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L. INTRODUCTION

On November 15, 2018, Massachusetts Electric Company (“MECo0”) and Nantucket
Electric Company (“Nantucket Electric”), each doing business as National Grid (“National
Grid” or “Company”) filed a petition with the Department of Public Utilities (“Department”)
pursuant to G.L. c. 164, § 94, and 220 CMR 5.00 for an increase in its electric base
distribution rates of $132,236,908." The Company’s proposal also included a decrease of
$61,924,044 in revenues recovered in charges outside of base distribution rates, resulting in
an overall net increase of $70,312,864. Based on changes made during the proceeding,
National Grid now proposes a general increase in base distribution rates of $115,953,077, a
decrease of $60,774,105 in revenues recovered in charges outside of base distribution rates,
resulting in an overall net increase of $55,178,971 (Exh. NG-RRP-2 (Rev. 4), Sch. 1).> The
Company also proposes to (1) replace its capital investment recovery mechanism (“CIRM”)
with a performance-based ratemaking (“PBR”) mechanism that would allow National Grid to
adjust its base distribution rates on an annual basis through the application of a revenue-cap
formula and (2) implement metrics to evaluate National Grid’s performance. National Grid
based its proposed base distribution rate increase on a test year of January 1, 2017 through

December 31, 2017 (Exh. NG-MLR-1, at 5-6). National Grid was last granted an increase

! MECo filed for approval of tariffs M.D.P.U. Nos. 1373 through 1383, Nantucket
Electric filed for approval of tariffs M.D.P.U. Nos. 610 through 620, and together
MECo and Nantucket Electric filed for approval of tariffs M.D.P.U. Nos. 1384
through 1401.

Minor discrepancies in any of the amounts appearing in this section are due to
rounding.
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in electric base distribution rates in 2016. Massachusetts Electric Company/Nantucket

Electric Company, D.P.U. 15-155 (2016). The Department docketed the instant petition as

D.P.U. 18-150, and suspended the effective date of the tariffs until October 1, 2019, for
further investigation.3

National Grid provides retail electric distribution service to customers in 172 cities
and towns in Massachusetts in a service territory covering 3,870 square miles
(Exhs. NG-MLR-1, at 18; AG 13-25). MECo serves 1,311,975 million customers and
Nantucket Electric serves 13,275 customers (Exh. AG 13-25). MECo and Nantucket Electric
operate as wholly owned subsidiaries of National Grid USA, which is an indirect wholly
owned subsidiary of National Grid plc, a public limited company incorporated under the laws
of England and Wales (Exhs. NG-MLR-1, at 18; AG 1-98, Att. at 1).4 National Grid USA
also owns National Grid USA Service Company (“NGSC”), which provides management,
administrative, accounting, legal, engineering, information systems, and other services to

National Grid USA subsidiaries, including MECo and Nantucket Electric (Exhs. NG-RRP-1,

at 1; AG 1-26, Att. 2, at 41-42; AG 1-98, Att. at 1). In addition, National Grid USA owns

While the Company requests that the new base distribution rates be effective
October 1, 2019, it seeks to implement the rates effective November 1, 2019

(Exh. NG-HSG-1, at 45). The Company would recover the incremental base
distribution revenue accrued for the first month of the rate year through the revenue
decoupling adjustment factors (Exh. NG-HSG-1, at 48).

National Grid plc owns and operates electric transmission and gas transmission and
distribution networks in the United Kingdom (Exh. NG-MLR-1, at 18).
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affiliated electric and gas distribution companies operating in Rhode Island and New York
(Exh. NG-MLR-1, at 18).

On November 20, 2018, the Attorney General of the Commonwealth of Massachusetts
(“Attorney General”) filed a notice of intervention pursuant to G.L. c. 12, § 11E.> On
January 3, 2019, the Department granted the petitions to intervene as full parties to: (1) the
Massachusetts Department of Energy Resources (“DOER”); (2) Acadia Center (“Acadia
Center”); (3) the Massachusetts Energy Directors Association (“MEDA”)6; and (4) the Town
of Nantucket (“Nantucket”) (Tr. at 8-9). On January 3, 2019, the Department granted
limited intervention status’ to: (1) ChargePoint, Inc. (“ChargePoint”); (2) Cumberland
Farms, Inc., Global Partners LP, the New England Convenience Store and Energy Marketers
Association, the Society of Independent Gasoline Marketers of America, and the National

Association of Convenience Stores (“FSCS Coalition”); (3) Green Energy Consumers

On December 31, 2018, the Department approved the Attorney General’s retention of
experts and consultants, filed pursuant to G.L. c. 12, § 11E(b), to assist her in
representing consumer interests in this case at a cost not to exceed $550,000.

D.P.U. 18-150, Order on Attorney General’s Notice of Retention of Experts and
Consultants (December 31, 2018). The costs incurred by the Attorney General in this
proceeding are reimbursed by National Grid and the Company then passes these costs
on to ratepayers. Massachusetts Electric Company/Nantucket Electric Company,
D.P.U. 09-39, at 301-303 (2009).

Initially, the Low-Income Weatherization and Fuel Assistance Program Network and
the Massachusetts Energy Directors Association submitted a joint petition to intervene.
On March 15, 2019, the Low-Income Weatherization and Fuel Assistance Program
Network filed a notice of withdrawal.

Limited intervention allows entities to participate in a proceeding on specific topics
delineated in their petitions to intervenor. D.P.U. 18-150, Hearing Officer Ruling on
Petitions for Intervention at 1 (January 8, 2019).
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Alliance, the Sierra Club, the Natural Resources Defense Council, and the Union of
Concerned Scientists (“Clean Energy Parties”); and (4) Northeast Clean Energy Council, Inc.
(“NECEC”).® On January 8, 2019, the Department granted limited intervention status to:
(1) Conservation Law Foundation (“CLF”); and (2) Tesla, Inc. (“Tesla”). On January 3,
2019, the Department granted limited participant status to: (1) American Petroleum
Institution (“API”); (2) Associated Industries of Massachusetts (“AIM™); (3) Enel X North
America, Inc. (“Enel X”) and Electric Motor Werks, Inc. (“eMotor Werks”); (4) Zeco
Systems, Inc., d/b/a Greenlots (“Greenlots”); and (5) PowerOptions, Inc. (“PowerOptions™).

Pursuant to notice duly issued, the Department held five public hearings in the
Company’s service territory: (1) Lawrence on March 26, 2019; (2) Brockton on March 28,
2019; (3) Nantucket on April 2, 2019; (4) Worcester on April 4, 2019; and (5) Great
Barrington on April 9, 2019.° The Department held 15 days of evidentiary hearings from
Monday, April 29, 2019 through Thursday, May 23, 2019.

In support of its filing, National Grid sponsored the testimony of 22 witnesses:
(1) Marcy L. Reed, president of Massachusetts jurisdiction and executive vice president of

U.S. policy and social impact at NGSC; (2) Ian M. Springsteel, director of U.S. retail

At the procedural conference on January 3, 2019, NECEC opposed the granting of
limited intervention and sought full intervention (Tr. at 13-14). On January 8, 2018,
the Hearing Officer issued a written ruling affirming the decision to granting limited
intervention status. D.P.U. 18-150, Hearing Officer Ruling on Petitions for
Intervention at 5 (January 8, 2019). NECEC did not appeal the Hearing Officer’s
ruling.

The Department received numerous oral and written comments during the public
comment period.
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regulatory strategy at NGSC; (3) Carlos A. Nouel, vice president, new energy solutions at
NGSC; (4) Alan T. Labarre, director of distribution planning and asset management for New
England at NGSC; (5) David E. Tufts, director of revenue requirements, New England, at
NGSC; (6) Mark E. Meitzen, vice president at Christensen Associates; (7) Lawrence R.
Kaufmann, president of Kaufmann Consulting and senior advisor to Pacific Economics Group
Research LL.C and to Navigant Consulting; (8) Amy S. Tabor, lead analyst of New England
revenue requirements in the regulation and pricing department at NGSC; (9) Patricia C.
Easterly, director, New England performance and planning at NGSC; (10) Robert B. Hevert,
partner at ScottMadden, Inc.; (11) Maureen P. Heaphy, vice president of U.S. compensation,
benefits, and pensions at NGSC; (12) Stephen R. Olive, senior vice president and U.S. chief
information officer at NGSC; (13) Daniel D. DeMauro, director of U.S. information
technology (“IT”) regulatory compliance at NGSC: (14) Mukund Ravipaty, director, global
head security services, design, and architecture at NGSC: (15) Kimbugwe A. Kateregga, vice
president of Foster Associates Consultants, LL.C; (16) Howard S. Gorman, president of HSG
Group, Inc.; (17) Rishi Sondhi, manager for the emerging products team at NGSC;

(18) Fouad E. Dagher, director of customer innovation and development organization of
National Grid USA; (19) Arthur W. Hamlin, manager, economic development at NGSC;
(20) Aleta M. Fazzone, director of community and customer management for the Central and
Western Massachusetts regions at NGSC; (21) Bertram H. Stewart, III, manager vegetation

strategy at NGSC; and (22) Ryan A. Moe, lead specialist, vegetation strategy at NGSC.'® In

10 During evidentiary hearings, National Grid made the following witnesses, who
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addition, Ned W. Allis, vice president, Gannett Fleming Valuation and Rate Consultants,
LLC, submitted rebuttal testimony on behalf of National Grid (Exh. NG-NWA-Rebuttal-1).
The Attorney General sponsored the testimony of seven witnesses: (1) Gregory L.
Booth, president of PowerServices, Inc.; (2) David J. Effron, consultant; (3) David J.
Garrett, managing member of Resolve Utility Consulting, PLLC; (4) Mark Newton Lowry,
president, Pacific Economics Group Research LLC; (5) J. Randall Woolridge, professor of
finance at Pennsylvania State University; (6) Scott J. Rubin, consultant; (7) Edward A.
Burgess, director at Strategen Consulting. DOER sponsored the testimony of: (1) Marc D.
Montalvo, president of Daymark Energy Advisors; and (2) Philip DiDomenico, managing
consultant at Daymark Energy Advisors. MEDA sponsored the testimony of: (1) Darlene
Gallant, community services director, Lynn Economic Opportunity, Inc.; and (2) John
Howat, senior policy analyst at the National Consumer Law Center. ChargePoint sponsored
the testimony of: (1) Peter John Clarke, consultant; and (2) Kevin George Miller, director of
Public Policy at ChargePoint. The Clean Energy Parties sponsored the testimony of
Samantha Houston, analyst at the Union of Concerned Scientists. The FSCS Coalition
sponsored the testimony of: (1) David Harrison, Jr., managing director at National
Economic Research Associates, Inc.; and (2) Jeff D. Makholm, managing director at

National Economic Research Associates, Inc. NECEC sponsored the testimony of Nathan

sponsored responses to information requests but had not submitted written testimony,
available for cross examination: (1) Michael T. Nappi; (2) Kevin Kelly; (3) Tracy
Desroches; (4) Damaris Dominguez; (5) Kimberly Frodelius; and (6) Paula A. Roseen
(Tr. 3, at 414; Tr. 5, at 594, 675; Tr. 6, at 818; Tr. 7, at 896; Tr. 10, at 1345).
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Phelps, regulatory director for Vote Solar. Tesla sponsored the testimony of Katherine Bell,
senior policy advisor at Tesla.

On June 14, 2019, the Attorney General, DOER, Acadia Center, API, ChargePoint,
the Clean Energy Parties, CLF, eMotor Werks,11 the FSCS Coalition, MEDA, NECEC,
PowerOptions, and Tesla submitted initial briefs. On June 28, 2019, National Grid submitted
its initial brief. On July 16, 2019, the Attorney General, API, ChargePoint, the Clean
Energy Parties, CLF, DOER, the FSCS Coalition, Greenlots, MEDA, NECEC, and Tesla
submitted reply briefs. On July 24, 2019, National Grid submitted its reply brief. The
evidentiary record consists of approximately 2,059 exhibits and responses to 90 record
requests.

II. PERFORMANCE-BASED RATEMAKING PROPOSAL

A. Introduction

National Grid’s proposed PBR Plan encompasses three components: (1) a PBR
mechanism to adjust rates annually and provide revenue support for operations and capital
investment (discussed in this section); (2) performance incentive mechanism (“PIM”) and
scorecard metrics; and (3) a climate mitigation and adaptation plan (Exh. NG-PBRP-1, at 9).
National Grid proposed a plan that transitions from the CIRM to a PBR mechanism that
would adjust base distribution rates annually in accordance with a revenue cap formula

(Exh. NG-MLR-1, at 10). The Company stated that this transition to a PBR mechanism is

i Although Enel X and eMotor Werks jointly submitted a petition for limited

participation, which was granted, only eMotor Werks submitted an initial brief.
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designed to provide more flexibility in relation to operations and maintenance (“O&M™) and
capital cost planning that is necessary to address changes in the operating environment
(Exh. NG-MLR-1, at 11).

B. PBR Mechanism Proposal

1. Introduction

National Grid’s proposed PBR uses a revenue cap formula to adjust base distribution
rates annually through an adjustment to the Company’s revenue decoupling mechanism
(Exh. NG-PBRP-1, at 42). National Grid states that it designed the proposed PBR to work
in tandem with its proposed revenue decoupling mechanism (Exh. NG-MLR-1, at 10). Based
on its revenue capped PBR proposal, the Company would absorb the costs associated with
additional customer growth, which, according to the Company, can be interpreted as an
implicit stretch factor equal to the rate of customer growth (Exh. NG-MEM-1, at 26). The
PBR would adjust the base revenue requirement approved in this proceeding, which serves as
the target revenue for the revenue decoupling mechanism, according to the following
formula:
PBR% = (GDPPIr,; - X - CD) + (Zr / Base Revenue 1.;), where
PBRy is the percentage change to be applied to the Prior Year PBR Revenue;
GDPPIy is a price inflation index;12

X is a productivity offset;

12 GDPPI (also GDP-PI) refers to the gross domestic product price index, which

measures changes in the prices of goods and services produced in the United States,
including those exported to other countries.
https://www .bea.gov/data/prices-inflation/gdp-price-index
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CD is a consumer dividend;

Z is an adjustment for exogenous costs (positive or negative); and

Base Revenue is the base distribution revenue requirement.
(Exh. NG-HSG-12, Proposed M.D.P.U. No. 1400, §§ 1.02; 1.03 (Bates Stamp 285-288)).

In addition, National Grid proposed an earnings sharing mechanism that would

provide a credit to customers if earnings exceed the return on equity (“ROE”) approved in
this proceeding by more than 200 basis points (Exhs. NG-PBRP-1, at 14-15, 46). Each
element of the Company’s proposed revenue cap formula and PBR mechanism is described in
detail below.

2. Formula Elements

a. PBR Term

National Grid proposed a pre-defined term of five years for the PBR Plan
(Exhs. NG-PBRP-1, at 9; NG-LRK-1, at 8, 56). The Company states that this five-year term
is long enough to realize efficiencies and to make progress on its clean energy goals
(Exh. NG-MLR-1, at 11; Tr. 8, at 1045-1046). In conjunction with the PBR term, National
Grid proposed a stay-out provision whereby the Company may not file a base distribution
rate case during the PBR term (Exh. NG-PBRP-1, at 47). The five-year PBR term would
commence on October 1, 2019 and expire on September 30, 2024 (Exh. NG-PBRP-1, at 47).
Within the five-year term, there would be four annual PBR mechanism adjustments taking
effect October 1, 2020, October 1, 2021, October 1, 2022, and October 1, 2023

(Exh. NG-PBRP-1, at 47). In accordance with the proposed stay-out provision of the PBR
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term, the Company would be eligible to file rate schedules to put new base distribution rates
into effect no earlier than October 1, 2024 (Exh. NG-PBRP-1, at 47).

b. X Factor

National Grid proposes a productivity offset (“X factor”)" to be calculated as:
X(Ig) = [(%ATFPY; - %ATFPg) + (%AW - %AW))], where

X(Ig) is a productivity factor used when the I factor is a measure of economy wide
output inflation or GDP-PI

%NATFPR, is the percentage change in electric distribution industry total factor
productivity (“TFP”) growth;

% ATFPg is the percentage change in economy wide TFP growth;

%AWrE is the percentage change in economy wide input price growth; and

%AW, is the percentage change in electric distribution industry input price growth.
(Exh. NG-MEM-1, at 18, 19, 20, 24, 25, 26).

When a PBR mechanism utilizes an inflation factor that is a measure of economy-wide
inflation, the X factor consists of the differential in expected productivity growth between the
electric distribution industry and the overall economy, and the differential in expected input
price growth between the overall economy and the electric distribution industry
(Exhs. NG-MEM-1, at 21; NG-PBRP-1, at 44). To determine the proposed X factor,

National Grid conducted a productivity study of nationwide electric distribution TFP and

13 The X factor, also referred to as a productivity factor by the parties, consists of a

productivity differential, as measured by the difference of industry productivity
growth and economy wide productivity growth, and an input price differential
(Exh. NG-MEM-1, at 44).
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input price growth over the period 2002 through 2016 (Exh. NG-MEM-1, at 29). National
Grid used two different samples for its productivity study: (1) a sample of 66 electric
distribution companies intended to represent the overall nationwide electric distribution
industry; and (2) a sample of 18 electric distribution companies intended to represent the
distribution industry in the Northeast U.S. (Exh. NG-MEM-1, at 33). For economy-wide
TFP and input price growth, the Company used official U.S. government sources
(Exh. NG-MEM-1, at 33).

TFP is defined as the ratio of total output to total input (Exh. ES-MEM-1, at 13).
Total output consists of all the services produced by the relevant unit of production (e.g., a
firm or an industry) (Exh. NG-MEM-1, at 13). Total input includes all resources used by
the unit of production in providing those services (Exh. NG-MEM-1, at 14). National Grid
used number of customers as the sole productivity study output measure (Exh. NG-MEM-1,
at 50). For the input measure, National Grid constructed a quantity index of total input for
each firm and each year based on labor, materials, customer accounts, sales expenses,
plant-apportioned administrative and general expenses, and capital quantity indices

(Exh. NG-MEM-1, at 51-55).

14 The sources used by the Company were: (1) Federal Energy Regulatory Commission

Form 1; (2) U.S. Bureau of Labor Statistics, Employment Cost Index; (3) U.S.
Bureau of Labor Statistics, Consumer Price Index for all Urban Consumers; (4) U.S.
Bureau of Economic Analysis Gross Domestic Product Price Index; and (5) Federal
Reserve Board of St. Louis, Federal Reserve Economic Data (Exh. NG-MEM-1,

at 49, 50, 51, 52, 54, 59, 63, 66).
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The Company utilized a capital cost specification method referred to as the one hoss
shay method (Exh. NG-MEM-1, at 55). The basic assumption of this method is that an asset
provides a constant level of services over the lifetime of the asset (Exh. NG-MEM-1,
at 55-56). The one hoss shay method also requires an average service life'® of all assets in
order to estimate the quantity of capital retirements (Exh. NG-MEM-1, at 56).'6

The results of the Company’s study indicated that, for the period 2002-2016, the
average growth in productivity for the national electric distribution company industry sample
was equal to -0.13 percent, while the economy-wide productivity growth was equal to
0.82 percent, which generated a productivity differential of -0.95 percent for the study period
(-0.13 percent less 0.82 percent = -0.95 percent) (Exh. NG-MEM-1, at 44)."" For the same
period, the average input price growth for the national electric distribution company industry
sample was equal to 3.50 percent, while the economy-wide input price growth was equal to
2.73 percent, which generated an input price differential of -0.77 percent (2.73 percent less

3.50 percent = -0.77 percent) (Exh. NG-MEM-1, at 44). The sum of the national

15 The average service life represents the average age of asset retirements

(Exh. AG 15-4).

16 In contrast, in the Attorney General’s proposed TFP studies, she deployed the

geometric decay and Kahn methods for capital cost specification methods

(Exh. AG-MNL-2, at 2). In regard to geometric decay, the flow of services from
investments in a given year declines at a constant rate over time (Exh. AG-MNL-2,
at 13). The Kahn method decomposes capital cost into a price and quantity index
using a simplified version of cost of service accounting (Exh. AG-MNL-2, at 15, 39).

17 Minor discrepancies in any of the amounts appearing in this section are due to

rounding.
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productivity differential and the national input price differential generated a -1.72 percent X
factor (-0.95 percent plus -0.77 percent) (Exh. NG-MEM-1, at 44). When the Company
conducted the TFP study using its regional electric distribution company industry sample, the
average growth in productivity was -0.69 percent, which generated a productivity differential
of -1.51 percent (Exh. NG-MEM-1, at 46). The regional sample also produced an industry
input price growth average of 3.48 percent, which generated an input price differential
of -0.75 percent (Exh. NG-MEM-1, at 46). The sum of the regional productivity differential
and the regional input price differential generated a -2.27 percent X factor
(Exh. NG-MEM-1, at 46).

The Company also produced X factors that omitted any plant-apportioned
administrative and general expenses from both its regional and national samples
(Exh. NG-MEM-1, at 42, 43, 45)."® The results of these computations generated
a -2.22 percent X factor for the national sample and a -2.41 percent X factor for the regional
sample (Exh. NG-MEM-1, at 43, 45). The Company used an allocation formula to
determine an appropriate amount of administration and general expense to attribute to the
distribution function for electric distribution companies in the national and regional samples
(Exh. NG-MEM-1, at 54).

With regards to the proposed PBR mechanism, the Company proposed that the

X factor of -1.72 percent be incorporated, which observes the productivity average of the

18 Administrative and general expenses are composed of joint and common costs that

span across a utility’s distribution, transmission, and production functions
(Exh. NG-MEM-1, at 49-50, 52-53).
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national sample and includes plant-apportioned administrative and general expenses

(Exh. NG-MEM-1, at 48). The Company stated that this X factor is the most appropriate
because it was developed using economic criteria as well as traditional ratemaking approaches
(Exh. NG-MEM-1, at 31, 48).

C. Consumer Dividend

National Grid proposed to implement a consumer dividend component as part of its
PBR mechanism, which reflects an expectation that productivity gains will be realized during
the PBR Plan with the consumer dividend designed to share those benefits with customers
(Exhs. NG-PBRP-1, at 14; NG-LRK-1, at 6, 36). The Company proposed a consumer
dividend of 0.40 percent when inflation exceeds two percent (Exhs. NG-PBRP-1, at 44;
NG-LRK-1, at 36). The value of 0.40 percent for the consumer dividend was the result of a
cost benchmarking study that compared National Grid’s cost performance to its peers
(Exhs. NG-LRK-1, at 37-45; NG-LRK-3, at 16-18).

d. Exogenous Cost Factor

The Company proposed to include an exogenous cost provision (“Z factor), which it
defines as positive or negative changes to its costs that are beyond National Grid’s control
and are not reflected in the GDP-PI (Exhs. NG-PBRP-1, at 45; NG-MEM-1, at 11 n.12;
NG-LRK-1, at 7). The Company further defined the criteria for any costs that would be
eligible for recovery through the Z factor as being beyond the Company’s control and due to
a change in accounting requirements or regulatory, judicial, or legislative acts that uniquely

affect the electric distribution industry (Exhs. NG-PBRP-1, at 45; NG-LRK-1, at 7). In
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addition, the exogenous cost would be required to meet a threshold of $3.0 million, which
was determined by multiplying the Company’s total operating revenues for calendar

year 2017 of $2,268,023,815 by 0.001253 and then rounding upwards (Exhs. NG-PBRP-1,
at 46; NG-LRK-1, at 7).19 In addition to the proposed definition for exogenous costs, the
Company proposed two additional items that could be eligible for recovery through the Z
factor: (1) the recovery of storms costs for those events that cause the incremental costs to
exceed $30.0 million; and (2) inclusion of the Patient Protection and Affordable Care Act®
excise tax on high-cost employer medical plans (Exh. NG-PBRP-1, at 45).

€. Earnings Sharing Mechanism

As part of the PBR, the Company proposed to adopt an earnings sharing mechanism
with a deadband of 200 basis points (Exhs. NG-PBRP-1, at 46; NG-MEM-1, at 7). The
proposed earnings sharing mechanism would trigger a sharing of earnings with customers on
a 50/50 basis when the actual distribution ROE exceeds 200 basis points above the ROE

authorized by the Department (Exh. NG-PBRP-1, at 46-47).' When the actual ROE exceeds

19 The Company states the Department has previously approved a factor of 0.001253 for

use in deriving the threshold for exogenous cost recovery (Exh. DPU-NG 13-5, citing
Boston Gas Company, D.T.E. 03-40, at 491 (2003); The Berkshire Gas Company,
D.T.E. 01-56, at 22-26 (2001); Eastern Enterprises/Colonial Gas Company,

D.P.U. 98-128, at 53-54 (1999).

20 Pub. L. No. 111-148, 124 Stat. 119 (March 23, 2010).

21 The Company proposed that the distribution ROE be calculated using distribution

earnings available for common equity and the capital structure approved by the
Department in this proceeding (Exh. NG-HSG-12, Proposed M.D.P.U. No. 1400,
§ 1.04 (Bates Stamp 288)). The Company proposed that the calculation exclude
incentive payments such as energy efficiency incentives, performance incentives



D.P.U. 18-150 Page 16

300 basis points above the authorized ROE, National Grid will share all earnings above
300 basis points 90 percent with customers and 10 percent with the Company

(Exh. NG-PBRP-1, at 47).

3. Positions of the Parties
a. Attorney General
1. Introduction

The Attorney General argues that the Department should reject the proposed PBR
mechanism. The Attorney General claims that: (1) the PBR term of five years is not long
enough to achieve the efficiency promised; (2) the Company has not demonstrated that the
PBR Plan will achieve any specific, measurable results, and not focus excessively on cost
recovery; and (3) the Company’s proposed X factor, consumer dividend component, and
earnings sharing mechanism are all flawed and will impose unnecessary rate increases and,
therefore, will not result in just and reasonable rates (Attorney General Brief at 137,
140-141; Attorney General Reply Brief at 3). While the Attorney General makes specific
arguments as to why the PBR proposal should be rejected, she also offers modifications that
she contends should be incorporated into the PBR Plan, if it is approved by the Department

(Attorney General Brief at 138, 143-163; Attorney General Reply Brief at 3).

associated with PIMs, and long-term contract remuneration, as well as any
service-quality penalties and any amounts recognized in the reporting period resulting
from regulatory or court settlements related to prior periods (Exh. NG-HSG-12,
Proposed M.D.P.U. No. 1400, § 1.04 (Bates Stamp 288)).
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ii. PBR Term

The Attorney General argues that the Department has found that a five-year PBR term
is not long enough to achieve the efficiencies and benefits that a PBR plan is expected to

provide (Attorney General Brief at 137 n.65, citing Boston Gas Company, D.T.E. 03-40,

at 495 (2003)). The Attorney General also argues that the Department has been more
favorable to ten-year PBR plans since they provide more time for efficiency planning and can
provide stronger incentives to companies (Attorney General Brief at 137 n.65, citing Bay

State Gas Company, D.T.E. 05-27, at 399 (2005)).

iii. X Factor
(A)  Introduction

The Attorney General claims that the Company’s TFP parameters are biased to
generate an X factor that benefits the Company (Attorney General Reply Brief at 42-43).
Specifically, the Attorney General raises concerns with three aspects of the Company’s TFP
study: (1) the sample time period; (2) the sample size of electric distribution companies; and
(3) the capital cost specification method (Attorney General Brief at 143-157).

(B)  TFP Sample Time Period

The Company’s TFP study utilized a 15-year time period from 2002 through 2016,
which the Attorney General asserts is too short and should be extended further back to
include more years of data, which she contends are readily available (Attorney General Brief
at 143 & n.73, citing Exhs. NG-MEM-1, at 33; AG-MNL at 6; Tr. 8, at 1207-1208; Tr. 12,

at 1541). The Attorney General also argues that the time period chosen by the Company is
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characterized by unusually rapid growth in the capital price index from 2005 to 2009, which
she asserts is not likely to repeat itself during the PBR term (Attorney General Brief

at 143-145, citing Exhs. AG-MNL at 8-9; AG-MNL-2, at 26; AG 15-14; Tr. 12, at 1649).
The Attorney General asserts that the Company focuses primarily on the productivity
differential and does not address the input price differential in its support for a 15-year time
period (Attorney General Brief at 145-146, citing Exh. NG-MEM-Rebuttal-1, at 55-56;

Tr. 8, at 1208-1211). Further, the Attorney General argues that the 15-year time period is
inappropriate when measuring the productivity differential, given that the output measure in
this proposal is the number of customers served with plant-apportioned administrative and
general expenses included (Attorney General Brief at 145-146, citing Exh. NG-MEM-1,

at 49-50). The Attorney General contends that the Company bases its support for measuring
the productivity differential with a 15-year sample on a PBR proceeding where the output
was more volatile and administrative and general expenses were excluded (Attorney General
Brief at 145, citing Exh. NG-MEM-Rebuttal-1, at 55-56). The Attorney General asserts that,
in contrast, she utilized a sample of data from 1996 to 2016, provided by the Company,
which generated an input price differential of -0.21 percent, which the Attorney General
argues is more reasonable and unbiased (Attorney General Brief at 146, citing

Exh. AG-MNL-Surrebuttal at 22). While arguing for a longer period, the Attorney General
defends her witness’s past use of shorter periods, claiming that in one instance, a different
capital cost methodology circumvented the need for a longer period (Attorney General Reply

Brief at 44-45, citing Exh. NG-4, at 41). The Attorney General also contends that her
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witness has used a 21-year time period (Attorney General Reply Brief at 44-45, citing Tr. 12,
at 1658).

(C) TFP Sample Size

National Grid’s proposed X factor relies on a TFP study that utilized a nationwide
sample of 66 electric distribution companies, which the Attorney General contends is too
small (Attorney General Brief at 147, citing Exh. NG-MEM-1, at 33). The Attorney General
asserts that the Company’s argument for the sample size relies on the Department approval in

NSTAR Electric Company/Western Massachusetts Electric Company, D.P.U. 17-05 (2017),

where a sample of 67 electric distribution companies was accepted (Attorney General Brief

at 148, citing Exh. NG-MEM-Rebuttal-1, at 28). The Attorney General maintains that the
Department precedent that the Company refers to was based on a sample size that represented
75 percent of electric distribution customers nationwide as opposed to the Company’s sample
size, which represents 71 percent of electric distribution customers nationwide (Attorney
General Brief at 147, citing Exh. NG-MEM-Rebuttal-1, at 28). The Attorney General asserts
that her TFP study examined a nationwide sample of 80 electric distribution companies,
which represents 78 percent of electric distribution customers nationwide (Attorney General
Brief at 147, citing RR-DPU-31). In addition, the Attorney General contends that it is
inappropriate to compute a weighted average of the electric distribution companies since the
goal of the TFP study is to measure the potential for realizing incremental scale economies of
companies (Attorney General Brief at 147-148, citing Exh. AG-MNL-Surrebuttal at 19).

Accordingly, the Attorney General asserts that it is appropriate to use a simple average of the
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sample electric distribution companies in her TFP study (Attorney General Brief at 147-148).
The Attorney General also contends that the effect of the different weighting approaches was
never examined by any party to determine the isolated effect that it has on the X factor
(Attorney General Reply Brief at 55). Therefore, she asserts that there is no evidence to
support the Company’s argument that weighting could impact the results of the TFP
(Attorney General Reply Brief at 55, citing Exh. AG-MNL-Surrebuttal at 19; Tr. 8,

at 1216). The Attorney General also argues that the Company’s method of weighting
companies within the sample by customers gives a skewed result to larger companies
(Attorney General Reply Brief at 55-56). The Attorney General claims that the
size-weighting method leads to a drastic difference in results between the Company’s
nationwide and regional samples (Attorney General Reply Brief at 56, citing RR-DPU-31,
Att.). The Attorney General contests the Company’s argument that a simple average gives
oversized accounting of smaller companies, which do not realize the same economies of scale
or customer growth rates as larger companies (Attorney General Reply Brief at 56, citing
Company Brief at 98). The Attorney General asserts that smaller companies have realized
scaled economies, but also slow customer growth rate diminishes the opportunity for
achieving scale economies (Attorney General Reply Brief at 56, citing Exh. AG-MNL-2,

at 8-9; Tr. 12, at 1564). Further, the Attorney General contends that the Company did not
provide any evidence that smaller utilities have significantly different rates of customer

growth (Attorney General Reply Brief at 56).
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(D)  Capital Cost Specification Method

The Attorney General argues that the Company’s capital cost specification method is
flawed (Attorney General Brief at 148-157). The Company utilized the one hoss shay
method, which the Attorney General asserts does not take into effect depreciation or the cost
benefits of using older assets (Attorney General Brief at 150, citing
Exh. AG-MNL-Surrebuttal at 9; Tr. 12, at 1601). Specifically, the Attorney General
maintains that the one hoss shay method, as presented by the Company, does not feature a
decline in the capital quantity or the capital service price, which would be expected due to
rising maintenance expenses and decreasing reliability as assets age (Attorney General Reply
Brief at 46-47). The Attorney General also contends that prices in many used asset decay
markets are inconsistent with the one hoss shay method (Attorney General Reply Brief at 47,
citing Exh. AG-MNL-2, at 17-18). In addition, the Attorney General claims that the
Company’s defense of the one hoss shay depreciation pattern focuses on similar assets, rather
than a mixed group of assets (Attorney General Brief at 155, citing
Exh. NG-NWA-Rebuttal-1, at 14-17; Attorney General Reply Brief at 47 & n.27, citing
Exh. AG-MNL-2, at 17-18). Further, the Attorney General asserts that the one hoss shay
method relies on selecting an accurate average service life assumption (Attorney General
Brief at 150). The Attorney General argues that the 33-year average service life assumption
used in the Company’s one hoss shay method ignores that average service lives have risen in
a nonlinear manner from 1994 to 2016, reflecting that the growth of average service lives has

been more rapid in recent years (Attorney General Brief at 151, citing



D.P.U. 18-150 Page 22

Exh. AG-MNL-Surrebuttal at 14-16; Attorney General Reply Brief at 50). Instead, the
Attorney General argues that when using a nonlinear model to backcast average service life
data, a 36-year average service life is more accurate (Attorney General Brief at 151-152,
citing Exh. AG-MNL-Surrebuttal at 14-16; Attorney General Reply Brief at 50). The
Attorney General asserts that the Company’s backcasting exercise was motivated to legitimize
the 33-year average service life used in another jurisdiction (Attorney General Reply Brief

at 50, citing Exh. NG-MEM-Rebuttal-1, at 39-40). Further, the Attorney General contends
that the average service life should be more representative of recent years rather than the
midpoint of the Company’s capital quantity index calculation period of 1964 through 2017
(Attorney General Brief at 152, citing Exh. AG-MNL-Surrebuttal at 13; Attorney General
Reply Brief at 51-52). The Attorney General disagrees with the Company’s claim that the
backcasting of both trend lines to the beginning of the capital quantity index period supports
the linear trend over the nonlinear trend (Attorney General Reply Brief at 50, citing
Company Brief at 104-105). The Attorney General claims that both trend lines generate
unreasonable results (Attorney General Reply Brief at 50-51, citing RR-NG-4). The Attorney
General contends that its nonlinear trend was not, as the Company claims, performed without
routine statistical testing (Attorney General Reply Brief at 51, citing RR-NG-4, at 3).

Rather, the Attorney General maintains that the nonlinear trend is more accurate than the
trend utilized by National Grid (Attorney General Reply Brief at 51, citing RR-NG-4, at 3,
6). The Attorney General also asserts that while the median of the nonlinear trend backcast

beyond 1990 does rise, the lower range of values illustrates decreasing average service lives
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in earlier years (Attorney General Reply Brief at 51, citing RR-NG-4, at 4-6). The Attorney
General disagrees with the Company’s contention that the inclusion of generation assets in the
Attorney General’s average service life data resulted in faulty data (Attorney General Reply
Brief at 52, citing Company Brief at 106). The Attorney General asserts that the inclusion of
generation assets was limited to a single category, which was given a smaller weight
(Attorney General Reply Brief at 52, citing Exh. NG-AG 2-23, Att. (a); Tr. 12,

at 1629-1631).

