to Page 14, I'Il try and tie these
in, because they're all interwoven in one way or the
other. As | nentioned, base rates are established and
then they are fixed. They do not change year on year.

| can tell you for sure what does change year on
year i s our costs. Sonetines they go up to the extent

that we can detect deficiencies in the work we do to
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provi de our distribution service. Sonetinmes they go
up because Jeanne, Celia and Terry need big raises
every year. Qur costs go up.

Bottomline is we know that static | evel of cost
of service is not static, right, the recovery of that
cost of service. |1'lIl speak a little |ater about
revenue decoupling, which actually results in us
recovering that cost of service, no nore/no |ess
t hrough a reconciliation nmechani sm

I think nore likely than not over tinme our cost
of service increases, if for no other reason that we
are a capital intensive business and we invest a | ot
of noney in the State of Rhode Island. | think
upwards of $70 to $80 million a year just for our
el ectri c busi ness.

So the | SR plan, which was | egislated, actually
provides funding to the conpany to support those $70
to $80 mllion of capital investnent that we added
since the last tinme that we, that our case rates were
set.

W file annually with the Conm ssion. W
negotiate with the Division on a plan that hopefully
is agreed upon in all respects, and ultimately submt
that plan with the Conm ssion for approval. So every

year there is an increnental charge related to this
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ISR plan. It is intended to provide the ability for
the conpany to nmake sure that it absolutely does
what ever it needs to do to maintain the system

That is an obligation for us in any event. W
woul d do that in any event. But with decoupling,
because our revenues are in effect fixed, because we
reconcile to this $251 nmillion nunber that we spoke
about before, absent the | SR-type program we would
al ways be com ng back in here for a rate base. That
generally is not the nost econom cal way to do things.

This was legislated. |t provides the ability,
again, to provide the funding, to keep the cash fl ow
that we need to actually invest in our business. The
reconciliation period, as you can see here, the rate
itself goes into effect every April 1. |In August we
do file a reconciliation for the prior April to March
peri od.

That reconciliation anmount, plus or mnus, based
on what our ultinate actual cost to service was for
the investnent, goes into effect in Cctober. It just
reconcil es what our actual costs of those capital
addi tions were versus what it was that we collected in
the rate in the first place.

Currently we're recovering around $12.3 mllion.

The |1 SR pl an does include sone O&M dol |l ars. The
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bi ggest piece of the I SR programis vegetation
managenent. Tree contacts and tree problens is the
nunber one cause of electrical outages for
Narragansett Electric. O that $12.3 mllion, roughly
$8.5 mllion of that is vegetati on nmanagenent. So
80 percent of our request is for vegetation
managenent .
We reconcile to the dollar. If we spend

$8.5 mllion, which is what our estimate is, we're
even. |If we spend $8 mllion, we credit custoners
half a mllion. If we spend a little nore than that,
we cone in and request to recover that as well.

MR. NAULT: That 12.3 that is show ng up
as the current recovery, if | conpare that to Slide 12
wher e annual revenue is 10.5, |ooking at that 10.5,
does that nean for the current year, which | guess is
Fiscal 15, you're collecting the 12.3, but that is
being offset fromthe recovery of the prior years?

MS. LLOYD: That's right.

MR. LAFLAMVE: Net of the two nunbers.
Maybe a little roundi ng, yes.

MR. MUSTER M understanding is the

annual | SR plan is sonewhere in the $70 mlIlion range.
What does the $70 nmillion represents versus the
$12 mllion here?
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MR. LAFLAMVE: That is the capital

investment. Again, if | go back to ny $50 exanple, if

| spend $80 mllion, the return of and the return on
that is this 12.3. | don't have to recover
$80 mllion in one year. | need to recover

7.71 percent of that, plus the depreciation of that.
The capital anpbunt is recovered over a | ong
period of tinme. The return on the outstandi ng anmount

is recovered as well.

MR, ROBERTI: Not unlike a nortgage?

MR, LAFLAMMVE: Not unli ke a nortgage.

MR. ROBERTI: What is the typical tine
frame, just for educational purposes, for sonme of
t hese assets?

MR, LAFLAMME: CQur effective depreciation
rate is 3.25 percent, so it's |like 33 years.

MR, ROBERTI : Good.

MS. BESSER Again, these costs are
recovered in a kilowatt hour charge, customer charge,
all of the above?

MR. LAFLAMVE: Kilowatt and denmand
charge. It is rate designed. |If there are no ot her
questi ons, we can nove on.

Page 15, distribution C ACs, which is

Contribution in Ald of Construction, this is not a

Al li1ed Court Reporters, Inc. (401)946-5500
115 Pheni x Avenue, Cranston, Rl 02920
www. al | i edcourtreporters.com




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

National Gid Overview of Electric Rates - January 22, 2015

29

rate, per se. | kind of led off ny discussion here
W th cost causation and kind of who pays for the
benefits that are being received.

CIAC is actually contributions that we coll ect
froman individual custonmer to the extent that they're
asking for service upgrades or a new up custoner
i nvest nent by the conpany. For our residential class,
small classes, we actually calculate a center |ine
cost per foot, or cost per foot.

So that if a new custoner is a quarter mle off
the road, there is an allowance of a certain nunber of
feet that all custoners are entitled to. To the
extent that we have to extend a |line further than
that, there is a charge based on a cost per foot.

That cost is generated by taking a sanple of what
the conpany incurs to do these jobs over a period of
time. It takes an average, and that's what that cost
per foot is and that's how it's cal cul at ed.

For bigger custonmers, we actually have a
contribution factor that is calculated. 1It's
cal cul ated by determ ni ng what the increnental revenue
is expected to be fromeither a service upgrade, or in
the case of a new custoner, what their expected
costs -- what their expected revenues are going to be.

We provide an all owance agai nst the cost of the job
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for what we believe that revenue woul d support.

Again, if | go back to ny very sinple cost of
service, $50 allowance, if our total cost for service
is 20 percent, so for every dollar we need 20 cents to
support that for operation expenses, the total cost of
service. Wat we do is we take a dollar of revenue
and divide it by our carrying charge or carrying rate,
which is 20 percent. W would assune that $1 of
revenue woul d support $5 of investnent.

To the extent that sonebody is coming in and is
expecting to provide a dollar of revenue to us and the
job costs $5, their contribution would be zero,
because we woul d say that their increnental revenue is
supporting that investnent.

Agai n, back to cost causation principles, that
woul d suggest that there are no costs to be shared by
everybody else. Utimately that $5 i nvestnent is
going to go into our rate base. Wen we file rates
the next time around, there is a dollar of increnental
revenue fromthe custoner who received that benefit.
There is no subsidization of cost to all other
cust oners.

The tariffs that govern these, are these Policy
One, Two, Three line extension policies. Again, there

is norate. |It's an instance-by-instance cal cul ati on.
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MR. SCI ALABBA: Do you look at this
revenue contribution over a period of tinme? Is it
five years, the customer contri bution?

MR, LAFLAMME: It's an annual nunber.

MR ZSCHCKKE: W look at it over the
life of the unit to the average depreciation.

MR. ROBERTI: Does that nean it's
33 years?

MR, ZSCHOKKE: Yes.

MR. ROBERTI: Any other questions?

MR, LAFLAMME: The next slide, Slide 16,
pensi on and post-enpl oynent benefits, other than
pension. This is a reconciliation mechani smthat
ensures that the conpany recovers no nore or no | ess
than what it actually incurs for pension and
post - enpl oyment benefit costs.

Typically those costs are very volatile. They're
vol atile for reasons that are out of control of the
conpany. | could bore you for hours wth pension and
PBOP actuarial stuff, but I will not do that. Bottom
line is, the way the costs are derived incl ude
actuari al assunptions, nortality rates, discount
rates, rates of asset gains, and the rate of interest
has a huge 1 npact on what that present value liability

is for pension and PBOP, as you m ght i magine.
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So as interest rates go up and down, our present
value liability for these future obligations go up and
down. That is the primary factor of how we determ ne
how nmuch expense we need to recognize in a given year
So the Conmmi ssion has recogni zed that these costs are
vol atile. They do change annually, for no reason of
t he conpany.

| can tell you that the conpany has over the
years taken sone pretty aggressive neasures to reduce
costs. |1'm 172 years old, so | enjoy a defined
benefit plan. Enployees, | think, since 2000, maybe
even earlier, no |longer participate in the defined
benefit plan for National Gid.

They participate in a 401(k) plan, but the day of
t he defined benefit plans for National Gid is gone.
Knock on wood, | got in there under the wire. This
mechani sm again, it's an annual nechanism W
charge, the rate begins on April 1, goes to March 31.
It's intended to recover the anount that, the anount
above or below. So this can be a credit, and it has
been above or bel ow our base rate all owance.

As it indicates down here, in that $251 mllion
nunber that you saw earlier, $13.7 mllion of that is
for pension and post-retirenent benefits. To the

extent that we have $12.7 mllion of cost in a year,
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we will credit custonmers $1 million. |If it's 14.7, we
woul d seek recovery of that increnent. R ght now t he
factor is zero. W actually are recovering in base
rates right around our actual costs.

No questions? 1'Il nove on to revenue
decoupling. Revenue decoupling was established four
years ago, 2010. It was legislated. 1It's a nechanism

t hat provides the conpany assurance that it wll
recover its cost of service, that static cost of
service, so the $251 nmillion nunber.

