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VIA HAND DELIVERY & ELECTRONIC MAIL

Luly E. Massaro, Commission Clerk
Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rl 02888

RE: 2017 Distribution Adjustment Charge (DAC)
Docket No. 4708

Dear Ms. Massaro:

In accordance with the provisions of the Distribution Adjustment Clause of National
Grid’s gas tariff, RIPUC NG-GAS No. 101, at Section 3, Schedule A, enclosed please find 10
copies of National Grid’s annual Distribution Adjustment Charge (DAC) filing. The DAC was
established in Docket No. 3401 to provide for the recovery and reconciliation of the costs of
identifiable special programs. Thus, the DAC is comprised of several factors relative to those
specific programs.?

The 2017 DAC includes rate-specific Infrastructure, Safety and Reliability (ISR)
reconciliation factors based on the reconciliation of the fiscal year (FY) 2017 revenue requirement
contained in National Grid’s FY 2017 Gas ISR Reconciliation filing filed today under separate
cover in Docket No. 4590, and revenue billed through the ISR Plan factors during the same period.
Additionally, the proposed 2017 DAC includes a Revenue Decoupling Adjustment (RDA) factor to
reconcile actual revenue-per-customer by rate class with the target revenue-per-customer as set
forth in National Grid’s annual Revenue Decoupling Mechanism filing that National Grid
submitted on June 30, 2017 pursuant to the RDA factor, which the Public Utilities Commission
(PUC) approved in Docket No. 4206.

! The Narragansett Electric Company d/b/a National Grid (National Grid or the Company).

% The DAC includes a System Pressure factor; an Advanced Gas Technology factor; a Low Income Assistance
Program factor; an Environmental Response Cost factor; a Pension Adjustment factor; an On-System Margin Credit
factor; a Service Quality Performance factor; a Revenue Decoupling Adjustment factor; rate-class specific
Infrastructure, Safety and Reliability factors; two Reconciliation factors; a Firm Revenue Credit factor; and an
Earnings Sharing Mechanism factor.

280 Melrose Street, Providence, Rl 02907
T: 401-784-7415 ™ robert.humm@nationalgrid.com ™  www.nationalgrid.com
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This filing consists of the pre-filed direct testimony and schedules of Ann E. Leary and the
pre-filed direct testimony and schedule of William R. Richer. Mr. Richer’s testimony provides the
calculation of the Pension and Postretirement Benefits Other than Pensions (PBOP) costs to be
reconciled in the Pension Adjustment factor. In her testimony, Ms. Leary provides the
reconciliation of the various components of the DAC in support of the proposed factors to be
effective November 1, 2017. Additionally, as requested by the PUC in last year’s DAC
proceeding, Docket No. 4634, at Order No. 22844, Ms. Leary describes the resolution of National
Grid and the Division of Public Utilities and Carriers (Division) regarding the future of the On-
System Margin credit, Low Income Assistance Program (LIAP), and Advanced Gas Technology
(AGT) factors. As suggested by the Division in last year’s DAC proceeding, National Grid and the
Division have agreed to eliminate the On-System Margin credit and LIAP factors to help
streamline the DAC. Furthermore, National Grid and the Division propose to continue the AGT
factor in this year’s DAC at zero, while continuing to recover funds for the AGT Program through
base rates. In the meantime, National Grid is working to simplify the qualification process for the
AGT Program, which should help make the AGT Program more accessible to customers.

As the underlying data for certain components of the DAC become available only after
August 1, National Grid will supplement this filing on September 1, 2017. The supplemental filing
will provide proposed DAC rates for effect November 1, 2017, which incorporate factors for all
updated DAC components and will include a bill impact analysis. Also, National Grid is not
including information concerning the System Pressure factor or the Earnings Sharing Mechanism
factor in this filing. National Grid will submit those components, if applicable, as part of its
September 1 supplemental filing.

Thank you for your attention to this filing. If you have any questions, please do not hesitate
to contact me at 401-784-7415.

Very truly yours,

Robert J. Humm
Enclosures

cc: Leo Wold, Esq.
Steve Scialabba, Division
Bruce Oliver, Division
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Introduction and Qualifications

Please state your name and business address.
My name is Ann E. Leary and my business address is Reservoir Woods, 40 Sylvan Road,

Waltham, Massachusetts 02451.

What is your position at National Grid and responsibilities within that position?

I am the Manager of New England Pricing for National Grid USA Service Company, Inc.
In this position, | am responsible for preparing and submitting various regulatory filings
with the Rhode Island Public Utilities Commission (PUC) on behalf of The Narragansett
Electric Company d/b/a National Grid (Company), and the Massachusetts Department of
Public Utilities on behalf of Boston Gas Company and Colonial Gas Company, each

d/b/a National Grid.

Please provide your educational background.
I received a Bachelor of Science in Mechanical Engineering from Cornell University in

1983.

Please provide your professional background.
In 1985, | joined the Essex County Gas Company (Essex) as a Staff Engineer. In 1987, |
became a planning analyst and later accepted the position of Manager of Rates at Essex.

Following Essex’s merger with Eastern Enterprises in 1998, | became Manager of Pricing
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for Boston Gas Company (Boston). After Boston merged with KeySpan Energy
Delivery, subsequently National Grid, | became the Manager of New England Gas

Pricing, the position | hold today.

Have you previously testified before the Rhode Island Public Utilities Commission
(the PUC)?

Yes, | have testified before the PUC on numerous occasions. In particular, I testified
before the PUC regarding the Company’s annual Gas Cost Recovery (GCR) filings in
2012 through 2016, at Docket Nos. 4346, 4436, 4520, 4576, and 4647, respectively; in
the Company’s Distribution Adjustment Charge filing in 2016, at Docket No. 4634; and
in the Company’s Arrearage Management Program filing in 2016, at Docket No. 4651. |
also submitted pre-filed testimony in the Company’s 2012 Rate Case Filing, at Docket
No. 4323 (2012 Rate Case) and, more recently, in the Company’s Gas Revenue
Decoupling Mechanism Reconciliation filing submitted in Docket No. 4634 on June 30,
2017. In addition, | have testified extensively in several ratemaking and regulatory
proceedings before the Massachusetts Department of Public Utilities and the New

Hampshire Public Utilities Commission.

Purpose of Testimony

What is the purpose of your testimony?
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The purpose of my testimony is to describe the reconciliation of the various components
of the Distribution Adjustment Clause (DAC) and to propose new factors to become
effective November 1, 2017. This filing is submitted pursuant to the Company’s
currently effective tariff, RIPUC NG-GAS No. 101, at Section 3, Schedule A (DAC

Provision).

Are you sponsoring any schedules with your testimony?

Yes. | am sponsoring the following schedules that accompany my testimony:

Schedule AEL-1 Summary of DAC Factors
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Schedule AEL-2

Schedule AEL-3

Schedule AEL-4

Schedule AEL-5

Schedule AEL-6

Schedule AEL-7

Schedule AEL-8

Schedule AEL-9

Schedule AEL-10

Schedule AEL-11

Schedule AEL-12

System Pressure Factor

Advanced Gas Technology Factor
Environmental Response Cost Factor
Pensions and Postretirement Benefits Factor
On-System Margin Credits Factor

Revenue Decoupling Adjustment Factor
ISR Reconciliation Factors

Firm Revenue Credit Factor

Reconciliation Factors

Reconciliations for FY 17

Earnings Sharing Mechanism Factor
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DAC Summary

Please provide an overview of the DAC and its components.

The DAC was established in Docket No. 3401 to provide for the recovery and
reconciliation of the costs of identifiable special programs. As described in the
Company’s DAC Provision, the DAC includes the following components: an annual
System Pressure (SP) factor; an Advanced Gas Technology (AGT) factor; a Low Income
Assistance Program (LIAP) factor; an Environmental Response Cost (ERC) factor; a
Pension Adjustment factor (PAF); an On-System Margin Credit (MC) factor; a Service
Quality Performance (SQP) factor; a Revenue Decoupling Adjustment (RDA) factor; rate
class specific Infrastructure, Safety, and Reliability (ISR) factors; an Earnings Sharing
Mechanism (ESM) factor; a Firm Revenue Credit factor; and two Reconciliation (R)

factors for last year’s DAC factors.

What is the Company proposing for its DAC factors?

As in prior years, the proposed DAC factors are not final as of August 1 because certain
underlying data for the development of all of the component factors is not yet available.
Based upon the data that is available, the preliminary rates (including ISR rates that

became effective April 1, 2017) are shown in Schedule AEL-1.

As discussed later in my testimony, the Company will supplement this filing with

updated information in a Supplemental DAC filing on September 1, 2017. The
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supplemental filing will incorporate all proposed DAC factors and include a bill impact
analysis to reflect the final proposed DAC factors. Consistent with the Company’s DAC
Provision, the proposed DAC factors are to become effective with consumption on and

after November 1, 2017.

In Order No. 22844 of Docket No. 4634, the PUC requested that National Grid and
the Division of Public Utilities and Carriers (Division) come to a resolution
regarding the future of the AGT, LIAP and On-System-Margin credit factors prior
to this year’s DAC filing. Has the Company and the Division resolved these issues?
Yes. The Company and the Division have agreed to eliminate the LIAP and the On-
System Margin credit factors for reasons | will explain later in my testimony. At this
time, the Company and the Division propose to continue the AGT factor in this year’s
DAC at zero, while continuing to recover $300,000 through the Company’s base rates.
In the meantime, as | explain later in my testimony, the Company is working to simplify
the qualification process for the AGT Program, which should help make the AGT
Program more accessible to customers. The Company will continue to collaborate with

the Division regarding such efforts.
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DAC Component Details

1. System Pressure

What is the System Pressure component of the DAC?

Maintaining proper operating pressure of the Company’s distribution system requires the
occasional use of the Company’s liquefied natural gas (LNG) facilities. The System
Pressure cost included in the DAC represents projected LNG demand costs for the period
of November 1, 2017 through October 31, 2018 utilized to ensure proper operating
pressure along the Company’s distribution system. Pursuant to the settlement agreement
in the Company’s 2012-2013 DAC filing, Docket No. 4339 (DAC Settlement), the
System Pressure balancing percentage used to determine the cost reflected in the DAC is

75.77 percent of the projected LNG lease payments for the period referenced above.

Will the Company provide a System Pressure factor in this filing?

No. As noted in Docket No. 4196, the Company and the Division agreed that because
forecasted LNG costs are directly related to gas costs, the Company will not file a System
Pressure factor in its early-August DAC filing. Instead, the Company will file its System
Pressure cost and proposed factor as part of its September 1 Supplemental DAC filing
concurrent with the Company’s GCR filing. Therefore, Schedule AEL-2 in this filing is a

placeholder for the System Pressure factor to be proposed on September 1.
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2. AGT Program

What is the current AGT Program?

The AGT Program was established in Docket No. 2025 to promote the development of
energy-efficient natural gas technologies that increase utilization of natural gas during
periods of low demand. Increased off-peak usage reduces the unit cost of the gas
delivery system for all customers by generating distribution revenue to support fixed
costs associated with resources needed during peak periods. The AGT Program provides
rebates for technologies such as combined heat and power (CHP) systems, natural gas
powered fleet vehicles, chilling systems, electrical generators, process heating, desiccant

dehumidifiers, and residential high efficiency space heating equipment.

Please provide an update with respect to the AGT Program’s rebate activity over
the past fiscal year and any known potential future rebates.

In 2013, the PUC approved a $1.8 million AGT Program rebate to Toray Plastics
(America), Inc. (Toray) associated with a large cogeneration system to be paid out over
four years, with three annual installments of $500,000 and a final installment of
$300,000. The first payment of $500,000 was made in June 2015, the second payment of
$500,000 was made in August 2016, and the third payment of $500,000 is scheduled to

be made in August 2017.

What level of funds is available for new AGT projects in 2017-2018?
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As shown in Schedule AEL-3, page 2, at the end of March 2017, the AGT Program had a
balance of $1,381,233. In addition to the $500,000 rebate to Toray slated to be paid in
August 2017, the Company anticipates paying out an incremental $300,000 over the next
year as the Toray cogeneration unit that I just mentioned meets its final milestone. The
Company is also scheduled to pay out a $300,000 rebate in early fall 2017 to a second
customer, as well as a $50,000 rebate to a third customer in late 2017 or early 2018. In
addition, consistent with the DAC Settlement, the balance does not include interest
earned of $22,067 calculated for the 12 month period from April 2016 through March
2017, since interest on the balance is to be credited to customers through the DAC’s
reconciliation factor. See Schedule AEL-3, page 2 for the calculation of interest and

Schedule AEL-10, page 1, line 10 for the credit to be provided to customers.

How does the Company propose to treat the AGT factor in this year’s DAC filing?
In last year’s DAC proceeding, Docket No. 4634, the Division suggested that the
Company consider changes to the AGT Program to increase participation and enhance
program benefits. The Company agrees with the Division’s suggestion, and is presently
working on making such changes. The AGT Program is experiencing continued interest
as a result of customers’ awareness of and desire for energy planning and cleaner and
more economic energy options for their businesses. The Company believes the AGT
Program will remain an important catalyst for economic development and clean energy in

the state, thus justifying the continuation of the program. In addition, the Company
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believes there is value in maintaining the AGT Program because the AGT Program
promotes technologies that result in benefits that the Company’s other programs, such as
energy efficiency, do not promote. However, the Company acknowledges that the
current process to qualify customers for AGT rebates is complex, which is a barrier to the
Company’s ability to attract customers to the AGT Program. The Company intends to
discuss with the Division possible revisions to the AGT Program qualifications, which

should simplify the process and make the program more accessible to customers.

Q. What is the Company proposing for recovery for the AGT Program?

The Company is proposing to keep the AGT factor in the DAC at zero, as shown on

Schedule AEL-3, page 1, while continuing to recover $300,000 through its base rates.

3. Low Income Assistance Program

What is the Low Income Assistance Program that is included in the DAC?

