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SUMMARY

Paul M. Normand is a management consultant and President of Management Applications
Consulting, Inc., and is responsible for preparing the Allocated Cost of Service Study submitted
on behalf of The Narragansett Electric Company d/b/a National Grid for its gas operations and
for developing the class revenue targets and rate design for each of proposed rates for the gas
operations. Mr. Normand also developed the proposed rate design and revenue target increase

for the non firm interruptible rates.
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I ntroduction and Qualifications

Please state your name, address and position.
My name is Paul M. Normand. I am a management consultant and President of
Management Applications Consulting, Inc., 1103 Rocky Drive, Suite 201, Reading, PA

19609.

Please state your qualifications.

My qualifications are provided in Schedule PMN-1.

Pur pose of Testimony

What isyour responsibility in connection with this proceeding?

I am responsible for preparing the Allocated Cost of Service Study submitted on behalf of
The Narragansett Electric Company d/b/a National Grid (the Company) for its gas
operations (Narragansett Gas). In addition to these studies, I am also responsible for
developing the class revenue targets and rate design for each of Narragansett Gas’s

proposed rates.

Would you please explain the naming conventions that you will be using in your
testimony and associated schedulesto identify the various entitiesinvolved in this
proceeding?

Certainly. This proceeding is a ratemaking proceeding for the electric and gas

distribution operations of The Narragansett Electric Company, which constitutes the
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regulated operations that National Grid conducts in Rhode Island. In this case, I will
refer to the regulated entity as the “Company,” where the reference is to both electric and
gas distribution operations on a collective basis. Where there is a need to refer to the
“stand-alone” or individual electric or gas operations of The Narragansett Electric
Company, I will use the terms “Narragansett Electric” or “Narragansett Gas,”
respectively, as appropriate. Where I refer to “National Grid USA,” I will use the term

“National Grid;” where I refer to “National Grid plc,” I will use that specific term.

Please outline the or ganization of your testimony and schedules.

Aside from the introductory material provided in Sections I and II, my testimony is
organized into two major sections. Section III presents the Allocated Cost of Service
Study and the methods I have employed to calculate costs by class of service, including
the more significant allocation factors. In the final section, Section IV, I discuss the
development of the proposed class revenue targets, the individual class proposed rate

designs, and bill impacts.

I have provided a total of nine accounting schedules using a “PMN” designation.
Schedule PMN-1 details my qualifications and experience. The schedules relating to the
Allocated Cost of Service Study are labeled sequentially beginning with Schedule PMN-
2. Schedule PMN-2 provides a summary of the results of my Total Narragansett Gas
Allocated Cost of Service Study for the rate year September 1, 2018 through August 31,

2019 (Rate Year) (pages 1 and 2) and a revenue requirement summary (pages 3 and 4),
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and it also provides a reconciliation of revenues to Narragansett Gas’s cost of service
schedules (page 5). In the Allocated Cost of Service Study schedules, the supply-related
costs to be recovered through Narragansett Gas’s Gas Cost Recovery mechanism have
been removed. In addition to these traditional total Narragansett Gas Allocated Cost of
Service Study summary results, Schedule PMN-3 presents the more detailed line-by-line
results of my Allocated Cost of Service Study for the delivery function only. Schedule
PMN-4 presents a similar level of cost detail as Schedule PMN-3 for the total unbundled
(functional) costs of the delivery functions instead of by rate class as shown on the
horizontal. Schedule PMN-5 presents a detailed functional unbundled summary of the
costs to serve for each rate class at both present (pages 1 - 4) and uniform equalized
(pages 5 - 8) rates of return (ROR). Schedule PMN-6 contains a description of the
allocation factors, both externally developed and those developed internal to the
Allocated Cost of Service Study to provide a complete reference and understanding of the

allocation methods employed in my study.

Schedule PMN-7 presents the details of the proposed rate design calculations (pages 1-5
of 17) along with the summaries from all of the Allocated Cost of Service Study results
discussed earlier (Schedule PMN-3 and Schedule PMN-5). This schedule also includes
the new monthly revenue per customer (RPC) and revenue proofs on pages 6 through 17.
Schedule PMN-8 presents the bill impacts for various usage levels for each of the

proposed pricing changes to Narragansett Gas’s existing rates.
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To facilitate a thorough review of my Allocated Cost of Service Study, I have also
included a complete set of workpapers with this filing, labeled as “Gas Allocated Cost of

Service Workpapers,” Schedule PMN-9.

Could you please describe how you arereferencing your schedulesin your
testimony?

Yes. When referring to specific page numbers in my schedules I am referring to the
Model page number which is centered of the right hand side of the page and not the page

number found in the upper right hand corner.

Accounting Cost of Service Study

Billing Deter minants

Could you describe the billing deter minants for therate design?

The development of billing determinants was straight forward. The number of
customers, weather normalized sales, and, for the large customer classes, weather
normalized billing demands for each class, were segregated between sales and

transportation service. Narragansett Gas’s rate classes are:
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Rate
Designation Description
R10 Residential Non-Heating Regular
R11 Residential Non-Heating Low-Income
R12 Residential Heating Regular
R13 Residential Heating Low-Income
G21 General Service Small
G22 General Service Medium
G33 General Service Large Low Load Factor
G23 General Service Large High Load Factor
G34 General Service Extra Large Low Load Factor
G24 General Service Extra Large High Load Factor

Have you made any changesto the preparation of your Allocated Cost of Service
Study in this case?