Consequently, the Attorney General asserts that using the capital cost specification
method known as geometric decay is free of many of the concerns she addresses in the one
hoss shay method (Attorney General Brief at 153-156). The Attorney General maintains that
the geometric decay method is not as sensitive to average service lives, which she asserts can
be a source of uncertainty (Attorney General Brief at 153, citing Exh. AG-MNL-Surrebuttal
at 16-17). The Attorney General claims that the change from a 33-year average service life
to a 36-year average service life causes the industry productivity growth factor generated by
the one hoss shay method to change from -0.13 percent to 0.30 percent (Attorney General
Brief at 152, citing Exh. AG-MNL-2, at 28; Attorney General Reply Brief at 52).
Conversely, the Attorney General states that the same change in average service life when
used in the geometric decay method generates almost no change (Attorney General Reply
Brief at 52, citing Exh. AG-MNL-Surrebuttal at 16). The Attorney General also asserts that
the geometric decay method is more widely used in productivity studies than the one hoss

shay method (Attorney General Brief at 153, citing Exh. AG-MNL-2, at 19). The Attorney
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General argues that the Company’s witness also has endorsed the use of geometric decay in
the past (Attorney General Brief at 153-154, citing Exhs. AG 15-3(a); AG-MNL-Surrebuttal
at 8; RR-AG-24; Attorney General Reply Brief at 49-50, citing Exh. AG-MNL-Surrebuttal
at 29). The Attorney General argues that the geometric decay method better acknowledges
that distribution assets can require increasing maintenance expense over an asset’s life
(Attorney General Brief at 153-154, citing Exhs. AG-MNL-Surrebuttal at 8; AG 15-3(f);

Tr. 12, at 1613; Attorney General Reply Brief at 47 n.26). Further, the Attorney General
asserts that the geometric decay method captures the declining costs of owning each cohort of
utility assets as they depreciate over time, as well as the benefits of extending the use of
assets beyond their average service lives (Attorney General Brief at 153; Attorney General
Reply Brief at 48-49, citing Tr. 12, at 1602). The Attorney General also asserts that the
geometric decay method better resembles the total flow of service from a heterogeneous
cohort of assets (Attorney General Brief at 154, citing Exh. AG-MNL-Surrebuttal at §;
Attorney General Reply Brief at 47). The Attorney General contends that National Grid’s
criticism of the geometric decay method as being better suited for industries that have
experienced rapid technical change is dubious since the Company’s witness has used the
geometric decay method in the past for industries that have not been known for this trait
(Attorney General Brief at 154, citing Exhs. AG 23-3(c); AG 15-3(a); RR-AG-24). The
Attorney General also contends that the Company’s criticism of the geometric decay method
for not resembling the straight-line depreciation used in utility ratemaking is hollow since the

one hoss shay method does not capture depreciation of plant assets (Attorney General Brief
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at 154-155, citing Exhs. NG-NWA-Rebuttal-1, at 7-10; AG-MNL-Surrebuttal at 8-9). The
Attorney General asserts that while geometric decay produces the largest amount of efficiency
decay in the first year of an asset’s life, what is important is the rate of physical decay when
calibrating an X factor (Attorney General Brief at 148, citing Exh. AG-MNL at 11; Attorney
General Reply Brief at 47).

The Attorney General also refutes the Company’s assessment of the Attorney
General’s capital and total input price calculations as showing higher volatility, since she
applies the smoothing method to a longer sample time period (Attorney General Brief at 155,
citing Exh. NG-MEM-Rebuttal-1, at 52-54; Tr. 8, at 1213-1214; Tr. 12, at 1649-1650). The
Attorney General contends that the use of a longer sample time period, larger sample size,
and the geometric decay method results in a X factor of -0.71 percent (Attorney General
Brief at 156, citing Exhs. AG-MNL at 16; AG-MNL-2, at 36).

The Attorney General also offers another alternative to the one hoss shay method of
capital cost specification, the Kahn method, which calculates the trends in cost of base rate
inputs of a sample of electric distribution companies and an approximation to traditional cost
accounting (Attorney General Brief at 156, citing Exhs. AG-MNL at 16; AG-MNL-2, at 39).
The Attorney General maintains that, in other jurisdictions, utility witnesses have
recommended consideration of the Kahn method (Attorney General Reply Brief at 53 & n.28,
citing Tr. 12, at 1555-1556). The Attorney General asserts that using this method with a
sample time period of 1997 to 2017 would result in an X factor of -0.41 percent (Attorney

General Brief at 156, citing Exhs. AG-MNL at 16; AG-MNL-2, at 39). The Attorney
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General dismisses the Company’s criticism of the Kahn method, and the Attorney General
maintains that the Company’s revised calculation ignores pertinent aspects of its own PBR
proposal (Attorney General Brief at 156-157, citing Exh. AG-MNL-Surrebuttal at 25). The
Attorney General argues that the Kahn method deploys the essential methodology of indexing
an X factor reflective of industry productivity and input price differentials over a long sample
period (Attorney General Reply Brief at 53-54). Further, the Attorney General asserts that
the Kahn method as facilitated by her witness uses straight-line depreciation and historical
plant valuations, which is similar to practices used in cost of service accounting (Attorney
General Brief at 156, citing Exh. AG-MNL-Surrebuttal at 24; Attorney General Reply Brief
at 54).

1v. Consumer Dividend

The Attorney General is critical of the Company’s proposal regarding a consumer
dividend that is contingent on inflation reaching at least two percent (Attorney General Brief
at 158-159). The Attorney General asserts that this contingency would likely suspend the
consumer dividend given recent low levels of inflation and, as such, will provide little benefit
to consumers (Attorney General Brief at 158-159). The Attorney General also argues that an
inflation contingency on consumer dividends is uncommon in PBR plans (Attorney General
Brief at 159, citing Exh. AG-MNL-Surrebuttal at 35). While the Attorney General does not
dispute the consumer dividend of 0.40 percent, she asserts that the inflationary trigger point
of two percent should be adjusted to ensure that productivity gains are shared with ratepayers

(Attorney General Brief at 158-159).
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V. Earnings Sharing Mechanism

The Attorney General does not object to the inclusion of an earnings sharing
mechanism as part of the proposed PBR Plan, but she disagrees with the Company’s design
of the mechanism (Attorney General Brief at 160). Specifically, the Attorney General
contests the split of earnings sharing and the two tiers of the mechanism (Attorney General
Brief at 160). The Attorney General asserts that the Department has previously determined
that an earnings sharing mechanism should largely benefit ratepayers and should not be tiered
to avoid concerns regarding incentives at the margin of the bands (Attorney General Brief
at 160, citing D.P.U. 17-05, at 400-401). The Attorney General recommends that the
Department approve an earnings sharing mechanism where earnings that exceed the deadband
are split 75 percent with ratepayers and 25 percent with shareholders (Attorney General Brief
at 160).

vi. PBR Adjusted Revenues

The Attorney General asserts that the revenues that are adjusted by the PBR
mechanism should be revised to exclude all revenues associated with reconciling mechanisms
(Attorney General Brief at 160). The Attorney General argues that costs from these
programs can vary significantly from year to year and that the costs are ultimately recovered
through specific reconciling mechanisms and, therefore, should be removed from base
distribution rates (Attorney General Brief at 160-161). The Attorney General asserts that any
costs that are proposed to be rolled into rate base, or will be proposed to be rolled into rate

base in the future, would be subject to increased recovery through the annual PBR
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adjustments, which would lead to an over-collection of those costs (Attorney General Brief
at 161-162). The Attorney General also asserts that the TFP study was based on distribution
costs, which does not include solar and energy storage costs (Attorney General Brief at 162,
citing Exh. AG-MNL-2, at 34-35; Tr. 8, at 1222). In addition, the Attorney General argues
that any CIRM-related costs should be removed from the revenue cap formula (Attorney
General Brief at 162-163). The Attorney General asserts that the CIRM costs decrease over
time, and if they are included in the PBR revenue cap formula, the Company would recover
increasing collections for these costs (Attorney General Brief at 163).

b. Acadia Center

Acadia Center argues that the Department should deny the proposed PBR unless three
significant revisions are incorporated: (1) the X factor should be revised to reduce the rate
increases generated by the PBR mechanism; (2) additional tracking metrics and a penalty
mechanism must be included; and (3) the Company should be required to perform long-term
planning and to consider non-wires alternatives (Acadia Center Brief at 6).”2 Acadia Center
contends that a PBR plan that includes an X factor of -1.72 percent will cause rates to
increase without necessarily providing benefits to customers (Acadia Center Brief at 7).
Acadia Center asserts that a PBR plan with a large negative X factor is largely unprecedented
and that other proposals with a negative X factor have been rejected (Acadia Center Brief

at 7, citing Exhs. AG-MNL-1, at 5-8; AG 7-12). Accordingly, Acadia Center endorses the

2 Acadia Center’s positions regarding additional tracking metrics and non-wires

alternatives are discussed in Section II.C., below.
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X factor calculation of the Attorney General of -0.20 percent (Acadia Center Brief at 7,
citing Exh. AG-MNL at 18).> Acadia Center also asserts that without linking National
Grid’s performance to its financial incentives, the PBR Plan does not hold the Company
accountable and offers the Department limited transparency and recourse (Acadia Center

Brief at 7).

C. Company

The Company argues that the Department should approve its PBR Plan, as proposed,
as it will: (1) advance the goals of safe, reliable, and least-cost energy service;
(2) incentivize cost control; (3) promote the Commonwealth’s energy policies and statutory
obligations; and (4) reduce administrative burdens associated with the regulatory process
(Company Brief at 36, citing Exh. NG-PBRP-1, at 9). National Grid claims that the
Company has experienced a 7.6-percent decline in kilowatt hour (“kWh”) deliveries from
2003 to 2017, which is primarily due to increased energy efficiency (Company Brief at 34,
citing Exh. NG-PBRP-1, at 22). National Grid asserts that a revenue decoupling mechanism
approved by the Department only allows a utility to recover the revenue amount used to set
base distribution rates from the last base distribution rate case (Company Brief at 34-35,

citing Exh. NG-PBRP-1, at 23-24; Investigation into Rate Structures that Promote Efficient

Deployment of Demand Resources, D.P.U. 07-50-A (2008)). The Company argues that

historically, during a period of load growth, the electric distribution companies had access to

3 The Attorney General’s X factor of -0.20 percent is the result of a base X factor

of -0.60 percent and a 0.40 percent stretch factor (Exh. AG-MNL at 16-17).
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increasing collections over the historic test year level (Company Brief at 35, citing
Exh. NG-PBRP-1, at 24). National Grid claims that to address this issue, in Massachusetts

Electric Company/Nantucket Electric Company, D.P.U. 09-39 (2009), the Department

granted National Grid a revenue decoupling mechanism along with a CIRM that allowed
incremental capital investment in between base distribution rate cases (Company Brief at 35,
citing Exh. NG-PBRP-1, at 24-25). The Company argues that, while the CIRM was a
positive addition, it does not provide revenue for capital investments that exceed the
mechanism’s cap, nor does it cover increasing O&M expenses over the amount approved in
the last base distribution rate case (Company Brief at 35). National Grid asserts that it is
experiencing changing capital investment requirements due to multiple drivers, including
emerging technologies, increasing frequency and intensity of storms, and higher customer
expectations (Company Brief at 31-34, citing Exh. NG-PBRP-1, at 16-18, 20-22, 26, 29-33,
35, 37-38, 41).

The Company asserts that its PBR proposal is better suited than traditional
cost-of-service ratemaking and regulation to advance the Department’s goals of safe, reliable,
and least-cost energy service (Company Brief at 37, citing Exhs. NG-MLR-1, at 22, 37;
NG-PBRP-1, at 6-7, 10, 12-13, 20-21; NG-MEM-1, at 5; NG-LRK-1, at 23, 52). National
Grid contends that the Department has approved PBR proposals when it has been
demonstrated that this alternative rate regulation would allow the utility to better satisfy

public policy goals and statutory obligations at a lower costs to customers (Company Brief

at 37, citing D.P.U. 17-05, at 370-414; Boston Gas Company, D.P.U. 96-50 (Phase I) at 261
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(1996); Incentive Regulation, D.P.U. 94-158, at 42-43 (1995); New England Telephone and

Telegraph Company, D.P.U. 94-50, at 139 (1995)). The Company argues that it designed

the PBR mechanism proposal to be consistent with the Department’s precedent (Company
Brief at 38, citing D.P.U. 17-05, at 370-414; D.P.U. 96-50 (Phase I) at 259-339;
D.P.U. 94-158, at 52-66).

National Grid contends that the Attorney General’s justifications for rejecting the
Company’s proposed PBR are insufficient (Company Brief at 86). Specifically, National
Grid asserts that the Attorney General’s claim that PBR proposals are widely rejected is not
supported by evidence (Company Brief at 90-93). The Company maintains that PBR plans
do exist in other regions (Company Brief at 90-93, citing D.P.U. 17-05, at 361 n.181;
Exh. DPU-AG 1-8). The Company further argues that many other regulatory bodies have
approved a combination of factors that achieve the same result in terms of annual rate
adjustments to support utility operations (Company Brief at 90, citing Exhs. NG-RBH-1,
at 47-48; NG-RBH-9). The Company also contends that Massachusetts is a recognized
leader in legislative and regulatory policies that promote clean energy goals, which is why its
alternative ratemaking is at the forefront (Company Brief at 92-93).

1. PBR Term

National Grid disagrees with the Attorney General’s argument that a five-year PBR
term is inappropriate (Company Brief at 87-90). The Company points out that utilities have
initially committed to five-year PBR terms with the assumption of a stay out during that

period (Company Brief at 87, citing D.T.E. 03-40, at 436, 492; D.T.E. 05-27, at 359-360,
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396-397). National Grid claims that the utilities could not ultimately sustain a ten-year stay
out, which informed the Department that the anticipated efficiencies of PBR had not
materialized (Company Brief at 87, citing D.T.E. 03-40, at 494-497; D.T.E. 05-27,

at 399-401). The Company further asserts that in D.P.U. 96-50, the Department approved a
five-year PBR term for Boston Gas Company (“Boston Gas”) and found that it had produced
benefits (Company Brief at 87, citing D.T.E. 03-40, at 494-497). The Company maintains
that for Boston Gas’s second PBR, the plan was terminated after six years, which was a year
longer than the utility had initially proposed (Company Brief at 87-88). The Company
asserts that the PBR plan was terminated early due to changing circumstances between 2003
and 2010, which lead to the data used to calculate the PBR becoming outdated (Company

Brief at 88, citing Boston Gas Company/Essex Gas Company/Colonial Gas Company,

D.P.U. 10-55, at 11, 16 (2010)). National Grid also asserts that the PBR term of ten years
for Bay State Gas Company in 2005 proved to be too long to foresee the changes in the
operating environment, such as reductions in sales volumes (Company Brief at 88-89, citing
D.T.E. 05-27). These examples, the Company contends, are evidence that PBR terms longer
than five years have failed to realistically accommodate utilities’ actual operating conditions
(Company Brief at 89).

1. X Factor
(A)  Introduction

The Company rejects the Attorney General’s arguments for changes to the components

of its proposed X factor (Company Brief at 94-108). Specifically, the Company refutes the
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Attorney General’s arguments regarding (1) the sample time period, (2) the sample size of
electric distribution companies, and (3) the capital cost specification method (Company Brief
at 94-108). The Company contends that the criticisms from the Attorney General are
baseless and merely aimed at manipulating the X factor (Company Brief at 94, citing Tr. 12,
at 1653). Further, National Grid contends that the Attorney General’s counter proposals for
an X factor do not consider that the Company’s PBR Plan is intended to replace the CIRM
and allow the Company the flexibility and revenue to enter into a five-year stay-out period
(Company Reply Brief at 16-17). The Company states that the Attorney General’s proposed
X factors do not consider the need to address (1) the loss of sales growth to support utility
operations between base distribution rate cases, (2) the termination of the annual revenue
collected through the CIRM, and (3) the fact that the Company’s PBR Plan includes a
five-year stay-out provision (Company Reply Brief at 17).

The Company argues that the Attorney General’s X factors are biased toward offering
a less negative factor, rather than focused on the purpose and goals of the PBR Plan
(Company Reply Brief at 17-18). The Company argues that the alternative X factors do not
consider National Grid’s operating environment, such as the absence of sales growth
(Company Reply Brief at 18). The Company contends that the Attorney General’s witness is
unfamiliar with the Company’s capital expenditures and did not consider the CIRM
replacement as a part of his testimony (Company Reply Brief at 18-19, citing Tr. 12,

at 1520-1522, 1551).
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Further, National Grid asserts that it has been established that a company cannot be
barred from requesting a base distribution rate case, and that any stay-out provision would be
entered into on a voluntary basis (Company Reply Brief at 20-21, citing G.L. c. 164, § 94;

Fitchburg Gas and Electric Light Company, 371 Mass. 881, 884 (1977); Boston Edison

Company v. Department of Public Ultilities, 375 Mass. 1, 10-12, , cert. denied,

439 U.S. 921 (1978); Massachusetts Electric Company v. Department of Public Utilities,

376 Mass. 294, 299-300 (1978)). The Company also cites the Supreme Judicial Court’s
decision that found that the Department is obligated to determine the propriety of proposed
rates when gas and electric utilities request a general rate increase under G.L. c. 164, § 94

(Company Reply Brief at 20, citing Attorney General v. Department of Telecommunications

and Energy, 438 Mass. 256, 268 (2002)).

In addition, National Grid criticizes the recommendation of the Attorney General to
consider selecting an X factor from a range of methods (Company Reply Brief at 21, citing
Attorney General Reply Brief at 43-44). The Company claims that this proposal is
contradictory to the testimony of the Attorney General’s witness (Company Reply Brief at 21,
citing Tr. 12, at 1538, 1539-1540). The Company argues that the Attorney General’s
suggestion to select an X factor from a range of studies creates subjectivity and hinders
transparency of the entire PBR framework (Company Reply Brief at 22). The Company
contends that Department has based its decisions regarding PBR proposals on methodological

principles (Company Reply Brief at 23).
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B) TFP Sample Time Period

The Company refutes the Attorney General’s argument that the sample time period of
2002 through 2016 should be extended back to 1996 (Company Brief at 95-97). The
Company argues that the Attorney General’s witness was unable to identify an instance in
which he recommended such a long time period for a TFP study (Company Brief at 96,
citing Tr. 12, at 1657-1658). The Company further asserts that the Attorney General’s
witness recently recommended a ten-year sample period (Company Brief at 96, citing Tr. 12,
at 1655-1657). National Grid contends that the Attorney General’s argument against the
15-year sample period is overly reliant on the premise that the period includes a steep growth
in regional power distribution construction costs and copper prices (Company Brief at 96-97,
citing Attorney General Brief at 144). The National Grid argues that these observed costs
are relevant to the Company’s cost structure (Company Brief at 96-97). The Company also
asserts that the Attorney General fails to provide any supporting evidence for her assertion
that the observed uptick in costs is not likely to repeat itself (Company Brief at 96-97, citing
Attorney General Brief at 144; Company Reply Brief at 24, citing Attorney General Reply
Brief at 45 n.25). Given that the Attorney General’s argument is not supported by evidence,
the Company claims that Department is obligated to rest its decisions on evidence that a
reasonable mind might accept as adequate to support a conclusion (Company Reply Brief

at 25, citing Massachusetts Electric Company v. Department of Public Utilities,

469 Mass. 553, 563 (2014)). The Company also asserts that the capital and total input price

calculations offered by the Attorney General exhibit much more volatility than calculations
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proposed by National Grid (Company Brief at 96-97; Company Reply Brief at 25-26, citing
Exh. NG-MEM-Rebuttal-1, at 53). In addition, the Company contends that the Attorney
General’s use of a longer sample period is not supported by any methodological basis and is
motivated by manipulating the X factor to make it less negative (Company Reply Brief

at 23-24, citing Tr. 12, at 1653). National Grid argues that extension of the sample period
by six years is not supported by any evidence offered by the Attorney General and runs the
risk of capturing data from years that are not representative of the current environment of the
electric distribution industry (Company Reply Brief at 26, 28). Further, the Company
maintains that the 15-year sample is longer than, or equal to the sample periods approved by
the Department in past PBR decisions (Company Reply Brief at 27, citing D.P.U. 17-05,

at 384; D.T.E. 03-40, at 477; D.P.U. 96-50 (Phase I) at 3, 263). The Company argues that,
in this case, a 15-year period balances the most recent data relevant to the PBR term, such as
technological advancements, with a long enough term to account for short-term variation
(Company Reply Brief at 27-28, citing Exhs. NG-MEM-1, at 33; DPU-NG 13-7).

(C)  TFP Sample Size

National Grid rebuts the Attorney General’s claim that the sample size used by the
Company is not sufficiently large (Company Brief at 97-99). The Company asserts that its
sample represents 71 percent of electric distribution customers nationwide, compared to the
78 percent of electric distribution customers served nationwide utilized by the Attorney
General (Company Brief at 97). National Grid claims that the Attorney General did not

provide any evidence to demonstrate that her sample was any more representative of the
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industry (Company Reply Brief at 48). The Company also asserts that the Attorney General
conceded that the average sizes of the companies in the samples are only modestly different
(Company Brief at 97, citing Attorney General Brief at 147-148). National Grid claims that
the primary difference in the samples used by the Attorney General and the Company is the
method of averaging the companies within the sample sets (Company Brief at 97). The
Company states that by weighting the companies within its sample, by number of customers
served, the calculation provides a result that is more representative of the industry (Company
Brief at 97-98, citing Exh. NG-MEM-1, at 28; Company Reply Brief at 49). The Company
argues that the Attorney General’s approach of performing a simple average provides a result
that has a lopsided influence from the smaller companies in the sample, which National Grid
asserts would not experience similar rates of customer growth as the larger companies
(Company Brief at 98-99, citing Exh. NG-AG-1, Att. PEG_WP). Further, the Company
disagrees with the Attorney General’s claim that observing economies of scale is implicated
in the weighting methodology in National Grid’s sample (Company Reply Brief at 48-49).
Rather, the Company asserts that it weighted the companies within its sample by customers
because electric distribution output is measured by customers (Company Reply Brief at 49,
citing Exh. NG-MEM-Rebuttal-1, at 28).

(D)  Capital Cost Specification Method

The Company asserts that the Department should reject the Attorney General’s
argument that using a geometric decay method for calculating capital costs is more

appropriate than using a one hoss shay method (Company Brief at 99-106). National Grid
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rejects the Attorney General’s claim that the one hoss shay method does not consider gradual
depreciation, maintaining that the method does include the decline in the value of assets
(Company Brief at 99, citing Exh. NG-MEM-Rebuttal-1, at 23-24). National Grid also states
that the assertion that the geometric decay method is more commonly used in productivity
studies is erroneous (Company Brief at 99-100, citing Attorney General Brief at 153). The
Company contends that this assertion relies on the use of the geometric decay method in the
telecommunications industry, which is unique from the electric distribution industry due to
the period of rapid obsolescence that the telecommunications industry observed (Company
Brief at 100, citing Tr. 12, at 1663; Company Reply Brief at 30-31). Further, the Company
claims that the Attorney General fails to provide any examples of the geometric decay
method being used specifically for the electric distribution industry due to technological
innovation (Company Brief at 100, citing Exh. NG-MEM-Rebuttal-1, at 31-32). The
Company states that the examples provided are used to study a single pattern of asset decay
for many or all industries or very broad classes of assets (Company Brief at 100, citing

Exh. NG-MEM-Rebuttal-1, at 31-32). National Grid further argues that the one hoss shay
method was considered in the proceedings in Alberta, Canada, which focused on the electric
distribution industry (Company Brief at 101, citing Exhs. AG-MNL at 11; AG 15-3;

AG 15-4; AG 23-8; DPU-NG 13-8). The Company criticizes the Attorney General’s
argument that the Department does not need to approve the use of one hoss shay simply
because it was approved for an electric distribution company two years ago, and National

Grid asserts that the Attorney General’s examples supporting geometric decay are from more
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than ten years ago (Company Reply Brief at 22, citing Exh. AG-MNL at 13; Tr. 12,
at 1527; RR-AG-24). Further, National Grid contends that the Attorney General fails to
address that the Company’s witness used the one hoss shay method in two prior proceedings
involving electric distribution companies (Company Reply Brief at 22, citing RR-AG-24).
The Company also rebuts the Attorney General’s claim that the geometric decay
method is used to measure the multi-factor productivity trends by U.S. and Canadian
governments (Company Brief at 101, citing Attorney General Brief at 153). Instead, the
Company argues that the method used by the U.S. Bureau of Labor Statistics is more similar
to the one hoss shay method than to the geometric decay method (Company Brief at 101,
citing Exh. NG-MEM-Rebuttal-1, at 32; Tr. 12, at 1610-1612). In addition, National Grid
contends that the geometric decay method’s assumption that loss of productivity is largest in
the first year of an asset’s life is inconsistent with the trends observed in the electric
distribution industry (Company Brief at 101, citing Exh. NG-MEM-Rebuttal-1, at 30;
Company Reply Brief at 29, citing Exh. NG-NWA-Rebuttal-1, at 7). The Company further
claims that the geometric decay method depreciation pattern resembles accelerated
depreciation, rather than a straight-line trend as used in the depreciation of assets for
ratemaking purposes (Company Reply Brief at 29-30). The Company asserts that the one
hoss shay method results in a change in value that is more consistent with straight-line
depreciation (Company Reply Brief at 32, citing Exh. NG-NWA-Rebuttal-1, at 6-8).
National Grid states that the bulk of electric distribution assets function at design level until

taken out of service, which the Company contends resembles the one hoss shay pattern of
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decay (Company Reply Brief at 30, citing Exh. NG-AG 2-48; Tr. 12, at 1605-1609). Thus,
the Company asserts that the one hoss shay method better resembles the pattern of decay for
electric distribution assets (Company Brief at 102; Company Reply Brief at 29-30). National
Grid contends that no evidence was provided to defend the argument that the rate of decay in
electric distribution assets aligns with the accelerated depreciation demonstrated by the
geometric decay method (Company Reply Brief at 32). The Company disagrees with the
Attorney General’s argument that the geometric decay method resembles the depreciation
pattern of a group of heterogeneous group of assets, and the Company maintains that the
Attorney General has not provided any evidence to illustrate this effect (Company Reply
Brief at 33, citing Exhs. AG-MNL-2, at 18; AG-MNL-Surrebuttal at 9; NG-AG 2-48).

In addition, the Company contends that the Attorney General did not support with any
research or analysis her claim that groups of assets experience a decay in their flow of
services or require increasing maintenance expenses as they age (Company Reply Brief
at 33-34, citing Exh. NG-AG 2-48; Tr. 12, at 1605-1606; 1608, 1609). The Company
maintains that it has presented expert testimony demonstrating that the actual pattern of decay
of electric distribution assets is better represented by the one hoss shay method (Company
Reply Brief at 34, citing Exh. NG-NWA-Rebuttal-1, at 10-17). The Company argues that
geometric decay’s accelerated depreciation in earlier years does not match the dispersion of
electric distribution asset lives, as predicted by the Iowa survivor curves proposed in this

proceeding (Company Reply Brief at 35, citing Exh. NG-NWA-Rebuttal-1, at 14-17).
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The Company refutes the Attorney General’s criticism of the 33-year average service
life used in National Grid’s capital cost specification method (Company Brief at 103-106).
The Company asserts that the Attorney General’s modifications of the average service life are
biased and meant to manipulate the resulting X factor (Company Brief at 103, citing Attorney
General Brief at 151). National Grid contends that criticism that average service lives have
not risen linearly from 1994 through 2016, is not supported by statistical tests (Company
Brief at 104, citing Tr. 12, at 1605; Company Reply Brief at 37, citing Tr. 12, at 1637).
The Company asserts that when the Attorney General’s non-linear trend of average service
lives is extended back to produce results for the beginning of the capital quantity index
calculation, it produces a value of 45 years in 1964 (Company Brief at 105; Company Reply
Brief at 37, citing RR-NG-4). The Company claims that this result is inconsistent with the
trend of average service lives increasing over time, and, therefore, is a deficiency in the
Attorney General’s trend line (Company Brief at 105; Company Reply Brief at 38-39). The
Company also states that its average service life of 33 years is nearly within the Attorney
General’s confidence range for the year 1990, making it a viable option for either trend line
(Company Reply Brief at 40, citing RR-NG-4). Conversely, the Company contends that
when its linear trend line is backcast to the beginning of the capital quantity index period, it
produces a value of 22 years in 1964, which National Grid asserts makes it a more plausible
trend line for the entire period (Company Brief at 105, citing RR-NG-4). In support of the
Company’s 33-year average service life, National Grid states that its value for each year of

the capital quantity period averaged together is the same as the midpoint value, which makes
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the midpoint the most reasonable proxy for estimating average service life (Company Reply
Brief at 41-42). The Company further argues that a second method used by the Attorney
General to justify the 36-year average service life is invalid because it includes data from
electric generation assets (Company Brief at 105-106, citing Tr. 12, at 1628-1632; Company
Reply Brief at 42, 44). In addition, the Company argues that the year 1996 does not have
any particular significance in the capital quantity period of 1964 through 2016 (Company
Reply Brief at 42, 44-45). National Grid also argues that the average service life of 36 years
generated from this method is highly sensitive to the weight provided to the separate
categories, which were at the discretion of the Attorney General (Company Reply Brief
at 43-44, citing Tr. 12, at 1634-1635). Further, the Company contends that if the
appropriate weights are given to the “structures” and “equipment” categories as described by
Federal Energy Regulatory Commission (“FERC?”), then the weighting exercise generates an
average service life of 33.1 years (Company Reply Brief at 45, citing Exh. NG-AG 2-23(a);
Tr. 12, at 1628-1632). Lastly, the Company states that when a 36-year average service life
is used in its model, constant dollar retirements exceed the constant dollar investments for a
number of companies in the sample and company capital stocks decrease in magnitude over
time, which is counterintuitive and demonstrates that the 36-year value is unsubstantiated
(Company Reply Brief at 45-46, citing RR-DPU-26).

The Company argues that the results presented by the Attorney General from the
Kahn method also should be rejected (Company Brief at 106-108). The Company contends

that this X factor calibration is based on a method developed by Dr. Alfred Kahn, but that



D.P.U. 18-150 Page 43

the Attorney General substantially modified it, which diminishes its legitimacy (Company
Brief at 106-107, citing Tr. 12, at 1567). As an example, the Company notes that the
Attorney General offers the use of a 21-year time period with this method, while Dr. Kahn
has never used a period longer than ten years (Company Reply Brief at 46). National Grid
also maintains that FERC uses Dr. Kahn’s method to calculate an X factor and has
consistently used five-year terms (Company Brief at 107, citing Exh. NG-MEM-Rebuttal-1;
Company Reply Brief at 46). In addition, the Company asserts that the original method
developed by Dr. Kahn does not employ the use of GDP-PI, for an inflation index, which the
Attorney General uses in her Kahn method (Company Reply Brief at 46-47). The Company
argues that utilizing the original Kahn method, which is used by FERC, generates an

X factor of -2.40 percent, as opposed to the Attorney General’s calculation of -0.41 percent
(Company Brief at 107, citing Exh. NG-MEM-Rebuttal-1). Accordingly, the Company
contends that the X factor of -0.41 percent is a manipulated result, and it is not based on the
actual Kahn method (Company Brief at 107-108, citing Tr. 12, at 1559-1565, 1568).
Further, the Company asserts that this method has not been adopted in any other jurisdiction
outside of FERC (Company Reply Brief at 47, citing Tr. 12, at 1555).

1ii. Consumer Dividend

The Company defends its proposal for a consumer dividend of 0.40 percent when
inflation exceeds two percent (Company Brief at 108-111). National Grid argues that it is
well-established in economic theory that performance incentives do not depend on the value

of the X factor, which necessarily includes the consumer dividend (Company Brief at 109).
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National Grid further contends that a consumer dividend does not undermine the Company’s
incentive to pursue efficiencies (Company Brief at 109, citing Exh. NG-LRK-Rebuttal-1,

at 13; Tr. 8, at 1245; Company Reply Brief at 50-52, citing Exhs. NG-LRK-1, at 30-31, 48).
National Grid argues that PBR plans commonly include components to mitigate risk to the
company (Company Brief at 109). The Company asserts that its proposal, including a
consumer dividend contingent on inflation, is superior to other proposals in its balance of
creating incentives and mitigating risk (Company Brief at 109-110, citing

Exh. NG-LRK-Rebuttal-1, at 14-15). Specifically, the Company asserts that its consumer
dividend being contingent on a two-percent inflation trigger is designed to offset the risk of
unremunerated capital expenditures, which is essential for the Company to transition from the
CIRM to a PBR plan (Company Brief at 110; Company Reply Brief at 53). Further, the
Company maintains that the Department has rejected the argument that customers will not
accrue an appropriate share of benefits if the consumer dividend is contingent on a
two-percent inflation factor (Company Brief at 110, citing D.P.U. 17-05, at 395).

1v. Earnings Sharing Mechanism

The Company claims that its proposed two-tiered, earnings sharing mechanism is
superior to the design proposed by the Attorney General (Company Brief at 111-112).
National Grid asserts that the first tier of its proposed earnings sharing mechanism creates a
stronger performance incentive for the Company (Company Brief at 111). Additionally,
National Grid contends that the second tier of its proposed earnings sharing mechanism

distributes more benefits to customers and essentially eliminates the potential for the
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Company to earn unreasonable returns (Company Brief at 111-112, citing Exh. NG-LRK-1,
at 47).

V. PBR Adjusted Revenues

National Grid contends that the Attorney General’s recommendations to adjust the
revenues to which the PBR mechanism is applied are either unnecessary or inappropriate
(Company Brief at 112-113). The Company asserts that the PBR mechanism is applied to the
approved base distribution revenue requirement, which is collected through base distribution
rates (Company Brief at 112, citing Exh. NG-HSG-12, Proposed M.D.P.U. No. 1400). The
Company further states that there is no differentiation within the base revenue requirement as
to categories of expenses or investments to which the PBR mechanism would apply, with the
exception of the annual contribution to the storm fund and the major storm event deductible
amount (Company Brief at 113, citing Exh. NG-HSG-12, Proposed M.D.P.U. No. 1400).
National Grid further argues that, with the exception of the plant additions through the CIRM
transitional period, all new capital additions made by the Company will not be included in the
base distribution revenue requirement until the next time base distribution rates are set
(Company Brief at 113).

4, Analysis and Findings

a. Introduction

In the sections below, we review our ratemaking authority and reaffirm that, pursuant
to G.L. c. 164, § 94, the Department may implement PBR as an adjustment to cost of

service/rate of return regulation. Further, we discuss the factors that the Department has
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used to review incentive regulation proposals. Finally, we review the Company’s PBR Plan
to determine whether it is in the public interest and will result in just and reasonable rates.

b. Department Ratemaking Authority

Pursuant to G.L. c. 164, § 94, the Legislature has granted the Department extensive
ratemaking authority over electric and gas distribution companies. The Supreme Judicial
Court has consistently found that the Department’s authority to design and set rates is broad

and substantial. See, e.g., Boston Real Estate Board v. Department of Public Utilities,

334 Mass. 477, 485 (1956). Because G.L. c. 164, § 94, authorizes the Department to
regulate the rates, prices, and charges that electric and gas distribution companies may
collect, this authority includes the power to implement revenue adjustment mechanisms such

as a PBR. Boston Gas Company v. Department of Telecommunications and Energy,

436 Mass. 233, 234-235 (2002).

The Department is not compelled to use any particular method to establish rates,
provided that the end result is not confiscatory (i.e., deprives a distribution company of the
opportunity to realize a fair and reasonable return on its investment). 375 Mass. 1, 19. The
Supreme Judicial Court has held that a basic principle of ratemaking is that “the department
is free to select or reject a particular method as long as its choice does not have a

confiscatory effect or is not otherwise illegal.” American Hoechest Corporation v.

Department of Public Utilities, 379 Mass. 408, 413 (1980), citing 376 Mass. 294, 302.
In addition, G.L. c. 164, § 76, grants the Department broad supervision over electric

and gas distribution companies. Under G.L. c. 164, § 76, the Department has the authority
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to establish reasonable rules and regulations consistent with G.L. c. 164, as needed, to carry
out its administration of jurisdictional companies in the public interest. D.P.U. 07-50-B

at 26-27. See also Cambridge Electric Light Company v. Department of Public Utilities,

363 Mass. 474, 494-496 (1973).

Although the Department traditionally has relied on cost of service/rate of return
regulation to establish just and reasonable rates, there are many variations and adjustments in
the specific application of this model to individual utilities as circumstances differed across
companies and across time. D.P.U. 07-50, at 8. Over the years, electric and gas
distribution companies subject to the Department’s jurisdiction have operated under PBR or
PBR-like plans. See e.g., D.P.U. 17-05, at 371-372; D.T.E. 05-27, at 382; D.T.E. 03-40,

at 471; The Berkshire Gas Company, D.T.E. 01-56, at 10 (2002); Massachusetts Electric

Company/Eastern Edison Company, D.T.E. 99-47, at 4-14 (2000).

Consistent with the discussion above, the Department reaffirms that we may
implement PBR as an adjustment to cost of service/rate of return regulation under the broad
ratemaking authority granted to us by the Legislature under G.L. c. 164, § 94.** The
standards by which the Department will review the Company’s specific PBR proposal are

addressed below.