There was a natural disincentive for a utility
conpany or any conpany that derives its revenues based
on unit, unit prices to actually encourage customers
to use |l ess of those units. So Coca-Cola is not
telling people, Don't drink Coca-Cola. National Gid
was very aggressively and wanted to encourage their
custoners to use less kilowatt hours. That's the
maj or way We recover our revenue.

So what decoupling did, it really just broke the
| i nk between the anobunt of revenue that the conpany is
allowed to retain fromthe nunber of units that it
sells to its ultimate custoners. To the extent that
our energy efficiency neasures reduce the usage of
electricity over time, absent decoupling, our revenues

woul d go down. Not a situation that is sustai nabl e,
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clearly.

I think it was recogni zed by the | egislature;
hence, we wound up with a revenue decoupling. The
period for decoupling is an April to March 31 period
as it indicates here. The nechanismsinply takes a
| ook at what we actually bill customers based on those
unit prices and conpares it to the $251 mllion kind
of target revenue, annual target revenue that we're

hopi ng to recover, and just reconciles plus or m nus.

Either we credit custoners, we actually bill nore and
we surcharge custoners, or we bill |ess.
Currently we are, yes, the target -- |I'm | ooking

for the reconciliation. Qur current reconciliation
billing is only $100,000. It has been nore than that.
Things like -- not as nuch as it inpacts gas, our gas
system but weather has an inpact. Wather has an
inmpact. |If we have a very, very hot sumer, we're a
summer peaking utility; we sell nore units. W
consequently receive nore revenue in the door. W
woul d have to give that back, if it's nore than
$251 million.

Next page, if there are no questions, the service
quality plan. This also is not a rate, but | think
it's inportant that we talk about it. The conpany is

required to maintain service standards, prinarily
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around reliability and custoner satisfaction.

So there are netrics that have been establi shed
by the Comm ssion that we need to naintain. 1In
reliability, we have to neasure our outage frequency
and our outage duration. To the extent that our
outages, in terns of nunbers and in terns of duration,
are greater than the established baseline, we pay a
penal ty.

This is a penalty-only plan. There is no ability
for the conpany to actually earn incentives, though
t he plan does provide for penalty offsets. 1In one
category of service quality, the conpany outperforns
the baseline, it can accrue sone offsets to the extent
that there is a penalty in another.

Ri ght now it |ooks |ike we're fundi ng about

$16, 000 of service quality penalties. | honestly
don't know what these penalties are for. |If anyone is
going to ask, I'll save you the tine. | don't know if

anybody here knows.

MS. LLOYD: Fromthe 2012 pl an.

MR. LAFLAMVE: Ckay. | think it's
sonething certainly that the conpany strives to do. |
would like to think we don't need this stick to do
our, to performto the best of our ability. Certainly

it provides the proper incentive for us to do so.
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I think to a person here and al so our operations
fol ks, every day the intent is to nmake sure the lights
stay on for all of our custoners. Any other
questi ons?

The last thing, | think, this is the last thing
to tal k about, an excess earni ng sharing nechani sm
This really is the final kind of, | guess, unbrella
for custonmer benefit here. Actually, it provides the
conmpany with an incentive to performwell.

As we tal ked about earlier, base rates,
decoupling, the conpany will bill and ultimtely
retain $251 nmillion of distribution revenue. That is,
that represents the total cost of service which
includes the profit margin for the utility.

To the extent that in a given year we can operate
our business at sonething |l ess than $251 mlli on,
there is sone premumreturn there. Qur return on
equity, as approved by the Conmm ssion, is 9.5 percent.
To the extent that the conpany earns nore than that,
we have to share that earning, that over-earnings with
cust oners.

So it provides the right bal ance of incentive for
t he conpany to continue to seek out efficiencies on
behal f of its custoners, certainly. To the extent

that we earn nore than 9 and-a-half, we share. The
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kind of sharing netric is we share 50 percent of the
first 12 percent above 9.5 percent. Then we share
75 percent of everything beyond that.

So if the conpany, and | say if, | could only
W sh it was earning 11 percent, is 11 and-a-half
percent, or 2 percent nore than our 9 and-a-half
percent all owance, we would gi ve back 1.25 percent of
that. Half a percent for the first 1 percent and
three-quarters of a percent for the second percent.
That's how it is.

We have, since our | ast case, we have not been in
an excess earnings position. W would |ove to do so.
We strive to do so, certainly. | can tell you that ny
bosses would like it even nore than |.

Utimtely this is a very, very val uable
mechani sm for both the custoners and for the conpany
as well. It absolutely provides the right incentive
for us to do the best we can to mtigate our costs and
operate as efficiently as possi bl e.

MR. ROBERTI: Thank you, M. LaFl anme.
Any questions? Al right. M. Zschokke, are you up
next? Terry Burns is.

M5. BURNS: One thing we do want to talk
about very quickly, because we thought it was

important, iIs the assistance that we provide to sone
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of our needi est custoners. There are two plans, one
of which is highlighted as one we wanted to tal k about
t oday, the LI HEAP enhancement program W woul d be
remss if we did not also nention the benefit that we
gi ve these custoners through base rates.

If you turn to Slide 21, please, | just want to
qui ckly go over these two nechani sms that provide a
| evel of benefit to custoners on rate C ass A60, which
Jeanne nentioned at the begi nning of the presentation.
We do have di scounted base rates for these custoners
to provide a certain |level of assistance to help them
pay their bills.

They are charged no custoner charge, and their
base energy charge is discounted 50 percent fromthe
full residential kilowatt hour charge. [It's not
subject to reconciliation, but for the fact that we
have RDM and our total revenue is reconcil ed, as M ke
expl ai ned. The anpbunt of the benefit on a total
conpany basis is determned as part of a rate case.

The anount that is currently reflected in base
rates is $6.4 nmillion annually. The LI HEAP
enhancenent program again, is statutory. It covers
both gas and electric, but we're here to tal k about
electric today. |It's a statutory programthat

provi des additional assistance for custoners who
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recei ve the federal LIHEAP grant.

It's funded, again, by electric and gas custoners
up to $10 mllion a year. Annually the OER and DHS
set the grant level, make a filing with the Comm ssion
to determ ne both how much the surcharge shoul d be,
which is the 73 cent per bill for both electric and
gas, and how much of an additional grant woul d be
provi ded through this program when the custoner has
recei ved a federal LIHEAP grant.

We al so reconcile the amount of funding that is
recei ved through the surcharge as conpared to the
| evel of grants credited to eligible custoner
accounts. The reconciliation period, as shown here,
iIs October through Septenber. W do file reports
twice a year to show the status of the funds avail abl e
for grants during the upcom ng nonths.

The surcharge itself changes every January 1.

The el ectric only recovery, so what is generated by
the 75 cents per customer per nonth is $4.5 mllion
annually. At Septenber 30 in a report that we filed
on the reconciliation of the LI HEAP enhancenent fund,
it was $5.1 mllion overfunded, which neans there's
$5.1 million of funds available to be given as grants
to custoners eligible in the State of Rhode I|sl and.

VMR. ROBERTI : That woul d be drawn down at
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this point?

MS. BURNS: There are nonies still going
into the fund through the 73 cent surcharge. As the
LI HEAP grant gets processed, that balance will draw
down.

MR. ROBERTI: Any idea what the current

bal ance is right now?

M5. BURNS: | don't know off the top of
ny head.

M5. LLOYD: | think we just provided it
to soneone. | can't recall off the top of ny head
ei t her.

M5. BURNS: On Slide 22 we just wanted to
show you sonme of the nunbers around these two
assi stance prograns. The first row, set of rows on
the table, is the discounted distribution rates. As |
said, $6.4 mllion is being provided in discounted
base rates. Al custoners in the other rate cl asses
really pay for that benefit.

So the second row shows how the $6.4 mllion has
been allocated to the various rate classes. The
second set of rows we show the LI HEAP enhancenent
nunbers. Again, what we're showi ng here is over that
Cct ober 13 through Septenber 14 period, $1.7 mllion

of credits were provided to electric custoners.
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The equi val ent on the gas side, just so you know,
we | ook at this holistically as a total conpany
program $8.2 nillion was provided to gas custoners
in Rhode Island for a total of $9.9 million of benefit
t hrough this program

As you can see on the electric side, the billings
that we recovered through the various rate cl asses are
shown. (Qbviously, Al6, we have the npbst custoners in
that rate class. That rate class is deriving the nost
fundi ng that goes into the fund. Any questions?

MR WLSON-FRIAS: Al6 is the
distribution rate, right, not the whole bill?

MS. BURNS: Correct.

MR WLSON-FRIAS: Do you know based on
today's current overall charges to the A60 custoners
what their overall percentage discount is right now,
say an average customer?

M5. BURNS: | don't know that off the top
of my head. W could get it to you.

MR WLSONFRIAS: |'mjust interested.

M5. BURNS: One of the concepts that we
found with having a discount enbedded in base rates,
that as other rates change on the bill the percent of
the di scount can be diluted if rates go up, or it can

I ncrease as rates go down as conpared to when the
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original discount was set in those base rates. It's
very fluid. It will depend on the rate |evel at the
tinme you do the analysis as well

MR WLSON-FRIAS: For exanple, if there
is a high standard offer rate, the overall percentage
di scount would be lower than if there is a | ower
standard offer rate?

MS. BURNS: Correct.

MR WLSON FRIAS: That would be the sane
i f transm ssi on charges change and that sort of thing?

M5. BURNS: Correct.

MR. ROBERTI: Any questions? W're
nmovi ng right along to renewabl e energy prograns.

