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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Douglas P. Horton.  My business address is 247 Station Ave, 3 

Westwood, Massachusetts. 4 

Q. By whom are you employed and in what position? 5 

A. I am the Director of Revenue Requirements, Massachusetts, for Eversource 6 

Energy Service Company (“Eversource Service Company”), which provides 7 

services to the operating subsidiaries of Eversource Energy (“Eversource”).  In this 8 

capacity, I am responsible for all regulatory filings relating to the financial 9 

requirements of the Eversource operating companies in Massachusetts, including 10 

NSTAR Electric Company (“NSTAR Electric”), NSTAR Gas Company (“NSTAR 11 

Gas”) and Western Massachusetts Electric Company (“WMECO”)1.  In this 12 

proceeding, I am testifying on behalf of Yankee Gas Services Company d/b/a 13 

Eversource Energy (“Yankee” or the “Company”) and am responsible for the 14 

coordination and implementation of the revenue requirement calculations for the 15 

Company, among other duties. 16 

Q. Please describe your educational background and employment experience. 17 

A. I graduated from Bentley College (now Bentley University) in Waltham, 18 

Massachusetts in 2003 with a Bachelor of Science degree.  In 2007, I graduated 19 

from Bentley’s McCallum Graduate School of Business with a Master’s Degree in 20 

Business Administration.  I was hired by NSTAR as a Senior Financial Planning 21 

                                                 
1 Effective December 31, 2017, Western Massachusetts Electric Company merged into NSTAR Electric 
Company following approval by the Massachusetts Department of Public Utilities. 
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Analyst in August 2007 and promoted to Project Manager, Smart Grid in March 1 

2010.  In 2012, I was promoted to Manager, Revenue Requirements, 2 

Massachusetts and subsequently was promoted to my current role in February 3 

2015. 4 

Q. Have you previously testified in any formal hearings before regulatory 5 
bodies? 6 

A. Yes.  I have testified on a number of occasions before the Massachusetts 7 

Department of Public Utilities, including: (a) the 2017 base distribution rate case of 8 

NSTAR Electric and WMECO in D.P.U. 17-05; (b) WMECO’s 2012 through 2016 9 

annual solar compliance filings in D.P.U. 12-91, D.P.U. 13-174, D.P.U. 14-123, 10 

D.P.U. 15-151 and D.P.U. 16-173, respectively; (c) WMECO’s annual rate change 11 

filings in D.P.U. 12-88, D.P.U. 13-168 and D.P.U. 14-122; (d) WMECO’s storm 12 

reserve recovery cost adjustment in D.P.U. 13-135, D.P.U. 14-126, D.P.U. 15-149 13 

and D.P.U. 16-179; (e) NSTAR Electric’s annual distribution rate 14 

adjustment/reconciliation filings in D.P.U. 12-112, D.P.U. 13-172 and D.P.U. 14-15 

121; (f) NSTAR Electric’s Smart Grid projects in D.P.U. 11-92 and D.P.U 12-78; 16 

(g) NSTAR Gas Company’s petition for approval of a gas service agreement with 17 

Hopkinton LNG Corp. (“HOPCO”) in D.P.U. 14-64, and in support of the HOPCO 18 

demand charge effective January 1, 2016 in NSTAR Gas Company’s base-rate 19 

proceeding in D.P.U. 14-150; among other proceedings.  I have not previously 20 

testified before the Public Utilities Regulatory Authority (“PURA” or the “Authority”).   21 
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Q. What is the purpose of your testimony in this proceeding? 1 

A. My testimony provides the revenue requirement calculation and existing revenue 2 

deficiency for Yankee for the three-year rate period that will be examined in this 3 

rate case.  The rate years for this case are January 1, 2019 through December 31, 4 

2019 (“Rate Year 1”), January 1, 2020 through December 31, 2020 (“Rate Year 5 

2”), and January 1, 2021 through December 31, 2021 (“Rate Year 3”) (collectively 6 

the “Rate Years”).  These rate years represent the “Three-Year Rate Plan” or “Rate 7 

Plan” presented in this case.   8 

 In addition, my testimony also provides the Company’s proposals in relation to cost 9 

recovery for its ongoing gas system expansion program; implementation of a 10 

Distribution Integrity Management Program (“DIMP”) cost recovery mechanism 11 

(“DIMP Reconciliation Mechanism”) for Yankee; recovery of certain variable 12 

commodity-related costs associated with operating the Waterbury Liquified Natural 13 

Gas (“LNG”) facility as a component of the Purchased Gas Adjustment (“PGA”) 14 

clause; the cost recovery proposal associated with the Company’s “fee free” credit 15 

card payment plan for residential customers; a description of merger related 16 

savings resulting from the NU/NSTAR Merger which are reflected in the revenue 17 

requirement presented in this proceeding; a description of the effect on the 18 

Company’s revenue requirement resulting from the Tax Cuts and Jobs Act of 2017 19 

(the “Tax Act”) which was signed into law on December 22, 2017; the Company’s 20 

proposal for crediting to customers the estimated annual excess Accumulated 21 

Deferred Income Taxes (“EDIT”) resulting from the Tax Act; and lastly presents the 22 

results of Yankee’s lead/lag study.     23 
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Q. Are you presenting any schedules or exhibits in addition to your testimony? 1 

A. Yes.  I am supporting the Company’s standard filing requirement (“SFR”) 2 

schedules included in this Application.  I specifically sponsor SFRs in Section A – 3 

Revenue Requirement; Section B – Rate Base; Section C – Operating Income; 4 

Section G – Historicals; and Section H – Supplemental Filing Requirements.  In 5 

addition, I am presenting Exhibit DPH-1 and Exhibit DPH-2 which provide the 6 

projected net revenue requirement associated with the gas expansion program 7 

and the DIMP program, respectively.  The net revenue requirement presented in 8 

Exhibits DPH-1 and DPH-2 are each included in the base distribution revenue 9 

requirement presented in this proceeding, but, as described in more detail below, 10 

the Company proposes to reconcile the actual net revenue requirement related to 11 

the gas expansion program through the System Expansion Reconciliation (“SER”) 12 

and the actual revenue requirement associated with the DIMP program through 13 

the DIMP Reconciliation Mechanism being proposed in this proceeding, both 14 

against the projected amounts embedded in the base distribution revenue 15 

requirement in each of the Rate Years.  This proposed ratemaking treatment is 16 

similar to the treatment in place for each of Southern Connecticut Gas (“SCG”) and 17 

Connecticut Natural Gas (“CNG”), as approved in docket numbers 17-05-42 and 18 

13-06-08 for SCG and CNG, respectively.  Additionally, I am presenting Exhibit 19 

DPH-3, which is a copy the Company’s 2017 Merger Integration Report and Exhibit 20 

DPH-4 which is a table providing the allocation of merger-related net savings by 21 

Eversource operating entity, both as filed with the Authority on April 30, 2018 in 22 

compliance with Order No. 18 in Docket No. 10-12-02, Application of Yankee Gas 23 
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Services Company for Amended Rate Schedules (the “2011 Rate Case”)2, and 1 

Exhibit DPH-5 which provides detail supporting calculations of merger related 2 

savings and costs referenced in this testimony.  Merger related savings and costs 3 

to achieve are discussed in more detail in Section IX, below. 4 

Q. How is your testimony organized? 5 

A. My testimony is organized into the following sections: 6 

 Section I provides the introduction; 7 

 Section II contains a summary of the revenue requirement analysis 8 

undertaken for Yankee;  9 

 Section III includes a discussion of test year rate base and rate year 10 

adjustments, and related issues;  11 

 Section IV discusses the adjustments to test year operating expenses; 12 

 Section V provides details of the Company’s gas expansion program and 13 

ratemaking; 14 

 Section VI discusses the Company’s proposal for a DIMP Reconciliation 15 

Mechanism;  16 

                                                 
2 On June 29, 2011, PURA’s predecessor issued a final decision in Docket No. 10-12-02 on the 
Company’s litigated rate case application.  Thereafter, on April 29, 2015, during an over-earnings review 
by PURA, the Company reached a settlement with the Office of Consumer Counsel and the PURA 
Prosecutorial Unit, which PURA approved, resulting in no rate increase, no recovery of additional costs in 
rates, and a $1.5 million credit to customers.  See Docket No. 14-08-10, PURA Review Of Overearnings 
For Yankee Gas Services Company, and Docket No. 15-02-46 PURA Review Of Overearnings For 
Yankee Gas Services Company – Reporting Period July 2014 Through December 2014, April 29, 2015 
Decision. 
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 Section VII describes the Company’s proposal for the recovery of certain 1 

variable and commodity related expenses as a component of the PGA; 2 

 Section VIII explains the Company’s proposal for a fee free credit card 3 

program for residential customers;  4 

 Section IX discusses the treatment of merger costs to achieve;  5 

 Section X impact of the Tax Act on the Company’s revenue requirement 6 

for the Rate Years, as well as the Company’s proposed treatment related 7 

to the balance of EDIT created as a result of the Tax Act; 8 

 Section XI discusses the Lead Lag Study; and 9 

 Section XII provides the conclusion to my pre-filed testimony.   10 

II. SUMMARY OF REVENUE REQUIREMENT ANALYSIS 11 

Q. Why is there a need for Yankee to increase base rates? 12 

A. Yankee’s current rates were established in the 2011 Rate Case more than seven 13 

(7) years ago.  Since then, Yankee has experienced significant increases in its rate 14 

base and associated expenses as a result of increased capital spending related to 15 

replacing aging infrastructure and gas expansion.   16 

Order No. 19 from the 2011 Rate Case directed the Company to spend no less 17 

than $40 million per year on the replacement of leak prone infrastructure, including 18 

cast iron mains, bare steel mains, and bare steel services3.  As explained in the 19 

testimony of Company witness Mr. Thomas L. Hart, the Company met and 20 

exceeded that directive in an effort to mitigate risk and improve safety and 21 

                                                 
3 2011 Rate Case Decision at 172. 
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reliability.  As a result, the Company has expended considerable capital to replace 1 

leak-prone infrastructure and improve safety and reliability since the time of the 2 

Company’s 2011 Rate Case that is not currently reflected in base rates.  The 3 

Company continues to make considerable progress in replacing its aging cast iron 4 

and bare steel infrastructure, as such pipes are prone to leaks and failure and 5 

represent both a safety and reliability issue that the Company must address. These 6 

investments placed into service since the time of the 2011 Rate Case are driving 7 

a significant portion of the Company’s revenue deficiency.  The Company’s rate 8 

base has increased approximately $278 million from June 30, 2013 through 9 

December 31, 2017 (the last rate year in the 2011 Rate Case as compared to the 10 

test year in this proceeding), and the costs of these plant additions, including 11 

associated municipal property taxes and depreciation expense, and the Weighted 12 

Average Cost of Capital (“WACC”) must be recovered and are driving a significant 13 

portion of the need for rate relief. 14 

Q. Please elaborate on the key drivers contributing to the Company’s revenue 15 
deficiency at this time.  16 

A. The Company’s required rate relief is principally driven by three factors: increased 17 

investments in gas infrastructure, municipal property taxes and depreciation 18 

expense.   19 

Regarding the first factor, rate relief is necessary to pay for the substantial 20 

infrastructure investments that have been made, and will continue to be made, to 21 

the natural gas system to increase reliability and resiliency, and to provide service 22 

to new customers. Since the end of the rate year from the 2011 Rate Case and 23 
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through the end of the final rate year in this rate case, the Company will invest at 1 

least $1.3 billion to install and improve natural gas infrastructure serving the 73 2 

cities and towns within its service territory, with over $500 million of that investment 3 

already spent but not yet included in rates.  Rates now need to be updated to 4 

reflect these additional infrastructure investments.   5 

Regarding the second factor of municipal property taxes, it should be noted that 6 

investment in natural gas infrastructure is important to the economy of Connecticut 7 

and the 73 municipalities the Company serves because infrastructure upgrades 8 

have a direct impact of supporting jobs and increasing vital property and other 9 

taxes. Municipal taxes have increased approximately $21 million in Rate Year 1 as 10 

compared to the Company’s 2011 Rate Case revenue requirement, and are 11 

projected to increase an additional $4 million in Rate Year 2, and $4 million in Rate 12 

Year 3.  13 

The third driver of the Company’s need for rate relief is increased depreciation 14 

expense for gas infrastructure that continues to reliably deliver gas to customers. 15 

Depreciation is an expense that is directly associated with the Company’s capital 16 

investment. Depreciation expense has increased approximately $25 million in Rate 17 

Year 1 as compared to the Company’s 2011 Rate Case revenue requirement, and 18 

is projected to increase an additional $5 million in Rate Year 2, and $5 million in 19 

Rate Year 3.  These three factors combined – increased investments in gas 20 

infrastructure, municipal property taxes and depreciation expense – account for 21 

nearly all of the Company’s request for rate relief for each of the Rate Years. 22 
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Q. Are there other notable events contributing to the decision for Yankee to file 1 
a rate case at this time?  2 

A. Yes.  As noted previously, on December 22, 2017, the Tax Act was signed into 3 

law.  As a result, the corporate federal income tax rate was reduced from 35 4 

percent to 21 percent.  On January 16, 2018, PURA issued a Notice of Request 5 

for Written Comments in Docket No. 18-01-05 (the  6 

“Notice”), which provided participants with an opportunity to comment on six 7 

questions regarding the impact of the Tax Act.  On February 6, 2018, the Company 8 

provided comments in response to the Notice’s six questions. In those comments, 9 

the Company noted that it intended to address the Tax Act in its next distribution 10 

rate case, which it anticipated filing in the second quarter of 2018 for rates effective 11 

January 1, 2019.  The Company’s rate case filing incorporates the effect of the Tax 12 

Act for the Rate Years, as described in Section X, below, which is beneficial to 13 

customers because it allows the cost reductions resulting from the Tax Act to be 14 

utilized to mitigate increased costs the Company has incurred since the 2011 Rate 15 

Case.   16 

Q. Please explain the methodology Yankee used to determine the overall 17 
revenue requirement. 18 

A. The Company developed each years’ revenue requirement using traditional pro 19 

forma adjustments to test year data as outlined in the SFRs.  These pro forma 20 

adjustments project the Company’s rate year income statement, rate base and 21 

capital structure. 22 
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Q. What is the test year period that Yankee Gas used for the revenue 1 
requirement analysis presented in this case? 2 

A. The test year period used for the revenue requirement analysis is the 12-month 3 

period ending December 31, 2017 (“Test Year”). 4 

Q. What is the “rate year” in this case? 5 

A. The term “rate year” refers to the 12 months during which the rates established in 6 

this proceeding will be in effect.  The Company’s filing in this proceeding is 7 

designed to establish new base distribution rates for Yankee Gas for a three-year 8 

period effective January 1, 2019.  As noted above, Rate Year 1 is January 1, 2019 9 

through December 31, 2019, Rate Year 2 is January 1, 2020 through December 10 

31, 2020, and Rate Year 3 is January 1, 2021 through December 31, 2021. 11 

Q. Can you generally describe the calculation of the requested Three-Year Rate 12 
Plan rate relief that Yankee has presented? 13 