For purposes of developing the proposed firm distribution rates, I am using the same
Allocated Cost of Service Model that was used in RIPUC Docket No. 4323, The
Narragansett Electric Company d/b/a National Grid Application for Approval of Change

in Electric Base Distribution Rates and Gas Delivery Service Rates (the 2012 Rate Case).

Hasthe Company provided a separ ate cost of service study which showsthe Non-
Firm service as a separaterate class asagreed upon in Amended Settlement
Agreement in the Company’s 2012 Rate Case?

Yes, the Company is providing a separate cost of service study which shows the Non-
Firm service as a separate class within the study. The detailed results of this separate

analysis have been included in the workpapers, Schedule PMN-9. However, as specified
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in the Amended Settlement Agreement,' the Company is not using this study for the
purpose of designing rates. As discussed later in my testimony, the Company is only

using the results of this study as support for the proposed rates for Non-Firm customers.

Doesthis changeto the Allocated Cost of Service Study require additional
calculations?
Yes, it does. All allocators have been expanded to consider the Non-Firm customers in

order to develop appropriate results for the Non-Firm customer class.

Allocated Cost of Service Study

Would you briefly define an Allocated Cost of Service Study?

The cost to serve the customers of any utility company consists generally of operating
expenses and return. For a historical test period, these costs are recorded on the books
and records of the Company, and the overall cost to serve the collective customers of the
utility can be readily established. On the other hand, the unique cost to serve customers
in the various service classifications is much less apparent. Costs can vary significantly
between customer classes depending upon the nature of their demands upon the system
and the facilities required to serve them. The purpose of an Allocated Cost of Service

Study is to assign or allocate each relevant component of Narragansett Gas’s overall costs

According to Article II1.B.3 of the Amended Settlement Agreement, approved by the PUC pursuant to its
Report and Order No. 21011 (issued April 13,2013) in Docket No. 4323, “The Settling Parties agree that
Narragansett Gas will submit an allocated cost of service study in its next base-rate proceeding, which
details the allocations of its full costs of service to all classes with Non-Firm service shown as a separate
class within the study, although no determination is made by this Settlement Agreement as to whether
Narragansett Gas shall use the study for the purpose of designing rates in that case.”



10

11

12

13

14

15

16

17

18

19

20

21

22

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC Docket No. 4770

Witness: Normand

Page 7 of 31

of gas service on an appropriate basis to determine the proper cost to serve Narragansett
Gas’s respective classes. The result is a cost matrix displaying, for each cost category,

the detailed costs of serving each customer class.

Please describe the procedure that you used in preparing your Allocated Cost of
Service Study.

Through the application of a microcomputer cost model developed by Management
Applications Consulting specifically for Narragansett Gas’s operations, it was possible to
address each element of rate base and revenue and operating expense in detail and also to
assign or allocate each element to customer classes. The complete class cost of service
process is summarized in Schedule PMN-2 with a detailed revenue reconciliation (page
5) and mirrors the total Narragansett Gas costs to serve its gas customers as presented by

Narragansett Gas for the Rate Year.

Description of Cost M odel

How does the computerized cost model oper ate?

The cost model is essentially a matrix. The vertical dimension of the study consists of
the detailed costs to serve as provided by Narragansett Gas. The development of the cost
of service study begins with rate base and continues with revenues, operating expenses,
taxes, and the computation of a labor allocator. The cost model includes three additional
reports, a summary of costs to serve, a list of the allocation factors employed in the study,

and a revenue requirements section.

10
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The horizontal dimension of the study consists of either customer classes or cost
functions. Since the customer classes cannot all fit on a single page, two sub-pages are

required to list all customer classes.

Each page, starting with page 1, has a column immediately preceding the numerical data
marked “ALLOC,” an abbreviation for ALLOCATOR. The ALLOC column contains an
acronym to indicate the allocation factor used to allocate the costs shown in the Total
Company (Narragansett Gas) column to individual customer classes. A tabulation of
these allocators, typically total dollars or volumes and as a percent of total, has been
provided at the end of each study beginning on Model page 22 of Schedule PMN-3. In
addition to a simple tabulation, these allocation factors are further presented as a unitized
ratio of Total Narragansett Gas beginning on Model page 30 of Schedule PMN-3.

Schedule PMN-6 further describes each of these allocators.

Using these allocation factors, costs shown in the Total Company (Narragansett Gas)
column are assigned to each customer class or function shown on the horizontal of the
cost study. The cost of service information provided in the vertical column is the Rate

Year balances as identified in Narragansett Gas’s revenue requirement schedules.

11
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Cost of Service Model Allocation M ethodology

How did you choose allocation factorsfor your cost study?