MS. LLOYD: That's ne. Quickly before we
nove on, | just realized as Terry was goi ng through
this that | nade a m stake on this LI HEAP enhancenent
chart.

It says we funded up to $10 million per year. |
think it's actually funded up to $7 and-a-half mnmillion
per year. |It's up to $10 per custoner per year. |'l]
fix that slide. W'IIl resend it to you before you
post the presentation.

Now we go on to renewabl e energy prograns.

Again, on Slide 24 as with the distribution, | kind of

broke out that typical bill and the annual doll ar
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section that relates back to the slide that we went
through originally. So you can see each of the
programs that we have listed here. There are five
separate prograns. Each one of them has sone form of
renewabl e energy related to it.

The annual dollars, you can see in the particul ar
colum in total, based on the npbst recent years, these
prograns are worth about $28.9 million at this point
intime. For each of those three custoner classes you
can see what that would anobunt to on a typical
busi ness basis on the custonmer's bill.

We'll go through each of these prograns a little
bit in the next fewslides. On to Slide 25.

MR. NAULT: Before we nove on to that
slide, Slide 24 where it tal ks about the total
renewabl e energy charges of $29 nillion, that's the
cost to National Gid rate payers who are on the
standard offer, correct?

MS. LLOYD: That's a good point. Sone of
t hese prograns, the charges are assessed to all
charges. So for exanple, |long-termcontracti ng net
nmet eri ng, other renewabl e fund charges, and the
renewabl e energy growh programis new, so we don't
really have a charge established. Those are charges

that are assessed to all custoners.
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The renewabl e energy standard charge, our charge
is only assessed to our standard offer service
cust oners.

MR. NAULT: Conpetitive suppliers in the
state are al so subject to the same renewabl e ener gy
st andar d?

MS. LLOYD: Correct.

MR. NAULT: Presunmably sone portion of
what they charge their customers is a result of the
renewabl e energy standard. |s there any anal ysis,
docunentation that would i ndicate what the total cost
for Rhode Island rate payers is for these charges,
what is paid through these charges on Gid's bill to
its distribution custoners and standard offer
custoners as well as the cost to custoners who are
t aki ng conpetitive supply?

M5. LLOYD: | don't know that we
devel oped any sort of analysis. (Obviously, what each
supplier, what it cost each supplier to obtain the
RECs, or however they retain their renewabl e energy,
woul d be to that particular supplier. | think it's
sonething that would be difficult for us to estimate
reliably w thout having that infornmation.

MR ROUGHAN. |I'maware that, fairly

certainly that all entities in Rhode |Island have to
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file sonmething with the state to prove they're
conplying for the RPS, right? Somewhere in that
report, | don't know where it goes in the state,
sonewhere in there, if there is any dollars and cents,
that's where it woul d be avail abl e.

MR ROBERTI: | believe it cones to us to
ensure that we conplied with the standard. But the
cost, the acquisition cost of the RECs woul d be
proprietary to each NPP. | guess that just |eads ne
to question, in your mnd would you expect that the
cost, that standard offer custonmers versus the cost
i ncurred by custoners serviced by NPP, would you think
that it's conparabl e between the two?

M5. LLOYD: | don't think I'mthe one
qualified to answer that. W all work in the same
market. | guess that's about what | could say.

MR, ROBERTI: There is a broader -- the
reason | ask that, there is a broader question about
whet her or not service froman NPP for your base
energy versus service fromNational Gid through the
standard offer program supervised by this Conmm ssion,
are the ultinate energy costs seen by consuners
conpar abl e over sone reasonable tine frane?

| suppose that's the Holy Grail question that the

state is going to westle with. It's certainly a
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question in ny mnd. That's why | ask the question.

MR. LAFLAMVE: What | would say, Paul, is
the costs are probably conparable. Wat ultinately is
included in the bill, | think as you point out, is
very likely proprietary. W certainly don't have the
ability.

MR. ELMER: Jeanne, could you clarify
what this 810 figure in the bottomright-hand box
represents? It doesn't correspond, does it, to the
three figures to the left of it?

M5. LLOYD: No. What each of the three
colums, the far right nbost colums is what the
typi cal custoner in each of those classes woul d be
payi ng for each of these charges. So the $810 is what
a typical G32 custoner would pay in total for all of
t hose charges.

It would be a custonmer that, you know, based upon
the units that |1've shown above, which woul d be
160, 000 kil owatt hours and 400 KW

MR. ELMER: The 409 is calibrated in
mllions, and the 2.53 and 5.06 are dollars?

MS. LLOYD: Yes.

ELMER. Those correspond to the $8107?
LLOYD: Yes.

2 5 2

ROBERTI: That's a per-nonth basis?
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MS. LLOYD: Per nonth, yes.

MR. KEARNS: Followup. | believe
outside of what Gid' s costs are with the annual RES
conpliance, there is a |lot of good information in the

PUC renewabl e energy report that goes to the CGeneral

Assenbly. | believe sonme of that infornation nay be
in that report. | haven't |l ooked at it in a year or
so.

MR WLSON-FRIAS: What we can obviously
see is the level of alternative conpliance paynents
made and the costs there. W can also | ook at each
supplier and nake sure they have net their required
per cent age.

What we don't see, unlike wth National Gid
where they file a renewabl e energy certificate
procurement plan and all the associated costs through
their RFPs, we can see it through the DG contracts,
that sort of thing.

We don't have that piece of infornmation for
conpetitive suppliers, because, well, they're
conpetitive suppliers and not regul ated beyond havi ng
to nmeet certain standards. | think that's the one
m ssing piece there that Alan was referring to.

MR. KEARNS: Under the charges,

obvi ously, the renewabl e energy gross programis work
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in progress. You have the renewabl e energy gross
charge, that charge is still pending. Replacing that
program was the distributed generation standards
contracts program |Is that factored into one of these
line items?
MS. LLOYD: Long-term contracting charge

recovers the cost associated with contracts procured
t hrough the |l ong-termcontracting programas well as
the distributed generation standards program That is
bot h of those charges.

Let me go down quickly. That's what the
| ong-term contracti ng charge recovers. Net netering
charges recover the cost associated wth payi ng net
metering credits to regeneration. The renewabl e funds
charge, this charge is actually enbedded with the
energy efficiency charge with our custoners' bills.

Il will go into that in a mnute, what that is.
The renewabl e energy standard charge, we al ready
tal ked about. This is the charge that goes only to
our standard offer custoners. W'Ill get into that in
a m nute.

Then the renewabl e energy growth programis new,
not yet approved by the Conmi ssion. That will |ive
beyond the | ong-term contracti ng and DG st andard

program
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MS. BESSER: | know you already said
sonet hi ng about the renewabl e energy standard charge.
Coul d you say again what that is? |Is that buying
RECs?

M5. LLOYD: That's right. That's what
Al an was referring to in the question.

MR. ROBERTI: The fact that the net
metering cost is zero, does that nean none of the net
nmet eri ng custoners exceeded 100 percent of their base
usage, such that they would get conpensati on back from
National Gid?

M5. LLOYD: There was sone cost in the
| ast reconciliation. For net netering custoners, |ike
our other |ong-termrenewabl e custoners, we sell the
proceeds, the energy, not the RECs. But for net
metering it's custoners. In that reconciliation we
| ook at the credits we paid to custoners. W offset
that from1SO fromselling the energy. Then we
recover the residual from custoners.

In the last reconciliation the anount was too
smal |l for a charge. It was $50, 000, or sonething |ike
that. That's why it's zero.

MR, KEARNS: You have these charges
broken out. For exanple, the DG contracts contract

for, or the newtariff program when we define the
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ceiling prices, that pulls incentives fromthe other
prograns. How do you nmake that distinction when you
report the charges that rate payers pay?

Utimately, whether it's the DG or the contract
space program the net netering or the RECs won't be
pulled in as part of the subsidy that goes to either
the contract or tariff. How do you make that
di stinction?

MS. LLOYD: Each of the prograns and rate
mechani sms have their own particular rul es about what
types of costs are included in the each of the
mechani sms. Each of these prograns has an i ndivi dual
tariff that supports it. It describes exactly how t he
charge is set and exactly which type of cost wll be
i ncl uded in each nmechani sm

Let's flip on to the next page. W'l discuss
each one and naybe answer hopefully sonme of those
questions. First programthat we already referred to
in --

MR. ELMER: Jeanne, can you clarify the
origin of the three negative figures in the top |line
under the long-termcontracting factor?

M5. LLOYD: Janet had referred to that
earlier. Currently our |ong-termcontracting charge

is a credit. That's because when we set the charge in
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Novenber, for effect in January, we expected for the
next six-nonth period, which is the length of tinme
that charge is set, that the proceeds that we'l| get
fromselling the RECs and the energy in the narket
wll offset the cost or the paynents we'll nake under
t he contracts.

So for that particul ar period we expect these
contracts to be below narket. So that gave rise to
the credit.

MR ELMER Is that an anomaly, or have
we seen that before?

MR. SCI ALABBA: | think we've seen it
once before.

M5. LLOYD: |It's sonmewhat seasonal, |
guess. In this particular six-nonth period, we expect
energy prices to be quite high. That's what gave rise
to that.

MR. WLSON FRIAS: Jeanne said we seemto
see the credit often in the first six-nonth period and
the charge in the second six-nonth period because of
t he energy charges. There is usually |like two or
three contracts that offset any of the above narket
contracts. So that's why we see the credit.