A. Yes.  Please refer to Schedules A-1.0 A, B, and C of the SFRs, which take the pro 14 

forma rate year operating income before rate increases and compares it to the 15 

required operating income.  The required operating income is calculated by 16 

multiplying the pro forma rate base with the Weighted Average Cost of Capital 17 

(“WACC”) for each applicable rate year.  As shown on Schedules D-1.0 A, B, and 18 

C, the WACC incorporates the projected capitalization required to support rate 19 

base, as well as the weighted cost of long-term debt for each rate year and a 20 

Return of Equity (“ROE”) of 10.25 percent. This analysis demonstrates a total 21 

revenue deficiency in Rate Year 1 of approximately $49 million as shown on 22 

Schedule A-1.0 A.  Schedule A-1.0 B for Rate Year 2 reflects an incremental 23 

revenue deficiency of approximately $21 million.  Schedule A-1.0 C for Rate Year 24 
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3 demonstrates an incremental revenue deficiency of approximately $16 million.  1 

The computation of the Company’s revenue deficiency reflects total average rate 2 

base of $1.3 billion, $1.4 billion, and $1.6 billion in Rate Years 1, 2, and 3, 3 

respectively, and assumes a weighted cost of capital of 7.50 percent, 7.57 percent, 4 

and 7.57 percent, in Rate Years 1, 2, and 3, respectively, as supported by the 5 

testimony of Company witness Ann E. Bulkley.   6 

Q. How have you computed the rate base for Yankee for purposes of the Three-7 
Year Rate Plan revenue requirement analysis? 8 

A. The proposed rate base for Yankee in this case reflects plant in service through 9 

December 31, 2017, plus adjustments for capital projects which will be placed into 10 

service after the end of the Test Year.  The rate-base calculations are summarized 11 

for the Three-Year Rate Plan on SFR Schedules B-1.0 A, B, and C.  As shown 12 

therein, the calculated rate base includes: 13 

 Actual plant in service, accumulated depreciation and accumulated 14 

deferred income taxes as of December 31, 2017; 15 

 Projected capital additions for projects going into service in each of the rate 16 

years presented in the Three-Year Rate Plan; and 17 

 Other adjustments to rate base, such as reductions for customer deposits 18 

and advances and additions for materials and supplies, and cash working 19 

capital. 20 

The testimony of Company witness Thomas L. Hart discusses the Company’s 21 

capital expenditure plans and programs supporting the plant additions reflected in 22 

the revenue requirement for each of the three rate years in this proceeding. 23 
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Q. Did the Company make any adjustments to its Test Year operating 1 
expenses? 2 

A. Yes.  These adjustments are included in the SFR C Schedules.  Please see 3 

Section IV of this testimony for additional detail on the adjustments I have reflected 4 

in each of the Rate Years in this proceeding. 5 

Q. Please describe the Company’s other rate-related proposals included in this 6 
proceeding, and describe whether or not these proposals affect the 7 
computation of the revenue requirement. 8 

A. In this proceeding, the Company is proposing to implement various rate-related 9 

proposals, including:  10 

 A DIMP Reconciliation Mechanism, which will enable the Company to 11 

reconcile its actual annual DIMP related revenue requirement against the 12 

amount included in base rates in this proceeding.  The need for this program 13 

and specific categories of expenditures are described in the testimony of 14 

Mr. Hart.  I describe the effect of this infrastructure replacement program on 15 

the revenue requirement in Section VI, below; 16 

 A revenue decoupling mechanism consistent with Conn. Gen. Stat. §16-19-17 

tt(b).  This proposal is described in the testimony of the Rates Panel 18 

(sponsored by Company witnesses Edward A. Davis, Jennifer A. Ullram, 19 

David A. Heintz and Gregg H. Therrien).  The revenue decoupling 20 

mechanism allows for the reconciliation of the actual level of annual base 21 

distribution revenues against the approved distribution revenue requirement 22 

for each of the Rate Years resulting from this proceeding.  The mechanics 23 

of the mechanism rely on, but do not effect, the revenue requirement in this 24 

proceeding; 25 
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 A proposal to recover certain commodity-related costs associated with the 1 

Waterbury LNG facility, which are currently in base rates but are more 2 

appropriately recovered through the PGA as a variable cost of commodity.  3 

The Company’s filing includes these costs in base rates as part of the 4 

revenue requirements computation.  If the Company’s proposal to shift 5 

these costs to the PGA is approved by the Authority, these costs will be 6 

removed from base rates and recovered through the PGA commencing as 7 

of January 1, 2019.  This proposal is described in the testimony of Company 8 

witness James P. Davis, and in Section VII, below; 9 

 A proposal for a “fee free” credit card program for residential customers, 10 

which would work identically to the proposal recently approved for The 11 

Connecticut Light and Power Company d/b/a Eversource Energy (“CL&P”) 12 

by PURA in CL&P’s most recent base rate proceeding in Docket No. 17-10-13 

46.  Also, similar to the ratemaking approach approved by PURA for CL&P 14 

in that proceeding, Yankee has included the estimated annual level of 15 

expense in each rate year in this proceeding, subject to later reconciliation 16 

to actual based on actual customer participation rates and associated 17 

expense.  The fee free proposal is described in Section VIII, below;  18 

 As a result of a settlement agreement in Docket Nos. 14-08-10 and 15-02-19 

46, the Authority approved an earning sharing mechanism that set an ROE 20 

threshold of 9.50 percent with any earnings in excess of 9.50 percent 21 

shared automatically on a 50%-50% basis with ratepayers. In this 22 

proceeding the Company proposes to continue this construct until the 23 
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Company’s next base rate proceeding, such that a threshold would be set 1 

at 50 basis points above the approved ROE in this proceeding, and the 2 

Company would begin automatically sharing earnings on a 50%-50% basis 3 

with ratepayers any earnings in excess of 50 basis points above the allowed 4 

ROE resulting from this proceeding; and  5 

 Section X discusses the effect of the Tax Act on the Company’s revenue 6 

requirement, as well as the Company’s proposed treatment related to the 7 

balance of EDIT created as a result of the Tax Act. 8 

Q. Is there any other analysis that you have relied on to prepare the Yankee 9 
revenue requirement? 10 

A. Yes.  To compute the Company’s revenue requirement, I have relied upon the 11 

testimony and analysis of several Company witnesses, as follows:  12 

 The recommended cost of capital is presented in the testimony of Company 13 

witness Ann E. Bulkley;   14 

 Employee payroll adjustments are discussed in the testimony of Company 15 

witness Sasha Lazor; 16 

 Employee benefits are discussed in the testimony of Company witness 17 

Michael P. Synan; 18 

 Pension costs are discussed in the testimony of Company witness Jenifer 19 

B. Rizza; 20 

 The fee free proposal is discussed in the testimony of Company witness 21 

Penelope M. Conner;  22 
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 Environmental remediation activities associated with the remediation of 1 

Manufactured Gas Plant (“MGP”) and associated costs are described in the 2 

testimony of Company witnesses Catherine Finneran and Gary Iadorola;  3 

 The Tax Act and its effect on the Company’s cost of service is described in 4 

the testimony of Company witness Frank Anello; and 5 

 Lastly, the Company’s revenue requirement includes depreciation expense 6 

derived from the depreciation study prepared by Company witness Ned W. 7 

Allis. 8 

Q. Is the Company’s revenue requirement presented in the SFR schedules? 9 

A. Yes.  SFR Schedules A-1.0 A, B, and C identify the rate increase associated with 10 

Yankee’s income statement, rate base and capital structure for the Three-Year 11 

Rate Plan.  Moreover, the Company has included this increase within the SFR “F” 12 

Schedules to align its request with the operating revenues and expenses included 13 

in its forecasted financial data. 14 

In order to calculate the Company’s revenue requirement for the Three-Year Rate 15 

Plan, the Company used specific cost estimates when available.  In other 16 

instances, the Company calculated the incremental expenses using objective, 17 

well-established escalation factors such as the forecasted Gross Domestic 18 

Product Price Deflator from Moody’s Analytics to calculate conservative 19 

adjustments to expenses for the Rate Years.  20 
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III. RATE BASE CHANGES 1 

Q. How was Yankee’s rate year rate base developed? 2 

A. Schedules B-1.0 A, B, and C of the SFRs show the Company’s average rate year 3 

rate base level of $1.3 billion for Rate Year 1, $1.4 billion for Rate Year 2, and $1.6 4 

billion for Rate Year 3.  Consistent with past Yankee rate case proceedings, the 5 

Company used the average rate year rate base in its calculation of the required 6 

level of rate relief.  Using the average rate base calculation provides the 7 

appropriate midpoint of the rate year for calculating its revenue deficiency for each 8 

of the rate years.   9 

Q. What amounts in rate base have changed significantly? 10 

A. The most significant rate base item that is projected to change is Utility Plant in 11 

Service.  The increase in Utility Plant in Service since the 2011 Rate Case is due 12 

primarily to the Company’s infrastructure replacement activities related to the 13 

replacement of cast iron and bare steel pipe.   14 

Q. What other changes are projected in rate base? 15 

A. Other changes to rate base including working capital, both fuel inventories and 16 

cash, have also occurred since rates were last established.  The price of fuel and 17 

the level of fuel inventories tend to fluctuate from year-to-year depending on 18 

general customer demand.  Schedule B-4.0 in the SFRs provides the Test Year as 19 

well as the Three-Year Rate Plan inventory levels and costs.  Schedule B-4.0 also 20 

indicates that there is projected to be a significant decrease in the overall value of 21 

the inventories between the Test Year and the projected amounts in the Three-22 

Year Rate Plan.   23 
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 With respect to cash working capital, the Company has performed a traditional 1 

lead/lag study to determine its working capital needs.  The study is provided in 2 

Schedule H-1.4 of the SFRs and shows that the projected working capital needs 3 

are similar to the Test Year pro-forma amount and are between approximately 4 

$13.0 million and $13.3 million of working cash for each of the Rate Years.   5 

Q. Did the lead/lag study produce any notable results? 6 

A. Yes.  Regarding the results of the revenue lag, the Company notes an increase in 7 

the number of revenue lag days in comparison to the Company’s last study 8 

performed as part of the 2011 Rate Case.  The number of lag days in that 9 

application was 42.37 in comparison to 47.57 days filed in this Application.  The 10 

number of revenue lag days calculated in this proceeding relies upon a review of 11 

all revenue accounts, reserve accounts and revenues associated with accounts 12 

receivable.  This method for calculating the revenue lag days is the same 13 

methodology used in CL&P’s most recent base distribution rate case.  Other 14 

differences between the current lead/lag study and the study last performed by 15 

Yankee are that, in this proceeding, the calculation includes the working capital 16 

requirements associated with the Conservation Adjustment Mechanism (“CAM”) 17 

and that two of the employer funded portions of the payroll taxes are now payable 18 

on a different bi-weekly schedule than they were at the time of the Company’s last 19 

lead/lag study.  As it relates to the inclusion of the CAM in this proceeding, although 20 

the actual expenses related to CAM are recovered through a different mechanism, 21 

the working capital costs associated with that mechanism are recovered in base 22 
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rates (and not through the CAM), and therefore are appropriately included in this 1 

proceeding. 2 

IV. CHANGES TO OPERATING EXPENSES 3 

A. ADJUSTMENTS TO EXPENSE OTHER THAN O&M EXPENSES    4 

Q. What change is reflected related to Yankee’s plant depreciation expense? 5 

A. Yankee’s Rate Year 1 plant depreciation expense increased from the Test Year by 6 

approximately $18.4 million, Rate Year 2 reflects an additional $4.8 million and 7 

Rate Year 3 reflects an additional $5.0 million.  These increased amounts are 8 

attributed to two items: (1) an increase in utility plant in service since the time of 9 

the Company’s 2011 Rate Case and in each of the Rate Years, and (2) new 10 

depreciation accrual rates as described in the testimony of Mr. Allis.  Details 11 

supporting the annual level of depreciation expense included in the Rate Years are 12 

reflected on SFR C-3-31 and its associated workpapers. 13 

Q. Please describe the impact of the new depreciation study on depreciation 14 
expense. 15 

A. The Company has prepared a new depreciation study which results in new 16 

depreciation accrual rates.  The new depreciation accrual rates are discussed in 17 

the pre-filed testimony of the Company’s depreciation consultant, Mr. Ned Allis.  18 

The accrual rates from the study result in an increase in depreciation expense from 19 

the Test Year of approximately $11.0 million in Rate Year 1, an additional $1.7 20 

million in Rate Year 2 and an incremental $1.8 million in Rate Year 3. The 21 

remainder of the annual increase in depreciation expense is attributable to the 22 

annual plant additions on which depreciation expense is calculated, and would 23 
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result in an increase in depreciation expense even absent an increase in the 1 

depreciation accrual rates. 2 

Q. Has the Company included any other amounts associated with depreciation? 3 

A. Yes.  Yankee is allocated a portion of depreciation expense from its service 4 

company affiliate, Eversource Service Company.  The Eversource Service 5 

Company depreciation is associated with certain common use equipment, 6 

primarily computer equipment and enterprise computer applications that are 7 

reflected in plant in service at Eversource Service Company rather than at Yankee, 8 

or other Eversource operating companies.  The amount of Eversource Service 9 

Company depreciation charged to Yankee and included in the Rate Years in this 10 

proceeding is shown on SFR C-3.32 and its associated workpapers. 11 

Q. Turning to a new issue, what has caused the amortization of deferred assets 12 
to increase? 13 

A. The amortization of deferred assets has increased as a result of amortizing certain 14 

new assets, as well as an increase in annual costs of some pre-existing assets 15 

that are being incurred by the Company and updated in the cost of service in this 16 

proceeding.   17 

Q. What new deferred assets and/or liabilities have been created since the last 18 
rate case? 19 

A. As mentioned earlier, the Company has incurred costs associated with certain new 20 

deferred assets and liabilities for recovery or credit in customer rates with this rate 21 

case.  They include merger costs associated with the 2012 merger between 22 

NSTAR and Northeast Utilities (now “Eversource”), propane impairment costs 23 

associated with the sale of propane facilities, rate case costs related to this filing, 24 



 

20 
 

PURA consultant costs, sale of appliance repair program credits, and finally 1 

“AllConnect” revenue credits.  Below is a summary of the new assets and liabilities 2 

which the Company has included in base rates to begin amortizing as of January 3 

1, 2019, as a result of in this filing.4 4 

 Table DPH-2 5 
New Deferred Assets 6 

                   $(000) 7 
       Estimated Balance @ 12/31/18  8 

    9 
  Merger Costs     $  8,074 10 

Propane Impairment Costs    $  2,589 11 
  Rate Case Costs     $  1,534 12 

PURA Consultant Costs    $       60 13 
Appliance Repair Program Credits           ($ 1,053) 14 