Generally speaking, I use a hierarchal approach to assigning costs to customer classes,
choosing the highest level available to assign or allocate cost elements in the cost study.
The first or highest level is to identify a direct relationship between the cost under study
and the individual classes. For example, present revenue is booked by customer class, so
in the cost study, I directly assign present revenue to customer classes. The second level
in the hierarchy employs the results of special studies. When costs cannot be directly
assigned to a specific class, a special study can be undertaken to replicate the intended
use of specific plant investments or expenses and then assign costs based on the specific
use of these assets in the Rate Year. The next level in the hierarchy employs an external
allocator to serve as a basis for cost assignment. For example, the cost of processing a
computer generated bill is the same for all classes. An external allocator representing the
number of bills produced for each customer class in the Rate Year was developed to
allocate these costs. The final alternative, using an internal allocator for cost assignment,
involves selecting some combination of cost elements previously allocated in the
Allocated Cost of Service Study to assign certain remaining costs appropriately to
customer classes. An internal allocator is a relationship computed from combining more
than one cost already allocated in the cost study. As an example, property taxes are
assessed by individual taxing authorities based primarily on the plant in service within
their jurisdictions. To allocate property taxes, I develop an internal allocator for the total

of all plant. In this case, total PLANT is an internal allocator composed of the sum of

12
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each individual item of plant in service, each of which has been previously allocated to
customer classes on some rational basis. Using this costing approach, I assigned each

rate base and operating expense item to customer classes.

Rate Base Allocation

Please describe the allocation of rate base to customer classes.

Rate base allocations are shown on Model pages 2 through 7 of Schedule PMN-3. Plant

is shown sequentially at the three-digit Uniform System of Accounts level. Narragansett
Gas’s intangible plant was shown as the first item allocated followed by production plant
investment. Since intangible plant could not be assigned to classes using any of the first

three levels in the hierarchy of allocation methods, intangible plant was assigned on two

internally developed allocators—total plant and total labor.

Production plant is primarily assigned using Design Day and Design Winter allocation
factors, which are based on adjusting the total Design Winter and Design Day demands

lower by removing a base use component for each rate class.

Next, distribution capacity-related plant was assigned to classes on the basis of allocation
factor DISTR. This allocation factor was developed externally and is used for the
allocation of distribution plant capacity-related costs such as distribution land and land
rights, structures and improvements, compressor station equipment, measuring and

regulating station equipment, and mains. The allocator DISTR itself is based on the

13
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Proportional Responsibility, or RSUM, method whereby the normalized monthly system
loads carried by the distribution system are weighted so that costs are assigned to classes

based on the variation of sales level from peak to off-peak months.

Please describe briefly the Proportional Responsibility, or RSUM, method.
This method, often abbreviated as the “PR” or “RSUM” method, has a long history of
acceptance as an appropriate distribution capacity allocator for firm customer classes in

gas distribution utility studies.

This allocation method uses monthly normalized system throughput whereby the
calculation recognizes the monthly sendout levels for the Rate Year and calculates a
weighting for each month. The resulting monthly ratios are then allocated to each
customer class use for that month and then summed to arrive at a final composite
allocation by class for the test year. A more complete discussion with my example and
calculations has been provided in the Allocated Cost of Service Study Workpapers

(Schedule PMN-9, pages 1-22).

Please describe your summary results of the PR or RSUM allocation procedure.
The PR or RSUM procedure essentially results in an overall weighting of 86.0 percent to
the winter period and a complementary 14.0 percent to the summer period as shown in
the Workpapers (Schedule PMN-9, page 4). The winter period consists of the months of

November through April, with the remaining months being included in the summer

14
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period of May through October. A similar calculation was prepared for the 4 and below
mains for the DIST 4 allocator which results in a winter period weighting of 89.12
percent and a summer weighting of 10.88 percent (Workpapers, Schedule PMN-9, page

8).

What arethe customer -related plant allocation factorsincluded in your cost study?
Customer-related distribution plant items were allocated using CUST-prefixed allocators
for services, meters, and other such customer-related items. These factors, taken from
Narragansett Gas’s continuing property records, general accounting records, and any
other available sources, serve to allocate the specific customer-related costs incurred for

each customer class.

The allocation of Services (Account 380) was based on current installed-cost-per-
customer class using historical Narragansett Gas data with recognition of the total
number of services in arriving at the final number of services per class. Similarly, the
allocation of Meters (Account 381) was developed by identifying the typical replacement

cost new for meters used to serve each rate class and customer.

A list of the direct customer-related allocation factors is presented on Model page 24 of
Schedule PMN-3 of the Allocated Cost of Service Study with an explanation of each also

presented in Schedule PMN-6.

15
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How was general plant allocated on page 3 of Schedule PM N-3?

The items of general plant were allocated on an internally developed labor allocation
factor (LABOR), which was based on labor expensed and capitalized for each account
during the 12 months ending August 31, 2019 and total Distribution Plant (DISTRPLT).
The labor portion of each Operation and Maintenance function was identified and
allocated separately in the same manner as the corresponding total expense accounts were
allocated. Similarly, capitalized labor costs were assigned to classes on the same basis as
the plant function. The allocated labor costs were then subtotaled by class to arrive at the
composite allocation factor, LABOR. The detailed development of this allocator is
presented on Model pages 18 through 20 of Schedule PMN-3 of the Allocated Cost of
Service Study. The Total Distribution Plant (DISTRPLT) allocator represents the total

allocated Distribution Plant developed on Model page 3, Lines 1 to 16.