MR. LABEL: $700,000 in the first col um,

is that a gross cost, or should there be parent heses
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around that?

MS. LLOYD: That is a gross cost. The
credit is based on the next six-nonth period. As
C ndy said, one period m ght be bel ow market. The
next m ght be above. This is based on the nost recent
12 nonths and doesn't necessarily line up with the
6-nonth credit period.

First programis the renewabl e energy standard
programthat we just referred to. For each of these
renewabl e energy prograns, the | anguage of the purpose
is somewhat simlar as you woul d expect it woul d be.
The purpose of all these prograns is to facilitate the
devel opnent of renewabl e resources.

This particular program inplenented a few years,
requires providers of load in the state to acquire a
certain percentage of their supply fromrenewabl e
resources. That percent does increase every year.
Wth Narragansett as the supplier, or the providers of
standard offer service, we also have to conply with
t he statute.

For our part, the renewabl e energy supply as well
as the standard offer, the nethod of procurenent is
part of our annual plan filing that we make every
March 1. Once that plan is approved by the PUC, then

we acquire RECs throughout the year in accordance with
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t he provisions of that plan.

The charge, as we said, is only assessed to our
commodi ty custoners who are standard of fer service
custoners. W set the actual rate or the charge every
February. W do that by | ooking ahead to the upcom ng
pr ogram year

W estimate what we think the cost will be in
that programyear. W also | ook backwards, do our
annual reconciliation, |ook at the cost we incurred in
the prior year. Conpare that to the revenue we bil
custoners. That would affect a charge. Anything
over/under is reflected to custoners through this
charge as wel |.

Also listed on the page, and even the pages that
M ke referred to earlier, we tried to include the
rel evant statute, rule or tariff that applies. In
this particular case this standard was generated, or
originated froma statute, 29-39-26. W also, the
costs are recovered through our standard offer
provi sion, and the Comm ssion has its rul es governing
the i npl enentation of the standard.

MR WLSON-FRIAS: Jeanne, you wll be
able to use at least -- let ne start over. You could
go out and get the RECs through RFP; they're a

conpetitive supply. You also have available to you
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RECs fromthe |long-termcontracts, or the distributed
generation contracts; is that right?

M5. LLOYD: Yes.

MR WLSON-FRIAS: So how do you account
for the costs between distribution custoners, from
whom all of the costs are associated wth the
| ong-term contracts, and distributed generation
contracts are recovered, and the renewabl e energy
standard charges that are recovered only from standard
of fer custoners?

M5. LLOYD: In the long-termcontracting
recovery nechanism the cost, the prinmary cost that we
i ncur are the paynents that we nake under the
contracts that we execute. W offset that by the
proceeds. Because as part of the bundl ed price that
we pay for each contract, we get the title to the
energy and the RECs for those that are produced
pursuant to the contract.

So we incur the costs. W log that in our
reconciliation. Then we offset that by whatever we
get by selling the energy during the year to | SO
That credit cones fromISO itself.

For the RECs, we val ue those every quarter based
on market infornmation current at that particul ar point

in time. That becones a credit in the |long-term
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contracting reconciliation, just like the sale of the
energy. Sinultaneously, we take that anmpunt, and we
include that as a cost in the standard offer
reconciliation.

So all custoners benefit fromthe credit through
the long-term contracting nechanism Standard offer
custoners pay the cost for acquiring those RECs as
part of the standard offer adjustnent factor.

MR. ROBERTI: You do the sane with the
capacity value for these contracts as well?

M5. LLOYD: |If we get capacity through
the contract, we do that as well. Capacity is a
credit in that REC

MR. ROBERTI: | thought typically under
t hese long-termcontracts you retain the right to al
the attri butes, including capacity, or is that not the
case?

M5. LLOYD: | believe that's the case. |
don't do the procurenment of the contracts. | know we
do not bid the capacity in every case.

M5. BESSER  Commi ssioner, | think on
that point it's the utility's discretion as to whet her
t hey want the capacity product. Otentines, they
don't take it.

VMR. ELMER: | think that's under the DG
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statute. | think under the |long-termcontracting
statute you get the full bundl ed commodity, including
the capacity. Then it's the utility's election
whet her to bid the capacity into the |ISO aucti on.

M5. LLOYD: It is a bundled price for al

of the products. | can't renenber exactly how the
statute is worded with what happens to it. Under the
new statute, it is our option. | believe it is under

the others as well.

MR, ROBERTI: Thanks, M. Elner. |If you
get the capacity, just bid it in. That's all |I'm
aski ng.

MR. BIANCO Sone |SO rul es woul d make
that capacity not valuable. Sone of your general
operation characteristics, you wouldn't have a
capacity obligation.

M5. LLOYD: Because of the intermttent
nature of the generation. |It's not as reliable on
peak as sone other types of generation.

MR. ROBERTI: | SO New Engl and has
devel oped, has nmde an assessnment of what the capacity
value is. It may not be 100 percent; it nay not be
80 percent. It's actually pretty significant, both
sol ar and w nd, when you | ook at the resource

contribution to neeting the capacity needs. |I'IlIl take
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what ever percentage that | SO all ows.

MR ELMER. What M. Bianco is referring
tois the new redesign of the forward capacity narket
that the 1 SO has just put into effect for FCA9 next
nmont h, which puts a penalty for nonperfornmance for
resources that acquire a capacity supply obligation
and are not present when they're call ed upon.

Just to acknow edge that there is a controversy
in the 1SO as to the degree to which the FCM redesign
will or will not penalize intermttent renewable
resources going forward, there are different opinions
about that question.

It is, M. Bianco is right, that that is an
active question that renewabl e energy devel opers and
owners have to grapple with in decidi ng whether to
inquire a CSO in future auctions.

MR. ROBERTI: Thank you for that.

MS. LLOYD: Al right. Myving on to the
next mechanism this we refer to as the renewabl e fund
charge. This charge has been around for quite sone
time. It is statutory, like all of these charges.

As | indicated, this particular charge is
enbedded with the energy efficiency program charge on
the bill. Custoners do not see this as a line itemon

their bill. The statutory charge is .0003 dollars per
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kilowatt hours. That is assessed to all custoners.
The conpany bills custoners for this.

We cal cul ate the anpbunt every nonth. W remt
this to Commerce Rhode |Island, which I believe is the
Econom c Devel opnment Corporation. |t generates about
$3.2 million annually -- sorry, $2.3.

MS. BESSER Jeanne, this is rem nding ne
that | forgot to ask ny questions. On the other
charges of renewabl es, how they are recovered from
custoners, whether they are kilowatt hour charges or
al so recovered through the kilowatt or custoner
char ge?

MS. LLOYD: Back up to the renewabl e
energy standard. This is a per kilowatt hour charge
assessed to all custoners on a, standard custoners on
a uniformbasis. [|'ll indicate what they are as | go
t hrough. Sanme for the renewabl e fund, except this is
assessed to all custoners, and it is a per kilowatt
hour charge.

MR. DESI MONE: | have a question. |
don't know who it is directed to. Fromthis charge,
currently $2.3 nmillion is generated fromthe rate
payers, and those funds are transferred to Commerce
Rhode I sl and?

MS. LLOYD: That's right.
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MR. DESI MONE: Next question is, what
does Commerce Rhode |Island do wth those funds?

MR, KEARNS: Renewabl e energy fund that
Comrerce gets annually is broken into different
progranms. There are different progranms. One is, we
amended the law in 2012 to all ow honeowners the
opportunity to participate in the program

Prior to that, it was a policy decision that
homeowners didn't have access to the funding. There
is the residential solar programthat is nade
avai l able to all honeowners throughout the state.
Fundi ng provided to nunicipalities for feasibility
studies for Work Like It, or connection studies, or
permtting for projects.

There is al so fundi ng made avail able for start-up
conpanies that are in the clean act renewabl e energy
sector, and commercial solar is also eligible.

MR. ROBERTI: | have a question. You
know, one of the intents of the | egislature and the
renewabl e energy growth programis to cone up with
equi tabl e charges to be assessed to custoner cl asses
but also to have transparency and m nim ze custoner
conf usi on.

Even |, looking at ny bill, sonetines get a

little bit confused. This renewable fund charge,
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simlar to the |l ong-termcontract charge, which al so

i ncludes the distributed generation programcharge, is
assessed to all custoners and is under the unbrella of
renewabl e energy and not energy efficiency.

Is there anything in the statute that requires
you to keep this within the energy efficiency charge
rather than to have just a nore generic line itemfor
renewabl e prograns that are assessed to all rate
payers?

M5. LLOYD: Nothing that | know of.
think the |l aw pertaining to the renewabl es and the
energy efficiency charge cane up at the sane tine.
Oiginally there was a statutory energy efficiency
charge as well. It was in the sanme section of law |
believe that's why they're originally |l unped together
| think the | aw has changed since then.

I don't know of anything that necessarily keeps
themtogether. 1It's sinply the way we've been billing
over the years.

MR. KEARNS: | can add to that. You have
t he energy efficiency charge and REFs are out of the
sanme existing statute. | would assune that's why it's
linked on the line itemof the bill.

MR. DESI MONE: Perhaps this m ght be a

good tine to take a short break.
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( BRI EF RECESS)

MR. DESIMONE: |f the renewabl e fund
charge was not enbedded in the EE charge, do you know
what that would be typically for an Al6 custoner on a
nont hl'y basi s?