  AllConnect Revenue Credits            ($      47) 15 
  Total       $11,157  16 
 17 

Q. Please provide a description of each of the new assets that have been 18 
included in this application. 19 

A.  The new assets reflect the following costs: 20 

1.  Merger Costs:  This amount reflects Yankee’s portion of the merger-related 21 

“costs to achieve” comprised primarily of transaction costs (i.e. legal, banking, 22 

and other costs incurred to structure and close the transaction) and integration 23 

costs (i.e. one-time costs necessary to achieve annual O&M cost reductions to 24 

the benefit of customers).  Merger costs and savings are discussed in more 25 

detail in Section IX, below. 26 

                                                 
4 Page 9 of PURA’s August 6, 2014 decision in Docket No. 14-04-12, Petition Of The Connecticut Light 
And Power Company And Yankee Gas Services Company Pursuant To Connecticut General Statutes 16-
43 And 4-176 And Regulations Of Connecticut State Agencies 16-43-3 For Approval To Sell Real Estate, 
authorizes Yankee to recover in distribution rates its “. . . one-time net pre-tax loss as a deferred amount 
to be incorporated in its next rate case” associated with former area work centers that closed under the 
Company’s facilities consolidation plan.  The net impact of PURA’s decision will be reflected when the 
Company updates the record to reflect developments identified during the discovery process. 
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2.  Propane Impairment Costs:  This amount reflects losses on the sale of the 1 

Company’s propane facilities net of any proceeds received from sales of land 2 

and equipment associated with these facilities. 3 

3. Rate Case Costs:  This amount reflects the estimated and actual costs 4 

associated with certain external third-party costs incurred by the Company in 5 

order to prepare this Application.  This represents the estimated total rate case 6 

expense at the time of the Company’s Application.  The Company intends to 7 

update this estimate during the course of the proceeding with actual information 8 

and more up-to-date estimates, as applicable. 9 

4.  PURA Consultant Costs:  This amount reflects invoices incurred by PURA and 10 

billed to the Company for professional fees and expenses associated with 11 

Docket No. 12-06-09, (Establishment of Performance Standards for Electric and 12 

Gas Companies). 13 

5.  Appliance Repair Program Credits:  This amount reflects the entire net proceeds 14 

of the sale of Yankee’s “Advantage Protection Service Plan”. 15 

6.  AllConnect Revenue Credits:  This amount reflects revenues received from the 16 

Company’s referral of customers to AllConnect services. 17 

Q. Please further describe the deferred propane impairment costs. 18 

A. In Docket No. 09-09-21, the Company sought the Authority’s approval to sell its 19 

four propane facilities.  In PURA’s January 6, 2010 decision in Docket No. 09-09-20 

21 authorized the sale of these facilities, stating:  21 

Regarding Yankee’s request for approval to sell the Propane Plants and 22 
the associated real property, the Department believes Yankee brings forth 23 
several compelling arguments for doing so.  Specifically:  (1) the 24 
significant amount of capital (the amount of which is proprietary) that 25 
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would need to be invested into the Propane Plants for the long-term 1 
viability and security of these aging facilities, which would ultimately be 2 
borne by Yankee’s ratepayers;  (2) the adverse affects that propane-air 3 
injections have on the reliability of service to some customers; and  (3) the 4 
challenges faced by Yankee to retain a sufficient number of qualified 5 
personnel to keep the Propane Plants in service.  On that basis, the 6 
Department concludes that it is in the best interest of the Company, its 7 
customers, and the public that Yankee retire and sell the Propane Plants 8 
and equipment.  However, Yankee is reminded that such approval does 9 
not absolve it of its obligation to obtain replacement supplies to ensure 10 
peak day supply requirements are met.  The Department also approves 11 
Yankee’s request to sell the real property if it ultimately decides to do so.  12 

 13 

On December 22, 2010, the Company filed with PURA in Docket No. 09-09-21 14 

purchase and sales agreements for the four propane facilities and the associated 15 

real estate at two of the sites, which PURA approved on January 11, 2011.  16 

Thereafter, the Company completed transactions in accordance with the terms of 17 

the PURA-approved contracts, with two post-January 11, 2011 developments that 18 

are described below. 19 

The first development resulted from the fact that the winning bidder for the Danbury 20 

site was unable to complete the purchase.  As a result, the Company solicited new 21 

bids for the Danbury site; and PURA approved an alternate bid for the Danbury 22 

site on June 11, 2015 in Docket No. 09-09-21.  The Company then completed the 23 

sale of the Danbury site in accordance with the alternate PURA-approved bid. 24 

The second development resulted from the fact that the winning bidder for the 25 

Kensington site purchased the propane tanks in accordance with the PURA-26 

approved contract but breached its obligation to purchase the Kensington land.  27 

Thereafter, Yankee successfully secured from that bidder the liquidated damages 28 
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specified in the PURA-approved contract for the bidder’s breach of its obligation to 1 

purchase the Kensington land.   2 

On September 21, 2015, the Company notified PURA in Docket No. 09-09-21 that 3 

it had completed the sale of the propane equipment at all four sites, the sale of 4 

land at one site, and “[f]ollowing the sale of the land in Kensington, which is the 5 

final step in this divestiture process, the Company will provide an update to” PURA.  6 

The revenues resulting from any potential future sale of the Kensington land will 7 

be credited to customers.       8 

At the time of the 2011 Rate Case, all of the sales had not been completed, and 9 

therefore, no deferred balance was included in rate base at that time.  Thereafter, 10 

when the Company applied the proceeds from the sale of the propane equipment 11 

at four sites and the land at one site, it yielded a net accounting loss which was 12 

deferred for later recovery.   13 

In this case, the Company now seeks recovery of the deferred impairment costs 14 

and associated carrying charges resulting in this net loss on the propane 15 

transactions. 16 

Q. Please further describe the Appliance Repair program credits. 17 

A. In Docket No. 15-08-11 the Authority approved the sale of assets associated with 18 

the Company’s Advantage Protection Service Plan.  Also in this Docket, the 19 

Company committed to returning 100 percent of the net proceeds resulting from 20 

the sale to all of its natural gas customers in the form of a credit on their gas bills.  21 

The deferred liability requested in this proceeding represents the net proceeds to 22 

be credited back to customers. 23 
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Q. Please further describe the AllConnect revenue credits. 1 

A. AllConnect is a consumer services company that assists customers with the 2 

selection of service plans and service providers across a broad array of home 3 

services including home phone service, cable, satellite, high-speed Internet and 4 

communication bundles.  The Company recommends AllConnect’s services to its 5 

customers when they establish or transfer services.  The Company receives 6 

revenue from AllConnect for such referrals.  In a letter dated March 28, 2013, the 7 

Authority ordered the Company to “maintain funds received from AllConnect in a 8 

deferral account that will be considered during the next rate case.”  The deferred 9 

liability requested in this proceeding represents the revenues received from 10 

AllConnect that the Company proposes to credit customers. 11 

Q. What deferred assets are included that were previously allowed by the 12 
Authority? 13 

A. The Company is continuing to include environmental remediation costs, hardship 14 

forgiveness costs, and a deferred Medicare tax asset which have all been 15 

previously approved for recovery by the Authority in the 2011 Rate Case. 16 

Q. Please provide a description of each of these pre-existing deferred assets. 17 

A. The pre-existing assets reflect the following costs: 18 

1.  Environmental Remediation Costs:  These costs are associated with ongoing 19 

annual coal tar environmental remediation costs the Company incurs related to 20 

its MGP sites in order to comply with Connecticut Department of Energy and 21 

Environmental Protection (“DEEP”) regulations.  This activity is further 22 

described in the testimony of Company witnesses Ms. Finneran and Mr. 23 

Iadorola. 24 
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2.  Hardship Forgiveness:  These costs are associated with hardship forgiveness 1 

charges and write-offs of hardship uncollectible accounts. 2 

3.  Medicare Tax Asset:  These costs are associated with the loss of the previously 3 

existing tax deductions for certain retiree healthcare costs.  The amortization 4 

of this deferred asset existed in the Test Year, but has been adjusted to be 5 

removed from the Rate Years in this proceeding because the asset will be fully 6 

amortized by June 30, 2018. 7 

Q. Are there increased annual costs associated with these pre-existing assets? 8 

A. Yes, the Environmental Remediation costs and Hardship Forgiveness costs are 9 

projected to increase over the three Rate Years.  The Company was previously 10 

allowed to recover Environmental Remediation costs of an annual amortization 11 

amount of $1.5 million and was allowed to defer remediation costs in excess of the 12 

$1.5 million for recovery in a subsequent rate proceeding5.  In this proceeding, as 13 

a result of increased anticipated remediation activity at the MGP sites, which is 14 

described in the testimony of Ms. Finneran and Mr. Iadorola, the Company 15 

proposes an annual amortization amount to $4.357 million.  In addition, the 16 

Company proposes to begin recovering the current deferred remediation costs of 17 

$3.073 million.   18 

 In addition, in the 2011 Rate Case, the Company was allowed recovery of Hardship 19 

Forgiveness costs with an annual amortization amount of $7.563 million, and was 20 

allowed to defer any additional costs for recovery in a subsequent proceeding6.   In 21 

                                                 
5 2011 Rate Case Decision at 15. 
6 2011 Rate Case Decision at pp. 24 and 74. 
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this proceeding, the Company is proposing increase this annual amortization 1 

amount to $8.031 million based on the historical three-year average of hardship 2 

write-offs.  The Company’s Three-Year Rate Plan also includes the amortization 3 

of the current deferred Hardship Forgiveness costs of $8.894 million, as shown on 4 

Schedule C-3.33, at page 6. 5 

Q. What is the Company’s proposal with regard to the unamortized balances of 6 
deferred assets and liabilities throughout the Rate Years? 7 

A. Consistent with the typical treatment of deferred regulatory asset or liability 8 

balances, the Company has included the unamortized balances, net of associated 9 

taxes, as a component of rate base.   10 

 PURA has previously denied the Company this treatment as it relates to 11 

environmental remediation expense, and has instead authorized the Company to 12 

accrue carrying charges on the unamortized environmental remediation expenses, 13 

net of taxes, at the allowed cost of debt of six percent.  In this proceeding, the 14 

Company is again requesting the Authority to reconsider this treatment.  Going 15 

forward, the Company is requesting PURA to allow carrying charges on the 16 

unamortized balance of environmental remediation expenses, and on additional 17 

amounts deferred during the Rate Years for spending above the amounts 18 

approved in rates, less environmental liabilities, at the Company’s WACC.  This 19 

treatment is appropriate for several reasons.   20 

 First, in accruing carrying charges on the net balance of the deferred asset, less 21 

the environmental liabilities it ensures the Company will not earn any carrying 22 

charges on increases in the regulatory asset created by accounting entries.  In 23 
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other words, this treatment ensures the carrying costs will be recorded on actual 1 

costs incurred by the Company.   2 

 Second, accruing carrying costs at the Company’s WACC aligns the cost recovery 3 

with the actual costs incurred.  Because the environmental remediation costs will 4 

be incurred and recovered ultimately over several years, the Company will fund 5 

the un-recovered balance at its weighted average cost of capital.  This includes 6 

both long-term debt and equity components, each with their own respective costs.  7 

By allowing the Company to accrue carrying charges at only the cost of debt, it 8 

denies the Company the ability to recover the true cost of financing this long-term 9 

asset.  This proposal is consistent with that of CL&P, which was recently approved 10 

by the Authority in Docket No. 17-10-46 11 

 Third, the Company expects its environmental remediation costs to increase 12 

significantly in the coming years, as described in the testimony of Company 13 

witnesses Ms. Finneran and Mr. Iadorola.  In 2017, Eversource released its 14 

Commitment to Environmental Sustainability7 which outlines Eversource’s 15 

commitment to environmental accountability, stewardship, clean energy and 16 

climate leadership as part of our everyday business.  Focused cleanup of these 17 

legacy MGP sites, located in the heart of the communities we serve, is consistent 18 

with this corporate commitment and is a priority for the Company as a good 19 

steward of the environment.  By allowing the Company to recover its full costs of 20 

environmental site remediation, including carrying charges at the WACC, it 21 

ensures that there is no negative financial ramification to the Company for it 22 

                                                 
7 The Eversource Commitment to Environmental Sustainability is available at: 
https://www.eversource.com/content/docs/default-source/pdfs/env-commitment.pdf?sfvrsn=594bf862_2. 
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pursuing these remediation activities.  This allows the Company’s objective to 1 

remediate environmental impacts at these sites to be fully aligned with public 2 

interests, including customers, environmental regulators, and other interested 3 

stakeholders. 4 

Q. Are there any other types of operating expenses, other than O&M, that are 5 
increasing over the Test Year? 6 

A. Yes.  The Company’s property taxes are expected to increase in each of the Rate 7 

Years. 8 

Q. How did the Company calculate the level of property tax expense in each of 9 
the Rate Years? 10 

A. The Company forecast of property tax expense for each of the Rate Years was 11 

based on three components: (1) base historical actual property taxes, (2) additional 12 

forecast property taxes on new capital additions and (3) a reduction for property 13 

taxes on retired assets.  The base historical capital additions were those property 14 

taxes from the latest list years of 2015 and 2016, which were billed between the 15 

periods of July 1, 2016 through June 30, 2017 and July 1, 2017 through June 30, 16 

2018 for list years 2015 and 2016, respectively.  These base property taxes are 17 

actuals and were held constant through the Thee-Year Rate Plan.  In addition to 18 

the base taxes, the Company calculated property taxes on the planned capital 19 

additions.  The Company used the latest actual weighted average mill rate and 20 

applied that to the net assessment8.  Lastly the Company reduced property taxes 21 

                                                 
8 The net assessment is based on 70 percent of the assessed value less depreciation of 5 percent in year 
one, 10 percent in year two, 20 percent in year three and 30 percent in year four which is consistent with 
Conn. Gen. Stat. §12-62 and 63. 
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for those amounts that will no longer be incurred due to retirements.  Supporting 1 

information is provided in SFR C-3.34 and the associated workpapers. 2 

B. ADJUSTMENTS TO O&M EXPENSES 3 

Q. Please describe the more notable O&M expense adjustments included in the 4 
Rate Years. 5 

A. The table provided below outlines the more notable O&M expense adjustments 6 

from Test Year levels in each of the three Rate Years.  A complete listing of all 7 

operating expense adjustments can be found on Schedules C-3.0 A, B, and C of 8 

the SFRs. 9 

Table DPH-3 10 
Summary of O&M Adjustments 11 

$ (000) 12 
 13 

             Rate Year 1 Rate Year 2 Rate Year 3 

Payroll $3,824 $966 $988 

Field Operations 1,685 187 334 

Uncollectible Expense 1,547 96 165 

Eversource Service Company Capital 
Funding 

1,212 217 95 

Fee Free 169 139 176 

Vehicle Expense (625) 75 76 

Employee Benefits (1,968) (207) (123) 
Other O&M Expenses(a) (1,489) 251 261 
Total O&M Adjustments ($4,355) $1,724 $1,972 