How was each account of reservesfor depreciation allocated?
Each account of reserves was allocated on the subtotal of the corresponding allocated

costs of its respective plant item.

What other elements of rate base wereincluded in your study?
Additions to net plant included materials and supplies, an allowance for cash working
capital, and Deferred Debits. The deductions from net plant were customer deposits,

Merger Adjustment Reserve, and a reserve for deferred federal income taxes. Each item

16



10

11

12

13

14

15

16

17

18

19

20

21

22

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC Docket No. 4770

Witness: Normand

Page 14 of 31

was allocated on the most appropriate allocation factor. The balance of Customer

Deposits was directly assigned to rate classes.

Operating Revenue Allocations

Could you discussthe allocation of operating revenue?

Revenue details are shown on Model pages 8 and 37 of Schedule PMN-3. The Rate Year
sales and revenue for each firm rate class are detailed in the filed Workpapers (Schedule
PMN-9, pages 23-26). Non-firm revenue margins are also shown and allocated on the
distribution DISTR allocator and credited to the firm sales class final revenue

requirements.

Late payment charges represent charges for paying bills beyond their normally scheduled
due date. Narragansett Gas assesses late payment charges only to non-residential
accounts pursuant to RIPUC NG-GAS No. 101 and the Rhode Island Public Utilities
Commission’s (the PUC) rules prohibiting late payment charges to residential customers
(page 9, section 7). Narragansett Gas provided an assignment of these charges to non-
residential customer classes for use in the Allocated Cost of Service Study (Model page 8

of Schedule PMN-3).

17
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Operating Expense Allocation

How wer e Oper ation and M aintenance expenses allocated?
The allocation of Operation and Maintenance expenses follows the method by which
these expenses were incurred. Therefore, the plant-related capacity expenses are

allocated using the same allocators used for their associated plant investment.

How wer e the remaining Operation and M aintenance expenses allocated?
Distribution Operation and Maintenance expenses follow the corresponding allocation of
distribution plant. Customer Accounts, Customer Service and Information Expenses,
Sales Expenses, and Administrative and General Expenses were allocated using a variety
of methods based on direct assignments, revenue, sales, number of bills, and number of
customers. Whenever possible, specific information detailing class cost responsibilities
was utilized in order to develop the most accurate cost study possible. Administrative
and General expenses are allocated partly on labor, revenue requirement, and plant in

service, all developed internally.

Schedule PMN-6 contains a complete description of each allocator utilized in the

Allocated Cost of Service Study.

What ar e the remaining oper ating expenses?

The remaining operating expenses consist of depreciation and amortization expenses,

taxes other than income taxes, federal income taxes, and Interest on Customer Deposits.

18
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How wer e they allocated?

Depreciation and amortization expenses were allocated on the basis of plant in service
similar to the allocation of depreciation reserves. Taxes Other Than Income Taxes that
are plant-related were allocated on PLANT, and those that are labor-related were
allocated on the LABOR allocator discussed earlier. Federal income taxes were
computed for each customer class at existing and equalized revenue requirement levels
based on their individual revenue less allocated expenses. Interest on Customer Deposits

was directly assigned to rate classes.

Please summarize theresults of your overall Schedule PMN-2 Allocated Cost of
Service Study at present classrevenue levels.

The results of this summary study demonstrate that the rates presently in effect generate
very different rates of return for each customer class (reference lines 20 and 21). As
Schedule PMN-2 demonstrates, Narragansett Gas’s current rates produce large inequities
between rate classes. Although not shown directly in the Allocated Cost of Service
Study, the residential low-income classes (R11 and R13) would also generate a more
extreme or much lower rate of return as a result of their approved discounts. In the
analysis of present rates and revenues, my cost studies have included these subsidies

which directly impact and lower the Residential rates of return.

19
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Delivery Cost to Serve

How does your Allocated Cost of Service Study relate to the development of
unbundled cost to servethe gas supply and transportation functions?

My Allocated Cost of Service Study addresses cost to serve as a three-dimensional array.
So far, I have discussed only two dimension: the accounting cost dimension, showing the
details of the rate base and expense items, which determine total cost to serve, and the
second dimension, the class dimension, showing how each of these costs is allocated to
customer classes, which are the more traditional Allocated Cost of Service Studies well

recognized by the PUC.

To provide a useful guide to delivery rate design efforts at a uniform class rate of return,
the Allocated Cost of Service Study must also identify costs by major functions.
Allocations to the class and function dimensions are performed automatically and
simultaneously within the Allocated Cost of Service Study model. For example, the
allocation of metering investment was determined to be related to the customer function
alone. The meter allocator was defined as 100 percent customer-related, and at the same
time these costs were allocated to individual customer classes. This approach recognizes
that each customer requires a meter which cannot be shared with anyone else. Although
many of the allocators used in the cost study were assigned directly to one function or
another, other allocators were developed internally in the cost study as composites of

other allocated costs and result in allocations to more than one functional cost category.

20
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This sub-detail is simply a matrix of cost recognition throughout the allocation process

for each identified cost element.

Have you prepared any unbundling functional cost of service studies as part of your
effortsto analyze Narragansett Gas' soverall costs?

Yes, I have. Following the standard cost allocation procedures outlined earlier in my
testimony, I have aggregated costs and prepared complete unbundled functional cost of

service results for Delivery (Schedule PMN-4).

