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l. I ntroduction

Pamela D. Bushmich

Ms. Bushmich, please state your full name and business address.
My name is Pamela D. Bushmich, and my business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

Q. Have you previously submitted direct testimony in this proceeding?
Yes. On behalf of The Narragansett Electric Company d/b/a National Grid (the
Company)', I submitted pre-filed joint direct testimony on March 1, 2019, together with

Company Witnesses Melissa A. Little, Michael J. Pini, and Robin E. Pieri.

Melissa A. Little

Q. Ms. Little, please state your full name and business addr ess.
My name is Melissa A. Little, and my business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

Have you previously submitted direct testimony in this proceeding?
Yes. On behalf of the Company, I submitted pre-filed joint direct testimony on March 1,

2019, together with Ms. Bushmich, Mr. Pini, and Ms. Pieri.

! The term “Company” refers to The Narragansett Electric Company’s electric and gas distribution operations on a
collective basis. The electric and gas distribution operations of The Narragansett Electric Company together
represent the entirety of the regulated operations conducted in Rhode Island by the Company. Where there is a need
to refer to the individual electric and gas distribution operations of the Company, the terms ‘“Narragansett Electric”
or “Narragansett Gas,” respectively, are used in this testimony.
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Michad J. Pini

Mr. Pini, please state your full name and business addr ess.
My name is Michael J. Pini, and my business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

Have you previously submitted direct testimony in this proceeding?

Yes. On behalf of the Company, I submitted pre-filed joint direct testimony on March 1,

2019, together with Ms. Bushmich, Ms. Little, and Ms. Pieri.

Adam S. Crary

Mr. Crary, please state your full name and business addr ess.
My name is Adam S. Crary, and my business address is 40 Sylvan Road, Waltham,

Massachusetts 02451.

By whom are you employed and in what capacity?
I am a Senior Analyst for Electric Pricing, New England in the Regulation and Pricing
Department of National Grid USA Service Company, Inc. (the Service Company). This

department provides rate-related support to the Company.
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Please provide your educational background and professional experience.

In 1995, I graduated from Berklee College of Music in Boston, Massachusetts with a
Bachelor of Music degree. For approximately eight years between 2000 and 2014, I was
employed by Computer Sciences Corporation as a Pricing Analyst for their Managed
Hosting and Cloud Computing business divisions, respectively. I began my employment

as a Senior Pricing Analyst with the Service Company in June 2014.

Haveyou previoudly testified beforethe PUC?

Yes.

Have you previoudy submitted testimony in this docket?

No, I have not.

On whose behalf are you submitting thisjoint rebuttal testimony?

We are submitting this joint rebuttal testimony on behalf of the Company.
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Purpose and Structur e of Rebuttal Testimony

What isthe purpose of your joint rebuttal testimony?

Our rebuttal testimony responds to the direct testimony of David J. Effron, who testified
on behalf of the Rhode Island Division of Public Utilities and Carriers (Division)
regarding the Company’s supplemental compliance filing to true-up the excess
accumulated deferred income tax (ADIT) amortization, specifically regarding the

amortization period for protected excess ADIT.

How isyour testimony structured?

Section I is the Introduction. Section II presents the Purpose and Structure of our rebuttal
testimony. Section III provides the Company’s overall comments with respect to its
excess ADIT supplemental compliance filing and the two methodologies used by the
Company and Mr. Effon to amortize protected excess ADIT. Section IV provides the
Company’s response to Mr. Effron’s comments and recommendation set forth in his pre-
filed direct testimony. Section V discusses the impact of Mr. Effron’s methodology on
the revenue requirement for Narragansett Electric as well as the impact on customer bills.

Section VI is the Conclusion to our testimony.
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Hasthe Company included attachmentsto thisfiling?
Yes, the Company has included the following attachment:?

Rebuttal Attachment 1: Comparative Statements of Electric Operations Income
and Electric Rate Base

Q. At thistime, do you need to make any correctionsto the attachmentsthat were
included in the Company’sMarch 1, 2019 filing?
A. Yes, we do. As soon as possible, the Company will be filing corrections to the following

attachments:

Corrected Supplemental Compliance Attachment 1
Corrected Supplemental Compliance Attachment 2
Corrected Supplemental Compliance Attachment 16
Corrected Supplemental Compliance Attachment 17
Corrected Supplemental Compliance Attachment 19

Corrected Supplemental Compliance Attachment 31

2 The attachments referred to as “Supplemental Compliance Attachment” reflect the updates presented in this filing
to the same attachments filed with the PUC in the Company’s August 16, 2018 Compliance Filing in Docket No.
4770 approved by the PUC on August 24, 2018 (Compliance Filing).
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Please explain the nature of these corrections.