24 In addition, pursuant to G.L. c. 164, § 1(E), the Department is authorized to

promulgate rules and regulations to establish and require performance-based rates for
gas and electric distribution companies.
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C. Evaluation Criteria for PBR

The Department must approach the setting of rates and charges in a manner that:
(1) meets our statutory obligation under G.L. c. 164, § 94, to ensure rates that are just and
reasonable, not unjustly discriminatory, or unduly preferential; and (2) is consistent with
long-standing ratemaking principles, including fairness, equity, and continuity.
D.P.U. 07-50, at 10-11. Further, the Department must establish rates in a manner that
balances a number of these key principles to reflect and address the practical circumstances
attendant to any individual company’s base distribution rate case. D.P.U. 07-50-A at 28.
The Department has implemented PBRs or PBR-like mechanisms on a finding that such
regulatory methods would better satisfy our public policy goals and statutory obligations.
See, e.g., D.P.U. 96-50 (Phase I) at 261; D.P.U. 94-158, at 42-43; D.P.U. 94-50, at 139.

As part of our generic investigation of incentive ratemaking in D.P.U. 94-158,
at 52-66, the Department examined the criteria by which PBR proposals for electric and gas
distribution companies would be evaluated. The Department found that, because incentive
regulation acts as an alternative to traditional cost of service regulation, incentive proposals
would be subject to the standard of review established by G.L. c. 164, § 94, which requires
that rates be just and reasonable. D.P.U. 94-158, at 52. Further, the Department
determined that a petitioner seeking approval of an incentive regulation proposal like PBR is
required to demonstrate that its approach is more likely than current regulation to advance the
Department’s traditional goals of safe, reliable, and least-cost energy service and to promote

the objectives of economic efficiency, cost control, lower rates, and reduced administrative
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burden in regulation. D.P.U. 94-158, at 57. Finally, a well-designed incentive mechanism
should provide utilities with greater incentives to reduce costs than currently exist under
traditional cost of service regulation and should result in benefits to customers that are
greater than would be present under current regulation. D.P.U. 94-158, at 57.

In addition to these criteria, the Department established a number of additional factors
it would weigh in evaluating incentive proposals. D.P.U. 94-158, at 57. These factors
provide that a well-designed incentive proposal should: (1) comply with Department
regulations, unless accompanied by a request for a specific waiver; (2) be designed to serve
as a vehicle to a more competitive environment and to improve the provision of monopoly
services; (3) not result in reductions of safety, service reliability, or existing standards of
customer service; (4) not focus excessively on cost recovery issues; (5) focus on
comprehensive results; (6) be designed to achieve specific, measurable results; and
(7) provide a more efficient regulatory approach, thus reducing regulatory and administrative
costs. D.P.U. 94-158, at 58-64. The Department discusses these criteria and factors in the
context of our evaluation of National Grid’s PBR proposal in the subsections below.

d. Rationale for PBR

There is a fundamental evolution taking place in the way electricity is produced and
consumed in Massachusetts. This evolution has been driven, in large part, by a number of
legislative and administration policy initiatives designed to address climate change and to
foster a clean energy economy through the promotion of energy efficiency, demand response,

and distributed energy resources (“DER”), and the procurement of long-term contracts for
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renewable energy. An Act Relative To Green Communities, St. 2008, c. 169; An Act
Establishing the Global Warming Solutions Act, St. 2008, c. 298 (“Global Warming
Solutions Act”); An Act Relative to Competitively Priced Electricity in the Commonwealth,
St. 2012, c. 209, § 36; Green Communities Expansion Act, § 83A; Executive Order
No. 569: Establishing an Integrated Climate Change Strategy for the Commonwealth
(September 16, 2016). To varying degrees, this evolution is changing the operating
environment for electric distribution companies in Massachusetts.

As described above, National Grid proposes to implement a PBR mechanism that
would adjust rates annually in accordance with a revenue cap formula (Exhs. NG-MLR-1,
at 10; NG-PBRP-1, at 42). The Company states that, given specific changes that have taken
place as a result of the Commonwealth’s aggressive efforts to achieve clean energy goals, the
Company no longer can operate effectively under cost of service regulation
(Exhs. NG-MLR-1, at 11, 18-22; NG-PBRP-1, at 16). The Company states that a PBR plan
is essential to offset the effects of increasing operating and capital costs as it is no longer able
to retain sales growth revenues between base distribution rate cases after decoupling
(Exh. NG-PBRP-1, at 24). And, unlike a capital cost recovery mechanism, National Grid
notes that the proposed PBR Plan is designed to provide it with strong incentives to control
costs (Exhs. NG-MLR-1, at 10; NG-PBRP-1, at 14).

Conversely, intervenors argue that the Company’s proposed PBR Plan is not in the
public interest and should be rejected or modified (Attorney General Brief at 137-138; Acadia

Center Brief at 6-7). The Attorney General argues that National Grid fails to demonstrate
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that its proposed PBR will achieve any specific, measurable results, in contravention to Bay

State Gas Company, D.P.U. 09-30, at 24-25 (2009) (Attorney General Brief at 137). Rather,

the Attorney General contends that the PBR proposal excessively focuses on cost recovery,
which violates Department precedent (Attorney General Brief at 135, citing D.P.U. 09-30,
at 24-25; D.P.U. 96-50 (Phase I) at 242).

For the reasons discussed below, the Department finds that National Grid has
demonstrated that an alternative to traditional cost of service/rate of return ratemaking is
warranted. Further, the Department finds that, based on the evidence presented in this case,
the Company has demonstrated that PBR, as compared to a capital cost recovery mechanism,
will provide it with greater incentives to reduce costs and will result in benefits to customers
that are greater than would be present under current regulation.

National Grid has demonstrated that a primary effect of the Commonwealth’s clean
energy efforts has been a decline in its levels of kWh sales (Exhs. NG-MLR-1, at 31-33;
NG-PBRP-1, at 22; DPU-NG 13-3, Att.). As a result, from 2013 through 2017, the
Company experienced a decline in sales of 7.6 percent (Exh. NG-PBRP-1, at 22). National
Grid has also shown that its distribution system is growing and that its capital and operating
costs are increasing in ways that it has not experienced in the past, partly driven by
integrating DER with its distribution system (Exhs. NG-MLR-1, at 25-27; NG-PBRP-1,
at 26, 29, 31-33, 35-36). Other factors driving National Grid’s increasing costs include the
rising frequency and severity of storms, adapting to changes in customer preferences,

cyber-security needs, and meeting the aggressive goals of the Commonwealth’s climate
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change policies (Exhs. NG-MLR-1, at 11, 22-23, 24-25; NG-PBRP-1, at 21, 35, 37-39;
NG-PBRP-3, at 19).

Between base distribution rate cases prior to revenue decoupling, electric distribution
companies, such as National Grid, traditionally had relied on revenues from sales growth to
fund capital investments intended to ensure safe and reliable service (Exh. NG-PBRP-1,

at 24). See, e.g., D.P.U. 15-155, at 22-23, 40; Fitchburg Gas and Electric Light Company,

D.P.U. 13-90, at 35 (2014); Western Massachusetts Electric Company, D.P.U. 10-70, at 47

(2011). While revenue decoupling protects existing sales revenues, it does not address the
loss of sales growth revenues between base distribution rate cases (Exh. NG-PBRP-1, at 24;
Tr. 8, at 1052).”

In response to revenue decoupling, the Department has allowed companies to adopt
various capital cost recovery mechanisms in cases where a company has adequately
demonstrated its need to recover incremental costs associated with capital expenditure
programs between base distribution rate cases. D.P.U. 15-155, at 40, 51-54; Fitchburg Gas

and Electric Light Company, D.P.U. 15-80/D.P.U. 15-81, at 50 (2016); D.P.U. 10-55,

at 121-122, 132-133; D.P.U. 09-39, at 79-80, 82; D.P.U. 09-30, at 133-134. In this

proceeding, the Company is proposing to transition from its CIRM to a PBR mechanism

» In 2008, the Department implemented revenue decoupling to remove the disincentive

for electric and gas distribution companies to invest in measures, such as energy
efficiency, that reduced sales. D.P.U. 07-50-A at 4. The Department found that
revenue decoupling (1) aligns the financial interests of the companies with policy
objectives regarding the efficient deployment of demand resources and (2) ensures that
the companies are not harmed by decreases in sales associated with any increased use
of demand resources. D.P.U. 07-50-A at 31-32, 48-50.
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(Exh. NG-PBRP-1, at 25). The Department finds that a PBR mechanism provides the
Company more flexibility to address a changing operating environment, such as emerging
technologies, increasing frequency and intensity of storms, and higher customer expectations
(Exhs. NG-MLR-1, at 11; NG-PBRP-1, at 16-18, 20-22, 26, 29-33, 35, 37-38, 41). The
approach we adopt addresses lost sales growth and allows National Grid to best meet its
public service obligations in terms of providing safe, reliable, and least-cost service to
customers as well as ensure that the Commonwealth’s clean energy goals are met.
D.P.U. 94-158, at 57.

As part of the PBR Plan, the Company has committed to refraining from filing rate
schedules to put new base distribution rates into effect during the PBR term
(Exh. NG-PBRP-1, at 47). The Department accepts that this stay-out provision will generate
diminished administrative burden and will result in efficiencies (Tr. 3, at 381-382; Tr. 8,
at 1089-1094; RR-AC-1). In addition, review of capital cost recovery mechanism filings can
result in significant administrative burden and expense as compared to review of annual PBR
filings, which should be less complex and require fewer resources. See, e.g.,
D.P.U. 15-155, at 36, 60, 86-89, 136. Accordingly, the Department finds that the transition
from the CIRM to the PBR will result in a reduced administrative burden and is in the public
interest (Exhs. NG-MLR-1, at 5, 10; NG-PBRP-1, at 14).

In addition, the Department finds that National Grid has demonstrated that a PBR
mechanism is superior to a capital cost recovery mechanism in terms of its ability to satisfy

the Department’s public policy goals and statutory obligations. Rather than directing its
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focus on specific capital investments, PBR will provide the Company with greater incentives
to be efficient and allow it to focus on developing innovative solutions in furtherance of the
Commonwealth’s clean energy goals (Exhs. NG-MLR-1, at 10; NG-PBRP-1, at 11-12; Tr. 3,
at 339, 378-379; Tr. 8, at 1042-1043).

Finally, we are not persuaded by the Attorney General’s argument that the Company’s
proposal overly focuses on cost recovery. As described in below, the Department has
approved a number of PBR-specific scorecard metrics to measure the Company’s
performance and the full range of benefits that will accrue under the PBR with the goal of
assuring customers and stakeholders that standards of service are maintained or improved,
and clean energy goals are met during the PBR term. Below, the Department addresses the
PBR formula elements and whether the proposed formula appropriately balances ratepayer
and shareholder risk, is in the public interest, and will result in just and reasonable rates.

€. PBR Formula Elements

1. PBR Term

National Grid included a pre-defined term of five years for the PBR Plan
(Exhs. NG-PBRP-1, at 9; NG-LRK-1, at 8, 56). The five-year PBR term would commence
on October 1, 2019 and expire on September 30, 2024 (Exh. NG-PBRP-1, at 47). Within
the five-year term, the Company proposes four annual PBR mechanism adjustments taking
effect October 1, 2020, October 1, 2021, October 1, 2022, and October 1, 2023
(Exh. NG-PBRP-1, at 47). In conjunction with the PBR term, National Grid proposed a

stay-out provision during which the Company commits to file for rate schedules to put new
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base distribution rates into effect no earlier than October 1, 2024 (Exh. NG-PBRP-1, at 47).
The Attorney General argues that the Department has found that a five-year PBR term is not
long enough to achieve the expected efficiencies and benefits of a PBR plan (Attorney
General Brief at 137 n.65, citing D.T.E. 03-40, at 495). The Attorney General further
argues that the Department has been more favorable to ten-year PBR plans since they provide
more time for efficiency planning and can provide stronger incentives to companies (Attorney
General Brief at 137 n.65, citing D.T.E. 05-27, at 399).

The Department has found that a well-designed PBR should be of sufficient duration
to give the plan enough time to achieve its goals and to provide utilities with the appropriate
economic incentives and certainty to follow through with medium- and long-term strategic
business decisions. D.P.U. 96-50 (Phase I) at 320; D.P.U. 94-158, at 66; D.P.U. 94-50,
at 272. In addition, the Department has stated that one benefit of incentive regulation is a
reduction in regulatory and administrative costs. D.P.U. 17-05, at 402; D.P.U. 96-50
(Phase I) at 320; D.P.U. 94-158, at 64.

Previous PBR plans approved by the Department have had terms of five years or
longer. See, e.g., D.P.U. 17-05, at 404 (five years); D.T.E. 01-56, at 10 (ten years);
D.P.U. 96-50 (Phase I) at 320 (five years). In the instant case, the Department finds that a
five-year term will give the plan sufficient time to achieve its goals and will provide the
Company with the appropriate economic incentives for cost containment and long-term
planning. A stay-out provision provides an important benefit to ratepayers as it will ensure

that there are strong incentives for cost containment under the PBR. D.P.U. 17-05, at 403.
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Accordingly, the Department adopts a stay-out provision in conjunction with the five-year
term.

For the reasons discussed above, the Department finds that the Company’s PBR shall
operate for a five-year term starting October 1, 2019. Additionally, the Company shall not
file a proceeding under G.L. c. 164, § 94, that seeks to change base distribution rates prior
to the end of the PBR term.

1. X Factor
(A)  Introduction

In the context of a PBR that uses an economy-wide measure of inflation, a
productivity offset (or X factor) consists of the differential in expected productivity growth
between the electric distribution industry and the overall economy, and the differential in
expected input price growth between the overall economy and the electric distribution
industry (Exhs. NG-MEM-1, at 21; NG-PBRP-1, at 44). As described above, National Grid
conducted multiple TFP studies and ultimately proposed an X factor in the instant case equal
to -1.72 percent (Exhs. NG-MEM-1, at 44, 48; NG-PBRP-1, at 44). The Attorney General
also conducted multiple TFP studies that produced a range of X factor results from
0.04 percent to -0.74 percent (Exh. AG-MNL at 16). The X factors produced by the
Attorney General’s TFP studies differ from the Company’s recommended TFP study in
several ways, which the Department reviews in the sections below. In the subsequent
sections, the Department details its decision to accept the Company’s proposed X factor

of -1.72 percent to be used in the PBR mechanism.
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B) TFP Sample Time Period

The Company’s TFP study utilized a 15-year time period from 2002 through 2016
(Exh. NG-MEM-1, at 33). This time period was intended to balance the most recent,
relevant information within a long enough period to overcome transient, short-term
occurrences that could inappropriately skew the results of the TFP study
(Exh. DPU-NG 13-7). Specifically, the Company states that if years prior to 2002 were
included, the sample period would capture the effects of technological advancements, such as
computerization and automation, which were being implemented in that time, but are now
fully incorporated into the Company’s operations (Exh. DPU-NG 13-7). The Attorney
General offered multiple competing TFP studies that examined a 21-year sample time period,
from 1996 through 2016 (Exh. AG-MNL-Surrebuttal at 22). The Attorney General extended
the time frame of her TFP study time period, because she claims that the 15-year period is
characterized by unusually rapid growth in regional power distribution construction costs and
copper prices from 2005 to 2009, which are unlikely to be repeated (Exhs. AG-MNL at 8-9;
AG-MNL-2, at 26-27; Tr. 12, at 1653). Based on the technological changes that the electric
distribution industry underwent prior to 2002 and the Department’s prior approved PBR
plans, we accept that a 15-year period is appropriate in the instant case
(Exh. DPU-NG 13-7). D.P.U. 17-05, at 384; D.T.E. 05-27, at 362; D.T.E. 03-40, at 477,

D.P.U. 96-50 (Phase I) at 263.
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(C)  TFP Sample Size

National Grid’s proposed X factor of -1.72 percent was generated using a national
sample of 66 electric distribution companies (Exh. NG-MEM-1, at 33). As measured by
customers served, the Company’s sample represents 71 percent of electric distribution
customers nationwide (Exh. NG-MEM-Rebuttal-1, at 28). The Attorney General conducted a
competing TFP study that utilized a national sample of 80 electric distribution companies,
which represents 78 percent of electric distribution customers served nationwide
(Exh. AG-MNL-2, at 32; RR-DPU-31). A key difference in the uses of these samples was
how the data from the sample companies was averaged. The results of the Company’s TFP
study employs a weighted average of the sample companies, meaning companies serving
more customers in the sample have a larger impact on the result (Exh. NG-MEM-Rebuttal-1,
at 28). Conversely, the Attorney General uses a simple average of the sample companies,
meaning the results of each company were considered equally, regardless of size
(Exh. AG-MNL-Surrebuttal at 19). While generally speaking, a larger sample size of
companies is more representative of the industry, we find that the Company’s sample of
national electric distribution companies is of sufficient size to be representative of the
industry for the purpose of determining the X factor. While we also are not convinced that
the weighting of companies by number of customers leads to a more representative industry
average, we find that the difference in the results using a simple average is not significant
enough as to warrant a change to the Company’s study. Accordingly, we find that the

Company’s proposal as a whole is representative of the industry’s national productivity trend
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and is acceptable. The Department also finds it beneficial to utilize the same sample of
companies in the TFP study as in the benchmarking study for the reasons discussed in
Section 11.B.4.e.iii., below.

(D)  Capital Cost Specification Method

The Company utilized a capital cost specification method referred to as the one hoss
shay method (Exh. NG-MEM-1, at 55). The basic assumption of this method is that an asset
provides a constant level of services over the lifetime of the asset (Exh. NG-MEM-1,
at 55-56). The one hoss shay method also requires an average service life of all assets in
order to estimate the quantity of capital retirements (Exh. NG-MEM-1, at 56). For the
Company’s TFP study, it used an average service life of 33 years (Exh. NG-MEM-1, at 56).
In contrast, the Attorney General deployed the geometric decay and Kahn methods for capital
cost specification methods (Exh. AG-MNL-2, at 2). The geometric decay method assumes
that the flow of services from investments in a given year declines at a constant rate over
time (Exh. AG-MNL-2, at 13). The Attorney General’s Kahn method decomposes capital
cost into a price and quantity index using a simplified version of cost of service accounting
(Exh. AG-MNL-2, at 15, 39). The Department finds that record evidence in the instant
proceeding supports the use of the one hoss shay method of capital cost specification. The
Department finds that there are significant differences between the capital assets deployed by
the electric distribution industry as compared to other industries, such as the
telecommunications industry, as well as differences of the rate of obsolescence of capital

assets (Exhs. NG-MEM-Rebuttal-1, at 34-35; NG-NWA-Rebuttal-1, at 13). The Department
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previously accepted the use of the one hoss shay method for an electric distribution
company’s TFP study. D.P.U. 17-05, at 390. The Department does not accept the Attorney
General’s argument that the one hoss shay method should be rejected because the Company’s
capital assets are heterogeneous. Rather, the Department finds that the constant rate of decay
of flow of services with the largest decay observed in the first year of a cohort’s service life,
demonstrated by the geometric decay model, does not reflect the pattern of service flow
observed in the electric distribution industry (Exhs. NG-MEM-Rebuttal-1, at 30-31, 33;
NG-NWA-Rebuttal-1, at 8, 11-12, 14-15, 16-17). Further, the Department accepts the
Company’s use of a 33-year average service life in its TFP study, which is consistent with
the average service life originally presented in another jurisdiction and verified using FERC
Form 1 data (Exhs. NG-MEM-1, at 56-57 n. 49; NG-MEM-Rebuttal-1, at 40).

(E) Conclusion

In the sections above, the Department has reviewed the Company’s proposed TFP
study, which generates an X factor of -1.72 percent and was used in the benchmarking study
to measure the National Grid’s cost performance. The Department finds that the TFP study
as a whole is acceptable and, therefore, is approved as proposed by the Company.

1ii. Consumer Dividend

The consumer dividend is intended to reflect expected future gains in productivity
because of the move from cost of service regulation to incentive regulation. D.P.U. 96-50
(Phase I) at 165-166, 280. As a deduction to the PBR adjustment, the consumer dividend is

designed to allow ratepayers to share in these aforementioned gains (Exhs. NG-PBRP-1,
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at 14; NG-LRK-1, at 6, 36). National Grid proposes to apply a consumer dividend of

0.40 percent when inflation exceeds two percent (Exhs. NG-PBRP-1, at 44; NG-LRK-1,

at 36). The Company determined the value of 0.40 percent for the consumer dividend by
using the results of a cost benchmarking study that compared National Grid’s cost
performance to its peers (Exhs. NG-LRK-1, at 37-45; NG-LRK-3, at 16-18). While no party
objected to the 0.40 percent consumer dividend, the Attorney General objects to the
contingency that the consumer dividend is only applied when inflation exceeds two percent
(Attorney General Brief at 158-159).

The benchmarking study determined that the Company is an average cost performer in
comparison to its national electric distribution company peers (Exhs. NG-LRK-1, at 44-45;
NG-LRK-3). The benchmarking study measured National Grid’s cost performance using the
metrics, unit cost and TFP level, and compared the results calculated for the Company to the
national sample (Exhs. NG-LRK-1, at 41; NG-LRK-3, at 3). As measured by unit cost,
National Grid is 2.1 percent above the national sample, and for TFP level, is 1.8 percent
below the average of the national sample (Exhs. NG-LRK-1, at 42, 45; NG-LRK-3, at 3-4).
National Grid states that the Department has approved a consumer dividend of 0.25 for a
company that qualified as a superior cost performer under its benchmarking study
(Exhs. NG-LRK-1, at 43; NG-LRK-3, at 4, citing D.P.U. 17-05). Further, National Grid
states the Department has approved a consumer dividend of 0.40 percent for a company that
qualified as an average cost performer under its benchmarking study (Exhs. NG-LRK-1,

at 44-45; NG-LRK-3, at 4, citing D.T.E. 05-27). The Department accepts the Company’s
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conclusion that it is currently an average cost performer and approves the consumer dividend
of 0.40 percent consistent with our findings for similar cost performers. D.T.E. 05-27,
at 393.

As part of its PBR annual filing, the Department directs the Company to provide an
update of the benchmarking study that compares its cost performance, as measured by unit
cost and TFP, to the sample of 66 nationwide electric distribution companies. The results of
an annually updated benchmarking study, using a three-year rolling average of the most
recent data, shall be used to set a new consumer dividend component over the PBR term.”®
The updated benchmarking results will reward the Company for becoming more efficient and
penalize the Company for becoming less efficient. Beginning with the Company’s second
PBR filing, after two years of operating under the PBR, and after one year of collecting a
PBR adjustment that includes the 0.40 percent consumer dividend, National Grid’s consumer
dividend component will be updated to reflect its most recent cost performance as measured
by unit cost and TFP relative to the national sample of companies. In D.P.U. 17-05, at 395,
while there was no benchmarking study presented, the Department approved a consumer

dividend of 0.25 percent. The benchmarking study presented in this proceeding determined

that NSTAR Electric Company (“NSTAR Electric”)*’ is a more cost-efficient utility than

26 An econometric study would be preferable over a benchmarking study to determine

whether the Company is improving or declining in its cost performance due to its
ability to control for more factors (e.g., system age, population density, territory size)
(Tr. 9, at 1268-1270). Nonetheless, no econometric model is included in the record.

27 In D.P.U. 17-05, at 28-55, the Department approved the corporate consolidation of

Western Massachusetts Electric Company with and into NSTAR Electric pursuant to
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National Grid, and, therefore, a consumer dividend greater than NSTAR Electric’s approved
0.25 percent consumer dividend is warranted for National Grid (Exhs. NG-LRK-1, at 43,
45-46; NG-LRK-3, at 4). Based on these benchmarking study results and on our decisions
approving consumer dividends, the Department finds that if National Grid improves its unit
cost to 18.0 percent or below the national sample, and its TFP level to 21.0 percent or above
the national sample, the Company’s cost performance status shall be considered superior and
its consumer dividend shall be updated to 0.25 percent in that PBR adjustment filing. If the
Company’s unit costs were to improve to more than 6.0 percent below the national average,
but less than 18.0 percent below the national average, and the TFP level improved to more
than 7.0 percent than the national average, but less than 21.0 percent than the national
average, the Company would have demonstrated to be an above-average cost performer, and
would consequently have the consumer dividend updated to 0.33 percent in that PBR
adjustment filing. Conversely, if National Grid’s unit costs were to decline to more than
6.0 percent above the national average, and the TFP level were to decline to 7.0 percent or
more than the national average, the Company would have demonstrated to be a
below-average cost performer and would consequently have the consumer dividend update to
0.48 percent in that PBR adjustment filing. If National Grid’s unit costs were to decline to
more than 18.0 percent above the national average, and the TFP level were to decline to

21.0 percent or more than the national average, the Company would have demonstrated to be

G.L. c. 164, § 96. The legal name of the electric distribution company in
Massachusetts is now NSTAR Electric Company.
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a poor cost performer and would consequently have the consumer dividend update to

0.55 percent in that PBR adjustment filing. The Department expects that unit cost and TFP

measurements will trend together to indicate whether the Company is improving or declining

in its cost performance, but if the Company’s unit cost and TFP level measurements

demonstrate conflicting cost performance categories, the consumer dividend will be set at the

difference between the two categories, giving equal weight to unit cost and TFP level.”®
Regarding the inflation contingency component of the consumer dividend as a

mitigation against risk to the Company, the Department directs National Grid to adopt a more

nuanced approach. The consumer dividend at certain levels is disproportionate to the annual

adjustment. Rather than a strict dichotomy of reducing the consumer dividend to

zero percent when inflation is equal to or below two percent, the Department directs the

Company to add an intermediate trigger to reduce the applicable consumer dividend by

50 percent when inflation is between one percent and two percent as measured by the annual

percentage change in GDP-PI for the four most recent quarterly reports as reported by the

U.S. Bureau of Economic Analysis.29,30 When inflation is equal to or below one percent, the

28 For instance, if the Company’s unit cost is 7.0 percent below the national average,

indicating an above-average cost performer, but the TFP level is 5.0 percent above
the national average, indicating an average cost performer, the consumer dividend will
be set at the midpoint between 0.40 percent and 0.33 percent, or 0.365 percent.

o Since the Department will allow the dividend to be updated based on performance,

this trigger would also apply to the range of potential dividends that the Department
established as discussed above (i.e., the lower range of 0.25 would be 0.125).

30 The U.S. Bureau of Economic Analysis is organized within the U.S. Department of

Commerce.
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applicable consumer dividend will be zero percent in order to mitigate risk to the Company
in that given PBR adjustment. Lastly, when inflation is recorded equal to or above
two percent, the applicable consumer dividend shall be applied to the PBR adjustment in full.

1v. Exogenous Cost Factor

In D.P.U. 94-158, at 62, the Department recognized that there may be exogenous
costs, both positive and negative, that are beyond the control of a company and, because the
company is subject to a stay-out provision, they may be appropriate to recover (or return)
through the PBR mechanism. The Department has defined exogenous costs as positive or
negative cost changes that are beyond a company’s control and are not reflected in the
GDP-PI. D.P.U. 94-50, at 172-173. These include incremental costs resulting from:

(1) changes in tax laws that uniquely affect the relevant industry; (2) accounting changes
unique to the relevant industry; and (3) regulatory, judicial, or legislative changes uniquely
affecting the industry. D.P.U. 96-50 (Phase I) at 291; D.P.U. 94-50, at 173. The
Department has cautioned against expansion of these categories to a broader range.

D.P.U. 96-50 (Phase I) at 290-291; D.P.U. 94-158, at 61-62.

National Grid proposes to adopt a definition of exogenous costs that is consistent with
the definition adopted by the Department in D.P.U. 94-50 (Exhs. NG-PBRP-1, at 45;
NG-LRK-1, at 7). Accordingly, the Department finds that the Company’s proposed
definition of exogenous costs is appropriate.

To avoid a costly regulatory process over minimal dollars, the Department has found

that exogenous cost recovery must be subject to a significance threshold that is noncumulative
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(i.e., exogenous costs cannot be lumped together into a single total for purposes of
determining whether the threshold has been met). D.T.E. 01-56, at 22-23; Boston Edison
Company, D.T.E. 99-19, at 26 (1999); D.P.U. 96-50 (Phase I) at 292-293; D.P.U. 94-50,
at 173. The significance threshold is determined based on a percentage of the company’s
total operating revenues, taking into account the term of the PBR insofar as the effects that
inflation will have on the threshold in the later years of the PBR. D.T.E. 01-56, at 11-14;

Eastern Enterprises/Colonial Gas Company, D.P.U. 98-128, at 57 (1999).

National Grid has proposed an exogenous cost significance threshold of $3.0 million
for calendar year 2020, subject to annual adjustments thereafter based on changes in GDP-PI
(Exhs. NG-PBRP-1, at 46; NG-LRK-1, at 7). Although the Department must consider the
facts and circumstances of each case, the Department has previously found that an exogenous
cost significance threshold was reasonable where it was equal to a multiple of 0.001253 times
a company’s total operating revenues. D.P.U. 17-05, at 397; D.T.E. 03-40, at 491;

D.T.E. 01-56, at 22-26; D.P.U. 98-128, at 53-56; D.P.U. 96-50 (Phase I) at 293.

National Grid’s total test year operating revenues was $2,268,023,815
(Exhs. NG-PBRP-1, at 46; NG-RRP-2 (Rev. 4), Sch. 1, at 2). Consistent with our precedent
and the facts of this case, the Department finds that $3.0 million is a reasonable exogenous

cost significance threshold for National Grid, which has total operating revenues of
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$2,268,023,815 and is implementing a multi-year PBR plan of the overall design approved
herein.’!

In addition, the Company has proposed that the exogenous cost significance threshold
be subject to annual adjustments based on changes in GDP-PI as measured by the
U.S. Department of Commerce (Exh. NG-LRK-1, at 7).%% The Department is satisfied that
this proposal appropriately takes into account the effects that inflation will have on the
threshold in the later years of the PBR. D.P.U. 17-05, at 398; D.T.E. 01-56, at 11-14;
D.P.U. 98-128, at 57. Accordingly, we set the Company’s threshold for exogenous cost
recovery at $3.0 million for each individual event in calendar year 2020, subject to annual
adjustments thereafter based on changes in GDP-PI as measured by the U.S. Commerce
Department and as used in the PBR formula. Based on the foregoing analysis, the
Department approves the Company’s proposed exogenous cost factor as a component of the
PBR formula.

Exogenous cost recovery requires that a company provide supporting documentation
and rationale to the Department for a determination as to the appropriateness of the proposed

exogenous cost. D.T.E. 99-19, at 25; D.P.U. 98-128, at 55; Bay State Gas Company,

D.T.E. 98-31, at 17-18 (1998). Additionally, any company seeking recovery of an

3 Multiplying National Grid’s total operating revenues of $2,268,023,815 by a factor of

0.001253 equals $2,841,834.

32 Based on our understanding of the federal government’s reporting on GDP-PI, we

believe that the U.S. Bureau of Economic Analysis reports on GDP-PI.
https://www .bea.gov/data/prices-inflation/gdp-price-index.
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exogenous cost bears the burden of demonstrating the propriety of the exogenous cost and
that the proposed exogenous cost change has not been incorporated into the GDP-PI.

D.P.U. 96-50 (Phase I) at 292-293; D.P.U. 94-50, at 171. For these reasons, the
Department will not prejudge the qualification of any future events as exogenous costs (e.g.,
an adverse ruling on a municipal property tax issue, any future transmission formula rate
changes mandated by FERC). Instead, at the time it seeks exogenous cost recovery, National
Grid must demonstrate that the event meets both the definition and threshold for exogenous
costs approved herein.

As a part of the PBR Plan, the Company’s proposed Z factor would include
exogenous costs, as defined above, with the addition of two items: (1) a storm replenishment
factor for recovery of storm costs where the combined balance of the storm fund and any
costs associated with storm events over $30.0 million exceeds $75.0 million; and (2) the
inclusion of the Patient Protection and Affordable Care Act’s excise tax on high-cost
employer medical plans (Exh. NG-PBRP-1, at 45). As discussed in further detail in in
Section XII.D., below, the Department approves the Company’s proposal to seek cost
recovery through the exogenous cost provision of the PBR Plan (pending a prudence review)
provided that the combined balance of the storm fund and any costs associated with storm
events over $30.0 million exceed $75.0 million.

Regarding the inclusion of the excise tax on high-cost employer medical plans, the
Department is not convinced at this time that it is appropriate to include this as an additional

component to the Z factor. The Company states that this new excise tax on high-cost
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employer medical plans is not scheduled to take effect until 2022 (Exh. NG-PBRP-1, at 46).
Further, the Company’s forecast for the impact of the tax is $560,000, which is significantly
below the cost threshold of $3.0 million (Exh. DPU-NG 31-13). Lastly, the Patient
Protection and Affordable Care Act’s excise tax on employer medical plans is not unique to
the electric distribution industry (RR-DPU-23). For these reasons, the Department rejects the
Company’s proposal of including this excise tax for recovery through the Z factor.

V. Earnings Sharing Mechanism

The Department has found that earnings sharing mechanisms may be integral
components of incentive regulation plans. D.P.U. 94-50, at 197 n.116. Specifically, the
Department has found that earnings sharing mechanisms provide an important backstop to the
uncertainty associated with setting the productivity factor. D.P.U. 17-05, at 400;

D.P.U. 96-50 (Phase I) at 325; D.P.U. 94-50, at 197.

The Company proposes to implement an asymmetrical earnings sharing mechanism
with a deadband of 200 basis points (Exhs. NG-PBRP-1, at 46; NG-MEM-1, at 7). Under
the Company’s proposal, earnings would be shared with ratepayers and shareholders on a
50/50 basis when the calculated distribution ROE exceeds the ROE authorized in this
proceeding by 200 basis points (Exh. NG-PBRP-1, at 46-47). When the actual ROE exceeds
300 basis points above the authorized ROE, all earnings above 300 basis points would be
shared 90 percent with customers and 10 percent with the Company (Exh. NG-PBRP-1,

at 47).
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The Attorney General opposes the Company’s design of the earnings sharing
mechanism (Attorney General Brief at 160). Specifically, the Attorney General contests the
split of earnings sharing and the two-tiers of the mechanism (Attorney General Brief at 160).
The Attorney General maintains that the Department has previously determined that an
earnings sharing mechanism should largely benefit ratepayers and should not be tiered to
avoid concerns regarding incentives at the margin of the bands (Attorney General Brief
at 160, citing D.P.U. 17-05, at 400-401). Accordingly, the Attorney General argues that the
Department should approve an earnings sharing mechanism where earnings that exceed the
deadband would be split 75 percent with ratepayers and 25 percent with shareholders
(Attorney General Brief at 160).

An earnings sharing mechanism offers an important protection for ratepayers in the
event that expenses increase at a rate much lower than the revenue increases generated by the
PBR. D.P.U. 17-05, at 400; D.P.U. 10-70, at 8 n.3; D.T.E. 05-27, at 404-405. For this
reason, the Department finds that there is a significant benefit to implementing an earnings
sharing mechanism as part of the PBR mechanism adopted in this case. As discussed below,
the Department finds that certain modifications to the Company’s proposed earnings sharing
mechanism are necessary to appropriately balance the risks to shareholders and ratepayers
under the PBR.

As noted above, the Company proposes to adopt a deadband of 200 basis points
(Exhs. NG-PBRP-1, at 46; NG-MEM-1, at 7). The Department has approved earnings

sharing mechanisms with deadbands of 200 basis points or greater. D.P.U. 17-05, at 401;
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D.T.E. 05-27, at 405; D.T.E. 03-40, at 500; D.P.U. 96-50 (Phase I) at 326. Here, with the
changes to the tiered structure and earnings percentages discussed below, the Department
finds that a 200-basis point deadband is both consistent with Department treatment of such
mechanisms and is reasonable to apply in this instance.

The Department finds that a 200-basis point deadband will provide the Company with
a strong incentive to pursue savings. To appropriately balance shareholder and ratepayer risk
under the PBR as designed, the Department finds that the benefits of any earnings above the
deadband must inure largely to ratepayers. Accordingly, we find that a mechanism that
shares earnings with ratepayers and shareholders on a 75/25 basis above the 200-basis point
deadband is appropriate in this case (i.e., 75 percent to ratepayers and 25 percent to
shareholders). This ratio will provide National Grid an adequate incentive to pursue savings
and also will protect ratepayers from an unforeseen financial windfall for the Company as a
result of the implementation of the PBR.

Finally, the Department finds that the Company did not appropriately address the
concern that the Department identified in D.P.U. 17-05 that a tiered deadband structure can
create perverse cost containment incentives at the margin that can encourage misreporting or
changes in spending. D.P.U. 17-05, at 401. The Department finds that a non-tiered
earnings sharing mechanism will resolve any concerns regarding incentives at the margin and
achieve the goals of simplicity and administrative efficiency.