This completed functional cost study results, Schedule PMN-4, shows the allocation of
each item contributing to revenue requirements, summarized into the Delivery cost
functions. The allocation factor ratios used to develop this study are listed beginning on

page 30 of the functional cost of service study.

What aretheindicated results from your unbundled Allocated Cost of Service
Study presented in Schedule PMN-5?

The unbundled Allocated Cost of Service Study results from this study clearly show that
the delivery costs to serve Narragansett Gas’s customers are essentially fixed in nature
and are either capacity- or customer-related. These results suggest that the cost recovery
and pricing should emphasize fixed monthly charges through the use of separate
customer and facilities charges, especially for smaller customers where comparable

investments are necessary regardless of total consumption. Model pages 5 through 8

21
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provide the class revenue and unit cost detail at a uniform (equalized) basis that was used

as a guide for customer costs and overall initial class revenue targets.

Rate Design

Your cost studies provide a wealth of information. Could you highlight the most
relevant cost data that will be considered in the overall rate design process?

Yes, these can be reviewed as follows:

Schedule  Description Page

PMN-2 Class ROR Results at Existing Revenues 1 &2
Revenue Requirements at a Uniform Equalized ROR 3&4
Revenue Reconciliation Details 5

PMN-3 Delivery Class Cost of Service Study

PMN-5 Unbundled Class Cost of Service
— Existing Rate of Return l1to4
— Uniform Rate of Return 5t0 8

The above schedules provide all of the detail required to properly design rates which will
produce the overall class revenue requirements for delivery of $241,368,836 based on an

equalized 7.67 percent rate of return.

Revenue Targets

How have you deter mined the target classrevenuerequirementsyou are proposing
in therate designs?
The overall class rate design calculations are presented on Schedule PMN-7. My initial

derivation of class revenue targets was based on the goal of setting all customer classes to
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produce an equalized rate of return (page 2 of 17, column V). This approach results in
some rather large increases and small decreases in existing revenue levels for the various
rate classes, which necessitated a more moderate level of change across the rate classes.
In addition, I am also proposing that all rates receive an increase, leading to the proposed

class revenue targets and rate design as detailed on Schedule PMN-7.

This schedule contains five pages of detail calculations as follows:

Page Description

1 Class Summary of Billing Units
2 Summary of Cost of Service Results and Derivation of Class Revenue Targets
(Schedule PMN-2, pages 1 - 4, and Schedule PMN-5, pages 5 - 8)

3 Summary of Proposed Charges and Realized ROR Results

4 Final Class Proposed Revenues and Comparison to Target Levels

5 Non-Firm Proposed Volumetric Rates with 20 Percent Discount to comparable
firm rate

How did you establish your classrevenue targets?

I limited or capped the proposed revenue increases using a ratio applied to the overall
Narragansett Gas proposed distribution revenue increase and recovered any resulting
revenue shortfall from capping or limiting the rate class increase by allocating their
revenue deficiency on the basis of the Rate Year uniform base distribution revenue for
the remaining uncapped rate classes. Specifically, the class revenue targets for
Residential Non-Heating, Small Commercial and Industrial (C&lI), and Large High Load
Factor (HLF) Commercial & Industrial (C&I) classes were based on establishing a

capped level (maximum) of revenue increase of 16.52 percent, derived by multiplying
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Narragansett Gas’s proposed overall average increase of 14.37 percent by 1.15 (Schedule
PMN-7, page 2, column V lines 48-52). The resulting total revenue shortfall from
capping the increases determined for the Residential Non-Heating, Small C&I, and Large
C&I High Load Factor classes was then allocated to the remaining larger rate classes
using a fixed factor applied to Rate Year base distribution revenue at uniform equalized
revenue levels (Schedule PMN-7, page 2 of 6, column X). This approach to limiting the
increase for certain classes is well-recognized and is reasonable to moderating rate and
bill impacts while achieving some level of gradualism towards full cost of service as
evidenced by the typical bill analysis presented as Schedule PMN-8. In addition to
setting an upper limit or cap, I also proposed to set a lower or floor level increase which
would be the minimum increase for any rate class, which was ninety percent, of the

overall increase (Schedule PMN-7, page 2, column V lines 51 and 52).

The following Table 1 details the overall Allocated Cost of Service Study results as well

as the proposed class revenue targets and resulting rate of return (Schedule PMN-7):
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Tablel
Summary Results and Target Revenues
Existing Increase to Proposed  Proposed
Customer Class/Rate ROR Uniform ROR  Increase* ROR

*Residential Non-Heat -1.27% 57.89% 16.52% 1.34%
Residential Heat 5.07% 14.51% 13.56% 7.69%
Small C&I 3.49% 23.96% 16.52% 6.43%
Medium C&l 6.30% 8.22% 13.21% 8.57%
Large C&I LLF 7.25% 2.69% 13.18% 9.39%
*Large C&I HLF 4.98% 20.03% 16.42% 7.23%
Extra Large C&I LLF 7.70% -0.20% 13.16% 9.99%
Extra Large C&I HLF 7.34% 2.06% 13.17% 9.53%
Total Narragansett Gas  5.17% 14.37% 14.26% 7.72%

*Proposed Revenue Increase Cap 14.37% * 1.15 = 16.52%
*Proposed Minimum Increase at 90% of 14.37% or 12.93%.