M5. LLOYD: | should be able to do that
in ny head. What's .0003 tinmes 500? A penny
and- a-hal f, one and-a-half cents.

MR. DESI MONE: Thank you.

M5. LLOYD: Continuing with the renewabl e
section, we already tal ked about a ot of these. 1'l]
try and go through them pretty quickly.

The next nechanismis one we already referred to
several tines, long-termcontracting for renewabl e
energy recovery factor. This does recover the costs
associ ated with both the | ong-term contract executed
under the long-termcontracting statute and the
di stri buted generation standard contract program

These prograns require the conpany to conduct
periodic solicitation to, for these contracts for
renewabl e generation. Both of these prograns, the
requi rement to conduct the solicitation ended this
year. (Qbviously, these are long-termcontracts. W
wll still be incurring the cost for sone tine to

comne.
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| sort of went into the way the recovery, or the
costs are incurred and the way the factor is set.
Essentially we make paynents under the bundle price in
each contract. W pay those contracts based on what
t he generator generates each billing period. W sell
the products in the market. W get the proceeds for
energy for |1SO

We value the RECs on a quarterly basis. Those
become credits to the cost of paynent, and custoners
pay what ever that above-narket cost is. W set the
rate twice a year, effective January 1 and July 1. W
do an annual reconciliation where we | ook at the
revenue bill to charge the actual cost incurred during
t he peri od.

The over/under is refunded or collected through
t he subsequent charge. Last year the over/under
col l ection was about $2 and-a-half mllion. As we've
seen, the charge is a credit, so that's offset for
this particular period by the fact that this six-nonth
peri od we expect nany of the contracts to be bel ow
mar ket. Any questions on that?

The net netering provision, we' ve had net
netering in this state in sone formfor a | ong period
of tinme. The | aw has changed several tines in the

| ast few years. Basically we pay a credit for
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custoners, eligible custoners under the net netering
provi si on.

The |l aw that gave rise to it is for the kil owatt
hours that they generate in excess of what they may
use for their own consunption. |In addition to the
renewabl e generation credits that we pay to custoners
who net neter, we al so make paynents to custoners,
what we call qualifying facility custonmers. W have a
few of those. W pay what they generate at the
standard offer rate.

All those costs are recovered, |ess any proceeds
we get fromselling the products.

MR. KEARNS: All the renewabl e energy
funds that Commerce funds are all net neter projects?

M5. LLOYD: W do just sell the energy
associ ated with these custoners. The custoners
t hemsel ves retain the RECs under the net netering
provi si on.

MR. ROUGHAN: The energy is sold for
projects that are 60 kilowatts or larger. You do need
hourly metering in order to be set up an asset.
Because residential custonmers, the cost to that neter
is substantially higher than the standard residenti al
meter, we don't put in interval neters for those

custoners.
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60 kilowatts and up is where we set up the asset
and get that whole sale revenue back. The snaller
ones actually aren't sold to the market.

M5. LLOYD: That's a good point. Thank
you.
MS. BESSER. The last two factors you
t al ked about, those are both kilowatt hour factors?
MS. LLOYD: Net netering charge is a
kil owatt hour factor. Long-termcontracting is also
kil owatt hour. Uniformfactor assessed to all
cust oners.

The final, I"'mnot really going to tal k about the
final one, even though that is the reason that we have
this docket to begin with, is the renewabl e energy
growth program That is a new |l aw that was passed
| ast year.

We are in the process of trying to inplenent the

tariffs and the solicitation rules for that particul ar

program |t has not been approved yet. W have nade
our filing in the proceedings. Tariffs are pending
approval. W're in the discovery period right now

We have a hearing in February with approval of
t he program expected by the end of March. The program
w ||l begin, assum ng approval April 1 of this year.

In a | ot of ways the recovery, cost incurred and
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recovery of these costs are simlar to the long-term
contracting provision that currently we execute
contracts with custoners.

Under this particular programit wll be tariff
based. There wouldn't be any individual contracts.
Each of the custoners will be paid pursuant to the
applicable tariff. It wll be for a | ong period of
time, up to 20 years. W w |l get title to the
product. So in the sane way that we sell energy and
RECs through the long-termcontracti ng program we
will do the sane thing here.

Custoners wll pay for the net cost above
what ever we get fromthe sale of the contracts al ong
Wth certain admnistrative costs. The particular
charge for this program however, is expected to be a
per customer charge. That was the nandate in the
statute. It will not be a per kilowatt hour charge.

Wth that, | wll turn it over to Jereny.

MR. NEWBERGER: Thank you, Jeanne. On
Slide 31, just to use the sane format as the other
conmponents, you'll see the annual revenue in millions.
That ties to Slide 8. The illustrative nonthly bills
for the various rate classes, that ties to Slide 10.
As seen on this slide, there are two conponents

to these cost procurenents that are charged to
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custoners on their bill. One is energy efficiency,
and the second is systemreliability.

Slide 32, the energy efficiency profile, the
basis of the energy efficiency charge is actually two
points in the | egislation that supports energy
efficiency. One was decided from Chapter 79 of the
general laws -- sorry, Section 39-1 of the general
|aws. The other is the sane one as we referenced
earlier about the renewabl e energy charge, 39-2-1.2.
Bot h of those support energy efficiency.

Through the energy efficiency charge we devel op a
set of prograns. W distribute the funds to custoners
in the forns of intensives, educational prograns,
techni cal assistance and so on. The charge itself is
devel oped t hrough an annual budgeti ng process where we
| ook at the budget.

We | ook at what we have from ot her sources of
funds, such as for capacity market and energy funds.
We | ook at what is unspent or undercollected fromthe
prior year. Then we use reconciling nechanisns to
establish the charge for the com ng year.

W make that as part of our filing to the
Conmmi ssion. Hopefully secure the Conm ssion's
approval for that charge. That shows up as the energy

efficiency program charge on custonmers' bills.
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So for the current year, current revenue, current
peri od, we had overcollected in 2014. So we cane into
2015 with a surplus. So the current revenue recovery
is a conbination of that overrecovery as well as new
funds that we anticipate collecting throughout the
year to support energy efficiency. To answer Janet's
question, this is collected electronically on a per
kil owatt basis.

The second conponent, on Slide 33 is for system
reliability procurenent. W use those funds to, right
now to support our systemreliability load pilot in
Tiverton and Little Conpton. |It's a very snall
program  Qur budget, our current revenue recovery for
2015 is half a mllion dollars.

That's cost procurenent in a nutshell. Any
questi ons about this part of the bill?

MR. ROBERTI: Any questions? | think
that brings us to M. Zschokke. Am1l right or wong?

MR, ZSCHOKKE: So I'mgoing to talk a
little bit about the rates. Wat you saw in Slide 36,
we'll talk a little bit about the reason why they
exi sts and how it all applies going forward. Not
necessarily going forward, but right now in existence.
We' Il probably have other neetings to tal k about going

f orwar d.
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If you turn to Slide 35, you know, put your thunb
or finger on Slide 6. You wll see the revenue or
charges associated with each one of these. Custoner
charges generally, in theory you want the custoner
charge to collect the costs that are associated with
being a custoner of the utility.

Those are generally the nmeter, the service drop,
billing and custoner service, those things that are
requi red for custoners specifically as opposed to
things that are required for denand.

So the second el enent of cost is denmand char ges.
Those are typically, we call it fixed cost, but really
the demand. They're fixed in the sense of what we
invest it in. They're fixed in the systemin terns of
capacity and cost. Then they depreciate, as you
heard, on average over 33 years.

They're usually designed to collect those fixed
costs relative to the size of the systemwe need to
bill customers in our distribution transm ssion
system These are transforners, conductor poles,
towers, substations, et cetera. These are really --
you know, in sone sense a demand charge reflects the
nature of how we need to design it based upon the size
of the usage on the system and what we need to design

to, and the custonmers rel ative usage of that system
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The energy charges, usually energy charges are
expected to recover costs that vary wth usage.
Wiether it's an hourly basis, or nonthly basis, or
what ever, the resident standard offer service is the
perfect exanple. W bid it out, get a price per
kilowatt hour for providing that service.

Every kilowatt hour sold is charged that price.
What we pay for that service is the sanme as what we
charge custoners. You know, kilowatt use goes down,
standard offer costs go down. |If they go up, standard
offer costs goes up. |It's one-for-one. Any
questi ons?

Turning to Slide 36, you can go back to Slide 26,
you can see the charges.

MR. ELMER: |'m confused on the vari abl e
charges that are attributable to the commodity. Can
you discuss that? | nmean, if we tie Slide 35 back to
Slide 6, we're tal king exclusively about the
distribution side of the bill, not the commobdity side
the bill.

Wien you were describing it, you seenmed to be
tal ki ng sone about kilowatts and commobdity. So coul d
you tal k about the variable charges that are
attributable to kilowatt hours that are not commodity?

MR, ZSCHOKKE: Hi storically the reason
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why the small industrial C60 and Al6 and AO060
recovered distribution costs on a kilowatt basis is
primarily because in the old days a demand neter was
very expensive relative to the average cost of a
residential custonmer bill.

It didn't make sense to put a denand nmeter on
smal |l custonmers' prem ses, because the cost of that
woul d i ncrease their bills too nmuch relative to the
val ue you would get fromit. So you design kil owatt
hours, because that was the cheapest neter.

You know, we can go into history, but I won't.
That's been kind of a legacy with the industry in
terms of that, is using kilowatt hours as a surrogate.
Some utilities have noved to either demand base rates
or size base rates, in terns of the anount of
kilowatts you use, to determ ne what your charge woul d
be on a nonthly basis.