The Low Income Assistance Program (LIAP) included within the DAC provides for the
additional funding of two programs that are already funded through base distribution
rates. The two programs total $1,785,000 and consist of $1,585,000 of Low Income

Heating Assistance and $200,000 of Low Income Weatherization." The Company’s Low

! The LIAP is different than, and in addition to, the LIHEAP Enhancement Program and the credits provided to low
income customers as part of the LIHEAP Enhancement Program. The LIHEAP Enhancement Program credits are
granted pursuant to R.l. Gen. Laws § 39-1-27.12, which provides for a state-administered fund that establishes
additional credits on customers’ bills for those who are in receipt of a LIHEAP grant. The LIHEAP Enhancement
Program is funded annually in an amount ranging from $6.5 million to $7.5 million through a separate surcharge
on all electric and gas customers’ bills.
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Income Heating Assistance program piggybacks on the Low Income Heating Energy
Assistance Program (LIHEAP), a federally-funded, state-administered program that
assists low-income customers in paying their heating bills. The Low Income Heating
Assistance program provides additional credits on the gas bills of customers who receive
LIHEAP grants. The Low Income Weatherization program provides supplemental
funding to the weatherization program administered by the Rhode Island Office of
Energy Resources. As indicated above, the Company and Division have agreed to
eliminate this factor in the DAC and, as such, the Company will not be proposing to
increase LIAP funding in the DAC filing. The funding currently provided through base

distribution rates for the two low income programs will continue.

Why are the Company and Division recommending to eliminate the LIAP from the
DAC?

In last year’s DAC proceeding, Docket No. 4634, the Division suggested to eliminate the
LIAP factor to help streamline the DAC. The LIAP has not been funded through the
DAC for many years. With the onset of the LIHEAP Enhancement Program, which was
established pursuant to R.1. Gen. Laws § 39-1-27.12, and as reflected in National Grid’s
gas tariff, RIPUC NG-GAS No. 101B, the Company and the Division do not believe
there is a need to offer additional LIAP funding through the DAC. Therefore, the

Company, with agreement from the Division, is proposing to eliminate this component
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from the DAC. Upon PUC approval of this proposal, the Company will submit a revised

DAC tariff in compliance with the PUC’s ruling.

4. Environmental Response Costs

What is the purpose of the Environmental Response Cost factor?

The Environmental Response Cost (ERC) factor is designed to provide the Company
recovery of its reasonable and prudently incurred costs for evaluation, remediation, and
clean-up of sites associated with the Company’s ownership and/or operation of
manufactured gas plants (MGP), manufactured gas storage facilities, and MGP-related
off-site waste disposal locations. In addition, the ERC factor includes recovery of
environmental costs for removing and replacing mercury regulators and addressing meter

disposal issues.

Please describe the proposed ERC factor.

Consistent with the Company’s DAC Provision at Item 3.5, the ERC factor reflects
recovery of the 10-year amortization of annual environmental response costs in excess of
the annual amount recovered in base distribution rates. As shown on Schedule AEL-4,
page 1, the proposed ERC factor reflects annual amortization of $2,277,642 for the period
April 2017 through March 2018 that would be recovered over the 12 months beginning
November 2017. A yearly breakdown of this amortization is provided on pages 2 and 3

of Schedule AEL-4. Environmental project-specific expenses for the 12 months ending
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March 31, 2017 are provided on page 4 of Schedule AEL-4. In-depth descriptions of the
environmental projects and fiscal year 2016-17 activities can be found in the annual
environmental report filed with the PUC on July 26, 2017. The Company currently
recovers $1,310,000 annually for the recovery of environmental costs in base distribution
rates. Netting the annual base rate allowance of $1,310,000 against the amortization
expenses of $2,277,642 leaves environmental costs of $967,642 to be recovered from
customers over the November 2017 through October 2018 period through the DAC. This
amount is divided by forecasted throughput of 39,483,630 dekatherms (dths) for the 12-

month period and divided by 10 to derive a factor of $0.0024 per therm.

5. Pension and PBOP Costs

What do the Pension and Postretirement Benefits Other Than Pensions (PBOP)
reconciliation entail?

In accordance with the Company’s DAC Provision at Item 3.6, the Pension Adjustment
Factor is designed to recover from or credit to customers the prior year’s reconciliation
balance which results from the comparison of the Company’s actual Pension and PBOP
expenses to the Company’s Pension and PBOP allowances included in base distribution

rates, plus carrying charges. The adjustment factor is based on this difference.

Is the Company providing Pension and PBOP costs in this filing?
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Yes. The schedules that present the reconciliation of the Company’s actual Pension and
PBOP expenses and the base rate allowances for the 12-month period ending March 31,
2017 is set forth in Company witness William R. Richer’s pre-filed direct testimony and
schedules included in this filing. Mr. Richer supports the derivation of such amounts.
Based on the amounts determined by Mr. Richer, the Pension Adjustment Factor is a
credit of $0.0118 per therm and is calculated by dividing the net over-recovery of actual
Pension and PBOP expenses by the forecasted throughput of 39,483,630 dths for the 12-
months beginning November 1, 2017. This result is then divided by 10 to derive a per-

therm factor as shown in Schedule AEL-5, page 1.

6. On-System Margin Credit

Is the Company proposing changes to the On-System Margin Credit factor?

Yes. In last year’s DAC proceeding, Docket No. 4634, the Division suggested to
eliminate the On-System Margin credit factor to streamline the DAC filing and save the
Company, the Division, and the PUC time and resources. As indicated earlier in my
testimony, the Company agrees and proposes to eliminate the On-System Margin credit.
The On-System Margin credit reconciles the actual non-firm margins with the amount of
non-firm margin imputed in the Company’s base distribution rates in Docket No. 4323.
The annual On-System Margin adjustments have been very small, while the time required
to prepare and review the analysis is lengthy and administratively burdensome.

Consequently, the Company and the Division have agreed to eliminate this component of
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the DAC. Therefore, the On-System Margin factor is not a part of this year’s DAC filing.
As | indicated earlier, upon PUC approval of this proposal, the Company will submit a

revised DAC tariff in compliance with the PUC’s ruling.

7. Service Quality Program

Please provide a brief description of the Service Quality Program and its current
impact on the DAC.

Any penalty resulting from the operation of the approved Service Quality Plan is credited
to customers through the DAC.? The Company’s fiscal year (FY) 2017 Annual Service
Quiality Report filed on July 31, 2017 indicates that the Company did not incur a penalty
for its performance during fiscal year 2017. Therefore, there is no impact on the DAC

and, consequently, the Service Quality Performance factor is $0.0000 per therm.

8. Revenue Decoupling Adjustment

What is the RDA component of the DAC?

Pursuant to its DAC Provision, the Company operates under a Revenue Decoupling
Mechanism (RDM). The RDM provides for an annual reconciliation of actual base
revenue-per-customer by rate class against a benchmark revenue-per-customer. The
Company filed the FY 2017 RDM reconciliation with the PUC on June 30, 2017. As

shown on Schedule AEL-7, page 1, the RDA identifies an under-recovery of $177,598

2 Service Quality Plan, Docket No. 3476.
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and a surcharge RDA factor of $0.0006 per therm derived by dividing the under-recovery
by the throughput associated with the Residential and Small and Medium Commercial
and Industrial (C&l) rate classes of 27,388,666 dths; and then dividing the result by 10 to

derive a per-therm factor.

Did the Company transfer residential customers from the non-heating rate class to
the heating rate class during the RDM reconciliation period, as it identified last year
in Docket No. 46347

Yes. InJune and July 2016, the Company transferred 2,449 customers from the non-
heating rate class to the heating rate class. Details of this transfer are addressed in the
RDM reconciliation filing submitted on June 30, 2017 in Docket No. 4708. The
Company is providing the complete RDM reconciliation filing including in Schedule

AEL-7, pages 2-31.

9. Earnings Sharing Mechanism

Is the Company reflecting an amount in the proposed DAC factors associated with

the Earnings Sharing Mechanism?

No. The Company files its annual earnings report at the end of August. Therefore, this

DAC component will be addressed by Mr. Richer in the Supplemental DAC filing to be

submitted on September 1, 2017. Schedule AEL-12 in this filing is a placeholder for the

Earnings Sharing Mechanism factor to be proposed, if applicable, on September 1.
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10. ISR Plan
What is the ISR Plan reconciliation?
The reconciliation associated with the ISR Plan factors is designed to reconcile the actual
FY 2017 revenue requirement on actual cumulative capital investment and actual
operation and maintenance (O&M) expense covered by the ISR Plan. The Company
submitted its FY 2017 ISR Plan reconciliation filing for the Company’s gas business in
Docket No. 4590 on August 1, 2017. In that filing, Company witness Melissa A. Little
presented the actual FY 2017 revenue requirement on actual cumulative capital
investment plus O&M expense. In addition, the ISR Plan reconciliation includes a final
balance of the recovery of FY 2016 reconciliation balance to capture any over- or under-

billing of that amount.

How is the ISR Plan reconciliation reflected in this filing?

The ISR Plan reconciliation set forth in Schedule AEL-8 results in an under-recovery of
$6,550,794. To derive the ISR reconciliation factor per rate class, the Company allocated
the actual FY 2017 revenue requirement on actual cumulative capital investment and
O&M to rate classes based on the rate base allocation from the Company’s 2012 Rate
Case. This was then compared to billed revenue from the billing of the ISR factors by
rate class to arrive at the over- or under-recovery of ISR Plan capital investment and
O&M expense by rate class in accordance with the Company’s DAC Provision. The

Company then divided the total under-recovery for each rate class by the forecasted



10

11

12

13

14

15

16

17

18

19

20

21

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

DISTRIBUTION ADJUSTMENT CHARGE FILING
WITNESS: ANN E. LEARY

AUGUST 1, 2017

PAGE 17 OF 26

throughput for each rate class. Schedule AEL-8 shows the ISR reconciliation factors per

rate class.

Has the Company reallocated a portion of FY 2017 ISR revenue and FY 2016 ISR
Reconciliation revenue between the Residential Non-Heating and Residential
Heating rate classes to address the impact resulting from the transfer of customers
between these rate classes discussed earlier in the RDM section of your testimony?
Yes, the Company has transferred $342,094 of FY 2017 ISR revenue and $192,944 of the
FY 2016 ISR Reconciliation revenue from the Residential Heating rate classes to the

Residential Non-Heating rate classes.

Why did the Company make these adjustments?

In the FY 2017 ISR filing in Docket No. 4590, the Company derived the ISR factors for
each rate class using forecasted billing determinants. In last year’s DAC filing, Docket
No. 4634, the Company also used forecasted billing determinants to derive the FY 2016
ISR Reconciliation Factors. At the time, these forecasts did not reflect the transfer of
residential customers from the Residential Non-Heating rate classes to the Residential
Heating rate classes. As a result, the forecasted billing determinants for the Residential
Non-Heating rate classes were significantly higher than the actual billing determinants.
This resulted in a large under-recovery for the Residential Non-Heating rate classes in the

FY 2017 and FY 2016 ISR reconciliations of $721,211 and $206,044, respectively. The
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Company does not believe it is equitable to require the remaining customers in the
Residential Non-Heating rate classes to pay these two large under-recoveries as a result
of a transfer of a group of Residential Non-Heating customers to the Residential Heating
rate classes. To address this concern, the Company has transferred a portion of the FY
2017 ISR and FY 2016 ISR Reconciliation revenues from the Residential Heating rate
classes to the Residential Non-Heating rate classes to better align the revenue credited in
the reconciliations with the forecasted billing units used in the calculation of the initial
ISR factors. While the Company does not believe such a transfer is warranted for smaller
numbers of customers transferred between the four Residential rate classes, the earlier
transfers of customers and the timing of when these transfers were reflected in the
forecast were an anomaly that the Company believes needed to be addressed, which

resulted in a necessary reconciliation for the Residential Non-Heating rate classes.

How did the Company calculate this adjustment?

As shown in Schedule AEL-8, page 2, lines 19-23, the Company calculated the
adjustment by first identifying the difference between the forecasted throughput for the
Residential Non-Heating rate classes for the period April 2016 through March 2017
reflected in Docket No. 4590 and their actual billing determinants. The Company then
multiplied this difference of 253,779 dths by the approved Residential Non-Heating FY
2017 ISR Factor (before uncollectible adjustment) of $1.348 per dth to derive a revenue

adjustment of $342,094. The Company followed this same process to calculate $192,944
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associated with the FY 2016 ISR Reconciliation. The Company then removed these two
revenue amounts from the Residential Heating rate classes’ reconciliation and added the
two revenue amounts to the Residential Non-Heating rate classes’ reconciliation shown

in Scheduled AEL-8 and Schedule AEL-10, page 6.

What is the impact to the proposed DAC if the Company did not make this
adjustment?

Without this adjustment, the proposed DAC for the Residential Non-Heating rate class
for November 2017 would have been $0.3716 per therm, or $0.1409 per therm higher
than what the Company is proposing, which reflects the transfer of revenue as discussed
above. For a typical Residential Non-Heating customer using 214 therms annually, this
difference of $0.1409 per therm would result in an annual increase of approximately $30,
or a bill increase of more than 6 percent. The impact of this adjustment on the proposed
DAC for the Residential Heating rate class for November 2017 is that the proposed DAC
is slightly higher than without the adjustment, by only $0.0028 per therm. Therefore, the
adjustment has a minimal bill impact on the Residential Heating rate class, while

resulting in a significant benefit to the Residential Non-Heating rate class.
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11. Revenue Credit

Please explain the revenue credit included in this filing originating from the
settlement agreement in the Company’s 2012 Rate Case in Docket No. 4323 (Rate
Case Settlement Agreement).

The Company is including the revenue credit associated with a large commercial and
industrial customer as specified in Article 111, Section A.4 of the Rate Case Settlement
Agreement. Pursuant to the Rate Case Settlement Agreement, 50 percent of any
incremental distribution revenue billed to this confidential customer is to be credited back
to customers through the reconciliation of the DAC until the Company’s next general rate
case. In Schedule AEL-9, the Company details the distribution revenue which will be
credited back to customers. The Company included this revenue credit as part of its

Reconciliation Factor, as shown on AEL-10, page 1, line 11.

DAC Reconciliation

What is the reconciliation component of the DAC?

The reconciliation component of the DAC allows for the reconciliation of the actual
amounts approved to be reflected in the DAC factors from the prior year and revenue
billed through the DAC, along with a true-up for those items requiring a forecast of their
balances at October 31 in order to calculate the DAC factors for November 1. In this
filing, the individual items that are being reconciled fall into one of three general

groupings, which are rate class specific: (1) those associated with the reconciliation of
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factors that are related to all rate classes; (2) those associated with the reconciliation of
factors that are specific to the Residential and Small and Medium C&lI rate classes; and
(3) those associated with the reconciliation of factors related solely to the Large and Extra

Large rate classes.

A summary of the various items being reconciled is shown on Schedule AEL-10, page 1,

Sections 1, 2, and 3.

What reconciliation components are applicable to all rate classes?