As discussed in our pre-filed joint direct testimony, the Company implemented a deferred
tax module within its PowerTax system to calculate the split between protected and
unprotected plant-related excess ADIT and to calculate the annual excess ADIT
amortization of protected plant under the Average Rate Assumption Method (ARAM).?
The Company recently discovered that the book reserve that was booked at the time of
the Company’s acquisition of the Rhode Island gas distribution assets from Southern
Union Company in August 2006 was not brought into the deferred tax module and
allocated based on vintage and tax class and split between book and tax basis
adjustments, with the remainder classified as method/life differences. This error only
affects the attachments related to Narragansett Gas. The Company is correcting the error
to the deferred tax module within the PowerTax system and will file the corrected
attachments with the PUC and provide copies to the Division and Mr. Effron as soon as
possible. The Company apologizes for this error and any inconvenience it may have

caused the PUC, the Division, and Mr. Effron.

3 See Pre-Filed Joint Direct Testimony of Company Witnesses Bushmich, Little, Pini, and Pieri, at Bates Pages 12-
13 (Book 1 of 2).
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Overall Comments

Before responding to the Division’s specific comments and recommendation
provided by Mr. Effron in hisdirect testimony, are there any overall commentsyou
wish to make regarding the Company’s excess ADIT filing?

Yes, we do. First, as stated in our pre-filed joint direct testimony, the Company is
committed to return the full value of the benefit of the excess ADIT to customers. The
Company chose a methodology to return the full value of that benefit to customers that is

consistent with how the Company operates its business.

Isthe Company’s methodology inconsistent with any guidance from the Internal
Revenue Service (IRS)?

No.

IsMr. Effron’s methodology inconsistent with any guidance from the IRS?

No.

Please explain.

To date, the IRS has not issued any guidance regarding a method to amortize unfunded
ADIT related to net operating loss (NOL) that would fit within the normalization rules
under The Tax Cuts & Jobs Act (the Tax Act). In the absence of any specific NOL-
related guidance from the IRS to the contrary, neither the Company’s amortization

method nor Mr. Effron’s method would cause a normalization violation.
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Please elabor ate.

The basic premise of normalization is to prevent the return of benefits too quickly to
customers. The lack of guidance from the IRS regarding a method to amortize unfunded
ADIT related to NOL that would fit within the normalization rules presents a problem for
both utilities and regulators when determining the proper amounts of excess ADIT to
return to, or collect from, customers. Many utilities find themselves in significant NOL
positions from years of bonus depreciation deductions. It is clear from IRS Private Letter
Rulings that the NOL is considered a protected deferred tax under the Tax Act
normalization rules as long as the loss on each fiscal year’s tax return was due to the
protected book and tax depreciation differences.* Given that the basic premise of
normalization is to prevent the return of benefits too quickly to customers, and there is no
specific NOL-related IRS guidance, neither the Company’s amortization method nor Mr.
Effron’s method would cause a normalization violation. The two methodologies are just
two different viewpoints to accomplish the same goal — to flow back the full benefit of

the excess ADIT to customers.

4 Deferred taxes for the Company are primarily the result of differences in the timing of when a cost is expensed
(i.e., deducted) on its federal income tax return, and when it is expensed on the Company’s books. These are
referred to as “book-to-tax return differences” or “book/tax timing differences.” In general, costs are expensed on a
more accelerated basis for tax return purposes than they are on the Company’s books. The most prevalent book/tax
timing difference relates to plant which is expensed for tax purposes faster than it is depreciated on the Company’s
books.
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If the IRS issued guidance on the amortization of protected excess ADIT, including
the NOL component, would the Company be willing to adjust itstreatment of
protected excess ADIT in afuturefiling with the PUC?

Yes, it would.

Response to Division’s Direct T estimony

What isthe Division’srecommendation regarding amortization of protected excess
ADIT?

The Division recommends a method where the NOL-related unfunded ADIT would be
amortized annually in the same proportion as the annual amortization amount of
protected plant excess ADIT is to total protected plant excess ADIT. The Division also
states that this method was agreed to by the Parties® to the Amended Settlement
Agreement approved by the PUC on August 24, 2018, in Docket No. 4770 (the Amended

Settlement Agreement).

Doesthe Company agree with Mr. Effron’srecommendation?