In conclusion, the Department finds that the Company’s PBR shall include an earnings

sharing mechanism that sets a 200 basis points deadband above the Company’s authorized
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ROE. If National Grid’s earned distribution ROE falls within or below the deadband, there
will be no sharing. If the Company’s earned distribution ROE exceeds the deadband, the
earnings above the deadband will be shared 75 percent with ratepayers and 25 percent with

shareholders.

vi. PBR Adjusted Revenues

The Company’s PBR adjustment is designed to cumulatively adjust the distribution
revenue approved for recovery in the Company’s most recent base distribution rate case and
for the transition of the CIRM (Exh. NG-HSG-12, Proposed M.D.P.U. No. 1400 (Bates
Stamp 284)). The Attorney General argues that any costs formerly recovered from
reconciling mechanisms that are proposed to be rolled into rate base should be removed from
the PBR adjustment (Attorney General Brief at 160-161). Specifically, the Attorney General
objects to the PBR mechanism applying to cumulative capital investment made in relation to
the Company’s CIRM and smart grid pilot program through the end of the test year and the
solar phase II cumulative capital investments through September 30, 2018. The Department
discusses the determination of including the smart grid pilot program costs in base
distribution rates, in Section VII.C., below. The Department discusses the transition of the
CIRM in Section IV. D., below. Regarding the inclusion of CIRM costs through the test
year in base revenues adjusted by the PBR mechanism, the Department finds that this
ratemaking treatment is appropriate. The Department discusses its decision on post-test-year

solar phase II costs proposed for inclusion in base distribution rates in Section VI.C., below.
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Regarding solar facility costs approved for inclusion in base distribution rates, the
Department finds that it is appropriate to remove these costs from the PBR mechanism
adjustment calculation and maintain the revenues associated with these solar facilities at
test-year levels until the Company’s next base distribution rate case. Our conclusion is based
on three factors. First, solar facility costs represent power generation costs, rather than
distribution costs. The TFP studies presented in this case were designed to apportion costs
so that they excluded power generation costs; therefore, the X factor does not account for
these types of assets (Exhs. NG-MEM-1, at 55-61; AG-MNL-2, at 34-35). Second, the costs
associated with solar facility projects fall outside the Company’s regular operations of safely
and reliably delivering electricity to customers. Accordingly, the Company is not obligated
to replace these assets when they retire, but it could continue to collect a revenue target that
increases annually by the PBR mechanism. Third, the ongoing costs associated with
Company-owned solar generation facilities that are not included in base distribution rates,
including taxes and depreciation expenses, will be recovered by the Company through the
solar cost adjustment provision reconciling mechanism (Exh. NG-HSG-12, Proposed
M.D.P.U. No. 1388 (Bates Stamp 170)). The Department has found it suitable to modify
PBR plans or simplified incentive plans to exclude adjustments for certain types of costs.

NSTAR Electric Company, D.P.U. 18-101, Exhs. NSTAR-DPH at 18; NSTAR-DPH-1, at 1

(certain storm costs excluded from PBR adjustment); D.P.U. 17-05, at 392 (removal of

certain grid modernization investments); NSTAR Electric Company/NSTAR Gas Company,

D.P.U. 08-56/D.P.U. 09-96, at 18-19 (2010) (removal of certain pension/post-retirement
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benefits other than pension (“PBOP”) costs). The Department, therefore, directs the
Company to revise the definition of PBR revenue to exclude the costs of its solar facility
projects completed and in service prior to the end of the test year, which were approved in
this proceeding or in a previous proceeding.

5. Conclusion

In the sections above, the Department has reviewed the Company’s PBR proposal and
has found that, as approved, it is more likely than current regulation to advance the
Department’s traditional goals of safe, reliable, and least-cost service and to promote the
objectives of economic efficiency, cost control, lower rates, and reduced administrative
burden in regulation. In addition, the Department has found that the proposed PBR plan, as
approved, will provide National Grid with greater incentives to reduce costs than currently
exist and should result in benefits to customers that are greater than would be present under
current regulation. Further, the Department has found that the proposed PBR Plan, as
approved, better satisfies our public policy goals and statutory obligations, including
promotion of the Commonwealth’s clean energy goals and mandates.

With the modifications to the PBR formula required herein, the Department finds that
the PBR appropriately balances ratepayer and shareholder risk, is in the public interest, and
will result in just and reasonable rates pursuant to G.L. c. 164, § 94. Accordingly, the
Department approves National Grid’s proposed PBR, subject to the modifications required

herein. National Grid, in its compliance filing, is directed to submit a revised PBR provision
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tariff consistent with the findings in this Order (Exh. NG-HSG-12, Proposed M.D.P.U. 1400
(Bates Stamp 284-302)).

Further, National Grid shall submit an annual PBR adjustment filing, including all
information and supporting schedules necessary for the Department to review the proposed
PBR adjustment for the subsequent rate year. Such information shall include the results and
supporting calculations of the PBR adjustment factor formula, descriptions and accounting of
any exogenous events, an updated benchmarking study that compares the Company’s
three-year average unit cost and TFP level to the three-year national sample average, and an
earnings sharing credit calculation for the year, two years prior to the rate adjustment. In
addition, National Grid shall file revised summary rate tables reflecting the impact of
applying the base distribution rate changes provided in the PBR adjustment filing. National
Grid is directed to submit its annual PBR adjustment filing on or before June 15 each year,
commencing in 2020 and continuing for the five-year term of the PBR. Consistent with our
findings above, the PBR shall continue in effect for a total of five consecutive years starting
October 1, 2019, with the last adjustment taking effect on October 1, 2023 and expiring on

September 30, 2024.
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C. Performance Incentive Mechanism and Scorecard Metrics

1. Introduction

The Company proposed PIMs as an element of its PBR Plan (Exh. NG-PBRP-1,
at 9).% The Company states that its proposed PIMs are intended as motivation to achieve
policy goals set forth by the Department and the Commonwealth and to allow stakeholders to
monitor the Company’s progress during the five-year term of the PBR Plan
(Exh. NG-PBRP-1, at 9). The Company states that its PBR Plan will incentivize effective
innovation to achieve additional cost savings in the Company’s traditional business activities
and would reward the Company for exceptional performance in targeted areas
(Exh. NG-PBRP-1, at 13). These targeted performance areas include the policies of the
Department and the Commonwealth related to peak reduction,®® transportation electrification,
and customer ease (Exh. NG-PBRP-1, at 13, 15). The four specific PIMs proposed by the
Company are (1) Customer Ease, (2) Peak Reduction, (3) Electric Vehicle (“EV”) Adoption,
and (4) EV Supply Equipment (“EVSE”) Cost Containment (Exh. NG-PBRP-1,

Table PBRP-1, at 54).

33 The Company recognized the Department’s directives to NSTAR Electric that metrics

under a PBR plan should be broad performance metrics in three categories that are
tied to the goals of the PBR plan and consistent with the Department’s regulatory
objectives: (1) improvements to customer service and engagement; (2) reductions in
system peak; and (3) strategic planning for climate adaptation (Exh. NG-PBRP-1,

at 52 citing D.P.U. 17-05, at 407).

34 For this purpose, peak refers to the highest point of customer consumption of

electricity on the Company’s distribution system, usually measured for a half-hour or
hour period.
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The Company also proposed three scorecard metrics, which it states are intended to
make the Company’s performance more transparent to customers, the Department, and
stakeholders (Exh. NG-PBRP-1, at 95). The three scorecard metrics proposed are:

(1) company greenhouse gas (“GHG™) emissions reductions; (2) customer engagement; and
(3) DER customer experience (Exh. NG-PBRP-1, at 96).

2. Company Proposal

a. Customer Ease

The Customer Ease PIM is designed to measure the simplicity of how customers
interact and do business with the Company, including billing, field services, website, call
center, and products and service offerings (Exh. NG-PBRP-1, at 85). This Customer Ease
PIM was based on a question in the Company’s brand, image, and relationship survey that is
administered to residential customers requesting them to rate the Company on “[h]Jow easy it
is to do business with National Grid” (Exh. NG-PBRP-1, at 85-86). The survey uses a one
to ten scale, where one is “not at all easy” and ten is “very easy” (Exh. NG-PBRP-1, at 86).
The customer ease score shows the percent of customers who answer eight, nine, or ten, or
the “Top 3 Box” (Exh. NG-PBRP-1, at 86). The surveys are administered each month to
approximately 100 random residential electric customers in Massachusetts online and are
analyzed by the independent market research firm, Market Probe, Inc. (Exh. NG-PBRP-1,
at 86). The survey has separate quotas for the Boston region and Central/Western MA so the
data is weighted based on the number of customers in each of those regions

(Exh. NG-PBRP-1, at 86).
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The Company established a proposed customer ease baseline of 62.4 percent using the
survey results data from the twelve months, October 2017 through September 2018, and
proposed targets that are set to improve the customer ease score to a level that is above the
Company’s historic levels of performance (Exh. NG-PBRP-1, at 86-87). For example, the
minimum target for 2020 represents a one-percentage point increase in customer ease above
the Company’s historic baseline, whereas the maximum target for 2024 represents a
nine-percentage point increase above the baseline (Exh. NG-PBRP-1, at 87). The targets
were developed based on the Company’s historic performance and also took into account the
key drivers that the Company can influence, as well as the new and different investments that
National Grid intends to make to improve customer ease (Exh. NG-PBRP-1, at 87). The
customer ease metric has been tracked by the Company, internally, since 2015
(Exh. NG-PBRP-1, at 91).

Market Probe, Inc., identified the Company’s key drivers of customer ease to be
(1) providing responsive customer service and (2) making customers feel valued
(Exh. NG-PBRP-1, at 87-88). The Company plans to undertake commitments to improve
customer ease through initiatives, such as new interactive voice response system launch,
expansion of online chat function, implementation of personalization tool, Company website
optimized on any device, and web reliability and security improvements including online
ability to transact 24 hours a day/seven days a week and a simplified login experience

(Exh. NG-PBRP-1, at 88-89).
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The Company proposed that, in its annual June 15 PBR Plan filing, it will report its
performance on customer ease for the prior calendar year by calculating incremental
percentage points above the Company’s historic baseline by averaging the measurements of
each of the twelve months of the calendar year (Exh. NG-PBRP-1, at 90). For the Company
to start earning the incentive for the Customer Ease PIM, the Company, at a minimum, must
demonstrate an improvement in performance by at least one percentage point over the
customer ease baseline of 62.4 percent (Exh. NG-PBRP-1, at 90). The incentives would
increase incrementally over the five-year period, with the minimum incentive starting at
$0.3 million and increasing by $0.15 million each year, the target incentive starting at
$0.6 million and increasing by $0.3 million each year, and the maximum target starting at
$0.9 million and increasing each year by $0.45 million until 2024 (Exh. NG-PBRP-1, at 90).
If the Company surpasses the maximum target in a specific year, it would earn the maximum
incentive, which would act as a cap for that year (Exh. NG-PBRP-1, at 91).

b. Peak Reduction

National Grid proposed a PIM that focuses on its distribution system peak
(Exh. NG-PBRP-1, at 59).>> The Company stated that the benefits to customers from
reducing National Grid’s distribution system peak include: (1) reductions in energy cost
from elimination of peak energy demand or shifting demand to other lower-cost hours,

energy market price suppression due to lower kWh consumption during peak times, and

3 In its filing, for the purposes of peak demand reduction, National Grid refers to peak

demand reductions solely in the “Mass. Electric distribution system,” and not
Nantucket Electric (Exh. NG-PBRP-1, at 63 nl6).
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savings from reductions in ancillary market*® price reductions;’’ (2) reductions in ISO New
England Inc. (“ISO-NE”)*® forward capacity market costs due to reduction in the installed
capacity requirement, and price suppression benefits through reductions in this capacity
demand;*® and (3) reductions in transmission charges billed to the Company’s customers
relative to what they otherwise might have been (Exh. NG-PBRP-1, at 59-60).

The Peak Reduction PIM is intended to measure the reduction in demand of the
Company’s distribution system peak through various Company-influenced and
Company-owned measures during the top five peak events of the summer for a maximum of

three hours at a time (Exh. NG-PBRP-1, at 62-63).40 The reductions will be measured on a

36 Under the ISO-NE markets, ancillary services are a group of market services, such as

contingency reserves and frequency regulation, that ensure reliability of the power
system at all times and especially during periods of heavy demand or system
emergencies. Like electricity, ancillary services are bought and sold through
wholesale markets.

37 Estimated savings reductions in ancillary market price reductions are according to the

State of Charge: Massachusetts Energy Storage Initiative Study, published July 2016,
Department of Energy Resources and Massachusetts Clean Energy Center
(Exh. NG-PBRP-1, at 60 n12).

38 ISO-NE is a not-for-profit, private corporation that serves as the regional transmission

organization for New England. ISO-NE operates the New England bulk power
system and administers New England’s wholesale electricity market. Investigation
Into Need For Additional Capacity In NEMA/Boston, D.P.U. 12-77, at 1 n.1 (2013).

39 The price suppression benefits through reductions in this capacity demand were

estimated by the Avoided Energy Supply Components in New England: 2018 Report,
published March 30, 2018, The AESC Study Group by Synapse Energy Economics,
Inc. (Exh. NG-PBRP-1, at 60 n.13).

40 Nantucket Electric intends to address its summer system by the deployment of a new

10-MW generation plant and a 48-MWh energy storage battery. The project is


http://sll.gvpi.net/document.php?id=dpu:dpu16f-1&type=hitlist&num=96%23hit2
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unit-specific basis of megawatt (“MW ™) contribution during the time of system peak

(Exh. NG-PBRP-1, at 63). The proposed peak demand reduction measures include
Company-owned solar photovoltaic (“PV”) and energy storage, customer-owned
front-of-the-meter and behind-the-meter solar PV and energy storage, volt/var optimization, !
and standard technology upgrades (Exh. NG-PBRP-1, at 63).

The Company proposed to establish a baseline for the Peak Reduction PIM using a
bottom-up approach that estimates the average peak reduction contribution (in MW) of
resources expected to be installed or connected, based on estimated and historic performance
contributions, whereby the estimated contributions from all the measures are summed to
determine the aggregate contribution to the Company’s distribution system peak events
(Exh. NG-PBRP-1, at 63-64). This baseline was established by: (1) estimating the total
MW of new resources to be interconnected in 2019 based on current and historical queue
data and customer trends; (2) developing a forecast for the minimum, target, and maximum
levels of performance expected in connecting resources in future years, as 100 percent,

150 percent, and 200 percent of the four-year average annual growth rate; and (3) developing

a threshold level of annual incremental peak reduction based on the expected contribution of

expected to defer the need for investment in a third undersea cable for 15-20 years;
therefore, National Grid will focus on the MECo peak reduction (Exh. NG-PBRP-1,
at 63 n.16).

4l Volt/var optimization is an advanced function that determines the best set of control

functions for all voltage regulating devices and var control devices. Var refers to
volt-ampere reactive, which is a unit of measurement of reactive power. Reactive
power exists in an AC current when the current and voltage are not in phase.
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various resources at or above the threshold that the Company would be able to earn an
incentive up to a maximum level of incentive (Exh. NG-PBRP-1, at 64). During the course
of the proceeding, the Company provided a revised base interconnection volume forecast to
obtain a new peak reduction minimum threshold, target, and maximum levels with associated
new benefit levels and incentive levels (Tr. 8, at 1187-1188; RR-DPU-24). The new forecast
levels are 150 percent, 300 percent, and 450 percent of the four-year average annual growth
rate (RR-DPU-24; RR-DPU-25, at 3).

National Grid proposed five categories of Company-influenced and Company-owned
measures to reduce the system peak: (1) solar PV; (2) energy storage; (3) volt/var
optimization; (4) standard technology upgrades; and (5) other measures (Exh. NG-PBRP-1,
at 65-70).** For solar PV, the Company forecasts incremental annual installations (in MW)
of distributed solar PV based on historical amounts and rate of PV interconnection
completions and the current queue of interconnection applications (Exh. NG-PBRP-1, at 65).
The Company proposed that the estimated annual installed capacity (in MW) of solar capacity
will be multiplied by the Company’s solar coincidence factor based on expected solar output
at the 5:00 pm peak hour (21 percent), as the median hour of expected system peak events
(Exh. NG-PBRP-1, at 66). The Company stated that the peak reduction forecast from solar
PV system increases over time in relation to the increased incremental amount of solar PV

systems connected each year (Exh. NG-PBRP-1, at 66). For energy storage, the Company

42 In a further revised filing, the Company removed standard technology upgrades from

peak demand reduction MW contributions (Exh. NG-PBRP-2 (Rev. 2), Att. 1, at 7).
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examined the total MW’s of energy storage currently being proposed for interconnection in
its service territory in order to estimate the amount of energy storage that will be connected
to the Company’s distribution system during the PBR Plan term (Exh. NG-PBRP-1, at 67).
The Company applied the ratio of alternating current (“AC”) connected and direct current
connected energy storage capacity in the queue to the amounts of AC capacity that the
Company projects it would connect at a minimum level (Exh. NG-PBRP-1, at 67). Due to
lack of historical information or evaluation reports for regions similar to the service area and
rate structure of the Company, the Company assumes an 80-percent coincidence factor

(Exh. NG-PBRP-1, at 68). The Company expected that residential energy storage systems
will mainly serve onsite load, allow for resiliency and demand charge management, and will
have a lower coincidence factor with National Grid’s system peak (Exh. NG-PBRP-1,

at 68-69). Thus, the Company assumes of a 50-percent coincident factor for the storage
category but will review that assumption with real data and adjust during the mid-point PBR
Plan review (Exh. NG-PBRP-1, at 69). For volt/var optimization, the benefits and
investments are captured within the Company’s grid modernization plan, and the respective
benefits will accrue in calendar year 2021 after the assets are installed within the second year
of the PBR Plan (Exh. NG-PBRP-1, at 69). The Company made reduction assumptions
based on the experience of its affiliate Narragansett Electric Company with its volt/var pilot
in Rhode Island (Exh. NG-PBRP-1, at 69). For other measures, the Company may propose

time-varying rates and look for opportunities to partner with third parties to procure services
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to reduce demand, or the Company may encourage customers to obtain devices that enable
such service (Exh. NG-PBRP-1, at 70).

Through these measures, the Company plans to drive peak reduction performance by
delivering solar PV projects in the interconnection queue in a higher volume than the
projected baseline rate of interconnection (Exh. NG-PBRP-1, at 71). In the medium term,
the Company plans to look for new procurement programs and partnerships with third parties
(Exh. NG-PBRP-1, at 70-71). The Company indicated that the solar Massachusetts
renewable target provision, in addition to the clean peak standard operating requirements by
DOER, will provide additional support and more effective deployment of energy storage

(Exh. NG-PBRP-1, at 71-72, citing Solar Massachusetts Renewal Target Provision,

D.P.U. 17-140).

The Company proposed minimum, target, and maximum peak reduction levels and
respective incentives for achieving each peak reduction goal (Exh. NG-PBRP-1, at 74). The
maximum incentive level proposed is scaled at 200 percent of the minimum incentive level,
with each percentage increase in peak resulting in a percentage increase in the minimum
incentive (Exh. NG-PBRP-1, at 74). The Company proposed that in order for the Peak
Reduction PIM to be measured each year, the top five peak events will be determined at the
end of each calendar year by identifying the five top hours of system demand that occurred
on separate days (Exh. NG-PBRP-1, at 75). The impact from peak reduction of contributing
measures will be calculated based on their actual performance if metered data is available or

otherwise by using assumptions (Exh. NG-PBRP-1, at 75). The Company will take a direct
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contribution per hour over each peak event with a maximum of three hours at a time, then
will average the contributions from all resources over all 15 hours (top five peak events *
three hours) (Exh. NG-PBRP-1, at 75). The average of the 15 hours will be compared
against the incremental peak reduction targets (Exh. NG-PBRP-1, at 76). For an average
incremental amount of peak reduction at or above the minimum level, the Company will
calculate the earned incentive and report on its progress in earning the incentive as part of its
annual PBR Plan filing (Exh. NG-PBRP-1, at 76).

C. Transportation Electrification

The Company proposed two transportation electrification PIMs that would be awarded
based on the Company’s performance in delivering its proposed Phase II EV Program
(Exh. NG-PBRP-1, at 77).* EV Adoption, the first transportation electrification PIM, would
reward the Company based on higher incremental EV adoption in the Company’s service area
(Exh. NG-PBRP-1, at 77). Phase II EV Program Cost Containment, the second
transportation electrification PIM, would reward the Company for cost-efficiency in its
delivery of the EV charging infrastructure portion of the program (Exh. NG-PBRP-1, at 77).
The metric to measure the EV Adoption PIM would be the incremental light duty vehicle
adoption that would potentially result from the Company’s proposed Phase II EV Program
(Exh. NG-PBRP-1, at 77). The Company established targets set to represent the incremental

vehicles adopted annually above the Company forecast level and relative to the

3 The Company’s proposed Phase II EV Program is a five-year program that it states is

designed to support the projected EV charging infrastructure needed in the Company’s
service territory by the end of 2024 (Exh. NG-PBRP-1, at 82).
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Commonwealth’s zero emissions vehicles (“ZEV”) goals (Exh. NG-PBRP-1, at 77-78). The
Company proposed to establish a baseline through a forecast that was developed by applying
a growth rate in EV sales for 2020 through 2024 derived from the U.S. Energy Information
Administration’s Annual Energy Outlook 2018 projection of EV sales in New England, to
historic data on EV registrations in Massachusetts in the Company’s service territory from
IHS Markit Ltd. (“IHS Markit”), which, among services, provides automotive market
research and data (Exhs. NG-PBRP-1, at 78; DPU-NG 24-11). The proposed EV Adoption
targets and potential incentives reflect a 40-percent, 100-percent, and 160-percent
improvement over National Grid’s projected incremental annual EV adoption levels, which
correspond to the minimum, target, and maximum levels, respectively (Exh. NG-PBRP-1,
at 79).

To measure the performance of the EV Adoption PIM, the Company will calculate for
each calendar year incremental EV adoption vehicles above Company forecasts based on the
IHS Markit data (Exh. NG-PBRP-1, at 79). The Company proposed that the incentive
amount be calculated as follows: for any number above the minimum target up to the
maximum target, the incentive is calculated by multiplying the ratio of the number of
incremental EVs registered and the maximum target, multiplied by the maximum earning
opportunity for the relevant calendar year (Exh. NG-PBRP-1, at 79-80).

The Company’s proposed EVSE Cost Containment PIM aims to reward the Company
for delivering the target number of EV charging ports in the Phase II EV Program below the

total program budget excluding the Program’s R&D Plan (Exh. NG-PBRP-1, at 80-81). The
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Company is eligible for the incentive, if it achieves 75 percent of the target number of ports
at or below 70 percent of the aggregate capital and O&M budget levels, as well as meeting a
threshold of 33 percent of the target number of ports for each site category

(Exh. NG-PBRP-1, at 81). If the Company achieves this threshold requirement for all
savings of the application portion of the program budget, the Company would be eligible to
retain ten percent of those savings multiplied by the ratio of actual EV charging ports
installed to the program goal, up to a maximum incentive of $2 million (Exh. NG-PBRP-1,
at 81). The program budget would be scaled to account for over-delivery of EV charging
port targets (Exh. NG-PBRP-1, at 81). The Company will report its progress toward the
incentive thresholds for this metric as part of its annual PIMs filing (Exh. NG-PBRP-1,

at 81).

d. Scorecard Metrics

The Company states it developed scorecard metrics to make the Company’s
performance more transparent to customers, the Department, and other stakeholders
(Exh. NG-PBRP-1, at 95). Unlike PIMs, the scorecard metrics do not include incentives for
achievement of specified targets and will not have any bearing on the Company’s revenue
requirement (Exh. NG-PBRP-1, at 95). The Company’s proposed scorecard metrics are
(1) Company GHG emissions reductions, (2) customer engagement, and (3) DER customer
experience (Exh. NG-PBRP-1, at 96). The Company will report on all scorecards metrics as
part of the annual PIMs reporting in the June 15 PBR filings each year from 2021 through

2025 (Exh. NG-PBRP-1, at 103).
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The proposed metric for Company GHG emissions reductions measures the avoided
metric tonnes of carbon dioxide emissions or equivalent from the Company’s three primary
sources within its electric operations: (1) electric transmission and distribution operations;
(2) property; and (3) transportation fleet (Exh. NG-PBRP-1, at 96). The Company proposed
to reduce the annual GHG emissions of its electric operations by ten percent, or 4,449 metric
tonnes carbon dioxide emissions or equivalent cumulative, by 2024 from a 2017 baseline
(Exh. NG-PBRP-1, at 97). The Company developed this target by combining two
longer-term corporate targets that apply to all National Grid USA operations, 70-percent
reduction in GHG emissions by 2030 from a 1990 baseline, and an 80-percent reduction in
GHG emissions by 2050 from a 1990 baseline (Exh. NG-PBRP-1, at 97).

The scorecard metric proposed for customer engagement includes four separate
measures: (1) customer adoption of digital bill payment; (2) web user experience index;

(3) first contact resolution; and (4) average speed to answer telephone inquiry

(Exh. NG-PBRP-1, at 99-100). The baselines for each measure were established by taking
the average of the twelve most recent months of data (Exh. NG-PBRP-1, at 100). The
Company states that the purpose of this metric is to demonstrate how the Company is
progressing and improving customer engagement over the term of the PBR Plan

(Exh. NG-PBRP-1, at 101).

The proposed DER customer experience scorecard metric also is comprised of four
separate measures: (1) customer adoption rate of the e-signature feature on the DER

customer portal (“nCAP portal”); (2) user adoption rate of e-payment feature on the nCAP
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portal; (3) average number of days to answer a customer inquiry; and (4) conversion rate of
project applications received to authority to interconnect issued (Exh. NG-PBRP-1,

at 101-102). The purpose of this metric is to track and gauge DER customer engagement
and satisfaction levels (Exh. NG-PBRP-1, at 102). The Company has been collecting data
from the nCAP portal used in Massachusetts since May 2018 (Exh. NG-PBRP-1, at 102).
The Company proposed to establish a one-year baseline using nCAP data from May 2018 to
April 2019 (Exh. NG-PBRP-1, at 102).

3. Position of the Parties

a. Attorney General

The Attorney General contends that the Company’s proposed PIMs are a lopsided,
asymmetrical request to garner additional revenues and earnings beyond the substantial
revenue increases tied to the PBR mechanism formula (Attorney General Brief at 167). The
Attorney General takes issue with the Company’s claim that the proposed PIM targets of
reducing system peak load, improving customer service, and preparing the distribution
system for future transportation electrification are extraneous or supplemental/optional
commitments beyond the Company’s core service obligations (Attorney General Brief
at 168). The Attorney General contends that the Company’s claim is misplaced because
customers already pay to receive customer service and reductions in system peak load are
undertaken primarily to attain reliable, resilient, and least-cost electricity distribution
(Attorney General Brief at 168). The Attorney General also argues that the Company cannot

claim that its distribution obligations will now include two-way power flows; greater system
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resilience; ameliorating environmental impacts; and affording customers new technologies
and customer engagement so as to require a PBR, and, at the same time, claim that it
deserves additional financial incentives if it actually undertakes and achieves those measures
(Attorney General Brief at 169).

Additionally, the Attorney General disagrees with the Company that PIMs emulate a
competitive marketplace (Attorney General Brief at 169). The Attorney General maintains
that the costs of initiatives such as promoting and interconnecting solar PV, deploying battery
energy storage and volt/var optimization, and advancing EV charging infrastructure are fully
funded by ratepayers through separate reconciling surcharges that are outside of base
distribution rates (Attorney General Brief at 169). Therefore, the Attorney General contends
that costs of those initiatives do not impose risk on the Company’s shareholders (Attorney
General Brief at 169). The Attorney General asserts that the Company should not receive
additional revenue on top of revenue increases included in the PBR mechanism (Attorney
General Brief at 192).

The Attorney General argues that the Department should reject the Company’s two
proposed EV PIMs (Attorney General Brief at 192). The Attorney General contends that the
EV PIMs are not properly designed and that the financial risk from this ineffective design
would fall on ratepayers and not shareholders (Attorney General Brief at 192; Attorney
General Reply Brief at 60-61). In addition, the Attorney General argues that the EV
Adoption PIM suffers from the following design problems: (1) it is a reward-only incentive,

with no risk to shareholders for shortfall of projections, and it is linked to an outcome over
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which the Company’s influence is limited and difficult to verify; (2) the incentive level is not
appropriately scaled to match the Company’s actual activity within the broader EV market;
and (3) the Company already would be earning a rate of return on deployment of EV
infrastructure (Attorney General Brief at 192, citing Exh. AG-EAB at 38).

With regard to the EVSE Cost Containment PIM, the Attorney General argues that
using projected costs in designing this PIM renders such costs as speculative given that no
results from the Phase I EV Program have been formally collected or reported (Attorney
General Brief at 192-193). The Attorney General recommends that, instead of approving the
EV PIMs, the Company should begin tracking metrics for future EV PIMs (Attorney General
Brief at 193).

The Attorney General argues that the Company’s reliance upon the Department’s
decision in D.P.U. 94-158 for the PIMs is inapt (Attorney General Brief at 170). The
Attorney General states that in 1995 when that decision was rendered, a distribution
company’s involvement in environmental compliance and demand-side management initiatives
were limited and attenuated because there were no statutory mandates for energy efficiency
or for peak load reduction (Attorney General Reply Brief at 170). Additionally, the Attorney
General states that, in 1995, the Department had not yet adopted revenue decoupling as a
means of aligning shareholder interests with the environmental objectives to reduce electricity
consumption (Attorney General Reply Brief at 171).

The Attorney General concludes that the Department should reject the proposed PIMs

because they would result in ratepayers paying twice for the same desired performance, once
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by funding the broad-based PBR annual revenue increases and again through the PIMs
(Attorney General Reply Brief at 61). The Attorney General does not substantively address
National Grid’s proposed scorecard metrics on brief (Attorney General Brief at 167 n.90).

b. Acadia Center

Acadia Center argues that the Department should reject the PIMs as incentives but
should adopt the following scorecard metrics: peak reduction; customer ease; the Company’s
three proposed scorecard metrics; and the seven other scorecard metrics proposed by
intervenors (Acadia Center Brief at 3, 11). Acadia Center asserts that National Grid’s
proposed PIMs have three primary design flaws: (1) they reward the Company for events
outside of its control; (2) the correlation between the incentive earned and benefits delivered
is inconsistent between PIMs and across years; and (3) PIMs should include a symmetrical
downside, unless there is reason to design them differently (Acadia Center Brief at 12).

Acadia Center recommends that the Department reject the proposed EV PIMs (Acadia
Center Brief at 11). For example, Acadia Center argues that the EV Adoption PIM design
rewards the Company for an event that is linked to a broader market trend for which
National Grid’s influence is limited and difficult to verify (Acadia Center Brief at 12). In
addition, Acadia Center alleges that the Company already has existing incentives for
deployment of EV infrastructure (e.g., rate recovery of capital costs) and, therefore, National
Grid has no clear disincentive for advancing the EV market (Acadia Center Brief at 12).
Acadia Center contends that unlike the Phase I EV Program, in the instant proceeding the

Company is requesting both EV PIMs and a rate of return, whereas in the Phase I EV
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Program the Department approved a PIM in lieu of a rate of return (Acadia Center Brief
at 12).

Acadia Center contends that the proposed PIMs should be adopted as scorecard
metrics because they establish baselines of performance that allow stakeholders and the
Department to monitor performance and create transparency in important areas (Acadia
Center Brief at 13). Acadia Center asserts that scorecards metrics are a low-cost and
low-risk option for monitoring utility performance that can provide significant value to all
stakeholders and serve to inform the design of future PIMs (Acadia Center Brief at 13).
Acadia Center also maintains that the Company should be required to consider non-wires
alternatives (Acadia Center Brief at 6). Acadia Center concludes that the Department should
decline to adopt the proposed PIMs as incentives (Acadia Center Brief at 12).

C. American Petroleum

API argues that the EV PIMs are inappropriate and should be rejected by the
Department (API Brief at 29). API alleges that the proposed PIMs are not in line with
Department precedent and are based on subjective rather than inputs (API Brief at 29). In
addition, API argues that the EV Adoption PIM is based on outcomes that are outside of the
Company’s control (API Brief at 29).

d. Clean Energy Parties

Clean Energy Parties argue that it is inappropriate to approve a PIM that rewards the
Company for outcomes beyond its control. Specifically, Clean Energy Parties assert that the

proposed EV Adoption PIM is arbitrary given that the Company’s Phase II EV Program is
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not the only factor that influences EV adoption (Clean Energy Parties Brief at 24-25; Clean
Energy Parties Reply Brief at 21-22). Clean Energy Parties further argue that the mere
measurability of the EV Adoption PIM does not make it an appropriate PIM (Clean Energy
Parties Reply Brief at 22). As an alternative, Clean Energy Parties recommend a new PIM
using U.S. Energy Information Administration data to quantify fuel savings provided by EVs
(Clean Energy Parties Brief at 24-25; Clean Energy Parties Reply Brief at 21-22). Clean
Energy Parties argue that this PIM is designed based on a fixed target of EV charging ports
supported by the Phase II EV Program (Clean Energy Parties Reply Brief at 22). Clean
Energy Parties allege that basing an EV PIM on fuel savings is optimal since fuel cost
savings are the biggest motivator of EV adoption (Clean Energy Parties Brief at 25; Clean
Energy Parties Reply Brief at 23). Lastly, Clean Energy Parties argue that if the EV
Adoption PIM is approved, the trigger levels should be modified to be consistent with the
number of EVs estimated to be necessary to meet Global Warming Solutions Act goals in the
Company’s service territory (Clean Energy Parties Reply Brief at 23-24).

€. CLF

CLF argues that the proposed EV PIMs are not in the public interest (CLF Brief
at 29). CLF argues that the proposed EV PIMs do not expose the Company to any
meaningful risk of shortfalls (CLF Brief at 27). Specifically, CLF argues that the EV
Adoption PIM is too dependent on outcomes outside of the Company’s control and the EVSE
Cost Containment PIM is an incentive for cost cutting that would undermine the efficacy of

the proposed Phase II EV Program (CLF Brief at 27).
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With regard to the EV Adoption PIM, CLF maintains that it is not sufficiently
ambitious since it is based on low benchmarks for EVSE infrastructure needs required to
catalyze the EV market (CLF Brief at 28). Moreover, CLF contends that there are numerous
factors outside of the Company’s control that influence EV adoption (e.g., EV prices, EV
dealer marketing, federal and state incentives, Volkswagen settlement funds) (CLF Brief
at 28). CLF also argues that a properly designed PIM would be (1) tied to a policy goal,

(2) clearly defined, (3) quantifiable using reasonably available data, (4) sufficiently objective
and free from external influences, (5) easily interpreted, and (6) easily verifiable (CLF Reply
Brief at 5). CLF asserts that although the Company meets some of the aforementioned
objectives, the proposed EV PIMs are not free from external influences (CLF Reply Brief

at 5). CLF maintains that, as designed, the EV Adoption PIM does not accurately measure
the Company’s success in implementing the Phase II EV Program (CLF Brief at 28).
Alternatively, CLF argues that a more viable EV PIM would be on usage of EV charging
stations (CLF Brief at 28).

Lastly, CLF argues that the EVSE Cost Containment PIM does not include any
financial downside for the Company, which fails to meet the goal of symmetry in PIM design
(CLF Brief at 28). CLF argues that symmetry is needed if such a PIM can be considered for
approval (CLF Brief at 28-29).

f. DOER

DOER supports incentivizing the Company to reduce peak demand on its distribution

system, but recommends modifications to the Peak Reduction PIM to avoid duplicative
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policies (DOER Brief at 28). DOER argues that the Company has provided no basis for the
Department to deviate from the precedent that the appropriateness of incentives is
significantly influenced by the fact that the incentive is proposed in lieu of the return on
capital investment that could cost the ratepayers more than the incentive (DOER Brief at 29,

citing Massachusetts Electric Company/Nantucket Electric Company, D.P.U. 17-13, at 46

(2018)). Specifically, DOER asserts that the Company recovers volt/var optimization costs,
including return of and on capital costs plus operating expenses, through its grid
modernization factor and, therefore, the Department should not include volt/var optimization
in the Company’s PIM (DOER Brief at 30; DOER Reply Brief at 5). DOER suggests that in
any areas where National Grid already is receiving a return on capital investments, the
Department should direct the Company to submit a compliance filing recalculating its
proposed PIM to exclude those measures from its peak demand MW target and reduce the
proposed incentives accordingly (DOER Brief at 30).