The items applicable to all rate classes include those that are being reconciled on the
basis of the gas year, from November 2016 through October 2017. They include the
following components: (1) System Pressure reconciliation,? (2) AGT reconciliation, (3)
Environmental Response Cost reconciliation, (4) On-System Margin Credits
reconciliation, (5) Pension reconciliation, (6) PBOP reconciliation, and (7) prior
reconciliation factors. Each component reconciles the amounts approved for recovery or
refund and actual revenue billed through June 2017 and forecasted revenue through
October 2017.* In addition, a true-up amount representing the difference between the

forecasted balance and the actual balance as of October 31, 2016 is reflected in the

® The System Pressure reconciliation has been calculated in accordance with the DAC Settlement whereby 75.77
percent of the National Grid LNG lease payment to the Company is assigned to the DAC, as well as the
incremental costs from comparing the projected LNG usage to actuals for November through March. The detailed
schedule summarizing the derivation of the cost will be part of the GCR filing to be submitted on September 1,

2017.

* Factors reconciled based on the gas year can also include the ESM factor and AGT factor, when applicable.
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reconciliation factor, as well as the interest on the AGT fund balance and Revenue Credit

as described earlier in my testimony.

The Company derives the reconciliation factor applicable to all rate classes by adding up
the 12-month balance ending October 2017 due from customers of $436,120, plus the net
2016 true up credit of $58,281, the AGT interest credit of $22,067, and the Revenue
Credit amount of $322,301, for a total of $33,471 to be recovered from customers. The
total is divided by the forecasted throughput for the November 1, 2017 through

October 31, 2018 period, or 39,483,630 dths. This result is then divided by 10 to derive a
per-therm surcharge of $0.0000 per therm for the 12-month period beginning

November 1, 2017. A summary of the various items being reconciled that are applicable
to all rate classes is shown on Schedule AEL-10, page 1, Section 1, while the details are
set forth on pages 2, 3, and 8. The reconciliation factor applicable to all rate classes will
be added to the factor applicable to the Large and Extra-Large rate class customers’
reconciliation to derive two distinct reconciliation factors among the two groups of
customers. Since the calculation of the reconciliation factor applicable to all rate classes
results in a zero factor, the Company will carry forward this amount and reflect it, along

with accrued interest, in next year’s DAC filing.

What is the reconciliation component applicable only to the Residential and Small

and Medium C&I rate classes?
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The reconciliation of the RDA balance through the RDA factors that are only applicable
to Residential and Small and Medium C&I customers results in a separate reconciliation
factor for this group of customers. This factor was derived by taking the RDM
reconciliation ending balance as of October 31, 2017, which represents an under-recovery
of the amount to be recovered through the RDA factor and RDA reconciliation factor of
$284,219 as shown in Schedule AEL-10, page 1, line 18, and dividing that total by the
forecasted throughput of 27,388,666 dths for the Residential and Small and Medium C&l
rate classes This factor is then divided by 10 to derive a per-therm surcharge. The

summary of this derivation is shown on Schedule AEL-10, page 1, Section 2.

What reconciliation components are applicable to the Large and Extra-Large Rate
classes?

The Large and Extra-Large reconciliation factor includes the following components:

(1) the prior reconciliation factor applicable to the Large and Extra-Large rate classes;
and (2) the reconciliation of the base rate allowances for the AGT Program,
Environmental Response Costs, and low income programs for the April 2016 through
March 2017 period, which are subject to reconciliation in the DAC. For Residential and
Small and Medium C&I customers, the reconciliation of these base rate allowances to
billed revenue is completed as part of the RDM reconciliation, where actual revenue is
reconciled to targets that include these base rate allowances. Therefore, the recoveries

for the base rate components for these DAC components need be separately reconciled
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only for the Large and Extra-Large rate classes, which are excluded from the Company’s

RDM.

The base rate reconciliation factors for these programs are calculated by dividing the total
annual base rate allowances approved by the PUC for each program by the total annual
forecasted firm throughput from the Company’s 2012 Rate Case. The Company then
multiplies these base rate reconciliation factors by the forecasted throughput for Large
and Extra-Large rate classes from the Company’s 2012 Rate Case to obtain the forecasted
monthly revenues. The forecasted monthly revenues are then compared to the actual
revenues to derive the annual over- or under-recoveries for the 12 months ending

March 31, 2017 for each program.

The reconciliation of these four components for customers receiving delivery service on
only the Large and Extra-Large rate classes resulted in a reconciliation credit factor of
$0.0011 per therm. This factor was calculated by taking the ending balances of the base
rate allowances at the end of March 2017, which is a credit balance of $131,856, and
adding to it the balance of the Reconciliation factor associated with the previous
reconciliation for these rate classes, which is an over-recovery of $2,921; and then
dividing the total amount by the forecasted throughput of 12,094,964 dths associated with
the Large and Extra-Large customers. This factor was then divided by 10 to derive a

credit factor of $0.0011 per therm. Finally, this credit factor was added to the
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Reconciliation factor applicable to all rate classes, as described earlier in my testimony,
to derive a net credit Reconciliation factor applicable to the Large and Extra-Large rate
classes of $0.0011 per therm for the 12-month period beginning November 1, 2017. A
summary of these items is shown on Attachment AEL-10, page 1, Section 3; while the

details are set forth in Attachment AEL-10, page 3, line 41, and page 4.

The Company will be updating the ending balances with one additional month of actual
revenue for each of these reconciliation items in its September 1 Supplemental DAC

filing.

Did the Company provide DAC reconciliations over the historical fiscal year as it
did last year?

Yes. In Schedule AEL-11, the Non-Base Rate components, the RDM, and the ISR Plan
reconciliations are provided for the fiscal year ending March 31, 2017. Although such
rates are not designed over the period of the fiscal year, Schedule AEL-11 is provided for

informational purposes.

What is the basis of the forecast utilized in the preliminary DAC?
The preliminary DAC factors are based on the current projected throughput of

39,483,630 dths for the November 1, 2017 to October 31, 2018 period. This forecast will
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VI.

also be used in the Company’s GCR filing on September 1 and will be supported by

Company witness Theodore Poe.

Bill Impacts

Is the Company providing bill impacts in this filing?

No, the Company is not presenting bill impacts at this time. As the System Pressure costs
and any earnings that may be subject to sharing are not reflected in this filing, bill impact
analysis at this time would provide limited information as to the overall impact of the
change in the DAC factors. Rather, the Company will submit bill impacts for the
cumulative impact of all of its proposed DAC factors with its September 1 Supplemental

DAC filing.

Does this conclude your testimony?

Yes.
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Page 1 of 1
National Grid - Rl Gas
Summary of DAC Factors
Effective November 1, 2017
Section 1: DAC factor (not including annual ISR component) November 1, 2017 - October 31, 2018
Line
No.  Description Reference Amount Factor
Residential/ Small/
Medium C&| Large/ X-Large

1 System Pressure (SP) AEL-2 $0 (TBD) $0.0000 $0.0000

2 Advanced Gas Technology Program (AGT) AEL-3 $0 $0.0000 $0.0000

3 Low Income Assistance Program (LIAP) $0 $0.0000 $0.0000

4 Environmental Response Cost Factor (ERCF) AEL-4 $967,642 $0.0024 $0.0024

5  Pension Adjustment Factor (PAF) AEL-5 (%4,679,974) ($0.0118) ($0.0118)

6  On-System Margin Credits (MC) AEL-6 $0.0000 $0.0000

7 Reconciliation Factor (R) AEL-10 ($101,307) $0.0000 ($0.0011)

8  Service Qudlity Factor (SQP) $0 $0.0000 $0.0000

9  Earnings Sharing Mechanism (ESM) AEL-12 $0 (TBD) $0.0000 $0.0000

10  Subtotal sum ([1:[9]) ($3,813,639) ($0.0094) ($0.0105)

11 Uncollectible Percentage Dkt 4323 3.18% 3.18% 3.18%

12 DAC factors grossed up for uncollectible [10]/(1-[11]) ($3,938,895) ($0.0097) ($0.0108) per therm

13 Revenue Decoupling Adjustment (RDA) AEL-7 $177,598 $0.0006 $0.0000

14 Revenue Decoupling Adjustment Reconciliation AEL-10 $284,219 $0.0010 $0.0000

15 DAC factor [12]+[13]+[14] ($3,477,079) ($0.0081) ($0.0108) per therm

Section 2: DAC factorsincluding annual SR component
ISR Reconciliationw/o | Uncollectible Base DAC DAC Component November 1, 2017
uncollectible* Percentage’ | ISR Reconciliation* | Component*® Subtotal Rates* ISR Component** DAC Rates*

Line (therms) (therms) (therms) (therms) (therms) (therms)
No. (A (B) Q) =A) +(B) (D) (B)=(©+D)
16 Res-NH $0.0465 3.18% $0.0480 ($0.0081) $0.0399 $0.1908 $0.2307
17 Res-NH-LI $0.0465 3.18% $0.0480 ($0.0081) $0.0399 $0.1908 $0.2307
18 Res-H $0.0203 3.18% $0.0209 ($0.0081) $0.0128 $0.1221 $0.1349
19 Res-H-LI $0.0203 3.18% $0.0209 ($0.0081) $0.0128 $0.1221 $0.1349
20 Small $0.0306 3.18% $0.0316 ($0.0081) $0.0235 $0.1327 $0.1562
21 Medium $0.0195 3.18% $0.0201 ($0.0081) $0.0120 $0.0890 $0.1010
22 LargeLL $0.0162 3.18% $0.0167 ($0.0108) $0.0059 $0.0846 $0.0905
23 Large HL $0.0120 3.18% $0.0124 ($0.0108) $0.0016 $0.0808 $0.0824
24 XL-LL $0.0021 3.18% $0.0022 ($0.0108) ($0.0086) $0.0239 $0.0153
25 XL-HL $0.0006 3.18% $0.0006 ($0.0108) ($0.0102) $0.0217 $0.0115

3

4

*Factors Include Uncollectible Allowance

AEL-8

Per Docket 4323
Section 1, Line 15
FY 18 ISR component per Docket 4678
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Page 1 of 2
National Grid - Rl Gas
AGT Factor
Effective November 1, 2017

Line No. Description

1 AGT collected through DAC $0

2 Firm Throughput 39,483,630 dth

3  AGT Factor $0.0000 per dth

4 AGT Factor $0.0000 per therm

2 Company Forecast
3 Line(1)/Line(2)
4 Line (3) / 10, truncated to 4 decimal places
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

DISTRIBUTION ADJUSTMENT CHARGE FILING
WITNESS: ANN E. LEARY

Schedule AEL-4
Environmental Response Cost Factor
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National Grid - Rl Gas

The Narragansett Electric Company
d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-4
Page 1 of 4

Environmental Response Cost (ERC) Factor
Effective November 1, 2017

Description

Amortization of Pre-FY 2007 expenses
Amortization of FY 2007 expenses
Amortization of FY 2008 expenses - year 10 of 10
Amortization of FY 2009 expenses - year 9 of 10
Amortization of FY 2010 expenses - year 8 of 10
Amortization of FY 2011 expenses - year 7 of 10
Amortization of FY 2012 expenses - year 6 of 10
Amortization of FY 2013 expenses - year 5 of 10
Amortization of FY 2014 expenses - year 4 of 10
Amortization of FY 2015 expenses - year 3 of 10
Amortization of FY 2016 expenses - year 2 of 10
Amortization of FY 2017 expenses - year 1 of 10

Base Rate Environmental Cost Allowance

Cost in excess of Allowance

Firm Throughput

Environmental Response Cost Factor per dekatherm

Environmental Response Cost Factor per therm

Sumof Lines1to 12

Docket 4323

Line13- Line 14

Company Forecast

Linel5/Line 16

Line 17/ 10, truncated to 4 decimal places

Reference

Page3, Col L,Ln6
Page3, Col L,Ln9
Page3, Col L, Ln12
Page 3, Col L, Ln 15
Page 3, Col L, Ln 18
Page 3, Col L, Ln 21
Page 3, Col L, Ln 24
Page 3, Col L, Ln 27
Page 3, Col L, Ln 30
Page 3, Col L, Ln 33
Page 3, Col L, Ln 36
Page 3, Col L, Ln 39
Subtotal

Amount

$0

$0
($4,580)
$96,575
$208,826
$452,295
$558,394
$136,852
$300,824
$112,908
$111,792
$303,756
$2,277,642

$1,310,000

$967,642

39,483,630

$0.0240

dths

per dth

$0.0024

per therm |
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The Narragansett Electric Company
d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-4

Page 4 of 4
National Grid - Rl Gas
Environmental Response Cost (ERC) Factor
ERC FY 2017 Detail
Total Costsat Total Costsat
3/31/2016 FY 2017 Costs 3/31/2017
Line No. (a) (b) (c)=(a) + (b)

1 Environmental Expenses

2 907 & 908 Allens Avenue $20,783,287 $1,923,333 $22,706,620
3 307 PCB Reg Pipe Abandon. $1,393,153 $195,591 $1,588,744
4 379  Petroleum Site $7,986,062 $79,413 $8,065,474
5 700 18 & 21 Holders COR $2,776,743 $0 $2,776,743
6 161  Canal Street, Westerly $29,133 $0 $29,133
7 178  Site Inv Connell Hwy Newp $44,092 $0 $44,092
8 144  Westerly Soil Investigation $82,184 $0 $82,184
9 171  Contaminated Regulators $3,094,828 $4,048 $3,098,876
10 781  Mendon Road $121,355 $0 $121,355
11 782 Tidewater $1,542,818 $118,409 $1,661,227
12 783 Hamlet $140,529 $17,850 $158,378
13 -- Thames & Wellington $5,640,322 $436,235 $6,076,557
14 - Misc MGP (NEG) $372,890 $45,254 $418,144
15 -- Insurance Recovery $1,302,189 $46,369 $1,348,558
16 -- East Providence (First Ave) Holder $331,289 $15,393 $346,682
17 -- 560 Thames Street Newp $2,237 $155,670 $157,906
18 Sub-Total $45,643,110 $3,037,565 $48,680,675

19  Insurance Recovery/Settlement
20 910 Environmental Insurance Settlement $0

21 Net FY 2017 Environmental Response Costs $3,037,565

1-18 Col (a): Docket 4634, SLN-4, Page 4, Col (c)
1-18 Coal (b): Annual Environmental Report for Gas Service, Period of April 1, 2016 - March 31, 2017
21 Line(18), col (b) + Line (20)
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