That's what, sonething we're thinking about as we
go into this proceeding to reflect that, not so we
have to change all the neters and cause that increase
in cost, but that we can reflect sizes. You know,
sonebody who has a 3, 000-square foot house needs nore
di stribution capacity than sonebody who has a
600- square foot apartnent.

When you tal k about creating a mninmnumbill, one
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of the big debates people have with mnimumbills
is -- | renenber Wsconsin just recently, Madi son
Gas/ El ectric, you know, |I'm stunned they did this.
They filed for a $68 custoner charge for residenti al
cl ass.
| don't know why they did that. ['Il talk to the

VP to find out why. Maybe it was an exanple. The
reality is when you do that, you can see our typical
bill on whatever slide it was, it's in a previous
slide for residential. You know, that is a huge
increase to the smaller custoners in the cl ass.

The question is, how do you nove towards a size
base rate to reflect the different costs that are
contributed to the system by |arger custoners? That's
sonme of the things we're thinking about.

Turning to Slide 36, we've already tal ked about
the rate structure for A16 and CO6, custoner charge,
fixed nonthly charge, volunetric per kilowatt charge.
There is a m ni mum charge, which is the custoner
charge, and also for the C0O6, sone custonmers who need
| arge capacity but are snall users and are on the CO6
rate may actually be requested to pay an extra charge
based upon the size of the transforner to serve them

| think it's anything over 25 KBA. They woul d

actually pay a fee for having that in order to
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recogni ze they're not a normal C6 custoner, but
they're using kilowatts as if they were.

The | owincone residential rate does not have a
custonmer charge as part of their discount. The

kilowatt hour rate is resigned to provide a 50 percent

di scount.
We do have a standard watt hour netering. It is
not an hourly neter. It reads, it suns up the usage

over the nonth. Then we read it once a nonth with our
drive-by vans.

Turning to Slide 37, general service rates for
the nediumand large CNI. This is where we introduce,
as you saw in Slide 6, demand charge, m ni num demand,
10 kilowatts, also a ratchet provision. For people
who are unfamliar with ratchets, it's a way of
reflecting the size contribution to building the
system and chargi ng appropriately for custoners who
require a | ot.

My exanple is, if | have two five-negawatt
custoners or five kilowatt custoners, one uses it
fifty hours a nonth and one uses it five hours a
nonth, | still need five negawatts, even though
they're not on the sane feeder. The ratchet is a way
of recovering costs fromthe five custoner who uses it

very little, but be able to pay their fair share of
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the cost for the distribution system |t wll be
equitable wwth the five negawatt custoner who i s using
it an awful lot nore in a year.

The result obviously is the per unit -- we | ook
at it on a kilowatt basis. Per unit is nore expensive
for the five negawatt custoner who uses it a few
hours. And on a per kilowatt basis, the manufacturer,
many hours of use, it wll be nuch | ower on a per
kil owatt basis.

We do have a volunetric charge for the, to
recover the remaining distribution charge. The
preference would be to nove themto a denmand char ge.
These custoners, particularly G30 and G562, they nay
take service at prinmary voltage or higher, 115 KV. |If
they do, we don't allocate the cost of the secondary
system which is primarily for small er custoners.

The primary system they're served at 115 KV, so
they get a discount for high voltage netering and
service, if they so qualify. For the |arger
custoners, G32 and &2, for all of the commerci al
industrials, the nmetering records demand in kilowatts,
and then the hourly, then the kilowatt hourly usage.

The | argest custoners on the backup rates as well
as the general service rates have hourly interval

meters. Actually, it's interval neters that record on
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a 15-m nute basis updated every 5 m nutes, | think.
Any questions on this?

MR WLSON FRI AS: What does the interval
met er show you when you're reading that neter versus
the regul ar nmeter?

MR, ZSCHCKKE: The neter for the snmal
custoner, just that one, what they call a register,
that register just accunul ates the usage as it goes
on. In the old neters before we went to the drive-by
t echnol ogy, you would see the wheel spinning. So it's
the sane thing. Just recording and addi ng up every
kil owatt of usage over the hours until the end of the
nonth when we read it.

The interval neters, they actually read and
store, so they have nenory in the neter. They store
an observation every fifteen mnutes -- is it five
m nutes? Five mnutes. So that when it cones into
the system we can then determ ne what their actual
usage is. You could actually pull out a |ot nore
detailed informati on fromthose custoners.

MR, ROBERTI: The demand versus the
consunpti on?

MR ZSCHCKKE: |If you're getting it every
five mnutes, you would add it up to the fifteen

m nutes. You would determ ne what the highest fifteen
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m nutes woul d be through the demand, through the
nmonth. So it's 720 tinmes 20 tinmes an hour. 720 hours
in a nonth, times 20 observati ons per hour, you would
be getting all that information. You would sum across
to determ ne how nmuch kil owatt usage they had.

For G30 you would sumthe different periods as
well. You would split it out. It's far nore granul ar
data, far nore detail when you use it and when their
maxi num demand i s.

MR, LABEL: Denmand charges are based on
15 m nute demands and not non-coi nci dent peaks for
t hat one custoner?

MR, ZSCHCOKKE: Based on actual denmand,
whi ch you would call -- | won't get into that just
yet. You know, the issue of diversity of demand
al wvays comes up. \What people need to renmenber is we
have a cost of service that says we have to collect X
If the diversity is smaller, obviously the per unit
charge is higher.

If we were to neasure the individual demands at
the tinme of the peak, discuss whether it should be one
hour or many hours, you would cone up with one nunber.
Qbviously, it was people's tine at the peak, which is
what the | SO New Engl and does. |If you actually --

however, that's a higher nunber than if | use
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everybody non-coi nci dent peak. The value of diversity
gets spread across all custoners, because you're using
t he non-coi nci dent peak.

The rate per units is much lower than if | was
doing it on one-hour peaks or 700 hour peaks, whatever
you would think about in terns of designing it in that
way. That has a | ot of custoner inpact issues if you
change the way you do it. Fromny professional
experi ence, you know, custoners |ooking at the demand
and seeing ny cost is 100 kilowatts, and | know when
it happened, and | know that if I lower to 90 | save
noney, great.

It's a lot nore difficult question, discussion
when you cone back at the end of the nonth, and you
say, By the way, at 2:00 on this day you used X
That's what your bill is for. Fromny discussions
w th many custoners over the years, that's a really
hard di scussion. | can only say that nmuch. Any other
questi ons?

Back-up service rates. For the rate -- |'m going
to say | hate the term back-up service. Uility
industry has used it for years. |It's a standard.
That's what our tariffs are call ed.

| differentiate between generation, transm ssion

and distribution. So generation, there is a |ot of
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diversity around the diversity system You have
generators to call on, transm ssion systens that

deliver all over the place. Bulk generation, not
| ocal generation.

A custoner whose generator goes out, how does it
affect the | SO New Engl and? Well, 1SO has |ots of
custoners noving around. They wll always have
generations they can pull forward. | have a feeder
that has so nuch capacity; | have a substation that is
f eedi ng that which has so nmuch capacity. | only have
so nmuch flexibility.

There is a lot of generation on the line. | have
sone issues with generators comng on and off. |
don't have the flexibility 1SO has. | agree, there is
great, at the wholesale |level there is a |ot of
opportunities for diversity in terns of how custoners
conme on and off the systemw th generation.

At the distribution |evel, though, it's a nuch
nore distinct problemfor our engineers to understand
how much flexibility they can or cannot have with
generation. | say that knowi ng that both in the
systemreliabilities plan we're trying to bring in
solar to see how that works with managi ng peak | oads
in the Tiverton-Little Conpton area, along w th what

we're doing on the air conditioning side and direct
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| oad control.

Al so in our solar phase two filing, which was
approved in Massachusetts where we're actually going
out and investing in solar facilities behind the
nmeters with advanced inverters to see how advanced
inverters can work. |If we turn them westward, whet her
or not they will be on at the tine of the peak. Wat
is the value in that?

The reality is an unconstrai ned generator on the
system We have an issue with, will it provide the
val ue/ not provide the val ue; what are we backing up
for the custoner?

| do want to point out that today we actually
have a rate called the second feeder service rate.
This is ny exanple. The second feeder service rate,
which in the last six nonths, | have | ooked at
sancti on papers for investnent to connect the customer
where they actually requested additional anpunts of
second feeder service. W reserve capacity on a line
on a second feeder for the custoner that we do not use
for anyone el se.

When they do their planning studies, they conme in
and say, | need additional capacity in this area,
because this custoner is being fed off one |line, but

they al so want nine negawatts off another line. That
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is not avail able to any other custoner, because
they' re paying a second feeder service rate.

What that gives the customer is the right to flop
over automatically to another feeder if they have an
event on the first feeder. |It's for custoners who
have high reliability requirenents. Making sure they
can be served immediately if there is an event on the
first feeder, that they do not |ose continuous fl ow.

I ook at back-up rates on the distribution |evel
in the sane manner. \What if that required the utility
to provide service to custoners who may have
generation behind the neter that may or may not turn
off at sone point in tine? How flexible are they in
controlling that, or what control they give to the
utility?

To me, it's like insurance. W all buy insurance
for our houses. W hope we never use it. W
determ ne how nuch |l evel, what is the | evel of
I nsurance we want. Wat do we want to cover; how nuch
do we want to pay? W neake those deci sions.