No, it does not.

5 The term “Parties” means collectively the Company; the Division of Public Utilities and Carriers; the Office of
Energy Resources; the U.S. Department of the Navy and the Federal Executive Agencies; Conservation Law
Foundation; Energy Consumers Alliance of New England, Inc. d/b/a People’s Power and Light; Sierra Club; Natural
Resources Defense Council; Acadia Center; Northeast Clean Energy Council; the George Wiley Center; New
Energy Rhode Island; Wal-Mart Stores East, LP and Sam’s East, Inc.; Direct Energy Business, LLC, Direct Energy
Services, LLC, and Direct Energy Solar; ChargePoint, Inc.; and National Railroad Passenger Corporation, as more
specifically described in the Amended Settlement Agreement.
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Did the Partiesto the Amended Settlement Agreement in Docket No. 4770 agree
upon a methodology for calculating the amortization of protected excess ADIT?
No, they did not. The Parties to the Amended Settlement Agreement agreed to the true-
up provision set forth in the Amended Settlement Agreement, which specified a high-
level estimate of the amounts for Narragansett Electric and Narragansett Gas that were
included in base distribution rates and the manner in which the high-level estimate would

be trued-up once the Company filed its 2018 federal income tax return.

Please explain what you mean by a high-level estimate of total excessADIT.

With the enactment of the Tax Act, the Company had recorded a preliminary estimate of
total excess ADIT and, at the time of the Amended Settlement Agreement, agreed that a
30-year life for plant excess ADIT and a 10-year life for non-plant excess ADIT would
be used to calculate an estimate to be used as a placeholder amount until the Company
submitted its excess ADIT true-up filing to the PUC. As discussed in our pre-filed joint
direct testimony, to break out the plant-related excess ADIT between protected and
unprotected, the Company needed to implement a deferred tax module within its
PowerTax system.’® The NOL amount was included with the plant-related balance. It
was understood by the Company that the true-up filing would be the opportunity to more
clearly state updated balances in all categories and provide the amortization amounts that

were calculated through the deferred tax module in PowerTax.

¢ See Company’s Pre-Filed Joint Direct Testimony of Company Witnesses Bushmich, Little, Pini, and Pieri, at Bates
Pages 12-13 (Book 1 of 2).



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

In Re: Excess Deferred Income Tax True-Up
Rebuttal Testimony

Witnesses: Bushmich, Little, Pini, and Crary

Page 11 of 16

How doesthe Company further respond to Mr. Effron’s comments and
recommendation?

The Amended Settlement Agreement reflects an agreement that NOL-related unfunded
ADIT, as well as protected plant excess ADIT, would be a protected category. A
placeholder amount (i.e., high level estimate) of excess ADIT reflecting a 30-year
amortization life was used to begin returning excess ADIT to customers through
currently-effective base distribution rates. The 30-year amortization life was used
because it would prevent a normalization violation (i.e., it would not amortize more
protected excess ADIT than allowed by the IRS) yet would allow the Company to begin
returning excess ADIT to customers effective September 1, 2018. Excess ADIT is
returned to customers, subject to true-up, while the Company calculated the actual excess
ADIT amounts based on the actual excess ADIT amortization following the filing of the
Company’s fiscal year ended March 31, 2018 federal income tax return in December

2018.
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Please explain why the Company’s methodology is acceptable.

The Company finds it appropriate to include an amount of NOL unfunded amortization
equal to the amortization of protected plant excess ADIT. Under the ARAM,
amortization of protected plant excess ADIT is only triggered when the book depreciation
on a particular class and vintage of asset becomes greater than the tax depreciation. This
would mean that the temporary plant difference is reversing. Reversing temporary
differences would cause taxable income. If the Company has available NOL, it would
utilize the NOL to the full extent of taxable income to bring the income to zero. The
Company is simply employing a method that mimics what would occur in the normal

course of filing annual income tax returns.

I sthis methodology consistent with regulatory filingsin National Grid’s other
jurisdictions?

Yes, National Grid is using this methodology in its regulatory filings across all
jurisdictions in which it operates: Rhode Island, Massachusetts, New York, and for

FERC-regulated affiliates.
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Please provide some specific examples.