DISTRIBUTION ADJUSTMENT CHARGE FILING
WITNESS: ANN E. LEARY

Schedule AEL-5
Pensions and Postretirement Benefits Factor



National Grid - Rl Gas

The Narragansett Electric Company

Pension Adjustment Factors
Effective November 1, 2017

Line No. Pension Factor

1

2

10

11

12

13

14

Pension Reconciliation
Carrying Charges

Total Pension Cost
Firm Throughput
Pension Factor per dth
Pension Factor per therm
PBOP Factor

PBOP Reconciliation
Carrying Charges

Total PBOP Cost

Firm Throughput
PBOP Factor per dth
PBOP Factor per therm

Pension & PBOP Factor Combined

($1,707,068)
($401,195)

($2,108,263)

39,483,630 dth

($0.0530) per dth

($0.0053) per therm |

($2,565,382)
($6,329)
($2,571,711)
39,483,630

($0.0650) per dth

($0.0065) per therm |

Pension & PBOP Factor per dth

Pension & PBOP Factor per therm

1 WRR-1, Page 1, Line 11
2 WRR-1, Page 1, Line 12
3 Line (1) +Line(2)
4 Company Forecast
5 Line (3) / Line (4)
6 Line(5)/10
7 WRR-1, Page 2, Line 11
8 WRR-1, Page 2, Line 12
9 Line (7) + Line (8)
10 Company Forecast
11 Line (9) / Line (10)
12 Line(11) /10
13 Line (5) + Line (11)
14 Line (6) + Line (12)

($0.1180) per dth

($0.0118) per therm |

d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-5

Page 1 of 1
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

DISTRIBUTION ADJUSTMENT CHARGE FILING
WITNESS: ANN E. LEARY

Schedule AEL-6
On-System Margin Credits Factor



The Narragansett Electric Company
d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-6
Page 1 of 1

This page is intentionally left blank.
On-System Margin Credit has been removed from this filing per agreement with the Division.
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

DISTRIBUTION ADJUSTMENT CHARGE FILING
WITNESS: ANN E. LEARY

Schedule AEL-7
Revenue Decoupling Adjustment Factor



a b wdNPRF

(2}

National Grid - RI Gas
RDM Factor
Effective November 1, 2017

Residential Non-Heat (incl Low Income)
Residential Heat (incl Low Income)
Small C&l

Medium C&|

Net Under Recovery of RPC

Firm Therm Throughput Forecast for RDM Rate Classes (Nov 2017-Oct 2018)

Proposed RDA Factor per therm

1 Schedule AEL-7, Page 21, Column (1), Line 36
2 Schedule AEL-7, Page 22, Column (1), Line 72
3 Schedule AEL-7, Page 23, Column (1), Line 84
4 Schedule AEL-7, Page 23, Column (1), Line 96
5 Sum of lines 1-4

The Narragansett Electric Company
d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-7
Page 1 of 31

$502,204
($1,825,388)
$557,984
$942,798
$177,598

273,886,657

$0.0006

6 Firm throughput (in therms) forecast for Residential Heat and Non-Heat, Small and Medium C& | rate classes.

7 Line 5/ Line 6 truncated to four decimal places.
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nationalgrid s

June 30, 2017
VIA HAND DELIVERY & ELECTRONIC MAIL

Luly E. Massaro, Commission Clerk
Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rl 02888

RE: National Grid’s Gas Revenue Decoupling Mechanism Reconciliation Filing
For April 1, 2016 to March 31, 2017
Docket No.

Dear Ms. Massaro:

On behalf of National Grid,* enclosed please find the Company’s annual Revenue
Decoupling Mechanism (RDM) reconciliation filing for the period April 1, 2016 to March 31,
2017. National Grid submits this filing pursuant to the provisions of the Distribution Adjustment
Clause of National Grid’s gas tariff, RIPUC NG-Gas No. 101, at Section 3, Schedule A, which
allows an annual reconciliation of the target revenue-per-customer and the actual revenue-per-
customer through a Revenue Decoupling Adjustment (RDA) factor to be included in National
Grid’s annual Distribution Adjustment Charge (DAC) filing.

This filing consists of the pre-filed direct testimony and schedules of Ann E. Leary. In her
testimony, Ms. Leary provides an overview of National Grid’s RDM reconciliation, and describes
the actual RDM results for the period April 1, 2016 to March 31, 2017. Ms. Leary also describes
the adjustment to the target revenue-per-customer along with adjustments to billed revenue
associated with the transfer of customers from the non-heating rate classes to the heating rate
classes. As discussed in last year’s RDM reconciliation filing in Docket No. 4634, National Grid
has been conducting further analysis of the residential rate classes to determine if an adjustment
similar to that made in Docket No. 4634 should be proposed.

As a result of National Grid’s RDM reconciliation, and reflecting the adjustments to the
target revenue-per-customer and billed revenue associated with the transfer of customers from the
non-heating rate classes to the heating rate classes, National Grid under-recovered revenue of
$177,598 under its RDM during the period April 1, 2016 to March 31, 2017. National Grid is not
presenting a proposed RDA factor at this time because the RDA factor is just one of several factors
included in the DAC. Rather, National Grid will submit the RDA factor in its August 1, 2017
annual DAC filing.

! The Narragansett Electric Company d/b/a National Grid (National Grid or the Company).

280 Melrose Street, Providence, RI 02907
T: 401-784-7415 ™ roberthumm@nationalgrid.com ™  www.nationalgrid.com
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Luly E. Massaro, Commission Clerk

Gas Revenue Decoupling Mechanism Filing
June 30, 2017

Page 2 of 2

Thank you for your attention to this matter. If you have any questions, please contact me at
401-784-7415.

Very truly yours,

G —

Robert Humm
Enclosures

cc: Leo Wold, Esq.
Steve Scialabba, Division
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID
RIPUC DOCKET
GAS REVENUE DECOUPLING MECHANISM RECONCILIATION
WITNESS: ANN E. LEARY
JUNE 30, 2017

DIRECT TESTIMONY

OF

ANN E. LEARY
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THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID
RIPUC DOCKET
GAS REVENUE DECOUPLING MECHANISM RECONCILIATION
WITNESS: ANN E. LEARY
JUNE 30, 2017
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Introduction and Qualifications

Please state your name and business address.
My name is Ann E. Leary. My business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

What is your position at National Grid and responsibilities within that position?

I am the Manager of New England Gas Pricing for National Grid USA Service Company,
Inc. In this position, | am responsible for preparing and submitting various regulatory
filings with the Rhode Island Public Utilities Commission (PUC) on behalf of The
Narragansett Electric Company d/b/a National Grid (Company or National Grid), and
with the Massachusetts Department of Public Utilities on behalf of Boston Gas Company

and Colonial Gas Company, each d/b/a National Grid.

Please provide your educational background.
I received a Bachelor of Science in Mechanical Engineering from Cornell University in

1983.

Please provide your professional background.
In 1985, I joined the Essex County Gas Company (Essex) as a Staff Engineer. In 1987, |
became a planning analyst and later accepted the position of Manager of Rates at Essex.

Following Essex’s merger with Eastern Enterprises in 1998, | became Manager of Pricing
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for Boston Gas Company (Boston). After Boston merged with KeySpan Energy
Delivery, subsequently National Grid, | became the Manager of New England Gas

Pricing, the position | hold today.

Have you previously testified before the PUC?

Yes, | have testified before the PUC on numerous occasions. In particular, | testified
before the PUC regarding the Company’s annual Gas Cost Recovery (GCR) filings in
2012 through 2016, at Docket Nos. 4346, 4436, 4520, 4576, and 4647, respectively; in
the Company’s Distribution Adjustment Charge (DAC) filing in 2016, at Docket No.
4634; and in the Company’s Arrearage Management Program filing in 2016, at

Docket No. 4651. 1 also submitted pre-filed testimony in the Company’s 2012 Rate Case
Filing, Docket No. 4323 (2012 Rate Case). In addition, | have testified extensively in
several ratemaking and regulatory proceedings before the Massachusetts Department of

Public Utilities and the New Hampshire Public Utilities Commission.

Purpose of Testimony

What is the purpose of your testimony?

The purpose of my testimony is to present the Company’s March 31, 2017 Revenue
Decoupling Mechanism (RDM) reconciliation balance, which will be used to compute
the proposed Revenue Decoupling Adjustment (RDA) factor to be incorporated in the

Company’s upcoming August 1, 2017 annual DAC filing. Specifically, | provide an
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overview of the Company’s RDM reconciliation and explain the RDM results for the

reconciliation period April 1, 2016 through March 31, 2017.

In addition, | present a proposed adjustment to the Target Revenue-Per-Customer and
billed revenue associated with an additional transfer of customers from the Residential
non-heating rate classes to the Residential heating rate classes during the reconciliation
period. As discussed in last year’s RDM filing in Docket No. 4634, while the Company
had performed a similar transfer of 970 customers during the reconciliation period ending
March 31, 2016, the Company was continuing to analyze the usage of non-heating
customers to determine if it should perform an additional transfer. The Company
committed to a similar adjustment in this year’s filing if it made another transfer of
customers between these rate classes and any of those customers exhibited usage
indicative of gas heating during the rate year" of the Company’s last rate case in 2012.
As discussed later in my testimony, the Company identified a third group of customers on
the non-heating rate classes, which the Company transferred to the heating rate classes
during the reconciliation period ending March 31, 2017. Therefore, the Company is
proposing adjustments to the Target Revenue-Per-Customer and billed revenue that are

similar to those included in Docket No. 4634.

! The rate year in the 2012 Rate Case was the 12-month period February 2013 through January 2014.
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This filing is submitted pursuant to the Company’s Distribution Adjustment Clause
provision contained in its currently effective tariff, RIPUC NG-Gas No. 101, at Section 3,

Schedule A, Sheets 1-2, paragraph 1.2 (Applicability).

Are you sponsoring any schedules with your testimony?
Yes, | am sponsoring the following schedules that accompany my testimony:

Schedule AEL-1 Annual Gas RDM Reconciliation Balance

Schedule AEL-2 Monthly RDM Reconciliation by Rate Class for the
Period April 1, 2016 through March 31, 2017

Schedule AEL-3 Adjusted Revenue-Per-Customer Targets
Schedule AEL-4 Calculation of Non-Heating to Heating Revenue Adjustment

Schedule AEL-5 Actual vs. Normal Billing Heating Degree Day Comparison for
April 2016 through March 2017

Schedule AEL-6 Illustrative Example of RDM Reconciliation for the
Period April 1, 2016 through March 31, 2017 Without Adjusting
Target Revenue-Per-Customer and Normalizing Revenue

RDM Reconciliation

Please provide an overview of the Company’s RDM reconciliation.

In Docket No. 4206, the PUC approved a Revenue-Per-Customer RDM that provides for
an annual reconciliation, by rate class, between a target level of base rate revenue and
actual base rate revenue billed during the reconciliation period. The reconciliation is
driven by the comparison of the Actual Revenue-Per-Customer during the reconciliation

period and the Target Revenue-Per-Customer. The reconciliation is performed on a
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monthly basis and covers the Company’s fiscal year (the period April 1 through

March 31 of the following year) for all Residential and Small and Medium Commercial
and Industrial (C&lI) firm rate classes. Under the RDM, customers subject to the RDM
receive any net over-recovery of target revenue and are surcharged for any net under-
recovery of target revenue through the RDA factor, which is one of several components

of the DAC, effective November 1 each year.

What are the Target Revenue-Per-Customer and the Actual Revenue-Per-
Customer?

The Target Revenue-Per-Customer is the Revenue-Per-Customer that the Company is
allowed to earn applicable to the customers in each rate class that is included in the
RDM. The Actual Revenue-Per-Customer is the actual average Revenue-Per-Customer
resulting from the customers in each rate class that is included in the RDM based upon
the base rate revenue billed by the Company divided by the actual number of customers

billed.

What is the result of the RDM reconciliation presented in this filing?
The RDM reconciliation results in a net under-recovery balance of $177,598,

as shown in Schedule AEL-1, for the period April 1, 2016 through March 31, 2017.
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How did the Company determine the RDM reconciliation balance at the end of
March 201772

On a monthly basis and for each rate class, the Company calculated the difference
between the Target Revenue-Per-Customer and the Actual Revenue-Per-Customer. If the
Actual Revenue-Per-Customer exceeds the Target Revenue-Per-Customer, the Company
has over-recovered its RDM target revenue and must credit customers the excess amount.
If the Actual Revenue-Per-Customer is less than the Target Revenue-Per-Customer, the
Company has under-recovered its RDM target revenue and must surcharge customers the
deficiency. The monthly difference between the Actual and Target Revenue-Per-
Customer is multiplied by the number of customers billed in the month to derive the
amount of revenue the Company has either over-recovered or under-recovered for the
month. For each month, the monthly revenue over- or under-recovery accumulates and
the balance accrues interest, which is also reflected in the final monthly balance.? The

Company presents this annual reconciliation in Schedule AEL-2.

Has the Company made any adjustment to the Target Revenue-Per-Customer for
the Residential heating and non-heating customer classes approved in Docket No.

46347°

2 Interest on the average monthly balance is calculated at the same interest rate that is used to calculate interest on
the Company’s other DAC balances, which is the Bank of America Prime Rate less 200 basis points.

® In Docket No. 4634, the Company adjusted the Target Revenue-Per-Customer for the Residential heating and non-
heating customer classes to normalize for the mid-June 2015 transfer of 970 customers from non-heating rate
classes to the heating rate classes, such that the customers were in their new rate classes at the beginning of the
reconciliation period that was the subject of that proceeding (i.e., April 2015).
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Yes. Inits pre-filed direct testimony in Docket No. 4634, the Company indicated that it
was conducting a more comprehensive review of the usage of customers on the non-
heating rate classes as a result of the then-recent transfer of customers between the non-
heating and heating rate classes presented in that proceeding, and indicated it may need to
transfer additional customers to the heating rate classes. If there was a similar transfer of
customers as a result of this ongoing evaluation, the Company stated that it would adjust
the number of non-heating and heating customers used to determine the Target Revenue-
Per-Customer for the two RDM groups for the same reason it did so in Docket No. 4573

and Docket No. 4634.

What was the result of the Company’s additional analysis it conducted in 2016?
The Company identified an additional group of customers on the non-heating rate classes
that should have been on the heating rate classes. As a result, by the end of July 2016,
the Company transferred 684 customers from the non-heating rate classes to the heating
rate classes that exhibited usage characteristics of gas heating during the 2012 Rate

Case’s rate year.