I n sone sense, back-up rates should be designed
to do the sanme thing. Let the custoner pick their
| evel of service. |If you want 24/7 automati c access,
you shoul d pay a higher price. You only want nights

and weekends and you're wlling to control your use of
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the grid in order to get that --

| begin the discussion with that i1ntroduction
here. People can put it in the framework of
di stribution as opposed to the systemas a whole in
terms of the electric systemas a whole. There is a
cost. Qur engineers are, they're required to provide
service. W have service quality standards. |If
sonet hi ng happens in a sensitive area, we're called on
t he car pet.

Their job is to nmake sure that wires stay up;
that the custoners are served. Reliability neets the
standards set as part of the state. W are, there is
a cost to owning and naintaining facilities that
mai ntains that service. | would also point out that
the rates we have in effect today and the system we
have built today is only one way. Right? W built it
based upon one-way service to custoners to |oad at the
end.

What we're seeing now with distributed generation
on the distribution systemis that we now have to
build a two-way system It will be conpletely
different. A lot of things will |ook the sane. A |lot
nore control, a lot nore communi cation, a | ot nore
stuff we'll need to understand. As the engineers

point out, maintain the stability of the system
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So because stability of frequency and voltage are
the nost inportant things that the engi neers worry
about, voltage is too high, bad things happen.

Voltage is too low, things don't work. Frequency out
of bounds, the systemfalls flat. Those are things
peopl e worry about.

When you put a generation on a system not
designed to handle it, then you have issues we have to
deal with. Back-up service rates are a neans to kind
of fairly allocate costs to custoners that have
generation so that they're paying their fair share of
the distribution service.

The additional facilities, we need to actually
manage this as it cones onto the grid, because it's
nore and nore prevalent. They're an essenti al
elenment. That's why we have them here. Ri ght now net
nmet eri ng custoners are exenpt fromthose rates.

As we nove away from net netering, because it is
a pronotional elenent to devel op the business, we
shoul d be able to see rates that actually charge
custoners for the services they receive, but al so pay
custoners if they get, if they provide services back
fromtheir generation.

Any questions ? | just said a lot.

VMR. ROBERTI : You ended on the npst
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i mportant topic this Conm ssion is charged to do under
the law. So any questions? You have one nore slide
her e.

MR ZSCHOKKE: This summarizes what the
back-up service rates are for nonrenewabl e generati on
B32, B62, nandatory for custonmers wth nonrenewabl e
generation of 25 kilowatts, they have an assunption
set at 10 percent of full requirenments, distribution
demand charge. There is an assunption of 10 percent
coi nci dent factor, neaning coincident with the
di stri buti on conpany peak.

They woul d only be coi nci dent about 10 percent of
the tine. | don't know how that was derived. |[|'l]
certainly find out nore as we go forward.

There is al so a conbi ned heat and power provision
on these, custoners who actually receive energy
efficiency incentives to put in this system They're
not eligible for back-up rates, but they do have
special rates applied to them including a mninum
denmand charge, to nmake sure they're paying their fair
share after being given such a healthy benefit from
the energy efficiency program It's a way of making
sure they pay their fair share of the grid.

MR. NEWBERGER: That they're not getting

over-incentives for conbi ned heat and power.
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MR, ZSCHOKKE: Ri ght, getting incented
(sic) twice. Any questions on that?

M5. LLOYD: W're not going to do
Slide 40. Slide 40 was an attenpt at saying here are
sonme of the goals of the various, sone of the goals of
the state, the conmpany, and how does the rate
mechani smon the right-hand side of this chart satisfy
sone of these various goals.

It's sort of a, sonething to maybe generate
further discussion in the future. | put it as a
concluding itemto the presentati on.

MR. ROBERTI: Any questions? | know
there are a | ot of people in the back of the room |
want to offer an opportunity for anybody to make any
comments or ask any questions. Any questions? No,
okay.

MS. BESSER  Thank you, Comm ssioner.
This has been really hel pful to lay things out. |
wanted to ask what is really maybe a general question,
not about the specifics here, but as you | ook at
Slide 8 and you | ook at the distribution of the

categories, costs recovered or costs incurred --

actually, 1'"m| ooking at revenue col unms.
The question | have, I'mtrying to figure out if
it's this one. For exanple -- actually, it's all
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together. Here is ny question: How often does the

| SR nunber get bigger or smaller? R ght nowit's

quite small relative to the distribution charge. Does

that affect which custoners it's being recovered fronf
I think I'"m answering ny own question. | think

you said the ISR is the one charge that is rate

designed. It's not a kilowatt hour pass through.

MR. LAFLAMME: | can answer that. |t was
sonething | should have nentioned. The | SR charge
gets rolled into base rates at the tine of the rate
case. W actually did roll in sone of our previous,
because it is recovery of rate base. So once we, once
we file to establish new base rates, the then
cunul ati ve anount of investnments that are being
collected in the I SR just becone part of our rate
base.

M5. BESSER  Reconcil i ng nechani sm
bet ween rate case.

MR LAFLAMVE: Exactly.

MR. HANDY: | have a question about the
ISR It sounded like a lot of it was focussed on
veget ati on managenent, a large majority of it. I'm
wonderi ng how depreciation works in that context. |Is

it the cost of equipnent, or how it depreciates

relative to vegetati on nanagenent ?
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MR. LAFLAMVE: Two conponents to ISR
| MR, or expense conponent. The biggest piece is
veget ati on managenent. All of our operating expenses
are recovered. They're dollar-for-dollar. The
depreciation is purely on investnent in our system

MR BIANCO | appreciate it. | was
running in and out, but we have speakers in our
offices. | was listening. | think it was very
usef ul .

| kind of thought a |lot nore of the presentation,
| didn't have a chance to |ook at it, would actually
be Slide 40, not to | ook over the fact that it was a
very useful presentation. W were tal king about sone
of these overl apping progranms, and a | ot of the people
were, that are here today were in a neeting where we
sort of started drawi ng out everyone's under st andi ng
of how t hi ngs overl apped.

I mean, fromthe Conm ssion's point of view,
direction of the conpany and how it plans to use these
different prograns to achi eve these goals, and al so
our point of view, there are different rates of return
in sonme of these prograns. Sone have renuneration
sone have perfornmance incentives, and sone have
regul ar rate base returns.

Actually, that is the thing that |I'mnore
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interested in | earning about, specifically what the
overlap is of I SR and SRP and energy efficiency. |If
you guys have any nore direction on how, nore
informati on on the direction that, you know, the
conmpany is planning to go with sone of these programns
t hat overl ap, and how you plan to divvy up the
different costs into SRP, for exanmple, and | SR, |
woul d i ke to hear about it.

MR W LSON- FRI AS: | think just, Todd, to
give a little nore background. When we started
planning this, I think you're right. This is a lot of
what, this slide is a |lot of what we tal ked about at
the first planning neeting as National Gid got into
trying to devel op the presentation.

MR BIANCO | appreciate it.

MR WLSON-FRIAS: They called nme and
said, This is going to be six or eight hours long. So
we decided, and | probably didn't circle around, but
we decided to start with this thinking that questions
that canme up today, and even like this would lead into
sort of what is the next, what is the next neeting,
what is the next presentation maybe going to be.

| think that is a really good point. | think
it's inportant. | just wanted to |l et you know t hat

they weren't not listening to what we said to them
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MR BIANCO | just was wondering if we
coul d hear anything on that today. |If there is
direction there yet, or if that's sonething that you
are still figuring out?

MR. LAFLAMVE: | can take a stab. |I'm
not sure |'m understandi ng.

MR. BIANCO Let's take a project, if you
have a Volt VAR program | could imagine that there
are -- well, if you had a really good one, there m ght
be an OW cost, but there could be. Those could
possibly go into an energy efficiency program |If it
was in ISR, you wouldn't receive any kind of return on
that investnent, right? It's just, it's not a capital
expendi ture? You get a rate base return on OMW?

MR ZSCHCOKKE: As the asset place is in
servi ce.

MR, BI ANCO Li ke an operation
standpoint, | nean. |It's not planned. The part that
is planned could go into ISR The part that is not
coul d maybe reasonably go into an energy efficiency
program where you normally woul dn't earn a pl anned
return on that. Could you earn a return on it through
an energy efficiency progran? |'mwondering if any of
t hat has been mapped out.

MR. LAFLAMVE: Typically we try to keep
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| i ke-type costs together. As Jeanne poi nted out
earlier, we do have tariffs that specifically define
what that charge is intended to recover. Cearly as
time goes on, things get a little fragnented.

As we tal ked about today, there is a renewabl e
charge in our energy efficiency charge, | think,
sinply because it was borne out of the sane
| egi sl ati on years ago.

I think typically our intent would be to isolate
| i ke charges in a sane type charge. | think over tine
perhaps they got a little fragnented. W take extrene
measures to ensure that we are not doubl e recovering
anyt hi ng.

You know, the Volt VAR recovery that we have in
| SR was really kind of nore of a pilot-type thing.

If, indeed, there was a desire to have an energy
efficiency programto address that, we would include
it in energy efficiency and absol utely not charge for
any costs associated wth that programin our |SR

I think as tine goes on and as things are fl eshed
out and devel oped, our intent would certainly be to
charge like-type services in a simlar charge.

MR. BI ANCO Thanks. That is better than
a stab. | appreciate that.

MR. ZSCHOKKE: We tal ked about this,
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because peopl e do argue about Volt VAR, whether it's
an energy efficiency programor grid program W
consider themto be both. W do it now W just
don't do it with the sophisticated tools that are
avai | abl e t oday.