(a) Excludes the effect of Conservation 14 
  15 

Q. What does the payroll expense adjustment reflect? 16 

A. The payroll expense has been derived using the Test Year as the basis for the 17 

Company’s payroll expense needs.  The payroll costs reflect only those Full Time 18 

Equivalent (“FTE”) employee positions that were both active and filled as of 19 

December 31, 2017.  There was a total of 361 Yankee employees and 2,863 20 



 

30 
 

Eversource Service Company employees that were both active and filled as of 1 

December 31, 2017.  There were 17 inactive or unfilled Yankee positions and 116 2 

inactive or unfilled Eversource Service Company positions as of December 31, 3 

2017.  Because the Company’s Test Year payroll expense excluded the above-4 

referenced and unfilled and inactive positions, the Test Year has an imputed 5 

vacancy rate of approximately 4 percent embedded in the costs.  As a result, no 6 

costs associated with any inactive or unfilled positions (i.e., any vacant positions) 7 

are included in the Three-Year Rate Plan.  The payroll adjustment reflects several 8 

increases that have occurred or are expected to occur since the Test Year.  These 9 

increases are caused by (1) salary/wage escalations and (2) incremental FTEs 10 

that are planned to be hired and the costs for which are being requested as a part 11 

of this proceeding.   12 

Q. Please explain the salary/wage escalations the Company is proposing. 13 

A. The Rate Year payroll expense reflects an adjustment for annual salary/wage 14 

escalation.  The following table summarizes the annual projected wage increases 15 

as well as adjustments such as shift differentials, promotions, and step increases 16 

for certain employee groups. 17 

Table DPH-4 18 

Summary of Wage Increases 19 

Employee Group Rate Year 1 Rate Year 2 Rate Year 3 Increase Date 
Exempt 3% 3% 3% April 1 
Non-Exempt 3% 3% 3% April 1 
Union 2% 2% 2% December 1 

 20 
The testimony of Company witness Sasha Lazor provides additional support and 21 

justification of these escalation percentages. 22 
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Q. Please explain the incremental FTEs the Company is requesting. 1 

A. The payroll increase reflects Yankee’s portion of 11 new FTEs associated with the 2 

Waterbury LNG facility that are expected to be hired by the end of 2018.  For 3 

additional detail on these FTEs, refer to the testimony of Company witness James 4 

P. Davis.  As described therein, the Company intends to hire these employees to 5 

operate and maintain the Waterbury LNG facility.  The base labor costs associated 6 

with these 11 employees are reflected in Schedule C-3.7 A, B, and C, and are 7 

therefore included in the Company’s base distribution revenue requirement 8 

reflected in each year of the Three-Year Rate Plan.  However, as described in the 9 

testimony of Company witness James P. Davis, there are variable costs, such as 10 

overtime, which will be incurred for these individuals which are variable in nature 11 

and specifically tied to the cost of liquefaction and/or vaporization.  As described 12 

in Section VII, below, the variable costs associated with the Waterbury LNG facility 13 

have historically been included in base distribution rates.  As such, the Company 14 

has included those variable costs in the proposed base rates in this proceeding 15 

(see Schedule C-3.18).  However, since these costs are variable in nature and are 16 

directly attributable to the cost of gas, the Company is proposing to recover these 17 

costs going forward as a component of the PGA clause.  The variable costs 18 

associated with the Waterbury LNG facility included in base rates but proposed for 19 

inclusion as a component of the cost of gas going forward, are $1.552 million in 20 

Rate Year 1, $1.494 million in Rate Year 2, and $1.608 million in Rate Year 3.   21 

The payroll increase also reflects Yankee’s allocated share of 18 new Information 22 

Technology (“IT”) FTEs which are expected to be hired by Eversource Service 23 

Company in the second half of 2018.  These 18 additional IT FTEs are needed for 24 
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an increased cyber security initiative to defend against cyber threats to the critical 1 

infrastructure of the Company and will allow for advanced security monitoring and 2 

operations support of the Company’s systems.  Yankee’s portion of these FTEs is 3 

approximately six percent and is included in the level of payroll expense in the 4 

Rate Years. 5 

Q. What are the specific employees needed for the cyber security initiative? 6 

A. There are a total of 18 FTEs needed for the cyber security initiative.  These FTEs 7 

include (1) three Operations Security Analysts, (2) one Level 2 Security and 8 

Forensics Analyst, (3) five Level 1 Security Analysts (4) one Facilities Security 9 

Officer, (5) three Level 2 Systems Engineers and (6) three Program Management 10 

Consultants, (7) one server administrator and (8) one Database Administrator.  11 

Together, these FTEs will focus on providing cyber security services such as 12 

helping to increase awareness of cyber threats, advise on secured practices, 13 

identify malicious activity and manage security clearances, among other activities. 14 

Additional detail regarding the costs associated with Eversource Service Company 15 

FTEs is included in Schedule C-3.7.   16 

Q. What is the total payroll increase requested? 17 

A. The total payroll increase is approximately $3.8 million through the end of Rate 18 

Year 1, and an incremental $1 million increase through the end of each of the Rate 19 

Years 2 and 3.  Details and calculations supporting these annual increases are 20 

provided in Schedule C-3.7. 21 
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Q. Does the Application include recovery of senior executive incentive 1 
compensation as a part of rate year O&M expense? 2 

A. No.  Although senior executive incentive compensation is a normal part of business 3 

operations and provides executives with an incentive to operate the Company in a 4 

manner which ultimately benefits customers, the Company has excluded these 5 

costs from its Application in order to be consistent with PURA expectations and 6 

precedent.  Such costs associated with the Company’s senior executives, 7 

including the Chief Executive Officer and his direct reports, were incurred by 8 

Yankee during the Test Year but have been removed from the cost of service in 9 

this proceeding.  Therefore, the Company has pro formed a reduction of its Test 10 

Year costs associated with executive incentive compensation of approximately 11 

$995 thousand, as shown on Schedule C-3.9.   12 

Q.  How is uncollectible expense calculated? 13 

A. The Company used a historical 3-year average to calculate the uncollectible 14 

expense.  The increase in the uncollectible expense is due to two factors.  The first 15 

is that the 3-year average rate is slightly higher than the Test Year actual.  The 16 

Company believes that using a historical average is a more accurate 17 

representation than using a single year’s data.  This is supported by the 18 

Company’s 2011 Rate Case in which the Authority based the uncollectible factor 19 

on a historical average.  The second factor is that the forecast revenues are higher 20 

in the Rate Years and therefore causing greater uncollectible expenses. 21 

Q.  Please explain the increase in Eversource Service Company capital funding. 22 

A. Similar to Eversource Service Company depreciation expense discussed above, 23 

Yankee is allocated a portion of a return on assets of Eversource Service 24 
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Company.  The assets Eversource Service Company capital funding is associated 1 

with contain certain common use equipment, primarily computer equipment and 2 

enterprise computer applications, that are reflected in plant in service at 3 

Eversource Service Company rather than at Yankee, or other Eversource 4 

operating companies.  The Eversource Service Company capital funding amounts 5 

included in each of the Rate Years reflects the Company’s proposed ROE of 10.25 6 

percent.  7 

Q.  Please explain the “Fee Free” costs. 8 

A. “Fee Free” is a program that would allow customers to utilize their credit cards or 9 

debit cards to pay their utility bills without paying a surcharge or convenience fee.  10 

The Company is proposing this Fee Free program for residential customers only 11 

in this proceeding with a potential to scale this program up to include small 12 

business, commercial and industrial customers in a future proceeding.  Section VIII 13 

below and the testimony of Company Witness Penelope Mclean-Conner provide a 14 

further explanation of the “Fee Free” program and its associated costs and 15 

savings. 16 

Q.  Please explain the decrease in vehicle costs. 17 

A. The vehicle costs decreased primarily due to a reduction in the depreciation 18 

expense associated with vehicles.  The accrual rate that was calculated as part of 19 

this proceeding and discussed in the testimony of Company witness Ned W. Allis, 20 

significantly decreased.  As noted in the footnote to Schedule C-3.31, depreciation 21 

expense associated with transportation equipment is charged to a vehicle clearing 22 



 

35 
 

account.  The depreciation expense is included in the vehicle schedule (Schedule 1 

C-3.29). 2 

Q. Are there any other adjustments to the Company’s O&M expenses? 3 

A. Yes.  All of the O&M adjustments are presented on Schedules C-3.0 A, B, and C 4 

in the SFRs.  As mentioned earlier, my testimony has only focused on some of the 5 

more notable changes to O&M. 6 

 7 

C. INCOME TAXES 8 

Q. Are there any changes to Yankee’s income tax calculation that need 9 
discussion? 10 

A. Yes.  On December 22, 2017, President Trump signed into law major tax reform 11 

known as the Tax Cuts and Jobs Act of 2017 (the “Tax Act”).  As a result, the 12 

corporate federal income tax rate was reduced from 35 percent to 21 percent (“Tax 13 

Rate Reduction”).  This Tax Rate Reduction is reflected in the revenue requirement 14 

for the three Rate Years and reflected in several schedules that I sponsor. 15 

Q. Has the Company made any adjustments to the income taxes included in 16 
this filing? 17 

A.  Yes.  As discussed above, several of the schedules are affected by the Tax Rate 18 

Reduction.  Specifically, the Tax Rate Reduction affects four distinct tax-related 19 

issues.  Those issues are (1) income taxes and deferred income taxes as 20 

calculated in Schedules C-3.37 and C-3.38, (2) the gross up of the deficiency 21 

request, (3) excess property and non-property related accumulated deferred 22 

income taxes (“ADIT”) created by the Tax Rate Reduction.  This excess ADIT is 23 
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referred to as “EDIT” for shorthand reference in this testimony, and (4) the impact 1 

of the Tax Rate Reduction on Yankee’s 2018 operating income. 2 

Q. Please discuss how the Company is treating the effect of the Tax Rate 3 
Reduction on income taxes and deferred income taxes. 4 

A.  In Schedules C-3.37 (Income Taxes) and Schedules C-3.38 (Deferred Income 5 

Taxes) the Company has calculated the income taxes and deferred income taxes 6 

for the Three-Year Rate Plan.  These calculations reflect the Tax Rate Reduction, 7 

lowering the estimated taxes the Company would incur on its income under current 8 

rates. 9 

Q. Please discuss how the Company is treating the effect of the Tax Rate 10 
Reduction on the gross up of the deficiency. 11 

A.  In Schedules A-2.0 A, B and C, a gross revenue conversion factor is calculated 12 

using the state and federal income tax rates.  This gross revenue conversion factor 13 

is applied to the Company’s deficiency request in order for the Company to recover 14 

the income taxes it will pay to both the state and federal governments during the 15 

Rate Years.  For the Three-Year Rate Plan, the reduced federal income tax rate 16 

of 21 percent was used in this gross revenue conversion factor. 17 

Q. Please describe the impact of the change to the gross revenue conversion 18 
factor. 19 

A.  As described above, by lowering the federal income tax rate, the gross revenue 20 

conversion factor is significantly lowered as well.  The Company calculates that 21 

over the Three-Year Rate Plan, the Company’s request was reduced by 22 

approximately $10.6 million in Rate Year 1, $15.0 million in Rate Year 2 and $18.6 23 

million in Rate Year 3 as a result of incorporating the lower federal income tax rate 24 

of 21 percent as opposed to the previous rate of 35 percent in effect prior to the 25 
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Tax Act.   This amounts to a total $44.2 million benefit that the Company is passing 1 

through to customers as a direct result of the Tax Rate Reduction. 2 

Q. Please discuss how the Company is treating the effect of the Tax Rate 3 
Reduction on ADIT and the Company’s 2018 operating income. 4 

A.  The treatment of the Tax Rate Reduction on ADIT and the Company’s 2018 5 

operating income is discussed further in Section X. 6 

V. GAS EXPANSION 7 

Q. Please describe how the Company is treating System Expansion (“SE”) 8 
costs and revenues in this case. 9 

A. Yankee is including all projected SE revenue requirements and related customer 10 

revenues as part of base rates in the Three-Year Rate Plan.  In this way, SE will 11 

be rolled into the development of firm tariff base distribution rates.  From a cost of 12 

service study perspective, the SE tariffs have been combined with the associated 13 

existing customer firm tariff categories such that existing and SE costs and 14 

revenues are considered in aggregate for each firm rate category.  The current 10 15 

percent and 30 percent rate adjustments will continue for on-main and off-main SE 16 

customers, respectively.   This approach is similar to how Connecticut Natural Gas 17 

(“CNG”) and The Southern Connecticut Gas Company (“SCG”) treated SE in their 18 

last rate cases, and consistent with the Authority’s Final Decision in Docket No. 19 

13-06-02. 20 

 As a separate exercise from rate design, the Company has identified the SE 21 

revenue requirement and offsetting SE revenues contained in the Rate Years.  The 22 

Company has developed a net under- or over- recovery of SE revenue requirement 23 

for each rate year using a methodology similar to the annual SER calculation filed 24 
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with the Authority.  For Rate Years 2019 through 2021, the calculations are shown 1 

in Exhibit DPH-1.  As indicated, the Company expects that the net impact of SE on 2 

existing non-SE customers’ rates will be a credit of approximately $6.1 million in 3 

2019, and growing to a larger credit in the succeeding years (about $8.8 million in 4 

2020 and $13.8 million in 2021).  This means that the benefits envisioned when 5 

the SE Plan was developed and approved by PURA are materializing.  Non-SE 6 

customers have supported SE revenue requirements in the early years of the SE 7 

Plan, but as new expansion customers continue to connect, their revenues help 8 

support the expansion investments currently in service.  Also, low use conversion 9 

customers continue to provide additional revenue without additional capital 10 

investment thereby further supporting gas expansion.  The continual new 11 

expansion growth in combination with the related capital investment has allowed 12 

both SE and Non-SE customers to benefit from the expansion.   13 

Q.   How will the Company reconcile SE over- or under- recoveries in the Rate 14 
Years and beyond? 15 

A. In this proceeding, the Company will establish the net revenue requirement 16 

associated with SE imbedded in base rates (net revenue requirement = total SE 17 

Revenue Requirement less SE Revenues).  The net SE revenue requirement 18 

contained in base rates coming out of this rate case will be utilized in the 19 

subsequent SE Reconciliation (“SER”) filings that true-up actual 2019 and beyond 20 

SE revenue requirements.   21 

As shown on Exhibit DPH-1, the SE Revenue Requirement included in Rate Year 22 

1, Rate Year 2, and Rate Year 3, is $22.2 million, $28.2 million, and $34.3 million, 23 
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respectively (Exhibit DPH-1, line 16).  The Annual SE Revenue Requirement is 1 

offset by the projected annual SE Revenues of $28.4 million, $37.0 million, and 2 

$48.1 million in Rate Years 1, 2, and 3, respectively (Exhibit DPH-1, line 14).  This 3 

results in a net SE Revenue Requirement included in base rates of ($6.1) million, 4 