How did the Company identify these 684 customers?
In Docket No. 4573, the Company reflected the November 2014 transfer of 2,600
customers with annual usage exceeding 1,000 therms per year. In determining the

threshold to identify this initial group of customers, the Company took a conservative
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approach to minimize, if not eliminate, the risk of transferring true non-heating customers
to the heating rate classes. In performing the further analysis discussed in the pre-filed
testimony in Docket No. 4573, the Company re-evaluated the 1,000 therms per year
criteria and determined a more appropriate threshold should be the median usage for a
heating customer, which was 860 therms per year. With this lower threshold, in Docket
No. 4634, the Company identified an additional 970 customers who exhibited a usage
level indicating that they were using gas for heating purposes. Over this past year, the
Company and its affiliated gas operating companies have conducted an overall
comprehensive statistical study to analyze heating usage in the various non-heating rate
classes, resulting in the transfer of 2,449 of the Company’s customers from non-heating
to heating during June and July 2016. Of the customers transferred, the Company
determined that 684 customers exhibited heating usage prior to the end of the rate year in
the 2012 Rate Case and, as such, updated its non-heating and heating Target Revenue-
Per-Customer one final time to reflect the transfer of these 684 customers. The Company
sent letters to these customers notifying them that they had been transferred to one of the

heating rate classes.

What is the adjustment to the Target Revenue-Per-Customer proposed in this
filing?
In Schedule AEL-3, the Company presents its calculation of the adjusted Target

Revenue-Per-Customer for the non-heating and heating customer classes. In Schedule
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AEL-3, the Company begins with the number of non-heating and heating customers
approved in Docket No. 4514 used to calculate the Target Revenue-Per-Customer for the
period February 2013 through March 2014. Next, the Company shows the adjustment to
the number of customers approved in Docket No. 4573 as a result of the transfer of 2,600
customers in November 2014. Then, the Company shows the adjustment for the 970
customers approved in Docket No. 4634 who transferred to heating by mid-June 2015.
Finally, the Company shows the adjustment for the 684 customers transferred by the end
of July 2016 by decreasing the number of non-heating customers by 684 and increasing
the number of heating customers by 684. No adjustment was needed to the Final
Revenue Requirement in determining the monthly Target Revenue-Per-Customer because
it is a fixed amount, which was approved in Docket No. 4514 in accordance with the
Settlement Agreement in the 2012 Rate Case, and the Company has not adjusted the
allocation of the revenue requirement to the rate classes affected by the transfer of

customers between rate classes.

Does the Company anticipate updating the Target Revenue-Per-Customer for any
of its RDM groups in future filings?

No. The Company believes the analysis it has developed best identifies Residential
heating customers that should be transferred to non-heating based on their annual load

profile.

* February 2013 was the effective date of new base distribution rates in the 2012 Rate Case.
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Did the transfer of 684 Residential customers between rate classes require any
adjustments to the Actual Revenue-Per-Customer used to derive the overall RDM
reconciliation balance?

Yes. As it did last year, the Company also adjusted the actual billed base rate revenue
and customer counts in order to calculate the appropriate Actual Revenue-Per-Customer
for the two Residential RDM groups for the months of April 2016 through July 2016.
Restating billed revenue and customer counts for this period has the effect of reflecting
actual revenue and customer counts as if these customers were billed on the heating rate
classes for the entire reconciliation period. These adjustments were necessary to ensure
that the comparison between the Target Revenue-Per-Customer and Actual Revenue-Per-

Customer was performed on the same basis.

Please explain the adjustment made to actual revenue and customer counts for the
months of April 2016 through July 2016 associated with the transfer of the 684
customers.

As of the end of July 2016, the Company transferred 684 customers from the non-heating
rate classes to the heating rate classes. However, as described above, in order to
appropriately compare the Target Revenue-Per-Customer with the Actual Revenue-Per-
Customer, it was necessary to restate the actual revenue and customer count assuming
these customers were on the heating rate classes beginning April 1, 2016. Therefore, as

shown in Schedule AEL-4, the Company reduced the customer count of the non-heating
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rate classes by 684, along with the associated distribution revenue billed during the
months of April 2016 through July 2016, which is the last month in which any of these
customers were billed the non-heating rates. Correspondingly, the Company increased
the customer count of the heating rate classes by 684, along with the associated
distributed revenue for the same months as if such customers had been billed on the

heating rates since April 1, 2016.

How did the Company calculate the revenue adjustments made to the non-heating
and heating RDM groups?

The Company obtained, for each of the 684 customers who were transferred, the actual
monthly usage and associated billed revenue for the period April 2016 through the date of
each customer’s transfer to the heating rate class. As shown in Schedule AEL-4, Line 10,
the distribution revenue for the 684 customers billed at the distribution rates for the non-
heating rate classes totaled $70,250 for the months of April 2016 through July 2016.

Also in Schedule AEL-4, the Company calculated the revenue for these customers as if
they had been billed on the heating rate classes by multiplying the actual billing
determinants shown on Lines 24 through 29 by the applicable heating rates shown on
Lines 12 through 23. The distribution revenue for the 684 customers resulting from this
calculation is $71,320 for the months of April 2016 through July 2016, as shown in

Schedule AEL-4, Page 2, Line 39.
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Results of the RDM Reconciliation

What are the results for the RDM reconciliation for the year ending March 201772
For the reconciliation period April 2016 through March 2017, the Company has
calculated a net under-recovery of target revenue of $177,598, as summarized in

Schedule AEL-1.

What are the driver(s) for the net under-recovery?

As shown in Schedule AEL-1, the total Company net under-recovery of $177,598 was
driven by a $1.3 million combined over-recovery for the Residential RDM groups and a
$1.5 million combined under-recovery for the Small and Medium C&I RDM groups.
The $1.5 million under-recovery in the Small and Medium C&Il RDM groups was driven
by a reduction in actual revenue due to warmer weather.” Schedule AEL-5 shows the
billing heating degree day comparison for this reconciliation period. For the Residential
RDM groups, the over-recovery is the result of two factors. First, the Actual Revenue-
Per-Customer declined due to warmer weather, similar to the weather’s impact on the
Small and Medium C&Il RDM groups, which would typically generate an under-
recovery. The weather’s impact, however, was offset by the adjustments the Company
has made to the non-heating and heating Target Revenue-Per-Customer, which reduced
the Target Revenue-Per-Customer. The lower Target Revenue-Per-Customer, which is a

function of revenue based on normal forecasted sales volumes and numbers of

5 FY2017 weather was approximately 7.4 percent warmer than normal and 4.2 percent colder than in FY2016.
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customers — as adjusted in Docket Nos. 4514, 4573, 4634, and this docket — when
compared to weather-normal Actual Revenue-Per-Customer, will inherently generate an
over-recovery as compared to if none of the adjustments had occurred, which is to the

customers’ benefit.

How did the adjustments to the Target Revenue-Per-Customer and actual revenues
resulting from the transfer of 684 customers impact the RDM reconciliation?

As described above, the Company adjusted both the Target Revenue-Per-Customer as
well as actual revenue to avoid an unintended revenue impact resulting from the transfer
of the 684 customers from the non-heating rate classes to the heating rate classes. The
illustration of the impact on the RDM reconciliation if the Company made no adjustment
for the 684 customers is presented in Schedule AEL-6. If the Target Revenue-Per-
Customer was not adjusted for the 684 customers who should have been billed the
distribution rates of the heating rate classes during the rate year in the 2012 Rate Case,
and if actual distribution revenue and customer counts for the months of April 2016
through July 2016 were not normalized for this transfer, the net RDM under-recovery
would have been $341,856, as shown in Schedule AEL-6, rather than the net under-
recovery of $177,598, as presented in Schedule AEL-1. Therefore, the Company’s
proposed adjustments result in a lower surcharge to customers by $164,258 compared to
what would have been surcharged to customers had the Company not made these

adjustments.
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V.

Bill Impacts

Does the Company include bill impacts in this filing?

No, the Company is not presenting bill impact information at this time. Because the
RDA factor will be proposed in the DAC filing along with several other factors, the bill
impact of a RDA factor on a stand-alone basis provides limited information as to the
cumulative impact of the change in the overall DAC factors. Rather, the Company will
submit bill impacts for the cumulative impact of all of its proposed DAC factors,

including the RDA factor, with its August 1, 2017 DAC filing.

Does this conclude your testimony?

Yes.
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Schedule AEL-1

Page 1 of 1

The Narragansett Electric Company Annual Gas RDM Reconciliation Balance

Residential Non-Heat (incl Low Income) $502,204
Residential Heat (incl Low Income) ($1,825,388)
Small C&I $557,984
Medium C&I $942,798
Net Under Recovery of Target Recovery $177,598

1 Schedule AEL-2, Page 1, Column (1), Line 36
2 Schedule AEL-2, Page 2, Column (1), Line 72
3 Schedule AEL-2, Page 3, Column (1), Line 84
4 Schedule AEL-2, Page 3, Column (1), Line 96
5 Sum of lines 1-4
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Billing Determinants and Associated Base Revenues of 684 Residential Customers Transferred

Reference

Billing Determinants and Billed Base Revenues of Non-Heating Residential Customers Transferred

Volumes

Residential Non Heat

Residential Non Heat Low Income
Total

Customer Count

Residential Non Heat

Residential Non Heat Low Income
Total

Base Rate Revenue

Residential Non Heat Base Rate Revenue
Residential Non Heat LI Base Rate Revenue
Total

Calculation of Associated Heating Revenue

Residential Heating

Peak

Customer Charge

Headblock (up to 125 therms)
Tailblock

Off Peak

Customer Charge
Headblock (up to 30 therms)
Tailblock

Residential Heating Low Income
Peak

Customer Charge

Headblock (up to 125 therms)
Tailblock

Off Peak

Customer Charge
Headblock (up to 30 therms)
Tailblock

Volumes
Regular
Head Block
Tail Block
Total

Low Income
Head Block
Tail Block
Total

Total Volumes:

Data provided from the Company's billing system.
Data provided from the Company's billing system.

Line 2 + Line 3

Data provided from the Company's billing system.
Data provided from the Company's billing system.

Line 5 + Line 6

Data provided from the Company's billing system.
Data provided from the Company's billing system.

Line 8 + Line 9

RIPUC NG-Gas No.
RIPUC NG-Gas No.
RIPUC NG-Gas No.

RIPUC NG-Gas No.
RIPUC NG-Gas No.
RIPUC NG-Gas No.

RIPUC NG-Gas No.
RIPUC NG-Gas No.
RIPUC NG-Gas No.

RIPUC NG-Gas No.
RIPUC NG-Gas No.
RIPUC NG-Gas No.

101, Section 4, Schedule C, Sheet 1, Rate 12
101, Section 4, Schedule C, Sheet 1, Rate 12
101, Section 4, Schedule C, Sheet 1, Rate 12

101, Section 4, Schedule C, Sheet 1, Rate 12
101, Section 4, Schedule C, Sheet 1, Rate 12
101, Section 4, Schedule C, Sheet 1, Rate 12

101, Section 4, Schedule D, Sheet 1, Rate 13
101, Section 4, Schedule D, Sheet 1, Rate 13
101, Section 4, Schedule D, Sheet 1, Rate 13

101, Section 4, Schedule D, Sheet 1, Rate 13
101, Section 4, Schedule D, Sheet 1, Rate 13
101, Section 4, Schedule D, Sheet 1, Rate 13

Company's billing system data calculated for head block volume.

Company's billing system data calculated for tail block volume.

Line 24 + Line 25

Company's billing system data calculated for head block volume.

Company's billing system data calculated for tail block volume.

Line 27 + Line 28

Line 26 + Line 29

The Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No.

Schedule AEL-4

Page 1 of 2
Apr-16 May-16 Jun-16 Jul-16 Total
(a) (b) (©) (d) (©)
52,300 27,702 13,222 110 93,333
4,632 2,822 1,536 - 8,990
56,932 30,524 14,758 110 102,323
631 579 557 17
52 56 60 -
683 635 617 17 684
$31,640 $19,835 $13,066 $190 $64,731
$2,437 $1,769 $1,312 $0 $5,518
$34,077 $21,604 $14,378 $190 $70,250
$13.00 $13.00 $13.00 $13.00
$0.4672 $0.4672 $0.4672 $0.4672
$0.3010 $0.3010 $0.3010 $0.3010
$13.00 $13.00 $13.00 $13.00
$0.4672 $0.4672 $0.4672 $0.4672
$0.3010 $0.3010 $0.3010 $0.3010
$11.70 $11.70 $11.70 $11.70
$0.4205 $0.4205 $0.4205 $0.4205
$0.2709 $0.2709 $0.2709 $0.2709
$11.70 $11.70 $11.70 $11.70
$0.4205 $0.4205 $0.4205 $0.4205
$0.2709 $0.2709 $0.2709 $0.2709
50,480 23,597 12,452 78 86,607
1,819 4,105 770 32 6,726
52,300 27,702 13,222 110 93,333
4,491 2,312 1,486 - 8,288
142 510 50 - 701
4,632 2,822 1,536 - 8,990
56,932 30,524 14,758 110 102,323

*Note: Therewas1 additional Residential Non Heating account number in June that wasnot in the April or May data so thetotal number of accounts transferred equals 684.
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Billing Determinants and Associated Base Revenues of 684 Residential Customers Transferred

Residential Heat Base Rate Revenue
Customer Charge

Head Block

Tail Block

Total

Residential Heat L| Base Rate Revenue
Customer Charge

Head Block

Tail Block

Total

Total Residential Heat Base Rate Revenue:

Reference

Line 5 * Line 12

Line 13 * Line 24

Line 14 * Line 25

Sum [Line 31: Line 33]

Line 6 * Line 18

Line 19 * Line 27

Line 20 * Line 28

Sum [Line 35: Line 37]

Line 34 + Line 38

Adjusted Customer Counts and Base Revenue of Tranferred Residential Customers

Adjustment to Non-Heat Customer Count
Actual Residential Non-Heating Count
Adjustment: Transfer to Heat

Adjusted Residential Non-Heating Count

Actual Residential Non-Heating LI Count
Adjustment: Transfer to Heat LI
Adjusted Residential Non-Heating LI Count

Adjustment to Heat Customer Count
Actual Residential Heating Count
Adjustment: Transfer to Heat

Adjusted Residential Heating Count

Actual Residential Heating LI Count
Adjustment: Transfer to Heat
Adjusted Residential Heating LI Count

Adjustment to Non-Heat Base Rate Revenue
Actual Non-Heat Base Rate Revenue
Adjustment: Transfer to Heat

Adjusted Non-Heat Base Rate Revenue

Actual Non-Heat LI Base Rate Revenue
Adjustment: Transfer to Heat LI
Adjusted Non-Heat LI Base Rate Revenue

Adjustment to Heat Base Rate Revenue
Actual Heat Base Rate Revenue
Adjustment: Transfer to Heat

Adjusted Heat Base Rate Revenue

Actual Heat LI Base Rate Revenue
Adjustment: Transfer to Heat LI
Adjusted Heat LI Base Rate Revenue

Difference: Heating vs. Non-Heating Revenue
(Distribution Charges Higher under Heating rates)
Residential

Residential Low-Income
Total

Data provided from the Company's billing system.