Individual Rate Designs

Could you please summarize your approach to the design of individual base

distribution r ates?

My process employed five steps. First, I established class revenue targets, as previously

discussed. Second, I determined the rate structure for the proposed rates. Here, I

eliminated all existing block structure as approved in Narragansett Gas’s 2012 Rate Case.

The third step was to establish customer charges. The fourth step was to establish

proposed demand charges. The final step was to compute the residual class revenue

requirements and then compute any applicable therm pricing for each proposed rate.
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How did you establish customer char ges?

I determined customer charges with consideration of two conflicting goals — to establish
customer charges at the levels indicated in the Allocated Cost of Service Study and to
moderate the customer impact. For those smaller rate classes that exhibit a very deficient
level of fixed customer cost recovery (Residential and Small C&I), I proposed an
increase of 23 and 59 percent, respectively, to the existing customer charge levels while
eliminating the existing block price differential. This combined approach to pricing
ensures that the proposed intraclass revenue recovery achieves a more moderated class
recovery responsibility (Schedule PMN-7, page 3 of 5). For all the remaining C&I rates,
I proposed monthly customer charges approaching the calculated levels as shown on
Schedule PMN-7, page 3 of 6, columns C, D, and E. The following Table 2 summarizes

the customer costs from my study:

Table?2
Summary of Monthly Customer Costs

Customer/Rate Class Current Proposed Cost of Service
Residential Non-Heat $13.00 $16.00 $30.55
Residential Heat $13.00 $16.00 $30.73
Small C&I $22.00 $35.00 $48.76
Medium C&I $70.00 $85.00 $114.61
Large C&I LLF $175.00 $200.00 $233.99
Large C&I HLF $175.00 $200.00 $207.65
Extra Large C&I LLF $425.00 $500.00 $529.12
Extra Large C&I HLF $425.00 $500.00 $551.10
Non-Firm $625.00 $735.00 (1)

(1) Percent increase based on Extra Large Increase
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Werethereany other fixed revenuerecovery rate componentsthat you adjusted in
your rate design proposal?

Yes, there were with respect to the existing Demand rate components for all C&I rate
classes except the Small C&lI rate class. My rate design proposal for these fixed cost
recoveries was to initially increase all demand rates by a uniform 14.37 percent, which is
equal to Narragansett Gas’s overall base distribution revenue increase (Schedule PMN-7,

page 3 of 17, column (J) with the final proposed pricing being rounded for simplicity).

Small C&|

Using the same approach as Residential, the proposed customer charge was increased at a
higher 59 percent of the current customer charge with the remaining target revenue
recovered through percentage uniform volumetric price thereby eliminating the current
block structure. The resulting reduction in the present head block while increasing the
tail block results in mitigating the larger increase in the customer charge for these

customers as can be noted in the final bill impacts presented in Schedule PMN-8, page 3

of 6.

Medium C&|
The proposed rate was determined by initially establishing a proposed customer charge
closer to cost of service and subtracting the revenue generated by the proposed customer

charge plus the revenue from the proposed demand charges increase from the total
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revenue target to obtain a residual or remaining revenue requirement, which was then

divided by the rate class sales (therms) to derive the proposed distribution charge.

Largeand ExtralLarge C&|

Each proposed Large and Extra Large C&I distribution rate was determined by raising
the proposed customer and demand rates and subtracting the revenue generated by the
proposed customer and demand charges from the total target revenue for each rate class.
Each remaining or residual revenue requirement was then divided by its corresponding

rate class sales (therms) to derive its respective proposed distribution charges.

Non-Firm Rate Classes

Have you prepared a cost of service analysisfor Non-Firm customer s?
Yes, in accordance with the Settlement Agreement in the 2012 Rate Case, [ have
prepared a costs of service study that includes Non-Firm customers as a separate rate

class. The detailed results are provided in the Workpapers, Schedule PMN-9.

Briefly describe the process you undertook to include the Non-Firm classin your
accounting cost study.

I began the analysis by using the existing filed firm cost of service study (Schedule PMN-
3) and modified it to now include a Non-Firm class with all the cost details being similar
to the firm cost of service study. The allocation factors included a change to assign

meters and service plant costs along with modifying the distribution capacity cost
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allocation factor to include non-firm volumes. This also required a change to recognize
the non-firm revenue for that class and not crediting all classes as was done in Schedule

PMN-3, Model page 8, line 3.

Did your distribution RSUM factor derivation change with adding this new
customer class?

Yes, it did, because I included the monthly volumes for the Non-Firm class excluding the
peaking months of December, January, and February to reflect the interruptible nature of
these customers in a design year where the three months would exhibit the most likely
interruptible periods. This recognizes that distribution plant costs are driven by design

day demands and would not serve Non-Firm interruptible loads.