($8.8) million, and $(13.8) million in each of the Rate Years, lowering the revenue 5 

deficiency demonstrated by the Company versus that which would otherwise exist 6 

absent the additional SE Revenues.   7 

Going forward in the annual SER, the Company will reconcile the actual net SE 8 

revenue requirement against the amount imbedded in base rates as a result of this 9 

proceeding (($6.1) million, ($8.8) million, and $(13.8) million in each Rate Year, as 10 

described above).  In the SER during the Rate Years and beyond, the actual SE 11 

Net Revenue Requirement will result in a greater surplus than the amounts 12 

reflected above if either (1) actual SE revenues are greater than projected and the 13 

actual SE Revenue Requirement is the same (or less) than projected or (2) actual 14 

SE Revenue Requirement is less than projected and the actual SE Revenues are 15 

the same (or greater) than projected.  Conversely, the actual SE Net Revenue 16 

Requirement will result in less of a surplus (or potentially a deficiency) if either (1) 17 

actual SE Revenues are less than projected and the actual SE Revenue 18 

requirement is the same (or greater) than projected or (2) actual SE Revenue 19 

Requirement is greater than projected and the actual SE Revenues are the same 20 

(or less) than projected.  Again, my understanding is that this base rate treatment 21 

of SE costs, and the subsequent true-up methodology is consistent with that 22 

currently being utilized for CNG and SCG. 23 
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Q.   Are there factors that can significantly affect the SE forecast? 1 

A. Yes.  The SE revenues are variable depending upon the level and type of 2 

customers that receive service under the SE rate in a given period.  There are 3 

many factors that can have an effect on the ability for new customers to connect.  4 

The specific timing of installation dates for individual customers is dynamic and 5 

subject to a variety of factors, including customer conversion schedules and 6 

construction logistics.  Also, the forecast is contingent upon the potential projects 7 

which may be altered either due to customer interest, economic conditions or 8 

operational conditions.   9 

Q.   How does this variability affect the Company’s proposal? 10 

A. The Company has included a forecast of both the revenue requirements of SE and 11 

the expected level of SE revenues.  As shown in Exhibit DPH-1, the revenue 12 

surpluses for the Three-Year Rate Plan are $6.1 million, $8.8 million and $13.8 13 

million for Rate Years 1, 2 and 3, respectively.  This level of surplus will be 14 

imbedded in base distribution rates as a result of this proceeding (assuming the 15 

proposal is approved as filed), serving to offset the rate increase the Company is 16 

requesting.  If the SE revenues do not materialize to the level forecast today in any 17 

of the Rate Years, the difference in the net revenue requirement will be recovered 18 

through the SER.  This means that because, as described above, the SER is 19 

comparing the actual net Revenue Requirement in the Rate Years against the 20 

amount imbedded in the Rate Years, as forecast at the time of this proceeding 21 

(which will be three years stale by the time of Rate Year 3), in certain 22 

circumstances, even if actual SE Revenues result in a surplus net SE Revenue 23 
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Requirement, customers could still incur a charge in the SER.  Explained further, 1 

if the Company sees an actual surplus in Rate Year 1 of $5 million, the customers 2 

will see a charge of $1.1 million in the SER because the Company has embedded 3 

a $6.1 million surplus in its base rates.  In this example, customers would be getting 4 

the benefit of a $6.1 million SE surplus imbedded in base distribution rates, and 5 

because only $5 million surplus (or net Revenue Requirement) materialized, the 6 

difference of $1.1 million would be recovered in the SER.  The Company’s ability 7 

to predict customer behavior is less certain when forecasting three years out, and 8 

so the variability in the net revenue requirement may increase over time as we get 9 

farther from the filing in this proceeding.  For this reason, it may be appropriate for 10 

the Authority to consider extracting the SE entirely from base rates, such that the 11 

net SE Revenue Requirement would continue to be reconciled annually within the 12 

SER (as it does today for Yankee).  Such an approach would help to mitigate the 13 

forecasting variability in the out years, and would simplify the explanation of the 14 

SE Reconciliation, since it would become a simple comparison of SE Revenues 15 

versus Revenue Requirement (again, as it is today for Yankee), rather than a 16 

comparison to amounts imbedded in base rates.  Saying that, the Company has 17 

filed its rate case consistent with the methodologies utilized by CNG and SCG and 18 

in accordance with the Authority’s stated preference in Docket No. 13-06-02.  If the 19 

Authority were to determine that SE should not be embedded in base rates and 20 
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the total SE revenues and revenue requirements separately tracked through the 1 

SER, the Company would amend its schedules to reflect this change.9 2 

VI. DISTRIBUTION INTEGRITY MANAGEMENT PROGRAM 3 

Q.   What is DIMP? 4 

A. DIMP consists of activities related to operating a safe and efficient gas distribution 5 

system.  DIMP requirements were borne from federal guidelines established by 6 

the United States Pipeline and Hazardous Material Safety Administration 7 

(“PHMSA”), with the intention of increasing natural gas safety and awareness 8 

across the United States.  PHMSA defines DIMP in Section 192.1007 of the 9 

Integrity Management Program as: 10 

“an overall approach by an operator to ensure the integrity of its gas 11 

distribution system.”  12 

 The Authority also recognized the importance of DIMP in its final decision dated 13 

November 22, 2013 in Docket No. 13-06-02: 14 

“One of the greatest threats to the Companies’ system integrity 15 
is old distribution infrastructure, such as cast iron and bare steel 16 
piping.  The only significant way to reduce the threat of cast iron 17 
and bare steel pipe leaks is replacement.  In addition, another 18 
one of the key elements of DIMP is the need to demonstrate 19 
improvement in the safety of the Companies’ systems.  For the 20 
Companies to demonstrate the required safety improvement, it 21 
will be necessary to remove, at a significantly faster pace, the 22 
cast iron and bare steel piping from their systems.” 23 

                                                 
9 Doing so in this proceeding would have the effect of increasing the base distribution revenue deficiency, 
since the current annual revenue deficiency is being lowered by the amount of the SE revenue surplus in 
each of the Rate Years. 
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Q. What activities are included in this definition for Yankee? 1 

A. The testimony of Mr. Hart discusses DIMP and the Company’s associated 2 

activities from an operational perspective.  From a rates perspective, DIMP 3 

requires a significant investment by Yankee in its distribution system to replace 4 

aging and leak-prone infrastructure.  This investment includes, but is not limited to, 5 

the replacement of cast iron and bare steel mains and services, recertification of 6 

high pressure distribution lines, and other safety and system integrity measures in 7 

coordination with the Authority’s Gas Pipeline Safety Unit (“GPSU”).  In addition, 8 

based on an evaluation of leak prone facilities on the Company’s system, the 9 

Company is proposing to expand its DIMP program to include facilities that have 10 

demonstrated an increasing leak rate, including copper services, unprotected 11 

coated steel mains and services, small diameter coupled steel mains, coupled 12 

steel services, and flood hardening.  All of these assets are leak prone and should 13 

be replaced on an accelerated basis.  Due to the need to accelerate the 14 

replacement of this leak-prone infrastructure and public benefit served by doing 15 

so, the Company is proposing to implement a DIMP Reconciliation Mechanism 16 

which will reconcile the actual annual DIMP-related revenue requirement against 17 

the amounts included in base rates in the Rate Years in this proceeding. 18 

 The DIMP revenue requirement for each of the three Rate Years proposed in this 19 

proceeding includes the costs associated with the Company’s DIMP and 20 

associated investments, as described in the testimony of Company witness Mr. 21 

Hart.  The proposed DIMP Reconciliation Mechanism will operate similarly to the 22 

DIMP Reconciliation Mechanism in place for SCG and CNG in that the annual 23 

actual revenue requirement associated with DIMP activities will be reconciled 24 
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against the amounts approved as part of base distribution rates in this proceeding.  1 

Any differences in revenue requirements will be calculated and refunded or 2 

charged through the DIMP Reconciliation Mechanism.  The DIMP-related revenue 3 

requirement included in the Rate Years in this proceeding is outlined in Exhibit 4 

DPH-2 and will include gross earnings tax, O&M, income taxes, depreciation, 5 

property taxes, interest expense and return on investment. 6 

Q. What are the customer benefits of DIMP? 7 

A. DIMP activities, and the corresponding DIMP Reconciliation Mechanism, will 8 

enable the Company to accelerate replacement of aging infrastructure with state-9 

of-the art facilities.  DIMP funding is an investment in a safer and more resilient 10 

gas distribution system.  These investments have numerous safety, environmental 11 

and financial benefits for customers.  The Authority also recognized the customer 12 

benefits of DIMP in its final decision dated November 22, 2013 in Docket No. 13-13 

06-02: 14 

“The purpose of the DIMP regulations is to require that 15 
pipeline operators analyze their particular pipeline 16 
systems, circumstances and programs to identify potential 17 
threats that could result in high consequence accidents 18 
and to subsequently address those threats before 19 
accidents occur.  If accidents occur, ratepayers are 20 
potentially impacted on several fronts including loss of life, 21 
injury, lawsuits against the Companies, higher insurance 22 
premiums, and lower investor interest.” 23 

The Company’s DIMP will address the concerns of the Authority and the 24 

associated DIMP Reconciliation Mechanism will allow customers to pay the actual 25 
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annual costs of DIMP; no more and no less, based on actual Company 1 

expenditures. 2 

Q. Has PURA approved similar DIMP Reconciliation Mechanisms for CNG and 3 
SCG? 4 

A. Yes.  It is my understanding that both CNG and SCG have similar ratemaking 5 

treatment related to their DIMP Reconciliation Mechanism, in that the actual 6 

revenue requirement associated with DIMP-eligible investments are reconciled 7 

against amounts included in base rates. 8 

Q. Please describe the Company’s proposed DIMP Reconciliation Mechanism. 9 

A. As described above, the Company has incorporated the projected level of DIMP 10 

spending in the base distribution revenue requirement, as described in the 11 

testimony of Company witness Mr. Hart, and presented in Exhibit DPH-2.  In this 12 

proceeding, the Company is proposing to accelerate further its capital spending 13 

for DIMP-related projects in order to target an 11-year replacement cycle, and also 14 

to include other leak-prone infrastructure and system threats other than solely bare 15 

steel and cast iron.  Again, from an operations perspective, these initiatives are 16 

described in more detail in the testimony of Company witness Mr. Hart. 17 

The DIMP Reconciliation Mechanism would allow the Company to recover its 18 

actual annual revenue requirement in the Three-Year Rate Plan, in subsequent 19 

years until the Company’s next rate case.  The projections shown in SFR Schedule 20 

F-7.0 represent the Company’s forecasted replacement activity for the next five 21 

years.  Rate year amounts are included in the base rate revenue requirements 22 

presented in this proceeding.  Annually, beginning with Rate Year 1 (2019) 23 
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investments, the Company would reconcile the actual DIMP revenue requirement 1 

against the amount included in base rates as a result of this proceeding.  As 2 

previously mentioned, the annual DIMP revenue requirement would include gross 3 

earnings tax, O&M, income taxes, depreciation, property taxes, interest expense 4 

and return on investment.  The Company has computed the DIMP revenue 5 

requirement, based on the capital expenditures and related costs contained in the 6 

Three-Year Rate Plan.  These are shown in Exhibit DPH-2.   7 

The Company proposes to perform this annual calculation at year-end.  The first 8 

DIMP calculation will true-up actual results through December 2019 versus the 9 

costs contained in base rates for Rate Year 1, or 2019.  Subsequent annual DIMP 10 

filings will likewise true-up the prior year and include a forecast of the succeeding 11 

year.  Yankee will make an annual DIMP filing no later than 30 days prior to April 12 

1, with new DIMP reconciling rates to be effective each April 1 on a billing cycle 13 

basis.  Again, this process is the same approach the Company is taking for SE 14 

(except that the DIMP Reconciliation Mechanism does not have a specific revenue 15 

stream as SE does, created by the 10 and 30 percent surcharges) and a similar 16 

approach to the approved CNG and SCG methodology. 17 

Q. Does the DIMP Reconciliation Mechanism follow the same approach as SE? 18 

A. Yes.  As noted previously, the DIMP Reconciliation Mechanism follows the same 19 

approach the Company proposed for SER as discussed above.  Therefore, if the 20 

Authority determines it is more appropriate to remove SE from base rates and 21 

separately track the total revenues and revenue requirements, the Company would 22 
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propose to also remove DIMP from base rates and separately track the total 1 

revenue requirements. 2 

VII. RECOVERY OF WATERBURY LNG EXPENSES IN THE PGA 3 

Q. What is the Company’s ratemaking proposal for the recovery of Waterbury 4 
LNG expenses? 5 

A. The Company is proposing to recover certain fixed Waterbury LNG expenses in 6 

base distribution rates and to recover certain variable expenses through the PGA.  7 

While certain fixed costs are incurred regardless of the usage of the Waterbury 8 

LNG facility such as base salaries and benefits, variable costs are dependent upon 9 

the usage of the facility and therefore are more appropriately recovered through 10 

the PGA as part of the commodity.  This treatment is further discussed below and 11 

in the testimony of Company witness James P. Davis. 12 

Q. Are Waterbury LNG expenses currently recovered in base rates? 13 
 
A. Yes.  The costs of the Waterbury LNG facility are currently in base rates except for 14 

the cost of electricity which is recovered through the PGA as authorized by the 15 

Authority in Docket No. 06-12-02.  The costs currently recovered through base 16 

rates include salaries, benefits, overtime and premium labor, vehicles, outside 17 

services, fees and payments, materials and other costs. 18 

Q. What costs are the Company proposing to continue to recover in base 19 
rates? 20 

 
A. The Company proposes to continue to recover the cost for salaries and benefits of 21 

the Waterbury LNG employees as they are considered non-variable by nature.  22 

The staffing plan is discussed previously in my testimony, and in more detail in the 23 
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testimony of Mr. Davis.  In addition, the Company proposes to recover the cost of 1 

vehicles through base rates.  The Company incurs these baseline costs regardless 2 

of the usage of the facility. 3 

Q. What costs are the Company proposing to recover through the PGA? 4 
 
A. The Company proposes to recover costs that are variable in nature and that are a 5 

direct result of commodity-related activities (liquefaction and vaporization) through 6 

the PGA.  Costs of the Waterbury LNG facility operation beyond base labor and 7 

vehicles are highly variable dependent on and driven by, among other things, 8 

variability in weather within the winter season.  These variable costs are for 9 

overtime and premium labor, outside services, fees and payments, materials and 10 

other costs such as hazardous material removal, training and safety equipment 11 

purchases. 12 

Q. Are there any costs in the PGA that are expected to decrease? 13 
 
A. As described further in the testimony of Mr. Davis, the successful negotiation of a 14 

cost effective long-term LNG trucking contract previously limited the Company’s 15 

need to operate the Waterbury LNG facility.  The LNG trucking contract expires in 16 

the fall of 2018 and therefore the costs associated with trucking in LNG will no 17 

longer be incurred, which would result in a reduction to PGA costs, all else equal. 18 