DOER supports the Company’s earning a PIM on the peak demand reduction achieved
by third-party solar-plus-storage projects, as it will incent the Company to interconnect these
projects onto its system, thereby providing peak reduction benefits to customers (DOER Brief
at 31). Nonetheless, DOER argues that the Company should not receive incentives though its
proposed Peak Reduction PIM for projects funded from capital on which the Company
already earns a rate of return, particularly if such capital approval is based on the premise of
the Company’s operating such resources in a manner that reduces peak demand (DOER Brief

at 31).
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Additionally, within the Peak Reduction PIM, DOER suggests that the Department
require the Company to provide additional reporting on peak reductions achieved during the
winter, in addition to the summer peak periods, and on the Company’s consideration of
non-wires alternative in distribution system planning (DOER Brief at 28; DOER Reply Brief
at 8-9). Specifically, DOER recommends that the Department direct the Company to track
and report on the top three peak winter days and the associated two highest hours per
day-event in both the Company’s annual reliability report and annual PBR filing (DOER
Brief at 32-33; DOER Reply Brief at 8). DOER recommends that the Department require
this reporting because substantial portions of the annual reliability report are confidential and
redacted and PIMs and metric performance need to be made public to inform stakeholders on
the Company’s performance under the PBR (DOER Brief at 33). DOER further recommends
the Department direct the Company to update its 2011 non-wires alternative guidelines to
determine that the Company is considering non-wires alternatives investments in its capital
planning (DOER Brief at 34; DOER Reply Brief at 9). DOER recommends that the
Company include the following non-wires alternative information on a project-by-project
basis in its annual reliability report: rationale; cost savings; and capacity deferred (DOER
Brief at 34).

DOER recommends that the Department approve the EVSE Cost Containment PIM
but reject the EV Adoption PIM (DOER Brief at 25). With regard to the EVSE Cost
Containment PIM, DOER argues that the Department set a precedent in D.P.U. 17-13

encouraging design of future performance incentives aimed at cost containment of capitalized
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and non-capitalized costs (DOER Brief at 26). Therefore, DOER recommends that the
Department approve the EVSE Cost Containment PIM subject to the Department’s finding
any needed adjustments due to reduced funding ordered in other program areas (DOER Brief
at 26).

DOER argues that the Department should reject the Company’s EV Adoption PIM
because it is based on outcomes outside of the Company’s control and that other factors
affect the decision to purchase an EV (e.g., EV prices, federal and state incentives) (DOER
Brief at 26-28). Specifically, DOER asserts that the EV Adoption PIM is (1) subject to
miscalculation, (2) not narrowly targeted, (3) does not minimize inconsistencies between the
plan and its overall goal, (4) is not based on Company behavior, and (5) does not meet the
Department’s standard of review for performance incentives (DOER Brief at 27). DOER
further argues that the Company based its EV adoption on U.S. Energy Information
Administration projections for EV sales, but National Grid did not perform any analysis
comparing those projections to historical EV sales in the Company’s service territory (DOER
Brief at 27). DOER also emphasized that the Company’s activities in charging infrastructure
may indirectly impact EV sales, but that National Grid has failed to demonstrate how its EV
infrastructure deployment activities correlate to increased EV adoption (DOER Reply Brief
at 10).

With regards to the customer experience scorecard metric, DOER recommends that
the Department direct the Company to report in its annual PBR Plan filing the following

additional metrics: (1) the number of complete interconnection applications that result in
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signed interconnection service agreements; (2) the number of interconnection applications that
proceed to a transmission study and the number of interconnection requests that proceed
under Section 1.3.9 of ISO-NE’s Transmission, Markets, and Services Tariff (Review of
Market Participant’s Proposed Plans); (3) interconnection study timelines for all projects; and
(4) for each interconnected project, the estimated cost of upgrades identified in the
interconnection study and the actual cost of upgrades charged by the Company (DOER Brief
at 37-38). DOER claims that the reporting of these metrics will allow DER customers, the
Department, the Company, and other interested stakeholders to measure the relative accuracy
of interconnection cost estimates (DOER Brief at 38).

DOER asserts that, to effectively measure the Company’s performance, the Company
should begin reporting data, as part of the customer experience scorecard metric, related to
highly disruptive events that are currently excluded from the Company’s existing reliability
reporting requirements to inform an industry effort to develop resilience-related metrics
(DOER Brief at 39). DOER states that the Company’s proposed reporting metrics do not
include a metric to allow the Department and stakeholders to monitor the Company’s
progress related to distribution system resilience during the PBR term (DOER Brief at 39).
DOER states that reporting reliability performance for informational purposes related to
highly disruptive events would not impact penalties associated with service quality reporting
on reliability (DOER Brief at 41). Therefore, DOER suggests that the Department direct the

Company to submit these reports with highly disruptive event information included so that
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they are accessible to the Department, DOER, and stakeholders for review and to assess the
Company’s performance on resilience (DOER Brief at 41).

In addition, DOER recommends that the Department establish a timeline for
development of Company-specific measures to assess progress in planning for and
maintaining resiliency, including, but not limited to, infrastructure investment planning and
programs designed to improve system resiliency and system hardening (DOER Brief at 42).
Furthermore, DOER recommends a time period of October 2019 through March 2020 to
develop industry-wide resilience, or an alternate timeline as determined by the Department
(DOER Brief at 42).

g. FSCS Coalition

The FSCS Coalition recommends that the Department reject the EV PIMs (FSCS
Coalition Brief at 49). The FSCS Coalition argues that the proposed EV PIMs are not
narrowly targeted or consistent with the standards of objectivity in other PBR mechanism
proceedings (FSCS Coalition Brief at 49). Moreover, the FSCS Coalition contends that the
EV PIMs’ benchmarks and reward levels depend on subjective inputs that change from year
to year, such as the U.S. Energy Information Administration EV sales forecast (FSCS
Coalition Brief at 50). In addition, the FSCS Coalition argues that the EV Adoption PIM
rewards National Grid for outcomes outside of the Company’s control (e.g., EV prices)

(FSCS Coalition Brief at 50).
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h. MEDA

MEDA argues that the proposed PIMs do not incent the Company to ensure that
transportation electrification benefits are spread equitably to low-income and disadvantaged
customers and communities (MEDA Brief at 23). Therefore, MEDA recommends that the
Department include an additional measure within one of the EV PIMs that measures
transportation electrification services provided to low-income and disadvantaged communities
(e.g., number of EVSE subsidies and installations annually for R-2 customers, stakeholder
engagement, implementation of stakeholder process recommendations) (MEDA Brief
at 23-24). MEDA contends that including this measurement does not increase the amount of
that incentive the Company receives through the EV PIMs (MEDA Brief at 23).

MEDA states that it does not encourage the adoption of the PBR Plan and PIMs, but,
should the Department approve all or part of the PBR Plan, MEDA recommends the addition
of a metric that would elevate the needs of the Company’s low-income customers (MEDA
Brief at 20). Additionally, MEDA requests that the Department direct the Company to create
a metric to track the rate of involuntary disconnections of low-income customers (MEDA
Brief at 21). Specifically, MEDA suggests that the Company identify its current level of
disconnections for non-payment and track improvement along this measure (MEDA Brief
at 21). MEDA recommends that this metric for rate of involuntary disconnections be
included within the Customer Ease PIM so that the Company’s incentive under that PIM
would be contingent on both the customer ease score and demonstration that involuntary

disconnections for non-payment were reduced or were held below a level to be established by
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the Department (MEDA Brief at 21-22). Alternatively, MEDA states that, if the Department
chooses not to create a disconnection metric within an existing PIM, then the Department
should establish a scorecard metric to measure involuntary disconnections (MEDA Brief
at 22). MEDA acknowledges that the Company has made clear that it is willing to work
with MEDA to develop a scorecard metric to assess the rate of involuntary disconnections as
a measure of energy affordability (MEDA Reply Brief at 11, citing Company Brief at 148).
In addition, MEDA states that the Company raised the possibility of tracking the
amounts of arrearages carried by low-income customers, rather than disconnections (MEDA
Reply Brief at 11, citing Company Brief at 148). MEDA argues that any metric that tracks
arrearages must also be paired with a measure of disconnections, as they both stem from the
same underlying causes, i.e., insufficiency of household income to pay for basic necessities,
and affordability challenges when paying for electric utility service (MEDA Reply Brief
at 11-12). Therefore, MEDA asserts that tracking rates of involuntary disconnection of
service is a more appropriate and meaningful scorecard metric than measuring rates and
levels of customer arrearages (MEDA Reply Brief at 12). Additionally, if arrearages were to
be tracked, that measure should be used only as a scorecard metric if paired with data that
tracks involuntary disconnections (MEDA Reply Brief at 12).

1. NECEC

NECEC argues that the Company’s proposed scorecard metrics should be modified to
track actual performance and not commitments (NECEC Brief at 10). NECEC argues that

three of the Company’s proposed five actions to achieve the reductions with its transportation
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fleet under the proposed GHG emissions reduction scorecard metric are not appropriate
(NECEC Brief at 10). NECEC states that the Company should remove the following
actions: (1) Edison Electric Institute five-percent commitment to procuring EVs;
(2) continuing to meet or exceed the requirements of the Energy Policy Act of 2005,
Pub. L. 109-58; and (3) National Grid USA President, Dean Seavers, serving as co-chair of
the Alliance to Save Energy Commission (NECEC Brief at 10). NECEC claims that the
reductions associated with meeting the Federal Energy Policy Act will be met regardless of
whether the scorecard metric is approved and will not result in any additional GHG
reductions (NECEC Brief at 10-11). Similarly, the Company already has pledged to spend
five percent of its annual procurement budget on plug-in EVs and technologies (NECEC
Brief at 11). Lastly, NECEC states that, although Mr. Seavers efforts as co-chair may lead
to incremental GHG reductions by other parties, the Company should not be able to claim
emissions by other parties in the Company’s scorecard metrics (NECEC Brief at 11).
NECEC argues that the metrics proposed within the Company’s DER customer
experience scorecard do not provide the information necessary to proactively identify
problems or costs associated with interconnecting DER customers to the Company’s
distribution system (NECEC Brief at 11). NECEC recommends that the Company’s
proposed DER customer experience scorecard be expanded to include the following: (1) a
survey of interconnecting customers; (2) a review of group studies; and (3) tracking of
interconnection contributions in aid of construction (“CIAC”) (NECEC Brief at 12).

NECEC suggests that the survey should be similar to the survey that the Company detailed in
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its proposed Customer Ease PIM (NECEC Brief at 12). For a review of group studies,
NECEC suggests that the Company track the following for each group study: (1) number of
group members; (2) number of affected system operators; (3) nameplate capacity of each
group member’s interconnected facility; (4) aggregate capacity of group members’
interconnected facilities; (5) timeline for review; (6) total interconnection costs, inclusive of
costs of studies and system modifications; (7) study and system modification costs allocated
to each group member; and (8) whether each project was ultimately interconnected (NECEC
Brief at 14). NECEC states that tracking group studies will provide the information
necessary to proactively identify problems or costs associated with interconnecting DER
customers to the Company’s distribution system to ensure minimal obstacles to continued
DER interconnections (NECEC Reply Brief at 11). NECEC recommends that the Company
track CIAC so that the Department and stakeholders have an accurate understanding of and
transparency into CIAC for the interconnection of distributed generation (NECEC Brief

at 15). Specifically, for all interconnections of distributed generation, NECEC proposes that
the Company track: (1) individual CIAC; (2) aggregate CIAC; (3) individual CIAC carrying
charges; (4) aggregate CIAC carrying charges; and (5) of the aggregated CIAC collected, the
amount paid in taxes compared to the amount kept by National Grid (NECEC Brief at 15).
NECEC states that tracking CIAC costs in a transparent manner, and with precise
understanding of terminology, will be vital to understanding where those funds are found in
the Company’s accounting systems and whether and how they are being reconciled and repaid

to customers based on actual incurred costs and liabilities (NECEC Reply Brief at 12).
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NECEC suggests a scorecard metric to track the allocation of net metering credits and
alternative on-bill credits so that the Department and stakeholders have a better understanding
of these items (NECEC Brief at 16). NECEC states that the performance tracking would
include the following: (1) the time to accrue net metering credits or alternative on-bill credit
on the community solar provider’s account; (2) the time to allocate the net metering credits
or alternative on-bill credit from the community solar provider’s account to recipient
customers (3) any errors in the allocation process; (4) the time to provide reports to
community solar providers on banked and allocated net metering credits and alternative
on-bill credit; (5) the time to notify community solar providers of closed recipient customer
accounts; and (6) the frequency with which community solar providers are allowed to update
their allocation forms (NECEC Brief at 16-17). Accordingly, NECEC recommends that the
Department require the Company to add this scorecard metric (NECEC Brief at 18).

Turning to the Company’s proposed PIMs, NECEC supports the Peak Reduction PIM
with the exclusion of (1) distribution system equipment and (2) Company actions associated
with energy efficiency (NECEC Brief at 20). Further, NECEC recommends that the
Department consider potential reward and penalty levels that are considerably higher and
more meaningful than the magnitude of the current reward and current penalty under the
timeline enforcement mechanism (NECEC Brief at 24-25).

NECEC further recommends that the Department find in this proceeding that the
adoption of a full interconnection PIM within the Company’s PBR Plan is reasonable and

beneficial because it recognizes the following two factors that will be critical to improving
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the state of interconnection in National Grid’s territory: (1) updating the rules governing the
Company’s processing and execution of distributed generation interconnection applications
and (2) updating the financial incentives driving the Company’s decision-making surrounding
allocation of resources and overall distribution system planning (NECEC Brief at 22, 28).
NECEC argues that the failure to acknowledge a growing distribution system interconnection
problem by the entity that is the distribution system’s manager highlights why it is imperative
for the Department to require the Company to implement NECEC’s interconnection PIM
recommendations (NECEC Reply Brief at 6-7). NECEC states that such a finding will signal
the need for immediate improvements to the Company’s distributed generation
interconnection process and lay the groundwork for the future implementation of a full,
financially consequential interconnection PIM reflecting the most up-to-date policy and
standards for interconnection (NECEC Brief at 23).

NECEC recommends that, until the adoption of an interconnection PIM, the
Department should require the Company to immediately begin collecting, tracking, and
reporting the following information that is currently not captured in the TEM: (1) actual
calendar days and business days to count the duration between different interconnection
milestones; (2) the number of days that an interconnection application is on hold; (3) the
number of business days from submittal of interconnection application to commencement of
an interconnection study; (4) the number of business days from commencement of an
interconnection study to the issuance of an interconnect services agreement; (5) design and

construction timelines of distribution-system modifications; (6) construction costs of
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distribution-system modifications; and (7) the number of business days from a customer’s
execution of an interconnection service agreement to the Company’s issuance of an
authorization to interconnect (NECEC Brief at 23-24).

NECEC proposes that the Department require the Company to (a) solicit non-wires
alternative proposals when the “wires” solution is $500,000 or more and non-wires
alternatives could meet one of the criteria identified in G.L. c. 164, § 146(b), and (b) screen
projects for potential non-wires alternatives annually when it files its resiliency reports with
the Department, and (c) solicit non-wires alternatives for the projects that meet the screening
criteria (NECEC Reply Brief at 13). Furthermore, NECEC states that the Company should
include in its resiliency reports a list of projects that did and did not meet the screening
criteria, as well as a summary of the results of its non-wires alternatives (NECEC Reply
Brief at 13). NECEC concludes that the Department should (1) make a finding that the
adoption of an interconnection PIM under the Company’s PBR Plan is reasonable and
beneficial, (2) establish procedural steps to incorporate any relevant outcomes of Inquiry into

Distributed Generation Interconnection, D.P.U. 19-55 (May 22, 2019) into an

interconnection PIM before the end of the Company’s five-year PBR Plan, and (3) require
the Company to immediately begin tracking and reporting interconnection metrics (NECEC
Brief at 29; NECEC Reply Brief at 7).

j- Tesla

Tesla proposes that the Department approve, with modifications, the proposed PIM

that involves crediting the Company for an increase in the number of EVs in the
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Commonwealth (Tesla Brief at 1). Tesla adopts the position it espoused in testimony that the
PIM for EV adoption should reward improvements that are within the Company’s control

(Tesla Brief at 18).

k. Company

With regard to its proposed Customer Ease PIM, since the initial filing, the Company
planned some additional projects to improve customer ease, including additional digital
enhancements, interactive voice response, and customer touch point enhancements (Company
Brief at 71). The Company argues that, although the benefits to customers of increased
customer ease are not easy to quantify or monetize, the size of the proposed incentive is
reasonable in providing a meaningful incentive that will drive management attention and
Company performance, while ensuring that customers retain the majority of value created by
customer ease actions (Company Brief at 72).

The Company disagrees with intervenors’ assertions regarding the EV Adoption PIM
(Company Brief at 130). The Company acknowledges that there are some factors outside of
its control that influence a customer’s decision to purchase an EV (Company Brief at 130).
The Company states, however, that most of the intervenors assume these factors will all
positively influence a customer’s decisions to buy an EV and that the Company will be the
passive beneficiary of those exogenous factors (Company Brief at 130). The Company
argues that most intervenors ignore the many negative factors that cut against a customer’s
decision to purchase an EV, such as lower gasoline costs, a downturn in the economy,

sunsetting of federal and state EV incentives and rebate programs (Company Brief at 130).
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The Company states that it designed the EV Adoption PIM such that exogenous factors will
not diminish the need for the Company to perform activities within its control to achieve the
specified targets (Company Brief at 131). The Company concludes that one of the most
important factors influencing a customer’s decision in whether to buy an EV is the
availability and convenience of charging infrastructure (Company Brief at 130; Company
Reply Brief at 61).

The Company disagrees with the Attorney General’s assertion that the EV Adoption
PIM should be rejected because the incentive is not scaled to match the Company’s actual
activity within the broader EV market (Company Brief at 132-133). The Company argues
that the Attorney General disregards both the scale of the proposed incentive and the role of
the Company in the Phase II EV Program to provide a highly visible boost to the availability
of EV charging, which should spur EV adoption (Company Brief at 133).

The Company also disagrees with the FSCS Coalition that the EV Adoption PIM
should be rejected because it is extraordinarily sensitive to subjective changes in inputs
(Company Brief at 133). The Company states that it developed the EV Adoption PIM based
on a reasonable set of assumptions at the time of filing, primarily based on the 2018
U.S. Energy Information Administration Annual Energy Outlook (Company Brief at 133).

The Company disagrees with CLF’s assertion that including usage of EV charging
stations would be a superior metric to the EV Adoption PIM (Company Reply Brief at 63).
The Company argues that CLF provides no detail or analysis in support of this proposal and

that, at this time, current metering and data collection limitations make it impractical to
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pursue the “usage” metric contemplated by CLF (Company Reply Brief at 63). The
Company asserts that because it does not currently have an off-peak charging rate or
program, there is no way for the Company to influence customer utilization numbers
(Company Reply Brief at 63). Further, the Company concludes that a metric based on EV
charging usage is not suitable because it is not closely tied to the underlying policy goal of
driving increased EV adoption in the Commonwealth and, therefore, it should be disregarded
by the Department (Company Reply Brief at 63).

The Company states that the Clean Energy Parties’ assertion that the EV Adoption
PIM should be modified to focus on the realization of fuel cost savings from the use of
electricity as a transportation fuel at both home charging units and the public charging
stations supported by the Phase II EV Program is impractical because it does not account for
the fact that gasoline prices fluctuate every day and vary from town-to-town,
neighborhood-to-neighborhood, and station-to-station (Company Reply Brief at 63). The
Company disagrees with the Clean Energy Parties’ response that the Company could use
U.S. Energy Information Administration projected gasoline and diesel prices to establish a
baseline for measurement (Company Reply Brief at 63). The Company maintains that this
response does not address the Company’s argument that fuel costs cannot be measured in a
practical manner that would yield meaningful data on fuel savings (Company Reply Brief
at 63). The Company expects that while customers will use the charging stations deployed
by the Company in its service territory, customers may also use charging stations already

deployed in the Company’s service territory and charging stations outside of the Company’s
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service territory (Company Reply Brief at 64). In conclusion, the Company states that the
Clean Energy Parties’ proposal would not provide a complete picture of customer charging
patterns for the purpose of accurately calculating total fuel savings and the proposal should be
rejected because it does not present a more favorable alternative to the Company’s proposal
(Company Reply Brief at 64).

The Company disagrees with CLF and the Clean Energy Parties that the proposed EV
Adoption PIM is not sufficiently ambitious (Company Reply Brief at 64). The Company
states that CLF and the Clean Energy Parties fail to recognize the gulf that exists between
current EV adoption levels and the Commonwealth’s ZEV goals, as well as the relationship
between the EV Adoption PIM and the size of the Phase I and Phase II EV Programs
(Company Reply Brief at 64-65). The Company reasserts that it developed its EV Adoption
PIM baseline starting with the actual EV vehicles in operation in its territory and forecasting
expected baseline growth using the U.S. Energy Information Agency’s forecast of EV
adoption (Company Reply Brief at 65).

The Company disagrees with the Attorney General, Acadia Center, and CLF that the
Department should either reject or modify the PIMs because they do not have a symmetrical
penalty as part of their design (Company Brief at 116). The Company argues that in the
context of energy efficiency programs, experience has shown that penalties create an
adversarial environment, shift the focus from achieving goals, and affect implementation in
counterproductive ways (Company Brief at 116). Additionally, the Company argues that,

while developing the PIMs, the Company determined that incentives are structured to create
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customer value beyond threshold levels, but that, because areas of measurement and levels of
influence that the Company may achieve are new, penalties would be inappropriate at this
time (Company Brief at 117). Further, the Company argues that the introduction of penalties
could have unintended consequences that would detract from the pursuit of regulatory and
policy goals (Company Brief at 119). Lastly, the Company contends that investors and
lenders could view a penalty as an increase in risk that could potentially result in a higher
cost of capital for the Company, and ultimately for customers (Company Brief at 119).

The Company further argues that the delivery of the Phase II EV Program objectives
will be subject to a prudence review by the Department and the Company is at risk of
disallowance if costs are not prudently incurred, so there is no need to include a financial
downside for under-delivery on the program objectives (Company Brief at 118). The
Company also contends that, to the extent the Company spends funds outside of the Phase II
EV Program budget to help meet the PIM goals, the Company would have a built-in
downside risk of lower earnings if EV adoption did not meet or exceed the threshold level of
the PIM (Company Brief at 118; Company Reply Brief at 57).

The Company disagrees with the Attorney General that the Company has
inappropriately grafted an outdated 1995 Department precedent (i.e., D.P.U. 94-158) onto a
vastly changed 2019 regulatory environment to support the approval of its PIMs (Company
Brief at 119). The Company states that it has demonstrated that its PIMs comply with the
broadly applicable principles articulated by the Department in D.P.U. 94-158, namely:

(1) identifying the specific policy objective intended to be met by the targeted incentive;
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(2) demonstrating why a broad-based proposal otherwise fails to meet these needs; and
(3) showing that any inconsistency between the plan and its overall goals is minimized
(Company Brief at 120, citing D.P.U. 94-158, at 62-63).

The Company disagrees with NECEC’s proposed interconnection PIM and the
associated metrics and claims they are not appropriate for several reasons (Company Brief
at 139). The Company asserts that NECEC’s proposal is inappropriately based on timelines
that are largely out of the Company’s control, such as interconnection process hold-ups due
to customer or third-party delays and construction timelines, and are highly dependent on the
complexity of the project, the completeness in the information submitted, and the amount of
redesign and rework the customer undertakes to reduce system impact or to improve on
preliminary designs (Company Brief at 139). The Company maintains that it already is
subject to the timeline enforcement mechanism (Company Brief at 139). In addition,
National Grid asserts that some aspects of the proposed interconnection PIM are largely
redundant to the Company’s proposed Peak Reduction PIM (Company Brief at 140). The
Company argues that, if the interconnection PIM were adopted and it included penalties, the
Company would shift focus from meeting or exceeding goals to ensuring that penalties are
not incurred reducing the Company’s appetite for innovation and change related to the
interconnection process (Company Brief at 140). The Company asserts that the
D.P.U. 19-55 proceeding is a more appropriate forum for resolution of timeline enforcement
mechanism issues because it provides opportunity for key stakeholders that have not

intervened in this proceeding to provide valuable input (Company Reply Brief at 69). The
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Company contends that there is no basis for imposing an additional set of reporting
requirements without additional stakeholder and other utility input (Company Brief at 141).
Accordingly, the Company argues that the Department should not adopt NECEC’s proposed
additional reporting metrics (Company Brief at 141).

National Grid agrees with DOER, as discussed at the evidentiary hearing and in the
Company’s rebuttal testimony, that it can update its non-wires alternative screening criteria to
be consistent with the New York guideline applicable to its affiliate Niagara Mohawk
Corporation (Company Brief at 128, citing Exh. NG-PBRP-Rebuttal-1, at 9-10, 45-46; Tr. 8,
at 1078-1079). The Company recommends that this reporting be included in its annual
reliability report filed with the Department or in its annual electric distribution resiliency
report required by recent Massachusetts energy legislation, An Act to Advance Clean
Energy, Chapter 227 of the Acts of 2018 (Company Brief at 128).

The Company proposes a peak demand reduction PIM geared toward increasing the
Company’s focus and efforts on peak demand management and driving expanded or
innovative Company efforts to provide these benefits to customers (Company Brief at 60).
The Company agrees that reductions in peak demand can provide benefits to all customers
largely through avoided capacity market and energy costs (Company Brief at 60, citing State
of Charge: Massachusetts Energy Storage Initiative Study, published July 2016, Department
of Energy Resources and Massachusetts Clean Energy Center). Over the course of the
proceeding, the Company revised its base interconnection volume forecast to obtain a new

minimum threshold, target, and maximum levels (Company Brief at 61, citing Tr. 8,
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at 1187-1188; RR-DPU-24). Also, the Company removed standard technology upgrades as
part of the Peak Reduction PIM (Company Brief at 61, n 8, citing
Exh. NG-PBRP-Rebuttal-1, at 5-6).

The Company is amenable to including some form of winter peak reporting as part of
its annual reliability reports and in the annual PBR report as requested by DOER, but the
Company does not agree with DOER that winter peak demand should be part of the Peak
Reduction PIM (Company Brief at 127). The Company states that it considered including
winter peak demand reduction in the Peak Reduction PIM but left it out because capacity
expansion is driven by the system peaks and equipment capability limitations experienced
during summer peak load periods (Company Brief at 127). The Company also argues that it
would not be appropriate to include winter peak reduction in the Peak Reduction PIM
because the Company is working with energy efficiency program administrators to develop
demand response programs to address winter peak issues (Company Brief at 128).

The Company states that because intervenors did not oppose the Company’s proposed
customer engagement scorecard metrics, it should be approved by the Department (Company
Brief at 143). The Company argues that the Department should not adopt NECEC’s
proposed modifications to the DER customer experience scorecard metric because the
information for a survey of interconnecting customers, a review of group studies, or tracking
of CIAC is either currently available or inappropriate due to the structure and subjectivity of
the information requested (Company Brief at 144-145). The Company disagrees that it

should include a customer survey as part of the DER customer experience scorecard metric
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because the Company regularly holds distributed generation seminars to explain the
interconnection process and to take installer questions and comments (Company Brief 144).
The Company also argues that such a survey would not result in the most useful or accurate
feedback on the most important issues to distributed generation customers and, therefore,
should not be adopted by the Department (Company Brief at 145).

The Company agrees with three of the five metrics proposed by DOER for the DER
customer experience scorecard metric (Company Brief at 146). The Company agrees that it
is reasonable and is willing to report the following: (1) the number of interconnection
applications and the number of interconnection applications that result in signed
interconnection service agreements; (2) the number of interconnection applications that go to
transmission study and how many go to the Section 1.3.9 process with ISO-NE; and
(3) interconnection study timelines for all projects (Company Brief at 145-146). The
Company disagrees with the fourth proposed reporting metric for cost of studies and the cost
of upgrades identified in the study and the actual cost of upgrades required for
interconnections. The Company states that, although the cost of upgrades as estimated and
charged to distributed generation customer is available, the Company is not required to, and
currently does not reconcile all project cost estimates with actual amounts after the
completion of a project, and, therefore, the Company objects to any metrics that are based on
actual amounts (Company Brief at 146). The Company also disagrees with DOER’s fifth

proposed metric, cost containment of interconnection requests (Company Brief at 146). The
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Company maintains that this metric is inappropriate and would be highly problematic to
construct and implement (Company Brief at 146).

The Company also asserts that the Department should reject NECEC’s proposed
modifications to the GHG emission reduction metric because it would result in an incomplete
picture of the Company’s GHG emissions reduction activities (Company Brief at 142). The
Company states that it included the Edison Electric Institute commitment, Energy Policy Act
of 2005 compliance, and Mr. Seavers’ activities to provide a complete picture of the
activities undertaken by the Company to achieve the corporate-wide emissions reduction of
80 percent reductions by 2050 (Company Brief at 142). Furthermore, the Company argues
that the Edison Electric Institute pledge is appropriate because it is directly related to the
Company’s efforts to reduce transportation fleet emissions (Company Brief at 142-143).

The Company agrees with MEDA’s recommendation and agrees that it would be
informative and beneficial to track the rate of involuntary disconnections of residential
customers as a scorecard metric (Company Brief at 147). The Company has some
reservations about whether tracking the number of involuntary customer disconnections is the
correct measurement to address MEDA'’s underlying intention, which the Company believes
is to reduce the number of residential customers who are struggling to pay their bills
(Company Reply Brief at 75). The Company also states that the development of this metric
takes time and, as such, proposes to develop this metric in consultation with MEDA and the
National Consumer Law Center as part of a compliance filing to be made after the conclusion

of this proceeding (Company Brief at 148). Alternatively, the Company proposes that this
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metric be developed at the time of the Company’s PBR Plan annual filing with the
Department in 2020 (Company Brief at 148).

The Company agrees with DOER’s recommendation to begin reporting data related to
highly disruptive events that are currently excluded from the Company’s existing reliability
reporting requirements (Company Brief at 153). The Company is willing to report on highly
disruptive events as a scorecard metric at the direction of the Department but notes that some
information already is reported to the Department in the annual service quality report
(Company Brief at 153). The Company further agrees with DOER that industry-wide
resiliency metrics should be developed collaboratively, outside of the instant proceeding, with
other Massachusetts utilities, DOER, and other interested stakeholders (Company Brief
at 153).

The Company is willing to accept the recommendations of DOER to add the following
additional scorecard metrics: (1) the number of interconnection applications and the number
of interconnection applications that result in signed interconnection service agreements;

(2) the number of interconnection requests that go to transmission study and how many go to
the section 1.3.9 process with ISO-NE; and (3) interconnection study timelines for all projects
(Company Brief at 79, citing Exh. NG-PBRP-Rebuttal-1, at 33).

In response to NECEC’s proposal to track the allocation of net metering credits and
alternative on-bill credit, the Company contends that it is not appropriate in this instant
proceeding to create a new scorecard metric tracking all of NECEC’s proposed measures

because it would be applicable only to the Company, and some of this information already is
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tracked elsewhere (Company Brief at 151). The Company states that in D.P.U. 17-140, the
Department required the tracking of several net metering credit and alternative on-bill credit
measures including (a) the time for bill credits to appear on a recipient customer bills, with a
requirement of three billing cycles and (b) incentive and credit allocation errors and delays
(Company Brief at 151).

The Company acknowledges DOER’s recommendation for the Company and other
electric distribution companies to take strategic electrification into account in system
planning, in general, and resiliency planning in particular (Company Brief at 152). The
Company states that DOER’s recommendation should be explored further, but it is not
well-developed enough at this stage to form the basis of a specific new scorecard metric in
this proceeding (Company Brief at 153). Further, the Company states that the development
of such a metric would be best explored outside the scope of this proceeding, with
participation from other electric distribution companies and stakeholders (Company Brief
at 153).

The Company contends that it is in the public interest for PIMs and scorecard metrics
to be linked to policy objectives with high perceived customer value (Company Brief at 80).
The Company concludes that both customers and the Commonwealth as a whole will benefit
from more active and engaged utility efforts to achieve the policy objectives underlying the

PIMs and scorecard metrics proposed by the Company (Company Brief at 80).
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4, Analysis and Finding

a. Review Criteria

The Department has reviewed the application of incentive mechanisms in specific

contexts.*

Nonetheless, the Company’s request to receive performance incentives within the
context of a PBR proposal is an issue of first impression. In making its determination of
whether a PIM is appropriate, the Department relies on a two-prong test: (1) whether the
PIM satisfies certain threshold principles; and (2) whether the PIM meets the design
guidelines.

First, the Department must determine whether the PIM satisfies the threshold
principles designed to weigh whether an action addressed in the PIM is appropriate to
consider for performance incentives. In making this determination, the Department has
found that performance incentives can serve as a useful regulatory mechanism when used to
positively influence distribution company behavior in the advancement of important public

policy goals that are not directly aligned with a distribution company’s public service

obligations. Net Metering, SMART Provision, and the Forward Capacity Market,

D.P.U. 17-146-B at 15-16, 56-59 (2019); see also D.P.U. 94-158, at 54. Conversely,

a4 For example, the Department has adopted incentive mechanisms applicable to energy

efficiency programs and gas supply planning actions. 2010 - 2012 Three-Year
Energy Efficiency Plans, D.P.U. 09-116 through D.P.U. 09-120, at 124 (2010)
(Department accepts electric Program Administrators’ performance incentive
mechanism structure and statewide incentive pool); Ratemaking Treatment of Margins
Generated From Interruptible Transportation, Capacity Release, Off-System Sales,
Interruptible Sales, Portfolio Management and Optimization Agreements, and Related
Transactions, D.P.U. 10-62-A (2013) (Department allows sharing of margins between
local gas distributions companies and ratepayers).
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performance incentives are generally not appropriate where the affected activity is within the

distribution company’s public service obligations. Boston Edison Company/Cambridge

Electric Light Company/Commonwealth Electric Company, D.T.E./D.P.U. 06-107-B

at 55-60 (2009); see also Western Massachusetts Electric Company,

D.T.E. 04-40/D.T.E. 04-109/D.T.E. 05-10, at 5-6 (2006). Thus, the Department finds that
in order to be considered on its design merits, a PIM must first be found to meet the
threshold principles that (1) it advances specific public policy goals and (2) the affected
activity is clearly outside a distribution company’s public service obligations.

Second, upon determining that a PIM meets these threshold principles, the
Department must determine that the proposed incentive mechanism meets appropriate design
guidelines. Here again the Department looks to past practice. The Department has
determined that an appropriately designed incentive mechanism must: (1) be designed to
encourage program performance that best achieves the Commonwealth’s energy goals; (2) be
designed to enable a comparison of (i) clearly defined goals and activities that can be
sufficiently monitored, quantified, and verified after the fact to (ii) the cost of achieving the
target to the potential quantifiable benefits; (3) be available only for activities where the
distribution company plays a distinct and clear role in bringing about the desired outcome;
(4) be consistent across all electric and gas distribution companies, where possible, with
deviations across companies clearly justified; (5) be created to avoid perverse incentives; and
(6) ensure that the distribution company is not rewarded for the same action through another

mechanism. D.P.U. 17-13, at 42-43, 46; Investigation into Updating Energy Efficiency




D.P.U. 18-150 Page 122

Guidelines, D.P.U. 08-50-A at 49-50 (2009); D.P.U. 94-158, at 52-66. In addition, the
Department may allow a modification to an approved incentive mechanism where justified.
D.P.U. 08-50-A at 49-50. The Department finds that it is appropriate to adopt these design
guidelines to evaluate proposed PIMs.

b. Customer Ease

The Company’s Customer Ease PIM is designed to award an incentive if the
Company’s Customer Ease score reaches certain thresholds in each year of the PBR term
(Exh. NG-PBRP-1, at 54-55). The Company maintains that increasing customer satisfaction
is important and aligns with customer interests (Exh. NG-PBRP-1, at 84-85).

As part of their public service obligation, distribution companies are responsible for

providing low-cost and reliable service to customers. Massachusetts-American Water

Company, D.P.U. 95-118, at 47 (1996); D.P.U. 94-158, at 3; The Berkshire Gas Company,

D.P.U. 92-210, at 32 (1993). In fulfilling this obligation the Department expects companies
to satisfy service quality expectations in the course of their day-to-day business operations.

Revised Service Quality Guidelines, D.P.U. 12-120-D (2015). The Department finds that the

customer interactive elements of the Customer Ease PIM are substantially encompassed
within the Company’s public service obligation. Therefore, the Department finds that it is
not appropriate for the Company to receive a performance incentive related to its customer
ease score and rejects the Company’s proposed Customer Ease PIM. Further, the
Department finds that the customer engagement scorecard metric will provide appropriately

sufficient information to accomplish the objective of the proposed Customer Ease PIM
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without imposing an additional reporting burden on the Company (Exh. NG-PBRP-1, at 85,
101). The Department addresses the adoption of this scorecard metric below.

C. Peak Reduction

The Company proposes a Peak Reduction PIM that tracks the average peak reduction
from Company-influenced or Company-owned measures during the five top peak events in a
given year (Exh. NG-PBRP-1, at 62-63). Approximately 94 percent of the estimated peak
reduction from these measures stems from Company interconnection to its distribution system
of solar and energy storage assets (RR-DPU-24, Att.). The remaining six percent of
estimated peak reduction from these measures stems from the Company’s implementation of
volt/var optimization on its distribution system (RR-DPU-24, Att.). The Company would
receive a performance incentive based on the amount of measured and estimated peak
reduction achieved by interconnected assets and volt/var optimization performance
(Exh. NG-PBRP-2 (Rev. 2); RR-DPU-24, Att.).