- (Line 5)
Line 41 + Line 42

Data provided from the Company's billing system.

- (Line 6)
Line 44 + Line 45

Data provided from the Company's billing system.

Line 5
Line 47 + Line 48

Data provided from the Company's billing system.

Line 6
Line 50 + Line 51

Data provided from the Company's billing system.

- (Line 8)
Line 53 + Line 54

Data provided from the Company's billing system.

- (Line 9)/.9
Line 56 + Line 57

Data provided from the Company's billing system.

Line 34
Line 59 + Line 60

Data provided from the Company's billing system.

Line 38 /.9
Line 62 + Line 63

Line 34 - Line 8
Line 38/.9 - Line 9/ .9
Line 66 + Line 67

The Narragansett Electric Company

d/b/a National Grid
RIPUC Docket No.
Schedule AEL-4

Page 2 of 2
Apr-16 May-16 Jun-16 Jul-16 Total
@) (b) © @ ©
$8,203 $7,527 $7,241 $221 $23,192
$23,584 $11,024 $5,818 $36 $40,463
$548 $1,235 $232 $10 $2,025
$32,335 $19,787 $13,290 $267 $65,679
$608 $655 $702 $0 $1,966
$1,888 $972 $625 $0 $3,485
$38 $138 $13 $0 $190
$2,535 $1,766 $1,340 $0 $5,641
$34,870 $21,552 $14,631 $267 $71,320
21,266 21,218 19,957 19,055
(631) (579) (557) 17)
20,635 20,639 19,400 19,038
443 479 373 254
(52) (56) (60) -
391 423 313 254
199,739 198,166 198,481 199,328
631 579 557 17
200,370 198,745 199,038 199,345
18,247 19,112 19,239 19,049
52 56 60 -
18,299 19,168 19,299 19,049
$543,761 $443.318 $407,116 $330,263  $1,724,458
($31,640) ($19,835)  ($13,066) ($190)  ($64,731)
$512,121 $423,483 $394,050 $330,073  $1,659,727
$18,289 $14,626 $10,839 $4,790 $48,544
($2,708) ($1,966)  ($1,458) $0 ($6,131)
$15,582 $12,660 $9,381 $4,790 $42,413
$10,543,086 $7,105,796 $5,089,914 $4,332,519 $27,071,316
$32,335 $19,787 $13,290 $267 $65,679
$10,575,421 $7,125,583  $5,103,204 $4,332,786 27,136,995
$913,095 $676,323 $498,225 $431,669  $2,519,313
$2,817 $1,962 $1,489 $0 $6,268
$915,912 $678,285 $499,715 $431,669 2,525,580
$695 ($48) $224 $77 $948
$109 ($4) $31 $0 $136
$804 ($52) $256 $77 $1,084
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The Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No.
Schedule AEL- 5

Page 1 of 1

Actual vs. Normal Billing Degree Day Comparison for April 2016 - March 2017

Month/Y ear Actual Billing Degree Days Normal Billing Degree Days
@ (b)
1 Apr-16 613 654
2 May-16 374 340
3 Jun-16 80 122
4 Jul-16 5 16
5 Aug-16 0 0
6 Sep-16 6 17
7 Oct-16 138 150
8 Nov-16 400 443
9 Dec-16 731 760
10 Jan-17 947 985
11 Feb-17 897 1,045
12 Mar-17 853 915
13 Total 5,043 5,448
14 Degree Day Difference 405
15 Degree Day Difference (%) -7.4%

Source: Normal Heating Degree Day Report

Line 13: Sum of Lines 1 through 12

Line 14: Abs(Line 13 Column (b) - Line 13 Column (a))
Line 15: (Line 13 Column (a) / Line 13 Column (b)) - 1
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The Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No.
Schedule AEL- 6

Page 1 of 4

The Narragansett Electric Company Annual Gas RDM Reconciliation Balance
Excluding Proposed Adjustment for Transferred Customers

Residential Non-Heat (incl Low Income)
Residential Heat (incl Low Income)
Small C&l

Medium C&l

Net Under Recovery of RPC

1 Schedule AEL-6, Page 2, Column (1), Line 36
2 Schedule AEL-6, Page 3, Column (1), Line 72
3 Schedule AEL-6, Page 4, Column (1), Line 84
4 Schedule AEL-6, Page 4, Column (1), Line 96
5 Sum of lines 1-4

$308,389
($1,467,315)
$557,984
$942,798
$341,856
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The Narragansett Electric Company
d/b/a National Grid
RIPUC Docket No. 4708
Schedule AEL-9
Page 1 of 1

Revenue Credit per Docket 4323
FY 2017

Distribution Charges

Line Month Bill Customer  Distribution  Demand 50%
No. Applies Therms Charge Charge Charge Total  Credit
@) (b) (©) (d) (€) () (9)
1 Mar-2017 631,650 $425 $16,170 $36,942 $53,537 $26,769
2 Feb-2017 585,141 $425 $14,980 $36,942 $52,347 $26,173
3 Jan-2017 652,459 $425 $16,703  $36,942 $54,070 $27,035
4  Dec-2016 561,286 $425 $14,369 $36,942 $51,736 $25,3868
5 Nov-2016 650,663 $425 $16,657 $36,942 $54,024 $27,012
6 Oct-2016 689,521 $425 $17,652 $36,750 $54,827 $27,414
7 Sep-2016 574,703 $425 $14,712 $36,750 $51,888 $25,944
8  Aug-2016 723,211 $425 $18,514 $36,750 $55,690 $27,845
9 Jul-2016 718,806 $425 $18,401 $36,750 $55577 $27,788
10 Jun-2016 660,700 $425 $16,914 $36,750 $54,089 $27,045
11  May-2016 672,427 $425 $17,214 $36,750 $54,390 $27,195
12 Apr-2016 595,757 $425 $15251 $36,750 $52,427 $26,213
13 Tota 7,716,324 $5,100 $197,538 $441,964 $644,601 $322,301

Lines1-12 Columns (@) through (e): Data provided from the Company's billing system.
Col (g) Asnoted in the Settlement Agreement in Docket 4323, Article I11, Section A .4,
50% of distribution revenue will be credited back to customers.
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The Narragasnett Electric Company

d/b/a National Grid

RIPUC Docket No. 4708

Schedule AEL-10

Page 1 of 8
National Grid - Rl Gas
Reconciliation Factor effective November 1, 2017
Section 1: Reconciliation of Prior Year DAC Factors (All Rate Classes)
Line .
No. Description Schedule Page # Ending Balance Period
1 System Pressure Page 2, line9 $478,831 Based on Nov 16-Oct 17
2 AGT Factor Page 2, line 17 $0 Based on Apr 16 - Mar 17
3 Environmental - DAC Page 2, line 25 $55,002 Based on Nov 16-Oct 17
4 On-System Margin Credits Page 3, line 49 ($31,924) Based on Nov 16-Oct 17
5 Pension Page 3, line 57 $11,182 Based on Nov 16-Oct 17
6 PBOP Page 3, line 65 ($40,867) Based on Nov 16-Oct 17
7 Previous Reconciliation Factor Page 2, line 33 ($48,105) Based on Nov 16-Oct 17
8 Earnings Sharing Mechanism Page 3, line 73 $12,001 Based on Nov 16-Oct 17
9 True-up October 16 Page 8, line 24 ($58,281) Based on Actual Oct 16 vs. Oct 16 Forecast
10 AGT Interest on Fund balance AEL-3, page 2, line 16, col (m) ($22,067) Based on Apr 16 - Mar 17
11 Revenue Credit per Docket 4323 AEL-9, line 13, cal (g) ($322,301)
12 Sub Total Sum ([1]:[11]) $33,471
13 Firm Throughput Nov 2017 - Oct 2018 39,483,630 dth
14 Reconciliation Factor Line (12)/ Line (13) $0.0008 per dth
15 Reconciliation Factor Line (14) / 10, truncated to 4 decimal places $0.0000 per therm
Section 2: Revenue Decoupling M echanism Reconciliation
Line .
No. Description Schedule Page # Ending Balance Period
16 RDA Reconciliation Page 5, line 13 $458,441 Based on Nov 16-Oct 17
17 RDM Recon Reconciliation Page 5, line 27 ($174,222) Based on Nov 16-Oct 17
18 Sub Total Line (16) + Line (17) $284,219
19 Firm Throughput, Residential, Small & Medium C&| Nov 2017 - Oct 2018 27,388,666 dth
20 RDA Reconciliation Factor Line (18)/ Line (19) $0.0103 per dth
21 RDA Reconciliation Factor Line (20) / 10, truncated to 4 decimal places $0.0010 per therm
Section 3: Reconciliation of Prior year DAC Factors (Large & X-Large Only)
Line .
No. Description Schedule Page # Ending Balance Period
22 AGT Factor - Base Rates Page 4, line 18 ($11,622) Based on Apr 16 - Mar 17
23 LIAP Factor - Base Rates Page 4, line 30 ($69,346) Based on Apr 16 - Mar 17
24 Environmental - Base Rates Page 4, line 41 ($50,888) Based on Apr 16 - Mar 17
25 Previous Reconciliation Factor Page 3, line41 ($2,921) Based on Nov 16-Oct 17
26 Sub Total Sum ( [22]:[25] ) ($134,777)
27 Firm Throughput, Large and Extra Large C&| Nov 2017 - Oct 2018 12,094,964 dth
28 L / XL Reconciliation Factor Line (26) / Line (27) ($0.0111) per dth
29 L / XL Reconciliation Factor” Line (28) / 10, truncated to 4 decimal places ($0.0011) per therm

1 Thisrate will be combined with the Reconciliation factor of ($0) per therm for an overall Large and Extra Large Reconciliation factor of ($0.0011) per therm
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The Narragasnett Electric Company

d/b/a National Grid
RIPUC Docket No. 4708

Schedule AEL-10
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National Grid - Rl Gas
Non-Base Rate/ Gas Year Reconciling Components
October 31, 2016 Ending Deferred Balances
LineNo. Description Forecast' Actual Variance

@ (b) (c)=(b)-(3
1 System Pressure $393,621 $408,232 $14,611
2 Advanced Gas Technology $32,872 $32,872 $0
3 Environmental - DAC $54,965 $60,098 $5,133
4 Previous Reconciliation Factor - Applicableto All $24,132 $27,291 $3,159
5 Previous Reconciliation Factor - Large & ExtraLarge ($11,071) ($24,077) ($3,006)
6 On-System Margin Credits $25,510 $26,695 $1,185
7 Pension ($206,130)  ($219,948) ($13,818)
8 PBOP ($261,056) ($284,351) ($23,294)
9 Earnings Sharing Mechanism ($55,019) ($58,178) ($3,159)
10 RDM
11 RDA Reconciliation ($2,097,985)  ($2,195,246) ($97,261)
12 RDM Recon Reconciliation $95,131 $97,660 $2,529
13 ($2,002,854)  ($2,097,586) ($94,732)
14 ISR Recon
15 Residential Non-Hesating $52,284 $60,081 $7,797
16 Residential Heating $523,526 $534,554 $11,028
17 Small C&I $117,809 $124,346 $6,537
18 Medium C& | $155,306 $165,575 $10,269
19 LargeLow Load C&l $55,428 $69,330 $13,902
20 Large High Load C&| $21,986 $25,855 $3,869
21 ExtralLarge Low Load C&l $2,438 $5,053 $2,615
22 ExtraLarge High Load C&1I $8,720 $8,343 ($377)
23 $937,497 $993,137 $55,640
24 Total  ($1,067,533) ($1,125814) ($58,281)

"Docket 4634, SLN-10S, Pages 2-3, 5-7 filed on September 1, 2016.

1 See AEL-11, Page1l, Line9

2 See AEL-11, Page 1, Line 20

3 See AEL-11, Page 1, Line 32

4 See AEL-11, Page 2, Line 44

5 See AEL-11, Page 2, Line 56

6 See AEL-11, Page 2, Line 68

7 See AEL-11, Page 3, Line 80

8 See AEL-11, Page 3, Line 92

9 See AEL-11, Page 3, Lines 104
10 See AEL-11, Page4, Lines 18 and 36
14 See AEL-11, Pages 5-8, Lines 12, 24, 36, 48, 60, 72, 84, 96
24 Net owed to Company, sum[Lines(1:9)] + Line13 + Line23
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The Narragasnett Electric Company

d/b/a National Grid
RIPUC Docket No. 4708

Schedule AEL-11

Page 3 of 8

0S8'TT$

(v6'50.$)
(91e'T$)
%88'T
(8ee'9zss)
(621'v0L%)
(8TE'VI72$)
0$

0$

0%

0%
(26v'8v6%)

(Te0'88%)
(691%)
%88'T
(9v0'901$)
(es8'28%)
(88e'9e$)
0%

0%

0%

0$
(ove'vets)

[0}
Y
1€

LT-RIN

TESTTS

(26v'8v6%)
(S5t'1$)
%SL'T
(0£0'780'T$)
(Tr0'L16%)
(826'cL2$)
0$

0$

0$

0$
(610'122'T$)

(ovz'vets)
(v61$)
%SL'T
6V v1T$)
(9v0'veT$)
(S08'0v$)
0$

0$

0$

0$
(158'v9T$)

()]
[enpy
8z

LT-0ed

ST8'TT$
8T$

%SL'T
86L'TT$
86L'TT$
0$

0$

0$

0$

0$
86L'TT$

(610'122'T$)
(820'2$)
%SLT
(0eL'v9E'T$)
(166°812'T$)
(621'162%)
0$

0$

0$

0$
(0L1'015'T$)

(158'v9T$)
(2229)
%SL'T
(082'98T$)
(525'v91$)
(TTi'evs)
0$

0$

0$

0$
(986°202%)

0
enpy
1€

LT-ver

86L'TT$
9T$
%€E9'T
T8LTTS
T8LTTS
0$

0$

0$

0$

0$
T8LTT$

(01'015'T$)
(rzz'es)
%E9'T
(STY'TT9'T$)
(9v2'805'T$)
(6€€'902%)
0$

0$

0$

0$
(S8S'YTLTS)