Q. Has the Company identified the costs of the Waterbury LNG facility that it 19 
is proposing to recover through the PGA? 20 

 
A. Yes.  The total costs the Company is proposing to remove from base rates and 21 

recover through the PGA are $1.6 million in Rate Year 1, $1.5 million in Rate Year 22 

2 and $1.6 million in Rate Year 3.  The Company has identified these costs on a 23 
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separate line item on Schedule C-3.18 (Field Operations).  In addition, the 1 

testimony of Mr. Davis and Exhibit JPD-1 show a further breakdown and detailed 2 

explanation of these costs. 3 

Q. Please elaborate on the Company’s cost recovery proposal associated with 4 
the Waterbury LNG facility. 5 

 
A. As described previously, and further in the testimony of Mr. Davis, the Company 6 

projects a significant increase in the costs to operate and maintain the Waterbury 7 

LNG facility.  PURA has traditionally included these costs as a component of base 8 

rates, and so the Company has included them in the revenue requirement reflected 9 

in each of the Rate Years.  However, also as described previously and by Mr. 10 

Davis, because these are variable and tied specifically to the cost of the 11 

commodity, the Company proposes to recover the actual variable costs incurred 12 

in a given year associated with running the Waterbury LNG facility through the 13 

PGA.  If PURA approves the Company’s proposal to recover the costs through the 14 

PGA, the Company would remove these costs from base rates and recover the 15 

actual annual variable costs as part of the normal PGA reconciliation process.  This 16 

proposal would ensure that (1) customers pay only the amount of variable and 17 

commodity-related costs actually incurred in a given year; and (2) the PGA 18 

commodity costs would be reflective of the actual costs of the commodity (rather 19 

than having the portion associated with the Waterbury LNG facility reflected in the 20 

cost of delivery as a component of base rates). 21 
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VIII. TREATMENT OF FEE FREE CREDIT CARD COSTS 1 

Q. What is the Company’s ratemaking proposal relating to the fee free payment 2 
processing adjustment? 3 

A. The testimony of Company witness Penelope McLean Conner describes the 4 

Company’s proposal to implement a Fee Free program that would allow customers 5 

to utilize their credit cards or debit cards to pay their utility bills without paying a 6 

surcharge or convenience fee.  The Company is proposing this Fee Free program 7 

for residential customers only in this proceeding with a potential to scale this 8 

program up to include small business, commercial and industrial customers in a 9 

future proceeding. This proposal is consistent with that of CL&P, which was 10 

recently approved by the Authority in Docket No. 17-10-46.   11 

Due to the potential for the rate of credit and debit card payments to increase with 12 

the elimination of the “convenience” fee that the Company currently charges to 13 

customers who elect to use the credit/debit card payment option, the Company is 14 

proposing a transitional ratemaking treatment allowing for the adjustment of the 15 

annual amount included in rates in this case based on actual experience, whether 16 

positive or negative.  Specifically, the Company is proposing to establish a reserve 17 

that would be funded through the annual contribution collected through rates of 18 

$169,000 in Rate Year 1, $308,000 in Rate Year 2 and $484,000 in Rate Year 3.  19 

Please see Schedule C-3.17 for the derivation of these annual amounts, which 20 

also include an offsetting savings as described by Ms. McLean Conner 21 

Annually, the actual amounts paid by the Company to SpeedPay Inc. (“SPI”) under 22 

the contract would be charged against the reserve fund, so that the balance of the 23 
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fund represents the difference (plus or minus) between the amount collected in 1 

base rates and the amounts actually paid to SPI over the contract term.  Consistent 2 

with the ratemaking treatment approved for CL&P in its last rate case in Docket 3 

No. 17-10-46, the Company proposes to return to customers any over-collected 4 

amounts annually, and any under-collected amounts would be deferred for 5 

recovery in rates at the time of the next rate case. Eventually, over time, the annual 6 

cost of the Fee Free credit/debit card payment option should become more 7 

predictable or achieve a “steady state” for routine incorporation into rates as a 8 

representative annual expense.  However, the migration trend is expected to be 9 

so steep over the first few years of the transition, that a different ratemaking 10 

approach is necessary to enable the transition.   11 

To determine the total value to include in the Three-Year Rate Plan, the Company 12 

multiplied the anticipated number of transactions over that period by year and by 13 

the expected cost per transaction, both of which were derived from information 14 

provided in response to the Company’s RFP.  This resulted in a total cost of 15 

approximately $1.0 million over the three rate years.  Next, the Company 16 

calculated a total cost savings of approximately $40,000 over the Three-Year Rate 17 

Plant the Company expects to realize as a result of implementing the Fee-Free 18 

program.  As such, the Company is proposing to recover the net amount of the 19 

costs less the savings ($961 thousand), or $169 thousand in Rate Year 1, $308 20 

thousand in Rate Year 2 and $484 thousand in Rate Year 3.  This proposal is 21 

designed to provide customers with the full benefit of the lowest cost per 22 

transaction, while also providing appropriate ratemaking treatment for transitioning 23 
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these costs into base rates in the future, once they reach a steadier state and 1 

representative level. 2 

IX. TREATMENT OF COSTS TO ACHIEVE THE MERGER 3 

Q. How were merger savings quantified in Docket No. 12-01-07? 4 

A. In Docket No. 12-01-07, PURA approved the merger of NU and NSTAR10 on the 5 

basis that the merger would be advantageous to customers.11  In reaching this 6 

conclusion, PURA generally accepted the “Net Benefits Analysis” submitted by NU 7 

and NSTAR in support of the merger approval.12  Specifically, in Docket No. 12-8 

01-07 the Authority found that total net benefits of approximately $783.8 million 9 

were expected on an overall, enterprise-wide basis with an estimated 7 percent of 10 

that amount allocable to Yankee’s operations based on 2011 financial data.13  11 

Order No. 18 of the Company’s 2011 Rate Case requires a Merger Integration 12 

Annual Report to be filed annually with the Authority until the time of the Company’s 13 

next rate case.  In compliance with this Order, the Company filed a Merger 14 

Integration Report on April 30, 2018, included herewith as Exhibit DPH-3 (the 15 

“2017 Merger Report”) and Exhibit DPH-4, which provides the merger net savings 16 

allocations, also filed on April 30, 2018.   17 

                                                 
10   NU and NSTAR refer to the pre-merger holding companies. 
11  Docket 12-01-07, April 2, 2012 Decision, at page 48. 
12  Id. at 23-28. 

13  Id. at 27, fn.8. 
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Q. What does the 2017 Merger Report show with respect to merger-related 1 
savings, costs and net benefits? 2 

A. The 2017 Merger Report showed that Eversource is projecting to exceed the net 3 

benefits forecast developed for the Net Benefits Study in Docket No. 12-01-07.  4 

Specifically, the Net Benefits Study estimated net merger-related savings for the 5 

ten years following the merger to be $784 million on an enterprise-wide basis.  The 6 

Net Benefits Analysis was developed by first analyzing the current cost structures 7 

of NU and NSTAR, with total actual labor costs disaggregated into nine principal 8 

functional areas for analysis.  The savings quantified in the Net Benefits Analysis 9 

were estimated on the basis of potential reductions in labor and non-labor costs 10 

within corporate and administrative functional areas.  For non-labor cost savings, 11 

the companies examined actual costs in 17 potential areas of savings, including 12 

13 categories of corporate and administrative costs (e.g., insurance, facilities, 13 

benefits and fleet costs) and three categories of purchasing costs (procurement, 14 

inventory and contract services).   15 

The 2017 Merger Report shows that the cumulative net savings projection is now 16 

calculated to be $1,009.7 million over the 10-year period following the merger, 17 

2012 through 2022.  The projected savings of $1,009.7 million are net of $125.9 18 

million of merger-related costs (see Exhibit DPH-3, page 5).   19 

Q. What is the proportional share of merger savings attributable to Yankee? 20 

A. The proportional share of total merger-related savings attributable to Yankee is 21 

approximately $52 million over the 10-year period 2012 through 2022.  This is 22 

approximately 4 percent of the total gross savings amount of $1,135.6 million.  23 

Based on the calculated estimated savings documented in the 2017 Merger 24 
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Report, the share of cumulative overall, enterprise-wide savings achieved through 1 

December 31, 2017 is computed as approximately $23 million for Yankee, as 2 

shown in Exhibit ES-DPH-5. 3 

Q:  Does Yankee’s rate request confirm that the savings anticipated in the Net 4 
Benefits Analysis are reducing the cost of service for Yankee customers in 5 
this case? 6 

A:  Yes.  Both the Test Year and Rate Year amounts presented in the Company’s rate 7 

case schedules reflect net savings that have inured to the benefit of Yankee’s 8 

customers as a result of the merger.  Specifically, Exhibit DPH-5 demonstrates that 9 

the Test Year reflects net merger-related savings of approximately $5.5 million 10 

annually.  These savings represent Yankee’s portion of enterprise-wide savings 11 

achieved in calendar year 2017 ($5.5 million, or 4 percent of the 2017 total amount 12 

of $122 million, per Exhibit DPH-5).  Net of Yankee’s share of the total merger 13 

costs amortized over 10 years, as proposed in this proceeding and described 14 

below ($0.8 million), net savings are $4.7 million (in which $5.5 million minus $0.8 15 

million = $4.7 million).  Over the 10-year post-merger period, the savings generated 16 

by the merger will far outweigh the costs incurred to complete the merger.  Exhibit 17 

DPH-5 shows the calculation of Yankee’s share of merger-related costs of $8.1 18 

million (see Columns A through C, Line 29).  Yankee’s share of the merger costs 19 

is proposed to be recovered over 10 years as shown on Schedule C-3.33, WP C-20 

3.33, page 11.   21 

Q:  What categories of savings are reflected in the $5.5 million? 22 

A:  Consistent with the Net Benefits Analysis presented to the Authority in Docket No. 23 

12-01-07, the $5.5 million in merger-related savings reflected each year in the Rate 24 
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Plan arise in two categories:  labor-related savings and non-labor savings.  Labor 1 

savings include the impact of net employee attrition and the elimination of 2 

redundant corporate positions.  Non-labor savings include savings resulting from 3 

process improvements, increased purchasing leverage, elimination of duplicative 4 

corporate and administrative costs, and other efficiencies.  Specific functional 5 

areas of savings include, but are not limited to, employee benefits, contract 6 

services and material and supply procurement, consistent with the projections 7 

provided to the Authority in the Net Benefits Analysis. 8 

Q:  How did the Company quantify actual net merger-related savings for the 9 
post-merger enterprise? 10 

A:  To quantify the merger-related savings that are inuring to the benefit of customers 11 

in this case, the Company relied on the methodology used for the Net Benefits 12 

Analysis because this is the most feasible, reliable and reasonable method for the 13 

Company to isolate the effects of the merger.  Specifically, the Company quantified 14 

the actual savings associated with particular merger-related cost reduction 15 

initiatives made on an enterprise-wide basis for labor and non-labor cost 16 

categories, within the functional areas identified in the Net Benefits Analysis, and 17 

then determined the portion allocable to Yankee’s operations. 18 

 For labor-related savings, the Company quantified the fully loaded annual savings 19 

(including benefits) associated with actual merger-related employee reductions 20 

and actual merger-related attrition activity.  Yankee then calculated the portion of 21 

the overall labor-related merger savings that were attributable to Yankee. 22 

 For non-labor savings, the Company first quantified the savings on the basis of 23 

specific cost-reduction initiatives undertaken by management personnel within 24 
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each functional area, with savings quantified through the comparison of current 1 

and projected costs to pre-merger cost levels, or by calculating year-over-year 2 

O&M costs.  Yankee then calculated the portion of overall non-labor merger 3 

savings allocable to Yankee. 4 

Exhibit DPH-5 illustrates that these are actual savings of $5.5 million annually that 5 

are providing a direct benefit to customers in the form of an overall cost of service 6 

that is lower than it otherwise would be in the absence of the merger.   7 

Q:  How did the Company quantify the merger-related “costs to achieve”? 8 

A:  The merger-related costs to achieve are primarily comprised of transaction costs 9 

(i.e., legal, banking and other costs incurred to structure and close the transaction) 10 

and integration costs (i.e., one-time costs necessarily incurred to achieve annual 11 

O&M cost reductions to the benefit of customers).  Section 5.3 of the PURA-12 

approved merger settlement agreement in Docket No. 12-01-07 allows the 13 

Company to petition PURA for approval to recover its merger-related costs, 14 

exclusive of executive severance and retention costs, which the Company has 15 

excluded from this application.  These merger-related costs to achieve were 16 

generally recorded at the parent company level.  The Company should be allowed 17 

to recover its merger-related costs because the merger could not have been 18 

achieved without incurring transaction costs and, of greater significance, Yankee’s 19 

merger-related costs are far exceeded by the actual savings achieved, thereby 20 

producing substantial net benefits for customers.  The benefits in excess of the 21 

merger costs to achieve are shown on Exhibit DPH-5. 22 
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 1 

Q:  How did the Company determine Yankee’s allocation of the overall merger-2 
related savings and costs to achieve for comparison to the pre-merger 3 
estimate? 4 

A:  Yankee’s share of the net merger-related savings is quantified through allocation 5 

of the enterprise-wide savings using allocators appropriate to each cost category.  6 

Exhibit DPH-5 summarizes the allocation.  Other labor-related savings were 7 

allocated to Yankee based upon a labor-specific allocation factor provided by the 8 

Company’s Accounting Department.  Generally, the charging or allocation of 9 

benefit costs follows the allocation of payroll costs, therefore, benefit savings were 10 

attributed to Yankee based upon the labor allocator.  The labor allocator was also 11 

used to allocate Administrative and General Overhead savings and savings related 12 

to the reorganization of the Company’s Information Technology function, as these 13 

savings are directly tied to employee levels.  Where a specific cost allocator was 14 

available (i.e., Directors Fees and Shareholders Services), that allocator was 15 

utilized to attribute savings.  For Materials and Supplies Procurement and Contract 16 

Services, a general O&M allocator was developed.   17 

Q. With annual net merger-related savings of $5.5 million, is the Company on-18 
track to achieve the merger savings identified in the Net Benefits Analysis?  19 

A. Yes, in fact, Yankee is on-track to exceed the merger-related net savings identified 20 

in the Net Benefits Analysis submitted to PURA in Docket No. 12-01-07 for the 10-21 

year period following the merger.  This conclusion is demonstrated by Exhibit DPH-22 

3, which is an Updated Net Benefits Analysis incorporating actual savings 23 

achieved through December 31, 2017.  Specifically, Exhibit DPH-3 shows that total 24 