Could you please summarize your cost of serviceresultsfor the non-firm analyses?
The resulting cost of service shows that the Non-Firm rate class currently has an overall
rate of return of 8.35 percent which is above the overall Total Company (Narragansett
Gas) rate of return of 5.17 percent based upon existing revenue levels. Using the results
presented on page 21-2 of the non-firm cost of service study, included in the workpapers,
Schedule PMN-9 on Model page 21-2, at line 14, I compared the overall average
distribution rate for the Non-Firm rate class with the C&I Extra Large High Load and
Low Load Factor Rate classes. This table below shows that the average distribution rate
for the Non-Firm Rate class would result in a discount from the C&I Extra large firm

rates ranging from 53% to 39%.
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Table 3
Dollars per Therm Comparison

C&l Extra Large C&lI Extra Large

Low Load Factor High Load Factor Non-Firm
Line 14 Unit Costs $0.1625 $0.1256 $0.0763
Ratio Extra Large to Non-Firm 2.13 1.65
Discount off Firm Rate 53% 39%

Arethe theresultsof thisstudy used in therate design for the firm and Non-Firm
customers ?

No, I am not using the results of this study to design firm or Non-Firm rates.

What isthe Company proposing for Non Firm Rates?

Although this study shows that the current non-firm revenue generates an overall rate of
return which is higher than the proposed Company rate of return of 7.67%, I am still
proposing to increase the Non-Firm rates at a level consistent with the overall increase of
14.37 percent for base rates. As discussed above, I set both an upper and lower limit
increase for all firm rate classes. I believe this reflects a reasonable increase as an aid in
recovering revenue shortfalls from firm rates. I am also proposing to increase the
customer charge to Non-Firm customers to $735. These proposed Non-Firm rates will
result in an increase in revenues of $210,053 as shown in the overall rate design Schedule

PMN-7.

How did you reflect the revenueincreaseto the Non-Firm rate classesin your rate

design calculation in Schedule PMN-77?
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I reduced the overall target distribution revenue for the firm tariff customers by $210,053
as shown in Schedule PMN-7, Column (U), to reflect the expected increase in Non-Firm

revenue. The actual calculations were developed on page 5 of this schedule.

Could you please summarize your revenuerecovery for firm and non-firm customer
classes?
Yes. The following data was presented on Schedule PMN-7 (Rate Design) and is

summarized as follows from Schedule PMN-7, page 4, lines 108 and 109:

Firm Class Increase $30,092,316
Non-Firm Class Increase $210,053
Total Increase $30,302,369
Rate Design Variance $20,180
Total Revenue Requirement $241,348,655

Have you calculated therealized classrate of return levels based on your proposed
ratesand revenues?

Yes, [ have. Schedule PMN-7, page 3 of 5, shows the comparison of the proposed
(column L) versus the existing (column N) rate of return (see Table 1). Overall,
individual class rates of return for the proposed class rates and revenues have moved
considerably closer towards the system average rate of return. The level of the revenue
shortfall due to capping (limiting) increases further magnified the increase to the
remaining C&lI rate classes, resulting in their overall class rates of return remaining much

greater than Narragansett Gas’s overall rate of return of 7.72 percent. The final proposed

31



10

11

12

13

14

15

16

17

18

19

20

21

22

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID

RIPUC Docket No. 4770

Witness: Normand

Page 29 of 31

C&lI revenue increases are, however, much lower than the capped rate class increases as

shown on Schedule PMN-7, page 4 of 5, column AA.

Have you prepared a schedule showing the new RPC benchmarksthat will be used
in the Revenue Decoupling mechanism?
Yes, | have. Please see Schedule PMN-7, page 6, for a summary of the proposed

benchmarks.

Bill Impact Analysis

Have you prepared an analysis of the impact of your proposed rates?

Yes. This analysis is shown on the five pages of Schedule PMN-8. For each rate class, I
have shown the total charges under present and proposed rates for a variety of usage
levels. In the case of low-income residential rates, I have shown the impact of the rates
including the current level of low-income discounts. Present rates reflect a 10 percent
discount in the customer charge and distribution per-therm charge as approved in the
2012 Rate Case. For the proposed rates, the Company has eliminated the distribution rate
discount and has instead proposed a discount on the low income customer’s total monthly
bill of 15 percent. Please see the testimony of Company Witnesses Ann E. Leary and
Scott M. McCabe (Pricing Panel) for a description of this proposed change to the low

income discount.
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Please summarize the overall bill impacts.

A typical Residential Heating customer using 845 therms per year will experience a total
annual bill of $1,293.49, which is an increase of $66.82, or 5.4 percent, from the current
annual bill of $1,226.67. Commercial and Industrial customers will experience bill

increases that will vary from 1 percent to 6 percent.

Please describe the Gas Cost Recovery (GCR), Distribution Adjustment Clause
(DAC), and Energy Efficiency (EE) Program factorsused in the bill impact analysis.
For the current rates, Narragansett Gas used the GCR factors approved in Docket No.
4719 (effective November 1, 2017) and the Energy Efficiency Program Charge approved
in Docket No. 4654 (effective January 1, 2017). For the DAC, Narragansett Gas used the

DAC factors approved in Docket No. 4708 (effective November 1, 2017).