(986'2023%)
(8oes)
%E9'T
(ev0'ezes)
(829'202%)
(teL'0e$)
0$

0$

0$

0$
(601'8€23$)

[0}
EnioY
1€

91-%2Q

T8LTT$
1$
%0S'T
188's$
vL.TT$
(W2L'TT$)
0$

0$
65T'e$
610'55$
(8/1'85%)

(S8S'YTLTS)
(002'z$)
%05T
(L60'78L'T$)
(S8E'ZTLTS)
(rzy'erTs$)
(608'358'T$)
(608'358'T$)
v62'€C$
950'T92$
(T5€'78e3$)

(601'8€23$)
(oees)
%0S'T
(L10'89¢3)
(80'8€¢9$)
(896'65%$)
(910'862%)
(910'86¢%)
8I8'ET$
0£T'902$
(8v6'6TC$)

(O]
Ny
og
9T-NON

(821'85%)
(18%)
%0S'T
(8eL'€9%)
(260'85%)
(182'T1$)
0$

0$

0%

0%
(82£'69%)

(tse'v8e$)
(rTv$)
%0S'T
(2e5'52€9)
(2e6'€82%)
(66T'€8%)
0$

0$

0$

0%
(9eT'29¢%)

(8v6'612%)
(ote$)
%0S'T
(TE'vies)
(2e9'612%)
(gse'6v$)
0$

0$

0$

0%
(¢66'892%)

®)
enpy
TE

9T-P0

(82£'69%)
(16%)
%05°T
(tez'vL$)
(282'69%)
(888'6%)
0$

0$

0$

0$
(521'6L%)

(9eT'29¢%)
(96v%)
%05°T
(coT'c0r$)
(T9'99¢$)
(ce6'2L$)
0$

0$

0$

0$
(e95'6E7$)

(66'892%)
(25e9)
%05'T
(G9z'062%)
(Ge9'892%)
(6Sz'EV$)
0$

0$

0$

0$
(r68'T1ES)

(O]
enpy
og
91-dbs

(521'6%)
(901$)
%05°T
(Sv2'e8%)
(690'6.%)
(e5e'6%)
0$

0$

0$

0$
(cer'88%)

(€95'6E7$)
(c09%)
%05°T
(Tst'eLvs)
(T96°8ev$)
(086'39%)
0$

0$

0$

0$
(Tv6°L05$)

(768'T1ES)
(cers)
%05°T
(ee6'TEES)
(eLt'T1€S)
(Tee'ors)
0$

0$

0$

0$
(v6e'25E$)

®)
enpy
€
91-6ny

(czv'88%)
(6119)
%05°T
(s8z'c6%)
(e0e'88%)
(€96'6%$)
0$

0$

0$

0$
(992'86%)

(Tv6'L05$)
(169%)
%05°T
(686'c7S$)
(05z'205%)
(6L1'€L%)
0$

0$

0$

0$
(622'085%)

(r6€'25E$)
(S2v9$)
%05°T
(eTL'eL€9)
(676'15€$)
(685'ev$)
0$

0$

0$

0$
(805'G6€$)

®)
enpy
1€
9T-Inc

(992'86%)
(821$)
%0S'T
(ETE'Y0TS)
(8eT'86%)
(0se'zT$)
0$

0$

0$

0$
(88v'0TT$)

(622'085%)
(6929)
%0S'T
(861'G29%)
(096'625%)
(220'16%)
0$

0$

0$

0%
(280'1299)

(805'G6€$)
(615%)
%0S'T
(€00'22r$)
(686'76€$)
(820'7S$)
0$

0$

0$

0%
(LT0'6YV$)

©)
oY
og
oT-ung

(88v'0TT$)
(vs1$)
%05'T
(eve'TeTS)
(ree'ot$)
(610'22%)
0$

0$

0$

0$
(ese'zeT$)

(2€0'129%)
(vs6$)
%0S'T
(822'15.%)
(¢80'029%)
(e6E'29T$)
0$

0$

0$

0$
(r2v'ze8%)

(LT0'611$)
(1€9%)
%0S'T
(e55'96v$)
(98e'811$)
(ree'96$)
0$

0$

0$

0$
(0eL'vrs$)

(@
enpy
1€
aT-fein

(LT0Z Yo re N - 970 |14dy) siusuodwioD Bul|uoRy fes A se9 /ajey eseg-UoN

Se9 | - PlIO [euolieN

(ese'zeT$)
(1819)
%05°T
(5ez'Lv1$)
(eL1'ZETS)
(9eT'0e$)
0$

0$

0$

0$
(862°29T$)

(r2t'z€8%)
(6ST'T$)
%05°T
(L0t'zv6%)
(9te'TE8%)
(esT'z2s)
0$

0$

0$

0$
(861°€50'T$)

(0eL'vss)
(0529)
%05'T
(128'609%)
(026'cvS$)
(co8'TETS)
0$

0$

0$

0$
(c22'519%)

()
enpy
0g
9T-1dy

8 U7 T Bd 'SOT-NTIS ‘ve9Y %ooq Jed (U) 100 v6
(58:z8)saul wns :(u) 0D 98

67T Bd 'SS-NIS 'vE9Y 1300Q #d () (0D S8
g u7 ‘gabed ‘0T-13V +8

9 u7 ‘T efed ‘SOT-NTS ‘vE9Y 1400Q €8
(e2:02)s2u17 WNS :(U) 10D ¥/,

€U T6Bd ‘'SS-NIS 've9Y 1%00Q #d () (0D €L
L uT ‘gabed ‘0T-13V 2L

G u7 T efed ‘SOT-NTS ‘ve9v 1%00a TL

Kianodsy (Jon0)/epun soueeg pu3 wwsnlpy NS

pa1jddy 11Ul

SIuI0d Siseg 00 SS9 aley o LB g

ANy (lBnQ)/Jepun soueeg Ajyiuo y abelony
Kianosay (Jen0)/epun soueeg NST buipug
anuesy ST ENRY

fe101ans

800 NS3

dn-an1L Ova s3

103024 UOJBY /TOC-9TOZ O} Bjsuel L

Kooy (Jon0)/sepun soueeq Bog 100V NS

wsiueyss W Bulreys sbuiureq

Kianodsy (Jon0)/epun soueeg pug wewsn(py dogd

patjddy 1semeul

SiuI0d Siseqg 00 SS9 aley o LB g

ABNo3sY (lBNQ)/Jepun soueeg Ajyiuo |y abelony
Kooy (Jon0)/sepun soue e dOgd butpuz
anuensy dOgd BNy

fe10ans

100 dOgd

dn-eni1L Ovadoad

Joj3e-f U0SeY LTOZ-9TOZ O3 JSUel L

Kianoxy (Jeno)/sepun soueeq Bog 100V dOgd

wewssn[py dogd

A1on0dsy (JAQ)/5epuUn doueeg pus Juswisnipy uosusd

patjddy 1semeul

Siulod Sseg 00 SSo| sl eoLBWy Ng

ABnodsY (l8nQ)/Jepun soueeg Ajyiuo y abelony
AiBno3sy (JBnQ)/Jepun adueeg uosusd bBuipug
aNnueAsY UosUBd Ny

felo1ans

1500 UoisUad

dn-ani| DvQ uosuad

J010e4 U0dSY /T0Z-9TOZ O} Bjsuel |

Kien0oay (J8n0)/iepun soueeg Bag 100V usd

Juewisn[py uoswed

0T
€0T
20T
T0T
00T
66
86
16
96
S6
6
€6

6
16
06
68

/8
98
a8

€8
8
18

6.
8L
1L
9L
72
17
€L
cL
17A
0L
69



The Narragasnett Electric Company

d/b/a National Grid
RIPUC Docket No. 4708

Schedule AEL-11
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Introduction and Qualifications

Please state your full name and business address.
My name is William R. Richer and my business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

By whom are you employed and in what position?
| am the Director of Revenue Requirements, Rhode Island, for National Grid USA
Service Company, Inc. (Service Company). In this role, | provide services to the gas and

electric businesses of The Narragansett Electric Company (the Company).

Please describe your education and professional experience.

In 1985, | earned a Bachelor of Science degree in Accounting from Northeastern
University. During my academic term, | interned at the public accounting firm Pannell
Kerr Forster in Boston, Massachusetts, as a staff auditor and continued with this firm
after my graduation. In February 1986, | joined Price Waterhouse in Providence, Rhode
Island, where | worked as a staff auditor and senior auditor. During this time, | became a
Certified Public Accountant in the State of Rhode Island. In June 1990, | joined National
Grid (then known as New England Electric System) in the Service Company (then known
as New England Power Service Company) as a supervisor of Plant Accounting. Since

that time, | have held various positions within the Service Company, including Manager
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of Financial Reporting, Principal Rate Department Analyst, Manager of General

Accounting, Director of Accounting Services, and Assistant Controller.

Have you previously testified before the Rhode Island Public Utilities Commission?

Yes. | have testified before the Rhode Island Public Utilities Commission (PUC) on

numMerous occasions.

Purpose of Testimony

What is the purpose of your testimony in this proceeding?

My testimony describes the origin of the Company’s pension and postretirement benefits
other than pensions (PBOP) factor, and provides the calculation of the reconciliation of
pension and PBOP costs to the allowance for recovery in base distribution rates as
provided for in the Pension Adjustment Factor (PAF) Provision in the Company’s tariff,
RIPUC NG-GAS No. 101, at Section 3, Schedule A, Item 3.6 (Tariff). My testimony
also describes new pension and PBOP-related accounting requirements issued by the
Financial Accounting Standards Board (FASB) and the Company’s proposal for

addressing these accounting changes within the operation of the PAF.

Are there any schedules to your testimony?
Yes, | am sponsoring the following schedule:

e Schedule WRR-1 - Pension and Post-Retirement Benefits Other Than Pension
(PBOP) Expense Reconciliation.
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Pension and PBOP Expense Reconciliation

Generally, how does the reconciliation of pension and PBOP expense operate?

In the Company’s 2008 general rate case in Docket No. 3943 (2008 Rate Case), the PUC
approved the Company’s proposal to reconcile its pension and PBOP expenses against
the allowance in base rates and recover or refund any difference annually through the
Distribution Adjustment Charge (DAC). In accordance with the PAF Provision in the
Company’s Tariff, the PAF is designed to recover or refund the prior year’s
reconciliation of the Company’s actual pension and PBOP expenses to the Company’s
pension and PBOP expenses included in base rates. The adjustment factor is based on this

difference.

In the Company’s general rate case filed in 2012 in Docket No. 4343 (2012 Rate Case),

the rate allowances for both pension and PBOP were established at then-current levels.

The PAF is based on the difference between the Company’s actual pension and PBOP
expense for the prior 12-month period ended March 31, 2017 and the allowance included
in base distribution rates. In addition, the Company will contribute to the pension and
PBOP plans at the “Minimum Funding Obligation” level. The Minimum Funding
Obligation level is equal to the amount billed to customers plus the amounts of
capitalized pension and PBOP costs. The amount billed to customers includes (1) the

pension and PBOP allowance in base distribution rates, and (2) plus or minus the amount
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billed or credited to customers through the PAF. If the Company does not fund its
pension and PBOP plans at the Minimum Funding Obligation level, the Company will
pay a carrying charge to customers at the weighted average cost of capital. This payment
would be applied to the cumulative five quarter average shortfall between the Minimum
Funding Obligation level and amounts the Company contributes to the pension and PBOP

plans, plus amounts paid to the Service Company for allocated pension and PBOP costs.

Has the Company performed this reconciliation for the period ending March 20177?

Yes. This reconciliation is included as Schedule WRR-1.

What is the result of the Company’s reconciliation?

The Company’s reconciliation indicates that it has over-recovered pension expenses in
the amount of $1,707,068 and over-recovered PBOP expenses in the amount of
$2,565,382 for the 12 months ending March 2017. In addition, the pension liability was
under-funded during this time, resulting in a carrying charge of $401,195. The PBOP

liability was under-funded during this time, resulting in a carrying charge of $6,329.

Proposed Treatment of New Accounting Rules on the Operation of the PAF

What are the new FASB accounting rules for pensions and PBOPs?
In March 2017, the FASB amended Accounting Standards Codification Topic 715 (ASC

715), which outlines specific accounting treatment for compensation and retirement
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benefits. Pension and PBOP costs can be summarized into several components, including
(1) service costs, which are the estimated benefits earned by employees through active
service; and (2) non-service costs, which include interest, expected returns on the assets
in the plans, and amortization of prior service costs and actuarial gains and losses. Prior
to the amendment, both service costs and non-service costs were eligible for
capitalization. However, after the amendment, only service costs will be eligible for
capitalization. All non-service costs must be treated as Operation and Maintenance
(O&M) expense. The other main provision of the FASB update is for the non-service
cost component to be presented as a line item on the income statement after operating
income. However, this requirement is for presentation in financial statements under
generally accepted accounting principles (GAAP), and not for financial statements that
are filed with regulatory commissions. The Federal Energy Regulatory Commission’s
(FERC) Uniform System of Accounts requires pension and PBOP costs to be recorded in
Account 926, “Employee pensions and benefits,” which is an O&M expense account that

is reported before operating income on the income statement.

When will the FASB’s changes be adopted by National Grid?

The FASB’s new accounting rules are required to be implemented in the fiscal year
following December 15, 2017 for public companies that file financial statements with the
Securities Exchange Commission (SEC). National Grid’s U.S. operating companies are

not public companies and do not file financial statements with the SEC. Therefore,



10

11

12

13

14

15

16

17

18

19

20

21

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC DOCKET NO. 4708

GAS PENSION ADJUSTMENT FACTOR FILING
WITNESS: WILLIAM R. RICHER

AUGUST 1, 2017

PAGE 6 OF 12

National Grid’s U.S. operating companies would be required to adopt the new accounting
rules no later than the fiscal year following December 15, 2018. For the Company, this
would be April 1, 2019, which is the start of its Fiscal Year 2020. However, non-public
companies could choose to adopt these rules earlier consistent with the timing of public
SEC registrant companies. For the Company, this would result in implementation
beginning April 1, 2018, which is the start of its Fiscal Year 2019. The Company has not

decided yet whether to adopt these new rules on April 1, 2018 or April 1, 20109.

Why is the Company bringing the matter to the PUC before it decides when it will
adopt the new accounting rules?

The Company needs to understand all of the implications of the new accounting rules,
including how the regulatory commissions in each of its jurisdictions will treat the

changes before it can decide when to implement the rules.