10-year net savings are estimated to be $1,009.7 million on an enterprise-wide 25 
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basis, which exceeds by more than $200 million the enterprise-wide net benefits 1 

projected at the time of the approval of the merger.  2 

Q. How has the Company confirmed that Yankee customers are receiving the 3 
benefit of merger-related O&M savings?   4 

A. First, it is important to note that Yankee customers have been directly benefiting in 5 

the form of lower rates since the time of the NU/NSTAR merger approval, as noted 6 

in Orders No. 48 through 50 of Docket No. 12-01-07.  Order No. 49 of that docket 7 

indicated that in the 2011 Rate Case, PURA used the results of the Net Benefit 8 

Analysis to reduce Yankee’s rate case expenses by $1.561 million in rate year 1 9 

or the 2011 Rate Case (the period July 20, 2011 to June 30, 2012) and by $3.0 10 

million in rate year 2 (the period July 1, 2012 to June 30, 2013).  As a result, 11 

customers have been directly experiencing merger savings in rates each year 12 

since 2012.  As shown in the summary table below, through the end of 2018, the 13 

point at which new rates will take effect as a result of this proceeding, customers 14 

will have already received a cumulative direct benefit as a result of the merger of 15 

$21 million; nearly triple the portion of merger costs assigned to Yankee for 16 

recovery in this proceeding.  Moreover, the savings will continue into the Rate 17 

Years and beyond as the actual savings realized by Yankee to date are reflected 18 

in the Company’s cost of service proposed in each of the Rate Years presented in 19 

this proceeding.  Clearly, the benefits of the merger exceed the costs for Yankee 20 

customers, and support the proposal to recover these costs in rates.   21 



 

59 
 

Table DPH-5 1 

Summary of Merger Savings Imbedded in Rates since Docket No. 10-12-02 2 

 3 

Q. Has the Company quantified the level of savings imbedded within the 4 
revenue requirement proposed in this proceeding?  5 

A. Yes.  As described above, relying on Yankee’s allocation of enterprise-wide 6 

savings demonstrates that Yankee’s proposed cost of service in this proceeding 7 

has been lowered by more than $5 million dollars annually as a result of the 8 

merger.  Moreover, customers have been receiving an annual benefit via lower 9 

rates as approved in the 2011 Rate Case at the level of $3 million per year, or $21 10 

million total cumulative savings through December 2018.  This level of savings 11 

exceeds the costs by any measure.  However, to supplement the showing that 12 

customers have received and will continue to receive the benefit of merger savings 13 

in excess of the costs to achieve, the Company has evaluated the O&M component 14 

of the cost of service approved in Yankee’s 2011 Rate Case in Docket No. 10-12-15 

02 versus the level of O&M in the Test Tear and in the Rate Years proposed in this 16 

proceeding.   17 

Merger Savings  
Beginning Ending In Rates

10-12-02 RY1 01-Jul-11 30-Jun-12 1.561$                   
10-12-02 RY2 01-Jul-12 30-Jun-13 3.000                     

01-Jul-13 31-Dec-13 1.500                     
01-Jan-14 31-Dec-14 3.000                     
01-Jan-15 31-Dec-15 3.000                     
01-Jan-16 31-Dec-16 3.000                     
01-Jan-17 31-Dec-17 3.000                     
01-Jan-18 31-Dec-18 3.000                     

Total 21.061$                
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Q. How does the O&M component of the Company’s revenue requirement from 1 
the 2011 Rate Case compare to the O&M component of the Company’s 2 
current Application?  3 

A. As an initial matter it is important to recognize that Yankee, like all companies, has 4 

experienced, and will continue to experience, wage increases and other cost 5 

increases attributable to inflation or other factors.  In this case, the Company has 6 

mitigated those cost pressures and produced absolute cost reductions for 7 

customers, as described above.  Actual merger-related savings and savings 8 

resulting from non-merger related efficiency initiatives have occurred throughout 9 

the enterprise with the effect of reducing the costs incurred by the Company.  10 

However, there is no practical, reliable method for the Company to track the 11 

savings impact by account due to the numerous merger-related savings initiatives; 12 

the numerous accounts that are used to track costs; and the multitude of 13 

transactions, costs and adjustments made to each account as the business 14 

operates.  As indicated previously, the Test Year in this case is the year-ending 15 

December 31, 2017.  The savings impacts of cost-reduction initiatives occurring 16 

prior to December 2017 are captured in the financial books of account used to 17 

calculate the revenue requirement.  As a result, the substantial O&M savings 18 

achieved by Yankee in relation to merger-related and non-merger related 19 

efficiency gains is confirmed by a comparison of the Test Year O&M expense to 20 

the pre-merger annual O&M expense, as approved in Yankee’s 2011 Rate Case 21 

in 2011 in Docket No. 10-12-02. 22 

 Specifically, the following table illustrates that the Company’s O&M expense was 23 

reduced by both merger and non-merger-related cost reductions since the time of 24 

the merger.  In the Company’s 2011 Rate Case the level of O&M approved was 25 



 

61 
 

approximately $92 million in the second rate year in that case, the period July 1, 1 

2012 to June 30, 2013, or $89 million, inclusive of $3 million in imputed merger 2 

savings14.  Comparable Test Year O&M in this proceeding is $85 million, which is 3 

lower in nominal dollars by $4 million versus the second rate year amount 4 

approved in the 2011 Rate Case.  See Schedule C-3.0 A.  This reduction in 5 

expense has occurred in spite of the fact that the Company has experienced cost 6 

pressure increases as a result of wage and salary increases and external 7 

inflationary pressures.  In fact, had costs increased at pace with the rate of inflation 8 

as measured by GDP-PI over that same time period (2013 through 2017), the O&M 9 

component of the Company’s cost of service would be higher by at least $10 million 10 

versus the amounts proposed in this proceeding, as shown in the table below. 11 

                                                 
14 In Docket No. 10-12-02, PURA authorized O&M expense in Rate Year 2 of $89.19 million, which 
included a credit of $3 million for imputed merger related synergies.  See Docket No. 10-12-02 Appendix 
B-RateYear2 IS (Sum of O&M and Other O&M) and Decision at page 140. 



 

62 
 

 1 

 The Company’s Rate Year 1 cost of service reflects certain increases and 2 

adjustments, as summarized on SFR C-3.0 A, such that the Rate Year 1 operating 3 

and maintenance expenses are roughly $91 million; an increase of $5.7 million 4 

versus the $85 million adjusted test year amounts presented in the table above.  5 

This amount is still less than the 2nd rate year amount from the 2011 Rate Case of 6 

$92 million (before imputing the $3 million merger efficiencies as ordered by PURA 7 

in that proceeding), and still nearly $7 million less than if the O&M from the 2011 8 

rate case had grown at the level of inflation. 9 

This supports the conclusion that the Company has achieved significant merger 10 

synergies, contributing greatly to the Company’s ability to mitigate increases in 11 

O&M expenditures.  These savings are reflected in the proposed rate year revenue 12 
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requirements in this proceeding, allowing customers to continue to benefit through 1 

lower rates as a result of the NU/NSTAR merger. Therefore, the Company has 2 

included Yankee’s share of the merger costs, to be recovered over ten years, in 3 

its request for rate relief.  This showing is identical to the showing previously made 4 

by CL&P and approved by PURA in CL&P’s 2014 rate case in Docket No. 14-05-5 

0615.  6 

X. TAX ACT 7 

Q. Please explain the impacts of the Tax act on the Company and its customers. 8 

A.  As discussed in Section IV above, the Tax Rate Reduction that went into effect as 9 

a result of the Tax Act affects four distinct tax-related issues.  Those issues are (1) 10 

income taxes and deferred income taxes as calculated in Schedules C-3.37 and 11 

C-3.38, (2) the gross up of the deficiency request, (3) excess property and non-12 

property related ADIT created by the Tax Rate Reduction.  As indicated previously, 13 

this excess ADIT is referred to as “EDIT” for shorthand reference in this testimony, 14 

and (4) the impact of the Tax Rate Reduction on Yankee’s 2018 operating income.  15 

The impact on the Company’s income taxes and deferred income taxes are 16 

discussed in Section IV above.  The other impacts are discussed further below. 17 

Q. Please discuss how the Company is treating the effect of the Tax Rate 18 
Reduction on ADIT. 19 

A.  ADIT is a component of rate base, whereby it typically reduces the rate base 20 

amount.  ADIT for both property and non-property related items was recalculated 21 

                                                 
15 This same showing was approved in Massachusetts for recovery of merger related costs for NSTAR 
Gas (D.P.U. 14-150), NSTAR Electric, and WMECO (D.P.U. 17-05), and by FERC for the transmission-
related portion of merger costs. 
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by re-measuring the deferred taxes at December 31, 2017, where appropriate, to 1 

reflect the Tax Rate Reduction that will be in effect during the Company’s proposed 2 

Rate Years.  The difference between the ADIT at the 35 percent federal tax rate 3 

and the 21 percent tax rate is the excess ADIT (or “EDIT”).  Said differently, EDIT 4 

represents the portion of ADIT that is no longer owed to the government by virtue 5 

of the lower tax rates effective January 1, 2018, but will instead be returned to 6 

customers over time, subject to certain restrictions and requirements in 7 

accordance with applicable IRS tax laws and regulations, so as to not violate IRS 8 

normalization rules.  In order to comply with these laws and regulations, a 9 

regulatory liability was established in the amount of the EDIT creating a zero 10 

impact to the Company’s rate base.  The testimony of Company witness Mr. Frank 11 

Anello discusses the calculation of the EDIT in greater detail. 12 

Q. Please describe the impact of the change to ADIT. 13 

A.  As described above, the reduction to ADIT on December 31, 2017 was offset by 14 

the establishment at the same time and in the same amount of a regulatory liability.  15 

The combined effect of these two entries created a net zero impact to the 16 

Company’s rate base.  Over time, as the EDIT is amortized and returned to 17 

customers, the regulatory liability will be reduced.  The IRS prohibits excess ADIT 18 

for protected or depreciable plant (surplus of FERC Account No. 282) from being 19 

used to credit customer rates more rapidly than the actual annual excess ADIT 20 

determined by the Average Rate Assumption Method (“ARAM”).  If the Company 21 

violates the IRS regulations for crediting EDIT to customers it would result in a 22 

normalization violation, which could result in the Company losing the ability to take 23 
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advantage of certain tax benefits, such as accelerated depreciation.  The actual 1 

EDIT will vary each year and will depend on a number of factors, including actual 2 

book depreciation expense in any given year, among other factors.  Therefore, the 3 

current projection of EDIT by year is an estimate and subject to change annually.  4 

Under the ARAM, the Company anticipates the property-related regulatory liability 5 

will be amortized over the next 38.9 years, which is generally the depreciable life 6 

of the underlying assets which created the ADIT in the first place.   7 

 For non-property related EDIT, the IRS does not define a specific period over 8 

which the excess EDIT should be amortized.  However, consistent with the ARAM 9 

method for amortizing the property related EDIT, the Company proposes to 10 

amortize the EDIT over the life of the underlying asset that gave rise to ADIT in the 11 

first place.  Therefore, the Company proposes to amortize the pension-related 12 

portion of the non-property related regulatory liability over 10 years and all other 13 

non-property related excess ADIT over five years.  A schedule showing the 14 

proposed amortization amounts is shown in Exhibit FA-1 to the testimony of Mr. 15 

Anello. 16 

Q. How does the Company propose to provide customers the benefit of EDIT? 17 

A.  As described previously, at this point the annual EDIT amortization amounts are 18 

estimated and subject to change each year based on a number of factors.  19 

However, the annual plant-related EDIT amortization is estimated to be between 20 

$2 million and $3 million per year, as shown on Exhibit FA-1.  Rather than providing 21 

this EDIT as a straight bill credit to customers, the Company is proposing to utilize 22 
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the proceeds generated by the EDIT amortization in order to provide additional 1 

needed funding in support of Yankee’s Energy Efficiency (“EE”) programs.   2 

Q. Please provide more detail regarding how the funds will be used for EE 3 
programs. 4 

A.  The Company is currently experiencing a high customer demand for projects that 5 

reduce natural gas energy consumption and save customers (residential and 6 

commercial/industrial) on their monthly energy bills.  With the decrease in the 7 

electric EE budgets due actions taken by the Connecticut legislature, contractors 8 

have prioritized efforts to provide services to residential and business customers 9 

who are heating with natural gas.  The Company has been able to build up a good 10 

skill set on the part of the contractors to deliver gas savings and they are exceeding 11 

capacity on the current EE budgets.  EE funds are used to develop, administer and 12 

market programs to customers as well as to provide rebates and/or incentives to 13 

encourage customers’ investment in high efficiency equipment. 14 

Q. What projects are experiencing a higher customer demand? 15 

A.  The Company is currently experiencing a high demand both for residential multi-16 

family projects and commercial and industrial projects which include 17 

insulation/weatherization, installation of energy savings equipment and devices 18 

such as HVAC systems, water heaters, boiler controls, etc.  The additional funds 19 

would provide more customers with rebate opportunities that encourage 20 

investment in such programs.  21 

Q. Is there support for this proposed treatment of EDIT? 22 

A.  Although no specific proposal has been approved, DEEP in a letter dated May 3, 23 

2018, speaking about the diversion of funds from the electric and natural gas 24 
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Conservation and Load Management Plan generally, stated that it “supports the 1 

concept of pursuing alternate regulatory mechanisms that can help to mitigate the 2 

effects of the diversion.”  Specifically addressing the excess federal income taxes, 3 

DEEP further stated in their letter “[a] portion of these returned collections could 4 

occur as contributions to the Conservation and Load Management programs, to 5 

partially compensate for the legislative diversions.”  The Company’s proposal is to 6 

do exactly this; to use the funds from EDIT towards the Company’s EE programs. 7 

Q. Please elaborate on how the Company will determine the annual amount of 8 
funding related to EDIT it will utilize to fund energy efficiency programs. 9 

A.  As explained previously and in the testimony of Mr. Anello, the annual EDIT 10 

amounts will vary by year based on a number of factors, and the final amount for 11 

any given year will not be known until the Company files its annual tax return.  The 12 

Company has provided an estimated projection of the total EDIT balance and the 13 

forecasted amortization in order to provide a range of estimates for the coming 14 

years. The Company proposes to fund a level of Energy Efficiency investments in 15 

a given year based on the estimated EDIT amortization for that year.  In order not 16 

to violate IRS regulations regarding normalization, the Company will estimate the 17 

EDIT for each year, and authorize a conservative amount to be utilized to fund 18 

Energy Efficiency programs, such that the amount of funding will not exceed the 19 

actual EDIT amortization in that year.  In the following year, once the Company 20 

files its tax return and the actual EDIT amortization for that year amount will be 21 

known, the Company will reconcile the prior year’s estimate and authorize that 22 

additional amount to be utilized to fund EE investments as well.  This approach will 23 
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allow the Company to provide customers the full benefit of EDIT for each year 1 

without violating the IRS regulations regarding normalization.   2 

Q. Finally on this topic, how will this proposal affect the Company’s rate base 3 
in this proceeding if PURA approves the Company’s proposal as filed? 4 