When the Tax Act was passed in December 2017, in addition to the Company’s rate case
in Docket No. 4770, National Grid had filed general rate cases for Boston Gas Company
and Colonial Gas Company in Massachusetts. Similar to the Company, the rate cases
included a high-level estimate of return of excess ADIT in base distribution rates, and a
true-up filing will be submitted with the Massachusetts Department of Public Utilities
(DPU) on May 1, 2019, utilizing the same methodologies for amortizing each category as
presented in the Company’s true-up filing. National Grid currently has a pending general
rate case for Massachusetts Electric Company and Nantucket Electric Company, and the
updated excess ADIT amounts by category and the proposed amortization, using the
same methodology, was finalized during discovery in that general rate case. In the
DPU’s investigation into the impact of the Tax Act in D.P.U. 18-15-E, Massachusetts
Electric Company and Nantucket Electric Company also filed a proposed return of excess
ADIT from January 1, 2019, to September 30, 2019, to bridge the period until new
distribution rates in their general rate case become effective, and the methodology was
accepted by the DPU in D.P.U. 18-15-E and is currently reflected in rates. National Grid
will also file rate cases for its two downstate New York gas companies, The Brooklyn
Union Gas Company and KeySpan Gas East Corporation, using the same methodology

for proposed return of excess ADIT amounts.
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IsMr. Effron’s methodology consistent with how the Company would typically
operateitsbusiness? If not, please explain.

No, it is not. The Company would not treat the NOL in the manner that Mr. Effron is
suggesting. If the Company were in a taxable income position, it would reduce that
taxable income to the full extent of existing NOL carryforward available to eliminate the
taxable income. The Company would not partially reduce taxable income by a portion of

the NOL and keep aside an amount for another year.

Arethereany benefitsto customers of the Company’s proposal ?

Yes, there are additional benefits to adopting the Company’s methodology of amortizing
the NOL. For Narragansett Electric, for example, the method would mean that the NOL
unfunded ADIT would be fully recovered in seven to eight years. At the same time, the
excess ADIT for unprotected non-plant balances would run for ten years. When the non-
plant rate reduction ended, the remaining amortization of plant-related excess ADIT
would commence, smoothing out the sudden bill impact of one amortization ending. In
the unstable political climate, there are no guarantees that the 21 percent federal corporate
income tax rate will continue. The Company’s customers have realized the greatest part
of the benefits of tax reform in the annual reduction of tax expense through cost of
service since September 1, 2018. If the income tax rate increases and the Company has
quickly returned the excess ADIT to customers, there may be a magnified bill impact

with an increased cost of service as well as a give back of the former excess ADIT.
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| mpact on Revenue Reguirement and Bills

Hasthe Company calculated illustrative annual revenuerequirementsfor each year
of the multi-year rate plan based on Mr. Effron’s approach?

Yes, it has for Narragansett Electric. The results of the Company’s calculations are
summarized in Rebuttal Attachment 1 for Narragansett Electric. The Company will
provide a similar rebuttal attachment and bill impacts for Narragansett Gas when it

submits its corrected attachments, as discussed previously in this testimony.

If the Company had updatesto Narragansett Electric’srevenuerequirements
identical to what isreflected in Rebuttal Attachment 1 following Mr. Effron’s
approach, what would the Company have proposed for the ratemaking treatment of
the amount of the true-up?

If the results of Narragansett Electric’s true-up amounts were those shown in Rebuttal
Attachment 1, the Company would not have proposed changes in base distribution rates
for Rate Year 2 and Rate Year 3, but rather would have proposed to reflect the change in
the revenue requirement in Narragansett Electric’s Revenue Decoupling Mechanism
(RDM) filings through the amount of the Annual Target Revenue (ATR) for the
applicable period. This option is provided through Article II, Section C.22.a of the

Amended Settlement Agreement.
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How would thisimpact the bills of Narragansett Electric’s customers?

Under this illustrative treatment of the Deferred Tax Differential’, there would be no
impact on the bills of Narragansett Electric’s customers as a result of changes in base
distribution rates effective September 1, 2019, or September 1, 2020. This would be in
lieu of the incremental Rate Year 2 increase in the monthly bill of a 500 kWh residential
Standard Offer Service (SOS) customer of $0.14 and a decremental Rate Year 3 decrease
in the monthly bill of a 500 kWh residential SOS customer of $0.03. These impacts
would be a part of the RDM adjustment factor that would result through the
reconciliation of the applicable reconciliation period’s ATR and billed base distribution

revenuc.

Conclusion
Doesthis conclude your rebuttal testimony?

Yes.

" The Deferred Tax Differential is the difference between the revenue requirements the Company began recovering
September 1, 2018, and the revenue requirements in this excess ADIT supplemental compliance filing in Docket No.

4770.
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