The Department recognizes that, in general, company-led system peak reduction
actions can advance public policy goals of the Commonwealth, including reducing GHG
emissions, and company actions taken specifically to reduce system peak demand are outside
a distribution company’s public service obligation (Exh. NG-PBRP-1, at 52-53, 63).
Therefore, an incentive mechanism designed to drive Company actions that directly and
measurably reduce system peak demand can satisfy the threshold principles.

Nonetheless, upon examination of its underlying design, the Department finds that the

proposed Peak Reduction PIM is deficient in meeting the design guidelines. First, almost all
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of the Company’s proposed peak reduction would originate from an increase in the rate of
the Company’s interconnection activities, but, by interconnection alone, the Company does
not have a distinct and clear role in bringing about peak reduction because it does not have
control over the customers’ interconnected assets (Exh. NG-PBRP-1, at 65-66). Rather, it is
up to the interconnected customers to take action in reducing peak and the Company’s action
of interconnecting itself does not directly lead to peak reduction. Second, the Company
already would be rewarded with forward capacity market net revenue sharing on
customer-owned assets under certain circumstances. D.P.U. 17-146-B at 56-59.% Third, the
proposed Peak Reduction PIM provides a perverse incentive to the Company, because if
National Grid earns the performance incentive on an energy efficiency customer’s asset, that
customer is restricted from participating in the active demand response program under the
approved energy efficiency plan (Exh. NG-PBRP-1, at 68; Tr. 8, at 1172-1175). Lastly, the
activities in the proposed Peak Reduction PIM are not activities that can be sufficiently
monitored, quantified, and verified, because approximately 30 percent of the asset output
would be estimated, not measured or verified (Exhs. NG-PBRP-1, at 75; DPU-NG 26-4;

Tr. 8, at 1176-1179). In conclusion, the Company’s proposed Peak Reduction PIM fails to
meet many of the design guidelines. Therefore, we reject the Company’s proposed Peak
Reduction PIM because it fails the design guidelines related to (a) distinct action by the

Company, (b) action rewarded through another mechanism, and (c) insufficient monitoring.

3 Electric distribution companies are allowed a 20-percent net revenue share through

participation with distributed generation facilities in the forward capacity market
administered by ISO-NE. D.P.U. 17-146-B at 59.
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d. Transportation Electrification

In Section XI.D., below, the Department disallows the majority of the proposed
Phase II EV Program. Consequently, we decline to approve any PIMs related to the Phase II
EV Program. Nonetheless, we find it appropriate to include our conclusions regarding the
Company’s design of the proposed EV PIMs to provide guidance for future EV PIM
proposals.

In evaluating the proposed EV PIMs, the Department finds that a reasonably designed
transportation electrification PIM would generally meet the threshold principles, because a
transportation electrification program is meant to support the advancement of the
Commonwealth’s public policy goals (Exhs. NG-PBRP-1, at 76, 83; NG-RS-1, at 4, 5). In
addition, a transportation electrification program is outside of the Company’s public service
obligations (Exh. AC-1-4; Tr. 8, at 1046, 1096). Therefore, the EV PIMs proposed by the
Company would generally meet the threshold principles. Nonetheless, we find that the
proposed EV PIMs are not adequately designed and are inconsistent with the Department’s
PIM design guidelines.

There are additional design deficiencies with each of the proposed EV PIMs, as
discussed below. For the EV Adoption PIM, although the Company states that the proposed
Phase II EV Program will result in a significant expansion of EV charging infrastructure in
the Commonwealth, we are concerned with the Company’s proposal to base the performance
incentive on the incremental number of EVs adopted (Exh. NG-PBRP-1, at 77-80). We

agree with the Company that, the Phase II EV Program may have some effect on incremental
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EV adoption in its service territory (Exhs. DPU-NG 24-7; Network 2-7; FSCS 2-7).
Nonetheless, we find that merely deploying EV charging infrastructure is not the only factor,
or the main factor, to spur EV adoption (Exh. AG-EAB at 38-39). There are many factors
outside the Company’s control that may contribute to spurring EV adoption, for example, EV
purchase prices, government incentives, and availability of EVs (Exh. AG-EAB at 4, 38-39).
In conclusion, by building EV charging infrastructure alone, the Company does not play a
distinct and clear role in increasing EV adoption.

Regarding the EVSE Cost Containment PIM, the Department appreciates the
Company’s attempt to mitigate both capitalized costs and expenses (Exh. NG-PBRP-1, at 83).
Nonetheless, the Department is concerned that the proposed EVSE Cost Containment PIM
cannot be sufficiently monitored, quantified, and verified (Exh. AG-EAB at 41). In
D.P.U. 17-13, the Department authorized cost recovery for the Phase I EV Program, urged
National Grid to consider performance incentive designs in order to contain costs, and stated
that we would closely monitor the Company’s spending practices through the annual cost
recovery filings and the stakeholder process. D.P.U. 17-13, at 45. The Department aimed
to address cost containment as it related to the actual costs of the program and not the
estimated costs. Nevertheless, the Company has based the EVSE Cost Containment PIM on
estimated rather than actual costs from the Phase I EV Program (Exhs. AG-EAB at 10;

AG 18-14; DPU-NG 8-10; Tr. 1, at 27). The proposed EVSE Cost Containment PIM does
not use actual costs and, therefore, the Departments finds that the proposed EVSE Cost

Containment PIM would not be able to be sufficiently monitored, quantified, or verified.
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In conclusion, we decline to approve the Company’s proposed EV PIMs because of
their significant connection to the Company’s proposed Phase II EV Program, which the
Department has substantially denied. Furthermore, we find several design issues that are
inconsistent with the Department’s PIM design guidelines, as we have outlined above.

€. Scorecard Metrics

In evaluating scorecard metrics, the Department needs to determine an appropriate
suite of metrics to evaluate the ratepayer benefits created under the Company’s PBR
mechanism (Exh. NG-PBRP-1, at 15, 51-52). First, regarding the proposed customer
engagement scorecard metric, the Department finds that this scorecard metric tracks the
quality and convenience of customer interaction with appropriately developed baselines
(Exh. NG-PBRP-1, at 100-101). This metric will measure the progress that the Company
makes to improve customer engagement over the term of the PBR Plan, and we approve it.
Therefore, the Department directs the Company to implement the customer engagement
scorecard metric and to include the results in its annual PBR filing.

Second, regarding the proposed GHG emissions reduction scorecard metric, NECEC
argues that three of the five proposed actions within the transportation fleet measure of this
metric should be removed: (1) Edison Electric Institute five-percent commitment to
procuring EVs; (2) continuing to meet/exceed the Energy Policy Act of 2005 requirements;
and (3) National Grid USA President, Dean Seavers, serving as co-chair of the Alliance to
Save Energy Commission (NECEC Brief at 10-11, citing Exh. NG-PBRP-1, at 98). Acadia

Center supports NECEC’s argument to remove those three actions (Acadia Center Brief
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at 13). The Company argues that the Department should reject NECEC’s recommendation
because removal of the three actions would result in an incomplete picture of the Company’s
GHG emissions reductions activities (Company Brief at 142, citing

Exh. NG-PBRP-Rebuttal-1, at 28-29). The Department agrees with NECEC and Acadia
Center that these three actions would be met absent the PBR Plan, and the purpose of the
scorecard metric is not to show a complete picture of the Company’s GHG reduction efforts.
Rather the properly designed metric provides an effective means to evaluate the ratepayer
benefits created under the Company’s PBR mechanism. Therefore, the Department directs
the Company to remove these three measures from its GHG emissions scorecard metric. We
find that the remaining items in the GHG emissions scorecard metric are appropriately
designed to monitor the Company’s progress over the term of the PBR Plan and we approve
them. Therefore, we direct the Company to implement GHG emissions reduction scorecard
metric as modified and to report on the results in in its annual PBR filing.

Third, intervenors provided suggestions to expand the DER customer experience
scorecard metric, but they did not recommend rejecting any of the measures proposed by the
Company. NECEC suggests that the Department require the Company to expand this metric
to include: (1) a survey of interconnecting customers; (2) a review of group studies; and
(3) tracking of interconnection CIAC (NECEC Brief at 11-15). Acadia Center supports
NECEC’s proposed modifications (Acadia Center Brief at 13). The Company argues that the

Department should not adopt NECEC’s proposed modifications because the information is
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either currently available or inappropriate due to the structure and subjectivity of the
information requested (Company Brief at 144-145).

The Department agrees that it is inappropriate to address the issue regarding group
studies in this instant proceeding because D.P.U. 17-164 is dedicated to this issue, and that
proceeding allows other stakeholders and other utilities the opportunity to provide valuable
input at an industry-wide level. Therefore, the Department declines to adopt NECEC’s
proposed modifications to the DER customer experience scorecard metric.

DOER offered additional metrics to include within the DER customer experience
scorecard metric pertaining to the Company’s interconnection process performance (DOER
Brief at 37-39).46 Consistent with the decision above, the Department concludes that
adopting interconnection performance metrics in this instant proceeding is inappropriate
because D.P.U. 19-55 is dedicated to this issue and that proceeding allows other stakeholders
and other utilities the opportunity to provide valuable input at an industry-wide level.
Therefore, the Department declines to adopt DOER’s proposed modifications to the DER
customer experience scorecard metric. Accordingly, the Department approves the
Company’s DER customer experience scorecard metric and directs the Company to
implement it and include the results in in its annual PBR filing.

NECEC recommends creating a scorecard metric composed of several net-metering
and alternative on-bill credit criteria (NECEC Brief at 16-18; Exh. NECEC-NP-1, at 27-28).

The Department agrees with NECEC that much of the information it proposes to be tracked

46 Acadia Center supports DOER’s proposed modifications (Acadia Center Brief at 14).
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is valuable (Exh. NECEC-NP-1, at 28). Nonetheless, the Department addressed many of the
issues that NECEC has raised here in the SMART proceeding, which is a program approved
across all the Commonwealth’s electric distribution companies. D.P.U. 17-140-A at 38, 45.
Therefore, the Department finds that the instant proceeding is not the appropriate venue to
address these issues. The SMART Program is a statewide, Department-approved program
that was uniformly developed for all the Commonwealth’s electric distribution companies.
D.P.U. 17-140-A at 1-2, 211. Further, the Department’s historical treatment of the net
metering program is to create a standardized process, where the policies and regulations for
net metering are created uniformly across all the electric distribution companies. 220 CMR

18.00; Single Parcel and Subdivision Rules Net Metering Inquiry, D.P.U. 17-22 (2017);

D.P.U. 17-140-A; D.P.U. 17-146-A; D.P.U. 17-146-B. The requirement for the Company
to report the information recommended by NECEC and to create a scorecard metric for DER
allocation and billing, without the input of the Commonwealth’s other electric distribution
companies and stakeholders, would be inconsistent with the Department’s uniform
implementation of net metering policies. Consequently, the Department declines to adopt
NECEC’s recommendations on DER allocation and billing.

Some intervenors propose new stand-alone scorecard metrics. MEDA suggests that
the Company track the rate of involuntary disconnections of low-income customers (MEDA
Brief at 21). Acadia Center supports this additional metric (Acadia Center Brief at 14). The
Company agrees that it would be informative and beneficial to track the rate of involuntary

disconnections (Company Brief at 147-148; Exh. NG-PBRP-Rebuttal-1, at 27; Tr. 8,
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at 1080-1081). Nonetheless, the Company acknowledges that the details of this metric would
take time to develop and proposes to work with MEDA and the National Consumer Law
Center to develop a new metric (Company Brief at 147; Exh. NG-PBRP-Rebuttal-1, at 27).
Therefore, the Department encourages the Company to work with stakeholders and other
utilities to further refine a metric that would track the involuntary disconnections of
low-income customers.

DOER recommend that the Company adopt a scorecard metric on the impact of
strategic electrification on the distribution system (DOER Brief at 5).47 DOER also
recommends that the Company begin reporting data related to highly disruptive events that
are currently excluded from the Company’s existing reliability report (DOER Brief at 39).
The Company acknowledged that both of these metrics could be explored further (Company
Brief at 152-153). The Department finds that both of these metrics would be beneficial at the
statewide industry level but are not appropriate to address in the instant proceeding.
Therefore, the Department encourages the Company to work with intervenors, stakeholders,
and the other electric distribution companies in the potential development of a strategic
electrification metric and a resiliency metric.

Several intervenors make recommendations with respect to the Company’s
consideration of and reporting on non-wires alternatives. Acadia Center and NECEC both
recommend that the Company be required to establish procedures and protocols for issuing

non-wires solicitations as a condition of the Department’s approval of its PBRM (Acadia

47 Acadia Center supports DOER’s recommendation (Acadia Center Brief at 14).
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Center Brief at 6, NECEC Reply Brief at 13). DOER recommends that the Department
order the Company to update its 2011 non-wires alternatives guidelines (DOER Brief at 34).
In response to the intervenors, the Company agreed to update its guidelines to be consistent
with the New York guideline applicable to its affiliate Niagara Mohawk Corporation
(Company Brief at 128, citing Exh. NG-PBRP-Rebuttal-1, at 9-10, 45-46; Tr. 8,

at 1078-1079). The Company also agreed to report annually on its non-wires alternatives
screening activity and recommended that such reporting be included in its annual reliability
report filed with the Department, its annual electric distribution resiliency report required by
recent energy legislation, An Act to Advance Clean Energy, Chapter 227 of the Acts of
2018, or its annual PBR filing (Company Brief at 128, Company Brief, Appendix A

at 22-23). The Department agrees with intervenors that the consideration of non-wires
alternatives is important as a means to improve reliability, resilience, and modernize the
electric grid and directs the Company to update its non-wires alternatives guidelines as it has
agreed to as well as report on its non-wires alternatives screening activity and competitive
solicitations in both its annual electric distribution resiliency report and its annual PBR filing.

I11. RATE BASE
A. Overview

The Company’s test-year rate base was $2,106,476,030, based on a total utility plant

in service of $4,646,054,511 (Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 1).* To this amount,

Minor discrepancies in any of the amounts appearing in this section are due to
rounding.
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the Company proposes a normalizing adjustment of $123,405,973 and a known and
measurable deduction of $11,390,700 for a total proposed rate base of $2,218,491,303

(Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 1). The Company’s total proposed rate base consists
of: $2,792,955,877 in net utility plant in service, $24,926,145 in materials and supplies,
$2,088,555 in prepayments, and $70,006,225 in cash working capital; less, $393,573,111 in
deferred income taxes, $245,368,659 in excess deferred income taxes,49 $6,255,608 in
CIAC, and $26,288,121 in customer deposits (see Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 1).

B. Plant Additions

1. Introduction

In D.P.U. 09-39, the Department approved the first iteration of the Company’s
current CIRM, which allows recovery of the revenue requirement associated with the
Company’s annual capital expenditures, net of the amount recovered in base distribution rates
through depreciation expense. D.P.U. 09-39, at 79, 82.5% The Department also established
an investment cap, which limited the amount of capital spending the Company could recover

through the CIRM to an annual investment of $170 million. D.P.U. 09-39, at 82.”!

49 The Department addresses excess deferred income taxes in Section V., below.

%0 The initial capital investment recovery mechanism was referred to as the CapEx

mechanism. D.P.U. 09-39, at 12. In D.P.U. 15-155, the name of the mechanism
was changed to CIRM but CapEx was maintained as the name of the factors.
D.P.U. 15-155, M.D.P.U. No. 1303.

! While the Department limited the Company’s allowed recovery under the CIRM to an

annual investment of $170 million, we made no determination on how much capital
investment the Company should make. D.P.U. 09-39, at 82-83. The Department
found that if National Grid’s capital expenditures exceeded the amount it could
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Subsequently, in D.P.U. 15-155, the Department increased the investment cap to an annual
investment of $249 million. D.P.U. 15-155, at 56.

Pursuant to D.P.U. 09-39, at 85, the Company files a capital investment report
(“CIRM filing”) by July 1st of each year containing information and project documentation
relating to the capital placed in service during the prior calendar year. Pursuant to
D.P.U. 15-155, at 87, and the Company’s CIRM tariff, M.D.P.U. No. 1303, at 2, the
Company also files, by January 15th of the following year, its capital expenditures
(“CapEx”) factors that incorporate the costs associated with the capital placed in service, up
to the allowed investment cap, into a rate adjustment effective March 1st of the same year.

From 2016 through 2018, National Grid made three CIRM filings and proposed
annual CapEx factors to recover capital additions made between July 1, 2015, and
December 31, 2017, up to the allowed cap. The Company’s annual CIRM filings were

docketed as Massachusetts Electric Company/Nantucket Electric Company, D.P.U. 16-91

(July 1, 2015, through December 31, 2015, additions) (decision issued April 19, 2018),

Massachusetts Electric Company/Nantucket Electric Company, D.P.U. 17-110 (calendar

year 2016 additions) (decision issued December 19, 2018), and Massachusetts Electric

Company/Nantucket Electric Company, D.P.U. 18-46 (calendar year 2017 additions)
(pending). The Department previously found that costs for projects between July 1, 2015,

and December 31, 2016, were prudently incurred and the resulting plant was used and

recover through its CIRM, the Company could seek to include such investment in rate
base in its next base distribution rate proceeding. D.P.U. 09-39, at 82-83.
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useful. D.P.U. 16-91-A at 1, 17; D.P.U. 17-110-A at 1, 17. Thus, in this case, National
Grid seeks a determination of the prudence and used and usefulness of the capital additions
that were the subject of D.P.U. 18-46 (i.e., the CIRM filing for investments made during
calendar year 2017) plus any capital additions made between July 1, 2015, and December 31,
2017, that exceeded the applicable investment caps in each calendar year, in order for those
additions to be included in rate base (Exh. NG-PCE-1, at 11).52 Additionally, National Grid
proposed that the Department approve the “rolling in” of these CIRM investments to rate
base as well as approve the associated ratemaking treatment (Exh. NG-RRP-1, at 94-96).
Specifically, the Company proposed to include the CIRM investments recorded as in
service between July 1, 2015, and December 31, 2017, in rate base in this case
(Exh. NG-PCE-1, at 11). The Company proposed to recover through the CapEx factors
revenue requirements associated with the time period between the end of the test year, i.e.,
December 31, 2017, and the beginning of the rate year, i.e., October 1, 2019
(Exh. NG-RRP-1, at 95-96). To prevent double recovery of these investments through the
CapEx factors and base distribution rates, the Company proposed an adjustment to rate base
to reflect this collection (Exh. NG-RRP-1, at 95-96). Specifically, the Company proposed to
roll forward the depreciation and ADIT on the CIRM investments to reflect a September 30,

2019, rather than December 31, 2017, net plant balance for CIRM investments

> Because the Company seeks review of the same capital additions in both

D.P.U. 18-46 and the instant proceeding, the Department has suspended the
procedural schedule for D.P.U. 18-46, pending the outcome of this proceeding.
D.P.U. 18-46, Notice of Suspension of Procedural Schedule (March 11, 2019).
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(Exh. NG-RRP-1, at 95-97). The effect of such adjustments was a reduction to National
Grid’s rate base of $26,843,103>° (Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 3). Of note, CIRM
investments that exceeded the investment cap and, thus, were not included for recovery
through the CapEx factors, are not subject to this proposed rate base adjustment and reflect a
December 31, 2017, net plant balance.

2. Investment Activity

From July 1, 2015, though December 31, 2017, National Grid completed
$666,765,966 in plant additions and incurred $61,642,590 in cost of removal, which resulted
in an increase in utility plant of $728,408,555 (Exh. NG-PCE-1, at 6). National Grid
identified 1,276 capital projects completed during this period (Exh. DPU-NG 25-7). National
Grid groups its capital projects into three categories: (1) specific projects; (2) blanket
projects; and (3) program or other annual projects (Exhs. NG-PCE-1, at 6; NG-PCE-2). As
part of its initial filing, the Company provided the filings made in each of the previous CIRM
dockets (Exh. NG-PCE-3 (CY 2015), (CY 2016), (CY 2017)). For each project the
Company seeks to include in rate base, National Grid provided spreadsheets with the project
number, a brief project description, the total amount authorized, the total amount expended,
and the total amount closed to plant (Exh. DPU-NG 25-8, Atts. 1, 2). The Attorney General

does not challenge the used and usefulness or the prudency of National Grid’s capital

33 $694,152 in deferred income taxes + $26,148,950 in accumulated depreciation =

total rate base reduction of $26,843,103 (Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 3).
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additions. No intervenor commented to the Company’s instant proposal to include in rate
base capital additions placed into service between July 1, 2015, and December 21, 2017.

3. Project Documentation

With exceptions noted below, the Company provided the following documentation for
specific projects over $50,000 and for all blanket and program projects: (1) a project
summary sheet that includes project number, project descriptions, approved amount, total to
date project spending, project status, approval history, and in-service additions and cost of
removal figures; (2) a project approval report showing approval amounts and dates and
screen-prints from the PowerPlan system;’* (3) documentation relating to the approved
amounts (such as walk-in documents, re-approval forms, distribution capital investment group
papers, United States Sanctioning Committee sanction paper, and study documents); (4) a
retirement report showing any retirements related to the project in the relevant year; (5) a
direct/indirect summary report for in-service additions showing project-level costs for
property placed in service during the relevant year; (6) a work order asset addition report
showing closings to plant in service; and (7) a project cost summary showing project
spending for a given year (see, e.g., Exh. NG-PCE-3 (CY 2015), (CY 2016), (CY 2017)).

For blanket and program projects, the Company also provided a fiscal year variance analysis

The PowerPlan system is a project and asset reporting subledger system that National
Grid began using in November 2012 (Exh. NG-PCE-3 (CY 2015), at 33).
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report and a fiscal year closure paper (Exh. NG-PCE-3 (CY 2015), (CY 2016),
(CY 2017)).” No intervenor commented on the Company’s project documentation.

4. Positions of the Parties

National Grid argues that it has properly supported the net plant in service through
December 31, 2017, with actual computations and thousands of pages of supporting
documentation (Company Brief at 277, citing Exhs. NG-PCE-3 (CY 2015), (CY 2016),

(CY 2017); NG-PCE-4). The Company explains that the supporting documentation includes
project cover sheets, approved amounts, actual costs, cost variance information, project
sanction, re-sanction, and closure papers (Company Brief at 277, citing Exh. NG-PCE-1,

at 8-9). Thus, National Grid maintains that the record demonstrates that the Company’s
capital additions submitted for approval in this case, including specific projects, blanket
projects, and program projects, are prudently incurred and used and useful in providing
service to customers (Company Brief at 277-278). Additionally, the Company argues that its
capital budgeting and authorization process assures cost containment (Company Brief at 279,
citing Exh. NG-PCE-1, at 9-10). National Grid purports that its capital investment reports,
submitted in this case, outline cost containment mechanisms in place to ensure cost control
with capital additions (Company Brief at 279, citing Exh. NG-PCE-3 (CY 2015), (CY 2016),

(CY 2017)). Thus, National Grid contends that its capital projects through December 31,

> National Grid uses a fiscal year of April 1 through March 31 (Exh. NG-RRP-1, at 20,
123).
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2017, should be included in rate base (Company Brief at 282). No intervenor commented on
these issues on brief.

5. Standard of Review

For costs to be included in rate base, the expenditures must be prudently incurred and

the resulting plant must be used and useful to ratepayers. Western Massachusetts Electric

Company, D.P.U. 85-270, at 20 (1986). The prudence test determines whether cost
recovery is allowed at all, while the used and useful analysis determines the portion of
prudently incurred costs on which the utility is entitled a return. D.P.U. 85-270, at 25-27.
A prudence review involves a determination of whether the utility’s actions, based on
all that the utility knew or should have known at that time, were reasonable and prudent in
light of the extant circumstances. Such a determination may not properly be made on the
basis of hindsight judgments, nor is it appropriate for the Department merely to substitute its

own judgment for the judgments made by the management of the utility. Attorney General

v. Department of Public Utilities, 390 Mass. 208, 229-230 (1983). A prudence review must

be based on how a reasonable company would have responded to the particular circumstances
and whether the company’s actions were in fact prudent in light of all circumstances that
were known, or reasonably should have been known, at the time a decision was made.

Boston Gas Company, D.P.U. 93-60, at 24-25 (1993); D.P.U. 85-270, at 22-23; Boston

Edison Company, D.P.U. 906, at 165 (1982). A review of the prudence of a company’s
actions is not dependent upon whether budget estimates later proved to be accurate but rather

upon whether the assumptions made were reasonable, given the facts that were known or that
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should have been known at the time. D.P.U. 95-118, at 39-40; D.P.U. 93-60, at 35;

Fitchburg Gas and Electric Light Company, D.P.U. 84-145-A at 26 (1985).

The Department has cautioned utility companies that, as they bear the burden of
demonstrating the propriety of additions to rate base, failure to provide clear and cohesive
reviewable evidence on rate base additions increases the risk to the utility that the Department

will disallow these expenditures. Massachusetts Electric Company, D.P.U. 95-40, at 7

(1995); D.P.U. 93-60, at 26; The Berkshire Gas Company, D.P.U. 92-110, at 24 (1993); see

also 376 Mass. 294, 304; Metropolitan District Commission v. Department of Public

Utilities, 352 Mass. 18, 24 (1967).56 In addition, the Department stated that

In reviewing the investments . . . that were made without a cost-benefit
analysis, the [c]lompany has the burden of demonstrating the prudence of each
investment proposed for inclusion in rate base. The Department cannot rely on
the unsupported testimony that each project was beneficial at the time the
decision was made. The [c]Jompany must provide reviewable documentation
for investments it seeks to include in rate base.

D.P.U. 92-210, at 24.

6. Analysis and Findings

The Company reported a total of $666,765,966 in rate base additions and $61,642,590
in cost of removal for a combined capital investment total of $728,408,555 from July 1,

2015, through December 31, 2017 (Exhs. NG-PCE-1, at 6; NG-PCE-2, at 1, 61; NG-PCE-3

%6 The burden of proof is the duty imposed on a proponent of a fact whose case requires

proof of that fact to persuade the fact finder that the fact exists, or where a
demonstration of non-existence is required, to persuade the fact finder of the
non-existence of that fact. D.T.E. 03-40, at 52 n.31, citing D.T.E. 01-56-A at 16;
Fitchburg Gas and Electric Light Company, D.T.E. 99-118, at 7 (2001).
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(CY 2015), (CY 2016), (CY 2017); DPU-NG 25-7). As noted above, National Grid groups
its capital projects into three categories: (1) specific projects; (2) blanket projects; and

(3) program or other annual projects (Exhs. NG-PCE-1, at 6; NG-PCE-2). National Grid
reported 1,165 specific projects for $375,530,691; 64 blanket projects for $221,035,588; and
47 program projects for $70,199,686 (Exhs. NG-PCE-3 (CY 2015), (CY 2016), (CY 2017);
DPU-NG 25-7).

In support of its capital additions, the Company provided a summary spreadsheet of
all projects placed into service between July 1, 2015, and December 31, 2017, categorized by
project number, project type, description, and plant in service and cost of removal dollars by
calendar year (Exh. NG-PCE-2). Additionally, National Grid provided documentation
supporting project sanctions, re-sanctions, closure papers, and variance analyses
(Exhs. NG-PCE-2; NG-PCE-3 (CY 2015), (CY 2016), (CY 2017)). Finally, National Grid
responded to several Department information requests seeking more information on and
clarification of the supporting documentation (see, e.g., Exhs. DPU-NG 25-9;

DPU-NG 25-12; DPU-NG 25-20; DPU-NG 25-23).

National Grid maintains a written delegation of authority, policy, and written
sanctioning procedures for specific, blanket, and program projects (Exhs. AG 13-28 & Atts.;
AG 13-29, Att.). The Company also provides explanations of the procedures and paperwork
required for projects (Exh. NG-PCE-3 (CY 2015), at 34-48). Costs and spending for
specific projects are approved at the outset of project implementation and during construction

of the specific project through the re-authorization process, if necessary (Exh. NG-PCE-3
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(CY 2015), at 23). Specific projects are initially authorized with either an investment grade
or conceptual estimate following preliminary engineering (Exh. NG-PCE-3 (CY 2015),
at 26). Reauthorization is required if the project cost is expected to exceed the estimate plus
an approved tolerance (Exh. NG-PCE-3 (CY 2015), at 26-27). In contrast, costs and
spending for blanket and program projects are approved by fiscal year (Exh. NG-PCE-3
(CY 2015), at 23). Reauthorization is generally not required for blanket and program
projects if the forecast is trending towards exceeding the approved amount (Exh. NG-PCE-3
(CY 2015), at 42). Rather, the closure paper will note reasons for over-spend within
categories, and the Company will adjust estimation and spending processes accordingly
(Exh. NG-PCE-3 (CY 2015), at 42-43).

In managing projects, a project or program manager manages and balances both
project cost and project schedule, within a total project cost (Exh. NG-PCE-3 (CY 2015),
at 22). Additionally, the resource planning group monitors projects monthly against
authorized levels (Exh. NG-PCE-3 (CY 2015), at 27). For specific projects, National Grid
provides an explanation of variances between approved spending and total spending to date
for those specific projects with spending variances greater than twenty percent
(Exh. NG-PCE-3 (CY 2015), at 23, 25). For blanket and program projects, National Grid
provides an explanation of variances between approved fiscal year spending and actual fiscal
year spending (Exh. NG-PCE-3 (CY 2015), at 24).

Based on the review of National Grid’s project authorization policies, the Department

determines that National Grid’s project authorization and review policies are appropriate.
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Additionally, the Department finds that the Company has provided sufficient and reviewable
evidence demonstrating that it has controlled costs. The Department has also reviewed the
documentation provided for the projects National Grid proposes to include in rate base, and
we find that the project costs were prudently incurred and that the projects are used and
useful. Therefore, the Department will include the Company’s proposed capital additions
placed in service between July 1, 2015, and December 31, 2017, in rate base. In addition,
the Department accepts the Company’s proposal to adjust rate base to reflect a September 30,
2019, rather than December 31, 2017, net plant balance for CIRM investments placed into

service between July 1, 2015, and December 31, 2017.

C. Prepayments

1. Introduction

As of the end of the test year, National Grid recorded $1,445,404 in prepayments,
including expenses related to energy efficiency, life insurance, rent, lease, property taxes,
and Department assessments (Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 1, 5). National Grid
proposed to include a 13-month average of prepayments in rate base, equal to $2,088,555,
composed of the monthly balances of prepayments from December 2016 through
December 2017 (Exhs. NG-RRP-1, at 94; NG-RRP-2 (Rev. 4), Sch. 11, at 1, 5;
DPU-NG 17-26). Thus, the Company proposed an adjustment of $643,151 to rate base

(Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 5).
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2. Positions of the Parties

a. Attorney General

The Attorney General argues that the Department should continue its well-established
precedent and deny the Company’s request to include prepayments in rate base (Attorney
General Brief at 18-19, citing D.P.U. 10-55, at 212-213; D.P.U. 93-60, at 60; Boston Gas

Company, D.P.U. 88-67 (Phase I) at 62-63 (1988); Western Massachusetts Electric

Company, D.P.U. 84-25, at 60-61 (1984); Attorney General Reply Brief at 5). The
Attorney General also asserts that the Company was unable to cite to any precedent since
1984 where the Department has allowed the inclusion of prepayments in rate base (Attorney
General Reply Brief at 4, citing Company Brief at 160-164).

The Attorney General asserts that the Department should deny the request for several
additional reasons (Attorney General Brief at 17). First, the Attorney General maintains that
customers already pay for the cash working capital associated with each of the expenses
included in the prepayment balance (Attorney General Brief at 17, citing Exh. NG-RRP-3
(Rev. 2), at 2a; Tr. 15, at 1818-1819). Second, the Attorney General purports that National
Grid did not demonstrate that all prepayments are necessary and provide benefits to
customers (Attorney General Brief at 17, citing Tr. 9, at 1300-1301). Third, the Attorney
General contends that, if granted prepayments, National Grid will be charging customers
twice for energy efficiency expenses because the Company already has separate, fully
reconciling charges to recover energy efficiency costs (Attorney General Brief at 17, citing

Tr. 9, at 1313-1314). Finally, according to the Attorney General, granting prepayments
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would create an imbalance in rate base by allowing the Company to add expenses that are
prepaid but not subtract expenses that involve a delay in payment, including reserves for
general liability, auto claims, and worker’s compensation claims (Attorney General Brief

at 17-18, citing Exh. AG 1-63). Thus, the Attorney General argues that the Department
should deny the Company’s request to include prepayments in rate base and reduce the
Company’s rate base by $2,088,555 (Attorney General Brief at 18-19). Alternatively, the
Attorney General proffers that, if the Department allows the Company to include
prepayments in rate base, the Department should also require the Company to deduct the
test-year-end balances of insurance reserves, equal to $9,193,269, from rate base to maintain
a balanced ratemaking treatment (Attorney General Brief at 18, citing Tr. 9, at 1302-1303;

Attorney General Reply Brief at 4-5).

b. Company

National Grid contends that its prepayments, associated with energy efficiency, life
insurance, rent, lease, property tax, and Department assessment expenses, are properly
included in rate base (Company Brief at 161-163). National Grid explains that it has met the
Department’s two-part standard of review for the inclusion of prepayments in rate base
(Company Brief at 161, citing D.P.U. 88-67 (Phase I) at 62; D.P.U. 84-25, at 60-61; Essex

County Gas Company, D.P.U. 87-59, at 25 (1987)).

The Company argues that, in compliance with the standard of review, it has
demonstrated that its lead-lag study does not include prepayments associated with energy

efficiency programs, life insurance, rent, lease, or Department assessments (Company Brief
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at 163, citing Exhs. DPU-NG 17-23; DPU-NG 17-24; AG 3-6; Tr. 15, at 1814;
RR-DPU-35). The Company notes that, while the lead-lag study does reflect property tax
payments before the midpoint of the service period, the Company’s prepaid property tax
balances relate only to the portion of property tax assessments paid over the amount incurred
during the applicable tax period (Company Brief at 163, citing Exhs. DPU-NG 17-24;
DPU-NG 17-28). Thus, National Grid claims that the Attorney General’s allegation that it
will be double-recovering prepayment costs through cash working capital is incorrect and
should be disregarded (Company Brief at 163).

The Company also contends that, in compliance with the standard of review, it has
demonstrated that its prepayments provide benefits to customers (Company Brief at 161,
citing Exh. NG-RRP-Rebuttal-1, at 13-15; RR-DPU-35). National Grid maintains that,
because there are numerous calls on the Company’s financial resources, the decision to
prepay an expense at all indicates that there was a benefit to be gained by doing so (Company
Brief at 161, citing RR-DPU-35). Additionally, National Grid claims that energy efficiency
prepayments yield benefits to customers because the Company procures the most
advantageous agreements by agreeing to prepay these expenses (Company Brief at 162, citing
Exh. DPU-NG 17-30; Tr. 15, at 1796-1798). The Company adds that the separate
reconciling mechanism only recovers program expenses and does not recover prepaid cash
amounts, contrary to the Attorney General’s accusation that the Company is double
recovering these expenses (Company Brief at 162-163). National Grid continues that

prepaying life insurance, rent, and lease expenses benefits customers because it prevents the
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customers from being charged vendors’ implicitly or explicitly added carrying costs
associated with anticipated collection lag (Company Brief at 161-162, citing RR-DPU-35).
According to the Company, prepayments of Department assessments benefit customers
because the Department gains access to the funds, which are used to regulate the operations
of the Company and other utilities, earlier (Company Brief at 161, citing RR-DPU-35).
Finally, National Grid contends that prepaying property taxes prevents customers from
paying penalties and interest payments that are assessed if the payment is not received in
advance of the due date (Company Brief at 162, citing RR-DPU-35).

In response to the Attorney General’s claim that the Company does not subtract
insurance reserves, National Grid maintains that there is record evidence to the contrary
(Company Brief at 163, citing Tr. 15, at 1306). National Grid asserts that it does not include
these items in rate base, and it only receives compensation from customers through rates on a
cash basis, after claims are made (Company Brief at 164). Thus, the Company requests that
the Department disregard the Attorney General’s recommendation (Company Brief at 164).

3. Analysis and Findings

The Department has previously found that, in the absence of evidence that
prepayments provide benefits to ratepayers, they are to be excluded from rate base because
they are but one of a myriad of positive and negative offsets that are recognized in a
company’s cash working capital allowance. D.P.U. 10-55, at 212-213; D.P.U. 93-60, at 60;
D.P.U. 88-67 (Phase I) at 62-63; D.P.U. 84-25, at 60-61. The Department has also stated

that, should a company wish to include prepayments as a separate rate base item, it should
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also file a full lead-lag study that specifically excludes prepayments. D.P.U. 88-67 (Phase I)
at 62-63. Therefore, we will evaluate National Grid’s proposal to include prepayments in
rate base by first determining whether the Company (1) excluded prepayments from its
lead-lag study and (2) demonstrated that the prepayments yield direct benefits to ratepayers.
First, however, we will address energy efficiency prepayments separately.