Does the Company have a recommendation for the PUC regarding the changes to
the FASB’s accounting rules?
Yes. The Company proposes that the PAF continue to operate unchanged. The reasons

are explained later in my testimony.

You described the non-service cost component of pension and PBOP costs above,

but can you elaborate further?
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Certainly. As mentioned earlier in my testimony, non-service cost includes interest,
return on assets, and amortizations. The projected pension and PBOP benefit obligations
are discounted to their net present values. Interest cost is the result of the increase in the
projected benefit obligation as a result of the passage of time. The return on assets is a
projection of the long-term growth of the investments in the pension and PBOP plans.
While the interest cost component is an increase to expense, the return on assets
component is always a reduction to expense. The amortization component of non-service
costs is the amortization of prior service costs and the amortization of actuarial gains and
losses. Prior service costs are the result of amendments made periodically to the pension
or PBOP plans. Plan amendments can result in increases or decreases to the benefit
obligation. These increases or decreases are amortized into pension or PBOP expense
over the average remaining service lives of the plan participants and can generate a
positive expense or a reduction to expense. Actuarial gains and losses are the result of
differences between assumptions that are used to calculate pension and PBOP expense as
compared to actual results. There are many assumptions that go into the determination of
pension and PBOP cost, including, but not limited to, the interest rate used to discount the
benefit obligation, the estimated return on plan assets, the estimated duration of
employment of participants in the plan, the life expectancy of the active and retired plan
participants, inflation, and other assumptions. An assumption that is unique to PBOP
cost is the estimated trend in the increase in healthcare costs, which far exceeds the pace

of inflation. Actuarial gains or losses are effectively a true up of costs calculated based
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on the many assumptions | just described, to actual results. Gains result when actual
costs are lower than was expected, and losses are generated when actual costs are higher
than the assumed levels. Just like prior service costs, actuarial gains and losses are
amortized over average service lives and can also be a positive expense or a decrease to

expense.

So, unlike service costs, which are always a positive cost, non-service costs can be a net
positive cost in any particular year, or non-service costs can be a net negative cost in a
year. Net negative costs are akin to positive income. Pension and PBOP costs,
specifically the non-service cost component, are volatile costs and are generally outside
of the control of the Company. The PUC recognized this when it approved the
establishment of the PAF. The existence of the PAF is the direct the result of the

volatility caused by the non-service cost component of pension and PBOP expense.

How does the Company propose to treat the PAF in light of the changes to the FASB
accounting rules?

The Company proposes that the PAF continue to operate unchanged. Non-service costs
have always been included in the PAF, but only the non-capitalized component of non-
service costs. In this filing, the Company proposes to continue to include non-service
costs charged to O&M expense in the PAF, including the portion that can no longer be

capitalized when the new accounting rules are adopted. In other words, the Company
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proposes that all non-service costs charged to O&M expense be included in the costs
reconciled to the pension and PBOP costs being recovered in base rates as the

reconciliation was designed and approved to operate.

What other option does the PUC have other than to approve the Company’s
proposal?

Pension and PBOP costs have always been allowed to be recovered from customers in
one form another, either as an O&M expense in base rates or recovered as a component
of capitalized constructed assets. Since a portion of the non-service component of
pension and PBOP costs has always been allowed to be recovered as part of the cost of
constructed assets, the PUC could require the Company to not adopt the FASB’s
accounting standards change when filing its financial statements to the PUC, and

continue to capitalize a portion of non-service costs as it always has.

Would it be advisable for the PUC to take this approach? If not, what are the
implications of not adopting the FASB accounting update?

No, the Company does not believe this is the best approach to take. The Company cannot
avoid adopting the FASB accounting changes for its U.S. GAAP financial statements that
it files with its debt holders. The Company must always follow U.S. GAAP reporting
requirements. The Company’s financial statements that are filed with the PUC, while in

a different format than the financial statements filed with its debt holders, have always
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been based on U.S. GAAP. Thus, a decision by the PUC to reject the FASB accounting
change for financial statements that the Company files with the PUC would be
unprecedented. It would also require the Company to maintain one set of books for U.S.

GAAP reporting and a separate set of books for reporting to the PUC.

What are the consequences if the PUC were to require the Company to reject the
FASB update and continue to require the Company to capitalize a portion of
pension and PBOP non-service costs?

If the PUC were to decline to adopt the provisions of the FASB update, a portion of the

non-service cost components of pension and PBOP costs would continue to be capitalized

for PUC reporting purposes, but such costs would be expenses for U.S. GAAP reporting.

Such treatment would result in a significant burden to the Company in a number of ways,

including the following:

a) The Company’s accounting systems would need to be significantly modified to be
able to accommodate two separate capitalization approaches at a significant one-time
cost. Such modifications would require a software customization that would need to
be carried forward, adding significant costs to each future system upgrade or
replacement.

b) To ensure the accuracy of both parallel property accounting systems, additional
procedures and controls would need to be established, including the reconciliation of

amounts and balances between the two systems.
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c)

d)

The complexities of divergent systems would result in significant one-time costs as |
just mentioned, as well as increased ongoing operating costs, all of which would
ultimately be borne by customers. The Company does not currently have an estimate
of these increased costs. However, costs associated with essentially doubling the
number of plant asset records would include the cost of additional personnel in Plant
Accounting, General Accounting, Finance, Information Services, and potentially
other departments; increased computing costs associated with increased processing
time to close the books each month; and additional computer hardware investment
(e.g. servers and data storage medium, among others).

The adoption of the FASB update by the PUC would avoid the potential for confusion
for readers of the Company’s financial statements if U.S. GAAP and PUC/FERC
reports were presented on different bases. Current differences between GAAP and
PUC/FERC reporting are relatively minor, but not adopting the FASB update would

create significant GAAP and PUC differences.

Furthermore, a general principle in rate making is to charge current customers for current

costs. The adoption of the FASB accounting changes will result in an earlier recognition

of the non-service costs components as compared to capitalization of those costs, which

would result if the FASB update had not been adopted. Therefore, the adoption of the

FASB accounting changes more closely aligns with general rate making principles. It is

for these reasons that the Company recommends that the PUC adopt the FASB
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accounting changes and not make any changes to the existing pension and PBOP
reconciliation mechanism by allowing the Company to continue to include all non-

service costs charged to O&M in reconciled costs.

Conclusion
Does this conclude your testimony?

Yes.
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Narragansett Electric - Gas Operations
Pension Costs
12 Months Ended March 31, 2017

Rate Allowance:

National Grid - RI Gas Pension Costs Allowance
National Grid - Service Company Allocated Pension Costs Allowance
Total Pension Costs in Base Rates

Expense Reconciliation:

Current Year actual Pension Expense Direct
Current Year actual Service Company Allocated Pension Expense
Current Year actual Affiliated Allocated Pension Expense
Total Current Year Pension Expense Including Service Company-Allocated Expense
Rate Allowance

Current Year Pension Expense Reconciliation

Funding Carrying Charge

Line Notes:

2 Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 Line 1 (e)

3 Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 sum of Lines 2 (e) through 5 (e)
4 Line 2 plus Line 3

6-8 Per Company Books

9  Sum of Lines 6 through 8

10 Line4

11 Line 9 minus Line 10

12 Minus Page 3 of 4 Line 18 (f)

The Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No. 4708

Gas Pension Adjustment Mechanism
Schedule WRR-1

August 1, 2017

Page 1 of 4

April 2016
thru March 2017

$4,702,324
$2,977,528
$7,679,852

$2,753,414
$3,155,938
$63,432
$5,972,785
$7,679,852
($1,707,068)

($401,195)
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Narragansett Electric - Gas Operations

Post-Retirement Benefits Other Than Pension (PBOP) Costs

12 Months Ended March 31, 2017

Rate Allowance
National Grid - Rl Gas PBOP Costs Allowance
National Grid - Service Company Allocated PBOP Costs Allowance
Total PBOP Costs

Expense Reconciliation
Current Year actual PBOP Expense Direct

Current Year actual Service Company Allocated PBOP Expense
Current Year actual Affiliated Allocated PBOP Expense
Total Current Year PBOP Expense Including Service Company-Allocated Expense

Rate Allowance
Current Year PBOP Expense Reconciliation
Total Funding Carrying Charge

Line Notes:

2 Docket No. 4323 Attachment MDL-3-GAS page 35 of 65 Line 1 (e)

3 Docket No. 4323 Attachment MDL-3-GAS page 35 of 65 sum of Lines 2 (e) thru 5 (e)
4 Line 2 plus Line 3

6-8 Per Company Books

9  Sum of Lines 6 through 8

10 Line4

11 Line 9 minus Line 10

12 Minus Page 4 of 4 Line 18 (f)

The Narragansett Electric Company
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RIPUC Docket No. 4708
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Schedule WRR-1

August 1, 2017
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April 2016
thru March 2017

$2,470,365
1,852,439
$4,322,804

$626,927
$1,049,777
$80,719
$1,757,422
$4,322,804
($2,565,382)

($6,329)
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Page 30f 4
Narragansett Electric - Gas Operations
Pension Funding Carrying Charges
12 Months Ended March 31, 2017
(a (b) (© (d) (®) U]

Customer Funding Dkt 4323 Mar-2016 Jun-2016 Sep-2016 Dec-2016 Mar-2017
Base Rate Recovery:

Direct $4,702,324 $1,175,581 $1,175,581 $1,175,581 $1,175,581 $1,175,581

Servco $2,977,528 $744,382 $744,382 $744,382 $744,382 $744,382
PAF Surcharge Recovery: ($253,160) ($253,160) ($253,160) ($99,992) ($23,409)
Pension Capitalized Amount:

Direct $921,980 $963,840  $1,061,813 $960,691 $868,101

Servco/Other Affiliates $382,367 $388,360 $381,644 $385,730 $419,352

Total Customer Funding: $2,971,150 $3,019,003  $3,110,261  $3,166,391 $3,184,007
Company Contributions* Jun-2016 Sep-2016 Dec-2016 Mar-2017 Jun-2017

Pension 1,422,000 $1,422,000  $1,422,000  $1,422,000 7,431,039

Service Company Allocated Costs $1,126,749 $1,132,742 $1,126,026  $1,130,112 $1,163,734
Total Contributions 2,548,749 $2,554,742  $2,548,026  $2,552,112 $8,594,773
Under/(Over) Funding $422,401 $464,261 $562,235 $614,279 ($5,410,766)
Cumulative Under/(Over) Funding $4,119,685 $4,583,946 $5,146,180 $5,760,460 $349,694
Five Quarter Average $3,991,993
Base for Carrying Charge ( greater of line 22 or zero) $3,991,993
Pre-tax WACC 10.05%
Carrying Charge $401,195

Company Contributions’-This amount represents dollars funded in the subsequent quarter

Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 line 1 (e)

Line 2 (a) divided by 12 times 3

Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 sum of lines 2 (e) through 5 (e)
Line 3 (a) divided by 12 times 3

Docket No. 4573 Schedule WRR-3 Revised, page 1 of 4, Line 11 divided by 12 times 3
Docket No. 4573 Schedule WRR-3 Revised, page 1 of 4, Line 11 divided by 12 times 1 plus
Docket No. 4634 Schedule WRR-1 Revised, page 1 of 4, Line 11 divided by 12 times 2
Docket No. 4634 Schedule WRR-1 Revised, page 1 of 4, Line 11 divided by 12 times 3
Per Company Books

Per Company Books

Sum of Line 2 through Line 7

Per Company Books

Line 3 plus line 7

Line 10 plus Line 11

Line 8 minus Line 12

Current year Line 13 plus prior year Line 14

Average of column (b) through column (e)

If Line 15 is greater than zero, Line 15 if not, zero

Docket No 4323

Line 16 times Line 17
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Customer Funding
Base Rate Recovery:
Direct
Servco

PAF Surcharge Recovery:
PBOP Capitalized Amount:
Direct

Servco/Other Affiliates

Total Customer Funding:

Company Contributions*
PBOP

Service Company Allocated Costs

Under/(Over) Funding

Cumulative Funding Under/(Over) Funding
Five Quarter Average

The Narragansett Electric Company
d/b/a National Grid

RIPUC Docket No. 4708

Gas Pension Adjustment Mechanism
Schedule WRR-1

August 1, 2017

Base for Carrying Charge ( greater of line 22 or zero)

Pre-tax WACC
Carrying Charge

Page 4 of 4
Narragansett Electric - Gas Operations
PBOP Funding - Carrying Charges
12 Months Ended March 31, 2017
@ (b) © (d) ® ®
Dkt 4323 Mar-2016 Jun-2016 Sep-2016 Dec-2016 Mar-2017
$2,470,365 $617,591 $617,591 $617,591 $617,591 $617,591
$1,852,439 $463,110 $463,110 $463,110 $463,110 $463,110
($517,894) ($517,894) ($517,894) ($481,933) ($463,952)
$264,191 $219,457 $241,765 $218,740 $197,659
$140,829 $134,773 $141,062 $110,718 $143,604
$967,827 $917,038 $945,634 $928,227 $958,011
Jun-2016 Sep-2016 Dec-2016 Mar-2017 Jun-2017
$263,826 $263,750 $263,750 $263,750 $500,000
603,939 597,883 604,171 573,828 606,714
$867,765 $861,633 $867,921 $837,578 $1,106,714
$100,062 $55,405 $77,712 $90,649 ($148,702)
($34,491) $20,914 $98,626 $189,275 $40,573
$62,979
$62,979
10.05%
$6,329

Company Contributions’-This amount represents dollars funded in the subsequent quarter

Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 line 1 (e)

Line 2 (a) divided by 12 times 3

Docket No. 4323 Attachment MDL-3-GAS page 36 of 65 sum of lines 2 (e) thru 5 (e)

Line 3 (a) divided by 12 times 3

Docket No. 4573 Schedule WRR-3 Revised, page 2 of 4, Line 11 divided by 12 times 3
Docket No. 4573 Schedule WRR-3 Revised, page 2 of 4, Line 11 divided by 12 times 1 plus
Docket No. 4634 Schedule WRR-1 Revised, page 2 of 4, Line 11 divided by 12 times 2
Docket No. 4634 Schedule WRR-1 Revised, page 2 of 4, Line 11 divided by 12 times 3

Per Company Books

Per Company Books

Sum of Line 2 through Line 7
Per Company Books

Line 3 plus line 7

Line 10 plus Line 11

Line 8 minus Line 12

Current year Line 13 plus prior year Line 14

Average of column (b) through column (e)

If Line 15 is greater than zero, Line 15 if not, zero

Docket No 4323
Line 16 times Line 17
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