Real ly the separation that M ke tal ked about,
energy efficiency is for prograns that are delivered
to custoners. So you're paying custonmer rebates to do
sonething. As |long as you have programs available to
use the funds there that can contribute benefit to
custoners, keep themthere. Then use the ISR to do
things |like Volt VAR which may provi de energy
efficiency benefits by nanagi ng the voltage on the
system

Il will be very careful. They wll be neasuring
it, sow wll be able to determne it. You would
al so recogni ze the fact that Volt VAR does nore than
just provide energy efficiency benefits. It helps to
manage the stability of the systemthat | tal ked about
earlier, the frequency and the voltage managenent
there, which we have to do anyway.

It's nore than just energy efficiency when you
think about it fromthe grid operations perspective.

MR. BIANCO | think, too, Counsel, if

you' re planning on having nore neetings to hear nore
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about these, that would be great.

MR. ROBERTI: W were tal king about, we
can tal k about are there any next steps before the
July 1 filing.

M5. BESSER: | think Mke just said
sonething that | want to foll ow on today's point,
because | think it was a good one. |If the conpany
were to be ranping up a Volt VAR program it m ght end
up an energy efficiency programwhere costs are
recovered on the kilowatt basis versus | SR program

One of the things we tal ked about in the initial
meeting, thinking ahead to the end point of all this,
which is a rate design filing, that is to try to
recover costs equitably fromall custoners and not in
any way to undermni ne the objectives the |egislation
that is pronoting renewable, et cetera, et cetera, the
State of Rhode Island is pronoting.

So the question | have, as sone of these

categories ranmp up, it strikes ne that it wll matter
in terns of the allocation. | was going to say
di stribution, but I don't want to be confusing.

Al l ocation effects on different custoners.
For exanple, a Volt VAR iIin the ISR w Il have an
effect for large industrial and Volt VAR recovered

t hrough energy efficiency, which is a kilowatt hour
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charge, which would have a different inpact on | arge
custoners. | think it would be hel pful, G ndy, if
we' re thinking about next steps and next neetings to
actual ly nmaybe play out sone scenari os, because it
strikes ne that sone of these categories matter.

One of the things | was struck by is that SRP is
in the energy efficiency program SRP, if |I'm
recalling correctly, things |like the Tiverton pil ot,
di stri buted generation pil ot.

MR ZSCHCOKKE: Direct |oad control pilot
that we're contenpl ating adding solar to it as well.

MS. BESSER: If you're adding solar to
that or making that kind of investnent either wth the
energy efficiency programor broadly under the growth
program sone of the inpacts of which category those

costs are recovered in mght matter. That's the kind

of scenario that | think will be useful to understand
better.

| know that's a really vague request. It's
al nost |li ke play out sone scenarios, put costs in

di fferent buckets and see what the inpact is.

MR. ZSCHCKKE: |If the person from Tech
R, they want things allocated on a demand basi s than
energy basis, we did Volt Var under energy basis.

MS. BESSER. They woul d pay nore.
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MR, ZSCHOKKE: May or may not get the
benefits, because they nay not be served at the feeder
| evel . That would be, we would have a nice discussion
about that.

M5. BESSER It would be interesting to
see what the differing inpacts are.

MR. NEWBERGER: Just to clarify a couple
of things, firstly, SRP is not part of energy
efficiency. It is part of energy efficiency on the
bill. 1It's part of the | ease part procurenent. That
is the unbrella name for everything.

Systemreliability, sone of us around the table
know it has taken a long tinme. What took a long tine
for it to becone defined and what it's defined as
right nowis this pilot, as Peter described, the | oad
managemnment pilot for Tiverton and Little Conpton.

There are a nunber of different technol ogi es
bei ng | ooked at through that pilot. The general

prem se of your question is correct, Janet, that it's

possi bl e that sone of those technologies wll prove
out and will be devel oped and depl oyed in a | arger
scal e.

It's a fair question to ask. Were, you know,
where those would end up. Sone of them nay be nore

custoner side, and sone of themmmy be nore grid side.
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| think that is a fair thing to explore. R ght now
the pilot is defined as | oad managenent pilot. It is
run through, run as a pilot, and the charges |unp
together with the energy efficiency charge on the
custoner bill.

MR. ROBERTI: Any other questions? Are
there any next steps we need to talk about? | know we

have the July 1 deadline approaching for the filing of
t he proposal.

MR WLSON-FRIAS: W had the first
nmeeting at the staff level with the people sitting
around the room and many others that m ght be in the
audi ence and tried to outline where to start. W
wanted to start with getting an overview of what the
rates | ook Iike.

Todd and | have a neeting with OER early next
week to see what they' re working on that m ght overl ap
wth what we're going to need to think about going
forward, to see if there m ght be sone other
presentati ons and what topics are out there, they've
al ready bei ng wor ked on.

I think Janet made some good points. Todd nade
good points. W' re probably going to have anot her
nmeeting at the staff level to sort of take, to play

out what is going to happen, try to get sone dates on
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peopl e's cal endar and figure out where to fill them
in, in order to give the Comm ssion as nuch background
as it has before going into that July 1 docket.

MR. ROBERTI: Thank you. Are there any
concl udi ng remar ks by anybody?

MS. GOLD: | think it's really val uabl e
to have all of us sitting here sharing i nformation.
As | | eaned over and said to Chris, when the renewabl e
energy growh programwas started as a pilot, the
comrent was we had this very well organized,
incredi bly well thought-out programon the efficiency
side of the house, but the renewabl e energy side of
t he house was disjointed increnentally.

I was struck again today. The way we're treating

renewabl e energy is conplicated. As | watch the

growt h programenerge and the tariffs, | see it's
getting nore disjointed and not less. |'m concerned
when | look at it fromboth a greenhouse gas em ssi on

reduction and a cost side, because given the high and
vol atil e energy prices, this should be an opportunity
for nore to use local clean edge energy as a hedge
agai nst vol atile energy prices.

If the costs keep going up, because we haven't
t hought it through together, we're going to have a

problem | think this is areally inportant first
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step. It's very conplicated.

The other comment that Chris nade is there are a
ot of folks from National Gid here who spend al
their tinme thinking about these issues. You guys
accept we're juggling a lot, including, you know, how
do we fit transportation into the scenario in a way
that works for the utility as well as for the public
sector. This is a good start.

| think it's really inportant that, you know, the
30, 40 people that think about these issues get
t oget her and share information. W're |ooking forward
to sharing the partnership with the utility.

Sonet hing that will nove us forward steadily, |
said this many tines, we hope to build on the
experi ences you have and sone of our coll eagues here
have had in other states. \What | essons can we take
fromwhat is going on in New York, and Massachusetts,
and God forbid, even California, and bring them here
in a way that works for you and build our econony.

Again, that is certainly an inportant priority.
We are kicking off the solarized programin Little
Conpt on-Ti verton on Monday with the Governor and
Senator. The nessage is, how can we bring cl ean
energy not only to benefit honeowners and busi nesses,

but how can we use it to reduce overall system costs?
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It seens to be working there, though we won't know for
a few years.

Can we take the |l essons we're |l earning there and
apply themthroughout the grid shed, whatever, water
shed of the electricity, of the electricity systen? |
really appreciate you, C ndy, bringing us together and
| ook forward to grappling with these conpli cated
I ssues.

MR ROBERTI: |If necessary, the
Conmmi ssion can convene nore sessions like this. W're
wlling to do that. | want to ask Conmm ssi oner
DeSi none if you have anything you want to say before
we cl ose this open neeting?

MR. DESI MONE: W have nothing to | earn
fromthe great State of M chi gan?

M5. GOLD: We're coming up froma | ow
point in Mchigan, but yes, that's a good questi on.

MR. ROBERTI: Any ot her conment?

MS. OBRIEN. | just wanted to thank the
Conmi ssion and the parties who have attended this
neeting, as well as the prior one we had a coupl e of
weeks ago. We thought this was a good introduction to
starting the di scussion, given how many people are
interested in this, you know, sort of predocket.

We wanted to get before you sooner rather than
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| ater to provide this kind of |evel setting for
everyone on what we currently have in place. That
wll start generating nore detail ed discussion that
wll certainly lead naturally into what we ultimately
di scuss, what the rate design and cost allocation
docket is. Again, | appreciate the opportunity and

| ook forward to nore neetings |like this one.

MR. ROBERTI: Thank you, Ms. O Brien. |
think the presentations were very instructive and
provide a very good first step for this |long path
we're on in the next year. | want to thank Nati onal
Gid for the presentations and everybody el se for
their attendance and participation. |If there is
not hi ng el se, we'll stand adj ourned.

(HEARI NG CLOSED AT 3:45 P. M)
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CERT-1-F-I-CAT-E

|, ELI ZABETH GREELEY, a Notary Public, do hereby
certify that | reported in shorthand the foregoing

pr oceedi ngs, and that the foregoing transcript contains
a true, accurate, and conplete record of the
proceedi ngs at the above-entitl ed hearing.

Readi ng and signing of the transcript was not
requested by any parties involved upon conpl etion of
t he heari ng.

I N WTNESS WHEREOF, | have hereunto set ny hand this
29t h day of January, 2015.

ELI ZABETH GREELEY, NOTARY PUBLI C
CERTI FI ED COURT REPORTER
My COWM SSI ON EXPI RES: 04/ 07/ 2018
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