Of the $2,088,555 proposed prepaid balance, energy efficiency prepayments account
for $1,793,023 (see Exh. DPU-NG 17-28, Att.).”” An Act Relative to Green Communities,
St. 2008, c. 169, specifies that energy efficiency-related costs must be collected through a
fully reconciling mechanism, and the Department has approved the energy efficiency
surcharge for this purpose. G.L. c. 25, §§ 19(a), 21(b)(2)(vii); D.P.U. 08-50-B, Guidelines,
Section 2.9, 3.2.1; D.P.U. 15-155, at 143 & M.D.P.U. 1340. The Company acknowledges
that the energy efficiency recovery factor recovers National Grid’s energy efficiency expenses
(Tr. 7, at 975-976). National Grid, however, states that the mechanism does not allow the
Company to recover costs until they are expensed, and, as such, prepaid expenses are
appropriately included in base distribution rates (Tr. 7, at 975-976). The Department
disagrees. The Department has repeatedly found that costs that have their own reconciling
mechanism should be excluded from base distribution rates. D.P.U. 15-155, at 143-144;

D.P.U. 88-67 (Phase I) at 77-78; D.P.U. 87-59, at 6. Accordingly, the Department

> Taking the 13-month average of the prepaid services — energy efficiency balances

listed in Exhibit DPU-NG 17-28 yields $1,793,023.
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disallows the inclusion of the energy efficiency prepayment in rate base and reduces the
Company’s rate base by $1,793,023.
Turning to the other proposed prepayments, National Grid provided detailed discovery
responses and oral testimony supporting the computation of its lead-lag study
(Exhs. DPU-NG 17-23; DPU-NG 17-24; DPU-NG 17-25; Tr. 7, at 977-978). The Company
explicitly excluded prepayments related to energy efficiency, insurance, rent, lease, and
Department assessments (Exhs. DPU-NG 17-23; DPU-NG 17-24; DPU-NG 17-25; Tr. 7,
at 977-980). Although the lead-lag study does reflect some property tax payments before the
midpoint of the service period, the prepaid balance for which the Company requests recovery
only relates to the portion of property tax assessments paid above and beyond the amount
incurred during the applicable tax period (Exh. DPU-NG 17-24). Accordingly, the
Department is satisfied that the Company has excluded prepayments from the lead-lag study.
Next, we evaluate whether the Company has demonstrated direct ratepayer benefits
from each of the following prepayment categories: insurance; rent; lease expense; property
taxes; and Department assessments. Regarding insurance, rent, and lease expense, the
Company testified that some vendors might require prepayment for their services (Tr. 15,
at 1801). Additionally, the Company offered that prepaying the expenses may result in the
vendor waiving implicit or explicit carrying costs associated with anticipated collection lag,
but the Company did not provide the Department with a quantification of those savings
(RR-DPU-35). The Department has previously found that while prepayments may be a

requirement of a particular vendor, it is difficult to ascertain the benefit to ratepayers.
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D.P.U. 87-59, at 25. As such, the possibility that National Grid’s insurance, rent, and lease
expense vendors may require prepayments is irrelevant to the instant question of whether the
prepayments yield direct ratepayer benefits. Given that National Grid did not provide a
quantification of the savings that may or may not occur with the prepayments, the
Department finds that the Company has not demonstrated direct ratepayer benefits. In the
absence of evidence that accurately represents the benefit that ratepayers receive from a
prepayment, we find that the Company’s proposed inclusion of insurance, rent, and lease
expense prepayments in rate base must be disallowed. D.P.U. 87-59, at 25; D.P.U. 84-25,
at 60-61. Of the $2,088,555 proposed prepaid balance, insurance, rent, and lease expense
prepayments account for $220,035 (see Exh. DPU-NG 17-28).”® Accordingly, the
Department reduces the Company’s rate base by $220,035.

Regarding property taxes, National Grid offered that it commonly takes an extended
period of time for payments to be recorded by respective municipalities, and prepaying
avoids potential penalties that are assessed if the payment is not received in advance of the
due date (RR-DPU-35). Again, the Department finds that the Company’s provision of
un-quantified, potential penalties is not a sufficient demonstration of direct ratepayer benefits.

D.P.U. 87-59, at 25; D.P.U. 84-25, at 60-61. Of the $2,088,555 proposed prepaid balance,

o8 Taking the sum of each of the thirteen-month averages of the prepaid life insurance,

prepaid rent, and prepaid long-term lease balances listed in Exhibit DPU-NG 17-28
yields $220,035.
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property tax expense prepayments account for $2,795 (see Exh. DPU-NG 17-28).%
Accordingly, the Department reduces the Company’s rate base by $2,795.

Regarding Department assessments, National Grid explained that the amount of the
assessment levied on the Company does not change with prepayment (RR-DPU-35). As
such, the Department finds that the Company has not demonstrated direct ratepayer benefits
from prepaying Department assessment expenses and disallows their proposed inclusion in
rate base. Of the $2,088,555 proposed prepaid balance, Department assessment prepayments
account for $72,702 (see Exh. DPU-NG 17-28).% Accordingly, the Department reduces the
Company’s rate base by $72,702.

In conclusion, the Department reduces National Grid’s rate base by $2,088,555
related to prepayments. Because the Department has excluded prepayments from rate base, it
is necessary to re-introduce these items to the cash working capital calculations to ensure
National Grid is adequately compensated for the use of its funds. The adjustment to cash
working capital will be addressed in Section III.D.3., below.

D. Cash Working Capital Allowance

1. Introduction

In their day-to-day operations, utilities require funds to pay for expenses incurred in

the course of business, including O&M expenses. These funds are generated internally by a

> Taking the 13-month average of the prepaid property tax balances listed in

Exhibit DPU-NG 17-28 yields $2,795.

60 Taking the 13-month average of the prepaid Department assessment balance listed in

Exhibit DPU-NG 17-28 yields $72,702.
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company or through short-term borrowing. Department policy permits a company to be
reimbursed for costs associated with the use of its funds or for the interest expense incurred

on borrowing. D.P.U. 96-50 (Phase I) at 26, citing Western Massachusetts Electric

Company, D.P.U. 87-260, at 22-23 (1988). This reimbursement is accomplished by adding
a cash working capital component to the rate base calculation.

Cash working capital costs have been determined through either the use of a lead-lag
study or a conventional 45-day O&M expense allowance. D.T.E. 03-40, at 92. In the
absence of a lead-lag study, the Department has previously relied on a 45-day convention as
reasonably representative of O&M working capital requirements. D.T.E. 05-27, at 98;
D.P.U. 88-67 (Phase I) at 35.°" The Department has expressed concern that the 45-day
convention, first developed in the early part of the 20" century, may no longer provide a
reliable measure of a utility’s working capital requirements. D.T.E. 03-40, at 92, citing

Fitchburg Gas and Electric Light Company, D.T.E. 98-51, at 15 (1998); D.P.U. 96-50

(Phase I) at 27. In recent years lead-lag studies have resulted in savings for ratepayers by
reducing the cash working capital requirement below the 45-day convention. Fitchburg Gas

and Electric Light Company, D.P.U. 11-01/D.P.U. 11-02, at 163 (2011), citing New

England Gas Company, D.P.U. 10-114, at 108 (2011); D.P.U. 10-70, at 78; D.P.U. 10-55,

at 204-205; D.P.U. 09-39, at 114; D.P.U. 09-30, at 151-152; New England Gas Company,

61 When a fully developed and reliable lead-lag study is not available, FERC applies a

45-day convention to determine the cash working capital allowance. Carolina Power
and Light Company, 6 FERC ¢ 61,154, P 61, 296 (1979). As a result, companies
occasionally refer to the 45-day convention as the “FERC convention.” Fitchburg
Gas and Electric Light Company, D.P.U. 11-01/D.P.U. 11-02, at 150 n.81 (2011).
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D.P.U. 08-35, at 38 (2009); D.T.E. 05-27, at 99-100. For those reasons, the Department
requires all electric and gas companies serving more than 10,000 customers to conduct a fully
developed and reliable O&M lead-lag study. D.P.U. 11-01/D.P.U. 11-02, at 164.

National Grid conducted a lead-lag study to determine its cash working capital
requirements (Exhs. NG-RRP-1, at 95, 105; NG-RRP-3). Consistent with the lead-lag study
conducted in D.P.U. 09-39, at 108, the cash working capital associated with purchased
power expense will be recovered through the Company’s basic service cost adjustment
provision, and the cash working capital associated with other operating expenses will be
recovered through inclusion in the Company’s rate base (Exhs. NG-RRP-1, at 74;
NG-RRP-3). The Company initially proposed a cash working capital allowance for other
operating expenses of $71,478,512 using a net lead-lag factor of 6.83 percent, or 24.93 days
(Exhs. NG-RRP-1, at 105-106; NG-RRP-3, at 1; DPU-NG 17-35, Att.).** Throughout the
course of the proceeding, the Company updated its proposed cash working capital allowance
to account for changes in its operating expenses and municipal taxes (Exh. NG-RRP-3
(Rev. 4)). The Company ultimately proposed a cash working capital allowance of
$70,006,225, using a net lead-lag factor of 6.78 percent, or 24.75 days (Exhs. NG-RRP-3

(Rev. 4), at 1; NG-RRP-5 (Rev. 4), at 7).%

62 The Company reported a total distribution working capital requirement of

$71,478,512 from a total dollar amount of $1,046,832,162 resulting in a cash working
capital factor of 6.83 percent, which equates to 24.93 days (6.83 percent * 365 days
in a year) (Exh. NG-RRP-3, at 1).

63 The Company reported a total distribution working capital requirement of

$70,006,225 from a total dollar amount of $1,032,904,596 resulting in a cash working
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To determine its proposed cash working capital allowance, National Grid first

identified the following expense categories: (1) purchased power expense; (2) contract

termination charges;64 (3) O&M expense; (4) transmission expense; (5) municipal taxes;

(6) federal unemployment taxes; (7) state unemployment taxes; (8) Federal Insurance

Contributions Act (“FICA”) expense (both weekly and monthly);65 (9) FICA and federal

withholding (weekly and monthly); (10) state income tax withholding (weekly and monthly);

and (11) incentive thrift (weekly and monthly)*® (Exhs. NG-RRP-1, at 105-106; NG-RRP-3

(Rev. 4), at 1). The Company then determined a dollar-weighted period of time between the

end date for the receipt of service from the supplier and the payment date, producing expense

64

65

66

capital factor of 6.78 percent, which equates to 24.75 days (6.78 percent * 365 days
in a year) (Exh. NG-RRP-3 (Rev. 4), at 1).

The contract termination charges resulted from a FERC-approved wholesale settlement
that restructured the wholesale contractual relationship between New England Power
Company and MECo in the context of restructuring the electric utility industry in
Massachusetts. New England Power Company terminated its all-requirements
contractual agreement with MECo in exchange for the payment of contract
termination charges by MECo. New England Power Company, FERC Docket

Nos. ER97-678-000 (1997) and ER98-6-000 (1998); New England Power
Company/Massachusetts Electric Company/Nantucket Electric Company,
D.P.U./D.T.E. 97-94, at 11 (1998).

Under FICA, an employer withholds three separate taxes from employees’ wages:

(1) Social Security tax; (2) Medicare tax; and (3) Medicare surtax. 26 U.S.C.
Chapter 21. FICA also requires that the employer pay a matching employer share of
(1) Social Security tax and (2) Medicare tax. 26 U.S.C. Chapter 21.

The incentive thrift plan expense adjustment relates to the cost charged to O&M for
the employer’s match for employee 401(k) plan contributions (Exh. NG-RRP-1,

at 32). The 401(k) plan matching contribution applies to the Company’s employees,
and to NGSC and other affiliated company employees who charge time to the
Company (Exh. NG-RRP-1, at 32).
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lag factors as a percentage of total days in a calendar year ranging between a negative
3.42 percent for municipal taxes and 23.01 percent for federal unemployment tax
(Exhs. NG-RRP-1, at 105-106; NG-RRP-3 (Rev. 4), at 13, 14).

Next, National Grid developed separate revenue lags for MECo and Nantucket
Electric representing the time delay between the mailing of customers’ bills and the receipt of
the billed revenues from customers (Exhs. NG-RRP-1, at 105-106; NG-RRP-3 (Rev. 4), at 3,
26). The revenue lags were obtained by first averaging the twelve-month balances of
accounts receivable and then dividing the result by the average monthly electric revenues,
producing collection lag components of 32.28 days associated with MECo and 23.20 days
associated with Nantucket Electric (Exhs. NG-RRP-1, at 105-106; NG-RRP-3 (Rev. 4), at 3,
26). National Grid then added a billing lag of 1.41 days, representing the average lag from
the date a meter is read for the customer’s electric usage to the date the bill is sent to the
customer (Exhs. NG-RRP-1, at 105-106; NG-RRP-3 (Rev. 4), at 3, 26). The Company also
added a service lag of 15.21 days, representing the average lag from the date between the
mid-point of the service period and the meter reading date for that service period
(Exhs. NG-RRP-3 (Rev. 4), at 3, 26; DPU-NG 16-15; DPU-NG 25-3). The sums of the
collection lags, billing lags, and service lags, represented as a percentage of the number of
days in a calendar year, are 13.40 percent for MECo’s overall expenses and 10.91 percent
for Nantucket Electric’s overall expenses (Exh. NG-RRP-3 (Rev. 4), at 3, 26).

National Grid then subtracted the respective expense lag factors determined above

from their respective revenue lag factors and then blended the results for MECo and
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Nantucket, producing consolidated cash working capital factors for each expense category
ranging between a negative 9.61 percent for federal unemployment taxes and 16.82 percent
for municipal taxes (Exh. NG-RRP-3 (Rev. 4), at 1-2b). These cash working capital factors
were then multiplied by the pro forma expense associated with these expense categories,
producing a total cash working capital allowance associated with operating expenses other
than purchased power and contract termination charges of $30,813,863 (Exh. NG-RRP-3
(Rev. 4), at 1). The Company repeated this process for transmission expenses, incentive
thrift, and tax expenses and summed these individual cash working capital allowances to
arrive at its final requested cash working capital allowance of $70,006,225 (Exh. NG-RRP-3
(Rev. 4), at 1).

2. Positions of the Parties

a. Attorney General

The Attorney General contends that the Company’s lead-lag study overstates the cash
working capital allowance (Attorney General Brief at 15). Specifically, the Attorney General
argues that the Company has inappropriately included the hardship accounts regulatory asset
in the monthly balance of accounts receivable that it uses to determine the revenue lag
portion of its net lag factor (Attorney General Brief at 15, citing Exh. NG-RRP-3).
According to the Attorney General, the Department previously granted the Company
amortization of its hardship protected accounts receivable (Attorney General Brief at 15,
citing D.P.U. 15-155, at 249-252). The Attorney General also purports that the Department

has determined that non-cash items such as depreciation and amortizations should not be
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included in the working capital allowance (Attorney General Brief at 15, citing Nantucket

Electric Company, D.P.U. 91-106/91-138-B at 5-6 (1992); Western Massachusetts Electric

Company, D.P.U. 88-250, at 20, 196 (1989)). Since the hardship protected accounts are
now a regulatory asset that is being recovered through an amortization, the Attorney General
argues that these costs should be excluded from the monthly accounts receivable balance used
to calculate the revenue lag (Attorney General Brief at 15).

The Attorney General alleges that National Grid’s new position that its initial filing
excludes these accounts, provided after the close of evidentiary hearings, is not sufficient
(Attorney General Reply Brief at 7, citing Company Brief at 168-169, citing
Exhs. DPU-NG 17-32 (Supp.); DPU-NG 17-33 (Supp.); RR-AG-19 (Supp.)). The Attorney
General argues that the Company’s contradictory statements call into question the validity of
its new position (Attorney General Reply Brief at 7). In particular, the Attorney General
points out that, with the Company’s new position, National Grid simultaneously asserts
(1) that removing the hardship protected accounts would be inappropriate, and (2) that its
lead-lag study effectively eliminates hardship protected accounts (Attorney General Reply
Brief at 7, citing Company Brief at 168). Additionally, the Attorney General posits that
National Grid cannot simultaneously claim that the hardship protected accounts included in

the study are “fully offset” by the credit amount in Account 144%" and that the amounts in

67 The FERC system of accounts applicable to electric utilities are set forth at 18 CFR

Subchapter C, Part 101, “System of Accounts Prescribed for Public Utilities and
Licensees Subject to the Provisions of the Federal Power Act.” Account 144 is
“accumulated provision for uncollectible accounts - credit.”
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Account 144 are “estimates” of customer accounts receivable that will not be collected
(Attorney General Reply Brief at 7). Rather, the Attorney General maintains that National
Grid provided the lead-lag study removing the hardship protected accounts in response to a
record request (Attorney General Brief at 15-16, citing RR-AG-19, Att. 2). Accordingly, the
Attorney General recommends that the Department reject National Grid’s proposed lead-lag
study that includes the hardship protected accounts and instead use the lead-lag study
provided in response to her record request (Attorney General Brief at 15, citing RR-AG-19,

Att. 2; Attorney General Reply Brief at 6).

b. Company

National Grid contends that it did not make any adjustment to its lead-lag study to
account for the recovery of hardship protected accounts receivable aged greater than 360 days
(Company Brief at 166, citing Exh. NG-RRP-1, at 106). The Company asserts that it did not
make any adjustment because the recovery of a cash working capital allowance and historic
balances of hardship protected accounts receivable serve distinct ratemaking purposes
(Company Brief at 1, 66, citing Exhs. NG-RRP-1, at 106; DPU-NG 17-32; DPU-NG 17-32
(Supp.)). National Grid maintains that the cash working capital allowance, which includes a
revenue lag measured using historical data, compensates the Company for the “float” that it
must fund on a day-to-day basis,®® while the amortization of test-year hardship accounts

receivables aged greater than 360 days provides recovery of historical amounts that have no

68 In this context, “float” generally means the delays by a bank in processing checks

between receipt and funds clearance in the account.
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other cost of service mechanism by which to be recovered (Company Brief at 166-167).
National Grid contends that the amortization of hardship protected accounts receivable does
not alter the relationship between sales and the accrual and eventual payment of accounts
receivable related to sales (Company Brief at 167, citing Exh. DPU-NG 17-32).

In response to the Attorney General, National Grid offers that, in addition to the two
categories having distinct ratemaking purposes, the Company employs the same billing and
collection practices for hardship protected accounts as it does all other customer accounts
(Company Brief at 167-168, citing Tr. 15, at 1804, 1807). The Company, therefore,
contends that removing the hardship protected accounts would make the revenue lag
calculation, and the resulting cash working capital allowance, unrepresentative of the actual
and necessary cash working capital allowance (Company Brief at 168, citing Tr. 15, at 1804,
1807). Additionally, National Grid alleges that it uses the monthly balances of accounts
receivable in Account 142,69 net of the monthly balance of the accumulated provision for
uncollectible accounts-credit in Account 144 to arrive at the accounts receivable balance used
in its lead-lag study, thus, effectively eliminating the hardship protected accounts receivables
to which the Attorney General objects (Company Brief at 168-169, citing
Exhs. DPU-NG 17-32 (Supp.); DPU-NG 17-33 (Supp.); RR-AG-19 (Supp.); Company Reply
Brief at 86). National Grid contends that the Attorney General’s recommendation would

result in an inconsistent and unrealistic calculation of the revenue lag and the cash working

69 Under the applicable FERC Uniform System of Accounts, Account 142 is “customer

accounts receivable.”
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capital allowance and that the Department should reject it (Company Brief at 169-170;
Company Reply Brief at 86-87).

3. Analysis and Findings

The Attorney General argues that the Department should adjust the Company’s cash
working capital allowance to remove any recovery of hardship protected accounts receivable
balance aged greater than 360 days. The Attorney General made a similar argument in the
Company’s previous base distribution rate case. D.P.U. 15-155, at 140-141. In that case,
the Department approved the Company’s proposal to amortize the test-year balance of
hardship protected accounts aged greater than 360 days. D.P.U. 15-155, at 143, 250-251.
The Department determined that there was no need to recalculate the revenue lag because, to
the extent that the amortization recovery might affect the revenue lag, any changes would be
incorporated in future cash working capital studies. D.P.U. 15-155, at 143.

National Grid explained that, to implement the approved amortization, it created a
regulatory deferral and credited both revenues and the deferral each month
(Exh. DPU-NG 17-34). Neither the creation of a regulatory deferral nor the crediting of the
deferral and revenues accounts results in any changes to the status of hardship protected
accounts, the balances of overdue payments, or the number of days the balances are past due,
which are the metrics captured by the revenue lag calculation (Exh. DPU-NG 17-34). As
such, absent a specific ratemaking adjustment, the process of recovering amortized hardship

protected accounts receivable balances does not have any impact on the revenue lag
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calculations performed to arrive at the cash working capital allowance. The Department will
determine now whether such a ratemaking adjustment is warranted.

The Department’s standard on cash working capital is intended to allow a utility to
recover legitimate working capital expense outlays that must be made while waiting for
collection of revenues. D.P.U. 93-60, at 47-48. Additionally, if the cash working capital
requirements are determined through a lead-lag study, all cash items are included in the
lead-lag study. D.P.U. 88-250, at 18-20. The Department has held that non-cash items,
such as depreciation expense, deferred income taxes, amortization, investment tax credits,
and gains/losses on the sale of utility property, are not normally included in the lead-lag
study. D.P.U. 88-250, at 18-20. Once an amortization is granted for hardship protected
accounts receivables aged greater than 360 days, the data associated with those accounts,
including the outstanding balances and the collection lags, become inextricably linked to an
amortization. Further, although National Grid maintains that amortizations and the cash
working capital allowance serve different regulatory purposes, the Department is not
convinced that this specific amortization, which grants dollar-for-dollar recovery of balances
whose data have a direct impact on the calculations that determine working capital
requirements, is wholly unrelated to the Company’s working capital needs. Therefore, the
Department finds that companies for whom the Department has approved amortization of
hardship protected accounts receivables aged greater than 360 days must also exclude all such

accounts from their lead-lag studies and resulting cash working capital allowance calculations.
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In accordance with the above finding, the Department seeks to derive the cash
working capital allowance using a lead-lag study that excludes hardship protected accounts
receivable balances aged greater than 360 days. National Grid stated for much of the
proceeding that it did not adjust its lead-lag study to exclude hardship protected accounts
receivable and that it would be inappropriate to do so (Exhs. NG-RRP-1, at 106-107;
DPU-NG 17-32; DPU-NG 17-33; DPU-NG 17-34; Tr. 15, at 1803-1804; RR-AG-19). In
investigating the propriety of including hardship protected accounts receivable balances aged
greater than 360 days in the lead-lag study, the Department and the Attorney General
solicited, and the Company provided, illustrative versions of the lead-lag study that excluded
hardship protected accounts (Exh. DPU-NG 17-33, Att. 1; RR-AG-19, Att. 2).

In response to a Department record request, however, National Grid informed the
parties that its direct testimony, information request responses, oral testimony, and previous
record request responses were incorrect because its initial filing revenue lag calculation did
subtract some portion of hardship protected accounts receivable data (RR-DPU-34; see also
Exhs. DPU-NG 17-32 (Supp.); DPU-NG 17-33 (Supp.); RR-AG-19 (Supp.)). National Grid
now represents that its proposed lead-lag study already excludes the accounts and any
responses providing illustrative lead-lag studies “excluding” the accounts actually exclude
them twice and, as such, should be ignored (RR-DPU-36). The Company elaborated that the
accounts receivable balance included in the revenue lag calculation portion of the lead-lag
study was actually a net balance of Account 142 and Account 144 (Exhs. DPU-NG 17-32

(Supp.); DPU-NG 17-33 (Supp.)). National Grid described Account 144 as the Company’s
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best estimate of the amount of customer accounts receivable that will ultimately not be
collected and asserted that the hardship protected accounts receivable balances aged greater
than 360 days are among the least likely amounts that the Company will ever collect
(Exhs. DPU-NG 17-32 (Supp.); DPU-NG 17-33 (Supp.)).

In attempting to verify National Grid’s new position, the Department discovered
differences between the lead-lag study’s December 31, 2017 balances for Account 142 and
Account 144 and the Company’s FERC Form 1 December 31, 2017 balances for
Account 142 and Account 144 (Exhs. NG-RRP-3, at 24, line 13 & 43, line 13; NG-RRP-3
(Rev. 4), at 24, line 13 & 43, line 13; WP NG-RRP-1, at 2, lines 40, 42). For example, in
the lead-lag study, Account 142 has over $100 million less than is shown in FERC Form 1
(Exhs. NG-RRP-3, at 24, line 13 & 43, line 13; WP NG-RRP-1, at 2, line 40, 42).70 The
Department was unable to investigate or reconcile these differences because National Grid
provided its new position after the close of evidentiary hearings (Exhs. DPU-NG 17-32
(Supp.); DPU-NG 17-33 (Supp.); RR-AG-19 (Supp.); RR-DPU-34; RR-DPU-36). Despite
this circumstance, it is evident that the accounts receivable balance used in the lead-lag study

removes a significant portion of accounts, likely including some or all of the hardship

70 For Account 142, the lead-lag study shows $370,582,364 and $1,542,025 for MECo
and Nantucket Electric, respectively, while the FERC Form 1 shows $471,885,881
and $2,159,883 for MECo and Nantucket Electric, respectively (Exhs. NG-RRP-3,
at 24, line 13 & 43, line 13; NG-RRP-3 (Rev. 4), at 24, line 13 & 43, line 13;

WP NG-RRP-1, at 2, lines 40, 42). For Account 144, the lead-lag study shows
$140,094,666 and $174,535 for MECo and Nantucket Electric, respectively, while the
FERC Form 1 shows $117,212,849 and $179,960 for MECo and Nantucket Electric,
respectively (Exhs. NG-RRP-3, at 24, line 13 & 43, line 13; NG-RRP-3 (Rev. 4),

at 24, line 13 & 43, line 13; WP NG-RRP-1, at 2, lines 40, 42).
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protected accounts receivable balances aged greater than 360 days (Exhs. NG-RRP-3, at 24,
line 13 & 43, line 13; NG-RRP-3 (Rev. 4), at 24, line 13 & 43, line 13; WP NG-RRP-1,

at 2, lines 40, 42). As such, the Department accepts National Grid’s proposed lead-lag study
under the explicit assumption that it excludes hardship protected accounts receivable balances
aged greater than 360 days. The Department directs National Grid to make a detailed
demonstration that it has excluded these accounts from its lead-lag study and cash working
capital calculation in the initial filing of its next base distribution rate case. The Department
also notes that any company granted amortization of hardship protected accounts receivable
balances aged greater than 360 days is expected to exclude these accounts from future
lead-lag studies and cash working capital calculations and should include detailed
documentation demonstrating this exclusion in the initial filing of its base distribution rate
case.

Finally, in accordance with the Department’s earlier directives to remove prepayments
from rate base, the Department will make a concordant adjustment to National Grid’s cash
working capital allowance. Specifically, the Department will introduce prepayments to the
lead-lag study. Introducing prepayments to the lead-lag study mainly affects the “Other
O&M” expense lead, reducing the lead from 49.72 days to 46.69 days (RR-DPU-36). This
change in the expense lead results in a Department-approved cash working capital factor of
6.83 percent (Exh. NG-RRP-3 (Rev. 4), at 1; RR-DPU-36, Att. 1). Application of the cash
working capital factor of 6.83 percent to the level of O&M and taxes other than income tax

expense authorized by this Order produces a cash working capital allowance of $70,171,861
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for the Company, which is used to calculate the Company’s revenue requirement
(Exh. NG-RRP-3 (Rev. 4), at 1; RR-DPU-36, Att. 1). The derivation of this cash working
capital allowance is provided in Schedule 6 of this Order.

IV.  CAPITAL INVESTMENT RECOVERY MECHANISM

A. Introduction

In D.P.U. 09-39, the Department approved the first iteration of the Company’s
current CIRM, which was called the capital expenditure mechanism (“CapEx Mechanism”).
The CapEx Mechanism allowed the Company to recover an annual revenue requirement on
incremental capital investments up to a $170 million cap (hereinafter referred to as the
“investment cap”). D.P.U. 09-39, at 82. Incremental capital investment for each year since
the CapEx Mechanism commenced is defined as annual capital investment less the
Company’s depreciation expense allowed in its last base distribution rate proceeding
(Exh. NG-HSG-13, Current M.D.P.U. 1303, § I (Actual Net Capital Expenditures) (Bates
Stamp 180)). National Grid calculates each investment vintage year’s revenue requirement
using an average rate base method, incorporating accumulated depreciation and accumulated
deferred income taxes (“ADIT”) associated with that vintage year’s investments
(Exh. NG-HSG-13, Current M.D.P.U. 1303, § I (Cumulative Revenue Requirement) (Bates
Stamp 180)). The CIRM does not allow for the recovery of the revenue requirement for the
first year of investments for each vintage year, and the Company recovers the revenue
requirement for the second year of each vintage year beginning March 1st of the subsequent

year (Exh. NG-HSG-13, Current M.D.P.U. 1303, § II (CapEx Factors) (Bates Stamp 181)).
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In the Company’s last base distribution rate case, the Department continued National
Grid’s CapEx Mechanism with modifications, including changing the name to CIRM.
D.P.U. 15-155, at 51-61. The Department separated the CIRM from the Company’s revenue
decoupling mechanism and approved a one-percent annual revenue cap on any increase to the
CIRM revenue requirement. D.P.U. 15-155, at 54-55. Additionally, the Department
increased the investment cap to an annual investment of $249 million and approved the
inclusion of property taxes in the calculation of the CIRM revenue requirement.
D.P.U. 15-155, at 56, 58-59, 61.

B. Company Proposal

If the Department approves the Company’s PBR proposal, National Grid proposes
only to continue the CIRM by collecting the revenue requirement on incremental capital
additions placed into service in calendar years 2018, 2019, and January through September
2020 through the CIRM factors (Exh. NG-PBRP-1, at 49). National Grid proposes to apply
the current annual investment cap of $249 million to the aforementioned investments
(Exh. NG-PBRP-1, at 49). Additionally, the Company proposes to roll into base distribution
rates all capital investments, including those above the CIRM investment cap, placed into
service in calendar years 2018, 2019, and January through September 2020 as part of the
PBR mechanism adjustments effective October 1, 2020, October 1, 2021, and October 1,
2022, respectively (Exh. NG-PBRP-1, at 49-50). National Grid proposes to cease recovery

through the CIRM factors for the current year’s revenue requirement as of October 1 each
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year and continue the reconciliation component of the mechanism (Exhs. NG-PBRP-1, at 50;
DPU-NG 19-1, Att. 1; DPU-NG 19-4; DPU-NG 19-5; DPU-NG 19-6).

In the event that the Department denies the Company’s PBR proposal or modified it to
a degree that the Company could not commit to the five-year stay-out provision, National
Grid proposes to continue the CIRM with modifications (Exh. NG-PBRP-1, at 51).
Specifically, the Company proposes to increase the annual investment cap from the cap of
$249 million to $295 million (Exhs. NG-PBRP-1, at 51; NG-PCE-1, at 12). The Company
calculated the proposed investment cap using the historical average of annual capital spending
for the past three years (Exh. NG-PCE-1, at 15). National Grid’s proposed investment cap
of $295 million reflects annual capital spending, plus the cost of removal, of $302 million in
calendar year 2015, $261 million in calendar year 2016, and $321 million in calendar year
2017 (Exhs. NG-PCE-1, at 15; NG-PCE-4).

C. Positions of the Parties

1. Attorney General

The Attorney General argues that the Department should reject National Grid’s
proposal to continue the CIRM through the end of the rate year if it is granted a PBR
mechanism because the Company will double recover costs (Attorney General Brief at 19,
citing Exh. NG-PBRP-1, at 49). The Attorney General elaborates that the initial base
distribution rates effective during the rate year are designed to recover incremental capital
investment costs, and that the PBR rate adjustments to begin at the end of the rate year

provide incremental carrying costs on the initial amount (Attorney General Brief at 19). The
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Attorney General claims that allowing the Company to extend the CIRM beyond the end of
the test year will allow the Company to recover incremental carrying costs incurred during
the rate year through both the CIRM and the PBR mechanism revenue increase (Attorney
General Brief at 20). Additionally, the Attorney General maintains that the Company’s
proposal to continue the CIRM during the PBR stay-out period flies in the face of the PBR
mechanism’s purpose and the PBR mechanism’s financial incentives (Attorney General Brief
at 20). Therefore, the Attorney General contends that, if the Department approves a PBR
mechanism, it must also end the CIRM on October 1, 2019, which is the effective date of
new base distribution rates (Attorney General Brief at 20).

The Attorney General also posits that if the Department allows National Grid to roll
any post-test-year investment into base distribution rates, it also must require National Grid
to recognize the depreciation that will be collected on existing assets during the same time
period (Attorney General Brief at 14). The Attorney General explains that, while National
Grid will incur new capital investment during the period between the test year and the end of
the rate year, it also will collect depreciation expense during this period at an annual rate of
approximately $140 million (Attorney General Brief at 12, citing Exh. NG-RRP-2, Sch. 6,
at 1). According to the Attorney General, National Grid will collect approximately
$245 million in depreciation expense between the end of the test year and the beginning of
the rate year and $385 million in depreciation expense between the end of the test year and
the end of the rate year (Attorney General Brief at 12). The Attorney General objects to the

Company’s proposal to add capital investment into rates during its PBR stay-out period
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without recognizing the accumulated depreciation recovery because it presents a one-sided
view of capital investment (Attorney General Brief at 12). The Attorney General adds that in
addition to the above depreciation collection, the process of existing assets depreciating
lowers the Company’s return on rate base, federal corporate income taxes, state business
taxes, and municipal property taxes, but the Company does not propose to include any of
these changes in rates (Attorney General Brief at 13). Thus, the Attorney General objects to
National Grid’s proposal to include post-test-year additions to rate base while failing to
recognize post-test-year deductions from rate base (Attorney General Brief at 12-13).

In conclusion, the Attorney General recommends that, if the Department allows
National Grid to roll into base distribution rates the investments made between the end of the
test year and the beginning of the rate year, it should require National Grid to reduce base
distribution rates by the accrued depreciation of $245 million (Attorney General Brief at 14).
The Attorney General recommends that, if the Department allows National Grid to roll into
base distribution rates investments made between the end of the test year and the end of the
rate year, it should require National Grid to reduce base distribution rates by the accrued

depreciation of $385 million (Attorney General Brief at 14).

2. Company

National Grid argues that its proposal to continue the CIRM if granted a PBR
mechanism is essential to create a bridge between the transition from the CIRM to the PBR
mechanism to ensure that it can make incremental investments in the distribution system to

maintain safe, reliable, and efficient electric distribution service (Company Brief at 54;



D.P.U. 18-150 Page 170

Company Reply Brief at 8). The Company maintains that the proposed transition is
consistent with Department precedent (Company Brief at 54; Company Reply Brief at 8).
Specifically, National Grid highlights the Company’s transition from the CapEx mechanism
to the CIRM in D.P.U. 15-155 as well as the transition from the targeted infrastructure
replacement factor (“TIRF”) program to the gas system enhancement program (“GSEP™)"! to
support its proposal to continue recovering through the CIRM capital additions placed into
service between the end of the test year and the end of the rate year (Company Brief at 54,
citing Exh. DPU-NG 13-6, at 2). Additionally, National Grid contends that it should be
allowed to continue the CIRM because, were it not proposing a PBR mechanism and instead
proposing to continue the CIRM, it would be allowed to recover through the CIRM capital
investments placed into service after the test year (Company Brief at 54; Company Reply
Brief at 8). The Company argues that, if it were prohibited from collecting the revenue
requirement on capital additions made in 2018, 2019, and part of 2020, it is unlikely that the
Company could or would commit to the five-year stay-out provision in its proposed PBR
mechanism (Company Reply Brief at 8). According to National Grid, premature cessation of
the CIRM eliminates its recovery of hundreds of millions of dollars and places pressure on
the Company to file a base distribution rate case during the five-year stay-out (Company

Reply Brief at 8). Therefore, the Company argues that, if the Department allows the PBR

The TIRF and GSEP are programs managed by the Company’s affiliates Boston Gas
and Colonial Gas Company subject to the Department’s jurisdiction.
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mechanism, it also should allow for a reasonable CIRM transition (Company Reply Brief
at 9).