For the proposed rates, Narragansett Gas adjusted the GCR, DAC, and EE Program
factors contained in the current rate analysis to reflect the Rate Year uncollectible rate
presented in Company Witness Melissa A. Little’s testimony. Narragansett Gas also
adjusted the GCR to include the updated liquidified natural gas Operation and
Maintenance costs identified in Company Witness Little’s testimony and the commodity
working capital and inventory finance to reflect the updated lag days as well as return on
rate base and cost of debt as identified in Company Witness Little’s testimony. Finally,
for the DAC, Narragansett Gas adjusted the DAC factors approved in Docket No. 4708

by the proposed Rate Year uncollectible rate, zeroed out the adjustments for the
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Infrastructure, Safety, and Reliability factors, and included the Low Income Discount

Recovery Factor as described by the Pricing Panel.

Doesthis conclude your testimony?

Yes, it does.
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SCHEDULE PMN-1

QUALIFICATIONS OF PAUL M. NORMAND

Mr. Normand, what isyour present position?

I am a principal in the consulting firm of Management Applications Consulting, Inc.
(MAC), 1103 Rocky Drive, Suite 201, Reading, PA 19609. This Company provides
consulting services to the utility industry in such field as loss studies, econometric

studies, cost analyses, rate design, expert testimony, and regulatory assistance.

What isyour educational background?
I graduated from Northeastern University in 1975, with a Bachelor of Science Degree and
a Master of Science Degree in Electrical Engineering-Power System Analysis. I have

attended various conferences and meeting concerning engineering and cost analysis.

What isyour professional background?

I was employed by the Massachusetts Electric Company in the Distribution Engineering
Department while attending Northeastern University. My principal areas of assignment
included new service, voltage conversions, and system planning. Upon graduation from
Northeastern University, I joined Westinghouse Electric Corporation Nuclear Division in
Pittsburgh, Pennsylvania. In that position, I assisted in the procurement and economic
analysis of electrical/electronic control equipment for the nuclear reactor system.

In 1976, I joined Gilbert Associates as an Engineer providing consulting services in the
rate and regulatory area to utility companies. I was promoted to Senior Engineer in 1977,

Manager of the Austin office 1980, and Director of Rate Regulatory Service since 1981.
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In June, 1983, I left Gilbert to form a separate consulting firm and I am now a principal
and President of Management Applications Consulting, Inc. My principal areas of

concentration have been in loss studies, economic analyses, and pricing.

Haveyou testified in support of any cost studiesthat you participated in or
performed?

Yes, I have testified about such studies before the following regulatory agencies: the
Rhode Island Public Utilities Commission, the Maine Public Utility Commission, the
Public Utility Commission of Texas, Illinois Commerce Commission, New Hampshire
Public Utilities Commission, New Jersey Board of Public Utilities, New York Public
Service Commission, Pennsylvania Public Utility Commission, the Massachusetts
Department of Public Utilities, the Kentucky Public Service Commission, the Arkansas
Public Service Commission, the Public Service Commission of Louisiana, the Public
Utilities Commission of Ohio, the Public Service Commission of Missouri, the Delaware
Public Service Commission, the Maryland Public Service Commission, the Indiana
Utility Regulatory Commission, the Public Service Commission of Montana, and the

Federal Energy Regulatory Commission.

Could you please briefly discuss your technical experience?

I have performed numerous accounting and marginal cost of service studies, time
differentiated bundled and fully unbundled cost studies for both electric and gas utilities
since 1980. I have also used such studies in the design and presentation of detailed rate

proposals before regulatory agencies.
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My additional experience has been in the area of unaccounted for loss evaluations for
electric and gas utilities for over twenty four years. These studies include a detailed

review of each system and the calculation of appropriate recovery factors.
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NATIONAL GRID - RHODE ISLAND
Summary of Cost Study Results
Derivation of Base Rate Increase

©CoO~NOOhWNPRE

21

22

23

REVENUES GAS SALES

BASE REVENUE SALES
BASE REVENUE TRANSPORTATION
RDM ADJUSTMENT
ISR ADJUSTMENT
GAS LIGHTS
NORMALIZE ERC

TOTAL REVENUES FOR BASE RATES

OTHER OPERATING REVENUES

SPECIAL CONTRACT
NON FIRM MARGINS
LATE PAYMENT CHARGES
MISCELLANEOUS FEES/CREDITS
NON UTILITY BILLING
RENTAL EXPENSE
AFUDC - EQUITY/DEBT
MISCELLANEOUS REV ADJ

TOTAL OTHER OPERATING REVENUES

TOTAL REVENUES PER COST OF SERVICE

BASE RATE INCREASE
CLAIMED REVENUES PER COST OF SERVICE

LESS: TOTAL REVENUES FOR BASE RATES

INCREASE PER COS

Line 7

TOTAL
COMPANY

148,577,330
26,234,359

(2,584,650)
38,889,954
22,148

(92,848)
211,046,293

224,996

1,388,117
409,652
344,338
937,241
248,262
(23,725)

(51,583)
3,477,297

214,523,590

241,368,836
211,046,293

30,322,543

THE NARRAGANSETT ELECTRIC COMPANY
d/b/a NATIONAL GRID
RIPUC Docket No. 4770
Schedule PMN-2
Page 5 of 5

COS Page 21, Line 10

1 of 1 NGRI-GCOS Rate Year 8-31-19 Rev 11-10-17.xls Revenue Increase
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Witness: Normand

Schedule PMN-3

Total Delivery Only Cost of Service Study — Detail
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