A.  As explained previously, as of December 31, 2017, the Company has established 5 

a regulatory liability representing the amount of EDIT to be returned to customers 6 

over time.  This amount is included as an offset to rate base in this proceeding, 7 

having the same effect on rate base as if the EDIT it was recorded as an ADIT 8 

liability.  As the amount is returned to customers through the funding of Energy 9 

Efficiency programs, the regulatory liability will be reduced by the amount of the 10 

annual amortization, which will have the effect of increasing rate base as the EDIT 11 

liability is reduced.  In the initial filing in this proceeding, and pending PURA’s 12 

approval of the Company’s proposal to redirect the EDIT proceeds to Energy 13 

Efficiency programs, the Company has not reflected this reduction in the EDIT 14 

regulatory liability (and resulting increase in rate base) in the Rate Years revenue 15 

requirement.  Therefore, if PURA approves the Company’s proposal as filed, the 16 

Company will adjust its ADIT and EDIT balances included in the cost of service in 17 

each of the Rate Years to reflect the estimated annual amortization of the 18 

regulatory asset associated with EDIT. 19 

Q. Staying on the topic of taxes, but shifting away from EDIT, does the 20 
Company’s proposed revenue requirement in the Three-Year Rate Plan 21 
incorporate a credit for calendar 2018? 22 

A.  No, it does not.  The Company’s Three-Year Rate Plan begins with new rates 23 

effective January 1, 2019, which is the first year of the Three-Year Rate Plan, and 24 
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fully incorporates the effect of the Tax Rate Reduction on the level of income taxes 1 

reflected in base rates as of that point in time.  The Company is not proposing at 2 

this time to incorporate a credit for 2018 until such time as the Company is able to 3 

determine if such a credit is appropriate, based on the Company’s actual results 4 

for 2018. 5 

Q. Please further describe the Company’s proposed treatment of the Tax Rate 6 
Reduction for 2018. 7 

A.  The Tax Rate Reduction causes a reduction in one component of the Company’s 8 

cost of service; taxes, but does not affect the rest of the costs incurred by the 9 

Company in any given year.  The Company’s analysis of its revenue requirement 10 

in this proceeding demonstrates a Rate Year 1 revenue deficiency of 11 

approximately $49 million, even after reflecting the cost reductions resulting from 12 

the Tax Rate Reduction.  Therefore, clearly the Company’s total costs have 13 

increased to the point that existing revenues are insufficient to cover the them, 14 

resulting in the Company’s need for rate relief in this proceeding.   15 

 However, the Company’s currently approved earnings sharing mechanism 16 

provides customer protection against the Company “over earning” as a result of 17 

the Tax Rate Reduction.   As a result of a settlement agreement in Docket Nos. 18 

14-08-10 and 15-02-46, the Authority approved an earning sharing mechanism 19 

that set an ROE threshold of 9.50 percent with any earnings in excess of 9.50 20 

percent shared automatically on a 50%-50% basis with ratepayers.  The Company 21 

will make a compliance filing under Docket No. 76-03-07 to assess its actual ROE 22 

for 2018 during the first quarter of 2019 in order to determine if the Company has 23 
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over-earned in 2018 as a result of the Tax Rate Reduction, or any other reason, 1 

and will at that time determine if any amounts are owed to customers as a result. 2 

Q. Are there other regulatory or legal ramifications of providing a credit for the 3 
single issue on a retroactive basis? 4 

A.   The issue of providing a retroactive customer refund for the value of the Tax Rate 5 

Reduction in the period between the effective date of the Tax Act (i.e., January 1, 6 

2018) and the effective date of new base rates reflecting the impact of the Tax Act 7 

(i.e., January 1, 2019, or the “Retroactive Refund Period”) implicates at least three 8 

fundamental legal and ratemaking principles.  Namely, the principle of “just and 9 

reasonable rates”, the prohibition against “retroactive” ratemaking and the 10 

prohibition against “single issue” ratemaking.  It is well-established that base 11 

distribution rates are set prospectively based on a historical twelve-month period 12 

of data (i.e., the “test year”), as adjusted for changes expected to occur into the 13 

rate years.  It is also well-established that non-reconciling base distribution rates 14 

are not adjusted for a single issue between rate cases.  Accordingly, the Company 15 

does not believe a retroactive refund of federal tax expense collected through base 16 

rates that were deemed “just and reasonable” in a prior rate proceeding is 17 

appropriate. This is particularly true where the Company’s earned rate of return in 18 

that prior period does not exceed the rate of return authorized in the utility’s most 19 

recent rate proceeding, and when base distribution rates during that prior period 20 

were not increased to reimburse the Company for higher-than-anticipated or 21 

unanticipated cost increases in other aspects of the business. 22 
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Q. Is it therefore the Company’s position that there is a flat prohibition on any 1 
customer refund for the Retroactive Refund Period? 2 

A.  No. The Company recognizes that the authorized rate of return represents the 3 

threshold upon which the finding of “just and reasonable” rates rests.  Before 4 

determining whether a refund is warranted for the applicable Retroactive Refund 5 

Period, the Authority should determine whether the Company has earned at or 6 

above the allowed ROE for the Retroactive Refund Period.  As described above, 7 

this determination should be made using the information reported to the Authority 8 

as part of the Company’s compliance filing for calendar year 2018 under Docket 9 

No. 76-03-07 to be filed in the first quarter of 2019. 10 

XI. LEAD LAG STUDY 11 

Q. You mentioned earlier in your testimony that you prepared a lead lag study.  12 
Is that correct? 13 

A. Yes.  I prepared a lead lag study (the “Lead Lag Study”) to update and establish 14 

the net lag days to be used for other operating expense working capital that will be 15 

included in base rates.  The Lead Lag Study is summarized and included in the 16 

revenue requirement analysis as Schedules H-1.4 A, B and C.     17 

Q.  What is cash working capital? 18 

A. Cash working capital is the amount of money needed by Yankee to fund operations 19 

in the time period between when expenses are incurred to provide service to 20 

customers, and when associated payment is actually received from customers.  21 

The time period is measured based on the difference between revenue lag days 22 

and expense lead days to determine the cash working capital requirement.  23 
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Q. Please define the terms “revenue lag days” and “expense lead days.” 1 

A. Revenue lag is the time, measured in days, between delivery of a service to 2 

Yankee customers and the receipt by Yankee of the payment for such service.  3 

Similarly, expense lead is the time, again measured in days, between the 4 

performance of a service or the invoice date for goods or services rendered on 5 

behalf of Yankee by a vendor, and payment of such service by Yankee.  Both 6 

revenues and expenses are assumed to accrue evenly, thus, where monthly data 7 

is presented, it is assumed that the revenue or expense was booked or incurred at 8 

the midpoint of the month. Because base rates are based on revenue and 9 

expenses recognized on an accrual basis, the revenue lag results in a need for 10 

capital while the expense lead offsets this need to the extent the Company is 11 

typically not required to reimburse its vendors until after a service is provided.   12 

Q. Please describe the Lead Lag Study (SFR Schedules H-1.4 A, B and C) 13 
and its findings. 14 

A. The Lead Lag Study results are contained in the SFR Schedules H-1.4 A, B and 15 

C.  The Company presents a total Cash Working Capital Request amount for each 16 

rate year; amounts are summarized both in the schedule, as well as at the end of 17 

this testimony. 18 

A. Revenue Lag Days 19 

Q. How is the revenue lag computed? 20 

A. The revenue lag consists of a “meter reading or service lag,” “billing lag” and 21 

“collection lag.”  The sum of the days associated with these three lag components 22 
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is the total revenue lag experienced by Yankee during the test year.  See SFR WP 1 

H-1.4a.  2 

Q. What lag does the Lead Lag Study reveal for the component "service or 3 
meter reading lag?" 4 

A. The Lead Lag Study reveals 15.21 days.  This lag was obtained by dividing the 5 

number of billing days in the Test Year (365) by 12 months.  This result was then 6 

divided in half to arrive at the midpoint of the monthly service periods. The 15.21 7 

days represents the difference between average time service was provided, and 8 

the time that the meter was read. 9 

Q. How did you arrive at the 1.00 day “billing lag”? 10 

A. Most of the Company’s customers are billed the evening after the meters are read.  11 

Therefore, I have included a 1.00 day billing lag.  I have not made an exception for 12 

large customers which may require additional time to process. 13 

Q. How was the “collection lag” calculated and what was the result?  14 

A. The “collection lag” for utility service totaled 31.36 days.  This lag reflects the time 15 

delay between the mailing of customer bills and the receipt of the billed revenues 16 

from customers.  The 31.36 days lag was derived using the ‘accounts receivable 17 

turnover method’, which involved a thorough examination of utility service accounts 18 

receivable balances for all accounts. SFR WP H-1.4a details monthly accounts 19 

receivable balances as provided in general ledger extracts and calculates the 20 

annual average accounts receivable balance for the Test Year. 21 
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 This same page also summarizes the month-end reserve balances for 1 

uncollectible accounts.  SFR WP H-1.4a provides monthly figures for customer 2 

accounts receivable and presents an average reserve balance which is used in the 3 

days calculation. 4 

 The revenue figures for the Test Year were considered, then adjusted to include 5 

gas revenues only.  A further adjustment to remove unbilled revenues was made.  6 

Q. Is the total revenue lag computed from these separate lag calculations?  7 

A. Yes.  The total revenue lag of 47.57 days is computed by adding the number of 8 

days associated with each of the three revenue lag components.  See, SFR WP 9 

H-1.4a.  This total number of lag days represents the amount of time between the 10 

average delivery of service to customers and the receipt of the related revenues 11 

from customers.  12 

B. Expense Lead 13 

Q. Please explain the determination of the expense lead portion of the Cash 14 
Working Capital request. 15 

A. Yankee pays to underwrite the activities conducted in service to customers before 16 

it receives payment from customers for those services provided. The Cash 17 

Working Capital requirement is composed of Operations & Maintenance expenses 18 

and taxes.  These are types of expenses that are appropriate for the Company to 19 

recover carrying cost for this service. 20 



 

75 
 

Q.  How did your Lead Lag Study calculate the number of days for each line 1 
item in the Test Year? 2 

A. The methodology differed per line item and is detailed on the respective work 3 

papers for each item.  Broadly, direct expenses were assumed to be accrued at 4 

the midpoint of the month or service period.  The lead days were then calculated 5 

vs. the payment date, the expenses were then dollar weighted, and aggregated for 6 

monthly, then annual days. 7 

Allocated expenses were assumed to be accrued at the midpoint of the month and 8 

paid the following month per the intercompany payments schedule.  Where 9 

applicable, the direct and allocated days were dollar weighted and combined to 10 

arrive at a total number of days based on the test year.   11 

Items covered by this explanation include: 12 

Payroll (WP H-1.4b), Fuel Purchases (WP H-1.4c), Uncollectible (WP H-1.4d), 13 

Conservation (WP H-1.4e), Property Tax (WP H-1.4g), Federal Unemployment (H-14 

1.4h), CT Unemployment (H-1.4i), FICA (WP H-1.4j), Medicare (WP H-1.4k), CT 15 

Gross Earnings Tax (WP H-1.4l), Federal Income Tax (WP H-1.4m), CT Corp 16 

Business Tax (WP H-1.4n) and Long-Term Debt (WP H-1.4o). 17 

Q.  Which expense line items’ days are not calculated based on Test Year data, 18 
but assigned based on previous PURA mandates or decisions? 19 

A.  Line items for the following were assigned days consistent with the treatment as 20 

ordered in the respective referenced dockets: 21 

 22 
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Line Item Days Docket Reference 
Schedule 
Reference 

Payroll Incentive 270 DPUC Docket No. 14-05-06 - 

Depreciation and Amortization 15 DPUC Docket No. 14-05-06 - 

Pension Accrual 15 DPUC Docket No. 14-05-06 - 

Deferred Income Taxes, net 15 DPUC Docket No. 14-05-06 - 

Other Taxes, net 15 DPUC Docket No. 14-05-06 - 

Balance for Common - Dividends * 45 DPUC Docket No. 92-11-11 H-1.4p 

Balance for Common - Retained Earnings * 182 DPUC Docket No. 92-11-11 H-1.4p 

      

      

* the days listed on the CWC request are dollar weight combined, see H-1.4p for detail 

 1 

Q. In determining the expense lead period, how were the weighted lead days in 2 
payment of Other O&M costs determined? 3 

A. First, total direct O&M expenses for the Test Year, excluding gas costs and 4 

conservation adjustment costs, were compiled as shown on SFR WP H-1.4f.  5 

Payments were reviewed and the lead days were calculated by subtracting the 6 

payment date from the invoice date.  Once the lead days were determined, they 7 

were dollar weighted to arrive at Other O&M expense lead days.  See SFR WP H-8 

1.4f. 9 

Q. Would you briefly describe the lead days associated with the line items 10 
under ‘Taxes’? 11 

A. The line items under ‘Taxes’ calculate the lead days for the direct taxes that 12 

Yankee pays, as well as the taxes allocated to Yankee pro rata from Eversource 13 

Service Company.  The payroll tax amounts represent only the employer funded 14 

payments. The direct taxes days are calculated based on the difference between 15 

the midpoint of the tax liability accrual period and the payment date.  The allocated 16 

amounts days are care calculated on the difference between the midpoint of the 17 
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month in which they were incurred or accrued and the intercompany payment date, 1 

which is the date that the intercompany payment is made.  SFR WP H-1.4g–n 2 

demonstrate calculations for each ‘Taxes’ line item.  The ‘Other taxes, net’ line 3 

item is comprised solely of investment tax credit. 4 

C. Cash Working Capital 5 

Q. Would you summarize the Company’s proposal regarding Cash Working 6 
Capital? 7 

A. Yes.  As detailed on schedules H1.4 A, B and C, the Company requests the 8 

following Cash Working Capital amounts: 9 

  
2019              

Exhibit H-1.4A 
2020               

Exhibit H-1.4B 
2021              

Exhibit H-1.4C 
CWC Requirement $13.08 m $13.13m $13.26m 

 10 

Q. Please summarize the total rate relief requested by the Company in this case. 11 

A. The following table summarizes the rate relief requested by the Company: 12 

Table DPH-2 13 
Summary of Total Rate Relief Requested 14 

($ in Millions) 15 
 16 

 2019 2020* 2021* 
Current Operating Income $59.9 ($1.5) $1.0 
Required Operating Income 94.0 12.8 12.3 
Income Sufficiency/(Deficiency) (34.1) (14.3) (11.3) 
Income Taxes (12.6) (5.1) (4.3) 
Gross Earnings Tax (1.9) (0.9) (0.6) 
Uncollectible Adjustment (0.6) (0.2) (0.2) 
Total Decrease/(Increase) Required (49.2) (20.5) (16.4) 

 *Incremental from the prior rate year. 17 
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XII. CONCLUSION 1 

Q. Does this conclude your testimony?  2 

A. Yes, subject to reserving the Company’s right to respond to additional issues 3 

raised in discovery or at hearings. 4 