In response to the Attorney General’s argument on rolling into base distribution rates
the costs of post-test-year and rate year plant additions recovered through the CIRM, the
Company asserts that the Attorney General’s characterization of its proposal is flawed
(Company Brief at 158). The Company maintains that its proposal is consistent with the
Department’s precedent on adjusting rate base to reflect the recovery of capital additions
made through TIRFs and GSEPs from the end of the test year to the beginning of the rate

year (Company Brief at 158, citing Boston Gas Company/Colonial Gas Company,

D.P.U. 17-170, at 43, 48 (2018)). According to the Company, the Department accepted the
proposal of the Company’s affiliates to adjust rate base to reflect accumulated depreciation
and ADIT as of the rate-year-end net plant balance on TIRF and GSEP investments to avoid
double recovery of costs associated with these projects (Company Brief at 158-159, citing
D.P.U. 17-170, at 40-41, 48). Accordingly, the Company maintains that it has made and
will make appropriate adjustments to ensure that there is no double recovery between the
CIRM and base distribution rates (Company Brief at 158-160, citing Exhs. NG-RRP-2
(Rev. 3), Sch. 1, at 3; NG-RRP-1, at 95-96; NG-PBRP-1, at 51). Therefore, the Company
asserts that the Department should disregard the Attorney General’s recommendation to roll
forward all components of rate base if the Department allows the Company to include
post-test-year and rate-year capital additions through the CIRM and PRB mechanisms

(Company Brief at 160, citing Attorney General Brief at 16).
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National Grid maintains that its alternative proposal, should the Department reject the
proposed PBR, which is to continue the CIRM with an increased investment cap, is
consistent with Department precedent (Company Brief at 54-55, citing D.P.U. 15-55,

Exh. MLR-1). The Company affirms that its requested annual investment cap of

$295 million is derived using actual, average annual capital expenditures from 2015 through
2017 per the Department’s directives in the Company’s last base distribution rate proceeding
(Company Brief at 54-55, 457, citing D.P.U. 15-55, at 56 n.31). National Grid claims a
continued need to recover incremental capital costs between base distribution rate cases,
driven by factors including declining sales, changing regulatory requirements requiring
increased or different investments, initiative to speed deployment of DER, investments to
improve storm resilience or adapt to climate change, and aging and obsolete assets (Company
Brief at 54-55, 456 citing Exh. NG-PCE-1, at 12-13, Tr. 8, at 1041).

D. Analysis and Findings

1. Introduction

In D.P.U. 07-50-A at 48, the Department recognized that full revenue decoupling for
electric companies would, all other things being equal, remove the opportunity for companies
to retain additional revenues from sales growth between base distribution rate proceedings -
revenues that companies could have used to pay for increased O&M costs, cost related to
system reliability, and capital expansion projects. D.P.U. 11-01/D.P.U. 11-02, at 73-74,
107; D.P.U. 10-70, at 47. The Department also recognized that changes in a distribution

company’s costs could arise from inflationary pressures on the prices of the goods and
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services it uses. D.P.U. 07-50-A at 49; see also D.P.U. 10-70, at 53. Accordingly, the
Department stated that, along with revenue decoupling, it would consider company-specific
proposals to adjust the target revenues to account for capital spending and inflation but that a
company would bear the burden of demonstrating the reasonableness of its proposal.

D.P.U. 07-50-A at 50; see also D.P.U. 11-01/D.P.U. 11-02, at 107-108; D.P.U. 10-70,

at 47. The Department noted that such ratemaking proposals could be similar in structure to
the PBR mechanisms that electric and gas companies had in place during the decoupling
proceeding. D.P.U. 07-50-A at 50.

In prior cases, when deciding whether to adopt a new capital cost recovery
mechanism, the Department closely examined whether the mechanism was warranted and
whether it was in the best interest of ratepayers. D.P.U. 13-90, at 36;

D.P.U. 11-01/D.P.U. 11-02, at 111; D.P.U. 10-70, at 51-52; D.P.U. 09-39, at 80-84."
The Department has allowed capital cost recovery mechanisms in cases where a company
adequately demonstrated its need to recover incremental costs associated with capital
expenditure programs between base distribution rate proceedings. D.P.U. 10-55, at 121-122,
132-133; D.P.U. 09-39, at 79-80; D.P.U. 09-30, at 133-134. Conversely, without

compelling evidence of lost growth in sales, the Department has declined to approve a capital

2 National Grid was the first electric distribution company to receive approval for a

capital cost recovery mechanism following revenue decoupling. D.P.U. 09-39,

at 80-84. Subsequently, the Department approved a capital cost recovery mechanism
for Fitchburg Gas and Electric Light Company. D.P.U. 15-80/D.P.U. 15-81, at 50.
The Department also previously rejected a capital cost recovery mechanism for
Western Massachusetts Electric Company. D.P.U. 10-70, at 52.
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cost recovery mechanism as an element of decoupling. D.P.U. 13-90, at 36;

D.P.U. 11-01/D.P.U. 11-02, at 109-111; D.P.U. 10-70, at 47; see also D.P.U. 07-50-A

at 50. The Department has found that, where a company failed to demonstrate that there
were extraordinary circumstances that prevented it from acquiring the capital necessary to
make required investments in its infrastructure, approval of a capital cost recovery
mechanism was neither warranted nor in the best interest of ratepayers.

D.P.U. 11-01/D.P.U. 11-02, at 111; D.P.U. 10-70, at 50, 52.

2. CIRM Transition

National Grid proposed, in the event that the Department approved its proposal to
implement a PBR mechanism, it continue to collect through the CIRM the revenue
requirement for capital additions placed into service between the end of the test year (i.e.,
December 31, 2017) and the end of the rate year (i.e., September 30, 2020)

(Exh. NG-PBRP-1, at 49). In Section I1.4., above, the Department approved the Company’s
proposal to implement a PBR mechanism, and, as such, we turn to whether, and to what
extent, continuation of the CIRM is appropriate.

When establishing rates for the companies under its jurisdiction, the Department relies

on historical test-year data adjusted for known and measurable changes. Eastern Edison

Company, D.P.U. 1580, at 13-17, 19 (1984); Massachusetts Electric Company, D.P.U. 136,

at 3 (1980); Chatham Water Company, D.P.U. 19992, at 2 (1980); Massachusetts Electric

Company, D.P.U. 18204, at 4 (1975); New England Telephone and Telegraph Company,

D.P.U. 18210, at 2-3 (1975); Boston Gas Company, D.P.U. 18264, at 2-4 (1975). The
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selection of a historical twelve-month period of operating data as the basis for setting rates is
intended to provide a representative level of a company’s revenues and expenses which, when
adjusted for known and measurable changes, will serve as a proxy for future operating

results. Fitchburg Gas and Electric Light Company, D.T.E. 99-118, Interlocutory Order

Regarding Scope of Proceeding and Motion to Compel Discovery at 8 (2001); Assabet Water
Company, D.P.U. 95-92, at 28 (1996); D.P.U. 84-25, at 68-69; D.P.U. 1580, at 13-17;

Ashfield Water Company, D.P.U. 1438/1595, at 3-4 (1984). Accordingly, the revenue

requirement and resulting base distribution rates approved in this proceeding are designed to
provide the Company sufficient funds to recover all of its prudently incurred distribution
costs and the underlying expenses that are not recovered through reconciling charges between
base distribution rate cases.

In establishing revenue decoupling, however, the Department stated that it would
consider company-specific proposals to adjust the target revenues to account for capital
spending and inflation, and we noted that such ratemaking proposals could be similar in
structure to the PBR mechanisms that certain electric and gas companies had in place during
the decoupling proceeding. D.P.U. 07-50-A at 50. Following the base distribution rates
established through this proceeding, the Company will annually adjust base distribution rates
in accordance with the PBR mechanism approved in this case. The PBR mechanism rate
adjustments are designed to provide the Company sufficient funds to meet its service
obligations while also providing the Company with incentives to be efficient in how it spends

these funds. D.P.U. 17-05, at 379.
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The currently effective CIRM factors went into effect on March 1, 2019, and are
recovering nine months of the 2019 revenue requirement for July to December 2015
investments; nine months of the 2019 revenue requirement for 2016 investments; nine months
of the 2019 revenue requirement for 2017 investments; and twelve months of the 2018
revenue requirement for 2017 investments. D.P.U. 18-46, at 3-4 & Exh. NG-2, at 1. The
Company proposes to increase accumulated depreciation to capture the depreciation that will
occur on those assets between the end of the test year, i.e., December 31, 2017, and the
beginning of the period in which new base distribution rates are effective, i.e., October 1,
2019 (Exh. NG-RRP-1, at 95-96). Further, the Company proposes to adjust ADIT to roll
forward deferred taxes related to pre-2018 investments recovered through the CIRM
(Exh. NG-RRP-1, at 97). The Department allowed these adjustments in Section III.B.6.,
above. The Company has incurred and will continue to incur costs for investments made
after the end of the test year, i.e., December 31, 2017, that are not included in the base
distribution service revenue requirement approved in this case, were not collected through the
CIRM, and would not be recovered through the PBR Mechanism. Accordingly, the
Department determines it is appropriate to provide National Grid with some relief to
transition from the CIRM to the PBR Mechanism. The Department finds it reasonable to
allow National Grid to continue the CIRM by collecting the revenue requirement on capital
additions placed into service in calendar year 2018 and calendar year 2019 through the CIRM
factors with the current CIRM annual investment cap of $249 million (Exh. NG-PBRP-1,

at 49). Further, the Department allows the Company to roll into base distribution rates all
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capital investments, including those above the CIRM investment cap, placed into service in
calendar year 2018 and calendar year 2019 as part of the PBR Mechanism adjustments
effective October 1, 2020, and October 1, 2021, respectively (Exh. NG-PBRP-1, at 49-50).
The Department directs National Grid to cease recovery through the CIRM factors for the
current year’s revenue requirement as of October 1 each year and to continue the
reconciliation component of the mechanism (Exhs. NG-PBRP-1, at 50; DPU-NG 19-1,
Att. 1; DPU-NG 19-4; DPU-NG 19-5; DPU-NG 19-6). To avoid any double recovery, the
Company shall adjust the PBR Mechanism revenue requirement, as recommended by the
Attorney General, for the depreciation, return on rate base, associated federal and state
income taxes, and property taxes for all existing assets ending December 31, 2018, for the
October 1, 2020 PBR Mechanism adjustment and ending December 31, 2019, for the
October 1, 2021 PBR Mechanism adjustment.

In addition, G.L. c. 164, § 941, requires the Department, in each base distribution
rate proceeding, to design rates based on equalized rates of return by customer class as long

as the resulting impact for any one customer class is not more than ten percent.73 The

3 An Act Relative to Competitively Priced Electricity in the Commonwealth, St. 2012,

c. 209, § 20, inserted G.L. c. 164, § 94I:

In each base distribution rate proceeding conducted by the [D]epartment under
Section 94, the [D]epartment shall design base distribution rates using a
cost-allocation method that is based on equalized rates of return for each
customer class; provided, however, that if the resulting impact of employing
this cost-allocation method for any [one] customer class would be more than
[ten] percent, the [D]epartment shall phase in the elimination of any cross
subsidies between rate classes on a revenue neutral basis phased in over a
reasonable period as determined by the [D]epartment.
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Department reaffirms its rate structure goals that are designed to result in rates that are fair
and cost-based and enable customers to adjust to changes. D.P.U. 15-80/D.P.U. 15-81,

at 298; Bay State Gas Company, D.P.U. 13-75, at 333 (2014); Bay State Gas Company,

D.P.U. 12-25, at 447 (2012); D.P.U. 09-39, at 404. In this instance, the Department
considers the PBR rate adjustments, which include the CIRM roll-ins, to be a change to base
distribution rates where the ten-percent cap for any one customer class as a result of the
change in revenue requirement is applicable. Accordingly, the Department directs the
Company, in its first and second annual PRB Mechanism filings, to evaluate its proposal to
determine whether the resulting impact for any one customer class is no more than ten
percent, and if so, to propose a change that is in compliance with G.L. c. 164, § 941.

We emphasize the importance of the Company providing systematic, ample, and
contemporaneous documentation of all 2018 and 2019 plant additions in its CIRM filings that
it seeks to roll into the PRB mechanism. A failure to provide clear, cohesive, and
reviewable evidence demonstrating eligibility in a timely manner may result in disallowance

of these costs in the PBR mechanism. Grid Modernization,

D.P.U. 15-120/D.P.U. 15-121/D.P.U. 15-122, at 221 (2018); D.P.U. 95-40, at 7;

D.P.U. 93-60, at 26-27; D.P.U. 92-210, at 24. The Department, therefore, expects the
Company to provide a timely, organized, clear, and comprehensive filing of all supporting
documentation of such 2018 and 2019 costs, which includes, but is not limited to (1) project
descriptions, (2) project sanctioning papers, (3) construction work orders, (4) project closure

reports, (5) variance analyses explaining the reasons for cost overruns and for demonstrating
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prudency, and (6) a summary of all proposed projects. Finally, the Department directs the
Company in its compliance filing to adjust its PBR adjustment formula and modify its
proposed PBR provision to incorporate the above directives (Exh. NG-HSG-13, Proposed
M.D.P.U. No. 1400 (Bates Stamp 285)).

V. EXCESS ADIT

A. Introduction and Relevant Procedural History

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (“2017 Tax Act”) was
signed into law.” Among other things, the 2017 Tax Act reduced the federal corporate
income tax rate from 35 percent to 21 percent, effective January 1, 2018. Pub. L.

No. 115-97, § 13001. On February 2, 2018, the Department, pursuant to G.L. c. 164,
§§ 76, 93, 94 and G.L. c. 165, §§ 2, 4, opened an investigation into the effect on rates of
the decrease in the federal corporate income tax rate on the Department’s regulated utilities.

Effect of Reduction in Federal Income Tax Rates on Rates Charged by Electric, Gas, and

Water Companies, D.P.U. 18-15 (February 2, 2018).75

The Department determined, among other things, that for certain regulated utilities,
including the Company, the reduction in the federal corporate income tax rate resulted in
booked ADIT that was in excess of future liabilities. D.P.U. 18-15, at 4. Thus, as part of

the investigation, certain regulated utilities, including the Company, were directed to file a

Pub. L. No. 115-97, 131 Stat. 2054: An Act to provide for reconciliation pursuant to
titles II and V of the concurrent resolution on the budget for fiscal year 2018.

» For a complete background and procedural history, refer to D.P.U. 18-15-A at 1-7.
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proposal to refund to ratepayers the balance of excess ADIT as of December 31, 2017.
D.P.U. 18-15, at 5.

On December 21, 2018, the Department issued an Order addressing, among other
things, National Grid’s proposal to refund excess ADIT to ratepayers. D.P.U. 18-15-E. In
particular, the Department accepted National Grid’s estimated total excess ADIT balance of
$247,688,553 (before tax gross-up) and accepted National Grid’s proposal to amortize all
protected property-related excess ADIT over an estimated 50-year average service life and to
amortize all unprotected excess ADIT over a 21-year period for MECo and a 28-year period
for Nantucket Electric. D.P.U. 18-15-E at 34-35. Further, the Department directed
National Grid to return the total estimated excess ADIT amount to ratepayers through a
“2017 Tax Act Credit Factor” to be included as a separate reconciling component in the
Company’s annual rate adjustment/reconciliation filing. D.P.U. 18-15-E at 35. The
Department determined that the credit factor would remain in effect until the excess ADIT
balance is transferred to the new rates established in the instant proceeding, unless the
Department ordered otherwise. D.P.U. 18-15-E at 36 n.31.

In addition, to the extent that National Grid’s total estimated excess ADIT included
amounts specifically associated with reconciling mechanisms, the Department directed the
Company to return those amounts through the respective reconciling mechanism and adjust

the total excess ADIT balance accordingly. D.P.U. 18-15-E at 36.7° Finally, the

7 The Department determined that this directive would remain in effect until the

Company’s next base distribution rate proceeding, unless otherwise directed by the
Department. D.P.U. 18-15-E at 36 n.32. Further, the Department directed National
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Department recognized that the estimated total excess ADIT amounts were subject to
reconciliation once audited financial statements for its fiscal year ended March 31, 2018 were
completed and once the Company determined the precise accounting method it must use to
comply with the implications of the 2017 Tax Act. D.P.U. 18-15-E at 12 n.15, 35. The
Department noted that it expected National Grid to make these determinations as soon as
practicable and to implement appropriate adjustments, supported by testimony and exhibits, in
future reconciliation filings. D.P.U. 18-15-E at 35.

During the compliance phase of D.P.U. 18-15-E, National Grid updated its total
excess ADIT balance to align with its then-recently filed income tax returns and to remove
from the 2017 Tax Credit Factor amounts associated with specific reconciling mechanisms.’’
D.P.U. 18-15-E, Compliance Filing at 2 & Att. 1 (Rev.) (January 15, 2019). With respect
to the amounts of excess ADIT associated with reconciling mechanisms, the Company
proposed to credit customers nine-twelfths of the annual amortization of excess ADIT
attributable to each particular mechanism over the time period between the effective date of
the reconciling factor and November 1, 2019, which is the date that new base distribution
rates are proposed to take effect in the instant case. D.P.U. 18-15-E, Compliance Filing
at 2. National Grid also proposed that, effective November 1, 2019, it would remove the

amortization of excess ADIT from each of the Company’s reconciling factors (with the

Grid to itemize all ADIT amounts associated with specific reconciling mechanisms in
its annual rate adjustment/reconciliation filing. D.P.U. 18-15-E at 36 n.32.

7 The Company reported a revised total excess ADIT balance of $263,806,740.

D.P.U. 18-15-E, Compliance Filing, Att. 1, at 2.
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exception of the pension adjustment factor) and credit the remaining excess ADIT to
customers through base distribution rates. D.P.U. 18-15-E, Compliance Filing at 2.

On January 28, 2019, the Department approved National Grid’s proposed “Tax Credit
Provision,” M.D.P.U. No. 1403. D.P.U. 18-15-E, Stamp Approval (January 28, 2019).
The Department determined that it would investigate in D.P.U. 18-150 the Company’s
proposal to remove the amortization of excess ADIT associated with any reconciling
mechanism from that mechanism and credit the remaining amounts through base distribution
rates effective November 1, 2019. D.P.U. 18-15-E, Stamp Approval, Hearing Officer
Memorandum (January 28, 2019). Subsequently, in the Company’s annual retail rate filing,
the Department approved the Company’s credit of excess ADIT for the period of January 1,

2019 through September 30, 2019. Massachusetts Electric Company/Nantucket Electric

Company, D.P.U. 19-05-A at 5 (June 17, 2019). The Department also determined that it
would investigate in D.P.U. 18-150 the propriety of crediting the remainder of the excess
ADIT through base distribution rates. D.P.U. 19-05-A.

B. Company Proposal

In its initial filing, National Grid proposed an annual amortization of total excess
ADIT of $6,797,006 to be included in base distribution rates, based on an excess ADIT
balance that included $247,688,552 in protected and unprotected excess ADIT
(Exhs. NG-RRP-2, Sch. 10 at 3; NG-RRP-5, at 8). During the course of the proceedings,
National Grid made several adjustments to its excess ADIT totals and proposed different

amortization periods for several classifications of its excess ADIT (Exhs. NG-RRP-2
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(Revs. 1-3), Sch. 10, at 3 & Sch. 11, at 1; DPU-NG 10-2 & Supps. 1, 2; DPU-NG 21-16;
RR-AG-20, Att. at 1). Based on the revised calculations of excess ADIT and proposed
amortization periods, National Grid now proposes an annual amortization of total excess
ADIT of $4,457,239, based on a total excess ADIT balance at September 30, 2019, of
$259,796,675 (Exhs. NG-RRP-2 (Rev. 4), Sch. 10, at 3; NG-RRP-5 (Rev. 4), at 9;
RR-AG-20, Att. at 1).

The Company’s total excess ADIT balance at September 30, 2019 of $259,796,675 is
comprised of the following: (1) $218,740,467 in protected property-related excess ADIT;
(2) a $42,930,674 net operating loss (“NOL”)”® balance, which the Company proposes to
apply as an offset to the protected property-related excess ADIT; (3) $67,843,677 in
unprotected property-related excess ADIT; (4) $15,122,667 in unprotected
non-property-related excess ADIT; and (5) $1,020,538 in unprotected excess ADIT
associated with NGSC (Exh. NG-RRP-2 (Rev. 4), Sch. 10, at 3; RR-AG-20, Att. at 1-2).”
This total excess ADIT balance includes amounts associated with the CIRM, Pension/PBOP,
solar, and smart grid pilot reconciling mechanisms (Exh. DPU-NG 10-2 (Supp. 2);

RR-AG-20, Att. at 1).

8 A business may have an NOL for tax purposes if its tax deductions for the year are

more than its business income. Internal Revenue Service (“IRS”) Publication 5318
for tax year 2018.

79 Minor discrepancies in any of the amounts appearing in this section are due to

rounding.
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With respect to amortization periods, the Company now proposes to amortize its
protected property-related excess ADIT balance over an average service life of 39 years
rather than 50 years, for an annual amortization amount of $5,613,805 (Exh. NG-RRP-2
(Rev. 4), Sch. 10, at 3). Further, the Company proposes to amortize its NOL balance over
approximately eight years, which produces an annual offset of $5,385,101 to be applied
against the protected property-related excess ADIT annual amortization amount
(Exh. NG-RRP-2 (Rev. 4), Sch. 10, at 3). National Grid proposes to amortize all of its
unprotected excess ADIT over the average remaining service lives of the underlying assets,
which it calculates as 20.1 years, rather than over different periods for MECo and Nantucket
Electric (Exhs. NG-RRP-1, at 101-102; NG-RRP-2 (Rev. 4), Sch. 10, at 3). This results in
an annual amortization of $3,367,562 for the Company’s unprotected property-related excess
ADIT balance and an annual amortization of $750,645 for the Company’s unprotected
non-property-related excess ADIT balance (Exh. NG-RRP-2 (Rev. 4), Sch. 10, at 3).
Finally, the Company proposes to amortize the excess ADIT associated with NGSC over
approximately 9.3 years, for an annual amortization amount of $110,328 (Exh. NG-RRP-2
(Rev. 4), Sch. 10, at 3).

Based on the above revised calculations of excess ADIT and proposed amortization
periods, National Grid’s proposes an annual excess ADIT amortization of $4,457,239
(Exh. NG-RRP-2 (Rev. 4), Sch. 10, at 3). In addition to this proposed excess ADIT pass

back, National Grid proposes an adjustment to rate base of $4,478,297 to account for the



D.P.U. 18-150 Page 185

excess ADIT amortization that will take place during the Company’s rate year ending
September 30, 2020 (Exhs. NG-RRP-2, at 97; NG-RRP-2 (Rev. 4) Sch. 11, at 1, 4).%

C. Position of the Parties

1. Attorney General

The Attorney General raises several issues with the Company’s proposed excess
ADIT-related adjustments. First, the Attorney General argues that the $15,122,667 in
unprotected non-property-related excess ADIT should be amortized over five years (Attorney
General Brief at 26; Attorney General Brief at 13). She reasons that there is no particular
logic for amortizing the unprotected non-property related excess ADIT over the average
remaining life of the assets, as non-property related excess ADIT is, by definition, not related
to plant (Attorney General Brief at 29). Further, the Attorney General notes that the
turn-around for non-property related excess ADIT is generally less than the amortization
period proposed by the Company (Attorney General Brief at 29). In addition, the Attorney
General disagrees with the Company’s claim that it is administratively easier to use the same

amortization period for all unprotected excess ADIT, as she notes that the use of a different

80 The Company proposed a deduction to rate base for adjusted test-year excess ADIT

balance of $249,846,956, which is comprised of the following: (1) $132,353,804 in
protected excess ADIT associated with base distribution rates; (2) $40,646,650 in
protected excess ADIT associated with the CIRM; (3) $2,210,667 in protected excess
ADIT associated with solar; (4) $625,533 in protected excess ADIT associated with
smart grid pilot; (5) $59,607,560 in unprotected excess ADIT associated with base
distribution rates; and (6) $14,402,740 in unprotected excess ADIT associated with
the CIRM (Exh. DPU-NG 10-2 (Supp. 2)). The Company proposed what it
considered to be a known and measurable adjustment of $4,478,297 to account for the
annual amortization of excess ADIT, which results in a total deduction to rate base for
excess ADIT of $245,368,659 (Exh. NG-RRP-2 (Rev. 4), Sch. 11, at 1, 4).
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amortization period would be “nothing more than a simple accounting mechanism” (Attorney
General Brief at 28). The Attorney General also argues that the Company’s reliance on the
Department’s findings in D.P.U. 17-170 to support its proposal is misplaced, as the proper
amortization period for unprotected non-property-related excess ADIT was not specifically at
issue in that case (Attorney General Brief at 28-29). Rather, the Attorney General points to
the Department’s decision in D.P.U. 15-155, and she argues that the Company’s proposal is
inconsistent with the Department’s finding in that case that a five-year amortization period
was appropriate for the non-plant related ADIT (Attorney General Brief at 29, citing
D.P.U. 15-155, at 257-258; Attorney General Reply Brief at 13). The Attorney General
asserts that the effect of amortizing the $15,122,667 in unprotected non-property-related
excess ADIT over five years is to increase the annual amortization of excess ADIT by
$2,273,888 and to decrease the Company’s revenue requirement by $3,171,445 (Attorney
General Brief at 29-30, citing Exh. AG-DJE, Schs. DJE-1 (Rev. 2), DJE-4 (Rev. 2)).
Second, the Attorney General challenges the Company’s proposal to accelerate the
amortization period of the NOL balance associated with protected property-related excess
ADIT (Attorney General Brief at 30-34). The Attorney General notes that the Company’s
proposed annual amortization of its protected property-related excess ADIT is $5,613,805,
and its proposed annual amortization of the associated NOLs is an offset of $5,385,101
(Attorney General Brief at 33, citing Exh. NG-RRP-2 (Rev. 2), Sch. 10, at 3). She claims
that the difference of $228,704 represents the amortization of excess ADIT associated with

the Company’s solar program and smart grid pilot, neither of which has associated NOL
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balances (Attorney General Brief at 33, citing Exh. NG-RRP-2 (Rev. 2), Sch. 10, at 3).
Thus, according to the Attorney General, the Company’s proposed amortization of its NOL
balance essentially “zeroes out” the amortization amounts attributable to the protected
property-related excess ADIT and leaves only a “relatively minor” amortization of excess
ADIT related to the solar program and the smart grid pilot available to be refunded to
ratepayers (Attorney General Brief at 32-33, citing Exh. DPU-NG 10-2). The Attorney
General argues that the Company provided insufficient justification for this change and should
not be allowed to deny current ratepayers the benefit of the return of the protected
property-related excess ADIT by disproportionately amortizing the related NOLs over a
different period of time (Attorney General Brief at 33-34; Attorney General Reply Brief

at 13-14). The Attorney General asserts that the Company should be required to amortize the
NOLs over the same 39-year period as the plant-related protected excess ADIT

(Attorney General Brief at 34; Attorney General Reply Brief at 14). According to the
Attorney General, a consistent method of amortizing the NOLs and plant-related protected
excess ADIT would result in an annual NOL amortization of $1,101,783, or an increase of
$4,283,318 to the current proposed annual amortization amount (Attorney General Brief at
34, citing Exh. NG-RRP-2 (Rev. 3), Sch. 10, at 3; AG-DJE-Surrebuttal-1, Sch. DJE-R-4
(Rev. 2)). She asserts that this correction to the Company’s amortization of its NOL balance
reduces the Company’s revenue requirement by $5,974,043%' (Attorney General Brief

at 34-35, citing Exh. AG-DJE-Surrebuttal-1, Sch. DJE-R-1 (Rev. 2)).

81 This proposed adjustment consists of $4,283,318, plus associated income taxes and
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Third, the Attorney General argues that the Department should reject the Company’s
proposed adjustment to rate base to record the excess ADIT amortization that will take place
during the rate year (Attorney General Brief at 24). According to the Attorney General, such
a “selective adjustment” is inappropriate because it takes into account changes only to one
component of the Company’s rate base after the test year (Attorney General Brief at 24-25;
Attorney General Reply Brief at 5).% Alternatively, the Attorney General contends that, if
the Department allows the Company’s proposed rate base adjustment, reasoned consistency
requires the Company to make corresponding adjustments for other expense accruals that

reduce rate base (Attorney General Brief at 24, citing Boston Gas Company v. Department of

Public Utilities, 367 Mass. 92, 104 (1975); Boston Gas Company v. Department of Public

Utilities, 368 Mass. 780, 802 (1975); Attorney General Reply Brief at 5-6). In particular,
the Attorney General asserts that the Department should require the Company to deduct from
rate base the post-test year depreciation expense accrual associated with the balance of

accumulated depreciation, which she calculates as $143,361,821 (Attorney General Brief

at 25).

bad debt (Exh. AG-DJE-Surrebuttal-1, Sch. DJE-R-1 (Rev. 2)).

82 The Attorney General distinguishes this proposed adjustment from the Company’s

proposal to roll forward deferred taxes related to pre-2018 investments recovered
through the CIRM, smart grid, and solar phase II mechanisms (Attorney General
Brief at 24-25, citing Exh. AG-DJE-18; AG 3-7). According to the Attorney
General, the roll forward related to CIRM, smart grid, and solar phase II mechanisms
are “derivative adjustment” associated with adjustments to plant and accumulated
depreciation and are intended to synchronize the test-year rate base with the recovery
of CIRM, smart grid, and solar phase II investments (Attorney General Brief at 25,
citing Exh. AG-DJE-18).
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2. Company

On brief, National Grid summarized the aforementioned excess ADIT amounts and
proposed amortization periods (Company Brief at 170-172). The Company also responded to
the Attorney General’s arguments discussed above. First, National Grid asserts that it “takes
no position” on the Attorney General’s argument that the $15,122,667 in unprotected
non-property-related excess ADIT should be amortized over five years, rather than
20.1 years as the Company proposed (Company Brief at 173). National Grid, however,
notes that, in the event of a future income tax increase, the Company would need to recover
the amounts amortized over the course of the Attorney General’s proposed five years
(Company Brief at 173).

Second, National Grid disputes the Attorney General’s claim that the Company
changed the amortization method applicable to the NOL balance (Company Brief at 173-174;
Company Reply Brief at 88). National Grid argues that, at the time of its initial filing, it was
unable to separate protected from unprotected property-related excess ADIT balances or to
provide definitive amounts of property-related excess ADIT (Company Brief at 174;
Company Reply Brief at 88). Thus, the Company asserts that it provided a high-level
estimate of a “reasonable amortization amount that did not violate the 2017 [Tax Act]
normalization rules” (Company Brief at 174, citing Exh. NG-RRP-1, at 101; Company Reply
Brief at 88). Further, the Company claims that it did not choose a specific amortization
method, as there were “too many unknown variables while the base rate proceeding was still

pending” (Company Brief at 174; Company Reply Brief at 88). National Grid asserts that,
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upon its filing of its 2018 income tax return and with the implementation of the deferred tax
module in PowerTax,* the Company was finally able to provide a final balance for the
protected and unprotected property-related excess ADIT (Company Brief at 174, citing
Exh. NG-RRP-1, at 100-101; Company Reply Brief at 88).

Third, National Grid asserts that its proposal to adjust rate base to account for the
annual amortization of excess ADIT is appropriate because the increase is a unique, one-time
adjustment necessitated by the 2017 Tax Act, and not subject to ebb and flow (Company
Brief at 172; Company Reply Brief at 83). Thus, while National Grid concedes that other
items included in rate base experience positive and negative changes throughout the year, the
Company claims that the excess ADIT balance will only decrease over time by a known and
measurable amount, and there will be no other changes or offsets to this balance throughout
the year (Company Brief at 172-173; Company Reply Brief at 83). The Company argues
that it would be inappropriate to adjust other rate base items, such as accumulated
depreciation, to offset the proposed excess ADIT adjustment, because the rate year activities

in those accounts are not known and measurable (Company Brief at 173).

8 PowerTax is tax preparation software that allows the Company to match up the

historical book depreciation amounts by vintage year of investment and by asset type
preparation (Exh. NG-RRP-1, at 101). This module also is used to accurately
determine the timing of reversal of the underlying plant related book/tax timing
differences, which enables the Company to determine the timing for the passback to
customers (Exh. NG-RRP-1, at 101).
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D. Analysis and Findings

1. Introduction

Deferred income taxes are accrued when a company has a current deduction or credit

for tax purposes, but not for book purposes. The Berkshire Gas Company, D.P.U. 90-121,

at 136 (1990). The ADIT balance is a source of interest-free funds provided by ratepayers84
that a company can use without incurring borrowing costs or invest and accrue interest until
the balance is needed to fund the taxes due and payable in later years. Therefore, for
ratemaking purposes, ADIT represents an offset to a company’s rate base. D.P.U. 87-59,

at 63; AT&T Communications of New England, Inc., D.P.U. 85-137, at 31 (1985); Boston

Edison Company, D.P.U. 1350, at 42-43 (1983); Boston Edison Company, D.P.U. 18200,

at 33-34 (1975).

As a result of the reduction in the federal corporate tax rate, the Company will restate
all of its net ADIT liability balances based on the new 21-percent federal income tax rate
(Exh. NG-RRP-1, at 99). Thus, excess ADIT represents the portion of ADIT that is no
longer owed to the government by virtue of the lower tax rates effective January 1, 2018,
and is subject to refund to ratepayers consistent with Internal Revenue Service (“IRS”)

normalization rules to avoid creating a normalization violation (Exh. NG-RRP-1, at 101).85

84 Income tax expense is a part of a company’s cost of service recovered through rates

charged to customers. See, e.g., Galveston Electric Company v. City of Galveston,
258 U.S. 388, 399 (1922).

8 In general, normalization is a system of accounting used by regulated public utilities

to reconcile the tax treatment of accelerated depreciation of public utility assets with
their regulatory treatment. Safe Harbor for Inadvertent Normalization Violations,
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2. Excess ADIT Balances and Amortization Periods

National Grid has provided what it considers its final total excess ADIT balance of
$259,796,675 at September 30, 2019, and it proposes to return an annual amortization
amount to ratepayers of $4,457,239 based on various proposed amortization periods
(Exhs. NG-RRP-2 (Rev. 4), Sch. 10, at 3; DPU-NG 10-2 (Supp. 2); Tr. 7, 1007-1008;
RR-AG-20, Att. at 1-2). The Attorney General did not challenge the Company’s calculation
of its total excess ADIT balance of $259,796,675 or the components of the total balance.
The Department has reviewed the Company’s excess ADIT amounts and supporting
documentation, and we find them to be acceptable at this time (Exhs. NG-RRP-2 (Rev. 4),
Sch. 10, at 3; DPU-NG 10-2 (Supp. 2); DPU-NG 10-3; RR-AG-20, Att.). As such, the
Department approves the Company’s total excess ADIT balance of $259,796,675 for the
purposes of calculating the annual amortization amount to ratepayers.

The Department recognized that the amortization periods approved in D.P.U. 18-15-E
were subject to change once National Grid’s audited financial statements for its fiscal year
ending March 31, 2018, were completed and once the Company determined the precise
accounting method it must use to comply with the implications of the 2017 Tax Act.

D.P.U. 18-15-E at 12 n.15, 35. The Attorney General does not challenge the Company’s

proposal to amortize (1) protected property-related excess ADIT over an average service life

Revenue Procedure 2017-47, at 1 (September 7, 2017); Boston Edison Company,
D.P.U. 10774 (1953). Under normalization, a utility receives the tax benefit of
accelerated depreciation in the early years of an asset’s regulatory useful life and
passes that benefit through to ratepayers ratably over the regulatory useful life of the
asset in the form of reduced rates. Revenue Procedure 2017-47, at 1-2.
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of 39 years, (2) unprotected property-related excess ADIT over an average service life of
20.1 years, or (3) unprotected NGSC-related excess ADIT over approximately 9.3 years
(Exh. NG-RRP-2 (Rev. 4), Sch. 10, at 3). The Attorney General, however, challenges the
Company’s proposed amortization periods applicable to its unprotected non-property-related
excess ADIT and its NOL balance (Attorney General Brief at 26, 34; Attorney General Brief
at 13-14).

While the IRS has prescribed the method by which a company passes back excess
ADIT related to protected items,* the Department has greater discretion in determining the
appropriate amortization period for excess ADIT related to unprotected items for ratemaking

purposes. See, e.g., D.P.U. 15-155, at 257; NSTAR Gas Company, D.P.U. 14-150,

at 241-242 (2015); D.P.U. 90-121, at 136-140; D.P.U. 92-210, at 86-89. In determining an
appropriate amortization period, the Department must balance the interests of the company
and its ratepayers, taking into consideration such factors as the amount under consideration
for amortization, the value of such an amount to ratepayers based on certain amortization
periods, and the effect of the adjustment on the utility’s finances and income. Fitchburg Gas

and Electric Light Company, D.P.U. 09-09, at 57 (2009); Fitchburg Gas and Electric Light

Company, D.T.E. 99-66-A at 28-29 (2001). Amortizations are based on a case-by-case

review of the evidence and underlying facts. Aquarion Water Company of Massachusetts,

86 Under IRS normalization rules, reserves for excess ADIT associated with protected

property are reduced ove